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INTRODUCTION

In this annual report (the "Annual Report"), "TAMAS' or "TAM" refer to TAM S.A., asociedade anbnima de capital
abertoorganized under the laws of Brazil, "Multiplus'fees to Multiplus S.A., &ociedade anénima de capital abedcmanized
under the laws of Brazil, "Corsair" refers to Cargzarticipacdes S.A., sociedade anénima de capital fechaatganized under
the laws of Brazil, "TAM Linhas Aéreas" or "TLA" fer to TAM Linhas Aéreas S.A., sociedade anénima de capital fechado
organized under the laws of Brazil, "Pantanal" nefi® Pantanal Linhas Aéreas S.Asariedade anbnima de capital fechado
organized under the laws of Brazil, "TAM Viagengfars to Fidelidade Viagens e Turismo Limitedsariedade limitada
organized under the laws of Brazil, "TAM Mercosuefers to Transportes Aéreos Del Mercosur S.Ao@edade andnimee
capital fechadoorganized under the laws of Paraguay, "TP Framufjisiefers to TP Franchising Limited,saciedade limitada
organized under the laws of Brazil, "TAM Capitaéfers to TAM Capital Inc., "TAM Capital 2" refers TAM Capital 2 Inc.,
TAM Capital 3" refers to TAM Capital 3 Inc., "TAMiRkancial 1" refers to Tam Financial Services 1 ltadj "TAM Financial 2"
refers to Tam Financial Services 2 Limited and "TAMancial 3" refers to TAM Financial Services 3rifed and each of TAM
Capital, TAM Capital 2, TAM Capital 3, TAM Finandid, TAM Financial 2 and TAM Financial 3 are exemgtcompanies
incorporated with limited liability in the Caymaslands. The terms "we," "our" and "us" refer toM/&.A., its consolidated
subsidiaries and each of the companies mentionedealvhich are its controlled subsidiaries. Reafees to "preferred shares”
and "ADSs" refer to the non-voting preferred shanésTAM S.A. and the American depositary sharesresenting those
preferred shares, respectively, except where theegbotherwise requires.

In this Annual Report, the term "Brazil" refers the Federative Republic of Brazil and the phraseaZBian
government" refers to the federal government ofzBraThe term "ANAC" refers to the National Civlviation Agency or
Agéncia Nacional de Aviacéo Civthe national aviation agency, which is part & Brazilian government. The term "Central
Bank" refers to the Central Bank of Brazil. Thene "U.S. dollar" and "U.S. dollars" and the symHldlS.$" refer to the legal
currency of the United States. The termeal" and 'feais' and the symbol "R$" refer to the legal curren€Bazil and the term
"centavo% means the 100th part of theal.

This Annual Report contains terms relating to opiegaperformance within the airline industry that adefined as
follows:

. "ASK" means available seat kilometers, or the pobdoef the number of seats available in all aircraft
multiplied by the distance the seats are flowniliorketers.

. "Average tariff' means the quotient of passengandport revenue divided by the number of paying
passengers transported.

. "BELF" means the break-even load factor, or thel iizator in which revenue equals operating expenses

. "Block hours" refers to the elapsed time betweeraiagraft's departure from its airport departuréegand
arrival at its airport destination gate.

. "CASK" means cost per ASK, or the quotient of tadglerating expenses (excluding the fair value ef fu
derivatives) divided by the number of availabletd@lameters. The result is presented in this AalriReport in
centavoper ASK.

. "Load factor" means the percentage of an aircredtipied by paying passengers on a flight, or treignt of

RPK divided by ASK.

. "RASK" means revenue per ASK, or the quotient of menue divided by the number of available seat
kilometers. The result is presented in this AnRport incentavoper ASK.

. "RPK" means revenue passenger kilometer, whichesponds to the product of the number of paying
passengers transported multiplied by the numbékilarheters flown by those passengers.

. "Yield" means the average amount paid per passeéadhrone kilometer.
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PRESENTATION OF FINANCIAL AND OTHER DATA

We prepare our consolidated annual financial statgsin compliance with International Financial Bemg Standards
("IFRS") as issued by the International Account8tgndards Board ("IASB"). Our consolidated finahstatements have been
prepared under the historical cost convention, twihigs been modified to include fair value measurgrfoe derivative financial
instruments.

Our audited consolidated annual financial statemastof and for the years ended December 31, 201D and 2009,
as included in this Annual Report, have been additeour independent registered public accountimg. f

For ease of presentation, certain financial infdiomacontained in this Annual Report has been prieskin U.S. dollars.
This Annual Report contains translations of vasiceal amounts, before rounding, into U.S. dollars at Bjgecrates solely for
your convenience. You should not construe themestations as representations by us thareaéamounts actually represent
these U.S. dollar amounts or could be converted ihSS. dollars at the rates indicated. Unlessratise indicated, we have
translated theeal amounts using a rate of R$1.8758 to U.S.$1.00Utl$e dollar selling rate published by the CentrahB on
December 31, 2011. On March 21, 2012, the U.Sadseélling rate published by the Central Bank ®&4.8267 to U.S.$1.00.

The information contained in this Annual Reporttelg to Brazil and the Brazilian economy is basadlata published
by the Central Bank, government agencies and dtifdapendent sources. Data and statistics regarthi@gBrazilian civil
aviation markets are based on publicly available ¢gublished by ANAC. Data and statistics regagdime international civil
aviation markets are based on publicly availabta gablished by the International Civil Aviationdgamnization ("ICAQO") and the
International Air Transport Association ("IATA")We also make statements in this Annual Report abautompetitive position
and market share in, and the market size of, theziBan airline industry. We have made these statds on the basis of
statistics and other information from third-parbusces that we believe are reliable. Although w&eehno reason to believe any
of this information or these reports are inaccuiatany material respect, we have not independerdtified the competitive
position, market share and market size or marl@at/gyr data provided by third parties or by indusirygeneral publications.

Certain figures in this document have been suljeebunding adjustments. Accordingly, figures shoas totals in
certain tables may not be an arithmetic aggregatighe figures that precede them.
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FORWARD-LOOKING STATEMENTS

This Annual Report includes certain forward-lookistgtements (particularly in "ltem 3. Key Infornmati— D. Risk
Factors," "ltem 4. Information on the Company — Husiness Overview" and "ltem 5. Operating and FirenReview and
Prospects"). These forward-looking statementsbaseed principally on our current expectations andpmjections of future
events and financial trends that currently affeangght affect our business. In addition to theris discussed in other sections of
this Annual Report, there are many significantdegtthat could cause our financial condition arglults of operations to differ
materially from those set out in our forward-loaistatements, including factors such as:

The words "believe,

the risk factors set forth in "Item 3. Key Infornmat — D. Risk Factors" generally and with respecTAM's
proposed business combination with Lan Airlines.§"AAN") in particular;

whether the proposed business combination with LisMpproved by regulators, LAN's shareholders and
other third parties, and whether any conditionsuiregl in order to obtain such approvals have beg¢isfied or
waived;

economic and political developments in both Bramid the principal international markets in which we
operate;

our management's expectations and estimates atute financial performance, financial plans arelithpact
of competition on our business, including compegitpressures on pricing;

our level of indebtedness and other payment olitigsat
our plans relating to investments and capital egfieres;

variations in interest rates, inflation and the leatuge rate relating to theal (with respect to both potential
depreciation and appreciation of tteal);

existing and future regulations;

increases in fuel expenses, maintenance expendessamance premiums;
changes in market prices, consumer preferencesangetitive conditions;
cyclical and seasonal variations in our resultspsrations;

defects or other mechanical problems in our aitcraf

developments or changes in the Brazilian civil aorainfrastructure, including air traffic contrairspace and
airport infrastructure;

the implementation of our strategies and growtimgla
our ability to obtain financing on commercially seaable terms; and

changes in fiscal policy and tax laws.

" " " " " " "may," "might,"s'hould," "intend"

expect,” "continue," "undersd,” "hope," "estimate," "will,

and other similar expressions are intended to iyeforward-looking statements and estimates. Sstatements refer only to the
date on which they were expressed, and we assuroéligation to publicly update or revise any sushimates resulting from
new information or any other events. As a restithe inherent risks and uncertainties involve@, ftrward-looking statements
included in this Annual Report may not be accueaid our future results of operations and perforraamey differ materially
from those set out in this Annual Report for a nemtif different reasons. No forward-looking stagenin this Annual Report is

a guarantee of future performance and each estimaitves risks and uncertainties.

Investors are cautioned not to place undue reliancany forward-looking statements.

-3-
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ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT A ND ADVISERS
Not applicable.
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.
ITEM 3. KEY INFORMATION
A. Selected Financial Data

The information set forth in this section shouldread in conjunction with our audited consolidagethual financial
statements (including the notes thereto) set forttPresentation of Financial and Other Data,"fit&8. Financial Statements”
and "ltem 5. Operating and Financial Review andpeats."

The summary consolidated annual financial infororaths of and for the years ended December 31, 210 and
2009, prepared in accordance with IFRS, is derfueah our audited consolidated annual financialestents included elsewhere
in this Annual Report, which have been audited hgeivaterhouseCoopers Auditores Independentesndapendent registered
public accounting firm. The summary consolidatedual financial information as of and for the yeansled December 31, 2008
and 2007, also prepared in accordance with IFR8eiived from our audited consolidated annual farnstatements for these
years, which have not been included in this AnfRegbort but are included in the annual report omF20-F for the year ended
December 31, 2010.

For your convenience, the following tables alsotaomU.S. dollar translations of theal amounts presented as of
December 31, 2011, translated using the rate of@8&b U.S.$1.00 published by the Central Bank. M2mch 21, 2012, the U.S.
dollar selling rate published by the Central Bardsvir$1.830 U.S.$1.00.

The tables below entitled "Operating Data Computésing Financial Information Under IFRS" and "Addital
Operating Data" also include unaudited operatiaral other data indicative of performance utilizegd dertain investors in
evaluating companies operating in the global @ngportation sector. This unaudited operation#h @& not included in or
derived from our consolidated annual financialestants.

As of December 31,

IFRS 2011 2011 2010 2009 2008 2007
(U.S.$ million$ (R$ milliong

Balance sheet data

Cash and cash equivalents 347 650 1,012 1,075 672 467
Financial assets at fair value through profit sogs| 898 1,685 1,407 1,011 1,242 2,140
Trade accounts receivable 970 1,819 1,557 1,122 1,157 938
Total assets 8,521 15,985 14,497 12,940 13,417 10,333
Borrowings? 510 957 615 497 402 1,068
Finance lease obligatios 2,841 5,330 4,758 4,521 6,448 2,968
Debentured 430 807 977 1,111 529 532
Advance ticket sales 333 625 942 1,008 820 807
Total equity 1,132 2,124 2,627 1,294 293 1,912
Total liabilities and equity 8,521 15,985 14,497 12,940 13,417 10,333

Q) Refers to the total balance of curretilities plus long-term liabilities.
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Year Ended December 31,

IFRS 2011 2011 2010 2009 2008 2007
U.ss$ (R$ milliong®
millions)®
Revenue 6,927 12,995 11,379 9,765 10,513 8,019
Operating expenses (6,406) (12,017) (10,402) (9,556) (9,935) (7,709)
Operating profit before movements in fair value of
fuel derivatives 521 977 977 210 578 309
Movements in fair value of fuel derivatives 22 41 37 317 (2,273) 130
Operating (loss)/profit 543 1,018 1,014 527 (696) 440
Finance income 1,568 2,942 1,774 2,413 1,410 1,007
Finance cost (2,205) (4,136) (1,672) (1,041) (3,006) (755)
Derivatives designated as cash flow hedge (4) (7) — — — —
Profit / (loss) before income tax and social
contribution 97) (183) 1,116 1,898 (2,292) 601
Income tax and social contribution (42) (79) (447) (649) 710 (214)
Profit/(loss) after tax (all continuing operations) (139) (262) 669 1,248 (1,581) 478
Attributable to
Non-controlling interest 39 74 32 1 1 0
Equity holders of TAM (179) (335) 637 1,247 (1,582) 477
Profit/(loss) after tax (all continuing operations) (139) (262) 669 1,248 (1,581) 478

Number of shares outstanding at year end (in thmissaf

shares)?
Common shares 55,817 55,817 55,817 50,195 50,195 59,792
Preferred shares 100,390 100,390 100,390 100,390 100,390 90,793
Total 156,207 156,207 156,207 150,585 150,585 150,585
Earnings (loss) per share (common and preferreid) RE?
Basic (1.15) (2.15) 4.22 8.30 (10.52) 3.17
Diluted (1.15) (2.15) 4.20 8.29 (10.52) 3.15
Dividends declared per share:
Common shares (ireaisand U.S. dollars) 0.10 0.19 1.00 1.58 0.27 0.21
Preferred shares (neaisand U.S. dollars) 0.10 0.19 1.00 1.58 0.27 0.21
Dividends declared per ADS (meaisand U.S. dollars) 0.10 0.19 1.00 1.58 0.27 0.21

1) Except per share information and whehentise indicated.
2) In 2008, there was a conversion of comstmares to preferred shares by a relevant shasghold

Year Ended December 31,

Operating Data Computed Using Financial Information

Under IFRS 2011 2011 2010 2009 2008 2007
(Us9y (R$)

Operating data

RASK (centstentavoy® 8.83 16.57 15.91 15.09 17.78 16.85
RASK domestic (centséntavo}? 6.49 12.18 12.71 13.34 16.80 15.16
RASK international (centséntavo}? 6.73 12.62 11.91 10.32 12.74 12.56
Yield domestic (centeéntavoy 9.97 18.71 19.78 21.60 25.90 22.62
Yield international (centséntavoy 8.29 15.55 15.09 14.26 16.87 17.55
CASK (centstentavoy 8.17 15.33 14.54 14.76 17.40 16.20
CASK except fuel (centséntavoy 5.33 9.99 9.72 10.53 10.52 10.87
Average tariff (dollarskais) 141.55 265.54 264.96 268.11 298.07 250.04

Q) Includes passenger, cargo and other teven
2) Includes passenger revenue.
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Year Ended December 31,

Additional Operating Data 2011 2010 2009 2008 2007

Paid passengers transported (thousands) 37,692 34,556 30,407 30,144 27,850
RPK (millions) 57,654 51,450 44,148 40,518 33,500
ASK (millions) 78,416 71,532 64,720 57,091 47,599
Load factor — % 73,5% 71.9% 68.2% 71.0% 70.4%
Break-even load factor (BELF) — % 68.0% 65.7% 66.7% 67.1% 67.7%
Block hours 668,494 625,881 566,006 523,114 462,380
Kilometers flown — km (thousands) 415,656 376,785 340,545 309,625 273,056
Liters of fuel 2,731,672 2,480,331 2,216,168 2,047,756 1,739,430
Number of employees 29,852 28,193 24,282 24,389 20,469
Average aircraft use during the period (hours @sf) d 13.0 12.9 125 134 134
Take-offs 327,357 303,496 285,006 274,856 261,171
Average leg (km) 1,270 1,214 1,195 1,126 1,046

Exchange Rates

Until January 1999, there were two legal foreigotenge markets in Brazil, the commercial rate emghanarket, or
the Commercial Market, and the floating rate exgfgamarket, or the Floating Market. The CommerMarket was reserved
primarily for (i) foreign trade transactions and) {iansactions that generally required prior apptdrom Brazilian monetary
authorities, like the purchase and sale of regsténvestments by foreign persons and related tamoiés of funds abroad
(including the payment of principal of, and intdres, loans, notes, bonds and other debt instrisngemominated in foreign
currencies and duly registered with the Centralkparnrhe Floating Market was for specific transact that did not require
Central Bank approval.

The Central Bank reported both the Commercial Mar&te and the Floating Market rate on a daily ©asn January
1999, the Brazilian government announced the watifin of the exchange rates for the Brazilian Coneciaé Market and the
Floating Market, leading to a convergence in theipg and liquidity of both markets.

On March 4, 2005, theConselho Monetario Nacionalthe "CMN") issued Resolution No. 3,265 and Resoitut
No. 3,266 (each of which became effective on Mdrth2005), which introduced several changes inBhazilian foreign
exchange regime, including (i) the unification b&tCommercial Market and the Floating Market, aidHe relaxation of rules
for the acquisition of foreign currency by Braziliaesidents. It is expected that the Central Baitkfurther regulate foreign
exchange transactions, as well as payments anmdfwsférs of Brazilian currency between Braziliasidents and non-residents
(those transfers, the International TransferRedi9, including those made through non-resident actsoun

See "ltem 3. Key Information — D. Risk Factors —sk& relating to Brazil — Exchange rate instabilitay have
adverse effects on the Brazilian economy, our lassinfinancial condition, results of operations pnospects and the trading
price of our ADSs and preferred shares."

The following tables set forth the Commercial Mdrkagte for the purchase of U.S. dollars expresaegais per U.S.
dollar for the periods and dates indicated:

Exchange Rates oReaisper U.S. $1.00

Year Ended Low High Averagée?) Period End
December 31, 2007 1.733 2.156 1.944 1.771
December 31, 2008 1.559 2.500 1.837 2.337
December 31, 2009 1.702 2.422 1.998 1.741
December 31, 2010 1.655 1.881 1.759 1.666
December 31, 2011 1.535 1.902 1.675 1.876

Q) Represents the daily average rate dwamt of the relevant periods.
Source Central Bank.
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Exchange Rates oReaisper U.S. $1.00

Month Ended Low High Period End
July 2011 1.535 1.564 1.556
August 2011 1.555 1.633 1.587
September 2011 1.604 1.902 1.854
October 2011 1.689 1.886 1.689
November 2011 1.727 1.894 1.811
December 2011 1.783 1.876 1.876
January 2012 1.739 1.868 1.739
February 2012 1.702 1.738 1.709
March 2012 (through March 21 1.715 1.827 1.827

Source: Central Bank.

B. Capitalization and Indebtedness
Not applicable.

C. Reasons for the Offer and Use of Preeds
Not applicable.

D. Risk Factors

Investing in our ADSs or our preferred shares imgsla high degree of risk. Before making an invesit decision, you
should carefully consider the risks set forth beld®ur business, financial condition and resultepdrations may be materially
adversely affected by any of these risks. Thergagrice of our ADSs or our preferred shares magrélase due to any of these
risks, and you may lose all or part of your investin The risks described below are those that wveeitly believe may
materially affect us.

Risks Related to TAM's Proposed Combination with LAN

The completion of the proposed combination is sudjeo many conditions precedent and if these are satisfied or waived
the proposed combination will not be completed.

TAM's proposed combination with LAN will involve aexchange offer (the "exchange offer"). See tlatige titled
"ltem 4. Information on the Company - Business @i - Proposed Combination with LAN" for a destigp of the exchange
offer and the corporate steps to effect the prapasembination. The completion of the exchangerofesubject to certain
conditions set forth in the transaction agreemeénts,ding:

Delisting Condition

. The number of qualifying minority shares that ae¢dhoy “agreeing shareholders” must be more tha®/8% of
the total number of qualifying minority shares thad held by agreeing shareholders and disagrseimgholders
(this is the minimum threshold required to causedrregistration as a public company in Brazil wit¥YM and
the delisting of our shares from Bovespa).

o0 A holder will be deemed to be an “agreeing shamdrdlwith respect to its qualifying minority sharesly
if such holder:

= validly tenders such qualifying minority sharesointhe exchange offer through the US exchange
agent and does not withdraw such shares from ttieagxge offer; or

= qualifies such qualifying minority shares for peigiiation in the auction, the process by which
holders of TAM shares will tender those share$Awoiction”, and:

. tenders such shares into, and does not withdranv frem, the Auction; and/or

-7 -
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. indicates on the qualification form (a copy of whiwill be included with the letter of
transmittal) that it agrees with our deregistratem a public company in Brazil with
CVM.

A holder will be deemed to be a “disagreeing shalddr” with respect to its qualifying minority stesr
only if such holder:

= validly tenders such qualifying minority sharesoithe exchange offer through the US exchange
agent and subsequently withdraws such shares frerexchange offer; or

= qualifies such qualifying minority shares for peigiation in the Auction and:
* does not tender such shares in the Auction; and/or

. indicates on the qualification form (a copy of whiwill be included with the letter of
transmittal) that it disagrees with our deregigbratas a public company in Brazil with
CVM.

For purposes of the delisting condition, “qualifyiminority shares” mean all our outstanding shaats
represented by our ADSs and all our outstanding #§08 each case that are not owned by us, our
controlling shareholders, any of their related pess(‘pessoas vinculadgsor any of our directors or
executive officers.

The delisting condition will not be waivable undgnazilian law, so if the delisting condition is nedtisfied, the exchange offer
will terminate and the merger will not be completed

Squeeze-out Condition

The sum of (i) the number of our shares and our &D&lidly tendered into, and not withdrawn frome th
exchange offer and (ii) the number of our sharesefieially owned by our controlling shareholdershigh
represented approximately 46.63% of our outstandirages as of March 1, 2012), represents more35%m of
the total number of our outstanding shares (indgdihose represented by our ADSSs) (this is the mini
acquisition threshold required under applicablezBien law to give us the right to compulsorily s any of
our shares (including those represented by our AD8&s owned by LAN or Holdco | S.A. ("Holdco I") taf
completion of the exchange offer, the mergers ahd other transactions described in this offer to
exchange/prospectus); and

The absence of certain actions, events or circurostathat, individually or in the aggregate, haeg lan
adverse effect on our businesses, revenues, apesabr financial condition and our subsidiarieketaas a
whole, in all material respects.

Certain of these conditions, including the deligtaondition, may not be waived without written agreent of both LAN
and the TAM controlling shareholders, and neithANLnor the TAM controlling shareholders have anyigdtion to waive any
conditions not satisfied on or prior to the expoatof the exchange offer. If a party whose waigerequired with respect to an
unsatisfied condition refuses to grant such waitlee, exchange offer will not be completed. In addit the obligation of the
TAM controlling shareholders under the transactamneements to make and pay the subscription for TR S.A. ("TEP
Chile") shares by contributing to TEP Chile alltbéir TAM shares and TEP Chile’s obligation to gay the subscriptions of
Sister Holdco shares and Holdco | shares by cartnifp to Holdco | and Sister Holdco S.A. ("Sisteoléico") all of the TAM
shares contributed to it by the TAM controlling s#taolders prior to the completion of the exchantjerds subject to certain
conditions relating to the operations and busirgdsAN and certain events outside of LAN’s and TAdvkontrol. Payment of
such subscriptions is a condition to the completibthe exchange offer. If any of these conditianeot satisfied or waived, the
exchange offer and mergers will not be completed.
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Any delay in completing the proposed combinationyrraduce or eliminate the benefits TAM expects tdxrhieved as a result
of the proposed combination.

The proposeccombination is subject to a number of conditionydoel TAM's control that may prevent, delay or
otherwise materially adversely affect its completioTAM cannot predict whether or when these otbenditions will be
satisfied. Furthermore, the requirements for alinigi the required clearances and approvals couldydbe completion of the
proposed combination for a significant period afhdior prevent it from occurring. Any delay in cdetphg the proposed
combination could limit the ability of the combinedmpanies to realize some or all of the synerdiasTAM expects to achieve
if the proposedombination is successfully completed within itpested time frame.

Failure to complete the proposed combination couldgatively impact TAM's stock price and future busiss and financial
results.

If the proposeadombination is not completed, TAM's ongoing bussassmay be adversely affected, and TAM would be
subject to several risks, including the following:

. being required to pay a termination fee to LAN af51$200 million and reimburse up to U.S.$25 milliwin
LAN's expenses under certain circumstances provitldte transaction agreements;

. having to pay certain costs relating to the progasembination, such as legal, accounting, financiisor
and printing fees; and

. having had TAM's management focus on the propasaabination instead of pursuing other opportunities
that could have been beneficial to TAM.

If the proposedcombination is not completed, TAM cannot assuresttekholders that these risks will not materialize
and will not materially adversely affect TAM's bosss, financial results and stock price.
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The transaction agreements contain provisions tlatuld discourage a potential competing acquirer DAM.

The transaction agreements require the board ettirs of TAM to recommend that the holders of TANares and
TAM ADSs tender such shares into the exchange dfigr do not permit them to withdraw or adverselydifp that
recommendation. The transaction agreements alstaioo“no shop” provisions that prohibit TAM andetiif AM controlling
shareholders from, directly or indirectly, solingi, initiating or encouraging any competing thiHy proposals, including
acquisitions of equity securities or material asg£tTAM and its subsidiaries, and there are n@ptions to these provisions. In
addition, if the transaction agreements are tertathander certain circumstances, LAN or TAM mayréguired to pay to the
other party a termination fee of U.S.$200 milliamdao reimburse expenses incurred by the othey partonnection with the
transaction agreements and the proposed combinafibese provisions could discourage a third péudy might have an interest
in a competing transaction from considering or pipg that transaction, even if it were preparegdg consideration with a
value per share higher than the consideration ttdehs of TAM shares and TAM ADSs may receive parguo the exchange
offer and the mergers, or might result in the thpedty proposing to pay a lower price to the haddefr TAM shares and TAM
ADSs than it might otherwise have proposed to pegabse of the added expense of the U.S.$200 milionination fee and
expense reimbursement that may become payabletairceircumstances.

Uncertainties associated with the proposed comhbimatmay cause a loss of management personnel arteiokey employees
that could adversely affect TAM, LAN and/or the cdaned companies.

The success of the operations of TAM, LAN and tbenkined companies is dependent, among other thonmgshe
experience and industry knowledge of their senianagement and other key employees and their atwliéxecute their business
plans. In order to be successful, TAM, LAN and tmenbined companies must be able to retain theilosenanagement and
other key employees and their ability to attragthhy qualified personnel in the future. Currentgrospective employees of
TAM and LAN may experience uncertainty about thebites within the combined companies following coetigin of the
proposed combination, which may have an adversetafi the ability of TAM, LAN and/or the combinedmpanies to retain or
attract senior management and other key employ€esnpetition for highly qualified personnel in tharious locations and
business segments in which TAM and LAN operatatsrise. No assurances can be given that TAM, LAN(fter completion
of the proposed combination, the combined compamnidisbe able to retain or attract senior managememd other key
employees to the same extent that TAM and LAN tgmreeiously been able to do so.

TAM has and will continue to incur significant costand expenses in connection with the proposed cdoiion and
integration of the business operations of TAM and\N.

TAM has incurred and expects to continue to inarstantial expenses in connection with the propasedbination
and the integration of TAM and LANLAN and TAM incurred approximately U.S.$15 millian non-recurring expense in
connection with the proposed combination in 2014 ey expect to incur U.S.$25 million in 2012. Teeosts and expenses
include financial advisory, legal and accountingsfeand expenses, reorganization and restructudastg,cseverance/employee
benefit-related expenses, filing fees, printingenges and other related charges. Some of these arespayable regardless of
whether the proposed combination is completed. &laee also a large number of processes, polictesegdures, operations,
technologies and systems that must be integratedrinection with the proposed combination. WhiléhbbAM and LAN have
assumed that a certain level of expenses woulehdrgried in connection with these transactions etlage many factors beyond
TAM's control that could affect the total amounttloe timing of the integration expenses.

There may also be additional unanticipated sigaificcosts in connection with the combination thAMI may not
recoup. These costs and expenses could, particitathe near term, exceed the savings that TAMeexs the combined
companiesto achieve from the elimination of dugiliGaexpenses and the realization of economiesalésother efficiencies and
cost savings. Although TAM expects that theserggiwill offset these transaction- and combinatielated costs over time, this
net benefit may not be achieved in the near terat afl.

In addition, TAM expects to prepay all amounts dwethe debentures it issued in 2006 prior to thepetion of the
exchange offer and the mergers. In 2006, TAM becd#ne first Brazilian airline to register a progrdan the issuance of
debentures with the CVM. In August 2006, TAM offdrR$500 million in principal amount of debentumgsuant to this
program, of which R$166 million are still outstamgli The final maturity date of these debenture&ugust 2012. The terms of
the debentures require TAM to prepay all amountsaluthe debentures upon cancellation of the regjsh of TAM as a public
company in Brazil with CVM, which cancellation wdkcur if the delisting condition is satisfied.
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TAM and LAN may be unable to fully realize the anipated benefits of the proposed combination.

The proposed combination involves bringing togettveo large and complex businesses that currentlgraip as
independent public companies. The combined comsganill be required to devote significant manageimeitention and
resources to integrating certain aspects of thenbss practices and operations of TAM and LAN. $hecess of the proposed
combination will depend, in part, on the combin@tnpanies' ability to realize anticipated revenueesgies, cost savings and
growth opportunities by combining the businesseSAM and LAN. TAM hopes to generate synergies hasy from the
consolidation of capabilities, rationalization gfevations and headcount, greater efficiencies fimreased scale and market
integration, new product and service offerings arghnic growth. There is a risk, however, that TANI LAN may not be able
to combine their respective businesses in a maha¢mpermits the combined companies to realizecthegenue synergies, cost
savings and growth opportunities in the time, mammeamounts it currently expects, or at all. Ra#d difficulties the combined
companies may encounter as part of the integrgtiocess include, among other things:

. the inability to successfully combine the businesseTAM and LAN in a manner that permits the coneul
companies to achieve the full revenue and costrgiggeanticipated to result from the proposed cowaudn;

. complexities associated with managing the combawadpanies;

. the need to implement, integrate and harmonizewuarbusiness-specific operating procedures andragstas
well as the financial, accounting, information aber systems of TAM and LAN;

. potential loss of key employees as a result of émpanting the proposed combination; and

. potential unknown liabilities and unforeseen insexhexpenses or delays associated with the excludieye
the mergers and the other combination transactionkjding one-time cash costs to integrate the &iviines
that may exceed the one-time cash costs that TAML&MN currently anticipate.

In addition, TAM and LAN have operated and, unkietcompletion of the proposemmbination, will continue to
operate under their existing separate airline fogates. It is possible that the integration ps¥xceould result in diversion of
management’s attention from their normal areagsponsibility to address integration issues; aeddibruption of, or the loss of
momentum in, each company’s ongoing businesseasconsistencies in its standards, controls, proe=dand policies; each of
which could adversely affect each company’s abtlitynaintain good relationships with its customergpliers, employees and
other constituencies, or to achieve the anticipainkfits of the proposed combination, and coubdeiase costs or reduce each
company’s earnings or otherwise adversely affeethilsinesses, financial condition, results of apmra and/or prospects of the
combined companies following the completion of éhehange offer and the mergers. Actual revenuergigs, cost savings,
growth opportunities and efficiency and operationahefits that result from the proposed combinatimay be lower and may
take a longer time to achieve than TAM currentipeots.

The integration of two large companies also presegnificant management challenges. In order doiexe the
anticipated benefits of the proposed combinationTAM and LAN, the operations of the two companiesl weed to be
reorganized and their resources will need to bebioed in a timely and flexible manner. There camb assurance that TAM
and LAN will be able to implement these steps agcigated or at all. If TAM or LAN fail to achievthe planned restructuring
effectively within the time frame that is currendgntemplated or to the extent that is currentinpkd, or if for any other reason
the expected synergies, cost savings and growtbrappties fail to materialize, the exchange offise mergers and the other
combination transactions may not produce the ben€AM currently anticipates.

-11 -



Table of Contents

The proposed combination will involve a delistingcahange offer under Brazilian law pursuant to whickhere will be a
statutory squeeze-out if applicable requirementg anet.

TAM's proposed combination with LAN will involve aexchange offer to be structured as a delistindv@xge offer
under Brazilian law. See the section entitledfit® Information on the Company — Business Overvigiroposed Combination
with LAN" for a description of the exchange offerdathe corporate steps to effect the proposed amatibn. If the number of
TAM shares validly tendered as part of the exchasftg is sufficient so that the sum of (A) thealobumber of TAM shares that
have accepted the exchange offer and (B) the numib&AM shares owned by the TAM controlling sharkeles is more than
95% of TAM's outstanding shares (including thogwaesented by TAM ADSs), LAN will conduct a statyt@gueeze-out under
Brazilian law of all TAM shares that do not accéipe exchange offer after completion of the proposechbination. If this
statutory squeeze-out occurs, a holder of non-tedshares would be forced to sell its shares tbl lafvd receive cash in an
amount equal to the product of (i) the number oNLADSs or LAN BDSs that it would have received panst to the exchange
offer in respect of its non-tendered shares (assgtiwould have received fractional shares), andhe closing price of the
LAN common shares on the Santiago Stock ExchaBgés§ de Comercio de Santiggon the last trading day immediately
preceding the day on which the exchange offer ispteted.

Risks relating to Brazil

The Brazilian government has exercised, and con@suto exercise, significant influence over the Bilean economy.
Brazilian political and economic conditions have @irect impact on our business, financial conditipmesults of operations
and prospects as well as the trading price of ouD®s and preferred shares.

The Brazilian economy has been characterized bgitirgficant involvement of the Brazilian governmewhich often
changes monetary, credit, fiscal and other polithemfluence Brazil's economy. The Brazilian gawaent's actions to control
inflation and effect other policies have involvedge and price controls, depreciation of thal, controls over remittance of
funds abroad, intervention by the Central Bankffeca base interest rates and other measures. a¥e ho control over, and
cannot predict, what measures or policies the Baazgovernment may take in the future. Our bussndinancial condition,
results of operations and prospects and the traatiicg of our ADSs and preferred shares may beradieaffected by changes
in Brazilian governmental policies, as well as gaheconomic factors, including, without limitation

. Brazilian economic growth;

. inflation;

. interest rates;

. variations in exchange rates;

. exchange control policies;

. fiscal policy and changes in tax laws;

. liquidity of domestic capital and lending markets;

. government control of production activities andrefining; and

. other political, diplomatic, social and economiwelepments in or affecting Brazil.

We cannot predict what future fiscal, monetary,iaosecurity or other policies will be adopted hyrrent or future
Brazilian governments, or whether these policiels igsult in adverse consequences to the Brazéizmnomy, to our business,
results of operations, financial condition or press, or to the trading prices of our ADSs anderefl shares.

In addition, possible political crises may affdut tonfidence of investors and the public in gdparaich may result in
economic deceleration and affect the trading priafdesecurities issued by Brazilian companies.
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Exchange rate instability may have adverse effeots the Brazilian economy, our business, financiabmdition, results of
operations and prospects and the trading price of 4DSs and preferred shares.

As a result of inflationary pressures, the Branil@airrency has depreciated frequently over the ¢iastide. Throughout
this period, the Brazilian government has impleredntarious economic plans and used various exchatgg@olicies, including
sudden devaluations, periodic mini-devaluationgifduwhich the frequency of adjustments has rarfgeah daily to monthly),
exchange controls, dual exchange rate markets dlodtang exchange rate system. Although long-telepreciation of theeal
is generally linked to the rate of inflation in Bita depreciation of theeal occurring over shorter periods of time has resuied
significant variations in the exchange rate betwdereal, the U.S. dollar and other currencies. In 2002,real fell 34.3%
against the U.S. dollar, caused in part by politigacertainties involving the presidential election Brazil and the global
economic recession. Notwithstanding the fact thateal appreciated 13.4%, 9.5% and 17.2% against the do/far in 2005,
2006 and 2007 respectively, from mid-2008 throughdnd of that year, threal depreciated 31.9% against the U.S. dollar as a
result of the ongoing global financial crisis. Hawer, in 2009, theeal appreciated 25.5% against the U.S. dollar, as tegdry
the Central Bank and in 2010, theal appreciated 4.3% against the U.S. dollar. In 2@dreal depreciated 12.6% against the
U.S. dollar. On December 31, 2011, the exchangewas R$1.8267 per U.S. dollar and on March 2112€he exchange rate
was R$1.7697 per U.S. dollar. We cannot assurelyatuthereal will not depreciate or appreciate substantiallyiasfathe U.S.
dollar in the future.

The majority of our revenues are denominaterkais, and a significant portion of our operating exper(sesh as fuel,
aircraft and engine maintenance, aircraft leasimdjiasurance payments, parts and engines) are deai@a in, or linked to, the
U.S. dollar or other foreign currencies. In themivthat we are unable to adjust our prices obtain protection through hedging
transactions, depreciation in tieal would reduce our profit margins and/or cause opegabsses as a result of increased
expenses. Devaluations in tleal against the U.S. dollar or other foreign curreneilss create inflationary pressures, which can
restrict our access to foreign financial marketd kad to government intervention (including thg@lementation of recessionary
policies to curb aggregate demand). Exchangeimatability may adversely affect our business, fiicial condition, results of
operations and the trading price of our ADSs amrdgored shares.

Inflation and certain measures by the Brazilian gesnment to curb inflation have historically advergeaffected the Brazilian
economy and Brazilian securities market, and higavkls of inflation in the future would adversely fatt our business,
financial condition, results of operations and prpscts and the trading price of our ADSs and prefedrshares.

Brazil has historically experienced extremely higtes of inflation. Inflation and some of the maas taken by the
Brazilian government in an attempt to curb inflatibave had significant negative effects on the Basmzeconomy generally.
Inflation, policies adopted to curb inflationaryepsures and uncertainties regarding possiblegworernmental intervention
have contributed to economic uncertainty and heigdnd volatility in the Brazilian securities market.

Since the introduction of theeal in 1994, Brazil's inflation rate has been subsgdlgtiower than in previous periods.
However, inflationary pressures persist. Accogdia the General Price Indekndice Geral dePrecos-Mercadpor IGP-M),
Brazilian inflation rates were 7.7%, 9.8%, -1.7%,3P%6 and 5.1% in 2007, 2008, 2009, 2010 and 204dertively. According
to the National Consumer Price Inddrdice Nacional de Precos ao Consumidor Ammin"IPCA"), Brazilian inflation rates
were 4.5%, 5.9%, 4.3%, 5.9% and 6.5% in 2007, 20089, 2010 and 2011, respectively.

Brazil may experience high levels of inflation hetfuture. Inflationary pressures may lead toBhezilian government
intervening in the economy and introducing policteat could adversely affect our business, findnc@mdition, results of
operations and prospects and the trading pric&ioA®Ss and preferred shares.

In the event that Brazil experiences high inflatinrthe future, we may not be able to adjust thegsrwe charge our
passengers to offset the impact of inflation onexpenses. This would lead to decreased net incénfiationary pressures may
also adversely affect our ability to access fordigancial markets, causing adverse effects orcapital expenditure plans.
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Developments and the perceptions of risks in otleuntries, including other emerging markets, the Wed States and
Europe, may adversely affect the Brazilian econoroyy business, financial condition, results of oions and prospects and
the market price of Brazilian securities, includinthe trading price of our ADSs and preferred shares

The market for securities issued by Brazilian conigs is influenced by economic and market condétionBrazil and,
to varying degrees, market conditions in other@merican and emerging markets, as well as théedristates and Europe.
Although economic conditions are different in eachintry, the reaction of investors to developméamisne country may have a
material adverse effect on the market value of BBeazcompanies' securities. Crises in anotherrgmg market country, the
United States or Europe could decrease investoaddrfor Brazilian securities, including our notA8)Ss and preferred shares.
This may adversely affect the trading value of ADXSs and preferred shares, and any decline imgadilue would impede our
access to capital markets and financing for futyrerations.

The recent global financial crisis has had sigaificconsequences worldwide and in Brazil, caustogksand credit
market volatility, credit unavailability, interesate increases, a general economic slowdown, imlatkchange rates and
inflationary pressure, which may adversely afféet market price of Brazilian securities, includiogr ADSs and preferred
shares. If the Brazilian economy experiences taswexl recession, or if Brazil experiences sigatfiicpolitical disruptions, our
business, financial condition and results of openstcould be materially and adversely affected.

Since 2008, the continuation of the economic crisi€urope, particularly in Greece, Spain, Italyddportugal, has
continued to reduce investor confidence globaltyhas the recent earthquake in Japan and the dagengf the U.S. long-term
sovereign credit rating by Standard & Poor’s on é&td5, 2011. These ongoing events could negatafédet our ability and the
ability of other Brazilian financial institutions bbtain financing in the global capital marketsweell as weaken the recovery and
growth of the Brazilian and/or foreign economied aause volatility in the Brazilian capital markets

Variations in interest rates may have adverse eféeon our business, financial condition, results operations and prospects
and the trading price of our ADSs and preferred sias.

We are exposed to the risk of interest rate vaniati principally in relation to the Long Term Irdst Rate Taxa de
Juros de Longo Prazmr TJLP), with respect to loans denominatedeiais the Interbank Deposit Rate, or DI Rate, and with
respect to operating and finance leases denomiiratéds. dollars, the London Interbank Offer RateLIBOR.

Beginning in 2003, as inflationary pressures easieel, CMN, the highest monetary regulatory bodyha Brazilian
government, decreased the TJLP. As of Decembe2(@®18, the TILP was 6.25% and as of December 319,28e TJLP was
6.0%. As of December 31, 2010, the TILP was 684d, as of December 31, 2011, the TIJLP was 6.0k Ol Rate as of
December 31, 2008 was 13.6% and as of Decemb&089, the DI Rate was 8.55%. As of December 3102the DI Rate was
10.6% and, as of December 31, 2011, the DI Rate Mi8%. The LIBOR as of December 31, 2008 was lafb as of
December 31, 2009, it was 0.3%. As of DecembefB810, the LIBOR was 0.3% and, as of December 811 2the LIBOR was
0.6%. Significant increases in consumption, iidlator other macroeconomic pressures may lead to@ease in these rates,
which may have an adverse effect on our business.

In addition, our repayments under many of our ojiggaand finance leases are linked to LIBOR, andaveeexposed to
the risk of variations in LIBOR. As of December, 2011, the estimated future payments due on oeratipg and finance lease
contracts linked to LIBOR amounted to U.S.$3.2idmill

If the TILP, the DI Rate or LIBOR was to increaser loan repayments would increase, and we mighbaaable to
adjust the prices we charge to offset increasethpays. If we are unable to adequately adjust daeg, our revenues would not
offset the increased loan expenses, adverselytaifeour results of operations. Accordingly, i®st rate increases may
adversely affect our business, financial conditimsults of operations and prospects and the gaglite of our ADSs and
preferred shares.
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Risks Relating to our Business and the Brazilian Awation Industry

The airline industry is particularly sensitive tohanges in economic conditions and continued negati&conomic conditions
that would likely continue to negatively impact ouesults of operations and our ability to obtainnfincing on acceptable
terms.

Our operations, and the airline industry in geneeak particularly sensitive to changes in econoouaditions.
Unfavorable economic conditions, such as high ypleyment rates, a constrained credit market andeased business
operating expenses, can reduce spending for bistiréeand business travel. Unfavorable economiditions can also impact
our ability to raise fares to counteract increadeel, labor, and other expenses. An increasingijaworable economic
environment would likely negatively impact our riéswf operations. We continue to be cautiouswfent domestic economic
conditions.

Factors such as continuing unfavorable economiditions, a significant decline in demand for aavel, or continuing
instability of the credit and capital markets couébult in pressure on our borrowing costs, opegatesults and financial
condition and would affect our growth and investinglans. These factors could also negatively irhpae ability to obtain
financing on acceptable terms and our liquiditgémeral.

The regulatory structure of Brazilian civil aviatio is undergoing change and we have not yet beeredblevaluate the results
of this change on our business and results of opéras.

Scheduled air transportation services are congideunblic utilities in Brazil and are subject to exsive regulation by
the Brazilian government. Over recent years, trezilan regulatory authorities have taken a maaagptive role in monitoring
the development of the Brazilian civil aviation ket For example, in an effort to prevent excegmpby, the authorities have
established rigorous criteria for air transport pames to follow when creating new routes or insire@ flight frequencies.
Various legislative initiatives have taken plaoseluding the drafting of a bill to amend the Btam Aeronautics Code, Law
No. 7,565 of December 19, 1986, the establishmeANAC, the national aviation agency that replatchd Departamento de
Aviacdo Civil] or "DAC", as the principal regulatory body for &ilian civil aviation, and the Civil Aviation Sestariat
(Secretaria de Aviacao Ciyjlor SAC, created on March 18, 2011 pursuant tviBory MeasureNledida Provisoria No. 527,
or Provisory Measure No. 527. See "ltem 4. Infdiamaon the Company — B. Business Overview — Reipaof the
Brazilian Civil Aviation Industry — Rights to OpeasAir Routes — Future legislation."

Operation of air transportation services, as wall arport infrastructure, is an exclusive right thie Brazilian
government, which may choose to provide these sesuvilirectly or through third parties by means afaessions or permits.
Our concession to operate public air transpontatias obtained on December 9, 1996 and renewecdeoarber 9, 2011, and it
is valid until December 9, 2021. We cannot asyorethat we will be able to automatically renew cancession. See "ltem 4.
Information on the Company — B. Business OverviewRegulation of the Brazilian Civil Aviation Indugt— Overview — Air
transportation services concession."

Our growth plans include expanding into new markeatsreasing flight frequency and expanding ouetflevhich
consisted of 161 aircraft (154 aircraft excludihg 6 ATRs and 2 A340 which, as of the date of theual Report, were not in
operation) at the end of 2011. ANAC has activebnitored the developments of Brazil's airline maiked has taken restrictive
measures to help restore greater stability in tiustry. Accordingly, our capacity to grow is degent on receiving the
necessary authorizations from ANAC and the Burdduaternational RelationsSuperintendéncia de Relag¢des Internacionaiis
"SRI"). We cannot assure you that we will obtdimacessary authorizations in the future and ailyrfe to do so would require
us to re-evaluate our strategies.

The Brazilian civil aviation structure may changgngficantly in the future and we may not be albeanticipate or
evaluate how this change will affect our business @esults of operations. We cannot assure yduthieae or other changes in
Brazilian civil aviation regulations will not haven adverse effect on our business or results ofatipes. Any change that
requires us to focus a significant level of researon compliance with new aviation regulations, deample, would result in
additional expenditure on compliance and consedyadtersely affect our results of operations.

In addition, our ability to increase prices to eff@n increase in our fixed expenses may be adyeaffected in the
event that the Brazilian civil aviation authoriti@spose price control restrictions on air transatioh services. If we are unable
to adequately increase prices to offset increaséiged expenses, this would adversely affect esults of operations. Changes
in the regulations issued by the Brazilian goveminar the occurrence of any of the above factorg merease our expenses,
limit our capacity to expand our routes or adversélect our business and results of operations.
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Competition in both the domestic and internationelvil aviation markets is increasing, and the Brdizin government may
intervene in the domestic market.

We face intense competition in both the domestitiaternational markets. The Brazilian governmeas the power to
authorize or deny the entry of new participants itz domestic market in which we operate, as aslhe power to assume air
transportation operations. Accordingly, each y®warface increased competition from existing and pawicipants, including
new low cost carriers on some of our domestic ut€he air transportation sector is highly sewsitio price discounting,
particularly as a result of the arrival of low-castlines and some airlines use of predatory pgiglicies. Other factors, such as
flight frequency, schedule availability, brand rgniion, and quality of offered services (such @glty programs, VIP airport
lounges, in-flight entertainment and other amesijtiglso have a significant impact on market cortipetiess. In addition, it
does not require significant investment to acqaineairline concession in Brazil and, as a reshk, harriers to entering the
domestic market are low. We cannot assure you tti@tBrazilian government will not assume contrbltlee air transport
operations or that existing or new competitorsun markets will not offer lower prices, more attiae services or increase their
routes capacities in an effort to obtain greaterketashare. In the event that any of the foregewgnts occur, we cannot assure
you that the price of our fares, passenger demamdioprofit margins will not be negatively affedte Any negative impact on
our fares would lead to decreased net revenuesiagdequire us to focus on cost-saving programs.

In 2010, ANAC approved the deregulation of inteloadl airfares for flights departing from Brazil tbe U.S. and
Europe, removing the prior minimum fares that aggplio these routes in stages. In addition, in 26ONational Civil Aviation
Council Conselho de Aviacdo Ciyjlor "CONAC", approved the continuity of bilaterafjreements providing for open skies
policies with other South American countries antea open skies policy with the United States, apgaln negotiations for an
open skies policy with Europe. These regulatioilklikely increase competition in the market and sannot assure you that our
results will not be adversely impacted as a result.

Until 2010, landing fees charged by Brazilian aitpovere standardized, regardless of how busy itpera was. In
February 2011, the Brazilian government announded it will increase landing fees at the busiespais. Accordingly,
competitors who operate from airports that havditimally been less busy obtain cost advantagés;iwcould adversely affect
our results of operation.

The Brazilian Government is studying an increasthéoregulatory limitation on foreign capital inu@ents in Brazilian
airline companies from 20% to 49% of voting capitdhe Brazilian Congress is already discussingaoedraft bills related to
this increase, which may be voted upon and/or ajgaravith Provisory Measure No. 527. We cannot iotetie effects of this
regulation on the competitive environment, our stdyior on us.

Substantial fluctuations in fuel prices or decreadeavailability of sufficient quantities of fuel mayarm the Brazilian civil
aviation market and our business if we cannot pas®se cost increases on to passengers through ared or our fuel
hedging arrangements become more expensive.

Fuel expenses represent a significant portion @rating expenses for airlines in general, and fuides have risen
significantly in recent periods. For the year eh@ecember 31, 2011, fuel expenses representedoBdUr operating expenses
(33% for the year ended December 31, 2010).

Historically, fuel prices in Brazil have been sutjeo significant variations in international prigevhich in turn vary as
a result of global political issues and global dypnd demand. The availability of fuel is alsdget to periods of market
scarcity and surplus and is affected by the denfandasoline and other petroleum derivatives. &fae, it is not possible to
predict the cost and availability of fuel in theute with any degree of certainty. In the eveat the supply of fuel is reduced for
any reason, we may need to increase our pricesdorce our scheduled services, which would adveedédgt our net revenues.

-16 -



Table of Contents

Fuel prices reached record levels during the midfli2008, but decreased substantially in the sedwtidof that year.
However, in 2009 and in 2010, this trend reveraad fuel prices became more volatile. In 2010] fureces increased by
approximately 14% in Brazil, following the globakhd of price correction after 2009°s high volgtili In 2011, fuel prices in
Brazil increased 33% following the global incre@se¢he jet-kerosene margins for global refineridst fuel expenses have been
subject to wide fluctuations as a result of incesas demand, sudden disruptions in global sugdywell as market speculation.
In addition, some of our competitors may be ablelitain fuel on better terms with respect to pri€ggnificant increases in fuel
expenses (or in the relative price we pay for fi@hpared to our competitors) may harm our finanoc@addition and results of
operations in the event that it is not possibleu®to pass on price increases to passengers thoaudares (or in the event that
competitors can decrease their prices relativaits and take market share from us).

Substantial fluctuations in fuel prices or decréaaeailability of sufficient quantities of fuel mayarm the Brazilian
civil aviation market and our business if we canpass those cost increases on to passengers thoamglares or our fuel
hedging arrangements become more expensive. 30@®& we have routinely hedged our future fuel reooents. However,
there can be no assurance that, at any given poitiine, our hedge contracts will provide any parar level of protection
against increased fuel costs (or that our countagesawill be able to perform under our hedge cacts, such as in the case of a
counterparty's bankruptcy). Additionally, deteaitton in our financial condition could negativelffext our ability to enter into
new hedge contracts in the future. The Financisk Rlanagement Policy initially established in 200&s revised in 2009 so as
to reflect the evolution in the understanding akrby the Company. Thus, the hedging horizon wemamded to five years
(quarterly rolling) with minimum levels of proteoti set at 20% for the first 12 months and 10%Herfollowing 12 months with
a maximum of 60% during the whole period, compdeethe previous minimum of 30% and maximum of 80%.

The decrease in fuel prices in the latter half 80& had the effect of increasing the costs assatiatith our fuel
hedging arrangements, so that we recorded a tigbiliR$1.1 billion as of December 31, 2008 assiteof those arrangements.
In 2010, fuel prices increased thereby increasimgfuel price variation costs. In 2011, fuel psdave shown volatilitgnd our
fuel hedging transactions and adjustments to oge pnargins might not be sufficient to protect rani fuel price variations, in
which case our results of operations could be Bagmitly and adversely affected.

Airlines have significant fixed expenses that magrim our ability to attain our strategic goals.

As is the case with other airlines, we have higlediexpenses (arising principally from aircraftseagreements). We
expect to incur additional fixed expenses and eottial debt as we lease or acquire new aircraft gthdr equipment to
implement our growth strategy. As of DecemberZ111, we had firm commitments to purchase 116 afircwith an aggregate
manufacturer's list price of approximately U.S.$1Billion. In 2011, we announced that we had orde&2 Airbus A320 family
aircraft and two Boeing 777-300ER aircraft. Outtbis order, 22 of the Airbus A320 family aircradte the new model
A320neo. These aircraft will be delivered betw26a6 and 2018. The engine option will be annouratedllater date. We will
require substantial capital from external sourceméet our future financial commitments. Volajilih global financial markets
may make it difficult for us to obtain financingrfoew aircraft on favorable terms.

As a function of our fixed expenses, we may (i)éhéimited ability to obtain additional financingrfavorking capital
and other purposes, (ii) be required to dedicatigmificant part of our cash flow to fixed expensesulting from operating and
finance leases for aircraft, (iii) incur higheréngst or leasing expenses in the event that iteagss increase or (iv) have a
limited ability to plan for, or react to, changesdur businesses, the civil aviation sector geherald overall macroeconomic
conditions.

We depend significantly on automated systems ang Areakdown in these systems may harm our busirmsd results of
operations.

We depend on automated systems to operate ourdsgsis, including our sales system, automated ssatvation
system, fleet and network management system, ta@lecmications system and website. Significant peated breakdowns of
our automated systems may impede our passengersanedl agencies' access to our products and ssivighich may cause
them to purchase tickets from other airlines, askfgraffecting our net revenues. Any interrupfioiour automated systems may
result in the loss of important information andragwse our expenses, which may cause a negativie pebteption of our airline
and reduce demand for our services.
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A failure to implement our growth strategy may harour results of operations and the trading price our ADSs and
preferred shares.

Our growth strategy in the domestic and internationarkets, and the consolidation of our leaderghifnose markets,
includes, among other objectives, increasing theabrar of markets we serve and increasing the freqyuen the flights we
provide. These objectives are dependent on obtpiapprovals for operating new routes from locgutators and obtaining
adequate access to the necessary airports. Gaarailtport in Sdo Paulo and Juscelino Kubitschgkodi in Brasilia are highly
congested, and passenger utilization is near,,anatimum capacity. In addition, Congonhas airpordo Paulo and Santos
Dumont airport in Rio de Janeiro are subject to sstrictions that limit both the number of langknand take-offs and the times
at which landings and take-offs may be schedul@ther airports may also reach maximum passengeicigpn the future or
impose slot restrictions, which would adverselyeeffour growth strategy. Any factor preventingdelaying our access to
airports or routes which are vital to our growtratggy (including our ability to maintain our cumteslots and obtain additional
slots at certain airports) may restrict the expamsif our operations and, consequently, adverdédgtaour growth strategy.

TAM, together with its former and current controdjii shareholders, TEP and the Amaro family, entéredagreements
to combine with LAN, and its respective controllislgareholders to effect a proposed business cotidninaf LAN and TAM.
For additional risks related to this proposed hess combination, see "— Risks Related to TAM'p&ed Combination with
LAN" above.

Our insurance expenses may increase significantlyaresult of a terrorist attack, harming our finasial condition and results
of operations.

Insurance companies may significantly increaserarste premiums for airlines and reduce the amofimbsurance
coverage available to airlines for civil liability respect of damage resulting from acts of tesroriwar, or similar events, as was
the case following the terrorist attacks of Septenil, 2001 in the United States.

In response to substantial increases in insurarem@ipms to cover risks related to terrorist attaich®wing the events
of September 11, 2001 in the United States, theilBxta government enacted legislation, authorizimg Brazilian government to
assume civil liability to third parties for any imy to persons or goods on the ground caused byrirattacks or acts of war
against Brazilian airlines operating in Brazil dm@ad. However, the Brazilian government maytssole discretion, suspend
the assumption of liability at any time, providdwtt it gives seven days' notice of the suspensibthe Brazilian government
suspended its assumption of liability, the Branilarlines are required to reassume the liabilitgt aontract for insurance in the
market.

Airline insurers may reduce their coverage or iasgetheir premiums in case of terrorist attackzwses, aircraft
accident and the Brazilian government's terminatibits assumption of liability or other eventseadfing civil aviation in Brazil
or abroad. If there are significant reductionsnisurance coverage, our potential liability woultriease substantially. If there
are significant increases in insurance premiums, aperating expenses would increase, adverselyctafte our results of
operations.

We may not succeed in obtaining all aircraft and gigion time, which may result in a suspension oftbperations of certain
of our aircraft because of unscheduled or unplannetaintenance.

As of December 31, 2011, we had firm commitmentsuchase 116 aircraft, with an aggregate manufacsuist price
of approximately U.S.$10.5 billion. In 2011, we aonced that we had ordered 32 Airbus A320 famitgraft and two Boeing
777-300ER aircraft. Out of this order, 22 of thiebis A320 family aircraft are the new model A326nélhese aircraft will be
delivered between 2016 and 2018. Any disruptiost@nge in the manufacturers' delivery scheduleghfesse new aircraft will
affect our operations and would negatively affagtfinancial condition and results of operationsdee we would not be able to
accommodate increased passenger demand. Ouy abilibtain these new aircraft from Airbus or Bagimay be affected by
several factors, including (i) Airbus or Boeing mifuse to, or be financially limited in its abjlito, fulfill the obligations it
assumed under the aircraft delivery contractsti{@)occurrence of a fire, strike or other evefgcing Airbus' or Boeing's ability
to fulfill its contractual obligations in a compéeind timely fashion and (iii) any inability on opert to obtain aircraft financing
or any refusal by Airbus or Boeing to provide fic&h support. Our operations may also be affebiedny failure or inability of
Airbus or Boeing (or other suppliers) to supplyf®ignt replacement parts in a timely fashion, whinay cause the suspension
of operations of certain aircraft because of undalezl or unplanned maintenance. Any such susperi@perations would
decrease passenger revenue and adversely affefhanrial condition.
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The reputation and financial results of airlines nyabe harmed by any accident or incident involvirtgtr aircraft.

Any accident or incident involving the aircraft afiy airline may require repair or replacement ef damaged aircraft
and temporary or permanent loss of service, inteuhdito significant expenses arising from indenastipayable to injured
passengers and third parties. We believe thaletred of insurance we have contracted for accidentonsistent with market
practice. However, we may incur losses in the ethat our insurance is insufficient to cover tlzamége from an accident. Any
requirement to pay amounts not covered by our arstg may harm our business and results of opesatiédmy accident or
incident involving one of our aircraft, even if cphately covered by insurance, may affect our imagd generate a public
perception that we are less safe or reliable thharaairlines, which would harm our passenger detanr revenues and our
market position. In addition, any accident or dteit relating to an aircraft operated by anothdinai but which involves one of
the same models of aircraft we have in our fleey generate a public perception that the particodadel of aircraft is unsafe,
which may also harm passenger demand for our ssvir revenues and, consequently, our resutiperfitions.

Our business may be adversely affected by downtimthe airline industry caused by terrorist attaskwar or outbreak of
disease, which may alter travel behavior or increasxpenses.

Demand for air transportation may be adverselyctdfit by terrorist attacks, war or political or sdcinstability,
epidemics, natural disasters and other similar tsvéitat are out of our control. Any of these esantthe markets in which we
operate could have a material impact on our busjr@sancial condition and results of operatioairthermore, such events
could have a prolonged effect on air transportadiot on certain expenses including insurance apdraifees.

For example, the terrorist attacks in the Unitedté€dt on September 11, 2001 severely and advensggcied the
worldwide airline industry. Airline traffic in thdéJnited States fell dramatically after the attacksl decreased, albeit less
severely, throughout Latin America. Our revenuegeshd on the number of passengers traveling offlights. Therefore, any
future terrorist attacks or threat of attacks, wketor not involving commercial aircraft, any ingse in hostilities relating to
reprisals against terrorist organizations or otliegvand any related economic impact could resulteicreased passenger traffic
and materially and negatively affect our businéegncial condition and results of operations.

In addition, the escalation of military activity the Middle East and the public concerns aboutpibgsibility of an
outbreak of disease (such as the H1INL1 virus) coelgatively impact the public's willingness to trabg air. We cannot
determine if and when such an event will occur amgther the event will decrease demand for airefratius materially and
negatively affecting our business, financial coioditand results of operations.

Our operations are often affected by factors beyoodr control, including airport congestion, weatheconditions and
increased safety measures.

Like other airlines, we are subject to delays cdusefactors beyond our control, including airpoonhgestion, adverse
weather conditions and increased safety measefays have the effects of leaving passengerstdifisd, reducing aircraft
utilization (the average number of hours per dayaaoraft is in operation) and increasing expensdsch may affect our
profitability. Adverse weather conditions may cagancellations of, or significant delays in, dights. Cancellations or delays
resulting from airport congestion, adverse weattmarditions and safety related measures may decmasevenues and harm
our reputation as a punctual airline, which coelad to decreased passenger demand for our services.

In 2010, a volcanic eruption in Iceland affected operations in London, Paris, Frankfurt and Mitstween April 15th
and April 21st. We had to cancel 56 flights, whielpresented approximately 2% of our internatidligits scheduled for that
month. In June and July 2011, volcanic ash from ¢huption of the Puyehue volcano in southern Chifected air traffic
throughout the region. Our international South Aosn operations were the most affected by the temiphowever, our
domestic operations were also affected. Whilegheadcanic eruptions had only a small effect on operations, if a volcanic
eruption occurs that requires us to cancel a latgsber of flights, our revenues may be adversdgcefd. We cannot guarantee
that further cancellations will not happen dueh® $ame or other volcanic eruptions.
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Problems with air traffic control systems or othéechnical failures could interrupt our operationsral materially affect our
business.

Our operations, including our ability to deliverstomer service, are dependent on the effectiveatipar of our
equipment, including our aircraft, maintenance eyst and reservation systems. Our operations are ddpendent on the
effective operation of domestic and internationatraffic control systems and the air traffic caitinfrastructure in the markets
in which we operate. Equipment failures, persorshertages, air traffic control problems and otfaetors that could interrupt
operations could adversely affect our operatiomsfarancial results and our reputation.

Technical and operational problems in the Brazibartraffic control systems since the last quace2006 have led to
extensive flight delays, higher than usual fliglancellations and increased airport congestion.s Heigatively affected our
punctuality and operating results. The Braziliamernment and air traffic control authorities ha&ken measures to improve the
Brazilian air traffic control systems, but if thBanges undertaken by the Brazilian government agdlatory authorities do not
prove successful, these air traffic control-reladéticulties might recur or worsen, which may haaenaterial adverse effect on
our business, our results of operations and ountlystrategy.

The successful execution of our strategy is padigpendent on us maintaining a high daily aircraftilization rate, making us
especially vulnerable to delays.

In order to successfully execute our strategy, aedrto maintain a high daily aircraft utilizaticate, which is a measure
of the number of block hours that we use our aftgpar day. Achieving a high daily aircraft utditton rate allows us to
maximize the amount of revenue that we generat® fach aircraft and is achieved, in part, by resycurnaround times at
airports and developing schedules that enable dly tmore hours on average per day. Our aircréfization rate could be
adversely affected by a number of factors that amnot control, including air traffic and airportrgstion, interruptions in the
service provided by air traffic controllers, adwemseather conditions and delays by third-party iserproviders in respect of
matters such as fueling and ground handling. bhiteah, high aircraft utilization rates increase thisk that, if an aircraft falls
behind schedule, it could remain behind schedulaifoto two days. Such delays could result insaugition in our operating
performance, leading to customer dissatisfactiantduany resulting delays or missed connections.

Risks Relating to our ADSs and Preferred Shares

We have a stable group of principal shareholderghwihe power to manage our business, and the instseof these persons
may conflict with those of other shareholders.

Our principal shareholder, the Amaro family, cdliieely controls 85.4% of our common stock and Has power to,
among other things, (i) elect the majority of ouredtors and (ii) control the results of any proglosequiring shareholder
approval (including transactions with related pmEsticorporate re-organization, sales of assetgtentiming and conditions of
payment of any future dividends, subject to the imim mandatory dividend distribution requirementsder Brazilian
corporation law). Our principal shareholders hthe power to approve transactions that might noinbie interests of other
shareholders and may prevent or frustrate any ptteto remove our current directors or executivieerfs.

Our preferred shares do not carry general votinghis.

Our preferred shares and, consequently, our ADSwotlcarry general voting rights except in relatiorcertain specific
matters and under specific circumstances. Seem"l@& Additional Information — B. Memorandum andrtiéles of
Association." Our principal shareholders, who htithé majority of common shares with voting rightsdacontrol us, are
therefore able to approve corporate measures withewapproval of holders of our preferred shares.
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Accordingly, you will not have control over the appal of corporate measures such as appointmemtirettors,
approval of significant transactions or changestincapital structure.

The economic value of your investment may be ditute

In the event that we need to obtain capital foraperations by issuing new shares, any such issusagy be made at a
value below the book value of our preferred sharethe relevant date. In that event, the thendrsldf our ADSs and preferred
shares would suffer an immediate and significalution of their investment.

The sale of significant quantities of ADSs or prefed shares may cause the stock market price of &DSs and preferred
shares to decline.

In the event that we or our shareholders elecelicassignificant number of our ADSs or preferrédugs, or in the event
that the market perceives that we have the interdf@ny such sale, the stock market price of sefgpred shares or ADSs could
decline significantly unless there are high lewsfldemand to purchase our ADSs or preferred shares.

Brazilian securities markets are relatively volailand illiquid. Therefore you may not be able tellsthe preferred shares
underlying the ADSs at the price and time you desir

Investing in securities that trade in emerging ratsk such as Brazil, often involves greater riskntlinvesting in
securities of issuers in the United States, andh sovestments are generally considered to be mmeeusative in nature. The
Brazilian securities market is substantially snralless liquid and can be more volatile than magwurities markets in the United
States. There is also significantly greater cotre¢ion in the Brazilian securities market thamiajor securities markets in the
United States. Accordingly, although you are &dito withdraw the preferred shares underlyingABeSs from the depository
at any time, you may not be able to sell the preteshares underlying the ADSs at the price and fiou wish.

Changes in Brazilian tax laws may have an adversgact on the taxes applicable to a disposition af preferred shares or
ADSs.

Law No. 10,833 of December 29, 2003 provides thatdisposition of assets located in Brazil by a-resmident to either
a Brazilian resident or a non-resident is subjec¢axation in Brazil, regardless of whether thedsition occurs outside or within
Brazil. This provision results in the impositiohincome tax on the gains arising from a dispositid our preferred shares by a
non-resident of Brazil to another non-resident cdAl. There is no judicial guidance as to thel@ption of Law No. 10,833 of
December 29, 2003 and, accordingly, we are unabpgedict whether Brazilian courts may decide thapplies to dispositions
of our ADSs between non-residents of Brazil. Hoereun the event that the disposition of assetsitisrpreted to include a
disposition of our ADSs, this tax law would resuitthe imposition of withholding taxes on the disjtion of our ADSs by a
non-resident of Brazil to another non-resident cdA.

Because any gain or loss recognized by a U.S. H@&dedefined in "Item 10. Additional Information & Taxation —
United States") will generally be treated as a d@&irce gain or loss unless such credit can bdeapfdubject to applicable
limitations) against tax due on the other inconeatied as derived from foreign sources, such U.&lddavould not be able to
use the foreign tax credit arising from any Braxiltax imposed on the disposition of our prefesieares.

The Brazilian government may impose exchange cofgrand significant restrictions on remittances oéais abroad, which
would adversely affect your ability to convert aneimit dividends, distributions or the proceeds fraime sale of our preferred
shares and our capacity to make dividend paymeitson-Brazilian investors and would reduce the metkprice of our
preferred shares or ADSs.

The Brazilian government may restrict the remiteaabroad of proceeds of investments in Brazil éwedcbnversion of
thereal into foreign currencies. The Brazilian governmiast imposed such remittance restrictions for aflpériod in 1989 and
early 1990. In the event that the Brazilian goweent determines that the Brazilian foreign curremegerves need to be
maintained, it may impose temporary charges onocagyseas remittance of up to 50% of the value efrémittance. We cannot
assure you that the Brazilian government will radtet similar measures in the future. The returargf such restrictions would
hinder or prevent your ability to convert dividendsstributions or the proceeds from any sale of eferred shares into U.S.
dollars and to remit U.S. dollars abroad and opacdy to make dividend payments to non-Braziliavestors. The imposition
of any such restrictions would have a material estveffect on the stock market price of our prefishares or ADSs.
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If you surrender your ADSs and withdraw preferredhares, you risk losing the ability to remit foreigourrency abroad and
certain Brazilian tax advantages.

As an ADS holder, you benefit from the electroréctificate of foreign capital registration obtainieg the custodian for
our preferred shares underlying the ADSs in Brgmimitting the custodian to convert dividends atider distributions with
respect to the preferred shares into non-Brazitiarency and remit the proceeds abroad. If yowesder your ADSs and
withdraw preferred shares, you will be entitledcmntinue to rely on the custodian's electronicifieste of foreign capital
registration for only five business days from ttaedof withdrawal. Thereafter, upon the dispositid distributions relating to
the preferred shares, unless you obtain your owntrenic certificate of foreign capital registratjoor you qualify under
Brazilian foreign investment regulations that datdome foreign investors to buy and sell shareBmzilian stock exchanges
without obtaining separate electronic certificatas foreign capital registration, you would not béleato remit abroad
non-Brazilian currency. In addition, if you do roptalify under the foreign investment regulatioysy will generally be subject
to less favorable tax treatment of dividends astrithutions on, and the proceeds from any salewfpreferred shares.

If you attempt to obtain your own electronic céctate of foreign capital registration, you may inexpenses or suffer
delays in the application process, which could ylglaur ability to receive dividends or distributmelating to our preferred
shares or the return of your capital in a timelynm&r. The depositary's electronic certificateaykign capital registration may
also be adversely affected by future legislativenges.

If we do not maintain a registration statement amb exemption from the Securities Act is availablg,S. Holders of ADSs
will be unable to exercise preemptive rights withspect to our preferred shares.

We will not be able to offer our preferred sharesltS. holders of ADSs pursuant to preemptive sgittanted to
holders of our preferred shares in connection aith future issuance of our preferred shares uale@sgistration statement under
the Securities Act is effective with respect totspeeferred shares and preemptive rights, or amptien from the registration
requirements of the Securities Act is availablee &¥e not obligated to file a registration statetmelating to preemptive rights
with respect to our preferred shares, and we caasgre you that we will file a registration stagamn If a registration statement
is not filed and an exemption from registration sloet exist, JPMorgan Chase Bank, N.A., as depgsitall attempt to sell the
preemptive rights, and you will be entitled to rigeghe proceeds of the sale. However, these p#earights will expire if the
depositary does not sell them, and U.S. holdesD#s will not realize any value from the grantirfgsach preemptive rights.
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ITEM 4. INFORMATION ON THE COMPANY
A. History and Development of the Compan
General

TAM S.A. is a holding company founded in May 199@dar the nameCIT — Companhia de Investimentos em
Transportedor the specific purpose of participating in, mgimg and consolidating shareholdings in airlinesNovember 1997,
we implemented a corporate restructuring that emedCIT — Companhia de Investimentos em Transpod&ske in TAM
Taxi Aéreo Marilia S.A. ("TAM Marilia") a sociedade andnima de capital fechadganized under the laws of BrazilVe also
changed our corporate name to TAM — Companhia destimentos em Transportes. In September 2002gam changed our
corporate name to TAM S.A. We currently hold ovamép interests in TAM Linhas Aéreas, TAM MercostiP Franchising,
Multiplus and Corsair. TAM Linhas Aéreas holds@mnership interest in TAM Viagens, TAM Capital, TABapital 2, TAM
Capital 3, TAM Financial 1, TAM Financial 2 and TAMnancial 3.

TAM S.A. is asociedade anbnima de capital abeoi@anized and operating under the laws of Bra2ilir headquarters
are located at Avenida Jurandir, 856, Lote 4, TPagnCEP 04072-000, S&o Paulo, SP, Brazil. Oeplteine number is +55 11
5582 9715.

TAM Marilia was founded in January 1961 in the iitteof the state of Sdo Paulo, where the late &afRolim Amaro
worked as a pilot. In 1971, Captain Rolim Amaredme an executive partner and minority sharehafi@AM Marilia. TAM
Transportes Aéreos Regionais ("TAM Regionais") femded in May 1976 and was TAM Marilia's first edaled airline, with
67% of its capital stock held by Captain Rolim Amain 1978, Captain Rolim Amaro became the maj@aresholder of TAM
Marilia, holding 98% of its capital stock.

In 1986, Captain Rolim Amaro incorporated TAM Lish&éreas, launching its operations throighsil-Central Linha
Aérea Regional S.Awhich was created to operate in the country'sheort and central-western regions). In the same, yea
Brasil-Central Linha Aérea Regional S.#¥as granted a concession to operate at Guarultem#tional Airport and became
TAM Transportes Aéredderidionais S.A.Brazil's second largest domestic airline.

In 1993, we launched the TAM Fidelidade Prograne (inst airline loyalty program in Brazil) in ordéo incentivize
existing customers to fly with us more often andatwact new customers. In 1998, we inauguratedimi international flight
between Sao Paulo and Miami. In 1999, we initidligtits to Paris through a codeshare agreemeht it France.

In 1998, we acquiredkapemirim Transportes Aéreos Regionfighose corporate name was changednterexpress
Transportes AéredBegionais S.Aor "Interexpress Transportdgreos Regionais") and then acquitéelisul Linhas Aéreas S.A.
(whose corporate name was changed to TAM Exprdss &."TAM Express").

In 1999, TAM Express and Interexpress Transportéeds Regionaimerged into TAM Linhas Aéreas, resulting in
greater integration, operational efficiency andasequent reduction in expenses. As a continuafitiis restructuring process,
and as a result of the need to unify our regiomational and international operatiof$\M Transportes Aéreos MeridionassA.
was merged into TAM Linhas Aéreas in November 2000.

On February 6, 2003, we signed a protocol of undeding with Varig S.A. ("Varig") for code sharimgperations as a
preliminary stage in a possible merger betweertwiiecompanies. This was primarily intended to @late overlapping flights
and to rationalize supply in the market. As a ltesfisigning this protocol of understanding, werev@ble to reorganize our
aircraft fleet, negotiate the return of 19 Fokk@0 hircraft and reduce our operating expenses.

On February 15, 2005, as it became clear that ttyeosed merger would not take place, both parifesig and TAM
S.A)) submitted detailed plans to the Conselho Austiativo de Defesa Econdmica, or CADE, to carttel codeshare
arrangement. On February 23, 2005, the codeshmezment was cancelled (with the approval of theDEAand all of our
codeshare operations with Varig had to be termihdg May 24, 2005. We ceased all codeshare opesativith Varig on
May 2, 2005.
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On June 17, 2005, we completed our initial equffgerong of preferred shares, offering a total of 13,000 preferred
shares to institutional investors in the Unitedt&tand institutional and other investors elsewh&e July 19, 2005, we and the
selling shareholders in the equity offering issaefdirther 281,600 preferred shares pursuant tovanallotment option granted
to the underwriters in that offering.

On March 15, 2006, we completed a follow-on equifering of preferred shares in Brazil and ouriatipublic offering
of ADSs in the United States and elsewhere outBideil. This offering of preferred shares and AD&ss registered with the
SEC and the ADSs are listed on the New York StacthBnge. We became a reporting company underdberies Exchange
Act of 1934, or the Exchange Act. We offered 2,668 ADSs and 2,339,897 preferred shares, whileséligng shareholders in
that offering sold 21,209,462 ADSs and 9,408,63aired shares. On April 11, 2006, we and thengeBhareholders in that
offering sold an additional 1,103,000 ADSs pursuaran over-allotment option granted to the undiens in that offering.

TAM Mercosur operates scheduled air transportatiparations and is headquartered in Asuncion, PayagdTAM
Mercosur, which operates in Paraguay, ArgentinazirChile, Uruguay and Bolivia, was founded in igta 1993 under the
nameLineas Aéreas Paraguayas S(A.APSA") and all of its capital stock was initiglheld by the government of Paraguay.
The Paraguayan government currently holds 5.02%Adf Mercosur's capital stock. In January 1997 AW's corporate name
was changed tdransportes Aéreos del Mercosur S.la. September 2003, upon approval of TransAméridessolution and
liquidation, we acquired all shares of TAM Mercosetd at the time by TransAmérica (which consisi€84.98% of its capital
stock). In the year ended December 31, 2010, TAdddsur's net operating revenues represented 1f.4%r total consolidated
net operating revenues.

TAM Viagens is a limited companys@ciedade limitadaand tourism operator controlled by TAM Linhas A&s.
Through TAM Viagens, we package and sell tourisamel and corporate events in Brazil and abroad.

In 2007, TAM Linhas Aéreas incorporated TAM Capial a wholly-owned subsidiary, organized undeddkes of the
Cayman Islands, for the purpose of issuing U.S.$8Dbn 7.375% senior guaranteed notes due 201Amnil 25, 2007. On
December 18, 2007 we completed an exchange offsupnt to which holders of 99.2% of the notes idsue April 25, 2007
exchanged their notes for new notes that were tergid under the Securities Act of 1933, as amended,otherwise carried
identical terms.

In 2007, TAM Linhas Aéreas incorporated TAM Finaid, a wholly-owned subsidiary organized underléves of the
Cayman Islands, for the purpose of raising fundgfe-delivery payments of four Boeing 777 aircrdft that same year, TAM
Linhas Aéreas also incorporated TAM Financial 2yteolly-owned subsidiary organized under the lawshef Cayman Islands,
whose main activities include aircraft acquisitaomd financing.

In 2008, we began operating the Boeing 777-300ER largest passenger capacity aircraft. The Bo&ng-300ER
currently transports up to 365 passengers on auesoconnecting Brazil, Germany, England and Chileese Boeing aircraft
were financed by a structured deal with a finangizgrantee from the Export-Import Bank of the Uthiftates ("Ex-Im Bank")
and included the participation of four internatibfinancial institutions: Calyon, Natixis, Privatexport Funding Corporation
(Pefco) and Société Générale. In that same yeafinalized the phase-out program of the Fokker (I@®-seat aircraft) from
our fleet and returned our MD-11s, older and IéBsient aircraft that we had used to operate sofneur long haul routes.

In 2009, TAM Linhas Aéreas incorporated TAM Capi2ala wholly-owned subsidiary organized under thesl of the
Cayman Islands, for the purpose of issuing U.S.$80idon 9.5% senior guaranteed notes due 2020 ctoltzr 22, 2009.

In 2009, we also incorporated a new company, Mulsipwhich established a network of loyalty progsatinat allows
TAM customers to accrue loyalty points from a wialgay of product and service providers. In Felbyu2010, Multiplus
conducted an initial public offering of its commehares, which reduced our ownership in Multiplusfr100% to 73%. See
"Item 4 — Information on the Company — B. Busin€sgerview — Competitive Advantages" and "ltem 4 —fohmation on the
Company — C. Organizational Structure". As of Daber 31, 2011, we held 73.14% of Multiplus' comnsbares.
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In December 2009, we announced and reported t&C¥d and other appropriate authorities that we hgreed to
purchase all shares of the regional airline compdPgntanal. This acquisition represented an imaporstep towards
transforming TAM into a diversified business in ttigil aviation field, and aligned with TAM's objtiee to seek out new and
attractive opportunities for growth. On March 28,10, this acquisition was approved by ANAC.

On May 13, 2010, TAM became a full member of thar Stlliance, the largest global alliance in comnieraviation
based on the number of members and geographicarage. During 2008, our integration into the Siliance began with
experts from TAM, its mentor in the alliance, Uditeand the Star Alliance, teaming up to ensure wmptied with the
requirements set by the Star Alliance. These reqménts include, for example, compatibility witta®et, the Star Alliance's IT
backbone, implementing the Star Alliance IT platfioand implementing common guidelines for loyaltpgrams and customer
service. As a result of our successful integratiwa now share products and services in the 1,290rés and 189 countries
served by the Star Alliance members. Star Alliaservices include baggage check-in to final deiting, easier connections
and the convenience of more than 990 lounges. henddenefit for our passengers is the integratfaallStar Alliance members'
frequent flyer programs, which allows the accruapoints/miles among all members, provides moresmgation options and
offers additional benefits for the top tier membdike priority boarding and baggage delivery.

On July 13, 2010, our Board of Directors approvea dcquisition, through our subsidiary TAM Linhaéréas, of all of
the outstanding shares of TAM Milor - Taxi AéreedResentacbes, Marcas e Patentes S.A. ("TAM Miloel)l by individuals
that are also shareholders of TAM, and TAM Milorswaerged into TLA in March 2011.

In January 2011, TAM, together with its former anorent controlling shareholders, TEP and the Anfanaily, entered
into agreements with LAN, and its respective cdilitrg shareholders to effect a proposed businessbamation of LAN and
TAM.

On January 27, 2011, LAN signed an out-of-coureagrent with the Fiscalia Nacional Econémica (“FNEig Chilean
antitrust authority, in connection with an ongoiimyestigation by the FNE regarding the potentiampetitive impacts of a
business combination between LAN and TAM. On #a date, this agreement was submitted to the fallde Defensa de la
Libre Competencia (“TDLC”), Chile’s antitrust courOn January 28, 2011, in response to a petitied by a Chilean consumer
association the TDLC decided not to review the Fl§Eeement, and instead, it submitted the busir@sbioation between LAN
and TAM for TDLC approval (a procedure permittedthg Chilean antitrust laws). This could delay therger, and LAN and
TAM cannot complete the business combination uhi procedure is completed and TLDC renders d fieaision approving
the transaction.

On March 1, 2011, the Agéncia Nacional de Aviacdwil G“ANAC”), Brazil's aviation authority, approve the
requested transfer of the shares representing TAdqldty capital, which will allow TAM to implemerthe transaction and
business combination with LAN.

On April 13, 2011, LAN filed an expedited procedatwed by Chilean law. Under this procedurehd applicant, in
this case LAN, accepts the recommendations sugtibgtéhe FNE, the TDLC is obligated to convene hlipthearing. On April
20, 2011, the TDLC announced that the public hgawould take place on May 26, 2011. On May 26,12@. public hearing
took place as scheduled by the TDLC where intedgséeties provided their opinions regarding theifess combination.

During the third quarter, 2011, we obtained appiofram Chile’s antitrust court (TDLC) and Spaimstitrust authority
to continue with the merger transaction. No furthetitrust approvals are required in Europe. hien$upreme Court of Chile, we
appealed three of the mitigation measures impogatidb TDLC. We believe that the appeal processnait delay our plans to
complete the merger.

In the fourth quarter of 2011, the transaction nax the approval from CADE, Brazil's antitrust hatity, the last of
the antitrust approvals necessary for the mer@ar.December 21, 2011, LAN held a shareholders’ imgaethere a majority
approved the transaction. Shareholders repregeatity 0.00229% of the shares exercised their aggdraights, a percentage
substantially below the 2.5% maximum expected liMiAM’s shareholder's meeting was held on Janiar012, where TAM
shareholders unanimously approved the appraisairtreyy Banco Bradesco BBl S.A. regarding the exdearatio of shares
between the two companies. Furthermore, on Noverm®e2011 a preliminary version of the exchandergbrospectus (Form
F-4) was filed with the SEC. On January 18, 204 preliminary version of the Edital, terms and dtads of the exchange
offer, was filed with Brazil's Commisao de Valorg®biliarios ("CVM"). Amendments No. 1 and No. 2 to the Form F-4 were
filed on February 9, 2012 and March 12, 2012, ret$pely.
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LAN will launch the exchange offer promptly aftdl @equired registrations with securities authestiare complete and
Chile’s Supreme Court has resolved LAN's pendingeab regarding the carve-outs imposed by the TDNE.expect that this
will occur before the end of the first of half dd72. See " — B. Business Overview - Proposed Coatioin with LAN " below.

On March 29, 2011, TAM signed a non binding memdran of understanding with TRIP Linhas Aéreas S'AR(P")
announcing ongoing negotiations between the two peones to identify possible expansion opportunittasough the
development of a strategic alliance agreementwioald be complementary to TAM's existing codeshageement with TRIP.
Pursuant to the signed term sheet, TAM will seela¢dquire a minority stake (31%) of TRIP's capitaick. We believe this
potential transaction will help TAM capture additéd market growth in medium density route markets.

On May 18, 2011, TAM Linhas Aéreas incorporated TAMpital 3, a wholly-owned subsidiary organized emthe
laws of the Cayman Islands. On June 3, 2011, TAdpital 3 Inc. concluded an offering of U.S.$500ioml8.375% senior
guaranteed notes due 2021. The notes are guattdnyeEAM S.A. and TAM Linhas Aéreas. Interest sypble semi-annually
and the maturity date is June 3, 2021.

On June 2, 2011, TAM Linhas Aéreas incorporated TRiMancial 3, a wholly-owned subsidiary organizeuier the
laws of the Cayman Islands, for the purpose ofaft@cquisition and financing.

On December 19, 2011, TAM S.A. incorporated CorBaiticipacfes S.A., as wholly-owned subsidiaryaaiged under
the laws of the Brazil, for the specific purposeafticipating in, managing and consolidating shaldings companies.

On December 27, 2011, the liabilities of Pantandilich are subject to a repayment plan under bam&yyproceedings,
were transferred to Corsair. On December 29, 2RBamhtanal merged into TAM Linhas Aéreas.

Capital Investments

During 2011, we invested R$143 million in cash ixefl assets, primarily for aircraft acquisitiong/e also invested
cash to increase our intangible assets by R$80l@mi During 2011 we also invested R$705.6 millim flight equipment using
capital leases and R$33.7 million in other fixededs using finance leases. During 2010, we indeR&84.6 million in cash in
fixed assets, primarily due to aircraft acquisitioWe also invested R$234.1 million in cash in mgidle assets, including
software and the acquisition of the "TAM" brandsotigh our acquisition of TAM Milor, which totaled$®8.4 million in cash
and R$71.4 million through the issuance of shai@gring 2009, we invested R$334.9 million in fixedsets, primarily due to
aircraft acquisition and replacement parts forfteet, and R$135.3 million in intangible assets.

For more information on our capital investments, lselow "ltem 5 — Operating and Financial Review Bnospects —
B. Liquidity and Capital Resources".

B. Business Overview
Overview

We provide scheduled air transportation in bothdbmestic market and the international market thhoour operating
subsidiaries, TAM Linhas Aéreas and TAM Mercosund @&rom March 2010 to December 29, 2011, througntdiel.
According to data provided by ANAC, we are thedieg airline in the domestic market, with a 40.5%rket share as of
December 2011 and a 44.1% and 41.2% market shaoé Bscember 2010 and December 2009, respectiaslyneasured in
RPKs. We offer flights throughout Brazil. Of &8fazilian airlines, we serve, together with our coencial partners, the largest
number of destinations in Brazil. We operate solextl passenger and cargo air transport routes @38 through regional
alliances with other airlines, we serve an add#let® domestic airports. In total we serve 92 dstinairports. We also directly
serve 19 international airports, and provide cotioes to other destinations through commercial agwents with United
Airlines, Lufthansa, TAP, LAN and other airline®e offer convenience to our passengers by offdrieguent and direct flights
to and from all major domestic airports at compatiprices. In 2011, we transported approxima8dly® million passengers on
domestic flights compared approximately 29.3 millmassengers in 2010. In 2009, we transportecbappately 25.8 million in
the domestic market. In the international marke¢, transported 5.8 million passengers in 2011 coetpdao 5.2 million
passengers in 2010, representing a 10.6% growttly plaue to a 9.9% international supply growth antbad factor increase of
2.2 percentage points. By comparison, in 2009{rasesported 4.6 million passengers in the inteomati market. In 2011, we
averaged 897 take-offs per day compared to an gwevh 831 take-offs per day and 781 take-offs mgr id 2010 and 2009,
respectively. In order to meet domestic demandprimarily cater to the business market, but alperate in the leisure and
cargo markets, which complement our primary openatiand allow us to maximize the use of our aitcraf
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As of December 31, 2011, we operated with a flédi5d aircraft (excluding excluding the 5 ATRs ad340 which,
as of the date of the Annual Report, were not ieragon), consisting primarily of Airbus models AB3A321, A320 and A319,
as well as Boeing models B777 and B767, and we28a8b2 employees. As of the same date, TAM Link&®as consisted of
154 aircraft (excluding excluding the 5 ATRs and240 which, as of the date of the Annual Reportrengot in operation), as
set forth in the table below, including three Aisb&320 subleased to TAM Mercosur.

Since our incorporation, we believe that we havaatestrated a history of sustained growth and agar@bility to adapt
to developments in the civil aviation industry imaBil and around the world. According to IATA, Bikais the fourth largest
domestic aviation market in the world (in numbesolieduled passengers transported) and has ohe béisiest shuttle services
in the world (S&o Paulo — Rio de Janeiro) withiBilion passengers transported in 2010.

We believe that we have a strong corporate cultyreunded by principles set forth by our foundeaptain Rolim
Adolfo Amaro, that permeates all levels of our ceimp and continues to guide the day-to-day actwititour management. In
order to ensure that we act in accordance with firesttices and provide value-added service to assgngers, we seek to embed
our culture in our employee training, and beligvat our entire staff is a product of this practi€@ur mission is to be the people's
favorite airline company, through joy, creativitgspect and responsibility, and we consistentlysingit this mission statement to
our employees.

Our vision is to make our customers happy by waykivith a "spirit of serving”. We seek to achievéstgoal by
offering comprehensive service that gives passangaperior value for their money. We are abledalhds by continuing to
reduce expenses and by improving the return ontalapvested.

Total as of December 31,

Model 2011 2010 2009
Boeing 777 4 4 4
Airbus A34¢Y 2 2 2
Airbus A330 20 18 16
Boeing 767 3 3 3
Airbus A321 9 7 5
Airbus A320 88 86 81
Airbus A319 30 26 21
ATR-42 5 5 -
Total 161 151 132
Q) The 5 ATRs and 2 A340 were not inragien as of December 31, 2011.

Proposed Combination with LAN

On August 13, 2010, we jointly announced with LANat we had entered into a non-binding Memorandum of
Understanding relating to the proposed all-stoaekgaction that would combine the holdings of TAMI &N under a single
parent entity.
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On January 18, 2011, we, the TAM controlling shatéér and the Amaro family entered into the tratisacagreements
with LAN and the LAN controlling shareholders, whiset forth the terms and conditions of a propdaesiness combination of
TAM and LAN.

On the terms and subject to the conditions seh fortthe transaction agreements (including the mmimh conditions
discussed in this section below), all or substéptall of the outstanding voting common sharesTéM will be acquired by a
new Chilean corporation (Holdco 1) and all or sabsglly all of the outstanding non-voting prefefrehares of TAM will be
acquired by LAN if the series of transactions aarporate restructurings described below are suftdgssompleted.

. The Amaro family will create new Chilean corporatid@EP Chile) that will be wholly owned by them;

. TEP Chile, a Chilean company formed in June 201 ithwholly owned by controlling shareholders &M
will acquire and hold at least 80% of the votingcét of Holdco |, which will have no economic rights
Holdco | (other than nominal dividend rights);

. LAN will acquire no more than 20% of the voting ctaf Holdco I;

. LAN will acquire and hold 100% of the non-votingpsk of Holdco I, which will have all of the econami
rights in Holdco | (other than the nominal dividemghts of the voting stock of Holdco I);

. Holdco I will acquire and hold all or substantiadlif of the voting common shares of TAM;
. LAN will acquire and hold all or substantially aif the non-voting preferred shares of TAM; and
. TAM, TEP Chile, Holdco I, LAN and the LAN contrafly shareholders will enter into the shareholder

agreements relating to the holding of shares id,tha governance of, and relationships between, TAMdco
I, LAN and their respective subsidiaries.

Pursuant to and subject to the terms of the traiosa@greements, the parties formed a new Chileapocation
("Holdco 11") that will commence a delisting exclggnoffer to acquire all of the voting common shas€3 AM and all of the
non-voting preferred shares of TAM (in each caseothan any such shares owned indirectly by thewnfamily) in exchange
for the same number of shares of common stock tdddal.

At or prior to the completion of the exchange affer

. the Amaro family will contribute to TEP Chile alf ¢he voting common shares of TAM and non-voting
preferred shares of TAM beneficially owned by them;

. TEP Chile will pay nominal consideration for all thie voting shares of Holdco | and will contribatéof the
voting common shares of TAM it receives from the &m family to Holdco | in exchange for all of the
non-voting shares of Holdco I;

. TEP Chile will contribute (i) all of the non-votirghares of Holdco |, (ii) 6.2% of the voting shaoé$ioldco |
and (iii) all of the non-voting preferred sharesT#AM it receives from the Amaro family to a new @&an
corporation (Sister Holdco) in exchange for altteé shares of common stock of Sister Holdco (otha&n one
share held by a nominee of TEP Chile);

. each of Holdco Il and Sister Holdco will merge withd into LAN (together, the "mergers," and indiadly,
the "Holdco Il Merger" and the "Sister Holdco Mergeespectively), with LAN being the surviving coany
of each such merger; and

. in the mergers, each share of common stock of Hadldand each share of common stock of Sister Holdc
will be converted into the right to receive 0.9adf AN common share.
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As a result of the exchange offer and Holdco Il geer each holder of a voting common share of TAM aach holder
of a non-voting preferred share of TAM that sellstsshares in the exchange offer will ultimatelyeige 0.9 of a LAN common
share for each share they sell. Similarly, assalt@f the foregoing transactions and the Sisteideb merger, the Amaro family
will ultimately receive 0.9 of a LAN common shai £ach voting common share of TAM and each nomgqtreferred share
of TAM that they own.

The commencement of the exchange offer is subjestittain conditions set forth in the transactigreaments,
including receipt of all required regulatory appatss On December 21, 2011, holders of LAN commareshapproved the
proposed combination. The commencement of theamgahoffer is also subject to certain conditiortSath in the transaction
agreements, including minimum tender conditions @mtlitions to the Amaro family's obligation to tdioute their TAM shares
as described above. In addition, the mergersubjedt to the condition that the holders of no mbwn 2.5% of the outstanding
LAN common shares exercise their appraisal rightseu Chilean law. The holders of less than 2.5%4's outstanding
common shares exercised this right.

If the proposed combination is completed, then:
. the LAN common shares will be listed in Brazil dve Bovespa in the form of BDRs;

. the LAN common shares will continue to be listedCinile on the SSE and in the United States on tFig§l
in the form of ADRS;

. subject to satisfaction of the minimum tender ctiads described above, all TAM shares (whetherngpti
common shares or non-voting preferred shares)willielisted from the Bovespa in Brazil and the NYiSEhe
United States; and

. LAN will change its name to "LATAM Airlines Group.&."

On January 28, 2011, in response to a petition fidg a Chilean consumer association, ConadecusTribanal de
Defensa de la Libre Competencia the "TDLC," determined to submit the proposedbination between TAM and LAN to a
voluntary review procedure that is available urttierChilean antitrust laws upon the request offikealia Nacional Econdmica
or someone with a legitimate interest. This vaduptreview procedure was completed in Septembet.201

On March 1, 2011, ANAC authorized the transferstta shares of TAM and its subsidiaries that areessary to
implement the proposed combination. However, tlop@sed combination remains subject to other régyl@pprovals.

Competitive Advantages
We believe that our principal competitive advantsagee:

. Value-added service at competitive pricéde believe that we offer the best combination i ttomestic
market of a network of destinations and frequeights, with value-added service, high on-time reaes
competitive prices, based on:

. broad domestic network of destinationsur own domestic network serves 43 airports iazs,
many of which are direct flights, offering greatmnvenience to our clients. Through our regional
alliances withTRIP Linhas Aéreas S.ATRIP") andNHT Linhas Aéreas LtdgdNHT"), our network
extends to a further 49 airports in Brazil;

. convenient schedules with high on-time arrival sateve always work to maintain a high percentage
of on-time flights, in order to offer the best Seevpossible;

. efficient network of international destinations asupporting domestic servicave currently serve 19
international airports (11 in Latin America, 3 irofth America and 5 in Europe) that are in high
demand by the Brazilian public. We also serveowiother destinations in North America, Europe,
and other continents through agreements with skvaternational carriers. In the international
market, we transported 5.8 million passengers ihl12€ompared to 5.2 million passengers in 2010,
representing a 10.6% growth;
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special serviceswe have developed special services to meetfapdeimands and optimize the use
of our aircraft, such as by offering night and taj flights at promotional rates.

Focus on cost managemeniVe are an airline with low operating expens&s.2003, we implemented a

restructuring project that initiated a cultural oba within us, making our employees aware of cost
management. We continuously seek opportunitiegettuce expenses focusing our efforts on reducing
operating, commercial and administrative expengear overall CASK decreased from R$20.13 in 2003 to
R$15.33 in 2011, and our CASK excluding fuel desessfrom R$15.76 in 2003 to R$9.99 in 2011. Otlew
some of our principal cost savings arise from:

efficient use of our aircraft we maintained the average load factor of oucraft and the daily
average block hours per aircraft by optimizing natwork of destinations and our fleet. In 201% th
average load factor of our aircraft was 73.5% amel block hours per aircraft was 13.0 hours,
compared to 71.9% and 12.9 hours in 2010 and 6&a%d.2.5 hours in 2009;

modern and flexible fleetwe have one of the newest fleets in the mankéh an average age of
7.0 years as of December 31, 2011. Our use of demofleet allows us to reduce operating and
maintenance expenses. We primarily operate Ainfausow-bodied aircraft in the domestic and South
American markets and Airbus and Boeing wide-bodi&draft in the long haul routes, providing us
with the flexibility required to serve routes offdrent passenger densities. We believe thatfallo
aircraft are equipped with the most advanced egeigrand technology, ensuring greater reliability,
comfort and safety. In 2011, we added 4 A319, 232 A321 and 2 A330 to our fleet;

proprietary maintenance teamwe have our own maintenance team trained tacgeall aircraft in
our fleet quickly and at labor expenses that wéelelare lower than that of our competitors. Wamal
have our own maintenance center in the city of Gados (in the interior of the state of S&o Paulo)
which performs all hull maintenance on our airceafd also provides maintenance services for other
airlines. By using our own maintenance centerhage been able to reduce the maintenance time of
our aircraft and, consequently, obtain more effitigse of our aircraft; and

use of technology in operating processes the end of 2009, we implemented the Amadelt&saA
platform, which is used by other Star Alliance mensband which helped us reach a new level of web
sales, largely because the related FlexPricer Aasmdearch engine provides a more customer-friendly
method for finding and purchasing tickets by préisgnfare and date comparisons. Our web sales
increased 1.9 percentage points from 2010 to 2011.

Innovative services and products combined withr@ngt brand and our "espirito de servigSpirit of serving)

Our corporate culture is based on providing valdéea services to our passengers. We consisteggly t®
make travel a more convenient and comfortable éxpee for our passengers and believe that we have
successfully positioned our brand so as to as®ocidt with superior service, aircraft and
technologically-advanced operations. We strivbdoa company that is focused on our passengens|atag

our "spirit of service" into all operations, and believe this is evidenced by:
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. high on-time arrival rates and frequent flights;

. a modern fleet equipped with interiors specificatlgsigned to afford greater comfort to our
passengers, such as a wider middle seat (one oWvitdhest middle seats of all the Airbus model
aircraft);

. a polite approach to our passengers, includingteous flight crew and attendants and our red carpet

welcoming to all passengers at airports and aircraf

. video and audio entertainment on domestic flightsaddition to offering free in-flight meals and
magazines;

. self-service options for check-in in major airppead

. open channels of communication with our passengemugh our call center, our "Talk to the

President" program and online service chat sessibaar portal.

. TAM Fidelidade Program.We were the first airline in Brazil to offer a Idia program, and there are
currently over 9 million members in the TAM Fidedide Program. We regard our FFP (Frequent Flyer
Program) as a strong relationship tool and belie it is the most flexible loyalty program in tinearket
because it imposes no restrictions on flights er tlumber of seats available when members are reédgem
points in any of our flights. Members may accurteifpoints quickly and easily by flying on TAM or nrzer
airlines, making purchases through TAM FidelidadegPam-affiliated credit cards, acquiring TAM Vaicais
products and services or buying services and ptedinc the Multiplus network. In addition, the TAM
Fidelidade Program strengthens lines of commuminatiwith our passengers. The program is currently
operated by our subsidiary, Multiplus, on our béhal is one of its several coalition partners.

. Multiplus. In 2009, we launched a company, Multiplus, desijto create an even broader network, in which
customers can earn Multiplus points directly viea T/AM Fidelidade Program. Multiplus is an expansid our
loyalty program concept and acts as a tool to fagsithe integration of partner companies into tayalty
network. The company permits the accrual of poiotsedemption from products or services purchasih
our partners. We believe this expansion of thealtyynetwork helps to capture and retain custonzers
increase sales. We believe this company is a safrgalue generation and after its initial pulditering, the
company increased its corporate governance, déuicatteam that has been able to improve the Coynpan
sales. At the end of 2011, Multiplus had 190 partestablishments, of which 26 were coalition partn
including the TAM Fidelidade Program, and the remdar were only accrual partners or only redemptions
partners. Of the 26 coalition partners, 12 joitteglcoalition in 2011.

. An experienced management team and motivated profieds To further our mission, we hire and retain
motivated professionals. We consider the talekitl and dedication of our employees as a key cditipe
edge. We are focused on keeping our employeesfigdtiand motivated by providing them with ongoing
professional development, ensuring their safetyaaapting a people-oriented approach to managentermur
recruiting and selection process we deliberatedk lfor employees with the potential to fit the "TAMrofile.
People hired attend an orientation to educate teout our corporate history, the founder's prilesipand our
fundamental values, mission and culture. Managémkso invests in our employees through the Commiand
Rolim Amaro Training Academy, and providing oppuwities for internal transfers.

Some of our key motivational tools include:

"Employee of the Month" and "Employees of the Yeg@rbgrams; breakfasts with team managers; graduatio
ceremonies for flight attendants; a Quality of Lijeogram; barbecues for technical crews and the TEtkics Channel, a
program that allows employees to write commentggestions or concerns about us in confidence aceive answers on an
individual basis.

-31-



Table of Contents

In addition to these motivational tools, we haveirgernal webcast which is a new way to guararieé¢ our strategic
information is communicated to all employees actbssworld. Employees can access these webcasbssvia the internet or
intranet.

Our compensation policy for executives is variabfar all other employment levels, the compensatiolicy is profit
sharing, reflecting employee needs and the mavkétjn the bounds of current legislation and therie and conditions of the
Airline Ground Crew and Pilots Union's collectiabbr agreements.

Strategy

Our strategic goal is to maintain our strong poaitin the domestic and international passenger etsudnd to attain
high levels of profitability in both markets. Welwseek to pursue this goal by offering comprelmemservice that delivers
superior value to our passengers as we work tocee@ddxpenses and increase our return on investathlcapo reach these
objectives, our strategies are:

. Continue providing superior customer servic®ne of our key strategies is to offer differentihtend
high-quality service. Relying on a strong andaialé network, we consistently seek to make travefem
convenient and comfortable for our passengers armuetfect our service and strengthen our commitn@nt
passengers.

. Increase revenue and profitability and serve a ggeaumber of passengers at a competitive pridée will
seek to continue to provide what we believe is raise that delivers the best value to our custonerthe
domestic market, offering more convenient and higieality services at competitive prices. Our g@ato
increase revenues, as well as profitability, throug

. expansion of business traveller markebnsolidating and expanding our traditional pager base of
business travellers, who we believe represent appetely 70% of demand for our domestic flights,
through measures focusing on business travelleds sates channels that traditionally serve that
market;

. growth in our tourism and leisure travel operationse believe that the tourism and leisure markets
are complementary to our core market of businessliers. In order to use our fleet more effidignt
our strategy involves capturing additional demamdhie tourism and leisure market through specific
promotions for flying at off-peak hours during tti@y, besides holidays and local events (for example
festivals and city anniversaries, among others)aqusiur scheduled operations. We also serve leisure
travelers by (i) the operation of charter flightsd (ii) the sale of tourism packages through TAM
Viagens (an indirect subsidiary controlled by TANhhas Aéreas). We believe that TAM Viagens is
one of the largest tourism and leisure travel dpeiia the country;

. selective expansion in international markeis the last three years, our international ofiena have
consistently grown as a percentage of our totaémaes. In the year ended December 31, 2011,
international flights represented 38.6% of our ASK3ur strategy involves maintaining our leadership
in the international market and selectively idefti§ new international destinations to serve our
customers; and

. expansion of our cargo busineswe have focused on greater utilization of casgace in our aircraft
to develop our cargo business line, while maintejndbur commitment to further improve service to
our passengers. Our cargo transportation busiimessepresented R$1,176.7 million or 8.7% of our
consolidated revenues as of December 31, 2011 mpared to R$1,112.7 million or 9.4% of our
consolidated revenue as of December 31, 2010, &886:3 million or 9.2% of our consolidated
revenues as of December 31, 2009.
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Reduce our operating expenses, optimize the usardfeet and streamline our processé&/e believe that

successfully implement of our strategy we needeuce expenses and improve how we invest. We are
pursuing this strategy by:

maintaining a standardized, efficient and flexibiet we will continue to optimize the size of our

fleet, in order to keep maintenance and operatipgpieses for our fleet at a low level. In 2006, we
announced our decision to phase out our entir¢ d&€okker 100 aircraft by mid-2008 and we met
that target. As a result of this decision, we hiagen exclusively using Airbus A320 family aircraft
the domestic market since mid-2008 (excluding thhe ATR-42). At the end of 2011, we decided to
ground the ATR-42 fleet, and we plan to sell théef in 2012. We maintain a high aircraft utilinat
and to maintain a flexible fleet with aircraft capaof easily adapting to the differing levels efhadand
from route to route; and

increasing productivity by redesigning operationalocesses and using technologgince the
implementation of our restructuring project in 200& have applied a cost reduction policy aimed at
increasing our productivity through new informatidachnology tools, redesigning operational
processes and redeployment of labor and outsoumitigities which are not related to our core

strategy. We also hope to obtain economies oédpaincreased growth in our operations.

. LATAM -In January 2011, TAM, together with its controllishareholders, TEP and the Amaro family,
entered into agreements with LAN, and its respectigntrolling shareholders to effect a proposedniess
combination of LAN and TAM. LAN will launch the ekange offer promptly after all required regisoas
with securities authorities are complete and Cil€upreme Court has resolved LAN’s pending appeal
regarding the carve-outs imposed by the TDLC. Weeekthat this will occur before the end of thetfiof half

of 2012.

Products and Services

Our principal product is the scheduled air transd@m of passengers. In addition, we also hawaywsts targeted
specifically towards the development of domestid emernational tourism. We also provide cargmsprtation operations.

We set out below a breakdown of our gross revehyégpe of service rendered for the periods indidat

Year Ended December 31,

2011 2010 2009
(R$ milliong
By type of service rendere:
Domestic
Passengers 6,185 5,871 5,469
Cargo 553 511 447
6,738 6,382 5,916
International
Passengers 3,824 3,284 2,684
Cargo 624 602 489
4,447 3,886 3,173
Other
Loyalty Program (TAM{? 212 382 539
Loyalty Program (Multiplusy 1,152 445 -
Travel and tourism agencies 79 62 60
Other (includes expired tickets) 928 643 452
2,370 1,531 1,050
Total Gross 13,556 11,799 10,139
Sales taxes and other deductions (561) (420) (374)
Revenue 12,994 11,379 9,765

Q) Since January 1, 2010 points to TAM'snlycustomers are issued under the Multiplus Igypibgram. Points were issued under the TAM Fitdele
Program through December 31, 2009. Points isdumt, under the Multiplus loyalty program and theM A&idelidade Program, are valid for two years
from the date when issued and revenue with regpehbse points is recognized when the pointsedeemed for awards, which may be after two years

from when the points was issued.
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Sales and Distribution

We are continuously developing direct and indiristribution channels for air fare ticket sales.e \Wan to increase
direct sales by targeting the leisure market andhbking it easier for our passengers to purchagets, principally through the
internet and our call center. We were the firslire@ in Latin America to sell tickets on the intet. Through our website,
registered users may purchase tickets online, reagistomer service, make reservations up to one before departure and
access information relating to the TAM Fidelidaded?am. As part of our plan to increase direcésahrough the internet, in
2006 we launched a new "fare profile" system féesaf domestic tickets. We offer five fare pre§] Promq" "Light," "Flex,"
"Max' and "Top" which significantly increased our direct saleghe first month after its introduction. In 20142 adopted the
same strategy for the international market in otddocus on more attractive sectors. The buralasiable are "Access," "Flex,"
"Plus," "Classic," "Executive" and "First." In Nawder 2009, we migrated our reservation platformiteadeus Altéa, which we
believe offers greater conveniences to our passengén 2010, 75.1% of our sales were throughetragencies and 24.9% were
through direct channels, of which 17.3% were thiotlge website. In 2011, 73.0% of our sales werauih travel agencies and
27.0% were through direct channels, of which 19v@8#e through the website.

Our call center allows passengers an alternativanméo make reservations and purchase tickets. c@llcenter is
available 24 hours a day. We also sell ticketsubh our network of stores located in the mairesitf Brazil and at each airport
from which we operate.

Indirect sales are those made through corporatelteayencies, agencies with registrations and ppeesved credit and
travel operators. Currently, there are approxiigateés78 travel agencies authorized to sell ouketis in Brazil.

We use our proprietarg-TAM portal to integrate our entire sales chaimnfrthe time of reservation to passenger
boarding, consolidating indirect sales in our Bliari distribution chain. In the last 12 monthsagpieration, 83.5% of indirect
channel reservations made in Brazil were made tjirdee-TAM portal.

We believe that about 70% of our passenger traffiosists of business travelers and employees gk land
medium-sized companies with whom we have travet@ments. To further develop our business reldtipnsith our corporate
clients, we have signed agreements with hotel shaimd car rental companies to offer our customersptete corporate
transportation and accommodation packages. Ouerasements run primarily in media vehicles suchirgsrnet sites, radio
spots, local newspaper advertisements, magazireswdoor billboards. In 2010, we observed a m@nd in our passenger's
profile. We believe many of our new airline pagges have transitioned to us from bus travel, gafjedravelers previously
covering more than 800 kilometers on bus. To Iaiget this new passenger profile, in August 2046 Jaunched a new retalil
campaign that includes selling tickets at CasaséBaharketing and selling new products, and thelpcton of a new advertising
campaign with the singer, Ivete Sangalo. In 2044,launched the second phase of this campaignwandaw a substantial
increase in the load factor during off-peak hours.

Pricing Policy, Revenue and Yield Management

In general, prices charged in the Brazilian domestarket by airlines are freely set by the airlineith ANAC
responsible for monitoring the prices. Brazilianires are freely able to set their prices. S#em 4. Information on the
Company — B. Business Overview — Regulation of Brazilian Civil Aviation Industry — Rights to OpdsAir Routes —
Prices."

We believe that our current pricing policy is dyneamFocusing on maximizing profitability, we aim tlefine particular
niches within the market to better serve projecteghand. Pricing availability is based on traffiojpctions and is accompanied
by closely monitored performance indicators. Oticipg policy focuses specifically on our indiredistribution channels (GDS
system an@-TAM portal) and direct channels (our website, reation call center and stores).
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We seek to achieve the greatest possible compatéss for each origin/destination in relation te tompetition,
keeping in mind at all times our product's addeldievzan terms of flight frequency, schedules, theM Kidelidade Program and
our on-time record.

We continuously analyze market opportunities wité intention of stimulating demand for specific temiand periods.
Lower prices are offered for one-time promotiorach as national or regional holidays) and as iives to take flights at
particular times (such as night flights). Theseq® generally carry restrictions, such as theireqent to purchase a round-trip,
a minimum stay at the destination, or the requirgntieat the ticket be issued within 24 hours, aedegally earn reduced points
for the TAM Fidelidade Program.

As determined by Portaria ANAC N° 1887/SRE, datdédOatober 25, 2010, airlines operating domestic/@nd
international passenger flights must registerrdgtiimation regarding fares that were sold until ldst day of the previous month
with ANAC.

The price a passenger is willing to pay may vanyeaeling upon factors such as destination, monthefyear, day of
the week and departure schedule. Revenue andmighdigement is the process by which (based orribatdata and statistical
projection models) airlines establish the numbesegits to be offered for each price category or@, tin order to maximize total
operating revenue for each flight. We believe #féitient yield management is the key to succedhé air transportation market
in Brazil and abroad.

We believe that we have an efficient and accurgstem for collecting data on reservations, depestand revenue.
The system also monitors levels of overbooking mmwbmmends discounts for future departures. Be#ding to reservations
and departure is collected daily, forming reseoraprofiles for each flight and allowing specifecommendations from flight to
flight. The system allows our analysts to ascerighether flights are above or below historic reaton levels and decide
whether to close the discount classes or offer mpeee for passengers who generate higher reveieeardingly, our yield
management practices allow us to anticipate anct cpackly to market changes.

We currently have a team of analysts dedicategvenue and price management. These professioratiivided by
market sector and have particular knowledge of iipaoutes in order to better understand featwbich are specific to each
route (such as holidays, high and low season, pelaédules and days and the competitive environment)

Air Transportation Operations
Passenger transportation
Scheduled domestic operations

We currently operate an average of 795 daily fidiot 43 airports in Brazil. Through our regionbibaces with TRIP
and NHT we serve an additional 49 domestic airports

Passenger traffic in the domestic market repredesftepproximately 45.6% our gross revenues in 2@pproximately
50% of our revenues in 2010 and 53.9% of our reesnn 2009. Our RPKs in the domestic market irseddl1.4% in 2011,
17.2% in 2010 and 6.4% in 2009. The RPKs in tha&l omestic market increased 15.9% in 2011, 2352910 and 17.7% in
2009.

In 2011, according to data provided by INFRAERO, re@eorded the highest number of passengers boarded of the
43 airports operated by INFRAERO that we servee fHfle below sets forth the airports we serverawB our average number
of departures per day at those airports and thébauwf passengers who took our flights in 2011:
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Average Number of

Departures per day with Passenger Departures per
Route our Aircraft @ year
S&o Paulo (Guarulhos) 90 3,291,312
Sao Paulo (Congonhas) 103 3,203,085
Brasilia 86 1,812,632
Rio de Janeiro (Galedo) 49 1,566,815
Rio de Janeiro (Santos Dumont) 40 1,227,701
Fortaleza 30 1,138,751
Porto Alegre 26 1,090,115
Curitiba 33 1,030,922
Recife 30 1,007,678
Salvador 37 905,315
Belo Horizonte (Confins) 28 877,390
Belém 20 573,896
Florianépolis 17 568,622
Natal 14 555,339
Manaus 14 487,272
Vitéria 13 460,060
Goiania 10 402,983
Sao Luiz 11 393,887
Foz Do Iguagu 8 353,543
Macei6 6 324,011
Cuiaba 10 310,317
Jodo Pessoa 7 286,006
Campo Grande 8 240,064
Sé&o Paulo (Viracopos) 9 234,797
Londrina 6 230,286
Aracaju 6 222,520
Teresina 7 208,735
S&o José Do Rio Preto 7 200,770
Porto Seguro 4 180,779
Porto Velho 4 176,261
Ribeirédo Preto 5 170,664
Macapa 3 139,565
Uberlandia 3 122,220
Navegantes 3 107,314
Imperatriz 4 90,417
Boa Vista 2 84,179
Joinville 2 80,640
llhéus 3 80,610
Palmas 2 78, 606
Santarém 2 63,485
Maraba 2 59,656
Rio Branco 2 58,371
Petrolina 2 25,552

Q) Figures relate to departures on TAM aiftconly.
2) Figures relate to TAM boarded passen(gerd include departures on non-TAM).

Scheduled international operations

We operate an average of 102 daily internatiomght$ to Buenos Aires, Santiago, Asuncion, Montewid_ima, Ciudad
del Este, Santa Cruz de la Sierra, Caracas, Bolyptani, Orlando, New York, London, Paris, Frankfudadrid, Milan and
Mexico City. We have codeshare agreements with I@G#up, Pluna, United Airlines/Continental, Air Calaa TAP, Lufthansa,
Air China, South African Airways, Swiss Internat@nAll Nippon, US Airways, and British Midland Airays Limited, or BMI,
allowing our passengers to make connections tordgisins throughout the world, in addition to otkervices, such as simplified
check-in, luggage shipping and access to VIP losng&/e have signed new codeshare agreements withtdtig Turkish
Airlines and Aeromexico. We are awaiting governtakapproval for these agreements, and we beliezewill launch these
agreements in the first six months of 2012. Werofifie ability to earn and redeem points throughTAM Fidelidade Program
on all Star Alliance member flights besides LAN.

International passenger traffic represented 28.2%upgross revenue in 2011, 27.8% in 2010 and%6&m2009. Our
RPKs from international flights grew 12.9% in 2015,6% in 2010 and 12.5% in 2009, successive isesethat have resulted
primarily from increased capacity on selected rstlkat presented substantial traffic throughoutytber The RPKs of Brazilian
carriers in the total international market increh4é.1% in 2011 compared to an increase of 23.5200, and an decrease of
0.6% in 2009. Our share of the international madgerated by Brazilian carriers was 88.1%, 87.6#b 86.5% in 2011, 2010
and 2009, respectively.
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Cargo transportation operations

We also earn revenues through cargo transportapierations. These operations represented 8.7%rajross revenue
in 2011, 9.4% of our gross revenue in 2010 and 902%ur gross revenue in 2009. TAM Cargo is owidht business unit,
reporting directly to the CEO of TAM Linhas Aéreas/e do not operate exclusive cargo aircraft; havewe sell the empty
space available in the belly of passenger airdoaft) in domestic and international markets.

We are continuously improving our cargo terminati@ing structures, products and processes, nagtilttifaster receipt
of packages and better branding. In 2009, we implged a new cost saving and advanced trackingmayswhich allows
shippers to track in detail and in real-time théremath of their freight. In 2010, we enlargad mfrastructure even more and in
November, we began to operate the domestic cargortal in Petrolina (PE). Since November, we begfering a new way to
send and receive cargo in and to Pernambuco andditheast, a strategic region for our business2010, we also introduced
the Big Box, an innovative packaging specially deped for transportation of parcels. This prodimcreases our operational
excellence in airline cargo, improves the ergonsnoitour cargo operations, provides benefits foplegees and contributes to
cost control. In 2011, which was the™a&nniversary of TAM Cargo, we transported a larg®ant of cargo, opened another
new cargo terminal in the city of Macei6 and crdaté new product "TAM Cargo Pre Paid Servicéile intend to meet our
customers' needs by growing our operations, botitrgasing the freight of small packages, whictiehhigher yields, and in
large volume freight, such as industrials and peaiie cargo.

In the international cargo segment, we are contislyoimproving our management systems, resultingyjuicker
processing and better revenue monitoring. Theggawements help us analyze market behavior to exhanr accuracy and
decision making with respect to the shipments. &k entering into Special Prorate Agreements (SKif) several airline
companies, allowing us to send shipments worldwitereasing volumes sold and TAM Cargo's brand aness.

Travel and tourism operations

We also have a travel and tourism operation, TAMgéns. TAM Viagens offers complete packages imetucir
tickets, ground transportation, hotels, tours aederml tourism services. Nowadays, it is one ef ldrgest tour operators in
Brazil and has 165 of its own stores, which death wiore than 5,000 agencies all over the coumtffgring products to more
than 750 tourist destinations.

Our main objective is to attract passengers flfforgtourism and leisure purposes to occupy seatswiould otherwise
be empty during certain flights, either off-peaiglfits, or flights during low season — as the Braaziimarket has the characteristic
of being predominantly composed by business passerthat fly during specific periods of the dayur@our operator also has
fundamental importance in promoting and sellingets for newly launched flights. We have comméraffices in the U.S. and
Argentina, where we focus our sales efforts on mtimg trips to Brazil.

In 2010, TAM Viagens became part of the Multiplwslition and began accepting and giving pointstfar sales of
packages. We have also completed the processeufirap TAM Viagens franchise stores and our subsidi@P Franchising,
operates the expansion and quality control of tiated franchisees. As of December 31, 2011 wells&dretail shops open.
Under our franchise model, the franchisee is naside for all operating expenses, including tleeesbpening. As a result, each
additional TAM Viagens franchise store increasesrdach of our operations at no additional costhér improving our margins.
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Marketing
TAM Fidelidade Program

The TAM Fidelidade Program was the first loyaltpgram launched by a Brazilian airline and represarkey element
in our marketing strategy. We believe our progiaithe most flexible in the market because it ingsoso restrictions on flights
or the number of seats available when memberseateeming points. The TAM Fidelidade Program hasentiban 9 million
members and has issued more than 18 million redemgitkets since its creation in 1993. Beginning2009, we launched
Multiplus, a loyalty network that integrates the NMA-idelidade Program and allows our members to mcdate points, not just
by flying with TAM, but also by flying with partneairlines, making purchases through credit cardquiaing TAM Viagens
products and services and using services and podocour Multiplus partner network. The TAM Fididde Program is
currently operated by our subsidiary, Multiplus, oar behalf and the TAM Fidelidade Program is ofies@veral coalition
partners of the Multiplus network of loyalty progra. Multiplus is described below. Banco Ital Wmbo S.A., or Itau
Unibanco, offers credit cards that allow holdersetarn Multiplus points directly, and credit card® available in both
MasterCard and Visa designations. TAM Fidelidadegfam customers are classified in four differeetst (White, Blue, Red
and Black) and qualification for a particular categis based on points accrued in flights. The &twhich points accumulate
varies depending on membership tier. The Whitd athe base level of membership and cardholdamsua points according to
TAM Fidelidade rules. Blue and Red cardholdersinex progressively greater benefits and bonus pamery time they fly,
allowing the holders to accrue points more quickMie launched the Black tier in 2009 to create twithl benefits and
conveniences for our most frequent flyers, sucgraating black cardholders access to a dedicatetmmer service group to help
meet all of their needs. See "ltem 5. Operating &mancial Review and Prospects — A. OperatinguRes— Ciritical
Accounting Estimates and Judgments — Revenue Ré&mogn

Multiplus

In 2009, we launched Multiplus, a company desigioecteate a broader network in which our custoroarsearn points
through the TAM Fidelidade Program. Multiplus iscealition of loyalty programs that permits the raed of points for
redemption from products and services offered byyrdifferent partner companies, not just ours. bééeve this expanded
network helps to capture and retain customers rreréése sales. It is attractive to our less fregfigers because it allows them
to accrue loyalty points in many ways besides flyinWe believe Multiplus is a source of value gatien and after its initial
public offering, the company increased its corpogvernance, dedicating a team that, we belieleimprove even more those
sales. At the end of 2011, Multiplus had 190 partestablishments, of which 26 were coalition pamtnincluding the TAM
Fidelidade Program, and the remainder were onlyat@artners or only redemptions partners. Of2@eoalition partners, 12
joined in 2011.

Multuiplus points must be redeemed within two yearsd historically approximately 24.61% of poinipiee without
being redeemed. This two year period for redemptimits potential increases in liabilities. Seketh 5. Operating and
Financial Review and Prospects — A. Operating Reswt Critical Accounting Estimates and Judgments Revenue
Recognition".

Communications with our passengers

Our "Talk to the CEQO" initiative was introduced émcourage passengers to send us suggestions, c@nfdi and
complaints. TAM’s customers can contact us byptedee, e-mail, fax, letter and other social medi@sr 0800 123 200 hotline
number is available 24 hours a day, 7 days a wégice an issue is raised by a passenger, we rasaadcanalyze it, and keep
the customer informed about the solution. In 20thg, service generated 696,000 responses from amsgepgers (including
suggestions, compliments and complaints), comp#we810,000 responses in 2010 and 350,000 in 20092011, TAM
consolidated the new communication platform, CustoRelations 2.0, which has more than 280,000 @hs on Twitter. This
new platform focuses on responding the contactsived by social medias, such as twitter, Facebblugs, etc. The customer
relations service is also available in 13 countimelorth America, South America and Europe.
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Fleet
General

Our fleet policy focuses on achieving the higheskls of safety, quality, efficient scheduling drgh on-time arrival
rates, as well as rationalizing maintenance exgeng&arrently, our fleet consists of advanced teldgy jet aircraft, yielding
cost benefits that allow us to achieve high regulefficiency indices and safety standard quadiilcns. See "— Safety."

The two Airbus "families" operating in our fleeteathe A330-200 and the A340-500 aircraft (wide-lddhircraft used
for long-distance flights), and the A321, A320-280d A319-100 aircraft (narrow-bodied aircraft used medium and
short-distance flights). The aircraft in these @s differ by number of seats, allowing us flelkily when making commercial
decisions regarding passenger demand for fligitse A321, A320 and A319 models are considered t@meng the most
comfortable aircraft operating in Brazil in theategory, with the ability to operate at low costrontes with up to five hours of
flying time. They are also the only Brazilian rasrbodied fleet to have fly-by-wire flight controlaith computers receiving
and analyzing each pilot command, making flightsenaccurate and efficient. Airbus family aircrafso have the benefit of
standardized maintenance and operations, allowlogspand technicians to fly and work on differenbdels after minimum
additional training. All our aircraft are equippedth the best and most advanced equipment and/aadtoptions offered by the
manufacturer, giving us what we believe is onehefost advanced aircraft fleets in the world.

We are the first airline in the Americas to offer-loard mobile phone services. In October 2010eg@ipped one
Airbus A321 with the OnAir system, which uses InssrSwiftBroadband, to allow passengers to contoeatcellular network
from their personal GSM handsets. In 2011, we eapd our contract with OnAir to equip a range ofjf-aisle aircraft, and by
the end of 2011, 31 aircraft had this technologgythe second half of 2012, we will bring this deevto our passengers aboard
the entire long haul-fleet, which includes Boeimgl &irbus aircraft.

We have constant data communication capability eetweach of our aircraft and all of our departmentshe ground,
even when flying. For these communications, weettpped a proprietary system, called DMS (Datalinknslgement System),
that allows us to manage all information sent ial tane by the ACARS (Aircraft Communication Addsasy and Reporting
System) installed in our fleet. Using the airciaflS, pilots may send text messages to any of eaross. The messages are
transmitted via satellite and appear on the DMS sgseeen in real time. In addition to communicgtimith the pilot, these
resources also allow remote online monitoring oaon systems, such as computer functions, landimdydeparture times, fuel
consumption and engine performance parametersa Aesult, any operating variance may be analyzedurymaintenance
technicians even before an aircraft arrives atdéstination. This technology yields savings in mtetiance costs and also
significantly improves our efficiency and safety.

The quality of our technical services is regulalydited by Brazilian and international authoritisgnufacturers and
insurance companies. Our codeshare agreementdwitad Airlines and Lufthansa also require thatweet the maintenance
and safety compliance requirements of the compéatéarnational aviation authorities.

The advantages of our modern technology, combiniéd eur excellent operating and maintenance statsdéor our
aircraft, yield high equipment utilization ratesdareliability levels ("technical dispatch capacjty"Our fleet maintains a high
operational reliability index, which is calculatedcording to IATA standards. This index measutes an-time departure
capacity of aircraft without taking into considéoat external factors such as bad weather. In 28&lhad an average fleet
operational reliability index of 98.9% (comparedd®.7% and 98.6% in 2010 and 2009, respectivelypfw fleet in operation,
the reference point used in auditing our techrseavices. Aircraft, engine and equipment manufacsuaudit our data according
to IATA's unified standard.

TAM Linhas Aéreas has RBAC (Brazilian Aviation Apgmal Regulation) certifications 121 and 145 for m@nhance

operations and services. It also has FAA and EA8B. certification for maintenance services, whioh performed at the Séo
Carlos maintenance center in Sao Paulo.
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In 1998, we received a U.S. Federal Aviation Refiuta(FAR 129) operating certification, and in 1998 received a
European certification from thBirection Généralede L'Aviation Civile — DGAgCallowing us to begin operating scheduled
commercial flights to European and U.S. cities.adidlition to the destinations in which we now opestheduled flights, such as
Miami, New York, Orlando, Paris, London, Madrid, Ik and Frankfurt, these certifications also pemmitto apply to operate
additional scheduled flights to cities such as Vifagtn, Indianapolis, Lisbon, Barcelona, Zurich, #éerdam, and Moscow.

All of these certifications, obtained as a res@ilbor modern maintenance facilities and the higihmécal quality of our
maintenance, rank us among the top airlines inajlaliation standards. Since 2000, we have hadxtended Twin Engine
Operations (ETOPS) certification of 180 minutesAmbus A330 model aircraft, proving that we arecompliance with the most
stringent global aviation standards in this respatte also have state-of-the-art equipment in Brazich as the Future Air
Navigation Systems (FANS), which increases safetgongested air space and achieves fuel savingsibg more direct routes.

The following table illustrates our fleet compasitiover the last three years:

December 31,

Model 2011 2010 2009
Boeing 777 4 4 4
Airbus A34¢Y 2 2 2
Airbus A330 20 18 16
Boeing 767 3 3 3
Airbus A321 9 7 5
Airbus A320 88 86 81
Airbus A319 30 26 21
ATR - 429 5 5 —
Total 161 151 132
Q) Excluding the 5 ATRs and 2 A340 whigére not in operation as of December 31, 2011.

TAM Mercosur's fleet consists of 3 Airbus A320 aaft (sub-leased from TAM Linhas Aéreas). At timel ef 2011, we
grounded the ATR-42 fleet, and we plan to sell flest in 2012. The average age of our fleet is ofthe lowest in global
aviation, and at the end of 2011 it was approxitgate years.

The following table sets forth the historical arrdjpcted development of our operational fleet aB@fember 31 in each
of the years indicated:

2013Y 20129 2011 2010 2009 2008
(Number of aircraft

Airbus A330/A340 20 22 22 20 18 18
Airbus A319/A320/A321 129 124 127 119 107 104
Boeing 767 3 3 3 3 3 3
Boeing 777 10 8 4 4 4 4
ATR-42 — — 5 5 - -

Total 162 157 161 151 132 129

Q) Our fleet projection is based on thedaihg: we currently have firm orders with Airbus fLO8 Airbus aircraft (89 aircraft narrow body fgmA320) for
delivery through 2018. In addition, we have firnders for 27 Airbus A350XWB models 800 and 900 hvaptions for five more, with delivery between
2015 and 2018. We currently have firm orders glagith Boeing for eight B777-300ER aircraft, of whifour are expected to be delivered in 2012 and
two in 2013 and two in 2014.

We phased out our entire fleet of Fokker 100 aftara2008, at which point we started operatingyoAirbus A320
family aircraft in the domestic market.

In November 2006, we entered into an agreementAvitbus pursuant to which we agreed to lease 319A8320/A321
family aircraft, with 20 additional options and #830 aircraft, with four additional options. Oanuiary 2008, the options under
the 2006 agreement were converted into firm ordémsi-ebruary 2007, we entered into an agreemetht Boeing pursuant to
which we agreed to acquire four Boeing 777 aircnaith an additional four options that were conedrto firm orders in 2008,
when we also signed a firm order for two additicaiatraft. In July 2007, we entered into an agreeiwith Airbus pursuant to
which we agreed to lease 20 Airbus A319/A320/A3&traft. In December 2007, we entered into an eent with Airbus
pursuant to which we agreed to lease 22 Airbus ABHED aircraft, plus 10 options. In 2010, we coteeifive of those 10 A350
options into firm orders, and we made firm ordeithwirbus to purchase an additional 20 A320 aiftcra
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As of December 31, 2011, we had firm commitmentguichase 116 aircraft, with an aggregate manufaccsuist price
of approximately U.S.$10.5 billion. In 2011, wenannced the order of 32 Airbus A320 family aircraftd two Boeing
777-300ER aircraft. Out of this order, 22 of thiehfis A320 family aircraft are for the new model2Z88eo. These aircraft will
be delivered between 2016 and 2018. The enginieropill be announced at a later date.

Leasing agreements

TAM Linhas Aéreas currently leases all of its aiftusing long-term lease agreements. We beliesel¢asing, rather
than owning, aircraft gives us greater flexibildgcause it allows us to change the compositioruofleet relatively quickly in
the event that we need to do so.

Of our total fleet of 161 aircraft at the end ofl20(excluding the 5 ATRs and 2 A340 aircraft thag aot operational),
we own five aircraft and we lease the remaindei7 (@# our aircraft were subject to operating leas@se to finance leases).
However, for accounting purposes, 75 of TAM Linggeas' operating lease contracts are classifiéthance leases.

Operating leases require us to make periodic paisnéunt do not include aircraft purchase optionshatend of the
agreement. The payments are denominated in UlBrsland the majority of these payments are suligeinterest based on
LIBOR. Pursuant to the terms of these agreememtsiaft are returned under agreed conditions atethd of the lease. The
lessor retains ownership of the aircraft. We asponsible for maintaining and contracting insueafoe the aircraft during the
leasing period.

Finance leases are capitalized at the lease's cocement at the lower of the fair value of the lelagmoperty and the
present value of the minimum lease payments. Heabe payment is allocated between liability américe charges. The
corresponding lease obligations, net of financegd® are recorded as financial liabilities. Tierest due on the finance lease
is recorded on the income statement over the Ipased to produce a constant interest rate on énsaining balance of the
financial liability.

Maintenance

We rigorously follow the maintenance plans propobgdthe aircraft manufacturers and approved bycdbmpetent
Brazilian and international aviation authoritieccordingly, maintenance carried out on our aicrafy be divided into three
general categories: (i) line maintenance, (ii)Myeanaintenance and (iii) component repair and oaelh Line maintenance
includes daily inspections and minor correctiveicars, along with "A" checks, all of which are perfeed between flights or
overnight and do not require changes to our scleedyperations.

Heavy maintenance includes more complex aircrafpéstions, including aircraft modifications andregctive actions,
and may require removal of aircraft from operatiahsing periods ranging from four days to four weelepending on the
complexity of the maintenance.

Engine maintenance contracts cover all signifieagine maintenance activities. We pay for servieeslered pursuant
to our engine maintenance contracts on an as-iegulrasis. The basis on which maintenance expanse®nsidered incurred is
dependent on the nature of the services providdérusur engine maintenance contracts:

. contracts under which amounts are payable to thetemance provider, and are recognized in the icom
statement, based on actual maintenance activigeormed by the maintenance providers. The expense
incurred reflect the actual time required to perfonaintenance and the material costs used in thatenance
activities. These maintenance contracts are edfdrr as “time and materials” contracts; and
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contracts under which maintenance expenses ardlpatgathe maintenance provider based on hoursnflow
These maintenance contracts are referred to agetpoy the hour" contracts. We accrue a liab#ibd record
an expense for maintenance under these contradiseobasis of hours flown. These payments are nade
maintenance providers when the engines undergarggenance shop visit based on an agreed hourly @te
"power by the hour" contracts also provide for treely small administrative fee that is paid aexpensed
monthly (this fee represents less than 5% of ansopaid under all of our "power by the hour" contsac
considered together).

We have entered into a number of agreements wifipleus and service providers in order to assisthvaur
maintenance requirements, of which the following mwaterial:

a general terms agreement between TAM Linhas Aéard<GE Engine Services Distribution, L.L.C., or,GE
dated May 7, 2001, pursuant to which TAM Linhas €& has agreed to purchase certain spare engides an
support equipment for both the spare engines itpuashased from GE and certain engines that haeady
been installed on its operating fleet. The agregnaso provides that GE may provide non-standard
maintenance training courses upon request of TAMhas Aéreas. The agreement provides that GE halige
for any such courses on an "as incurred" basi® agneement has no fixed termination date;

an engine maintenance agreement between TAM Lidtgasas and MTU Motoren-und Turbinen-Union
Minchen GmbH, or MTU, dated September 14, 200GherTAY Agreement, pursuant to which MTU has
agreed to provide certain maintenance, refurbishmeepair and modification services with respect to
approximately 105 aircraft engines. This agreenvea$ amended by means of a novation and amendment
between TAM Linhas Aéreas and Rolls-Royce Braazla.tor Rolls-Royce, dated November 8, 2001, puitsuan
to which Rolls-Royce replaced MTU as contract ceyparty. The agreement provides that Rolls-Royeg m
subcontract services to be performed and thatllitnet be held liable for damages to or losses AMTLinhas
Aéreas or third parties due to the performancénefservices contracted under the agreement, urdesed by
willful misconduct or negligence of Rolls-Royce hd agreement provides that service orders placedialby
Linhas Aéreas are to be charged based on a fixedspecified for each type of service and subjecan
escalation formula. TAM Linhas Aéreas is requitedmake payments based on actual services performed
This agreement terminates on June 30, 2015;

an engine maintenance agreement between TAM LiABasas and MTU Maintenance Hannover GmbH, or
MTU Hannover, dated September 14, 2000, pursuamtioh MTU Hannover has agreed to provide certain
maintenance, refurbishment, repair and modificatiervices with respect to certain V2500-A5 engin&he
agreement provides that MTU Hannover may subcontoathird parties and that MTU Hannover will nc b
held liable for damages to or losses of TAM Linh&é&reas or third parties due to the performance or
non-performance of the services contracted, untessed by willful misconduct or negligence of MTU
Hannover. The agreement provides that servicermlaced by TAM Linhas Aéreas will be charged otual
services performed, based on hourly rates for efgiodule repair work and on a fixed price for tests,
including fuel and oil, subject to an escalatiomfala. This agreement terminates on June 30, 2011d;

an engine maintenance agreement between TAM Lidgaeas and United Technologies Inc., Pratt and
Whitney Division, or Pratt and Whitney, dated Septer 14, 2000, pursuant to which Pratt and Whitnay
agreed to perform maintenance, modification andkarhaul of engines, engine modules and their parts
components. Pratt and Whitney has a limited exdtysight for maintenance services of engines amatules
pursuant to the terms of this agreement. Thisuskaty provision requires TAM Linhas Aéreas to aibtprior
written authorization from Pratt and Whitney befaending the equipment to another maintenance ceervi
supplier, with an exception in the case of delaynon-performance of services by Pratt and Whitn&je
services to be provided by Pratt and Whitney arargdd based on a fixed rate specified for each bfpe
service, subject to an escalation formula. TAMHaa Aéreas is required to make payments basedtoal ac
services performed. This agreement terminatedemte®nber 14, 2010.
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We are certified to conduct maintenance on each ¢fmircraft in our fleet. Line maintenance isfpamed at all bases
at which we operate, but mainly at the airportS@m Paulo, Congonhas and Guarulhos. We also cohdaey maintenance and
component repair and overhaul at our main maintemaenter in Sao Carlos, which is 250 kilometenshweest of Sdo Paulo.
The Sdo Carlos maintenance center is approximdtélynillion square meters in size and is fully diedd by ANAC, EASA,
FAA, TC - Canada and other Latin American aeromalithuthorities to perform heavy maintenance ("C*'¥) on most of our
fleet, including the Airbus A330, A320, A318, A3Hhd A321, ATR 42, Boeing 767 and Fokker 100, ad aglcomponent
repair and overhaul services for over 1,600 differeronautical components and parts (Part Numbeees for our fleet. Our
maintenance center completed its ANAC 145 certificefor Boeing 767 aircraft at the end of 2008d dahe first inspections
began in 2009. Our maintenance center currently dver 1,050 direct employees (for core maintenaactévities) and
approximately 300 indirect employees (providing mup functions, such as security, facility maintece and cleaning). Line
maintenance and supply chain activities include@dmately 150 additional employees.

All maintenance that is conducted in-house pressigrificant cost savings and strategic advantagks.we are
qualified to perform most line maintenance, heawintenance and component repair and overhaul ss;vige substantially
reduce the need to send aircraft and parts overdeaseasing downtimes and avoiding the costsrofadt ferry-flights, parts
logistics and import-export taxes. For those pagtsuiring maintenance at costs that are not ecaady efficient, due to
complexity or low volume repairs, we have impleneghtwhere possible, long-term, optimized mainteaamgreements with
engine manufacturers.

As required by our codeshare agreements with seaigliaes, including Lufthansa, United, TAP, Aia@ada and LAN,
we have the IATA Operational Safety Audits (IOSApintenance certification. Further, our maintenadigsion also has
required certifications from each country in whisle fly our aircraft (for example, the FAR 129 ckchtion required by the
United States).

In addition to the manufacturers (Airbus, Boeing]IRRoyce, GE, Pratt & Whitney) training, we traiar engineers and
technicians at our own training center, which ig/faertified under ANAC 147, and which uses thensaequipment and software
that the manufacturers use. We refer to our tngigenter as the "TAM Service Academy".

Besides maintenance on our own aircraft, we alstopa maintenance for third party aircraft and fligcomponents,
including maintenance for certain of our compesitowithin the ranges of our certifications. We @ty to several line
maintenance support contracts, pursuant to whiclpnogide maintenance on Airbus aircraft, as welhaavy and component
support for Brazilian and foreign airlines. Weaoalsave a total care maintenance contract for theithent of Brazil's A319 ACJ.
Our maintenance services are consistently groviialping us to dilute our fixed expenses, as welharease our revenues.

A significant part of our aircraft and vehicle m@nance expenses are indexed to the U.S. doltara Bescription and
analysis of the effect of exchange rate variatiom®ur income, including fleet maintenance expenses "ltem 11. Quantitative
and Qualitative Disclosures about Market Risk —l&amge rate risk."

Fuel
Fuel is the largest component of our operating Bgps, representing 34.8% of our operating expensl 1.

Fuel consumed in Brazil represents approximateBp & our total consumption and is acquired throtlgh following
distributors: Air BP, BR Aviation (Petrobras) antdell Aviation (known now as Raizen, a joint ventbietween Shell Brasil and
Cosan). We purchase fuel abroad from Air BP, Pe&® Exxon Mobil, J&D Oil Field, Shell, Morgan 8tay, Repsol YPF,
World Fuel Services, Q8 and Air Total. Supply c¢ants for fuel in Brazil are normally made for aotto three year period and
current contracts expire at the end of 2012, 204B2014. Supply contracts at our internationakbasormally have a term of
one or two years. The great majority of our fieepurchased under "into-plane" terms, meaningtti@supplier is responsible
for delivering the fuel directly into the tanks ofir aircraft. The fuel prices in the contracts sign normally consist of three
components: (i) the reference price from regiaedinery, (ii) the supplier logistics and operagbmargin (differential) and
(iii) airport storage/hydrant fees and taxes. Ramies jet-kerosene price is subject to internafiomarket variations
(offer/demand) in the reference price of crudeasill refineries' margins, including their other @lated products portfolio
markets conditions. The supplier differentialfie portion charged by the supplier, which normediysists of a fixed amount per
volume negotiated and committed to be charged dutive contractual period, and reflects the costfuel procurement,
distribution, storage, and refueling, as well agrafit margin. Airport taxes and fees vary by ampoWe have a department
responsible for negotiating fuel purchase contranty as a result of the high volumes of fuel weclpaise, we believe that we are
normally able to obtain more favorable terms tharsihof our competitors.
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To reduce our exposure to international fuel précel exchange rate variations, in 2006 we begannter énto
arrangements intended to hedge a minimum of 30%aanmximum of 80% of our projected fuel consumpti@ue to new
market and macroeconomic conditions, we decidedddify this policy. We now hedge our fuel requiets up to a five year
period with between 20% and 60% of our future fiegluirements hedged over the first 12 months, &8d tb 60% hedged over
the second 12 months. For a description and apalgk the effect of volatility in fuel prices on ouncome, see
"Item 11. Quantitative and Qualitative Disclosuadmut Market Risk — Risks relating to variationglie price of oil." Another
important cost reduction initiative involving fuisl our "fuel tankering" program, pursuant to whigé refuel aircraft in regions
where fuel prices are relatively low. This initi@ has more of an effect in Brazil, where the Iadexes for each state cause
significant variances in final fuel price. We haalso formed a multidisciplinary work group, invirlg each of our departments
responsible for fuel, engineering, control, operadi dispatching and financing, to develop othessuees to reduce spending and
fuel consumption by our fleet.

Safety

We adopt the highest safety standards in the wowée comply with Brazilian and foreign aviation téagfions,
including those issued by the ICAO (InternationalilCAviation Organization), the FAA — Federal Atian Administration (U.S.
aviation authority) and the EASA — European Aviat®afety Agency (EASA). As an international aieliwwe are a member of
the IATA, and sit on the Regional Flight Safety Guoittee (RCG). We are also a member of the Fligifey Foundation (the
largest nongovernmental organization for flightetgf and the Flight Safety Committee (a committemprised of all Brazilian
airlines).

Our priority is to provide safe air transportatio®ur founder, Commander Rolim Amaro, passed domaaf our key
corporate mottos: "Safety comes first to the ¢lifewWe are devoted to flight safety and adopt modesrtification and system
standards. For example:

. In 2002, we were the first Brazilian company to lement the FOQA (Flight Operations Quality Assuenc
system, a system used for the systemic analysfigbts and the prevention of operating failuresttimay
affect the safety of a flight, which subsequentigé&dme a benchmark for other Brazilian companies;

. In 2004, the European Union Aviation Authority giech us the EASA 145 certification for our aircraft
maintenance and repair facility located in S&o @aand we have been recertified annually since then

. In July 2006, we became a member of the United #amg Flight Safety Committee (UKFSC), an association
of organizations and professionals dedicated tadnipg flight safety standards in commercial awatin the
United Kingdom. In 2006, we also became a membéhe Steering Committee of the Emergency Response
and Planning Task Force (ERPTF) of IATA;

. In 2007, we were the first company in Latin Amertcaimplement the AQD (Aviation Quality Database)
system for safety database management, which asalgperating risks and implements the SMS (Safety
Management System) in conformity with Brazilian dockign regulations;

. In 2009, the U.S. aviation authority (FAA) grantasl the FAR 145 certification for our aircraft ma&nance
and repair facility located in Sao Carlos;
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. In January 2010, we ratified the I0SA certificatitiat IATA granted us in 2007 and validated in 200®e
IOSA certification is the most complete and recagdiinternational operational safety certificalthe IOSA
certification requires an independent evaluatiosteay focused on the operational management andotont
systems of airlines. The IOSA audit encompasses 840 requirements related to operational safetgh as
management system, flight operations, operatiogbatich, ramp operations, airports, maintenancegoca
operation, operational safety and training for eaoka associated with operations. With IOSA regjisin
renewal, we met a pre-requisite for joining ther @dliance;

. In February 2010, we were certified by the Argeatiational Civil Aviation Administration for the melering
of maintenance services on Airbus A318, A319 an@aircraft registered in Argentina, along withithe
components;

. In March 2010, we were certified by Ecuador aerticaliauthority (Direccion General de Aviation Q)vio

perform maintenance service on Airbus A318, A31%2@, A321 and Fokker-100 aircraft registered in
Ecuador, along with their components;

. In August 2010, we were certified by Transport GeEn&ivil Aviation (TCCA) to perform maintenance
service on aircraft registered in Canada, anddisfication was renewed in September 2011;

. In November 2011, we renewed our certification fr&@CA (Bermuda Department of Civil Aviation) to
perform maintenance service on Boeing B767, Aird348, A319, A320, A321 and A330 registered in
Bermuda; and

. In January 2012, we ratified the IOSA certificatitrat IATA granted us in 2007 and validated in 2G0®&I
2010. The IOSA certification is the most complatel recognized international operational safetyifasate.
The IOSA certification requires an independent eatibn system focused on the operational manageameht
control systems of airlines. The IOSA audit encasges over 940 requirements related to operatiafety,
such as management systems, flight operationsatipeal dispatch, ramp operations, airports, maenee,
cargo operations, operational safety and trainiog dach area associated with operations. With I0SA
registration renewal, we met the pre-requisitgdoring and remaining a Star Alliance member.

Brazilian civil aviation follows the highest safedtandards in the world. Brazil is classified a3adegory 1 (the highest
category) country in terms of the flight safetyrgtards established by ICAO. Category 1 is thedsgh

Insurance

We maintain insurance policies as required by lad the terms of our aircraft leasing agreementse Jcope of these
policies includes all risk coverage for aircraftlibuincluding war risks and third party legal lifly for passengers, cargo,
baggage and injuries to third parties on the grou@dr current policies, which will be in force dtugh April 1, 2012, follow
practices adopted by the international civil agatindustry.

We have also contracted for asset insurance aghmsisk of theft, fire, flood, electrical damaged similar events for
equipment and buildings we own or for which we @gponsible, including airport areas where we taperations. Similarly,
we have contracted for vehicle insurance agairsstrigk of robbery, theft, fire and civil liabilitpgainst third parties for all
vehicles we own or for which we are responsible.

We have also contracted for liability insuranceéspect of our directors and officers and the egspolicy is due to
expire on March 30, 2012.
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Information Technology

We invest significantly in information technologystems that enhance our operating processes, alfote provide
higher quality services to our passengers, gragtester flexibility and increase the speed ofaperations.

In 2004, we introduced the TAM portal, a tool that integrates our entire satéain, from the time of reservation
through to passenger boarding. Moreover, datairsatafrom thee-TAM portal allows us to offer our passengers a afet
customized services. The great majority of our éstic reservations made in Brazil are made thrabghportal environment.
The use of theeTAM portal allows us to reduce the cost of restores and ticket issuance by consolidating the GDSs
previously used for almost all our reservationsurréntly, GDS is used more for international ticketsued in Brazil and for
tickets issued abroad.

We were the first Brazilian airline to develop andtall self-service check-in kiosks in airporié/ith over 167 units in
Brazil's major airports, the kiosks allow passeageho purchase-tickets to check-in and select their seat in ldes ten
seconds, reducing lines in the check-in halls andboard the aircraft. In 2011, 2010 and 2009 axprately 3,842,340,
3,270,531 and 6,220,208 passengers, respectiedgked in through the self-service kiosks.

In October 2003, we signed a general services agreewith Sabre Travel International Limited, puasuto which we
were granted a license (relating to the provisibrmaintenance services) for electronic reservateghnology and database
backup. This agreement was intended to remaiargeffor ten years, unless early terminated byeejplarty. In March 2009, we
announced that we were exercising our right toygeriminate the contract and that early terminaliename effective in March
2010.

In July 2009, we signed an agreement with Amadd@u&idoup SA, pursuant to which we were granted anke to
operate our core processes using their softwahés aigreement shall expire ten years from the watbegan to use the Amadeus
platform, November 15, 2009, unless terminatedyearhccordance with the termination clause.

The TAM Fidelidade Program and "special servicgstem are also important tools for obtaining peofitformation on
our passengers. The TAM Fidelidade Program allag/go monitor the activity of passengers registeséth the program,
recording information on each passenger flightddigon to personal information and preferenceslisas preferred seat, special
meal requests and other data obtained throughaniacts or customer surveys). The "special sesVisgstem allows the crew
to input data on preferences of our passengerstlyireo our database. This data is also used udyspassengers, offer
promotions and new services and define our aduggtimessage.

Our DOV-line tracing system monitors all aircrafiggage and cargo, following the location of itemside the aircraft,
for proper weight balancing. A balanced aircraftcritical for a safe flight and has the added berwd reducing fuel
consumption. The DOV-line tracing system also ngasacrew distribution.

Seasonality

The Brazilian passenger air transportation margegubject to seasonality, as there is always higeenand for air
transportation services in the second half of thary However, this seasonality is partially miteghby the fact that we have a
higher concentration of business travel than thekeizaverage (and business travel is less sengdiweasonality). Our other
operations do not vary significantly as a resulsedisonality.

Competition
Domestic

Airlines in Brazil compete primarily in terms ofutes, price, flight frequency, service reliabilityand recognition and
benefits offered to passengers, such as loyaltgraros and customer service. We believe our méekelership and the TAM
Fidelidade Program enhance our competitive perfaoman many of these areas.
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Our competitors, both actual and potential, incl@dazilian airlines, airlines operating on regioaal routes and new
participants in the market who operate primarily regional transportation networks. Our principampetitor is Gol. In
previous years, Varig had been one of our majorpetitors. However, Varig filed for bankruptcy peotion in Brazil and the
United States in June 2005. Varig's assets andatipes were sold to various investors over thers@wf 2006 and, on
December 14, 2006, Varig ceased operations altegetdn December 15, 2006, a new company, VRG Isinkéreas S.A.,
initiated operations on some of the routes preWoused by Varig. On March 24, 2007, Gol annountted it had entered into
an agreement to acquire VRG Linhas Aéreas S.Acoimpliance with applicable CADE requirements, Qal &arig operated as
separate airlines until CADE's final approval oé thcquisition on June 25, 2008. On October 19820 route networks of
both companies were integrated. On July, 8, 2URIG Linhas Aéreas S.A. executed a memorandum oénstahding with the
controlling shareholders of Webjet Linhas Aéreas 8nder which VRG will acquire 100% of WebJet'pital stock.

To a much less degree, we also face competitian imumber of smaller airlines operating in the dstic market. In
2011, 14 different airlines together shared thel%lof the domestic market that is not served by Tahdl Gol (who together
share approximately 78.6% of the domestic mark&thong these 14 different airlines, the largest @ndzul Linhas Aereas
with an 8.6% market share.

ANAC's resolution provides that 80% of new airpsiats are distributed to existing airlines, wittesk slots being
divided evenly (without regard to market sharedew slots are only available to airlines that havieistory of punctuality, no
pending proceedings with ANAC and a positive shalddrs' equity. The remaining 20% of slots areilalsée to new entrants.
See "— Regulation of the Brazilian Civil Aviationdustry — Rights to Operate Air Routes — Policystots."

The table below shows the history of market pgrtiibpn on domestic routes, calculated by referéodePKs, for the
major Brazilian airlines, for the periods indica{®ésed on data provided by ANAC):

2011 2010 2009 2008 2007 2006
(in percentages)
TAM 41.1 42.0 45.4 50.4 48.8 47.8
GOL/VRG 37.4 38.1 41.7 42.4 — —
GOL — — — — 39.5 34.3
Varig — — — — 3.5 10.0
Others 21.4 19.9 12.9 7.2 8.1 7.9

Source ANAC.
We also face competition, albeit to a lesser dedrem land transportation companies such as n@atport companies.
International

The international market is substantially more cetitjye than the domestic market. In the interai market, there
are many international airlines that are largenthsa and more experienced. To ensure sustaindcetr@mpetitiveness, airlines
are dependent on partnerships and codeshare agrsaméhe international market.

With respect to international flights, airlines qomte primarily on the basis of routes, service&epand mileage and
frequent flyer programs. We offer 102 daily int&tional flights to Buenos Aires, Santiago, Asunci®ontevideo, Bogota,
Ciudad del Este, Santa Cruz de la Sierra, Carddas, Miami, New York, Orlando, London, Paris, Fkéurt, Madrid, Milan
and Mexico City. We have codeshare agreements WitN Group, Pluna, United Airlines/Continental, AEanada, TAP,
Lufthansa, BMI, Air China, Swiss International, Alippon and US Airways and, allowing our passengenmmake connections
throughout the world, in addition to other servisesh as simplified check-in, luggage shipping aockess to VIP lounges. We
have signed new codeshare agreements with Egyptakish Airlines and Aeromexico. We are awaitgmvernmental approval
for these agreements, and we believe that willdauihese agreements in the first six months of 2042 also have interline
agreements allowing us to offer our passengersde vénge of destinations around the world. On kt@, 2008, we publicly
announced that we were joining the Star Allianbe, largest global alliance in commercial aviatidle became a full member
of the Star Alliance on May 13, 2010.
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In the international market, our main competitisrfrom major international airlines that serve tharkets in which we
operate. Our average international market shag®1i was 88.1% (measured by RPK among Braziliampemies). According
to ANAC, Brazilian airlines were responsible forpapximately 35% of international passengers trartsgoin 2010. The table
below shows the history of market participation iaternational routes, calculated by reference tK&Pamong only the
Brazilian airlines, for the periods indicated (tche® data provided by ANAC):

2011 2010 2009 2008 2007 2006
(in percentages)
TAM 88.1 86.8 89.9 75.3 67.5 37.3
GOL/VRG 10.6 13.0 10.0 23.9 — —
GOL — — — — 14.2 7.3
Varig — — — — 13.1 50.4
Others 1.3 0.2 0.1 0.8 5.2 5.0

Source ANAC.

To help compete effectively in the internationalrked, in January 2011, TAM, together with its cetreand former
controlling shareholders, TEP and the Amaro famiéwntered into agreements with LAN, and its respecitontrolling
shareholders to effect a proposed business condrinait LAN and TAM.

On January 27, 2011, LAN signed an out-of-coureagrent with the FNE in connection with an ongoimgestigation
by the FNE regarding the potential competitive iotpaof a business combination between LAN and TADh the same date,
this agreement was submitted to the TDLC, Chileistraust court. On January 28, 2011, in respomsa petition filed by a
Chilean consumer association the TDLC decided aotetview the FNE agreement, and instead, it subdhithe business
combination between LAN and TAM for TDLC approval grocedure permitted by the Chilean antitrust Jawshis could delay
the merger, and LAN and TAM cannot complete tharmss combination until this procedure is completed TLDC renders a
final decision approving the transaction.

On March 1, 2011, ANAC approved the requested fearsf the shares representing TAM’s equity capitgtich will
allow TAM to implement the transaction and businessbination with LAN.

On April 13, 2011, LAN filed an expedited procedatiowed by Chilean law. Under this procedurehéd applicant, in
this case LAN, accepts the recommendations sugtibgtéhe FNE, the TDLC is obligated to convene hlipthearing. On April
20, 2011, the TDLC announced that the public hgawill take place May 26, 2011. On May 26, 201X ublic hearing took
place as scheduled by the TDLC where interestetiepairovided their opinion regarding the busingssbination.

During the third quarter, 2011, we obtained therapgls from Chile’s antitrust court (TDLC) and Spai antitrust
authority to continue with the merger transactiddo further antitrust approvals are required indpa. In the Supreme Court of
Chile, we appealed three of the mitigation measiumg®sed by the TDLC. We believe that the appeatgss will not delay our
plans to complete the merger.

In the fourth quarter of 2011, the transaction nexxk the approval from CADE, Brazil's antitrust hatity, the last of
the antitrust approvals necessary for the mer@asr.December 21, 2011, LAN held a shareholders’ imgathere a majority
approved the transaction. Shareholders repregeatity 0.00213% of the shares exercised their aggdraghts, a percentage
substantially below the 2.5% maximum expected liMiAM’s shareholder's meeting was held on Janiar012, where TAM
shareholders unanimously approved the appraisairtrey Banco Bradesco BBl S.A. regarding the exdraratio of shares
between the two companies. Furthermore, on Novert®e2011 a preliminary version of the exchandgergbrospectus (Form
F-4) was filed with the SEC. On January 18, 2. preliminary version of the Edital, terms and dtads of the exchange
offer, was filed with the CVM. Amendments No. 1 add. 2 to the Form F-4 were filed on February 9.2@nd March 12, 2012,
respectively.
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LAN will launch the exchange offer promptly aftdl @equired registrations with securities authestiare complete and
Chile’s Supreme Court has resolved LAN's pendingeab regarding the carve-outs imposed by the TDNE.expect that this
will occur before the end of the first of half ddZ22.

Overview of the Industry
General

According to IATA, Brazil is the fourth largest destic aviation market in the world (in number ohaduled
passengers transported), covering a vast areatégréen the continental United States) with a pefmn of approximately
192.4 million people in 2011 (according to the Bifam Geography and Statistics Instituténstituto Brasileiro de Geografia e
Estatistica or IBGE). We believe that the S&o Paulo (Congshh— Rio de Janeiro (Santos Dumont) shuttle rsutme of the
busiest shuttle routes in the world. AccordingAdAC, more than 3.6 million passengers were trantggoon this route in 2010.
Growth of the Brazilian commercial aviation indysis closely related to growth of Brazilian GDRccording to INFRAERO,
the Brazilian commercial aviation industry trangpdrapproximately 80.9 million passengers in theestic market in 2011.

Brazilian civil aviation follows the highest estibled standards of operational safety in the woBdazil is classified as
Category 1 under the aviation safety standardblkstiad by the ICAO, the same classification aslthi¢ed States and Canada.

Airlines operating in the Brazilian commercial aioa market can be divided into the following faxategories:

. domestic airlines, which provide public transpadiatservice on a scheduled basis within Brazil apdrate
mainly with large aircraft between the major cittdBrazil;

. regional airlines, which provide public transpddatservice on a scheduled basis within Brazil,egally
connecting smaller cities to bigger cities in BkaZl'ypically, regional airlines operate with snaallaircraft,
such as turbo-props;

. charter airlines, which provide transportation gg\on a non-scheduled basis; and
. international airlines, which provide internatiortednsportation services on a scheduled basis dofram
Brazil.

The market for scheduled airline service in Brazdludes two main types of passengers: those ltrgven business
and those traveling for leisure. Business passsngenerally place more importance on factors aglirequency of flights,
reliability, availability of direct flights, extentf area served and value-added services. Thessemgers are also becoming
increasingly sensitive to price. Leisure passengmmerally place more importance on price and tente more flexible
regarding the scheduling of their trips.

The business travel sector is the largest and proftable segment of the air transport industrBiazil. We believe
that the number of business trips is significamffgater than the proportion of domestic busindps in the international civil
aviation market. In Brazil, small and medium-sizeinpanies (which comprise a large proportion of customer base) place
significant importance on receiving good serviaenfrtheir airline, while maintaining a balance betwejuality, frequency of
flights and low prices.

In 2010, the ten busiest airports accounted for 67%l domestic traffic in terms of departures amdvals, according to
ANAC's annual report.

The domestic civil aviation market is principallgrged by TAM and Gol/VRG, who together represerit8d% of all
domestic routes in 2011, in terms of RPK. Accogdim ANAC, in 2011, our share of the domestic markas 41.1%, while that
of Gol/VRG was 37.4%. The remaining market shapgroximately 21.4%, was served by 14 differentras. This market
profile is consistent with the historical make-uptlee domestic market, which has traditionally saesmall number of airlines
holding the vast majority of domestic market shamd a much larger number of airlines (the iderdftyvhom has continuously
changed over the years as different airlines hawered and left the market) holding the remainingtipn. Among these 14
different airlines, the largest one is Azul Linbsereas with an 8.6% market share.
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On June 17, 2005, Varig became the first Brazitiampany to file for an in-court reorganization untdaw No. 11,101
of February 9, 2005, which we refer to as the Newkbouptcy law, in the courts of the State of RioJd@eiro. Previously, the
Brazilian Aeronautical Code provided that concessies of public air transportation were not alldwe apply for in-court
reorganization. During this period of in-court rganization, Varig faced a drastic deterioratioriténfinancial and operational
condition. It ceased operation of several fliglatsd withdrew from important domestic and internadilo markets. On
December 18, 2005, the creditors’ assembly of Vapigroved its in-court reorganization plan, bus thian was amended by the
creditors on May 9, 2006 in order to permit a jumiaisposal of Varig's flight operating unit. Giuly 17, 2006, the flight
operating unit of Varig was sold in a public bidbpess held by the Judiciary of the State of Ridaleeiro to VarigLog Linhas
Aéreas S.A., a former subsidiary of Varig that wéso sold on November 11, 2005 pursuant to theourtaeorganization plan.
On March 24, 2007, VarigLog and Gol announced @it had entered into an agreement to acquire VIRBds Aéreas S.A.,
which is VarigLog's subsidiary and operates Vaniglstes. In compliance with applicable CADE regumients, Gol and Varig
operated as separate airlines until October 193 2@ten they integrated their networks, which wasra€ADE's final approval
of the acquisition on July 25, 2008.

Trends In the Domestic Market

In the past 35 years, the domestic market has ginarown in terms of RPK, except during times significant
economic recession (such as the oil crisis, the-oatorium crisis in the 1980s and the economeimession and political
instability of the early 1990s).

Since the year 2001, the annual air-traffic passeggowth rate, in terms of RPK, was 11.9%, compdcean annual
available capacity growth rate in terms of ASK,909%. The average load factor in the period w&%.6 Domestic passenger
traffic and available capacity rates for the pefietiveen 2001 and 2011 are set out in the follovaige:

2001 2002 2003 2004 2005 2006 2007 2008 2009 20107 2011@
(in millions, except percentages
ASKs 45,314 47,013 41,851 42,756 48,740 55,257 62,895 73,015 84,471 102,643 116,069
Change in ASKY 9% 4% -11% 2% 14% 13% 14% 16% 15% 22% 13%
RPKs 26,527 26,711 25,196 27,962 34,147 39,261 42,773 47,814 56,864 70,306 81,452
Change in RPK8 8% 1% —6% 11% 22% 15% 9% 12% 18% 24% 16%
Load factor 59% 57% 60% 65% 70% 71% 68% 66% 66% 68% 70%

Q) Percentages refer to percentage changegrevious year.
2) In 2010 ANAC change the methodology @& ttata
Source: ANAC.

Historically, growth in domestic civil aviation demd has generally exceeded growth in GDP. Froni 2002011,
domestic civil aviation RPK grew 9.9% per year, lvtthe annual GDP growth rate in the same periosl 3v&%, according to
according to ANAC and IBGE.

The variable factors that have the greatest inflteeon the commercial aviation market are the pdtduel and
variations in exchange rates, because fuel is th& important element of expenses for airlines, rmodt elements of the market
(including fuel) are tied to the U.S. dollar.

The influence of the Brazilian government on thduistry, through industry regulations, has alsodadynificant impact
on the performance of airlines operating in thekaar From 1986 to 1993, the Brazilian governmemidsed more rigid control
over local civil aviation activities because of himflation levels which led to a series of economiises in Brazil during that
entire period. The Brazilian government mainly maoned airline air fares and supervised the useequénsion of their routes.
In 1994, after successful efforts to control itiia and stabilize the Brazilian economy, the Biazigovernment (acting through
the aviation authorities) began to deregulate @vihtion activities, principally by gradually redng government control over
the airlines' local activities. Even though Breil civil aviation is still a regulated sector, AIEA current rules are significantly
more flexible than the regulations which were poegly in effect. Further, the relevant authoritiese frequently issued basic
and essential regulations in order to harmonizétiagilian regulatory environment with internatibmraore modern models.
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We believe the current regulatory regime has fayvdine financial performance of Brazilian civil atiem. As a result of
imposing a more rational supply of services andrenamplicit subsidies to less competitive airlin@ge believe that the Brazilian
government has enabled more competitive airlineh as TAM and Gol to better utilize their aircraft an environment of
healthy competition, which in turn has led to impFd average returns in the domestic market. Saghlatory system is
undergoing certain structural changes. See "lteke$ Information — D. Risk Factors — Risks Relgtito the Civil Aviation
Industry and our Business — The regulatory stractfrBrazilian civil aviation is undergoing changed we have not yet been
able to evaluate the results of this change onbosiness and results of operations" and "— Reguladi the Brazilian Civil
Aviation Industry — Rights to Operate Air Routeskdture legislation.”

Regulation of the Brazilian Civil Aviation Industry
Overview

Scheduled air transportation services are congideublic services in Brazil and, accordingly, anbject to extensive
regulation by the High Command of Aeronautics &f Ministry of Defense, or the High Command of Aaatics, CONAC,
ANAC and the recently created SAC. Scheduledrairdportation services are also regulated by theilan federal constitution
and by the Brazilian Aeronautical Code.

The Brazilian Aeronautical Code sets out the ppatirules relating to airport infrastructure andeigtions, flight
protection and safety, certification of airlinegceaft leasing structure, liability, transfersgigtration and licensing, training of
crews, concessions, inspection and control ofragli public and private air cargo transport sesyiedrlines' civil liability and
penalties for violations.

CONAC is the Brazilian President's advisory bodlg. board of advisors includes the Minister of Defe, the Minister
of Civil Affairs, the Minister of Finance, the Mister of Development, Industry and Foreign Trade, Minister of Foreign
Relations, the Minister of Tourism and the Commarfidhe High Command of Aeronautics. CONAC has #uthority to
establish policies for the Brazilian civil aviatieamdustry that are adopted and carried out by thgh KLommand of Aeronautics
and ANAC. CONAC establishes general rules reldte@dequate representation of Brazil in treatiesventions and other
matters related to international air transportatiainport infrastructure, the granting of additibfiands to be used to benefit
airlines and airports (based on strategic, econ@nit leisure considerations), the coordinationief eviation operations, air
safety, concessions for the operation of airlim¥ises and permits for the provision of related ooencial services. Pursuant to
Provisory Measure No. 527, the President of CONA&ll$e the same person that serves as the SgcoétaAC.

ANAC is the main civil aviation authority in Brazind, pursuant to Provisory Measure No. 527, ngents directly to
SAC. Prior to Provisory Measure No. 527, ANAC rapd directly to the Ministry of Defense. ANAC &n independent
regulatory agency associated with, but not underctntrol of, the Ministry of Defense and operassn independent agency for
an indefinite term. ANAC principally has the autity to: (i) regulate, inspect and supervise sersirendered by airlines
operating in Brazil, (ii) grant concessions, pesménd authorizations for air transport operationd airport infrastructure
services, (iii) represent the Brazilian governmigafore international civil aviation organizatioffis)) control, register and inspect
civil aircraft, and (v) ensure that air transpddatservices are provided under free market priasip

SAC is a new civil aviation and airport infrastrui regulatory authority created by Provisory Meadvo. 527, issued
by the Brazilian President on March 18, 2011. S#@n advisory body, equivalent to a Ministry, he Brazilian President, and
holds the civil aviation powers and responsibititigreviously vested with the Ministry of Defens@AC's main objective is to
facilitate the development of Brazil's airport edtructure. Provisory Measure No. 527 is valid dgperiod of 60 days and is
renewable for one additional 60 day period un## Brazilian Congress reviews and votes on the Measis part of Provisory
Measure No 527's reorganization of civil aviatimwers and responsibilities, ANAC will report dirgcto SAC, instead of the
Ministry of Defense.
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The Brazilian government has recognized and apprdfie three main international conventions relai@dvorld
commercial air transportation operations: the &hic Convention of 1944, the Geneva Convention @818nd the Montreal
Convention of 1999.

Recently, in February 2009, the Federal Governrapptoved the new Civil Aviation National Polidydlitica Nacional
de Aviacédo Civibr "PNAC"). Although the PNAC does not establisty immediate measure, it contains the main guidslfor
the national civil aviation system. It encouragies Ministry of Defense, CONAC and ANAC to issugukations on strategic
matters such as safety, competition, environmeatal,consumers' issues, as well as to inspeceweamd evaluate the activities
of all operating companies.

Air transportation services concession

The Brazilian federal constitution grants the Bliari government the exclusive authority to explametransportation
services and airport infrastructure and provides the government can render these services aliteatly or indirectly through
third parties (by means of concessions or permifgjcording to the Brazilian Aeronautical Code ardulations issued by the
High Command of Aeronautics, any operation of sakem air transportation services requires a conmegganted by the High
Command of Aeronautics. The terms of each conaessiust be formalized by means of a concessioreaggnat entered into
with ANAC. Any company seeking a concession musettertain economic, financial, technical, operal and administrative
requirements established by ANAC. In addition, @mpanies seeking a concession must (i) be legities constituted in
Brazil, (ii) obtain an Air Transport Operation Amwal Certification (CHETA), and (iii) comply with ectain restrictions
regarding ownership of its shares or quotas. Se&ights to Operate Air Routes — Restrictions aglaihe ownership of shares
in airlines operating under concessions."

ANAC has the authority to revoke a concession enalient of any failure by an airline to comply witte rules of the
Brazilian Aeronautical Code, supplemental laws mgllations and the terms of the applicable conzessgyreement.

Article 122 of Law No. 8,666 of June 21, 1993 pd®s that concessions must be regulated by speuificedures
stipulated in the Brazilian Aeronautical Code. TBmazilian Aeronautical Code and the regulatiorsuésl by ANAC do not
expressly establish any bidding procedures in ioglato concessions. Accordingly, it is not curigmecessary to conduct
bidding prior to awarding concessions for the ofpenaof air transportation services (such as ows)would be required in the
case of other public services generally regulatethlys applicable to public concessions.

Our concession to operate scheduled air transjortat passengers, cargo and mail at a national as obtained on
December 9, 1996 through the issuance of Ordin@1€¢GM5 and the execution of the relevant concesaigreement. The
concession was renewed through Decision 118 frowehber 8, 2011, which was published on Novembe209,1, and this
renewal is valid until November 9, 2021. Althougé can offer no guarantee that we will be ablesteew our concession, we do
not currently foresee any problems in relatiorhie tenewal.

Aircraft registration

The registration of aircraft in Brazil is governby the Brazilian Aeronautical Code. The Brazillaronautical Code
provides that no aircraft is authorized to fly inaBilian airspace or to land in or take-off fromaBitian territory without being
duly registered. In order to remain registerechvatBrazilian registration number, an aircraft mave both a certificate of
registration and an airworthiness certificater(ificado deaeronavegabilidade each of which is issued by RAB after a technical
inspection by ANAC. The certificate of registratissued by ANAC attributes Brazilian nationalitythe aircraft and proves for
its enrollment with the proper authorities. Theaairthiness certificate is generally valid for sigars from the date on which
ANAC conducted its inspection of the aircraft amdyided authorization for it to fly over Braziliairspace (subject to continued
compliance with certain technical requirements emieditions). The registration of any aircraft dencancelled in the event that
the authorities verify that such aircraft is notmpliance with the requirements for registrafionparticular any failure to adapt
the aircraft to any safety requirements specifigdADAC or by the Brazilian Aeronautical Code).
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All agreements relating to aircraft registered ira8l, including sale and purchase agreementsndiah commercial
leasing agreements, mortgages (and amendmentsytsuaf agreements) must be submitted to the Baazilieronautical
Registry (RAB) for the purpose of publishing tharsactions contemplated thereby and updating &iregistration.

Rights to Operate Air Routes
Domestic routes

ANAC has the authority to grant Brazilian airlinge right to operate any new route. Any airlineldeg to operate a
new route must submit studies proving both then@eh and economic feasibility of the proposed eofih form satisfactory to
ANAC) and must fulfill certain conditions in relati to the awarding of those routes. In respeavadrding any new route or
approving any change to existing routes, ANAC extds the infrastructure capacity of the airportenfiwhich the route will be
operating and the increase in demand and competiitween airlines. In addition, approval for gtien of a route is made
subject to the condition that the route must beratpe on a scheduled basis. The operation of & floy any airline can be
cancelled in the event that the airline (i) faddnitiate operation of the route within 15 daysedeiving authorization, (ii) fails to
maintain at least 75% of the flights establishethinrespective National Air Transport Scheduleti@n) for a period of 90 days,
or (iii) suspends operations for more than 30 dadSIAC's approval of new routes or changes to agstoutes is given in the
course of an administrative proceeding and doesagptire any amendment to the applicable concesgjogement.

Once awarded, the routes must be immediately tefiein thehotran (the report of the itinerary of all routes an aigli
operates), which will then become an integral pagach airline's database at ANAC. Twrannot only establishes the routes
but also the arrival and departure times at cedajmorts, none of which can be changed withoutpher approval of ANAC.
Brazilian civil aviation laws and regulations piade that an airline may not sell or transfer routeanother airline.

Recently, ANAC has imposed schedule restrictionsdweral Brazilian airports from which we operat@perating
restrictions, including the prohibition of interiatal flights' operations and the prohibition ofitiaircraft's operation after
11:00 p.m. and before 6:00 a.m., were imposed fongBnhas Airport, one of the busiest Brazilian @itp and the most
important airport for our operations. No assuracee be given that these or other government mesasutl not have a material
adverse effect on our business and results of tipesa

International routes

International airlines are those with points of aepre in Brazilian territory and points of arrivial foreign territory,
operated by Brazilian companies previously desigphéty the Brazilian government and operated inr@zoee with the terms of
bilateral agreements with foreign governments. Tiuhts to international routes between major siti@s well as the
corresponding landing rights) are derived fromtbilal air transportation agreements negotiated dmtwthe government of
Brazil and foreign governments. Pursuant to threngeof those agreements, each government grantsthies the right to
designate one or more domestic airlines to opecteduled service between certain destinationadh eountry.

Requests for new international routes or changesisting routes must be submitted by each intedeBrazilian airline
to SRI, which evaluates each request based onrthésipns of the applicable bilateral agreemeng, dlvailability of existing
routes between the two countries and the genetalig®m of the Brazilian aviation authorities. Fmlling such evaluation, SRI
may take any steps required in relation to qualtfan of the international route.

Ordinance No. 569/GC5 of September 5, 2000 providasinternational air transportation services raycancelled in
the event that such services are (i) not implentewieoperated for more than six months, (ii) intpted for more than six
months, pursuant to Note No. 001 / GM5 / ADM enddig the Cabinet of the Aeronautics' High Commandamuary 9th, 1987,
(iii) the airline is proven to be incapable of merhing the service, or (iv) the airlines fails tongply with the agreements, laws
and regulations of the High Command of Aeronautics.
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Any airline's international route frequency rightay be terminated if the airline fails to maintaineast 80% of flights
provided for in its air transportation schedtletran for any 180-day period or suspends its operationafperiod exceeding
180 days.

Policy on slots

Eachhotran represents the authorization for an airline to land take off at certain airports within a predeieed
space of time. That space of time is known asiigooi slot and establishes that an airline carrateein a specific airport at the
times contained in thieotran

Brazilian law provides that a slot is an ANAC cossien reflected in an airlind'®tran As is in the case with routes, a
slot is not owned by the airline and may not badfarred to another airline.

The more congested Brazilian airports are subjdtdffic restrictions via slot allocation policieOn July 3, 2006,
ANAC issued Resolution No. 2 which set forth thevrrelles to the distribution of domestic slots. §hésolution establishes that
20% of the available slots of a restricted airpeitt be distributed among new entrants and 80%hef available slots will be
distributed among existing airlines. In additichiNAC requires that any airline applying for a sloust have a record of
punctuality, have no pending proceedings with ANA@I have a positive shareholders' equity. Althowghcomply with all
conditions and requirements to apply for new shetscan offer no guarantee that new slots will llecated to us.

The Departmento de Controle do Espaco A¢rewn DECEA, is responsible for coordinating andpesting the
infrastructure support facilities of airports. DER, acting jointly with ANAC and INFRAERO, also cducts studies at all
Brazilian airports to determine the maximum ope@tiapacity of each airport. Congonhas airpo8an Paulo currently has slot
restrictions. Investments currently being mad®&iazilian aviation infrastructure are expected tatd#e an increase in aircraft
operations at congested airports and, consequéimt\granting of new slots to airlines.

Aviation infrastructure and the airport system

The Brazilian Federal Constitution grants the Bragigovernment the exclusive authority to opemdtetransportation
services and airport infrastructure and provides the government can render these services aliteatly or indirectly through
third parties (by means of concessions or permit$je installation and operation of any aviatiofrdstructure services inside or
outside an airport will always require the priotrarization of the aviation authority, which willsa supervise them.

Ground structures are required for the operatioaiohavigation systems. Any surface structurectwhs intended to
meet the needs of air navigation is included undercategory of aviation infrastructure. Accordyn@viation infrastructure is
broadly defined and includes all ground organizetjoassets and facilities that support the devedoprof air navigation.
Aviation infrastructure is made up of the groupggodund agencies, facilities or structures thapsufpair navigation in relation to
safety, schedules and efficiency, including (i) tigort system, (ii) the flight protection and esgf system, (iii) the Brazilian
Aviation Registration system,; (iv) the air accid@miestigation and prevention system, (v) the systé air transport safety and
coordination facilities, (vi) the system of persehrraining and education for the air navigatiord aviation infrastructure,
(vii) the aviation industry's system of coordinatiand (viii) the aviation infrastructure coordiiagt system.

The airport system consists of all Brazilian lamgfields (military and civilian, private and publiased for domestic
aviation and international flights. Airports arehfic landing fields equipped with installationsdafacilities to support aircraft
operations and the departure and arrival of passerand cargo. The construction, administration, @peration of airports are
subject to the rules, instructions, coordinatiod aontrol of the aviation authority. Airports inde areas intended for airport
administration, public agencies that function amandatory or optional basis in the airports (suxthase relating to the Federal
Revenue Service (customs), the Ministry of Judiiederal police), the Ministry of Health (healthpguvision), and the Ministry
of Agriculture (agricultural inspection)). In addin to these administrative areas, airports candéaeas for passenger, baggage
and cargo service and movement and for the gepahdic (including vehicle parking facilities). Adorts are open to traffic and
the public by means of the approval of the aviataithorities. Airports may be built, maintainediaoperated directly by the
Brazilian government or through concessions, aightions or permits. Airports may also be operaigdspecialized quasi-
public enterprises under the Brazilian governmenitosubsidiaries, reporting to the High Commardderonautics (such as
INFRAERO), by Brazilian states or Municipalitiesdaby legal entities considered technically, ecomafly and financially
qualified by the aviation authorities.
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INFRAERO, a government company that used to reqoottie Ministry of Defense and now reports to SA€spant to
Provisory Measure No. 527, has the function of mgargg operating, and controlling most Brazilian deal airports (including
their control towers and airport safety operation§maller airports and regional airports may bgléo state or municipal
governments and, in such cases, are frequently gedniay local government agencies. INFRAERO perfosafety activities at
most Brazilian airports, including the verificatiohpassengers and baggage, cargo safety and bainpoat safety measures.

The use of areas within federal airports (suchaamyars and check-in counters) is subject to a asime-for-use granted
by INFRAERO. Where there is more than one candidatuse a certain airport area, INFRAERO may tuistia bidding
process.

In 2011, the Brazilian Government announced thplaihned to privatize several Brazilian airpontgliuding Guarulhos
International Airport ("GRU") in Sao Paulo, Presitle Juscelino Kubitschek International Airport ('B% in Brasilia and
Viracopos—Campinas International Airport ("VCP")@ampinas. Under the privatization plan, the highedders in an auction
will pay a fixed amount for the concession periadhich is 30 years for VCP, 25 years for BSB andy2érs for GRU. The
concessionaire will receive both tariff amountsd@nnection with tickets, connecting flights, lamgli residence and storage) and
non-tariff amounts (in connection with other seeddn the airport and the use of the airport spaddje tariff amounts are
restricted by limits set by INFRAERO. An auctioasvheld on February 6, 2012, in which the high&ktdys were identified.

Prices

Brazilian airlines are freely able to set theircpd for domestic routes but must register the prigéh ANAC for
monitoring purposes. ANAC constantly monitors aies and may intervene in the market and in schddalr service
concessions to prevent acts against economic @wérto protect the interests of consumers. Aislingay establish price
discounts or follow other promotional strategid®eference rates are established by ANAC based anilin civil aviation's
average operating expenses.

International prices are established in accordavittebilateral agreements. Since 1993, fares falimompanies selling
international flights originating in Brazil wereqeired to exceed a floor. On April 22, 2009, ANA@proved a gradual phasing
out of the floor (for flights to destination othtran South America) through discounts of up to 208l July 2009, 50% until
October 2009, and 80% until April 2010, when thag#rout ended. For international flights with thegtons to South America,
the floor was removed in September 2008.

Civil liability

The Brazilian Aeronautical Code and the Montreah&mtion of 1999 limit an aircraft operator's li#lyifor damage to
third parties caused by ground or air operationgpodamage resulting from persons or objects déinown from aircraft. The
Brazilian National Congress approved the Montreah@ntion of 1999 by means of Legislative Decree B®of April 18, 2006
and Decree No. 5,910 of September 27, 2006. Theilgmn courts, however, have occasionally disrégdrthe liability limits set
forth in the Montreal Convention of 1999, and hgvanted compensation based on the Civil Code ams@oer Defense Code
(which do not expressly set out maximum liabilityits).

In response to the substantial increase in insergmemiums to cover damage from terrorist attacker ahe
September 11, 2001 attacks in the United StateBtazilian government introduced a law authoriztrtig assume responsibility
for damage caused to third parties as a resulirofrist attacks or acts of war against aircraftgieing to Brazilian airlines. See
"Item 4. Information on the Company — B. Busines&@iew — Insurance."

Environmental legislation and regulations

Brazilian airlines are subject to various fedestfte and municipal environmental protection laims|uding those
relating to the disposal of materials and chenschistances and noise pollution generated by drcfdfese laws and regulations
are applied by the state and municipal governmenttdorities, which can impose administrative sanetfollowing violations,
in addition to liability in the civil and criminalourts for any party violating the laws and regolas. For example, according to a
ANAC ordinance, the operation of scheduled comna¢iftights departing from or arriving at Congonhfisport is subject to a
noise ban from 11:00 P.M. to 6:00 A.M. becauséefdirport's proximity to residential areas in titg of S&o Paulo.
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Restrictions against the ownership of shares itiregs operating under concessions

The Brazilian Aeronautical Code provides that, idev to be entitled to a concession to operatedidbed service, and
subject to the carve-outs described below, 80%nofidine's voting capital must be held directly indirectly by Brazilian
citizens and certain management positions mustltednly by Brazilian citizens.

The Brazilian Aeronautical Code sets out certaistrigtions against transferring the capital of sthied airlines
operating under concessions (such as our subsidiai Linhas Aéreas) including the following restions:

. shares with voting rights must be registered, drel dompany's by-laws must prohibit the conversibn o
preferred shares with no voting rights into shaviék voting rights;

. ANAC's prior approval of any share transfer, re¢gssl of the investor's nationality, which wouldules (i) a
change in the company's control, (ii) the concessie's ownership of more than 10% of the compazapétal,
or (iii) a transfer of more than 2% of the comparoapital stock;

. the company must submit to ANAC in the first monfreach six-month period a detailed chart of shaldsr
participation, including a list of shareholders antist of all share transfers that occurred duthmgy six-month
period; and

. based on the information in the chart described/@bANAC may determine that subsequent transferst ingl

subject to its prior approval.

Our corporate purpose is the management of compgratticipation in airlines. We hold shares repnéiang the
shareholding control of TAM Linhas Aéreas, which,turn, is a company operating under a concessiorthe operation of
scheduled air transportation services. The BazilCivil Aviation code provides that the restrictioagainst share transfers
described above apply only to companies operatimguconcessions for the operation of scheduledraiisportation service
and, accordingly, do not apply to us.

The Brazilian government is studying an increasthéoregulatory limitation on foreign capital in#ents in Brazilian
airline companies from 20% to 49% of voting capitdhe Brazilian Congress is already discussingaoedraft bills related to
this increase, which may be voted upon and/or ajggrowith Provisory Measure No.527. The Braziligovernment is
considering potential privatization of commerciampart operations.

Future legislation

On March 28, 2001, CONAC published for public cdretion a draft of a bill to replace the Brazili#eronautical
Code and modernize the basic laws and regulat&lasmg to the industry. In general, this drafaldewith matters related to civil
aviation, including airport concessions, consunretgetion, increased foreign shareholding partiguain airlines, limitation of
airlines' civil liability, compulsory insurance arfthes. However, at the date of this Annual Repbere are no relevant
discussions or developments in respect of thig Gitf

Federal intervention

The executive branch of the government may inteviarBrazilian civil aviation companies whenevegithoperations
or financial situations jeopardize the continuatiefficiency and safety of Brazilian air transptida services. The purpose of
federal intervention is to re-establish normal s&rby the company and the intervention may lasbag as necessary to achieve
this purpose, though it may not exceed a peridasvofyears. In the event that a technical inspeationducted before or after the
decree of federal intervention demonstrates that rdrestablishment of normal service would be irgizal, the federal
intervention can be converted to extra-judiciati@ation, provided at least half the company's sleln be liquidated by means
of a sale of its assets. In the event that thepemyls assets are not sufficient to pay at ledsbhtéhe company's debts (or in the
event that there is evidence of fraud), the fedetatvention or extra-judicial liquidation must benverted to bankruptcy.
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New bankruptcy law

On February 9, 2005, the President of Brazil sanetil the New Bankruptcy Law. The New Bankruptcylteecame
effective on June 9, 2005 and replaced the curbamkruptcy law (Decree-Law No. 7,661/45), and idtroed significant
innovations in the Brazilian bankruptcy system. gimeral, the New Bankruptcy Law creates new psmesf extra-judicial
recovery and judicial recovery (the latter beingeplacement for current bankruptcy protection) aricbduces other relevant
changes in the bankruptcy process. Business ovamerdusiness partnerships are subject to the NnkrBptcy Law, including
those whose purpose is to operate air servicesiatian infrastructure of any kind, and those whe eurrently prevented from
filing for bankruptcy protection.

Through the extra-judicial recovery process, a diebtay ask the judiciary to approve agreements with or more
classifications of creditors or with groups of dteds of the same classification with similar payrmérms. The plan may not
include credits of a labor or tax nature or thosgived from future exchange contracts, leasing eagents or fiduciary
agreements. Once approved, the plan will appBblltoreditors who adhered to it and will be bindimg all creditors included in
its scope, even those who did not sign the plaayiged that the debtor obtained the approval deast three-fifths of the
creditors of each class of creditors.

The judicial recovery process consists of judieietion intended to remedy the debtor's financiabfgms and enable it
to continue its operations (provided that the econdfeasibility of continuing operations can be y@n). Unlike the current
Brazilian bankruptcy protection system, which mgrebvers unauthenticated credits, the judicial vecp process obliges all
prior creditors to go to court to recover creditgluding labor creditors, except credits of a labotax nature or those derived
from future exchange contracts, leasing agreemamfiluciary agreements. The recovery plan suleaitty the debtor must
present a proposal for the payment of debts, itidigahe means of recovery to be utilized. In¢vent that a creditor objects to
the plan proposed by the debtor, the judge mukicaleeting of the creditors to decide whetherdrept or refuse the plan. In
the case of refusal, the judge must declare théoddankrupt. In the case of acceptance and subségranting of judicial
recovery, the original obligations of the debtoll e novated.

The principal innovations introduced by the New Baiptcy Law include (i) the requirement of a minimamount of
credit necessary for the creditor to request theats bankruptcy; (i) elimination of suspensivenkruptcy protection, (iii) the
possibility of a rapid sale of assets (with prigrifiven to sales of blocks of assets), and (ivaderation in the order of credit
classification.

In the case of judicial recovery and bankruptcgidines, the exercise of rights derived from comuiad aircraft leasing
agreements (or parts thereof) will not be suspended
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C. Organizational Structure

We currently have 156,206,781 shares, divided B&(B816,683 common shares and 100,390,098 prefaitacks.
TAM's main shareholder is the Amaro family, whicblds 46.6% of the capital stock of TAM. See "Itéih — Related
Shareholders and Transactions." We have a 53.4&fkoat. The organization chart below summarizégM®s ownership
structure. The following organizational chart seds$, in summary form, our shareholder structure subsidiaries as of the date
of this report:

- 58 -



Table of Contents

TAM is a joint stock company incorporated on May 1897, whose main corporate purpose is holdingeoship
interests in the capital of companies in the an$portation industry. We hold direct ownershigiiests in:

. TAM Linhas Aéreas, a passenger and cargo transparpany with routes in Brazil and internationallyAM
Linhas Aéreas also has an MRO (maintenance, rapdioverhaul) business line.

. Mercosur, an airline headquartered in Asunciona@aay, which operates in Paraguay, Argentina, Brazi
Chile, Uruguay and Bolivia.

. TP Franchising, a company dedicated to developamgchises.

. Multiplus, a company that we launched in Octobe®2@o administer a network of loyalty programs.
Multiplus exclusively manages the TAM Fidelidad®d@ram. In February 2010, an initial public offegiwas
conducted for Multiplus, reducing our ownershipMultiplus from 100% to 73%. Our current ownerskgp
73.14%.

. Corsair ParticipacBes, a company created for thgpgses of transferring the liabilities of Pantaal
December 27, 2011. Corsair remains under bankyypticeedings related to this transfer.

Through our subsidiary, TAM Linhas Aéreas, we atemtrol TAM Capital, TAM Capital 2, TAM Capital 3TAM
Financial 1, TAM Financial 2 and TAM Financial Each of these companies is headquartered in then@ayslands and each
company's main activities involve aircraft acquisit financing and debt issuance. We wholly andomditionally guarantee the
debt issued by our wholly-owned companies. TAMHags Aéreas also controls the company TAM Viagersse corporate
purpose is to carry out the activities of a traauedl tourism agency under the name TAM Viagens.

D. Property, Plant and Equipment

In 2001, we opened our maintenance center in S&tw<aa city in the interior of the state of Sdoula The
maintenance center occupies an area of approxiynét@lmillion square meters, with 50,000 squareensedf building area. At
this maintenance center, we perform maintenanceunraircraft and components, as well as on othéinlL&merican airlines,
aircraft and components.

The TAM Service Academy is located in an eightgtouilding in S&o Paulo (close to Congonhas Airpartd covers
an area of 12,000 square meters. The TAM Servicad@my is the largest and most modern aviatiomitrgicenter in Latin
America and is dedicated to training pilots, fligittendants and customer service and administratafé The TAM Service

Academy has the capacity to accommodate over 7&@pgtraining each day.

We have entered into concession agreements wittnémagement of different airports for the use dligieated areas to
provide services in passenger terminals, includihgck-in halls, passenger sales and operationgbosupmreas. These
agreements provide for periodic adjustments inrdrewal conditions and amounts paid for the comnmess We also have
concessions for the use of hangars and cargo telsrimairports throughout Brazil.

ITEM 4A. UNRESOLVED STAFF COMMENTS
None.
ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPEC TS

The following discussion should be read in conjimrcivith our consolidated annual financial stateteeand the notes
thereto, which are included elsewhere in this AhfReport and have been prepared in accordancellRB. See "Presentation
of Financial and Other Data" for a discussion af adoption of IFRS.

-59 -



Table of Contents

A. Operating Results
Principal Factors Affecting Our Financial Condition and Results of Operations
Brazilian macroeconomic conditions
Our revenues and profitability are affected by é¢tons in the Brazilian economy in general.

According to ANAC, growth in the Brazilian civil &tion market is closely correlated to growth iraBtian GDP. In
terms of RPKs, the Brazilian domestic flight marketreased 11.9% in 2007, 7.4% in 2008, 17.7% i002@3.6% in 2010 and
15.9% in 2011. We believe that Brazilian GDP isimportant factor in determining our capacity farture growth and our
results of operations.

The Central Bank has changed the base interesteatral times in order to keep inflation withiristtarget. For the
year ended December 31, 2009, the base interesivest 8.55% and the GDP growth for that year wa%4.For the year ended
December 31, 2010, the base interest rate was 2026w the GDP for that year was 7.5%. For the geded December 31,
2011, the average base interest rate was 10.87%har@DP growth for that year was 2.7%.

Effects of exchange rate variations and inflatiomaur financial condition and results of operations

Our financial condition and results of operatioasdr been historically affected by variations intextge rates and the
rate of Brazilian inflation. Our expenses (suchfed expenses, lease obligations, aircraft insegaengine maintenance and
related expenses) are principally denominated i8. Wlollars or are linked to the U.S. dollar. In120 2010 and 2009,
approximately 44%, 44% and 42%, respectively, af operating expenses were either denominated iimked to the U.S.
dollar. By contrast, most of our revenues are iveck in reais We are therefore exposed to fluctuations in ths.
dollar/Brazilianreal exchange rate. In 2011, 43% of our revenues, wihiclides revenue from Multiplus, were denominated
U.S. dollars, compared to approximately 40% in 28t 36.6% in 2009.

Inflation has historically had an impact on ouraficial conditions and results of operations antbittinues to do so.
Our suppliers of services and certain producisted| to our operating expenses generally utilieel FCA index to adjust their
prices for inflation. Approximately 50%, 53% an#% of our operating expenses were linked to irdtatin 2011, 2010 and
2009, respectively. A substantial increase iratidh could adversely affect the amount of our esps.

The table below sets forth certain data relatingntitation, real GDP growth rates, the Braziliagal/U.S. dollar
exchange rate and oil prices for the periods indita

Year Ended December 31,

2011 2010 2009
Real growth in GDP 2.7% 7.5% (0.6)%
Inflation (IGP-M) 5.1% 11.3% (1.7)%
Inflation (IPCA) 6.5% 5.9% 4.3%
DI Raté" 10.87% 10.64% 8.55%
LIBOR® 0.58% 0.30% 0.25%
Appreciation (depreciation) of the Brazilian reakéelation to the dollar (11.2)% 4.5% 34.2%
Rate of exchange at end of period — U.S.$1.00 R$1.8758 R$1.6662 R$1.7412
Average exchange réte— U.S.$1.00 R$1.6748 R$1.7593 R$1.9935
Increase in West Texas Intermediate oil price faerel) 8.2% 15.1% 77.9%
West Texas Intermediate oil (per barrel) (end ofqud U.S.$98.83 U.S.$91.38 U.S.$79.36
West Texas Intermediate oil (per barrel) (averageemver period) U.S.$95.13 U.S.$79.61 U.S.$62.09

Q) The DI Rate corresponds to the overniigterest rate for the interbank market in Brazil ¢hthe last day of the period, annualized).

2) Quarterly LIBOR for dollar deposits réla&t to last day of period.

3) Represents average daily exchange natesriod.

Sources: Getulio Vargas Foundation (Fundagao Getdbargas, or FGV), CETIP, Brazilian Geography aBtatistics Institute (Instituto Brasileiro de Geafia
e Estatistica, or IBGE), Central Bank and Bloomberg
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Role of ANAC

ANAC can influence our capacity for growth and alnility to generate future revenues. ANAC has dbéhority to
grant Brazilian airlines the right to operate newrgstic routes, increase the frequency of fligbtwiag existing routes, award
slots, purchase or lease aircraft and approverttig ef new companies into the domestic civil aiatmarket.

Revenues

Our revenues arise principally from passenger prantation. In the years ended December 31, 20010 2nd 2009, our
operating revenues were derived from the followsngrces:

. 73.8%, 77.6% and 80.4%, respectively, from passeangesportation service;
. 8.7%, 9.4% and 9.2%, respectively, from cargo sepand
. 17.5%, 13.0% and 10.4%, respectively, from servamed maintenance of aircraft operated by otheinas|

receipt of fines and fees in relation to re-pricofgair fares and sub-leasing, together with reeeftam credit
card companies that purchase TAM Fidelidade Progpamts to pass on to their customers and Multiplus
Loyalty Program.

Revenue from passenger transportation is drivethéyumber of paying passengers we transport, meaurevenue
passenger kilometers, or RPKs, and the price thassengers pay, measured in ¢katavosprice paid for each RPK, or yield
RPKs increase either as a function of increasedagp measured in ASKs, or an increase in loatbfaecneasured as increased
RPK in relation to available ASKs.

Our competitors' activities may impact our revegeaeration. New airlines entering the market dndticket pricing
policies employed by our competitors can also aféer revenues. Accordingly, we are continuousigleating the number of
flights we offer and the size of our fleet.

The following table sets forth our supply and dedhdoad factor and domestic and international @dtat the periods
indicated:

Year Ended December 31,

2011 2010 2009
ASKs (millions) 78,416 71,532 64,720
RPKs (millions) 57,654 51,450 44,148
Load factor 73.5% 71.9% 68.2%
Domestic yield in centavos 18.71 19.78 21.60
International yield in centavos 15.55 15.09 14.26

We use RASK (revenue per ASK) as one of our kefopmiance indicators because we believe it enaldde evaluate
the balance between load factor and yield and biyealows us formulate our strategy regarding pdanore accurately.

Sales taxes and other deductions
We deduct the following taxes and tariffs from newe:
PIS and COFINS

The Programa de Integracao Sociébocial Integration Program, or PIS) and @entribuicdo para o Financiamento de
Seguridade SocialContribution for the Financing of Social Security, COFINS) taxes are federal social contributiares
assessed on gross operating revenues. In resppassenger transportation revenues, the applicabds of PIS and COFINS
are 0.65% and 3%, respectively. In respect ofcar@nsportation and other revenues (except fimdiiecome), the applicable
rates of PIS and COFINS are 1.65% and 7.60%, ré@spbc(increased from 0.65% and 3% respectivelyyamuary 2003 and
February 2004). International revenues are exdmpt PIS and COFINS.
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Separately, TAM Mercosur is required to pay 1%tefrévenues arising from on-line ticket sales agj@ sales under a
Paraguayan tax referred to as the "assumed inctame"

ICMS

The Imposto sobre Operacfes Relativas a Circulacdo @echtiorias e sobr&ervicos de Transporte Interestadual e
Intermunicipal e de Comunicacéo, aindae as Operacdes se Iniciem no Exte(ibax on the Circulation of Merchandise and
Services, or "ICMS") is a value-added state tagamss operating revenues from the transportatiaagfo. ICMS is charged for
each stage in the chain of production and saleradyzcts, at rates varying from 4% to 12% (dependinghe product and the
state where the service is rendered).

ISS

Thelmposto Sobre Servicgax on Services, or ISS) is a municipal tax assss rates varying from 2% to 5% of our
gross operating service revenues. We are reqtarpdy ISS.

Operating expenses

The principal components of our operating expeisgade personnel, fuel, depreciation and amoibmatmaintenance
and repairs (excluding personnel), aircraft insoeanake-off, landing and navigational aid chard¢gesing of aircraft, engine and
equipment under operating leases, third party sesyimarketing and related expenses and other gxpen

Personnel expenses vary with the number of empsyyear salary policy, collective bargaining agrestaeand
profit-sharing programs, as well as the numberamfrg flown by all crew members. The base datdingldo renegotiations of
the collective bargaining agreements with our eiygds is December of each year. Accordingly, atargadjustments will be
almost fully reflected in the following year.

Fuel expenses vary depending on the internatiostableum market and the size and utilization of fbesgt. From 2003
to December 2011, the price of West Texas Interatedi'WTI") oil, the reference price used interoatlly to price oil, quoted
in dollars, increased 210%, from U.S.$31.85 perdbdo U.S.$98.83 per barrel. In 2008, the prit&| oil, quoted in dollars,
decreased 53.5% from U.S.$95.98 per barrel to U4569 per barrel, but increased to U.S.$150 peebar the middle of that
year. In 2009, the price of WTI ail, quoted in ldo$, increased by 71.3% from U.S.$46.34 per baorél.S.$79.36 per barrel.
However, in 2009, due to the financial crisis amarket competition, fares prices were not readfusta 2010, the price of WTI
oil, quoted in dollars, increased by 15% from U79.86 per barrel to U.S.$ 91.38 per barrel. In®R@te were able to increase
fares in the international market, but due to meckaditions we were not able to increase farahéndomestic market. In 2011,
we were able to increase fares in the internatioraket, but due to market conditions in the fipgarter 2011, we were not able
to increase fares in the domestic market. In 2B#lincrease of WTI oil quoted in dollars was apprately 8%, increasing
from U.S.$91.38 to U.S.$98.83 per barrel. Becdlserice of oil is quoted in U.S. dollars, ourlfagpenses are also affected by
exchange rate variations. In past years, we hawveegded in passing on the increase in fuel pendsexchange rate variations
to passengers by increasing our ticket prices,italith a delay of several months. However, we énantered into derivative
transactions to hedge against certain oil price ardhange rate variations. See "ltem 11. Quaiviitatnd Qualitative
Disclosures About Market Risk."

In the case of domestic destinations, the pricemaes are mainly because different states in Baggply different rates
of value-added tax to fuel (which is not passedooend consumers for passenger services), requigng continually adjust our
fuel prices to optimize fuel uplift. In the casemternational destinations, the price varianaftect movements in the cost of oil
on the international petroleum markets (which $elit driven by international commodity price vagasn), logistic costs and
airport taxes on fuel. In both cases, we beliénag the factors highlighted will continue to drifeesl price variances in the future
and, accordingly, that the fuel tanker program wdlhtinue to reduce expenses.
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We implemented the fuel tanker program to redugeepses by obtaining fuel at lower prices at ceréiports. Our
fuel tanker program operates as follows: if thppait of origin has fuel available at a lower priban at the destination airport,
we purchase more fuel at the airport of origin, imiaing refueling at the destination airports whérel is more expensive. The
price difference between airports must be significanough to offset the additional costs incurnexinf the aircraft consuming
more fuel due to its added weight from carrying ¢ixéra fuel. Our systems allow us to calculaterdwuction in expenses on a
daily basis.

Depreciation and amortization expenses principadliate to aircraft, engines, systems and spares pantl vary
depending on the useful life of these components.

Maintenance and repairs (excluding personnel) esgegemonsist of corrective and preventive work peréd on our
aircraft and flight equipment and include sparetpdor aircraft. Generally, these expenses ardego® our accounts as
operating expenses as such parts are utilizedfobuhaintenance under “power-by-the-hour,” these posted to our accounts
based on hours flown by our aircraft. Maintenaexgenses vary according to the level of utilizatdthe fleet.

Aircraft insurance expenses increase in propottothme size of our fleet, the number of passengersransport and the
number of landings we perform (in addition to tHassification of our fleet risk by our insurersfhese expenses are also
affected by variations in the exchange rate, bexawes purchase insurance in foreign currency. (erating and finance lease
agreements require us to keep the relevant airiciafted.

Take-off, landing and navigational aid chargesudel aircraft parking and overflight fees and vacgaading to the
volume of our operations and airfare adjustmentabdished by the Brazilian Federal Airport Infrastiure Company, or
INFRAERO, state and international authorities. Sghe@xpenses are also affected by variations irexebange rate because
international tariffs are charged in foreign curies.

The expenses incurred in the leasing of aircrafjjree and equipment under operating leases arendeated in foreign
currencies and increase in proportion to the sizeinfleet. These expenses are affected by vanigiin the exchange rate and in
LIBOR. See "ltem 11. Quantitative and Qualitativisclosures About Market Risk."

Expenses relating to third party services includeoat ground-support services, GDS (or Global filisttion System, an
electronic passenger distribution system) expeasdsairport-utilization concession expenses. Fpady expenses vary mainly
according to the volume of our operations. Simeeiiplementation of the TAM portal in September 2004, our GDS utilization
expenses have been substantially reduced in neladtidomestic reservations. During 2011, 83.5%eeérvations made through
travel agencies (indirect channels) in Brazil werade through the-TAM portal. In the same period, outside BrazD0% of
indirect channel reservations were made through GDS

The principal components of our marketing and ezlaéxpenses are: commission for travel and caggmts, as
compensation for the sale of tickets, and cargpphg (paid directly to the relevant agencies); atiter marketing and related
expenses, principally credit card administratiozsfe

Other expenses include those relating to the pimvisf in-flight services, which vary principallysa function of the
volume of passengers we carry on domestic andniaienal flights, general administrative expenggeseral provisions, delayed
flight expenses and crew-related expenses.

Movements in fair value of fuel derivatives

In this line item, the changes in the fair valudial derivative instruments are recognized. Whiteuse derivatives to
mitigate the economic effects of international pletum prices, we do not apply hedge accountinduerderivatives.
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Net finance results

Our finance costs are mainly impacted by the exgbamate variation as most of our liabilities isfameign currency.
The interest expense, another component of tledial expenses, increase according to our outsiguidbilities.

Taxes
IRPJ and CSLL

We are subject to tHenposto de Renda Pessoa Juridjbacome Tax, or IRPJ) and ti@ontribuicdo Social Sobre Lucro
Liquido (Social Contribution on Net Income, or CSLL), whitdgether can require us to pay up to 34% of ojusaeld net
income (referred to as real income). These taxesdivided up as follows (i) applicable income t@fx15%, (ii) additional
income tax of 10% (applicable to that portion of cesults that exceeds R$240,000 per year), afC@LL, which requires that
we pay 9% of our taxable income.

Non-controlling interest

The government of Paraguay holds a 5.02% equitgrest in TAM Mercosur's capital stock. We acquiiediM
Mercosur in September 2003. The amounts corre$pord the interest held by the Paraguayan govenhivery as a function
of TAM Mercosur's results.

In addition, on February 5, 2010, Multiplus S.Arrgad out an initial public offering. As a resuwlt the public offering,
TAM reduced its interest in Multiplus from 100% 78.17% while maintaining control in the companyn October 10, 2011, as
result of capital increase related to the exerofddultiplus stock options, TAM's interest in Myitus was reduced to 73.14%.

Critical accounting estimates and judgments

Estimates and judgments are continually evaluatetiaae based on historical experience and othéorfadncluding
expectations of future events that are believdaktoeasonable under the circumstances. Accouesitigates will, by definition,
seldom equal the related actual results. The astsnand assumptions that have a significant rfskaosing a material
adjustment to the carrying amounts of assets abidities within the next financial year are dissed below.

Revenue recognition - loyalty program

Revenue related to the TAM Fidelidade Program andtipus points is deferred based on the numbepaihts
currently outstanding and the historical breakafj@aints in the last 12 months, calculated as therage rate of points left
unredeemed over that period. The fair value ohtgoissued to participants when flying with TAM partnering airlines is
determined based on the weighted average of psaitsto trading partners and free tickets grantegassengers. Also, the
deferral of revenue depends on the estimate ofjtiaatity of points to be cancelled when they expifter two years from the
issuance date.

Deferred taxes

TAM recognizes deferred income tax assets andiliakibased on the differences between the cagrgmounts shown
in the financial statements and the tax basis efahsets and liabilities, using prevailing tax satd AM regularly reviews
deferred tax assets for recoverability, taking iat@ount historical income generated and projefttede taxable income based
on a study of technical viability.

Contingencies

TAM s currently involved in various judicial anddministrative proceedings. Provisions are recagphifor all
contingencies in judicial proceedings that repregenbable losses (it is probable that resourcdisbei required to settle the
obligation, and the amount has been reliably eséd)a The probability of loss is evaluated basadte available evidence,
including the views of internal and external legalinsel. Management believes that these contiiegnace properly recognized
in the financial statements.
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Financial instruments used to mitigate the risks ofzariations in jet fuel prices

TAM records the financial instruments used to naitggthe risks of variations in jet fuel pricesfait fair market value
based on market quotations for similar instrumemesrivative financial instruments are used in ordemitigate the risk against

variations in fuel prices.

Year ended December 31, 2011 compared to year endedcember 31, 2010

The figures set forth in the table below are exgedsin both millions ofeais and centavosand have been subject to
rounding adjustments. Accordingly, additions origlons of certain figures may not be an arithmetigregation of the totals

and the actual sum of percentage variations magrdiom those indicated.

Year ended December 31,

% Net
Operational
Income
Variation Variation
2011 2010 (%) 2011 2010 (%) 2011
(in cents of R$ per ASK (in millions of R$
Domestic 7.89 8.21 (3.9)% 6,185.3 5,870.9 5.4% 47.6%
International 4.88 4.59 6.2% 3,823.5 3,2845 16.4% 29.4%
Cargo 1.50 1.56 (3.6)% 1,176.7 1,112.7 5.8% 9.1%
Other 3.02 214 41.3% 2,370.3 1,530.7 54.9% 18.2%
Sales taxes and other deductions (0.72) (0.59) 21.9% (561.3) (420.1) 33.6% (4.3)%
Revenue 16.57 15.91 4.2% 12,994.5 11,378.7 14.2% 100.0%
Operating expenses
Personnel (3.44) (3.26) 5.6% (2,695.5) (2,328.4) 15.8% (20.7)%
Fuel (5.34) (4.83) 10.7% (4,186.9) (3,451.2) 21.3% (32.2)%
Depreciation and amortization (0.93) (0.98) (4.8)% (730.4) (699.8) 4.4% (5.6)%
Maintenance and repairs (excluding
personnel) (0.79) (0.86) (7.7)% (619.4) (612.3) 1.2% (4.8)%
Aircraft insurance (0.06) (0.07) (18.3)% (46.5) (52.0) (10.6)% (0.4)%
Take-off, landing and navigation aid
charges (0.87) (0.85) 2.1% (682.3) (609.4) 12.0% (5.3)%
Leasing of aircraft, engine and equipment
under operating leases (0.57) (0.66) (12.8)% (450.1) (471.0) (4.4)% (3.5)%
Third party services (2.07) (1.08) (0.9)% (840.0) (773.3) 8.6% (6.5)%
Marketing and related expenses (1.23) (1.34) (8.5)% (962.9) (959.8) 0.3% (7.4)%
Reversal of additional tariff 0.00 051 ) 0.0 364.8 (100.0)% -
Other (1.02) (1.13) (9.4)% (803.6) (809.3) (0.7)% (6.2)%
Total operating expenses (15.33) (14.54) 5.4% (12,017.4) (10,401.7) 15.5% (92.5)%
Operating profit before movements in fair
value of fuel derivatives 1.25 1.37 (9.0)% 977.1 977.0 0.0% 7.5%
Movements in fair value of fuel derivatives 0.05 0.05 4.1% 40.8 36.6 11.6% 0.3%
Operating (loss)/profit 1.30 1.42 (8.6)% 1,017.9 1,013.6 0.4% 7.8%
Finance income 3.75 248 51.3% 2,941.6 1,7745 65.8% 22.6%
Finance costs (5.27) (2.34) 125.4% (4,135.8) (1,672.1) 147.3% (31.8)%



Derivatives designated as cash flow hedge

(0.01) (6.6) - - (0.1)%

Profit (loss) before income tax and social
contribution (0.23) (1.56) (115.0)% (182.9) 1,116.0 - (1.4)%

Income tax and social contribution (0.10) (0.63) (84.1)% (78.6) (447.1) (82.4)% (0.6)%
Profit / (loss) after tax (all continuing 0.94 (135.5)% (261.5) 668.9 - (2.0)%
operations) (0.33)
Profit/ (loss) for the year attributable to:

Non-controlling interest (0.33) 0.94 - (335.1) 637.4 - (2.6)%

Equity holders of TAM (0.09) (0.04) 134.6% 73.6 31.5 - 0.6%
Total (0.33) 0.94 (135.5)% (261.5) 668.9 - (2.00%
Domestic

Domestic passenger revenue increased by 5.4% td &%8 million in 2011, compared to R$5,870.9 riilin 2010.
This was due to an 11.4% increase in RPKs, combivitid a 5.4% decrease in yield. The decrease éidyin the domestic
market reflects dilution caused by: (i) a 4.6% @age in stage length, which is the average distlaaa per flight; (i) an
increase in the number of passengers using TAMIiBiatie loyalty program reward tickets; and (jii) iarease in the volume of
leisure passengers flying during off peak hours launging tickets in advance. Our ASK supply incezh8.5%, which increased
the load factor by 1.2% to 68.7%. The combinatibthese factors caused our RASK to decrease 9 th2R$12.2.
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International

International passenger revenue increased 16.43630823.5 million due to an 8.3% increase in yield).S. Dollars,
while the yield inreais increased 3.1%. The 12.9% increase in internatipassenger demand, combined with a 9.9% increase
in supply, raised our load factor rates by 2.298132%, the highest load factor we have ever recbrdes a result, our RASK in
U.S. Dollars increased 11.3%, while our RASKeéais increased 6.0%.

Cargo

Cargo business increased by 5.8% to R$1,176.7omilh 2011, as a result of an 8.2% increase indounestic cargo
business and a 3.6% growth in our internationag@dousiness. This increase is related to: (i) ghewth of the cargo
market, which is linked to economic developmeni}; ificrease in our overall network, which led t®4% increase in our
passenger revenue; and (iii) our focus on busidesslopment (for example we launched our new wepsihich is designed to
speed up orders for cargo delivery and shippingices and we created a new terminal in Macei6 (#a} is three times larger
than the previous terminal. The new terminal inseeaTAM Cargo’s air cargo shipping capacity. Aduitlly, the international
market was impacted by the 4.8% depreciation oféakagainst the U.S. dollar.

Other

Other business increased by 54.9% to R$2,370.8milh 2011, compared to R$1,530.7 million in 20fpfimarily due
to a 158.9% increase in Multiplus’ revenue as camghdo 2010. As of December 31, 2011, Multiples’enue was R$1,151.7
million. Multiplus was created in 2009, and after initial public offering, the company increasitsl corporate governance,
dedicating a team to improve sales. At the en@Qdfl, Multiplus had 190 partner establishmentsybich 26 were coalition
partners. Of the 26 coalition partners, 12 joitfeglcoalition in 2011. Additionally, since Janudry2010 points to TAM's flying
customers are issued under the Multiplus loyalogpm. Previously, points were issued under thTAdelidade Program.

Sales taxes and other deductions

Sales taxes and other deductions increased by 3®.62$561.3 million in 2011 representing 4.1% df thtal revenue,
compared to R$420.1 million in 2010 representir@¥3of the total revenue, due to an increase inrewenues, particularly in
revenues from Multiplus which have a higher tae thtan our transportation revenue.

Net Revenue

Our revenue increased by 14.2% to R$12,994.5 miliro 2011, compared to R$11,379 million in 2010 doehe
increase in passenger, cargo and other revenueshdesin further detail above. The total RASKrigesed by 4.2% to R$16.6 in
2011, as a result of the 9.6% increase in total #S¥mbined with the increase of 14.2% in net reeenOur domestic RASK
decreased 4.2% to R$12.2 in 2011 from R$12.7 iD2@ur international RASK ineais increased by 6.0%, from R$11.9 in
2010 to R$12.6 in 2011.

Operating expenses

Personnel expenses increased by 15.8% to R$2,688iGn in 2011, compared to R$2,328 million in Z0Iprimarily
due to a 5.9% increase in the number of employrdsaa 8.75% increase in wages negotiated in Deceaft010. Personnel
expenses per ASK increased by 5.6%.

Fuel expenses increased by 21.3% to R$4,186.%miilfi 2011 compared to R$3,451 million in 2010, tlue 10.0%
increase in the average fuel price per liter paidub inreais along with a 19.5% increase in the average mic&/Tl (the
average price per barrel of WTI oil was U.S.$79#8 parrel in 2010 and U.S.$95.1 per barrel in 20rid a reduction in the
average exchange rate, which was R$1.753 in 204 R&t.6748 in 2011. The volume of fuel consumededased by 10.1% due
to a 6.8% increase in the number of hours flown @arid6% increase in the load factors. The increase partially offset by a
4.6% increase in the stage length (which is theameedistance flown per flight) and the 4.8% dejatéan of thereal in the
same period. Fuel expenses per ASK increased G940
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Depreciation and amortization expenses increased.4% to R$730.4 million in 2011, compared to R$#tlion in
2010, mainly due to five new aircraft placed in&rvice, all of which were classified as capitalsles Depreciation and
amortization expenses per ASK decreased by 4.8%.

Maintenance and repairs (excluding personnel) esgmincreased by 1.2% to R$619.4 million in 20kmpared to
R$612 million in 2010, primarily due to the 4.8%pdeciation of theeal and the 4.6% increase in the stage length, which wa
partially offset by an increase of 10 aircraft iordleet and a 6.8% increase in total hours flowaintenance and repairs
(excluding personnel) expenses per ASK decreas&d/8y.

Aircraft insurance expenses decreased by 10.6%$4& R million in 2011, compared to R$52 million2010, primarily
due to improved market conditions in 2011 compaoePl010 and the 4.8% depreciation of thal. This reduction was partially
offset by an increase of 10 aircraft in our flee.1% increase in the number of passengers arfifaificrease of in the number
of landings. Aircraft insurance expenses per Agkrdased by 18.3%.

Take-off, landing and navigation aid charges insegldby 12.0% to R$682.3 million in 2011, compare&$609 million
in 2010, primarily due to a 7.9% increase in thenhar of landings and a 10.3% increase in kilometiersn in the year.
Additionally, we expanded in international marketsere the take-off, landing and navigation prices laigher, and we were
impacted by the increase of take-off and landingrgés in the domestic market in force since Mai@hl2 The increase was
partially offset by the 4.8% depreciation of tieal, which impacted international flights tariffs. Kéaoff, landing and navigation
aid charges per ASK increased by 2.1%.

Leasing of aircraft, engine and equipment expenseler operating leases decreased by 4.4% to R$450idn in
2011, compared to R$471 million in 2010, mainly du¢he 4.8% depreciation of tiheal. This decrease was partially offset by
five additional aircraft classified as an operatiblease (excluding the ATR-42). Leasing of aiftgrangine and equipment
expenses under operating leases per ASK decregskEi 8%%.

Third party services expenses increased by 8.6R$840 million in 2011, compared to R$773 million2@10, mainly
due to the following increased costs which weredly related to the growth in our operations: GIDS costs which were
impacted by the 4.8% depreciation of tteal; (ii) the increase in handling costs as a restilthe overall increase in our
operations; and (iii) the costs related to the tivaaof LATAM. Third party services expenses pesiddecreased by 0.9%.

Marketing and related expenses increased by 0.3®$862.9 million in 2011, compared to R$960 million2010.
However, marketing and related expenses decreaspdrfionately when compared to our revenues. pheportional decrease
is related to our new assisted sales method farriational flights implemented in October 2010.evisusly, TAM was
responsible for travel agent compensation, but uiidd/’s new assisted sales method, travel agerd feethese sales channels
in Brazil are now the responsibility of, and paidedtly by, passengers at the time of purchaserkdtang and related expenses
per ASK decreased by 8.5%.

Other expenses decreased by 0.7% to R$803.6 milli@d11, compared to R$809 million in 2010, priityadue to the
significant reduction in passenger-related expensbsch includes mainly catering and expenses edladb cancelled flights,
expenses on logistics and overall expenses. @#pEnses per ASK decreased by 9.4%.

In line with our strategy of increasing productyyitve also intend to achieve an improved RASK mi@ésSK spread.
To achieve this target, we plan to maintain our éneraft in our fleet that have a low average dgep a high daily utilization
of our aircraft and renegotiate our small and nizd contracts to lower our fixed costs. Joining Star Alliance has helped us
reduce the number of internal systems we use, whighred our maintenance, service and spare pasts.c We are seeking to
optimize our maintenance plan by conducting maimer operations during the night when costs ared@nd we are reducing
credit card fees by increasing the number of paymsethods on our website. We are still susceptibl@uctuations in fuel
prices, which remain a key factor in our abilityachieve our desired results. Additionally, thel@ange rate variation between
the Brazilianreal and the U.S. dollar has recently begun to fluctiatensistently. If the U.S. dollar strengthengngicantly
against the Braziliareal, our results may be negatively impacted.
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Operating profit before movements in fair value fifel derivatives

As result of the factors descritmzbve, our revenue increased by R$1,615.8 milliod aur costs increased by
R$1,615.8 million. As a result of the offsettingcieases in costs and revenues, our operating peffire movements in fair
value of derivatives remained stable in 2011 coegbdo 2010.

Movements in fair value of fuel derivatives

Fuel derivatives gains (losses) was a gain of Reddllion in 2011, compared to a gain of R$36.6liml in 2010 due
to mark to market of our fuel hedge positions whieeWTI increased from U.S.$79.6 per barrel in@61U.S.$95.1 per barrel
in 2011.

Operating profit

Due to the fact that our operating profit beforeverments in fair value of fuel derivatives remairgdble while our
gains on fair value of derivatives increased, qerating profit increased from R$1,013.6 million2@10 to R$1,017.9 million in
2011.

Net finance income / (costs)

Our net finance loss was R$1,200.8 million in 20t&mpared to a net finance gain of R$102.4 million2010,
principally due to the effect of exchange variasidm 2010 and 2011.

Interest income from financial investments increa@.4% to R$174.2 million in 2011, compared to &&illion in
2010, principally due to the increase in the averagerest rate on our cash investments mainly r@suat of the increase in the
CDI interest rate.

Exchange variation was a loss of R$900.9 millio2@11, compared to a gain of R$243 million in 20This difference
is principally related to the weakening of the Bliam real against the U.S. dollar, which decreased from R&p&r U.S. dollar
as of December 31, 2010 to R$1.88 per U.S. doflasfddecember 31, 2011. Because we earn revenues this exchange
variation effectively increased our U.S. dollar-derinated debt from our financial leases.

Interest expenses increased 15.7% to R$481.9 mili@011, compared to R$416 million in 2010, pipadly due to the
addition of five aircraft classified as financiabkes as well as the increase in the LIBOR inteagstto which some of our leases
are linked.

Profit (loss) before income tax and social contrition

In 2011 we had a loss before taxes of R$182.9amillvhile in 2010 we had a profit of R$1,116.0 imill The decrease
is mainly due to a net finance loss of R$1,200.ioniin 2011 compared to a net finance gain ofIR®.4 million in 2010.

Income tax and social contributions

Income tax and social contributions was R$78.6iomlin 2011, compared to R$447 million in 2010. r@ffective rate
of income tax and social contributions was 42.990641, compared to 40.1% in 2010. This increasepviamarily due to (i) the
lower level of interest on own capital paid in 20ddmpared to 2010 (interest on own capital is aersid a deductible expense
for tax purposes) and (ii) the fact that, durind 20our subsidiaries outside Brazil (mainly thecsalepurpose vehicles used for
financing) incurred higher losses in 2011 than 1@ as result of the depreciation of tleal against the U.S. dollar and these
losses are not deductible for tax purposes.
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Profit/(loss) after tax

As a result of the factors discussed above, werdecba loss after tax (all continuing operationsiR$261.5 million in
2011, compared to a profit of R$669 million in 201Dhis was principally due to the weakening of Brazilianreal against the
U.S. dollar (R$1.67 per U.S. dollar as of Decen8ier2010 and R$1.88 per U.S. dollar as of Deceraibg2011).

Year ended December 31, 2010 compared to year endedcember 31, 2009

The figures set forth in the table below are exgedsin both millions ofeais and centavosand have been subject to
rounding adjustments. Accordingly, additions origlons of certain figures may not be an arithmatigregation of the totals
and the actual sum of percentage variations magrdibom those indicated.

Year ended December 31,

% Net
Operational
Income
Variation Variation
2010 2009* (%) 2010 2009 (%) 2010
(in cents of R$ per ASK (in millions of R$
Domestic 8.21 8.45 (2.8%) 5,870.9 5,468.6 7.4% 51.6%
International 4.59 4.15 10.6% 3,284.5 2,684.0 22.4% 28.9%
Cargo 1.56 1.46 6.8% 1,112.7 936.3 18.8% 9.8%
Other 2.14 1.62 31.9% 1,530.7 1,050.2 45.8% 13.5%
Sales taxes and other deductions (0.59) (0.58) 1.7% (420.1) (373.6) 12.4% (3.7%)
Revenue 15.91 15.09 5.4% 11,378.7 9,765.5 16.5% 100%
Operating expenses
Personnel (3.26) (3.07) 6.1% (2,328.4) (1,985.2) 17.3% (20.5%)
Fuel (4.83) (4.24) 13.9% (3,451.2) (2,741.3) 25.9% (30.3%)
Depreciation and amortization (0.98) (0.93) 5.1% (699.8) (602.4) 16.2% (6.1%)
Maintenance and repairs (excluding
personnel) (0.86) (0.99) (13.5%) (612.3) (640.4) (4.4%) (5.4%)
Aircraft insurance (0.07) (0.10) (26.1%) (52.0) (63.7) (18.4%) (0.5%)
Take-off, landing and navigation aid charges (0.85) (0.91) (5.9%) (609.4) (585.9) 4.0% (5.4%)
Leasing of aircraft, engine and equipment
under operating leases (0.66) (0.85) (22.5%) (471.0) (549.8) (14.3%) (4.1%)
Third party services (1.08) (1.22) (11.1%) (773.3) (787.6) (1.8%) (6.8%)
Marketing and related expenses (1.34) (1.32) 1.6% (959.8) (854.7) 12.3% (8.4%)
Reversal of additional tariff
364.8 - -
Other (1.13) (1.15) (1.7%) (809.3) (744.8) 8.7% (7.1%)
Total operating expenses (14.54) (14.76) (1.5%) (10,401.7) (9,555.6) 8.9% (91.4%)
Operating profit before movements in fair
value of fuel derivatives 1.37 0.32 321.3% 977.0 209.9 365.5% 8.6%
Movements in fair value of fuel derivatives  0.05 0.49 (89.6%) 36.6 316.9 (88.5%) 0.3%
Operating (loss)/profit 1.42 0.81 74.1% 1,013.6 526.7 92.4% 8.9%
Finance income 2.48 3.73 (33.4%) 1,774.5 2,412.7 (26.5%) 15.6%
Finance costs (2.34) (1.61) 45.3% (1,672.1) (1,041.4) 60.6% (14.7%)
Profit / (loss) before income and social
contribution 1.56 2.93 (46.8%) 1,116.0 1,898.0 (41.2%) 9.8%
Income tax and social contribution (0.63) (1.00) (37.7%) (447.1) (649.5) (31.2%) (3.9%)
Profit / (loss) after tax (all continuing
operations) 0.94 1.93 (51.5%) 668.9 1,248.5 (46.4%) 5.9%
Attributable to
Non-controlling interest 0.04 0.00 - 31.5 1.7 1,774.5% (0.3%)
Equity holders of TAM 0.89 1.93 (53.7%) 637.4 1,246.8 (48.9%) 5.6%
Total 0.94 1.93 (51.5%) 668.9 1,248.5 (46.4%) 5.9%
Domestic

Domestic passenger revenue increased by 7.4% tBR%S million in 2010, compared to R$5,468.6 milliin 2009.
This was due to a 17.2% increase in RPKs, comhiititdan 8.4% decrease in yield. The yield reducin the domestic market
reflects dilution caused by: (i) a 6.5% increasstage length, which is the average distance flgen flight; (ii) an increase in
the number of passengers using TAM Fidelidade tgyatogram reward tickets; and (iii) an increaseha volume of leisure
passengers flying during off-peak hours and buyickets in advance. The increase in load factod the volume of leisure
passengers supports the success of a marketingaggmhat we started in August, that contributeditohange in the mix of
domestic passengers that we believe will becomeasingly relevant. We believe that this demogi@phs significant potential



for business growth, as the Brazilian middle clags grown considerably in recent years and is é&geo continue growing.
Our supply in ASKs rose 13.5%, increasing the l&eaor by 2.1%, to 67.5%. The combination of théactors caused our
RASK to decrease by 5.4% to R$12.6.
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International

International passenger revenue increased 22.43630284.5 million due to a 20.1% increase in yieldlollars, while
the yield in reais rose 5.8%. The increase inrmatonal passenger demand, combined with a 6.@%dse in supply, raised our
load factor rates by 6.6 percentage points to 7¥d@%the year, the highest load factor we have egeorded. As a result, our
RASK in dollars rose 15.4%, while our RASK in resise 31.0%.

Cargo

Cargo business increased by 18.8% to R$1,112.ibmilh 2010, as a result of a 14.3% increase indmmestic cargo
business and a 20.8% growth in our internationej@®usiness, despite the appreciation ofréa by 11.9% when comparing
the average value of theal in each of 2009 and 2010.

This increase is related to: (i) the growth of tlaego market, which is linked to economic developiméhe world crisis
impacted our 2009 figures); (ii) increase in ouei@ll network, which resulted in a 12% increaseun passenger revenue; and
(iii) our focus on business development. In 201@, necorded a 28% growth in the total weight of oatgrried in both the
domestic and international markets when compar@9@s.

Other

Other business increased by 45.8% to R$1,530./mith 2010, compared to R$1,050 million in 2008marily due to
the creation of Multiplus, which generated R$44#iBion in revenue from the redemption of pointsdaa 42.3% increase in
other revenues, including expired tickets. Muitipbegan operations in 2010.

Sales taxes and other deductions

Sales taxes and other deductions increased by 12.42%420.1 million in 2010, compared to R$374 imillin 2009 due
to due to an increase in our revenues.

Net Revenue

Our revenue increased by 16.5% to R$11,379 millioR010, compared to R$9,766 million in 2009 dud¢hi® increase
in passenger, cargo and other revenues. TheR&&K increased by 5.4% to R$15.9 in 2010, as dtrethe 10.5% increase in
total ASKs, combined with the decrease in net reeenOur domestic RASK decreased 5.4% to R$12210 from R$13.3 in
2009. Our international RASK increased by 15.484mfR$10.3 in 2009 to R$11.9 in 2010.

Operating expenses

Our operating expenses increased by 8.9% to R$20plllon in 2010, compared to R$9,556 million i@@. This
increase is due to the decrease in fuel expensasketng and related expenses, personnel expedsgpseciation and
amortization expenses, take off, landing and ndiMigaid charges and other expenses partially biffgan decrease in leasing of
aircraft; engine and equipment expenses under tipgraeases, maintenance and repairs (excludingopeel) expenses, third-
party services expenses and aircraft insurancensege

Personnel expenses increased by 17.3% to R$2,3@8nm 2010, compared to R$1,985 million in 20@@imarily due
to the 15.8% increase in the number of employe@01® compared to 2009 and the 6.5% increase iesvaghe increase in the
number of employees is related to the growth of @perations, which grew 10.5% in 2010 compared @692 We mainly
increased the number of ground airport employedsflaght crew, which we believe supports our highidls of customer service
and customer satisfaction. Personnel expense&$ieiincreased by 6.1%.
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Fuel expenses increased by 25.9% to R$3,451 miltio2010 compared to R$2,741 million in 2009, daeat12.4%
increase in the average fuel price per liter, amease of 28.3% in the average price of fuel rdl&tethe increase in the average
price per barrel of WTI oil, which was U.S.$79.4r fmarrel in 2009 and U.S.$91.4 per barrel in 20IDe volume of fuel
consumed grew by 11.9% due to an increase of 1n6dte number of flown hours and a 3.7 percentagatpncrease in the
load factors, which increased carried weight. Hoeease was partially offset by an increase o#3i® the stage length (which is
the average distance flown, per flight) and bydpereciation of theeal by 11.9% in the same period. Fuel expenses per ASK
increased by 13.9%.

Depreciation and amortization expenses increasetl6li3? to R$700 million in 2010, compared to R$6@Rion in
2009, mainly due to 13 new aircraft placed intovieer which are classified as capital leases. D@atien and amortization
expenses per ASK increased by 5.1%.

Maintenance and repairs (excluding personnel) esgemlecreased by 4.4% to R$612 million in 2010, pzoed to
R$640 million in 2009, primarily due to the appeat®n of thereal by 11.9% and an increase of 3.9% in the stagehemgtich
was partially offset by a 14 aircraft increase ur dleet (excluding ATR-42) and a 10.6% increasetdtal flown hours.
Maintenance and repairs (excluding personnel) esgeper ASK decreased by 13.5%.

Aircraft insurance expenses decreased by 18.4%$52 Rnillion in 2010, compared to R$64 million in(&) primarily
due to improved market conditions in 2010 compde@009 and the appreciation of treal by 11.9%. This reduction was
partially offset by a 14 aircraft increase in oleet (excluding ATR-42), the growth of 13.6% in t@mber of passengers and an
increase of 6.5% in the number of landings. Aitdresurance expenses per ASK decreased by 26.1%.

Take-off, landing and navigation aid charges insegldby 4.0% to R$609 million in 2010, compared $86 million in
2009, primarily due to a 6.5% increase in the nunatbéandings and a 10.6% increase in kilometerw/fi in the year, along with
our expansion in international markets where prareshigher. The increase was partially offseth@yappreciation of theal by
11.9%, which impacted international flights tariff§ake-off, landing and navigation aid chargesA®K decreased by 5.9%.

Leasing of aircraft, engine and equipment expensdsr operating leases decreased by 14.3% to R$lidn in 2010,
compared to R$550 million in 2009, mainly due te #ppreciation of theeal by 11.9%. This decrease was partially offset by
two additional aircraft classified as an operatidease (excluding the ATR-42). Leasing of airgrafngine and equipment
expenses under operating leases per ASK decreg<22159%. Third party services expenses decreag&dBbo to R$773 million
in 2010, compared to R$788 million in 2009, reflegteconomies of scale pursuant to our internalreffto reduce costs. The
main reductions are related to consultants' feddRiservices. Third part services expenses pét éécreased by 11.1%.

Marketing and related expenses increased by 12a®$960 million in 2010, compared to R$855 million 2009.
However, when compared to our revenues, marketidjrelated expenses proportionately decreasedkelitag and related
expenses per ASK increased by 1.6%. The increas®riketing expenses relates to our new markeétajl campaign that we
launched in August 2010. This retail campaignudels selling tickets at Casas Bahia, marketingsafithg new products and
the production of a new advertising campaign wiith singer, Ivete Sangalo. We believe that theeas® in our domestic load
factor supports this campaign's success.

Our expenses related to the tariff surcharge, pusly provisioned at a monthly rate of 1.0% of domestic airfare
revenues, decreased as a result of the Superiburiai de Justica's decision to definitively releasefrom paying the tariff
surcharge. In light of this decision, we revertfegl provision of R$585.9 million (R$439.4 milliorhof income tax and social
contribution) we had collected from June 2001 thfoAugust 2010. Of that amount, R$346.8 millios baen recognized in the
statement of income in the operating expenses line.

Other expenses increased by 8.7% to R$809 millid20il0, compared to R$745 million in 2009, primadle to costs
related to the increase in our operations andrtbease of transported passengers. We also hatinomexpenditures, such as
administrative and general costs due to the incatjom of Pantanal, the launch of new internatiomaites from Brasilia and
Belo Horizonte to Miami, the creation of a new bas®ogota for flights between that city and S&alPaand costs associated
with the due diligence period related to the mexgién LAN. Other expenses per ASK decreased by6l.7
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In line with our strategy of increasing productyyitve also intend to achieve an improved RASK miG#sSK spread.
To achieve this goal, we plan to increase our,flde daily utilization of our aircraft and renéigée our small and mid-sized
contracts to lower our fixed costs. Joining thar $lliance has helped us reduce the number ofriatesystems we use, which
lowered our maintenance, service and spare padts.coVe are seeking to optimize our maintenanea jply conducting
maintenance operations during the night when carstdower and we are reducing credit card feesmbgeasing the number of
payment methods on our website. We are still qide to fluctuations in fuel prices, which remairkey factor in our ability to
achieve our desired results. Additionally, thelete rate variation between the Brazilieal and the U.S. dollar has recently
begun to fluctuate inconsistently. If the U.S.ldolstrengthens significantly against the Brazili@al, our results may be
negatively impacted.

Operating profit before movements in fair value fifel derivatives

As result of the factors described above, our regeimcreased R$1,613.2 million and our costs irsg@aR$846.0
million. As a result of the greater increase ivereue, our operating profit before movements invalue of derivatives increased
by R$767.1 million in 2010 compared to 2009.

Movements in fair value of fuel derivatives

Fuel derivatives gains (losses) was a gain of Rfiiibn in 2010, compared to a loss of R$317 millim 2009. We
ended 2010 with an unrealized net gain on finanastruments of R$207.2 million due to mark to nerkf our fuel hedge
positions, where the WTI increased from U.S.$ f8eAbarrel in the end of 2009 to U.S.$ 91.4 perdban the end of the 2010.
The realized loss on financial instruments of 2@&bunted R$170.3 million due to the variationhia price of WTI compared
to average strike prices.

Operating profit

Due to the fact that our operating profit beforeveroents in fair value of fuel derivatives increabgdr$767.1 million
and our gains on fair value of derivatives decrddseR$280.3 million, our operating profit increddeom R$526.7 6 million in
2009 to R$1,013.6 million in 2011.

Net finance income / (costs)

Our net finance income was R$102 million in 201dmpared to an expense of R$1,4 million in 200N qipially due to
the effect of exchange variations in 2009 and 2010.

Interest income from financial investments increla66.5% to R$137 million in 2010, compared to R#dRion in
2009, principally because we held less cash amamts/erage during the year and received a lowerage interest rate on that
cash. As of December 31, 2010, our financial itmesits amounted to R$1,405 million, compared to &% million as of
December 31, 2009.

Exchange variation was a gain of R$243 million 01@, compared to an expense of R$1,722 milliondA92 This
decrease principally relates to the strengthenihghe Brazilianreal against the U.S. dollar (R$1.74 per U.S. dollaroés
December 31, 2009 and R$1.67 per U.S. dollar &eoémber 31, 2010). This increase mainly impatiedapital leases on our
balance sheet that are denominated in U.S. dollars.

Interest expenses decreased 1.3% to R$416 milid®010, compared to R$422 million in 2009, prindipdue to the
reduction in LIBOR, which impacts the capital leas@& our balance sheet.
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Profit (loss) before income tax and social contrition

In 2010 we had a profit before taxes of R$1,116il0am compared to R$1,898.0 million in 2010. Thiscrease is due
to R$102.4 million in net finance income in 2010nmared R$1,371.3 million in net finance income @92. This decrease was
partially offset by a R$486.9 million increase ur @perating profit.

Income tax and social contributions

Income tax and social contributions was R$447 amilin 2010, compared to R$213 million in 2009. @fiective rate
of income tax and social contributions was 40.198000, compared to 34.2% in 2009. This increaseinarily due to certain
tax losses recorded by our subsidiaries, for wtagtcredits are not recorded.

Profit/(loss) after tax

As a result of the factors discussed above, werdecba profit after tax (all continuing operation$)R$669 million in
2010, compared to a profit of R$1,249 million ir0®0 This was principally due to the strengtherofithe Brazilianreal against
the U.S. dollar (R$1.74 per U.S. dollar as of Delsgen81, 2009 and R$1.67 per U.S. dollar as of Déeerd1, 2010).

B. Liquidity and Capital Resources

We believe that our liquidity position exceeds thieimum required to sustain our business adequadely our working
capital is sufficient for our present requiremenie also believe that additional sources of ligyidre available to us, if they
are needed, through bank facilities or throughameess to debt markets.

We increased our current liquidity ratio by 8% beérn December 31, 2010 and December 31, 2011, arehsed our
liquidity ratio by 5.1% between December 31, 20668 Becember 31, 2010, in both cases primarily dube impact of the PIS
and COFINS credit. In 2011, we reviewed the dateised to determine PIS and COFINS credits byewevig the tax rules and
using legal opinions from independent tax advisofte determined that our subsidiary should recaghithe PIS and COFINS
credit for certain purchases based on the reldtiprisetween revenue subject to the cumulative amdaumulative regimes. Our
liquidity ratio is calculated by dividing currengsets by current liabilities.

In order to manage our liquidity, we review ourltad cash equivalents, financial investments, attsoreceivables
and short term borrowings. Our accounts receigabte affected by the timing of our receipt of dredrd revenues and travel
agency invoicing. Customers purchasing ticketagisredit cards have the option to pay the tickieepin installments, typically
over a 70-day period. We do not take credit riskcostomers' credit card receivables because, guirda the terms of our
agreements with credit card companies, the credd companies are required to pay us on each ausi®mer's payment dates,
regardless of whether the customer paid the coadit company. As of December 31, 2011, we had33$2million in cash and
cash equivalents and financial investments (firelnassets at fair value through profit or loss) &%1,819 million in accounts
receivables, compared to R$2,419 million and R$2®8lion in cash and cash equivalents and findriolestments (financial
assets at fair value through profit or loss) and ,B$7 million and R$1,122 million in accounts reediles as of December 31,
2010 and 2009, respectively.

In January 2009, we, along with our key counteresrtegan restructuring our existing derivativddieg transactions.
As of December 31, 2008, due to the significaoipdn the price of a barrel of oil, as set by th&Whe market value of these
transactions resulted in a loss of R$1,273 millidirough restructuring, we were able to spreadtleeitmaturity dates of these
transactions. This allowed us to extend the lif¢he derivatives, but keep the other terms lardgleé/same. The restructuring
reduced disbursements by approximately U.S.$7%amithrough December 31, 2010.

As of December 31, 2011, our current borrowingsduefinance our working capital needs totaled R&®Hillion,
compared to R$600 million as of December 31, 2046.0f December 31, 2011, 99% of our borrowingsesmgenominated in
foreign currencies, including our Import FinancigfiNIMP) and financing of pre-delivery payments.urdndustrial Funding
(FINEM) agreements were denominatedraais and represented 0.02% of our total borrowings a®edember 31, 2011,
compared to 3% as of December 31, 2010. As of Bbee 31, 2011, our Import Financing (FINIMP) agreeis represent 74%
of our borrowings, compared to 87% as of Decembef810.
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The carrying value of financial liabilities, all @fhich are measured at amortized cost, and theiesponding fair values
are shown in the following table:

Fair value Carrying value

December 31, December 31, December 31, December 31, December 31, December 31,

2011 2010 2009 2011 2010 2009
Current
Finance lease obligations 707,696 567,419 497,147 707,696 567,419 497,147
Senior notes 33,355 25,477 12,064 32,004 24,350 13,040
Borrowings 912,668 581,323 523,989 947,110 600,382 458,602
Debentures 319,009 399,604 281,738 311,190 379,942 275,896
1,972,728 1,573,823 1,314,938 1,998,000 1,572,093 1,244,685
Non-current
Finance lease obligations 4,622,142 4,190,502 4,023,798 4,622,143 4,190,504 4,023,798
Senior notes 2,100,761 1,030,287 949,846 2,038,214 984,707 1,026,685
Borrowings 9,643 14,193 44,202 10,046 14,658 38,686
Debentures 527,319 627,873 853,256 496,253 596,979 835,568
7 959 865 5,862,855 5,871,102 7,166,656 5,786,848 5,924,737

Cash position and liquidity

The following table provides a summary of our clelvs from operating activities, investing actieisi and financing
activities for the years ended December 31, 200102nd 2009 and our total cash position as of Dbee 31, 2011, 2010 and
2009.

Year Ended December 31,

2011 2010 2009
Net cash generated from operating activities 625,902 636,801 191,103
Net cash used in investing activities (488,801) (379,243) (480,918)
Net cash used /(provided) in financing activities (499,240) (320,510) 693,202
Cash and cash equivalents at the beginning ofehe y 1,012,220 1,075,172 671,785
Cash and cash equivalents at the end of the year 650,080 1,012,220 1,075,172

Net cash generated from operating activities

Year ended December 31, 2011 compared to year dbeesimber 31, 2010

Net cash generated from TAM’s operating activititexreased R$10.9 million to R$625.9 million for §ear ended
December 31, 2011 from R$636.8 million for the yeaded December 31, 2010. The changes in cashdgémerated from
operations are mainly the result of the followiagtobrs:

. On December 29, 2011 Bank ltaucard S.A. paid usOB$2illion for the right to offer, distribute andamket the
Itaucard credit card to our customers nationwide.

In 2011 we made R$30.6 million in payments undéderal tax refinancing program (REFIS), and we mtil make
these payments in 2010. Under the terms of tHeamfing programs, these taxes are due beginninth@mate on
which we were formally admitted to the program, ethivas June 2011.

. In 2011 we paid R$358.4 million in interest, comggzhto R$282.0 million in 2010, which was a R$76.4liom
increase. This increase is mainly the result dégaluation of the Braziliareal during the period requiring us to pay
additional Brazilianreais when paying interest on our foreign-currency deimawed debt such as our finance lease
liabilities. This was also due to the increaseun total indebtedness from R$7,358.9 million a®etember 31, 2010
to R$9,164.6 million as of December 31, 2011

* In 2011 we paid R$263.2 million in additional incenaxes due to increase in Multiplus operations.
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Year ended December 31, 2010 compared to year éneegimber 31, 2009

Net cash generated from TAM's operating activifiesreased R$445.7 million to R$636.8 million foethear ended
December 31, 2010 from R$191.1 million for the yeaded December 31, 2009. The increase in cashdtnerated from
operations is mainly the result of the followingtiars:

. In 2010 cash provided from operating activitiesréased substantially due to the R$1,613.2 millincrease in
revenues, which was not accompanied by a corregpgpittrease in costs.

. In 2010 we made a R$396.7 million cash investmantarketable securities, while in 2009 we obtaicadh by
redeeming R$231.2 million in marketable securities.

* In 2010 our interest payments decreased R$30.6mid R$282.0 million in 2010 from R$312.6 milliém 2009. This
is principally due to the appreciation of the Bliari real, which led to a reduction in the amount of Brailieais used
to pay interest in foreign-currency denominatedtdelsh as our finance lease liabilities.

* In 2010 we made R$14.8 million in judicial deposdsnsure the continuity these processes in vagourts.

Net cash used in investing activities
Year ended December 31, 2011 compared to year dbeesimber 31, 2010

Net cash used in investing activities increasednfrR$379 million in the year ended December 31, 2640
R$489 million in the year ended December 31, 2@tlincrease of R$110 million. This increase wamanily due to R$416
million in pre-delivery payments in 2011 comparedR$216 million in 2010. The increase was pastiaffset by the one-time
R$98 million cash payment to purchase assets cetat€ AM Milor in 2010

Year ended December 31, 2010 compared to year ébeegimber 31, 2009

Net cash used in investing activities decreasedn fi@$481 million in the year ended December 31, 2009
R$379 million in the year ended December 31, 20d@ecrease of R$102 million. This decrease wasgily due to a
R$250 million reduction in cash outflows in 2010vgmared to 2009 for the purchase of property, pdawt equipment, as a result
of our financing of flight equipment through FINIMd&hd the fact that we acquired less property, pdauat equipment in cash.
The decrease was also partly due to a reductia@uirinvestment in restricted cash of R$61 millianncrease in pre-delivery
payments in 2010 because, in 2009, pre-deliveryneays were financed or reapplied to other aircaafti, accordingly, no
pre-delivery payment cash transaction occurred2 The overall decrease in net cash used irsiimgeactivities was partially
offset by an increase in cash used to purchasésasdated to TAM Milor, including the TAM tradenar for R$98 million, and
by a R$26 million reduction in cash reimbursemeelated to deposits in guarantees.

Net cash used/(provided) in financing activities
Year ended December 31, 2011 compared to year ebeegimber 31, 2010

Net cash used in financing activities was R$49%anilin the year ended December 31, 2011 compareet cash used
in financing activities of R$320 million in the yeanded December 31, 2010. The net cash usedanding activities in 2011
principally related to (i) payment of dividendsamount of R$205 million by TAM, Multiplus and TAM &tcosur, (ii) payment
of financing liabilities in the amount of R$1,015llran, (iii) Multiplus capital reduction in the aount of R$161 million (iv) cash
proceeds from a bond issuance equal to R$777 mélial (v) cash inflows upon obtaining new finandiagilities in the amount
of R$101 million. The net cash used in financigj\éies in 2010 principally related to (i) payntesf dividends in amount of
R$242 million, (ii) payment of financing liabiliteein the amount of R$881 million, (iii) cash prodsgnet of related expenses)
from Multiplus' initial public offering in an amotiequal to R$657 million; (iv) cash proceeds of B&fillion upon TAM S.A's
capital increase in connection with the acquisitidrassets of TAM Milor and (v) cash inflows upohtaining new financing
liabilities in the amount of R$70 million.
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Year ended December 31, 2010 compared to year éneegimber 31, 2009

Net cash used in financing activities was R$320ionilin the year ended December 31, 2010 compavetket cash
provided by financing activities of R$693 million the year ended December 31, 2009. The net c&ghin financing activities
in 2010 principally related to: (i) payment of wignds in amount of R$242 million, (ii) paymentfofancing liabilities in the
amount of R$881 million, (iii) cash proceeds (nktedated expenses) from Multiplus' initial pubtifering in an amount equal to
R$657 million; (iv) cash proceeds of R$73 milliopom TAM S.A's capital increase in connection whh aicquisition of assets of
TAM Milor and (v) cash inflows upon obtaining newmdncing liabilities in the amount of R$70 milliorin 2009 the net cash
generated from financing activities was substagtiaépresented by debentures and senior bondsdssu¢he amount of
R$593 million and R$503 million, respectively, amgw financing in the amount of R$237 million, népayments of leases and
financings in the amounts of R$567 million and R$illion, respectively.

Sources of financing

We typically finance our aircraft through leasensactions. Although we believe that debt and/ceraiing/finance
leasing shall be available for our future airctafbe delivered, we cannot guarantee that we wilble to obtain resources on
terms that are attractive to us, if at all. To #xent that we cannot secure financing, we masegaired to modify our aircraft
acquisition plans or incur higher financing cost¥e expect to continue to finance our working capiequirements using our
available cash and cash flows from our operatingities, supplemented as necessary by short tegditclines and the debt
markets.

Indebtedness

As of December 31, 2011, our total liabilities w&$13,861 million compared to R$11,832 million &December 31,
2010. Our total liabilities consisted of (i) R$&&million in current liabilities (compared to R$44 million in 2010), of which
R$1,472 million was deferred income, R$27 millioasaderivative financial instruments, R$646 milliwas related to trade and
other payables, R$1,998 million was financial lidilels, R$197 million was related to other curréabilities and R$367million
was taxes, charges and contributions, and (ii) &EBmillion in non-current liabilities, of which REL67 million was represented
by financial liabilities, R$271 million was from gvisions, R$208 million was represented by defemedme, R$44 million was
represented by derivative financial instruments B6d40 million was represented by other non-curiabtlities.

We have FINIMP-type lines of credit with financiaktitutions to help us finance our acquisitioragtraft parts. As of
December 31, 2011, our FINIMP-type contracts tataR$713 million, compared to R$507 million as ofcBmber 31, 2010,
with guarantees of promissory notes in the amooits S.$18.7 million and U.S.$13.9 million for thext period.

We have finance lease agreements for the leasirgjrafaft, engines and computer equipment. As etdnber 31,
2011, the outstanding balance of such finance lemgeements was R$5,330 million, compared to R®4y7llion as of
December 31, 2010. The increase in our outstandaignce of finance lease agreements was largadytalichanges in the
exchange rate gkaisto U.S. dollars, which increased our leasing obiige denominated in U.S. dollars.

TAM Linhas Aéreas has a U.S.$50 million credit fiagi with the International Finance Corporation, BfC. In
December 2005, TAM Linhas Aéreas entered into ameagent with International Finance Corporation|F&, to finance up to
U.S.$33 million in pre-delivery payments to Airbder firm order aircraft scheduled for delivery in0ZD. The full
U.S.$33 million was guaranteed by TAM S.A. As ofd@mber 31, 2011, we had R$3 million outstandindeurthis facility,
compared to R$7 million outstanding as of Decen®ier2010.

TAM Linhas Aéreas also has, at December 31, 20Gtstanding FINEM agreements for machinery and eqaitt in
the aggregate amount of approximately R$0.2 millaith the National Bank of Economic and Social Depenent Banco
Nacional de Desenvolvimento Econ6mécBocial or BNDES). The guarantees are mortgages ofsaasdtaccounts receivables.

In 2006, we became the first Brazilian airline &mister a program for the issuance of debenturés tve CVM. In
August 2006, we offered R$500 million in princigghount of debentures pursuant to this program. fiflaé maturity date of
these debentures is August 2012, with one thirthefaggregate principal amount amortizing in eaicB040, 2011 and 2012.
The terms of the debentures provide that we maginterest semi-annually in an amount equal ta3%of CDI.
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In April 2007, TAM Capital issued U.S.$300 millioh375% senior notes due 2017. The notes are uitioradly
guaranteed, on a senior unsecured basis, by TAM &é TAM Linhas Aéreas, and are listed on the Bdid- market of the
Luxembourg Stock Exchange. On December 18, 200Fon®leted an exchange offer pursuant to whichdrsldf 99.2% of the
notes issued on April 25, 2007 exchanged theirsnfiienew notes that were registered under theedriitates Securities Act of
1933, as amended, and otherwise carried idengoalst

In July 2009, TAM Linhas Aéreas issued R$600 millia principal amount of secured debentures thatiraan July
2013. Beginning in July 2010, the principal ammes quarterly, and from August 2009 through matuiiiterest on the
debentures is payable monthly at a rate equivideh?6.5% of the CDI.

In October 2009, TAM Capital 2 concluded an offgriof U.S.$300 million 9.5% senior notes due 20dMe notes
are guaranteed by TAM S.A. and TAM Linhas Aéreaserest is payable semi-annually and the matusdte ds January 29,
2020.

On June 3, 2011, TAM Capital 3 Inc. concluded derofg of U.S.$500 million senior guaranteed natas 2021. The
notes are guaranteed by TAM S.A. and TAM Linhase&ér Interest is payable semi-annually and thenhatlate June 3, 2021.

The interest rates related to aeal-denominated indebtedness are typically indexe@dJid® or CDI, and the interest
rates related to our U.S. dollar denominated irethidss are typically indexed to LIBOR. For a naetailed description of the
interest rates associated with our indebtednessNs¢e 15 of our consolidated annual financialestents for the years ended
December 31, 2011, 2010 and 2009.

C. Research and Development, Patents ahigenses, etc.

We hold or have filed registration applications 29 trademarks before thastituto Nacional da Propriedade
Industrial, or INPI, the body with jurisdiction for registeg trademarks and patents in Brazil, and 74 tradembefore the
bodies with jurisdiction for registering trademaiksother countries in the Americas and Europe Asid in which we operate.
Currently, we are facing no third-party challentethese applications.

TAM Marilia owned the "TAM" trademark from its inguoration until September 2004 when TAM Marilia endent a
spin-off which resulted in the creation ©éxi Aéreo, Representacdes, Marcas e Patente BAMM Milor). TAM's trademark
(and other trademarks related thereto) was tramesfeto TAM Milor. Both TAM Marilia and TAM Milor e&e companies
controlled by the Amaro Family. Until March 10, ) the relationship we, and our subsidiaries, TXMgens and TAM
Mercosur, had with TAM Milor did not provide for grcompensation for our use of the TAM trademarkd amas subject to
revision at any time. In order to protect the ab& AM's trademark on an appropriate legal and cenuial basis, on March 10,
2005, TAM S.A., TAM Milor, TAM Linhas Aéreas, TAM Mgens and TAM Mercosur entered into a LicenseUse of
Trademark Agreement, pursuant to which TAM Miloagted the other parties a license to use the "T&Btfemark in exchange
for a monthly compensation or royalty payment. Iy 13, 2010, our Board of Directors approved dlquisition of TAM
Milor, through our subsidiary TLA, by acquiring alf the shares of TAM Milor held by individuals there also shareholders of
TAM. On March 1, 2011, TAM Milor was merged inté\Wl Linhas Aéreas.

Besides these trademarks and patents, we have@isiicted research and development to improve osinéss. We

have internally developesiTAM portal, a tool that integrates our entire sathain, from the time of reservation until boaglaf
the aircraft.
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D. Trend Information

Historically, demand growth in Brazil's domestidan market has a strong correlation and eldgtigith the country's
GDP growth. In 2010, we observed a new trend npassenger's profile. We believe many of our a@line passengers have
transitioned to us from bus travel, especially ¢taxs previously covering more than 800 kilometarshus. To help target this
new passenger profile, in August 2010, we launchadw retail campaign, that includes selling tiskatCasas Bahia, marketing
and selling new products, and the production oéa advertising campaign with the singer, Ilvete SémgWe started this retail
campaign because we believe that much of our groweh the next years will come from middle clasa@lians flying for the
first time. In 2011, demand for passenger airdraftel remained strong, driven by both passenilyrsy for business purposes,
as well as for leisure. Also in 2011, we launchieel second phase of the same marketing campaigplaodd kiosks to sell
tickets in the subway stations in Sdo Paulo anddRidaneiro.

As a result of the combination of projected BraziliGDP growth and an expected increase in new pgese we
estimate that the domestic market demand will gb@tween 8% and 11% in 2012. We believe that theneercial aviation
segment will continue to grow in 2012 as Brazil@BP continues to increase and new passengers gertontake to airplane
trips. We believe that our seat capacity growth iwcrease up to 2% in 2012 in the domestic magkeat between 1% and 3% in
the international market. We do not expect to opew routes in 2012, but we will work to increabke efficiency on existing
flights and increase the frequency of flights omseainternational routes. We expect to have anaayetoad factor of 72% to
74% in the domestic segment and 83% to 85% inritezriational segment. We expect trips to and fBraril will continue be
in high demand this year, especially consideringz8's continued importance in the global econonmnythe domestic market, we
believe that the increase in the number of passengdich began a couple of years ago, will comindro benefit from this
demand we will continue to invest in projects ainsdeaching all market segments, particularlyritail segment, which we
believe will record the highest growth rate.

E. Off-balance Sheet Arrangements
Our operating lease obligations are not refleateolir balance sheets. We have no other off-balgineet arrangements.
F. Tabular Disclosure of Contractual Obgations

The table below analyses TAM's financial liabiktisto relevant maturity groupings based on theaieing period at
the balance sheet to the contractual maturity date amounts disclosed in the table are the cohundiscounted cash flows
and include interest.

Less Between Between More
than 1 and 3 and than Effect of Carrying
Non-derivative financial liabilities 1 year 2 years 5 years 5years Total discounting value
As of December 31, 2011
Finance lease obligations 816,750 1,488,034 1,689,975 1,865,986 5,860,745 (530,906) 5,329,839
Borrowings 979,176 3,986 3,714 5,029 991,905 (34,749) 957,156
Debentures 371,321 325,726 376,541 1,073,588  (266,145) 807,443
Senior notes 169,708 339,414 1,051,956 1,902,223 3,463,301 (1,393,083) 2,070,218
®
Other 1,118,768 - - 1,118,768  — 1,118,768
Refinanced taxes payable under Fiscal
Recovery Program 47,142 96,072 180,953 722,657 1,046,824 (563,506) 483,318

Q) The amount is recorded under SuppliedsZalaries and social charges.

We believe that our operational cash generationlaed of credit with financial institutions andaking agents will
enable us to honor our current contractual anchfirea commitments. We believe that prudent ligyidisk management should
entail maintaining sufficient cash and marketalgleusities, the availability of funding through ameguate amount of committed
credit facilities and the ability to close out marlpositions. Due to the dynamic nature of ouliresses, our treasury maintains
flexibility in funding by maintaining availabilityynder committed credit lines.
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ITEM 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES
A. Directors and Senior Management

In accordance with our by-laws and Brazilian cogtion law, we are managed by oOonselho de Administracdo
(board of directors), made up of eight members @mDiretoria (board of executive officers), made up of at Idast and no
more than eight members.

Board of Directors

Our board of directors provides our general stiateganagement guidelines and is responsible fooranother things,
setting general commercial policies and electirgekecutive officers (as well as for supervisingitimanagement). Our board
of directors meets every month or whenever reqddsyethe chairman, vice-chairman, or by any two iners of the board of
directors.

Brazilian corporation law provides that members@bmpany's board of directors must be shareholdehsit company
(although there is no specified minimum numberkhafres that such members must hold) and must bteélat a shareholders'
meeting. Members, who may reside or be domicite8razil or abroad, are elected for a period of pear and re-election is
permitted. The terms of office of the current mensbof our board of directors end on April 30, 2Qtikess they are re-elected.
Our by-laws do not specify an age limit for mamdgtretirement of members of our board of directors

Brazilian corporation law together with Article 24 our by-laws provides that members of our managgmmay only
enter into contracts with us under reasonable aguitable terms, either identical to those prevagilin the market or to those
pursuant to which we would ordinarily contract wiltird parties. Such transactions must also becaeg by at least five of our
directors at a board meeting and any director regyést an independent expert to evaluate whetlebragreement does in fact
contain arm's length terms. Brazilian corporatiamw also prevents such persons from voting at dayeholders' meeting or
intervening in any corporate action in respect bfol there is a conflict of interest between thetierests and ours.

The following table sets forth the name, positionl &lection date of the current terms of officeeath member of our
board of directors.

Name Position Election date
Maria Claudia Oliveira Amaro Chairman 09/18/2003
Mauricio Rolim Amaro Vice-Chairman 12/20/2004
Noemy Almeida Oliveira Amaro Board Member 10/30/2008
André Santos Esteves Board Member 08/18/2009
Anténio Luiz Pizarro Manso Board Member 04/29/2011
Emilio Romano Board Member 11/19/2009
Marco Antonio Bologna Board Member 08/18/2009
Waldemar Verdi Junior Board Member 01/23/2006

Summary biographical information for each membeoswfboard of directors is set out below:

Maria Claudia Oliveira Amaro, Chairman of the Boaofl Directors. Mrs. Amaro has been a member of our board of
directors since September 2003 and Chairman singel 2007. Mrs. Amaro has a degree in Business idimation.
Mrs. Amaro is the daughter of Mrs. Noemy Almeidiav€ira Amaro and is also an executive directof 8M Empreendimentos
e Participacdes, VP of the Board of TAM Aviacéo Eixiva e Taxi Aéreo S.A. From April 1992 to Janu&®97, Mrs. Amaro
was the director of marketing of TAM Linhas Aéreag#\. Prior to that, Mrs. Amaro was an assistanhagar of Colony Shops
of Florida Inc. and store manager from January 1®9ecember 1991. From June 1986 through Juné, MBs. Amaro was a
trader at Banco Itamaraty S.A.

Mauricio Rolim Amaro, Vice-Chairman of the Board Qifectors. Mr. Amaro has been a member of our board of
directors since December 2004 and vice-chairmaceshpril 2007. Mr. Amaro is the son of Mrs. Noerimeida Oliveira
Amaro and holds the position of executive diredbfEP. He is also the chairman of the board ofaors of TAM Aviacdo
Executiva e Taxi Aéreo S.A. and Multiplus S.A. Mimaro has a degree in business administrationfaration Administration
from Broward Community College, located in Floridlited States of America.
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Noemy Almeida Oliveira Amaro, Board Membéirs. Amaro has been a member of TAM's board ofatlines since
October 2008. She is currently an executive direof TAM Empreendimentos e Participacdes and a lpeerof the board of
TAM Aviacdo Executiva e Taxi Aéreo. Mrs. Amarotiee widow of Mr. Rolim Adolfo Amaro, she has a degrin foreign
languages and previously worked as a teacher

André Santos Esteves, Board Membbth. Esteves has been a board member of TAM shggust 2009. He has a
degree in computer science from the Federal Urityeo$ Rio de Janeiro (UFRJ). Currently, Mr. Estevis the chief executive
officer of BTG Pactual and member of both the Bramd Global Management Committees. Before joiniidM, he occupied
the position of chairman and chief executive offiof UBS Pactual from 2006 to 2008. He joined fine in 1989, became a
partner in 1993, and was appointed a Managing €aitrn2002. After the sale of the bank to UBS @0&, he became Chairman
& Chief Executive Officer of UBS Pactual (2006-200&here he was appointed Global Head of Fixednmeof UBS in August
2007 and Global Head of FICC (Fixed Income, Cuneshand Commodities) of UBS in October 2007. Arut both positions
until leaving UBS in 2008. He was also directotled Federation of Brazilian Banks (FEBRABAN) fr@@03 until 2007, and a
member of the board of Bolsa de Mercadorias e Bat(FFutures and Commodities Exchange) from 2002 2006.

Antonio Luiz Pizarro Manso, Board Membe¥ir. Pizarro Manso has been a member of our boardirettors since
April 2011. He is also a board member of the felly companies: Itapoa Terminais Portuarios Sl Banco Caixa Geral.
He is also an alternate member of the board ofi&iBelulose S.A., and an associate of Pizarro Ecsporte a Negdécios
Limited. During his career, Mr. Pizarro Manso wakief Financial Officer of Embraer — Empresa Bigisl de Aeronautica
S.A., Financial Director of Tenenge — Técnica Naalode Engenharia, a company in the Odebrecht grangh Administrative
and Financial Director of Transport Companies flle Bozano Simonsen Group. Mr. Pizarro Manso receia degree in
mechanical engineering from PUC Rio de Janeirolmasla MBA in Finance from IBMEC (Instituto Brasileide Mercado de
Capitais).

Emilio Romano, Board MembeMr. Romano has been a member of our board of direatince November 2009. He
has a law degree from the Escuela Libre de Deraghere he graduated Cum Laude and was a gradwatenstat the City of
London Polytechnic. Currently, he is the presidehtTelemundo since October 2011. Mr. Romano lethds Telemundo
broadcast network, its 15 owned stations, the Eitenent Division and Telemundo Studios — the Nqrdducer of original
Spanish-language prime time content for U.S. Higgsadditionally, he will oversee the Emmy Awardaring news and sports
divisions, Telemundo International, Telemundo’sitdigmedia group, and the network’s sales and magainits. He will also
have oversight of mun2, the fastest growing lifesstable network for young bicultural Latinos. NRomano is also a member of
IATA's International Airline Training Fund CouncilFrom 2004 to 2007, Emilio Romano was the chiefcexive officer of
Grupo Mexicana de Aviacion, where he spearheadethtinch of the first low-cost carrier in Mexic&lick Mexicana," and he
was a member of the board of directors of the hagonal Air Transport Association (IATA) and thesgociation of Latin
American Air Carriers (ALTA). In 2001, he co-fousd Border Group, LLC, an investment and advisomn fspecializing in
Spanish speaking media companies. Between 1994288 he served as Grupo Televisa's director afjense & acquisitions
and later as vice-president of international openat From 1989 to 1995, Mr. Romano was appoir@eseral Director of
Revenue Policy and International Fiscal Affairs #atteér, he was appointed Federal Fiscal Attornehiwithe Mexican Ministry
of Finance, where he was the chief negotiator foranthan 20 tax treaties and NAFTA tax and custprosisions. Mr. Romano
has been a member of the board of directors ofisidiv Communications, Claxson Interactive Group &rghsportes Aeromatr.
He also served as a professor for the doctoralrpnogn tax law at the Escuela Libre de Derecho.

Marco Antonio Bologna, Board Member. Bologna has been a member of our board of ttirecsince August 2009.
Mr. Bologna has a degree in production engineeffirgn Escola Politécnica at Sdo Paulo University PYSnd has a
specialization in financial services from Manche&easiness School, UK. Mr. Bologna is the currelmief executive officer of
TAM S.A and TAM Linhas Aéreas. He is also a boare@imber of TAM Aviacdo Executiva e Taxi Aéreo S.B8uzano Papel e
Celulose S.A. and ONE Properties S.A. Before jmnbur board, Mr. Bologna was chief executive @ffiof TAM Aviacdo
Executiva e Taxi Aéreo S.A. (2009-2010), WTorre §2008), TAM S.A. and TLA (2004-2007), as well@&Banco VR (2003—
2004). He was TAM S.A''s chief financial officeom 2001 through 2003.
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Waldemar Verdi Junior, Board MembekMr. Verdi Janior has been a member of our boardifctors since January
2006. He has a bachelor's degree in law and kas &xtension courses in business administratidineat/niversity of Southern
California (1977) and INSEAD (1982 and 2004). Merdi Janior is a member of the shareholders cotemitfGRUPO VERDI
— GV Holding S.A.and a member of the boards of directors of BaRodobens, Companhia Hipotecéaria Unibanco —
Rodobens, Centro das Indistrias do Estado de S3lo Pa CIESP and Rodobens Negdcios Imobiliarios.. Werdi was also
member of the board of Associacdo Comercial de Fdido, COMGAS — Companhia de Gas de S&o Paulo &#SG—
Conselho do Desenvolvimento Econdmico e Social @sifente Luiz Inacio Lula da Silva. Before joimins, Mr. Verdi Junior
worked for ASSOBENS — Associacdo Brasileira dostribigidores Mercedes-Benz, ABRAD — Associacdo Bedsi das
Administradoras de Consorico dos Distribuidores \WHculos Automotores and FENABRAVE — Federacdo biaal da
Distribuicdo de Veiculos Automotores, Associacdomémial Desenvolvimento Econdémico de S&o Paulo, GAS -

Companhia de Géas de Sao Paulo and CDES - Conselbesktnvolvimento Econdmico e Social of Presiderit Lnacio Lula da
Silva.

None of our directors has service contracts witleruany of our subsidiaries providing for any comgegtion or benefits
on the termination of their employment.

Executive Officers

The executive officers are responsible for ourydaihnagement and representation. The executiieeffexercise the
individual responsibilities provided in our by-lawsid by our board of directors. Our board of ekgeuofficers is currently
made up of four members, but can be made up ofast four and no more than eight members, sharefsolut otherwise,
residing in Brazil.

Executive officers are elected by our board ofcloes for a three-year term of office, with re-d¢iec permitted. Any
member of our board of executive officers may bmaeed by the board of directors before his or kemtof office ends. The
current term of office of each member of our boafréxecutive officers ends on April 30, 2012 unlesglected.

Our Investor Relations Office is located at Avenitl@andir, 856, Lote 4, 8° andar, CEP 04072-000, Baulo, SP,
Brazil. The person responsible for our InvestotaRens Office is Mr. Libano Miranda Barroso. Tteéephone number of our
Investor Relations Office is +55 11 5582 9715 dmel fax number is +55 11 5582 8141. The e-mail esilof our Investor
Relations Office is invest@tam.com.br.

On April 30, 2010, Marco Antonio Bologna becameethixecutive officer of TAM S.A. Libano Barrosontimues as
chief executive officer of TAM Linhas Aéreas, inacge of airline operations. Mr. Barroso also aqumtis as director of investor
relations for TAM S.A.

The following table sets forth the name, positionl &lection date of the current terms of officeeath member of our
board of executive officers:

Name Position Election date
Marco Antonio Bologna Chief Executive Officer 04/30/2010
Libano Miranda Barroso Chief Financial Officer and Director of Investor|&ions 05/17/2004
Ruy Antonio Amparo Director 08/01/2011
José Zaidan Maluf Director 10/09/2009
Claudia Sender Ramirez Director 12/15/2011

Summary biographical information for each membeoswfboard of executive officers is set out below:

Marco Antonio Bologna, Chief Executive Officavlr. Bologna has been a member of our board of tirecsince
August 2009. Mr. Bologna has a degree in prodoatiogineering from Escola Politécnica at Sao Paulversity (USP) and has
a specialization in financial services from MandbBe8usiness School, UK. Mr. Bologna is the curiehief executive officer of
TAM S.A. and TAM Linhas Aéreas. He is also a boareimber of TAM Avidgdo Executiva e Taxi Aéreo S.8uzano Papel e
Celulose S.A., and ONE Properties S.A. Beforeijgjrour board, Mr. Bologna was chief executive adfi of TAM Aviagéo
Executiva e Taxi Aéreo S.A. (2009-2010), WTorre 2008), TAM S.A. and TLA (2004-2007), as well@g<Banco VR (2003—
2004). He was TAM S.A.'s chief financial offic&of 2001 through 2003.
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Libano Miranda Barroso Chief Financial Officer arldvestor Relation Director.Mr. Barroso has been our chief
financial officer, since May 2004. Mr. Barroso thexecutive positions at major financial institato including Banco Nacional
S.A,, Banco Real S.A., and Banco Safra S.A. He walas executive officer at Companhia de Conces$dadoviarias.
Mr. Barroso holds a degree in economics, an exezWBA in finance from IBMEC Business School, angast-graduate
degree in business law from Getulio Vargas Founddfrundacao Getulio Vargas, or FGV).

Ruy Antonio Mendes Amparo, Directdft. Amparo has been director of TAM S.A. since AsgR011. Mr. Amparo has
been the Vice President of Operations and Maintemari TAM Linhas Aéreas since March 2010. He joirlieel company in
1989, as an aircraft maintenance engineer. Heedeas Aircraft Maintenance manager, technical threand statutory executive
officer. In May 1997, he took over as TAM’s Tectali Operational Vice President. In 2006, he wasoaged to the recently
created position of Technical Vice-President. F@007 to mid 2011, he was the MRO vice-presiderdi(iténance, Repair and
Overhaul). He graduated from ITA (Instituto Tecrg&d de Aeronautica — Technological Institute of@mautics) and has a post
graduation degree in aerodynamics and aeroelgsfioith the same institute. Mr. Amparo has beeivaéh aviation since 1983,
working for companies such as Embraer, Aermacthiyjl and Orbita Sistemas Aeroespaciais.

José Zaidan Maluf, DirectorMr. Maluf has been director of TAM S.A. since Oatol2010. Mr. Maluf joined TAM in

1995 and since 2000 has served as the directart@fational contracts. Since May 2010, Mr. Mdtak held a position as
supply and contracts vice-president of TAM Linhaéréas. For the last thirty years, he has worketthénaeronautics/airports
sector in Brazil and has been involved in projettsh as the coordinating the development of thet jBrazil-China Satellite
programme (1989-94), the design, development apdeimentation of the Air Traffic Protection SystemdaProtection Defence
System in Brazil (System "Ciscea") (1983-89) and #ir Protection Systems of Confins Airport in Behwrizonte and the
Guarulhos International Airport in Sao Paulo (188)- Mr. Maluf graduated with a degree in eleetriengineering from the
Maua - Brazil School of Engineering (Escola de Evgeia Maua - Brasil) and holds an MBA from IBMEC.

Claudia Sender Ramirez, DirecteiMs. Ramirez has been director of TAM S.A. silerember, 2011. She has been
the Vice President of Sales and Marketing of TAMcsi December 2011. She graduated as Chemical dargfrom the
Polytechnic School of USP and has an MBA from HedvBusiness School in Boston. Since 2005, sheskaged as vice
president of marketing at Whirlpool Brazil and, fbe past seven years, has been in the consutim@fin & Company.

Fiscal Council

According to Brazilian corporation law, each comgariiscal council must be an independent body ithaeparate from
the company's management and external auditorsnfagcr may not be permanent). The fiscal coundgilstalled to act during
a given year at the request of shareholders remiegeat least 10% of the voting shares or 5% p#@roénon-voting shares. The
fiscal council's principal function is to oversdw tactivities of management and to examine andig¢ats opinion in regard to
the financial statements and certain proposalsasfagement submitted to shareholders' meetings.

Our by-laws provide for a non-permanent fiscal aunwhich can be installed by a shareholders' mgetFollowing
the annual general meeting of our shareholderspi 4 2011, we established a Fiscal Council (@ms Fiscal) in accordance
with Brazilian corporate law, composed of up toefimembers. As required by Brazilian corporate ¢taw Fiscal Council is
independent of our management and external auditbhe Fiscal Council's responsibilities includenitoring management's
activities and reviewing our annual report and tiicial statements. The members and their respealiemates were elected by
the shareholders at the annual general sharet®ldegting for this year. The current members offéscal Council are: Flavio
Jarczun Kac, Antonio Fernando Siqueira Rodrigudsaklo Massao Murakami, Adalberto de Moraes Schedted Nilton Maia
Sampaio. We have an audit committee that satigfeaudit committee requirements of the SEC aad\tHSE.

B. Compensation

Brazilian corporation law and our by-laws provideatt our shareholders are responsible for settirg tttal
compensation to be paid every year to our boadirettors and board of executive officers. Onlsh# shareholders set a global
figure for the total compensation to be paid, is Board of directors then solely responsible fetriiuting that compensation
individually, in accordance with the terms of oyrlaws.
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The key management personnel of TAM include the bwmof the Board of Directors, the president, \goesidents
and statutory directors. Their remuneration wagodsws, including any contingent or deferred campation accrued for the
year:

2011 2010 2009
(R$ thousands)
Salaries 12,445 7,681 9,497
Profit share and bonuses 16,903 12,515 9,875
Share-based payment 16,360 15,999 11,409
Other long-term benefits 810
45,708 36,195 31,591

Our executive management fees represent total awsafien paid to the members of our board of dimsctand
executive officers. Executive management fees ®6r29% higher in 2011 compared to 2010 mainly wuehe increase in the
numbers of statutory directors and the fact thatelgeved the financial required for the paymefitsigher bonuses. Executive
management fees were lower in 2010 compared to 808%0o the achievement of financial results réfléan the profit share
and bonuses programs along with share-based progrsting periods.

Our officers participate in our regular share passh option plan. See "ltem 6. Directors, Seniom&gement and
Employees — E. Share Ownership — Share Option RsePRlan."

C. Board Practices

Currently, our board of directors is comprised ighe members. The terms of office of our curreinéctors will expire
in April 30, 2012. See "ltem 6. Directors, Seridanagement and Employees — A. Directors and Seévi@ragement — Board
of directors."

Swearing-In of Members of Our Board of Directors, Bard of Executive Officers and Fiscal Council

The members of our board of directors, board otettee officers and fiscal council (i) take offiegpon signing our
corporate register, which is itself conditionaltbem signing BM&FBOVESPA's agreement in respeatarhpanies listed on the
Level 2 segment of BM&FBOVESPA, and (ii) must ngtBM&FBOVESPA, immediately after they are sworn as to how
many securities issued by us they own (directlindirectly) and the characteristics of such semsgi(including derivatives).

Audit Committee

Our audit committee reports to our board of direstolts main functions are to: assist the boardlicectors in
monitoring, on behalf of our shareholders, the ysialof our financial statements; monitor and pdevbversight with the purpose
of ensuring that our executive officers develogat®é internal control mechanisms; ensure the aateqoerformance of internal
audit; appoint external independent auditors wheseasary; monitor any potential conflicts of ingtri@ relation to our external
auditors; ensure that our ethics code is being¥ad; monitor changes in our principal financialigators, particularly focusing
on our cash flow position; at times working wittetkthics Committee, establish receipt, retentiod emmplaint procedures
regarding accounting, internal control and audittera and create policies for the confidential,ramous treatment of employee
concerns regarding accounting or auditing matterd @eview our capital, debt and cost structure.e Bludit committee is
comprised of three members of our board of dirsgtelected by the board of directors for a one-y&am, subject to re-election.
The current members of our audit committee ar@téAio Luiz Pizarro Manso (independent), WaldemardV (independent)
and Emilio Romano (independent). Our audit coneaittatisfies the audit committee requirements ®SBC and the NYSE.
We do not have an audit committee financial experving on our audit committee because we beliezeour audit committee
members perform, as a whole, the functions of anlitacommittee financial expert" within the meaniofgthe rules adopted by
the SEC relating to the disclosure of financial eng on audit committees in periodic filings pumsuto the U.S. Securities
Exchange Act of 1934.
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Human Resources Committee

Our human resources committee is responsible ffinidg strategies for the management and developroérour
employees. It supports the board of directorsvialiating the results and performance of the maacetives and determining
their remuneration. The human resources commigteemprised of two members.

Risk Management Committee

Our risk management committee is responsible fprapng policies, processes and activities to martag liquidity,
credit, legal, fiscal and operational risks inheri@rthe operation of our business. The risk managnt committee is comprised
of 15 of our officers.

D. Employees

We believe our growth potential is directly linkexour ability to attract and retain the best pssfenals available in our
sector. For this reason, we assign high priomtys¢lecting and developing people with potentiabwdan add value to our
operations and who we believe can adapt to ourocate culture.

The value proposal of our Human Resources Manageamehinformation department is to contribute to sustainable
growth and competition by anticipating future neads providing long-term solutions that attracajrirand retain professionals
with Passion to Fly and Serve.

One of the key roles of this department is to digeate our values and principles, particularly Beession to Fly and
Serve, by encouraging our employees' desires tonbehighly qualified professionals and conscierstioitizens. The aspiration
to build a safe, healthy and sustainable work emwvirent is also part of our path towards a moregssibnal and efficient
organization.

With the aim of achieving its mission, our humarsaerces department has developed several projeletted to
development, sustainability and culture, trainittgdugh the Commander Rolim Amaro Service Acadeamg) compensation,
besides direct human resources support to busingigives proposed by the human resources intezoasulting (business
partner) area.

Sustainability and Culture Management

We believe that our guiding motto, a Passion todflg Serve, encompasses the spirit of TAM's br&uktainability is
one of our key principles. Accordingly, we seekridude sustainability in our day-to-day activitiand corporate practices. We
have been involved in a variety of sustainabilityivaties since 2005. At first, our sustainabildgtions were more cautious — we
had the Sob as Asas da TAM program, "Under the WimigTAM", which organizes and funds activities mating social
sustainability. Over the years, our sustainabditivities have become more structured and we Imwe a department dedicated
to sustainability.

We are committed to creating a culture of sustaiitylihat will filter into society in general. Wese management
practices, technologies and products that are edsomitted to sustainability and are in line withr aoternal sustainability
guidelines. We intend to generate new valueshiemirline itself, in order to change the minddetur employees, our customers
and society in general. We are committed to emwirental measures, and we use biodiesel made froaple oil. We have
clearly-outlined objectives, and we are committelkieving these sustainability goals.

We have sustainability measures in a variety ofrg#gs and we have a six point sustainability aqgpiam:

CustomersWe plan to express our commitment to sustaingbilitvays that impact customers in every pointaitect
with the airline (reservation, check-in, flightriaal).

EmployeesWe want to attract our employees’ attention taanability issues, motivating them to espouse dhy
practices inside and outside TAM through educatiantvities and communication.
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Investors:We want to explain to investors that our sustdmalstions are related to economic interests, Iyadestrating
that our economic results are related to envirortaheand social activities. We will develop a newcauntability model to
present our results to investors.

Partners: We want to involve third parties in our sustaitifpimeasures, and involve them in the planning and
implementation of sustainable practices (especallysuppliers and Infraero).

Society:We would like to develop a closer relationshiphaihe community using our experience to improveietgc
We are developing action plans related to sudbéértaurism and the environment: (i) greenhousega$) surrounding areas of
the airports (noise, use and occupation of sodiduals etc.) and (iii) local development relatedthe development of our
business.

Environment We believe that in order to prevent or minimiz&zieonmental damage we must understand and stuay th
environmental impact of our current and future besses. We have a plan to reduce the greenhoasemission and residue
emissions and to protect biodiversity.

Qualification and Training

Since 2008, we have particularly focused on persbdavelopment and implemented many initiativesstich our goal
of becoming one of the best companies to work floBfazil. One initiative was our evaluation andleésign of our human
resources value proposition. We hired Fundacao @abral (one of Brazil's best development consaies) to conduct a
culture mapping examination of us, and with thesséssce of their evaluation and our branding gravgdeveloped a new value
proposition. We use this proposition as a guidgelior human resources strategy implementation. fidwe value proposition
reinforces our desire to stand out through theityuad our services and it reinforces one of ourecealues, a Passion to Serve.

Therefore, in 2008, together with Fundacdo Dom &lalre more clearly defined our management dufigse first four
levels of our management were then evaluated bageh those defined duties. Taking into considematindividual
performance, we established a succession planufothoee senior levels, ensuring continuity in thenagement of our business
in the event of unexpected changes.

In 2009 and 2010, we worked to create individualizerporate development plans for directors and piesidents and
began implementing those plans for certain leadignsiies. We reviewed employee training and skiiough an assessment
process that evaluated and identified professiandl personal skills, and we also created the DsieéBehavior Program and
the Management Development Program. In 2011 wdeimgnted a new project called “Escola de Gentefie Goal of this
program is to develop employees' communicatiordlfaek and leadership, among others.

We are particularly focused on the qualificatiord agrowth of our employees, which we believe contitour chief
operating asset. Our management of our humanatapihich represents a broad illustration of thealife complexity and
diversity of Brazilian society, is a key part ofraatrategic planning. Our training area, the Comades Rolim Amaro Service
Academy, seeks to contribute to the developmentqmlification of our staff. In 2011, we investagproximately R$34.4
million in qualification and training programs, arcrease of 23% compared to 2010. Most of thesaifig programs were live
or given by electronic means (e-learning) — avédélaiia the internet or intranet.

Compensation and Benefits
Profit Sharing and Results

The profit sharing amounts distributed in 2011 w@%é6 higher than the amounts distributed in 20Efployee profit
sharing is calculated based on the achievemertire&tperformance indicators: the financial indicaEBIT (Earnings Before
Interest and Taxes), the satisfaction index ofpmgsengers through a methodology called the Neh@®ow Score (NPS) and the
punctuality index related to our scheduled flighthe NPS was introduced in 2008 to improve sesvineeach and every point
of contact with our clients, and in 2011 TAM intremd punctuality as a toll to improve the serveoeel.
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The calculation of any such profit sharing is ubuahrried out at the end of the year, at whichetithe value could be
measured by us in the most reliable manner.

Private Pension Obligations

We have defined contribution plans, for which cimttions are transferred to public or private pensplans on a
mandatory, contractual or voluntary basis. To élkéent that contributions are made, we have nogatitin relating to any
additional payments. Regular contributions congtige net periodic expenses for the period in whith such contributions are
due and are included in administrative expenses.

Stock Option Plan

We offer stock options plans to employees, officansl directors, based on our shares, pursuant ichwie receive
services in exchange for stock options. The falue of the stock options granted is recognizednaexpense, during the period
in which the right is vested (period during whitte tspecific terms and conditions for vesting ohtsgshould be complied with).
As of the balance sheet date, we review the estBnalating to the number of options which rigdtisuld be vested based on the
terms and conditions. We recognize the impacthef review of the original estimates, if any, in ttatement of income,
recorded against the shareholders' equity on fltasés.

As of December 31, 2011 we had 29,852 employeedu@img interns and board members), compared t4.938,
employees as of December 31, 2010 and 24,348 epgdogs of December 31, 2009. Our personnel expéms2011 totaled
R$2,695.5 million compared to R$2,328.4 million 2010. The following table shows the number of ewyeés as of

December 31, 2011, 2010 and 2009 for the operatinddocations indicated:

December 31,

December 31,

December 31,

2011 2010 2009
TAM Linhas Aéreas
Assistants, secretaries and dispatchers 12,777 11,077 10,125
Analysts and assistants 2,833 2,934 2,825
Supervisors/coordinators 827 855 676
Chairman, vice chairmen, directors and managers 294 287 230
Mechanics, electricians and technicians 3,500 2,389 1,705
Attendants 6,217 7,087 4,785
Captains and co-pilots 2,312 2,222 1,977
Interns 61 64 66
Total 28,821 26,915 23,563
Pantanal Linhas Aéreas
Assistants, secretaries and dispatchers N/A® 140 -
Analysts and assistants N/A® 35 -
Supervisors/coordinators N/A® 31 -
Chairman, vice chairmen, directors and managers N/A® 6 -
Mechanics, electricians and technicians N/A® 16 -
Attendants N/A® 47 -
Captains and co-pilots N/A® 41 -
Total N/AW 316 -
Multiplus
Assistants, secretaries and dispatchers - 9 -
Analysts and assistants 76 38 -
Supervisors/coordinators 17 19 -
Interns 20 -
Chairman, vice chairmen, directors and managers 11 19 -
Total 124 85 -
TAM Viagens
Assistants/receptionists/secretaries/interns 19 36 37
Analysts/assistants/secretaries 115 89 80
Attendants, promoters/issuers/sales reps 247 231 143
Attorneys/coordinators/leaders/supervisors 21 28 28
Directors/managers/advisors 20 14 15
Total 422 398 303



TAM Mercosur
Paraguay
Chile
Argentina
Uruguay
Bolivia

Sao Paulo
Total

Grand Total

Q) On December 29, 2011, Pantanal wagedein TAM Linhas Aéreas
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464 444 442

0 0 0
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0 0 0

21 35 40

0 0 0
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At the end of 2011, we had 29,852 employees (inofuthterns and board member), of which 28,006 vieigrazil and
1,846 were abroad. In 2011, we recorded a 5.9ffuiistaease compared to a 16% increase in 2010.

Our staff largely consists of young men and wonvemere 42% are between the ages of 18 and 29, 38%etwveen 30
and 39 years and 19% are above 40 years.

Internal Social Indicators

TAM's internal social indicators provide an ovewvief the volume of resources allocated to the egg#s, in addition
to the fixed compensation. This group includesn#ie such as the total value invested in food, peiv@ension, health,
occupational safety and medicine, education, tngimind qualification of employees.

E. Share Ownership

The following table sets forth the class, numbet parcentage of shares held by our directors adldte of this Annual
Report:

Number of Number of
Common Shares Preferred Shares

Held Held
Maria Claudia Oliveira Amaro 20,077,965 10,907,893
Mauricio Rolim Amaro 20,077,965 10,907,893
Noemy Almeida Oliveira Amaro 2,886,441 974,956
André Santos Esteves 0 1
Anténio Luiz Pizarro Manso 0 1
Emilio Romano 1 0
Marco Antonio Bologna 1 0
Waldemar Verdi Junior 1 0

We have implemented a preferred share purchasenoplian for our and our controlled companies' effic and
employees, as approved at our shareholders’ meledillgon September 29, 2005. Other than in respiette first grant of
options (described below), the strike price peffggred share is the amount equal to 80% of theameemarket price of our
preferred shares in the month preceding the grquatirthe option, adjusted for inflation. We grahf&l5,255 options to purchase
our preferred shares in December 2005, with anceseeprice of R$14.40 per preferred share. On 26n&006, our board of
directors granted the release of 239,750 prefeshades as a second award to be used as optionstbad#an, with an exercise
price of R$43.48 per preferred share. On DecermdeR007, our board of directors granted the rele#s780,311 preferred
shares as a third award to be used as options theletan, with an exercise price of R$39.67 pefered share.

Our board of directors granted four releases of ®BD preferred shares as an extraordinary gramtmthe following
dates: on September 27, 2007, with an exercise pfiR$38.36 per preferred share, on February @38 2vith an exercise price
of R$30.24 per preferred share, on April 1, 201thwain exercise price of R$24.59 per preferred shadeon November 3, with
an exercise price of R$20.53 per preferred share.
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The share purchase options will be granted on drrasas in accordance with our board of directasblution as long
as the maximum amount of 2% of dilution of the ggsation of current shareholders is not exceeded, certain annual value-
added goals are reached. The participants of fmnegpurchase option plan may exercise their optiithin seven years as of
the date of the relevant grant. The vesting teithlast five years and will comprise three anniradtallments, due on the third,
fourth and fifth year, respectively. Our shareghaise option plan was effective until Septembe2R0.
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ITEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANS ACTIONS
A. Major Shareholders

The following table shows the shareholdings of estedreholder holding 5% or more of our common efgired shares
and of the members of our board of directors d3emfember 31, 2011, being the most recent practadde.

Shares Beneficially Owned

Common Shareholders Number Percent
Maria Claudia Oliveira Amaro 20,077,965 35.97%
Mauricio Rolim Amaro 20,077,965 35.97%
Noemy Almeida Oliveira Amaro 2,886,441 5.17%
Jodo Francisco Amaro 4,610,334 8.26%
André Santos Esteves 0 —
Antbdnio Luiz Pizarro Manso 0 —
Emilio Romano 1 —
Marco Antonio Bologna 1 —
Waldemar Verdi Junior 1 —
Other 8,163,975 14.63%
Total 55,816,683 100%

Shares Beneficially Owned

Preferred Shareholders Number Percent
Maria Claudia Oliveira Amaro 10,907,893 10.87%
Mauricio Rolim Amaro 10,907,893 10.87%
Noemy Almeida Oliveira Amaro 974,956 0.97%
André Santos Esteves 1 —

Anténio Luiz Pizarro Manso 1
Emilio Romano 0
Marco Antonio Bologna 0
Waldemar Verdi Junior 0

8

Treasury shares 0,255 0.08%

Minority Shareholders:

Morgan Stanley Uruguay 4978009 4.96%
Other 72,541,092 72.26%
Total 100,390,098 100%

On June 17, 2005, we completed our initial equifering of preferred shares, pursuant to which aed(the selling
shareholders in that offering) offered a total 6f1®0,000 preferred shares to institutional invesstn the United States and
institutional and other investors elsewhere. Oly 18, 2005, we and the selling shareholders ingtyeity offering described
above issued a further 281,600 preferred sharesipat to an over-allotment option granted to theemwriters in that offering.

On March 15, 2006, we completed a follow-on equifering of preferred shares in Brazil and ouriatipublic offering
of ADSs in the United States and elsewhere outBi@deil. This offering of preferred shares and AR®sl was registered with
the SEC, and the ADSs are listed on the New YodclSExchange. We became a reporting company uthéeSecurities
Exchange Act of 1934, or the Exchange Act. Werefle2,660,103 ADSs and 2,339,897 preferred shames,the selling
shareholders in that offering sold 21,209,462 ARS8 9,408,636 preferred shares. On April 11, 20@6,and the selling
shareholders in that offering sold an additionaDB,000 ADSs pursuant to an over-allotment opti@nted to the underwriters
in that offering.

On November 5th, 2010, our Board of Directors apedo and ratified the capital increase in the amooht
R$144,395,450.00, by issuing 5,621,634 new comrhanes at a price of R$25.69 per common share.isBoed shares started
trading on the BM&FBOVESPA on November 8th, 2010.

On September 5, 2011, TEP share capital was redandda substantial amount of its shares were dadceln
exchange for these shares, TEP gave 100% of its BM shares to the Amaro family. These TAM shavese pro-rated to
individual members of the Amaro family accordingtbhe individual's equity participation in TEP. Agesult of this exchange,
TEP is no longer a TAM S.A. shareholder.
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All shareholders within a class of our shares ftheesame voting rights.
B. Related Party Transactions

We believe that all of the relevant transactionsentered into with the related parties describddvbevere performed
on terms that reflected the market rate for suahsactions.

Service Agreement — TAM Marilia

In September 2002, we entered into a service agneewith TAM Marilia for the sharing of our generahnagement
activities, relating mainly to human resources,cpasing and procurement, marketing and informatehnology systems.
Pursuant to the terms of this service agreemeatieseived payments from TAM Marilia in the amounftdR$153 thousand in
the year ended December 31, 2010, R$65 thousatttt ipear ended December 31, 2009 and R$130 thousahd year ended
December 31, 2008.

On May 11, 2007, TLA and TAM Marilia agreed to shdine use of a hangar located near Congonhas &irp8&o
Paulo for a period of 10 years. TLA paid R$16 imill up front to TAM Marilia and is entitled to uske facilities and the
infrastructure of the hangar. TLA provides the sarargo services as those it previously providatiéncargo terminal. The fee
was established based on valuation reports perfbtmendependent companies, reflecting the econgreémium obtained by
the use of such a location in TAM's cargo actigitieThe amount recognized in our income statementHe year ended
December 31, 2011 totaled R$2 million and the pealed December 31, 2010 totaled R$2 million.

C. Interests of Experts and Counsel
Not applicable.
ITEM 8. FINANCIAL INFORMATION
A. Consolidated Statements and Other Famcial Information
See "ltem 3. Key Information — A. Selected FinahBiata" and "ltem 18. Financial Statements."
Legal Proceedings

We are involved in various judicial and administratproceedings arising from the normal coursewflusinesses. We
have established provisions for all amounts in wlisghat represent a probable loss in the viewwflegal advisors and in
relation to those disputes that are covered by lagisninistrative decrees, decrees or court rulithgs have proven to be
unfavorable. The table below sets forth the te&timated value of amounts claimed, provisionscfmmtingencies and court
deposits as of December 31, 2011 and Decembel030; 2

Total Total
Estimated Estimated
Amount Amount Provision for Provision for Court Court
Claimed Claimed Contingencies Contingencies Deposits Deposits
December 31, December 31, December 31, December 31, December 31, December 31,
2011 2010 2011 2010 2011 2010
(R$ thousands
Tax proceedings 2,215,629 1,118,295 289,959 222,357 97,651 82,252
Labor proceedings 462,826 345,744 21,444 20,930 36,649 28,898
Civil proceedings 178,385 122,588 107,637 86,271 13,621 14,137
Total 2,856,840 1,595,627 419,040 329,558 147,921 125,287

We believe that our results of operations and firercondition would not be significantly affecteg any unfavorable
single decision in such lawsuits because we hatableshed provisions in respect of the amountsisit in the tax and civil
proceedings and because any future cash disbursemgemay be liable for in respect of any unfavoeadecisions in tax
proceedings may be paid in installments over a [oeripd.
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Proceedings filed against us
Civil proceedings

We are party to approximately 24,500 civil proceedi arising from the normal course of our busiress the total
amount claimed in these proceedings as of DeceBhe2011 was estimated at R$178.4 million, compéoeR$122.6 million as
of December 31, 2010. The vast majority of thesEgedings involve minor cases relating to custorekations. The more
significant actions relate to civil liability andisputes resulting from cancellation of agreememwtsptovide services and
commercial representation. As of December 31, 20&Lhad established provisions to address thenpaltdiability from the
civil proceedings classified with "probable riski the total amount of R$107.6 million (comparedR#$86.3 million as of
December 31, 2010).

Damage claims relating to accidents

TAM Linhas Aéreas is party to 4 actions filed byatees of victims of the accident that occurredQotober 1996
involving one of our Fokker 100 aircraft which dnag during departure, in addition to 43 actionadfiby residents of the region
of the accident's location, who are claiming pamd ssuffering, and 3 class actions. Any damagesiltreg from the
aforementioned legal claims are covered by thd Gability guarantee provided for in our insurangelicy with Itall Unibanco
Seguros S.AWe believe that the cap of U.S.$400 millionhattinsurance policy is sufficient to cover any gléas and judicial
or extrajudicial agreements arising as a resuthisfmatter.

The insurance coverage related to the risks amidlitias from the accident that occurred in July0Z0with an Airbus
A320 aircraft has, as of December 31, 2011, beficigmt, with settlements being made directly beén the insurance company
and the victims' families. As of December 31, 20&fiproximately 193 settlements had been made #mersowere under
negotiation with the insurance company. Our mamage believes that the insurance coverage is ateequia that we did not
incur any expenses that were not contemplatedéogdbpe of the insurance policy that would resufAM's obligation to pay.

Tax proceedings

We are party to various administrative proceediagsourt actions in which we are claiming non-apgtion of a
specific tax or reimbursement of taxes paid imprlyper in which we are contesting the chargingpécific taxes resulting from
the normal course of our business; the total amaolaimed in these proceedings as of December 31] 2¢as estimated at
R$2,215 million (compared to R$1,118.3 million als@ecember 31, 2010). We cannot guarantee thatwvillesucceed in
obtaining these tax credits or securing a favorabteome in respect of the application of thosesaxAs of December 31, 2011,
we had established provisions totaling R$290 nmillfor tax proceedings involving probable loss to insluding those listed
below. In respect of certain proceedings, we hagee court deposits, while in respect of othersheaxse court protection that
allows us to dispute the cases without need faigbgrayments or judicial deposits. In the evémtre is a difference between the
amounts we have paid and deposited and the tinfipgyoments required to satisfy the obligation releak, we have the ability to
fund any difference using cash from our operatiand to the extent necessary, we are prepared uddite our financial
investments to pay any such obligation.

ICMS on the importation of aircraft

Proceedings had been filed against TAM Linhas A€m@ncerning the alleged failure to pay ICMS dueroported
aircraft, parts and engines. In response, we ited the appropriate challenges on the basis S should not be payable on
leased aircraft. On May 30, 2007, thapremo TribunaFederal(Federal Supreme Court) ruled in our favor in respé one of
these cases. On the basis of this precedent deasid of recent rulings of the Superior TribunBDostice, we believe our
chance of loss in respect of the other pendingscasemote. We had not established any providmnthe amounts in question.

Airline worker fund

We have filed an ordinary action with a requestdorinjunctive relief for non-payment of the AidicWorkers Fund, a
tax charged monthly at the rate of 2.5% of anraétf payroll. Payment of the tax credit is suspdrily virtue of the injunctive
relief in our favor. Currently, the proceedingiristhe expert witness phase. In 2004, the INS8eidsan assessment notice in
order to toll the Statute of Limitations of the Edcsecurity credit as a result of non-paymenthaf Airline Workers Fund. The
administrative proceeding has been suspended aotipletion of the judicial process. The approxenatljusted value of this
proceeding as of December 31, 2011 was R$225 millia the opinion of our legal advisors, the cheantloss in respect of this
proceeding is considered probable. On the basits ghyment of this tax is required by law, our ngemaent established a
provision in accordance in the amount of R$225omilluntil the final judicial outcome of the matter.
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Labor actions

As of December 31, 2011 we were party to 2,317 rlatl@ims filed by our employees, former employeeservice
providers arising from the normal course of ouriless (compared to 1,810 labor claims as of DeceBibe2010). We do not
believe that such claims (individually or colleetly) will have a material adverse effect on ouhessof operations in the event
of unfavorable rulings. Of those 2,317 labor ckih,699 are against TAM Linhas Aéreas, and 61&gainst service providers
or sales representatives and TAM Linhas Aéreasthéncase of the individual labor claims, the ppat disputes refer to
demands for the payment of hazard supplementstimeeand make-up work, as well as requests forpdmgment of wage
differentials in specific cases involving crew marsdy We are part of 33 class actions, for whidtiitawhal payment for ramp
and maintenance functions is sought. The totassesl value of those actions was approximately R886 as of December 31,
2011, and according to our legal advisors, R$15I6om correspond to claims with a remote chancdosk, R$462.6 million
correspond to claims with a possible chance of lasd R$20.6 million correspond to claims with algable chance of loss. We
have established provisions totaling R$21.4 milksnof December 31, 2011 in respect of all of tiomens. For specific actions
we have made court deposits totaling R$36.6 milloraddress labor claims. The provision is basedwr management's
estimate as to likely losses we might incur assulteof the various labor claims filed by curremtformer employees. We
believe the provisioned amount is sufficient agdger probable losses, estimated as applicabkbeirevent that the rulings are
unfavorable to us.

Proceedings instituted by us
Damages relating to price freezes

We are plaintiffs in an action filed against theaBlian government in 1993 seeking damages fobtkaking-up of the
economic-financial equilibrium of an air transpoancession agreement as a result of having todrear prices from 1988 to
September 1993 in order to maintain operations thi¢hprices set by the Brazilian government dutived period. The process is
currently being heard before the Federal RegiomairCand we are awaiting judgment on appeals we hadged requesting
clarification of the initial decision (which we dienged). The estimated value of the action is 48b@iillion, based on a
calculation made by an expert witness of the cotittis sum is subject to delinquent interest siBeptember 1993 and inflation
adjustment since November 1994. Based on the @piof our legal advisors and recent rulings handi@gn by the Supreme
Court of Justice in favor of airlines in similarses (specifically, actions filed by Transbrasil ararig) we believe that our
chance of success is probable. Our managementdtagcognized these credits to our accounts aiidbmly do so when the
aforementioned decision is made final.

Claims on amounts paid in error relating to ICMS

We consider payments of ICMS made between 19891884 to be amounts paid in error because we beitewas
unconstitutional to charge ICMS on air navigatienvices. TAM Linhas Aéreas has filed claims agauasious states in Brazil
to claim the amounts paid in error. Rulings orsthelaims are pending. The total value involvethese claims is R$55 million.
Our policy is to only adjust the value of thesaims for inflation at the time that payment in resipthereto is recorded in our
financial statements.

Additional airport tariffs — ATAERO

We also filed an ordinary claim, with a request éarly judgment, in relation to a dispute concegnine legality of
charging theAdicional dasTarifas AeroportuariagAdditional Airport Tariffs, or ATAERO), which areharged at a rate of 50%
on the value of tariffs and airport tariffs. Thatal amount involved, adjusted for inflation, asdécember 31, 2011 totaled
R$1,089 million.
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Dividends and Dividend Policy
Amounts available for distribution

At each general shareholders' meeting, our boadireétors must propose the allocation of net psafarned during the
preceding year (based on our non-consolidated &finaacial statements). Brazilian corporation lprevides that a company's
net profit is defined as the results from the yadter deductions of income tax and social contidvuon the net profit for that
year, net of accumulated losses from precedingsyaad amounts allocated to profit-sharing plansaziian corporation law
also provides that the amounts available for distion of dividends are the amounts correspondirthé net profit:

. less the amount allocated to the legal reserve; and
. less the amount allocated to the contingency reséfrany.

The payment of dividends may be limited to the amdaf net profit earned, provided the differenceasorded as a
future profit reserve, as discussed below. Theutafion of our net income for this purpose is madaccordance with Brazilian
GAAP, which differs from IFRS in certain significarespects.

According to the Brazilian corporation law and dyrlaws, we must maintain a legal reserve to wivehmust allocate
5% of our profit for each year until we reach 20%4he paid-up capital. We are not required toadte any amount to the legal
reserve in any year in which that reserve, wheneddb the others, is equal to or greater than 3®%uo total capital.
Accumulated losses, if any, can be offset by #wall reserve. If not utilized for these purposks,legal reserve can only be
utilized for a capital increase. The legal resasvsubject to approval of the shareholders agalae shareholders' meeting, and
can be transferred to the capital, but it is natilable for the payment of dividends in subsequgzdrs. Our net-profit
calculations and allocations to reserves for angr y@e determined based on the non-consolidategripaompany) annual
financial statements prepared in accordance widziBan GAAP.

Brazilian corporation law provides that part of @mpany's net profit can be utilized to constitutscietionary or
statutory reserves, which must be described irctmpany's by-laws, precisely and comprehensivalicating the purpose of
such reserves, the criteria for determining theuahportion of net profits that will be allocatear fconstituting the reserves and
the maximum limit of the reserves. Currently, byrlaws do not provide for the constitution of staty reserves or contingency
reserves.

According to Brazilian corporation law, the amowftmandatory dividend that exceeds the net prefiized in any
year can be allocated for future-profit reserved #ue payment of mandatory dividends can be limitethe amount of net profit
earned in the year. The profits from any futuraryeonsist of the sum of (i) the portion of postinet profit equal to the net
worth equivalency in that year, if any, and (iipfir derived from transactions in respect of whitle due date for repayment
occurs after the end of the following year. To éixéent that amounts allocated for future profitserve are earned in subsequent
years, those amounts must be added to the payrhelitidends relative to the year in which they weaned. The profits
recorded in the future profits reserve, when eaaratlif not absorbed by losses in later years, ieistdded to the first dividends
declared after they are earned.

A company is permitted to allocate to the futurefipreserves all income from equity gains in sdizgies that are not
distributed to the company in the form of cash divids. When such gains are distributed to the aagnjn the form of cash
dividends, the company is required to reverse #serve. Under Brazilian corporate law, our shddEie may decide, upon a
proposal of our board of directors, to allocateiscrétionary amount of our net profits to a conéingy reserve for estimated
future losses which are deemed probable.

The distributable amount may be further increasethb reversal of such reserve in the fiscal ydaemthe reasons that
justified the creation of such reserve cease tstexi in which the anticipated loss occurs. Acewly, there is no specific
percentage of net profit allocable to this typeesferve.
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The amounts available for distribution can be iasea by reversing the contingency reserve for fosemsidered
probable, established in previous years, but radized. Allocations to the contingency reservease subject to the approval of
shareholders at a shareholders' meeting.

The balance of the profit reserve accounts (exfiptontingency reserves and future profit resérvegst not exceed
our total capital. In the event that the balancthe profit reserve accounts does exceed ouraapitshareholders’ meeting must
decide if the excess amount will be utilized to phg subscribed but not paid-up capital, subscriptf new shares or the
distribution of dividends.

Brazilian corporation law provides that any netfjppnoot allocated for the accounts set out abovetrine distributed as
dividends.

Mandatory dividend

Brazilian corporation law generally requires thla¢ toy-laws of each company must specify the minimavailable
percentage of profit to be distributed to sharebddis dividends, also known as the mandatory elinid

The compulsory dividend is based on a percentagaljokted profit (and must be a minimum of 25%jedad of being
based on a fixed monetary amount per share. Iretlemt that a company's by-laws do not specificaligress this issue,
Brazilian corporation law provides that the apgbleapercentage is 50%. Our by-laws provide thag¢adt 25% of the balance of
the net profit from the preceding year (as caladah accordance with Brazilian corporation law &rdzilian GAAP) must be
distributed as mandatory dividends. Brazilian cogtion law allows us, however, to suspend the ratmg dividend in any year
in the event that our board of directors informs #nareholders' general meeting that the distabutrould not be feasible in
light of our financial situation. Any such suspemsof the compulsory dividend is subject to bdta teview of our fiscal council
and approval of the shareholders' meeting. Irc#se of a public company, the board of directorstrfile a specific justification
for the suspension with the CVM within five daystbé shareholders' meeting. Any dividends notithisted as a result of any
such suspension must be allocated to a specialvees# not absorbed by subsequent losses, thatiahmust be distributed in
the form of dividends as soon as the company'sifiiahsituation allows such distribution.

Distribution of dividends

Brazilian corporation law provides that we mustchal general shareholders' meeting by April 30treadh year at
which, in addition to other matters, shareholdetsthmake decisions regarding the allocation ofrmirprofit with respect to the
fiscal year ended immediately prior to our shardard' meeting and the distribution of our annugidéinds. Interim dividends
may also be declared by our board of directorsy payment of an interim dividend may be set offiaglathe amount of the
mandatory dividend distribution for that fiscal yeany holder of shares at the time of the dedlanaof dividends has the right
to receive those dividends. Dividends correspagndan shares held by custodians are paid to theodiast for distribution to
shareholders. According to Brazilian corporatiamv,| dividends must generally be paid to owners iwih0 days after the
dividend is declared, unless shareholders eledfereht payment date which, in any case, must obetfore the end of the year
in which the dividend was declared. Dividendsilaitted to shareholders and not claimed shall not gserest or be subject to
inflation adjustment and the statute of limitatiomsespect of receiving such dividends will expire our favor) three years from
the date such dividends were attributed to theestwdders.

Interest on shareholders' equity

According to current Brazilian tax law, companies/é been authorized since January 1, 1996 tollistriinterest on
shareholders' equity instead of dividends and saeh distributions as deductible expenses foptiposes of income tax. Since
1998, such distributions may also be treated asdide expenses for the purposes of social cantidghs. Such interest, which
may be paid at the discretion of our board of does; subject to approval of the shareholders' imgets limited to the daily
variations in the TIJLP on a pro-rated basis and nudyexceed the greater of:
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. 50% of net income (after deducting provisions facial contribution on the net profit and before\psmn for
income tax and interest on the company's own dafidtathe period for which the payment is made; or

. 50% of retained profits and profit reserves at ltleginning of the year in relation to which the payris
made.

For accounting purposes, although the deductibpeiese must be reflected in our statement of incomader to be
deductible, the expense is immediately reversedrbeafalculating net profit for the statutory finalcstatements and deducted
from net worth in a manner similar to a divideridcome tax of 15% (or 25% in the event that theedhalder resides in a tax
haven jurisdiction) is withheld at source and owgdshareholders upon receipt of the interest; hewéwe tax is normally paid
by the companies on behalf of the shareholders distribution of the interest.

Article 32, paragraph 2, of our by-laws and art®]eparagraph 7, of Law No. 9,249/95 provide timeriest on Net
Equity can be attributed to the payment of dividefat purposes of the mandatory dividend.

Our dividend policy

We did not distribute dividends or interest on tapto our shareholders between 1997 and 2004 becase had
accumulated losses for those years. Our board icdctdrs declared a dividend payment in the grossoumt of
R$236,722 thousand in respect of the year endedrbiger 31, 2009, which was approved by our shareh®loh April 30, 2010.
Our board of directors declared a dividend paynwriR$181,664 thousand in respect of the year emsember 31, 2010,
which was approved by our shareholders on Aprd@L1. In 2011 we recorded a net loss, and no eiindd or interest on share
capital was distributed to our shareholders.

We intend that any distribution of dividends oreirgst on capital be made in future will be madadnordance with
Brazilian corporation law and our by-laws. Our tmbaf directors may declare dividends and eledtttiiey be paid against either
accumulated profits or existing profits reservaslofving approval at a shareholders' meeting. a&hmunt distributed will
depend on various factors such as our financiatlition and results of our operations, our cashiregquents, prospects and other
factors considered relevant by our board of dinscémd shareholders. Holders of our ADSs will bétled to the same rights in
respect of any distribution of dividends as hold#reur preferred shares.

In addition, the payment of dividends to our shaléérs is contingent upon the net profit distriloués dividends by our
operating subsidiaries. We may not be able toddagends to our shareholders in the event thatoparational subsidiaries are
unable to distribute dividends. See "— Amountslaiée for distribution."

B. Significant Changes

None
ITEM 9. THE OFFER AND LISTING
A. Offer and Listing Details

In the United States, our preferred shares tradharform of ADSs. As of December 31, 2011, theS&Depresented
approximately 47.0% of our preferred shares an@%0of our current global public float, compared42.6% and 27.4%,
respectively, as of December 31, 2010.
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The following tables set forth the reported higll éow closing sales prices for our ADSs on the NYfSEthe periods
indicated.

U.S.$ per ADS
Quarter Low Averagée?) High
First quarter 2011 19.20 22.05 2491
Second quarter 2011 19.12 20.80 22.23
Third quarter 2011 14.47 20.25 24.13
Fourth quarter 2012 14.61 18.84 20.86
Q) Calculated as the average of closingegrior the period.

U.S.$ per ADS
Month Low Averagée?) High
August 2011 14.47 18.62 21.09
September 2011 15.58 19.90 22.30
October 2011 14.61 17.40 20.86
November 2011 17.53 19.40 20.58
December 2011 19.15 19.71 20.40
January 2012 19.48 20.84 21.70
February 2012 22.06 23.17 24.39
March 2012 (through March 21) 22.60 24.04 25.19

Q) Calculated as the average of closingegrior the period.

The following table sets forth the reported highd alow closing sale prices for our preferred shaoes the
BM&FBOVESPA for the periods indicated.

R$ per Preferred Sharé”

Year Low Averagée? High

2007 39.64 54.42 68.71
2008 13.70 31.42 42.00
2009 12.70 21.89 39.20
2010 23.37 33.91 43.20
2011 23.29 33.81 41.29

1) These figures have not been adjustedftect the share split agreed on May 16, 2005,yaunsto which holders of our existing shares reseitwo shares
of the same class and type for each share held.
2) Calculated as the average of closingggrior the period.

R$ per Preferred Sharé”

Quarter Low Average? High

First quarter 2009 12.70 16.66 22.63
Second quarter 2009 12.87 17.65 21.25
Third quarter 2009 20.20 23.81 26.15
Fourth quarter 2009 23.00 29.44 39.20
First quarter 2010 28.40 34.38 42.99
Second quarter 2010 23.37 27.89 33.30
Third quarter 2010 24.44 32.80 39.44
Fourth quarter 2010 38.01 40.73 43.20
First quarter 2011 31.50 36.27 41.29
Second quarter 2011 29.75 32.61 34.96
Third quarter 2011 23.29 32.83 37.35
Fourth quarter 2011 26.64 33.62 37.63

1) These figures have not been adjustedftect the share split agreed on May 16, 2005,yaunsto which holders of our existing shares reseitwo shares
of the same class and type for each share held.
2) Calculated as the average of closingegrior the period.
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R$ per Preferred Share

Month Low Averagée? High
October 2010 38.01 39.72 41.86
November 2010 40.45 41.67 43.20
December 2010 38.96 40.80 42.50
January 2011 36.61 40.07 41.29
February 2011 33.50 35.60 37.43
March 2011 31.50 33.29 35.69
April 2011 29.75 31.06 32.43
May 2011 31.98 33.90 34.96
June 2011 30.90 32.68 34.37
July 2011 29.80 34.84 37.35
August 2011 23.29 29.58 33.40
September 2011 28.87 34.39 36.80
October 2011 26.64 30.47 34.97
November 2011 32.74 34.23 35.65
December 2011 34.87 36.05 37.63
January 2012 35.22 36.67 37.71
February 2012 37.76 39.25 41.35
March 2012 (through March 21) 39.45 42.40 45.19

Q) Calculated as the average of closingggrior the period.
B. Plan of Distribution
Not applicable.
C. Markets
Trading on BM&FBOVESPA

BM&FBOVESPA, a publicly-held company, is the pripal securities exchange in Brazil. Trading on sexthanges is
limited to member brokerage firms and to a limitesnber of authorized non-members.

The CVM and BM&FBOVESPA have discretionary authptid suspend trading in shares of a particulareissunder
certain circumstances. Trading in securities disten BM&FBOVESPA, including theNovo Mercadoand Levels 1 and 2
segments, may be effected off the exchanges inrtbheganized over-the-counter market in certainucirstances.

The shares of all companies listed on BM&FBOVESk®|uding Novo Mercadaand Level 1 and Level 2 companies,
are traded together.

Settlement of transactions occurs three businegs after the trade date. Delivery of and paymentshares is made
through the facilities of separate clearing houdsesach exchange, which maintain accounts for negrbbokerage firms. The
seller is ordinarily required to deliver the shateghe clearing house on the second businessallayving the trade date. The
clearing house for BM&FBOVESPA is the CBLC.

In order to reduce volatility, BM&FBOVESPA has adeg a "circuit breaker" system pursuant to whieldiimg sessions
may be suspended for a period of 30 minutes ohone whenever specified indices of BM&FBOVESPA fadllow the limits of
10% and 15%, respectively, in relation to the intkels for the previous trading session.

Although the Brazilian equity market is Latin Aneais largest in terms of market capitalizations ismaller and less
liquid than the major U.S. and European securitiaskets. Moreover, BM&FBOVESPA is less liquid thiie New York Stock
Exchange and other major exchanges in the worlidhoAgh any of the outstanding shares of a liswgany may trade on a
Brazilian stock exchange, in most cases fewer trahof the listed shares are actually availabletfading by the public, the
remainder being held by small groups of controllgsons, governmental entities or one principaftedolder.

Trading on Brazilian stock exchanges by non-resileof Brazil is subject to registration procedureSee
"ltem 10. Additional Information — D. Exchange Cuaois."
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Regulation of Brazilian Securities Markets

The Brazilian securities markets are principalliwegmed by Law No. 6,385, of December 7, 1976, amdzian
corporation law, each as amended and supplemeateldpy regulations issued by the CVM, which hasenity over stock
exchanges and the securities markets generallyN#tional Monetary Council; and the Central Bankjck has, among other
powers, licensing authority over brokerage firmd eggulates foreign investment and foreign excharegesactions.

These laws and regulations, among others, provddidensing and oversight of brokerage firms, goaece of the
Brazilian stock exchanges, disclosure requiremaptsicable to issuers of traded securities, rdagiris on price manipulation
and protection of minority shareholders. They gisovide for restrictions on insider trading. Hoxee the Brazilian securities
markets are not as highly regulated and supenrdsdtie U.S. securities markets or securities maiketome other jurisdictions.
Accordingly, any trades or transfers of our eqsiégurities by our officers and directors, our oalfing shareholders or any of
the officers and directors of our controlling shanielers must comply with the regulations issuedheyCVM.

Under Brazilian corporation law, a corporation igher public €¢ompanhia aberfp as we are, or closely held
(companhia fechada All public companies are registered with the NC\and are subject to reporting requirements. Our
preferred shares are listed on the Level 2 segroérBM&FBOVESPA. See "—BM&FBOVESPA's Different Caopate
Governance Levels."

We have the option to ask that trading in secwitie BM&FBOVESPA be suspended in anticipation ahaterial
announcement. Trading may also be suspended onitiaive of BM&FBOVESPA or the CVM, based on due to, among
other reasons, a belief that a company has providatequate information regarding a material eeeritas provided inadequate
responses to inquiries by the CVM or BM&FBOVESPA.

The Brazilian over-the-counter market consists oéa trades between individuals in which a fin@hdnstitution
registered with the CVM serves as intermediary. ddecial application, other than registration wifite CVM, is necessary for
securities of a public company to be traded in thégsket. The CVM requires that it be given noti€all trades carried out in the
Brazilian over-the-counter market by the respedtitermediaries.

BM&FBOVESPA's Different Corporate Governance Levels

BM&FBOVESPA, in carrying out its self-regulatoryrfctions, has established three differentiated sewélcorporate
governance: Level 1, Level 2 ahdvo Mercado

Each of the different corporate governance levetsudes companies that agree, on a voluntarilyshbasi adopt the
corporate governance practices established fotet they have adopted. These corporate goveenpractices go beyond
those required by law.

The entry of a company into any one of the spdistihg segments of the BM&FBOVESPA occurs throdbé signing
of a contract that obliges the company to abidéhkyrules of corporate governance establishedemagulations for the relevant
level.

BM&FBOVESPA Level 2
Preferred shares with restricted voting rights

Voting rights are guaranteed to holders of prefershares with respect to the following issues:tréifsformation,
merger, consolidation or spin-off of the companii),valuation of assets to be used for payment agital increases by the
company, (iii) selection of a specialized compamgétermine the economic value of our shares foptirpose of our delisting or
discontinuation of our Level 2 registration, (ithetapproval in shareholders meetings of agreenhettgeen the company and its
controlling shareholders, both directly and througird parties, as well as with other companiesmnich the controlling
shareholders may have an interest, whenever regbiydaw, (v) amending or changing terms in the pany's by-laws that
result in a failure on the part of the company &etrthe requirements established under the Lekedj@ations.
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Tag along rights

A change of control of a Level 2 listed company trhes conditioned on the acquiror undertaking to enalpublic offer
to purchase 100% of the common and preferred skaraprice per share equal to the price paidecctntrolling shareholder.
The acquiror must request the registration oftémeler offer with CVM within 30 days from the daikthe acquisition of the
controlling interest.

Similarly, any party that acquires a controllingeirest in the company through successive purchafssisares will be
obliged to make a public offer to purchase the iiemg shares as described above, and to pay tehaesholders, who sold
shares on the stock exchange on the same day asdheor of a controlling interest, the differermetween the price it paid for
the shares acquired during the previous six momthly, adjusted in accordance with the inflationdrdr any other monetary
correction applicable to the relevant period, dragrice to be paid to the other shareholders scritbed above.

Free float

Companies listed on Level 2 segment of the BM&FB@WPRA must maintain a minimum percentage of shares in
circulation (free float), equal to at least 25%teftotal share capital. This percentage must amtained for the duration of the
Level 2 registration.

Public offers of shares through mechanisms thatrfavoad distribution

In each public offer of shares, we must make ewdfgrt to ensure the broad distribution of our gsarthrough the
adoption of special procedures that must appetreelevant prospectus, such as guaranteeingsatzed qualified interested
investors and distribution of at least 10% of tfferato private individuals or non-institutionahiestors.

Reporting of periodic information

We must present, within the legal required timeiqukrour (i) financial statements; (ii) quarterlyfarmation report
(ITR); (iii) standard financial statements (DFP)dgiv) annual reporff¢rmulario de referéncip

At the end of each fiscal year and each quartermust present complete financial statements in isimghnd these
financial statements must be accompanied by theageament report or comments on the performance ot@mpany and the
independent auditor’s report. These financialestents must be presented within a maximum of 15 dé#ter the disclosure of
the financial statement in Portuguese.

The quarterly information report (ITR) must includenote on transactions with related parties, 4l note must
include the information required by the applicaddeounting rules.

The annual reporf@rmulario de referénciashould provide updated information on the eqpitgitions of all investors,
including private individuals holding, either ditlcor indirectly, over 5% of voting capital.

Compliance with transparency rules on the partafteolling shareholders and managers in transacsiamvolving our shares

Our directors, our controlling shareholder groug amembers of our audit committee must report to BNB&VESPA
the number and characteristics of our securitieglwthey hold, directly or indirectly, including seciated derivatives. This
information must be provided to the BM&FBOVESPA imdiately after any such person is elected, or aeguontrol, as the
case may be.

In the same way, any transactions that may beteflewith respect to securities and associated a@res dealt with in
this item must be communicated in detail to the BRB®OVESPA, including pricing information, within tetays of the end of
the month in which the transaction occurs. Thddmgations are extended to securities and thein@sted derivatives that may
be held, directly or indirectly, by spouses, parnend dependents who are included in the anngalrie tax declaration of
directors, controlling shareholders, and membeth@fudit committee.
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Resolution of disputes through arbitration

We and our controlling shareholder group, directarel members of our audit committee must resolveutih
arbitration all disputes or controversies relatedhe Level 2 regulations, our by-laws, Braziliarporation law and any other
regulations regarding the financial markets or gées, in each case in accordance with the terfinthe Market Arbitration
Chamber Camara deArbitragem do Mercado

Cancellation of Level 2 registration

In the event we cancel the registration of our ehayn Level 2 of BM&FBOVESPA, or de-list as a pablilisted
company, a public offering by the company or by tleatrolling shareholder group for the acquisitmnall our outstanding
shares will be required. The minimum price to lagdper share will be the "economic value," whistdetermined through a
report on the valuation of our shares, which maspiepared by a specialized company of proven edqpeer that is independent
of us, our directors and our controlling shareholdeoup, in addition to satisfying the applicabkrmis of and carrying
responsibility under Brazilian corporation law.

The choice of the specialized company responsibledétermining the economic value of our sharde Ise determined
at a shareholders' meeting at which preferred bbéders will be entitled to vote, following presation by the board of directors
of a list of three specialized companies nominfeduch purpose. The selection must be madeebadhis of a majority vote of
the free float shares attending the meeting, exotudbstentions. If the vote occurs on the firgll, dt must be attended by
holders of at least 20% of the free float sharBse cost of the valuation report will be borneufl by the offeror.

Upon announcing a decision to delist the comparthéomarket, the offeror must also disclose theimarm value per
share on the basis of which the offer to purchafieber made. If the price per share determineth@valuation report is greater
than the value announced by the offeror, delistitlautomatically be cancelled unless the offeeapressly agrees to make the
offer to purchase at a price per share equal toettmmomic value per share as set forth in the Vialuaeport and timely
notification of this fact is provided to the market

The cancellation of registration as a listed comyparust follow the procedures and meet the otheuirements
established in the regulations applicable undertéinms of current law applicable to a Brazilian @amy, particularly those
appearing in regulations published by the CVM anghbject.

Divestment of control following abandonment of lLl&vksting

In the event that we abandon or cancel our Levdtihg and in the subsequent 12 months there ¢hamnge in our
control, the controlling shareholders relinquishicantrol and the acquiror undertake, jointly andhwbint responsibility, to
acquire the shares of all shareholders at the gé@reshare and pursuant to the same terms andtiomsdbbtained by the
controlling shareholder group in the sale of thwivn shares in accordance with the inflation indexany other monetary
connection applicable to the relevant period. ha évent that the price obtained by the controlihgreholder group for their
shares is higher than the price per share offerddet other shareholders in the offer to purchasdenin accordance with Level 2
regulations (see "— Cancellation of Level 2 registm"), the controlling shareholders relinquishiogntrol and the acquiror
undertake, jointly and with joint responsibilityy pay the difference between the proceeds in tleatipn for the transfer of
control and the value paid to those shareholdesagaept the terms of the offer.

In addition, we and our controlling shareholders albliged to register in our share registry boakabligation to fulfill
the provision described in the paragraphs above.

Significant Differences Between Our Corporate Govearance Practices and NYSE Corporate Governance Staads

We are subject to the NYSE corporate governantadistandards. As a foreign private issuer, thadards applicable
to us are considerably different to the standapgdied to U.S. listed companies. Under the NYSIEguwe are required only to
(i) have an audit committee or audit board, purstaran applicable exemption available to foreigivate issuers, that meets
certain requirements, as discussed below, (ii)idewrompt certification by our chief executive ioffr of any material
non-compliance with any corporate governance rwad, (iii) provide a brief description of the sificant differences between
our corporate governance practices and the NYSkpocate governance practices required to be followgdU.S. listed
companies. The discussion of the significant difficees between our corporate governance practicbthase required of U.S.
listed companies follows below.
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Majority of Independent Directors

The NYSE rules require that a majority of the boamdst consist of independent directors. Indepeceléndefined by
various criteria, including the absence of a mateslationship between the director and the listechpany. Brazilian law does
not have a similar requirement. Under Braziliaw,laeither our board of directors nor our managen®nequired to test the
independence of directors before their electiorthi board. However, both Brazilian corporation land the CVM have
established rules that require directors to meehicequalification requirements and that addrésscompensation and duties and
responsibilities of, as well as the restrictionplagable to, a company's executive officers an@éaors. Our directors meet the
qualification requirements of Brazilian corporatitaw and the CVM, and a majority of our directorsud be considered
independent under the NYSE test for director indelpace. Brazilian corporation law and our bylaeguire that our directors
be elected by our shareholders at a general sHdezkomeeting.

Executive Sessions

NYSE rules require that the non-management directoust meet at regularly scheduled executive sessiothout
management present. Brazilian corporation law amé¢have a similar provision. According to Bréil corporation law, up to
one-third of the members of the board of directas be elected from management. The remainingnmbmagement directors
are not expressly empowered to serve as a cheakaoagement, and there is no requirement that tiosetors meet regularly
without management. As a result, the non-managediesttors on our board do not typically meetxe@utive session.

Nominating/Corporate Governance Committee

NYSE rules require that listed companies have aimating/corporate governance committee composenlegntof
independent directors and governed by a writtemtehaddressing the committee's required purpodedatailing its required
responsibilities, which include, among other thinigentifying and selecting qualified board membeminees and developing a
set of corporate governance principles applicablbé company.

Compensation Committee

NYSE rules require that listed companies have apemsation committee composed entirely of independiactors
and governed by a written charter addressing tienutiee's required purpose and detailing its regliresponsibilities, which
include, among other things, reviewing corporatalgioelevant to the chief executive officer's comgagion, evaluating the chief
executive officer's performance, approving the Tleieecutive officer's compensation levels and revemding to the board
non-chief executive officer compensation, incentteenpensation and equity-based plans. We areeqgoiired under applicable
Brazilian law to have a compensation committee désrBrazilian corporation law, the total amountikalde for compensation
of our directors and executive officers and forfingharing payments to our executive officerssgablished by our shareholders
at the annual general meeting. The board of dirscis then responsible for determining the indigidcompensation and
profit-sharing of each executive officer, as wedl the compensation of our board and committee mesmb@a making such
determinations, the board reviews the performaricthe executive officers, including the performarafeour chief executive
officer, who typically excuses himself from disciesss regarding his performance and compensation.

Audit Committee

NYSE rules require that listed companies have aditaecommittee that (i) is composed of a minimum tbfee
independent directors who are all financially By, (i) meets the SEC rules regarding audit catess for listed companies,
(iii) has at least one member who has accountinfinancial management expertise, and (iv) is goedrhy a written charter
addressing the committee's required purpose aralidgtits required responsibilities. However,aoreign private issuer, we
need only to comply with the requirement that tlielibcommittee meet the SEC rules regarding aualibroittees for listed
companies. Brazilian corporation law requires canips to have a non-permané&unselho Fiscatomposed of three to five
members who are elected at the general sharehohdeesing.
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Our statutory Fiscal Board is primarily chargedhagertain advisory, oversight and review functianth respect to the
company's financial statements. However, the taturiscal Board, as required by Brazilian Corperaaw, has only an
advisory role and does not participate in the manamt of the company. Decisions of the statutésgdf Board are not binding
on the company under Brazilian Corporate Law.

As Brazilian Corporate Law does not specificallyargr our statutory Fiscal Board the power to esthblieceipt,
retention and complaint procedures regarding adaogninternal control and audit matters, or crgabcies for the confidential,
anonymous treatment of employee concerns regardompunting or auditing matters, we have also estaddd an Audit
Committee as a best corporate governance practiaddress, at times working with the Ethics Coneeittissues such as this,
among others. See "ltem 6.C — Directors, Seniondd@ment and Employees — Board Practices — Audihr@ittee." We
expect that there are some similar functions betwbe Audit Committee and our statutory Fiscal Bioant we do not believe
that our use of a fiscal board that complies witaZian Corporate Law, in combination with our AuG@ommittee, materially
adversely affects the ability of our Audit Commétte act independently, satisfy the other applieabbuirements of Exchange
Act Rule 10A-3.

Shareholder Approval of Equity Compensation Plans

NYSE rules require that shareholders be given thgodunity to vote on all equity compensation plamsl material
revisions thereto, with limited exceptions. Un@eazilian corporation law, shareholders must aperal stock option plans. In
addition, any issuance of new shares that excaadsuthorized share capital is subject to sharena@gdproval.

NYSE rules require that listed companies adoptdisclose corporate governance guidelines. We havadopted any
formal corporate governance guidelines beyond thiegeired by applicable Brazilian law. We have @dd and observe a
disclosure policy, which requires the public distice of all relevant information pursuant to guides set forth by the CVM, as
well as an insider trading policy, which, among estlihings, establishes black-out periods and requinsiders to inform
management of all transactions involving our se@gi

Code of Business Conduct and Ethics

NYSE rules require that listed companies adoptdisdose a code of business conduct and ethiadiflectors, officers
and employees, and promptly disclose any waivetheftode for directors or executive officers. Agable Brazilian law does
not have a similar requirement. We have, howeagopted a Code of Ethics applicable to our officdiectors and employees.
See "ltem 16B. Code of Ethics."

Internal Audit Function

NYSE rules require that listed companies maintainirdernal audit function to provide management &émel audit
committee with ongoing assessments of the compasi'snanagement processes and system of inteonéiod.

Sarbanes-Oxley Act of 2002

We maintain controls and procedures designed tarertbat we are able to collect the information ave required to
disclose in the reports we file with the SEC, aadbtocess, summarize and disclose this informatiithin the time periods
specified in the rules of the SEC. Our officertifieations under Section 404 of the U.S. Sarbabeky Act of 2002 are
included as Exhibits 12.1 and 12.2 to this Annugp&rt.

D. Selling Shareholders

Not applicable.
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E. Dilution
Not applicable.
F. Expenses of the Issue
Not applicable.
ITEM 10. ADDITIONAL INFORMATION
A. Share Capital
Not applicable.
B. Memorandum and Articles of Associatio

We set forth below a brief summary of certain digaint provisions of our by-laws, Brazilian corptioa law and the
rules and regulations of the CVM. Because this isummary, it may not contain all information th&timportant to you.
Accordingly, this description is qualified entiyddy references to our by-laws and Brazilian coation law.

In addition, holders of our preferred shares wil éntitled to all shareholders' rights providedst@areholders of
companies listed on the Level 2 segment of BM&FB®@WPR. For a summary description of these sharehaidbts, see
"ltem 9. The Offer and Listing — C. Markets — BM&EB/ESPA's Differentiated Corporate Governance Peastf

General

Our corporate name is TAM S.A. and our head offickvcated in the city of Sdo Paulo, state of Saol® Brazil. We
were registered with the Board of Trade of theestdtSao Paulo under NIRE number 35,300,150,007hand been registered
with the CVM as a public stock corporation undemiyer 01639-0 since 1997.

All of our shares are registered with no par vadumel are indivisible. Our entire capital stock udlyf paid-up. We
currently hold 80,255 treasury shares.

Corporate purpose

Pursuant to article 3 of our by-laws, our corporaieposes are the participation (as either a sbitehor quotaholder)
in companies engaged in scheduled air transpantagovices or related activities (including TAM has Aéreas). Our by-laws
provide that any sale of more than 50% of our mgddf voting capital in TAM Linhas Aéreas to a thiparty is considered a
change in corporate purpose and, accordingly, wallldv shareholders to exercise their right to dittw their shareholdings
and receive in consideration the economic valuehefr shares, subject to the provisions of our dwd and the Brazilian
corporation law. See "Reimbursement and rightitfidvawal."

Rights of our common and preferred shares

Each of our common shares gives the holder the tigkote on decisions of our shareholders' mestingur preferred
shares carry no right to vote on decisions of tieeholders' meetings, except (as long as westegllon the Level 2 segment of
BM&FBOVESPA) with regard to certain matters. See Voting Rights."

Our preferred shares shall have the following ath@es as compared to our common shares:

. priority in the reimbursement of capital, withouemium, in the event of our liquidation; and

. the right to be included in public offerings dedviom the transfer of our control, at the sameepaid per
each common share of the controlling block.
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Reimbursement and right of withdrawal

For purposes of the right of withdrawal, Braziliearporation law provides that a dissident sharedraildcludes not only
shareholders who vote against a specific resolution also those that have abstained from votindgaibed to appear at the
shareholders' meeting. Brazilian corporation laawfles that a dissident shareholder or sharehalitbrno voting rights has the
right to withdraw from shareholding in a companyngpeceiving full reimbursement for all shares helthe event that the first
invitation published for attending such sharehdtereeting is made (by a qualified quorum of shaldrs representing at least
50% of the shares with the right to vote) to apprary of the following matters:

. create preferred shares or increase an alreadjngxidass of preferred shares, without maintairtimgy same
proportion in relation to the other classes of sbaunless already provided or authorized in thiaisg;

. alter the preference, privilege, or conditions rieslemption or amortization granted to one or mdasses of
preferred classes, or create a new class of skatiegreater privileges than the existing classepreferred
shares;

. reduce the mandatory dividend;

. consolidate or merge with another company, inclgdine of our controlling companies;

. participate in a group of companies;

. change of corporate purpose;

. transfer all shares to another company or recdmages in another company in such a way as to niake t

company whose shares were transferred to a whalhed subsidiary of the merged company;

. perform a spin-off that results in (i) a changehia company's corporate purpose (unless the corgpassets
and liabilities are transferred to a company tlet substantially the same corporate purposej (@duction in
the compulsory dividend, or (iii) participation éngroup of companies, as defined in Brazilian coafion law;
or

. acquire control of another company for a price #ateeds the limits provided in Brazilian corpayatiaw
(and subject to the conditions set forth in Brarlcorporation law).

In the case of the first two items set out abovdy ¢the holders of shares adversely affected mayoise the right of
withdrawal.

Whenever a company resulting from the consolidatioerger of shares, or spin-off of a public stookporation fails to
obtain registration as a public stock corporatiamd( if applicable, fails to obtain registrationitsfshares for trading on the stock
exchange within 120 days of the date of the shddeh® meeting that approved that decision), thsidiént shareholders or
shareholders without voting rights may also exertie right of withdrawal.

In the event that our shareholders approve anylusio for us to (i) consolidate or merge with amat company,
(i) transfer all our shares to another compangsto transform our company into a wholly-ownedsadibry of that company, or
(iif) become part of a group of companies, the trighwithdrawal may be exercised only if our shafai to satisfy certain
liquidity tests at the time of the shareholdersétimg.

The right of withdrawal expires 30 days after pedion of the minutes of the shareholders' meetinigh approved any
of the matters set out above. In the case ofitbetivo items above, the decision taken at theedt@ders' meeting only becomes
legally effective upon confirmation by shareholdbodding preferred shares, which must be obtaineal special shareholders'
meeting held within one year.
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In such cases, the 30-day deadline begins on tigeadigublication of the minutes of the specialrshalders meeting.
In the event that any redemption of shares heldlisgident shareholders would potentially be priejatito our financial
stability, we would have ten days following the apon of that 30 day deadline to reconsider thsotution that caused the
exercise of the right of withdrawal.

Brazilian corporation law also provides that thdueaof any shares to be withdrawn by dissident edialders, or
shareholders with no voting rights who have exextige right to withdraw, shall be valued in an antgyreater than the portion
of our net worth attributed to those shares, asatestnated by reference to our assets in the latdance sheet approved at a
shareholders meeting (in the event that more tHadaf§ys have passed since the date of that baldvest, gshe dissident
shareholders have the right to request that theevaf their shares be calculated by reference taassets on our most recent
balance sheet).

The change in the rights and benefits of our preteshares was discussed at an extraordinary destereholders’
meeting held on September 19, 2008.

The sale of more than 50% of our common stake iMTAnhas Aéreas to a third party would be consideaehange in
our corporate purpose and would give our shareheltiee right (subject to Brazilian corporation lamnd our by-laws) to
withdraw their shareholdings and receive the ecanealue of their shares.

Increases in capital and preemptive rights

Each shareholder has preemptive right in respeahpfissuance of new shares we conduct for theggerpf increasing
our capital (as well as in respect of subscribmglébentures convertible to shares and warraftsg extent of the preemptive
right is in direct proportion to the equity interdseld by the shareholder and may be exercisecast 130 days after the
publication of the notice of capital increase.the case of an increase of equal proportion imtimaber of shares of all existing
types and classes, each shareholder may exereigeg@mptive right only over the same type andsabishares already held. In
the event that the shares to be issued are ofrexistpes and classes but the exercise of the gresright would result in a
change in the respective proportions of our cagitatk, the preemptive right may only be exercigeer the types and classes
identical to those already held by the shareholdatsmay only extend to any other shares in thatehat these are insufficient
to assure the shareholders the same proportiourinapital stock they had prior to the increaseapital. In the event that there
is an issuance of shares of types and classesatifffom those already existing, each sharehatd®r exercise their preemptive
rights (in proportion to the same number of shate=ady held) over the shares of all types andsems the capital increase.

Our by-laws provide that, in accordance with Biianilcorporation law and criteria set forth by ooald of directors,
preemptive rights may be excluded, or the deadbine=xercise may be brought forward, in respecamyf issuance of shares,
subscription bonuses, debentures or other secudtiavertible to shares where such issuance iggléx) via sale on the stock
exchange or public subscription, or (b) in exchafgeshares in a public offering of control acqtigsi, in accordance with
applicable laws. In addition, Brazilian corporati@w provides that granting an option to purchsisares in relation to certain
plans is not subject to preemptive rights.

Shareholders' meetings

Our board of directors is the competent body fdiirgaour shareholders' meetings. Notice of owareholders' meetings
must be published at least three times inQi&io Oficial do Estadothe official newspaper of the state where oudhearters
are located and another newspaper in general atron| currentlyalor Econdmico Our shareholders' meetings take place in
our headquatrters, in the city of Sdo Paulo, inStege of Sdo Paulo. Shareholders attending alsblders' meeting must produce
proof of their status as shareholders and proadfttiey hold the shares entitling them to vote.

Voting rights
Each common share grants the holder the right éovote at shareholders' meetings.

- 105 -



Table of Contents

Our preferred shares do not grant their holdereiggvoting rights except, for so long as we aseeli on the Level 2
segment of BM&FBOVESPA, in relation to the followimatters:

. any direct conversion, consolidation, spin-off cgrger of TAM;

. agreements between us and our controlling sharef{g)d as well as other companies in which ourradiing
shareholder(s) have an interest, so long as suttenmdave been approved in a general sharehotdeeting
to the extent required by law or statue;

. the evaluation of assets in relation to any capiiaiease;

. the appointment of any company specializing in @athg the economic value of our shares in casa of

mandatory tender offer launched by us or by outreimg shareholders if we elect to go privateifove elect
to cease to follow the requirements of BM&FBOVES®Revel 2 regulation;

. any change in our corporate purpose; and
. any change in, or the revocation of, provisionswf by-laws resulting in any violation of certasguirements
of BM&FBOVESPA's Level 2 regulation. See "ltemThe Offer and Listing — C. Markets —

BM&FBOVESPA's Differentiated Corporate Governancad®ices."

Brazilian corporation law provides that shares withvoting rights or restricted voting rights (whiwould include our
preferred shares) must now carry unrestricted gotights in the event we should fail to distribufia;, three consecutive years,
any fixed or minimum dividends granted by thesaahantil such time as the respective distributtocompleted. As a result of
the fact that our by-laws do not provide for aryefi or minimum dividend, such unrestricted votifghts do not apply to our
preferred shares.

Brazilian corporation law also provides that angmde in the rights of preferred shareholders, grcaeation of a class
of shares with priority over the preferred sharesinbe approved by the owners of our common slzrashareholders' meeting.
Any such approval will only become legally effeetiupon approval by the majority of our preferréadrgholders at a special
shareholders' meeting, at which preferred sharenehkbte as a special class of shareholder.

Brazilian corporation law grants the right to elenembers of our board of directors (and alternatdspeneral
shareholders' meetings to the holders of (i) preteshares with no voting rights (or with restritieting rights) representing at
least 10% of the total capital, and (ii) commonrsebahat are not part of the controlling group,respnting at least 15% of the
total voting capital. In the event that the nomicolling holders of preferred shares or commonrehalo not represent the
respective thresholds set out above, Brazilian @apn law provides that holders of preferred ehaand common shares
representing at least 10% of our capital may comlbireir holdings in order to elect a member (arndriahte) to our board of
directors.

Shareholders have certain rights that may not texeal by provisions of our by-laws or resolutiorissbareholders'
meetings. These rights are (i) in the case of comahares only, the right to vote at general studdens' meetings, (i) the right
to participate in the distribution of dividends ainterest paid on our own capital and to shareuinremaining assets in the case
of liquidation, (iii) rights to subscribe for shareor securities convertible to shares under certainumstances, and
(iv) withdrawal rights in certain cases. Our bywaand a resolution of the majority of the shardard with voting rights have
the ability to establish as well as remove cergalditional rights.

Registration of Our Shares: Form and Transfer
Our preferred shares are held in registered botl-éorm, using the book-entry form services of Bartad S.A., as

custodian. Transfer of our preferred shares isezhout by means of an entry in their books, bitileg the share account of the
transferor and crediting the share account ofrdumesteree.
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Transfer of shares by a foreign investor are madtié same way and executed by the investor's Egaht on the
investor's behalf except that, if the original istreent was registered with the Central Bank purstarforeign investment
regulations, the foreign investor should also seaekendment, if necessary, through its local agehtthe Certificate of
Registration to reflect the new ownership.

The S&o Paulo Stock Exchange operates a centraluagible clearing system through the CBLC. A Holaf our
preferred shares may choose, at its discretiopatticipate in these systems and all shares elgéotbd put into the systems wiill
be deposited in custody with the relevant stockherge (through a Brazilian institution that is dalythorized to operate by the
Central Bank and maintains a clearing account thighrelevant stock exchange). The fact that shahes are subject to custody
with the relevant stock exchange will be reflectedur registry of shareholders. Each particigashareholder will, in turn, be
registered in our register of beneficial sharehddaat is maintained by the relevant stock exchaamyd will be treated in the
same way as registered shareholders.

American Depositary Receipts

JPMorgan Chase Bank, N.A., as depositary has esg¢cand delivered the ADRs representing our predesfeares.
Each ADR is a certificate evidencing a specifianber of American Depositary Shares, or ADSs. EADIS represents an
ownership interest in one preferred share, whicthaxe deposited with the custodian, as agent adépesitary. Each ADS also
represents any securities, cash or other propegypsited with the depositary but which they havedistributed directly to you.
Unless specifically requested by you, all ADSsl Wwé issued on the books of our depositary in bewty form and periodic
statements will be mailed to you which reflect yownership interest in such ADSs. In our desaiptreferences to American
depositary receipts or ADRs shall include the statats you will receive which reflects your ownepsbf ADSs.

The depositary's office is located at 4 New Yor&Zal New York, NY 10004.

You may hold ADSs either directly or indirectly tlugh your broker or other financial institutiorf. you hold ADSs
directly, by having an ADS registered in your naonethe books of the depositary, you are an ADR éwldf you hold the ADSs
through your broker or financial institution noméeyou must rely on the procedures of such brokdimancial institution to
assert the rights of an ADR holder. You shouldstdtrwith your broker or financial institution tonfl out what those procedures
are.

Because the depositary's nominee will actuallyheerégistered owner of the shares, you must reliy tnexercise the
rights of a shareholder on your behalf. The obiiyes of the depositary and its agents are seirolite deposit agreement. The
deposit agreement and the ADSs are governed by\¥ekvlaw.

C. Material Contracts

Most of our material contracts are directly relate@ur operating activities, such as contractatirgd) to aircraft leasing
and fuel supply. We do not have material contrtws are not related to our operating activities.

Airbus Purchase Contracts
A320 Family Purchase Agreement

In 1998, we entered into a purchase agreement Aiithus S.A.S. for the purchase of 38 A319-100 argP@200
aircraft, plus 5 options to lease these aircrafie last aircraft under this purchase agreementetgered in February 2008.

A350 Family Purchase Agreement

In 2005, we entered into a purchase agreementAitius S.A.S. for the purchase of 10 A350-900 aiftcr We later
renegotiated this agreement and agreed to leage32Q@, plus 10 options to lease these aircraft. ABBO aircraft under this
lease are scheduled to start being delivered i8.201
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TAY Engine Maintenance Contract

In 2000, we entered into an engine maintenanceacnvith MTU Motoren-und Turbinen-Union Miinchen Gl or
MTU, pursuant to which MTU agreed to provide certanaintenance, refurbishment, repair and modificaservices with
respect to approximately 105 TAY650-15 aircraft iapg. This contract is complemented by a novatod amendment
agreement between us and Rolls-Royce Brazil Ltdasyant to which Rolls-Royce Brazil Ltda., repladddU as contract
counterparty. This agreement terminates on Jun2Cg(b.

V2500 Engine Maintenance Contract

In 2000, we entered into an engine maintenanceracnivith MTU Maintenance Hanover GmbH, or MTU Haean
pursuant to which MTU Hanover agreed to providgasermaintenance, refurbishment, repair and maatificmn services with
respect to certain V2500-A5 engines. This agre¢neeminates on June 30, 2014.

GE Contract

In 2001, we entered into a general terms agreemightGE Engine Services Distribution, L.L.C., or Gursuant to
which we have agreed to purchase certain spareengnd support equipment for both the spare es¢fira¢ we have purchased
from GE and certain engines that have already lrestalled on our operating fleet. We have alseadrto purchase certain
product support services from GE. This agreemastrio fixed termination date.

Sabre Contract

In October 2003, we entered into a general servaggeement with Sabre Travel International Limitpdrsuant to
which we were granted a license (relating to thevision of maintenance services) for electronicereation technology and
database backup. This agreement will remain iceféor ten years, unless early cancelled by ejihety.

Agreements in relation to TAM's proposed combinatia with LAN

We set out below summaries of the material prowisiof the agreements TAM has entered into in atd TAM's
proposed combination with LAN. We are filing copief these agreements as Exhibits 4.9 and 4.1ig¢@nhnual Report. These
summaries are qualified in their entirety by refereeto the full text of the agreements themselves.

Implementation Agreement

On January 18, 2011 (the "signing date") TAM erdeigto an implementation agreement with LAN, the NLA
controlling shareholders, TEP and the Amaro familthis agreement sets forth the corporate stepsupnot to which TAM's
proposed combination with LAN will be effected. eBte see "Item 4. Information on the Company —ri&ssi Overview —
Proposed Combination with LAN" for a descriptiontioése steps.

In addition, LAN and TAM each agreed that, subjéxtcertain exceptions, it and its subsidiaries wifle its
commercially reasonable efforts to preserve itsifasses and all licenses necessary to own, leagpaate its respective
properties, rights and other assets and to carritsorespective business and operations and keaijtable the services of its
officers, employees and consultants and existitagiomships and goodwill with its customers, suerdj employees and strategic
partners. LAN and TAM also each agreed that, sultgecertain exceptions, they must obtain confent the other party prior
to taking certain actions including (among othémgelation to dividends, certain transactionsdfation to their equity securities,
granting security interests, amending their by-lamgaking certain capital expenditures, transferriigipts in relation to assets
and properties, incurring certain indebtednesslirggiclaims, entering into material contracts, makmaterial changes to labor
policies, making changes in accounting policieserng into new business lines, taking actions thatild materially impact the
ability to complete the proposed combination, anvegdr terminating material financing or other miatkcontracts.

Each of the parties also agreed to cease and imategdterminate all existing activities and disdéoss with any person
conducted prior to the signing date with respecnd'alternative proposal" for LAN or TAM, meanifijj an acquisition, lease,
license or outsourcing of any assets, servicesusinbsses of LAN or TAM, as applicable, or of sdizsies of either of them
collectively representing more than 25% of the faarket value of the total assets of LAN or TAM,agplicable, or collectively
generating or contributing 25% or more of the tathsolidated revenues or operating income of LANTAM, as applicable,
during the last fiscal year, (ii) any tender exdmmffer or exchange offer that would result in g@eyson or group beneficially
owning any equity securities of LAN or TAM, as aippble, or (iii) any business combination, recdjdion, issuance or
amendment of securities, liquidation, dissolutimmt venture, share exchange or similar transaatiwolving LAN or TAM or
any of their subsidiaries.
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Exchange Offer Agreement

On the signing date, TAM also entered into an emghaoffer agreement with LAN, the LAN controllingaseholders,
TEP and the Amaro family. This agreement contéamsong others) provisions in relation to the prambexchange offer to be
made to TAM's shareholders.

LAN and TAM each gave a number of representatiorts warranties in relation to their businesses,uidiclg (among
others) in relation to due organization, power itee into the agreements, the absence of conflits existing agreements, the
absence of legal proceedings against each of tkempliance with applicable laws and regulationg #isence of certain
undisclosed liabilities, aircraft they own or leased the absence of any defaults under materidracia. Many of these
representations and warranties are qualified byranother things, the absence of a "material adveffect." Each of the LAN
controlling shareholders and TEP also gave a nurobegpresentations and warranties, including (agnothers) in relation to
due organization, power to enter into the agreesp¢hé absence of conflicts with existing agreesiantd the absence of legal
proceedings against each of them.

The obligations of the Amaro family, LAN and Holddato commence the exchange offer are subject noraber of
conditions. There are certain "mutual” conditiomsich must be satisfied or waived by both the Am&amily and LAN
including (among others) receipt of certain shal@dmoapprovals, receipt of regulatory approvals, éhsence of proceedings by
any court or governmental agency restricting th@ppsed combination and, in relation to the appraisacess for the economic
value of TAM per TAM preferred share required bylkgable Brazilian regulations, the product of @u&d the high end of the
range of economic value of LAN per LAN common shauast recently determined by the appraiser beiegtgr than or equal to
the low end of the range of economic value of TA& phare of TAM stock as determined by that apprai€ach of the Amaro
family and LAN also have additional conditions @i obligations to commence the exchange offduding (among others) the
holders of not more than 2.5% of the outstandirayeshof LAN common stock having exercised theirrajspl rights §erecho a
retiro) under Chilean law with respect to the mergers,abcuracy of representations and warranties,éHermance of material
obligations and the absence of material adversagdsain the businesses of TAM and LAN. Finally thbligations of the
Amaro family and LAN to consummate the exchangeroffre also subject to a number of conditions. "Hhatual" conditions
include (among others) none of the BM&FBOVESPA, B¢SE or the SSE having revoked or suspended fisozpl of any of
its required listings and the number of TAM's shaiders agreeing to the exchange offer being themoim required to allow
TAM to delist under Brazilian law. The Amaro fagid obligations are subject to additional condsigithe "subscription
conditions") including (among others) regulatorpagvals, the absence of restraining orders, theralgsof adverse actions and
the absence of certain material changes in relatidtAN. LAN's obligations are also subject to d@ishal conditions including
(among others) in relation to the number of TAMtefprred shares and ADSs validly tendered and nthtdvawn from the
exchange offer being sufficient so that a statusmyeeze-out may be effected under Brazilian lagulatory approvals, the
absence of restraining orders, the absence of selaetions and the absence of certain materiabelsan relation to TAM.

LAN agreed to indemnify TEP and the Amaro family @ertain losses arising if the exchange offerds completed
(i) solely as a result of any failure by LAN to dimm in writing to TEP and the Amaro family on tlexpiration date of the
exchange offer that any condition waivable onlyll\N (other than the squeeze-out condition summadriieove) was satisfied
if (but only if) such condition was in fact satesfi, or (ii) after the Amaro family have paid for FEChile stock in exchange for
the voting common shares and non-voting preferteates of TAM held by them. TEP and the Amaro fgnabreed to
indemnify LAN for certain losses arising if the &ange offer is not completed because of any faiyreéhem to confirm in
writing to LAN on the expiration date of the exclganoffer that any of the subscription conditionsswsatisfied if (but only if)
such condition was in fact satisfied.
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Termination of the Implementation Agreement and Ehange Offer Agreement

The agreements will terminate automatically if avtien (i) the exchange offer expires in accordanitie it terms or is
revoked with the permission of CVM without the phaise of any TAM stock, or (ii) if the product oBGand the high end of the
range of economic value of LAN per share of LAN ¢oom stock as determined by the appraiser at arg/isrfess than the low
end of the range of economic value of TAM per shar@d AM stock as determined by the appraiser ahdiroe. In addition,
either the Amaro family or LAN may terminate theregments following certain events including (amatlgers) if required
regulatory approvals are not obtained, if the ergleaoffer has not commenced by June 30, 2012 ¢die was originally
December 31, 2011 but was extended to June 30, @89ldescribed under — "Extension Letter" below)a ihon-appealable
restraining order in relation to the proposed coration has been issued, if LAN shareholders doapmrove the proposed
combination or if TAM has called five shareholdegzetings and a quorum is not present at any suckingder if a quorum was
present and the vote of the holders to select pragger is taken and completed but the selecticanadppraiser is not approved
by a majority of the votes cast). Each of the Amtamily and LAN may terminate the agreements feif@ certain events
relating to the Amaro family, TAM or LAN, as appdicle, including (among others) a breach or failirgperform certain
representations, warranties or agreements, addilyitheir respective boards of directors to recemthe transaction, a change
of recommendation for the proposed combination bgirt respective boards of directors or the approealoption or
recommendation by their respective board of dimsctd an alternative transaction. LAN may alsarieate the agreements if,
prior to the commencement of the exchange offer,GWM has refused to grant its approval for any.AN's conditions to the
completion of the exchange offer.

Each of LAN and TAM agreed to pay the other a teation fee of U.S.$200 million (plus up to U.S.$8a#lion in
expenses) if the agreements are terminated follp\{ilna change of recommendation by their respedtivards of directors, or
(i) within 12 months of the transaction agreemdrgsg terminated, a competing proposal with relsfeeither of them is made,
becomes publicly known or announced by a thirdypand, thereafter, either of them complete, emtter agreements in relation
to or their respective boards of directors reconur@n do not oppose) a competing transaction.

Extension Letter

On January 12, 2012, the parties to the Implemientétgreement and Exchange Offer Agreement agreedtend the date by
which the exchange offer must commence before thara family or LAN may terminate the agreementsifidecember 31,
2011 to June 30, 2012.

Shareholders' Agreements

As discussed above under "ltem 10.C. Material Gatér— Agreements in relation to TAM's proposed loio@tion
with LAN — Exchange Offer Agreement," following trmombination of LAN and TAM, TAM will continue toxést as a
subsidiary of Holdco | (and as an affiliate of LAB)d LAN’s name will be changed to "LATAM Airlingsroup S.A." Prior to
the date of this Annual Report, LAN and the LAN toiling shareholders entered into several shadsrel agreements with
TAM, Holdco | and TEP Chile to set forth the pastiagreement with respect to the governance, manageand operation of
LAN, Holdco I, TAM and their respective subsidiariévhich we refer to collectively as the "LATAM Gup") following the
effective time. The shareholders agreements stt fo extensive set of principles that will apfdythe corporate governance
and organization of the LATAM Group following théfective time, which are summarized below. Pursuartheir terms, the
shareholders agreements will become effective dnind at the time that Holdco | becomes a holdeatoleast 80% of the
outstanding TAM common shares.

Governance and Management of LATAM Group

The control group shareholders agreement and thé-TEP shareholders agreement set forth the padg&ement on
the governance and management of the LATAM Grollpving the effective time. The key provisionstbEse agreements are
summarized below. We refer to the shareholderseagent among the LAN controlling shareholders aB& Thile, which sets
forth the parties’ agreement concerning the goverea management and operation of the LATAM Group &oting and
transfer of their respective LAN common shares 8B®& Chile’s voting shares of Holdco I, followingetleffective time, as the
"control group shareholders agreement." We reféhé shareholders agreement between LAN and THE, @ich sets forth
the parties’ agreement concerning the governanaeagement and operation of the LATAM Group follogvihe effective time
as, the "LAN-TEP shareholders agreement."
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Composition of the LATAM Board

We expect that Mr. Mauricio Rolim Amaro and Mari&@lia Oliveira Amaro will be elected to the LATAbbard of
directors at a special meeting of the shareholoetATAM to be held after the effective time in vai the entire LATAM board
of directors will be replaced. Mr. Mauricio Roli#imaro will be the chairman of LATAM’s board of dg®rs for the first two
years following the effective time. If Mr. Amar@eates this position for any reason within that-jwear period, TEP Chile has
the right to select a replacement to completedrist Thereafter, LATAM's board of directors wilppoint any of its members as
the chairman of LATAM’s board of directors, fronmi to time, in accordance with LATAM’s by-laws.

LATAM Board Committees

Promptly after the effective time, LATAM’s board difrectors will establish the following four commeies to review,
discuss and make recommendations to LATAM's bodrdictors: the Strategy Committee, the Leadersbipnmittee, the
Finance Committee and the Brand, Product and Fredtiger Program Committee. The Strategy Committéefocus on the
corporate strategy, current strategic issues amdhitee-year plans and budgets for the main busineiss and functional areas
and high-level competitive strategy reviews. Theadership Committee will focus on, among othergbirgroup culture, high-
level organizational structure, appointment of theef executive officer\(ice Presidente Ejecutiyoof the LATAM Group
(which we refer to as the "LATAM CEQ") and his oerhother reports, corporate compensation philosopbynpensation
structures and levels for the LATAM CEO and othey lexecutives, succession or contingency planrenghie LATAM CEO
and performance assessment of the LATAM CEO. TiharfEe Committee will be responsible for finangialicies and strategy,
capital structure, monitoring policy compliances tgptimization strategy and the quality and relipoif financial information.
Finally, the Brand and Frequent Flyer Program Cottemiwill be responsible for brand strategies arahd building initiatives
for the corporate and main business unit brangsythin characteristics of products and servicegéoh of the main business
units, frequent flyer program strategy and key paagfeatures and regular audit of brand performance

Management of the LATAM Group

Enrique Cueto Plaza, LAN'’s current CEO, will be th&TAM CEO following the effective time. The LATAMCEO
will be the highest ranked officer of the LATAM Gup and will report directly to the board of directaof LATAM. The
LATAM CEO will be charged with the general supetors direction and control of the business of thi&TAM Group and
certain other responsibilities set forth in the LARP shareholders agreement. After any departtirdfheo LATAM CEO,
LATAM'’s board of directors will select his or hemscessor after receiving the recommendation ot #alership Committee.

Ignacio Cueto Plaza, LAN’s current president anigfcbperating officer Gerente Generdl will be the chief operating
officer of LATAM (which we refer to as the "LATAM OQ") following the effective time.

The LATAM COO will report directly to the LATAM CEQand will have general supervision, direction awoatmol of the
passenger and cargo operations of the LATAM Greupluding those conducted by Holdco I, TAM andsitbsidiaries, and the
international passenger business of the LATAM Groilipe LATAM COO, together with the chief executigfficer of TAM
Group (as defined below) (which we refer to as'fhAM Group CEO"), will recommend a candidate to th&TAM CEO to
serve as the head of the international passengandss of the LATAM Group (including both long hauld regional operations),
who shall report jointly to the LATAM COO and theAM Group CEO. The key executives of the LATAM Gpo(other than
the LATAM CEO and those in the TAM Group) will bpointed by, and will report, directly or indiregtto the LATAM CEO.

The head office of the LATAM Group will continue be located in Santiago, Chile following the effeettime.
Governance and Management of Holdco | and TAM

The Holdco | shareholders agreement and the TANMesiwdders agreement (each as defined below) déttfoe parties’
agreement on the governance and management ofdibldé@M and its subsidiaries (which we refer tdlectively as the "TAM
Group") following the effective time. The key pisions of these agreements are summarized below. r&fer to the
shareholders agreement among LAN, Holdco | and TEiRe, which sets forth the parties’ agreement eomicg the governance,
management and operation of Holdco |, and votird) teansfer of voting shares of Holdco I, followittge effective time as the
"Holdco | shareholders agreement" and to the sloddlers agreement among LAN, Holdco |, TAM and TERI& which sets
forth the parties’ agreement concerning the govaeamanagement and operation of TAM and its sidd following the
effective time as the "TAM shareholders agreement.”
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Composition of the Holdco | and TAM Boards

The Holdco | shareholders agreement and TAM shédeh® agreement generally provide for identical rdeaof
directors and the same CEO at both Holdco | and TAlth LAN appointing two directors and TEP Chilppainting four
directors (including the chairman of the board wéctors). For the first two years after the efffez time, the chairman of the
boards of directors of both Holdco | and TAM wik IMaria Claudia Oliveira Amaro.

The control group shareholders agreement providasthe persons elected by or on behalf of the La&Ntrolling
shareholders or the controlling shareholder of TBWM.ATAM'’s board of directors must also serve oe ttoards of directors of
both Holdco | and TAM.

Management of Holdco | and TAM

The day-to-day business and affairs of Holdco | bé managed by the TAM CEO under the oversighhefboard of
directors of Holdco I. The day-to-day business affdirs of TAM will be managed by the "TAM Direfal' under the oversight
of the board of directors of TAM. The TAM Diretarivill be comprised of the TAM Group CEO, the cHiefincial officer of
TAM (which we refer to as the "TAM CFO"), the chigperating officer of TAM (which we refer to as theAM COQO") and the
chief commercial officer of TAM (which we refer ts the "TAM CCO"). Marco Bologna, currently thdefrexecutive officer
of TAM, will be the initial CEO of Holdco | and TAMwhich we refer to as the "TAM CEQ") and any suwsme CEO will be
selected by LAN from three candidates proposed B Thile. The TAM CEO will have general supervisidirection and
control of the business and operations of the TAMUp (other than the international passenger basinéthe LATAM Group)
and will carry out all orders and resolutions af thoard of directors of TAM. The initial TAM CFQillnbe jointly selected by
LAN and TEP Chile and any successor CFO will bected by TEP Chile from three candidates propogedAN. The TAM
COO and TAM CCO will be jointly selected and recoemded to the board of directors of TAM by the TAME@ and TAM
CFO and approved by the board of directors of TAMese shareholders agreements also regulate itiq@osdion of the boards
of directors of subsidiaries of TAM.

TAM will continue to be headquartered in Sdo PaBl@zil following the effective time.
Supermajority Actions

Certain actions by Holdco | or TAM require superandy approval by the board of directors or thershalders of
Holdco | or TAM, which effectively require the amwal of both LAN and TEP Chile before the specifations can be taken.
Actions that require supermajority approval of tHeldco | board of directors or the board of direstof TAM include, as
applicable:

. approve the annual budget and business plan anthtifteyear business (which we refer to collectvels the
"approved plans"), as well as any amendments &eth&ans;

» to take or agree to take any action which causesilbreasonably cause, individually, or in thegaggate, any
capital, operating or other expense of any TAM Camypto be greater than (i) the lesser of 1% of maeeor 10%
of profit under the approved plans, with respecidtions affecting the profit and loss statementjipthe lesser of
2% of assets or 10% of cash and cash equivalesitdefined by IFRS) as set forth in the approvediplhen in
effect, with respect to actions affecting the clielv statement;

. to create, dispose of or admit new shareholderanto subsidiary of any TAM Company, except to théesk
expressly contemplated in the approved plans;

e  to approve the acquisition, disposal, modificattsrencumbrance by any TAM Company of any assettgréhan
U.S.$15 million or of any equity securities or setes convertible into equity securities of any MACompany or
other company, except to the extent expressly ogpitged in the approved plans;

e to approve any investment in assets not relatéidet@orporate purpose of the relevant company,péxoehe
extent expressly contemplated in the approved plans
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to enter into any agreement in an amount greager thS.$15 million, except to the extent expresslytemplated
in the approved plans;

to enter into any agreement related to profit strgrjoint ventures, business collaborations, atéamemberships,
code sharing arrangements, except as approvecebdyufiness plans and budget then in effect, exodpe extent
expressly contemplated in the approved plans;

to terminate, modify or waive any rights or claiofsa relevant company or its subsidiaries underamgngement
in any amount greater than U.S.$15 million, exdephe extent expressly contemplated in the apprplans;

to commence, participate in, compromise or settieraaterial action with respect to any litigationppoceeding in
an amount greater than U.S.$15 million, relatinghrelevant company, except to the extent exjyregsmitted in
the approved plans;

to approve the execution, amendment, terminatioratification of agreements with related parties;ept to the
extent expressly contemplated in the approved plans

to approve any financial statements, amendment$p @ny accounting, dividend or tax policy of thelevant
company;

to approve the grant of any security interest @rgntee to secure obligations of third parties;

to appoint executives other than the Holdco | CEGhe TAM Diretoria or to re-elect the then currdiM CEO
or TAM CFO; and

to approve any vote to be cast by the relevant emmyor its subsidiaries in its capacity as a shalden.

Actions requiring supermajority shareholder apptavaude:

to approve any amendments to the by-laws of arevaglt company or its subsidiaries in respect tdidhewing
matters: (i) corporate purpose, (i) corporate wpi(ii) the rights inherent to each class of relsaand its
shareholders, (iv) the attributions of shareholdsgular meetings or limitations to attributions tbe board of
directors, (v) changes in the number of directorsofficers, (vi) the term, (vii) the change in tlerporate
headquarters of a relevant company, (viii) the cositipn, attributions and liabilities of managemaeft any
relevant company, and (ix) dividends and otherrithistions;

to approve the dissolution, liquidation, winding-aipa relevant company;

to approve the transformation, merger, spin-upngrkand of corporate reorganization of a relevamhpany;

to pay or distribute dividends or any other kindlatribution to the shareholders;

to approve the issuance, redemption or amortizatibmny debt securities, equity securities or cotilvie
securities;

to approve a plan or the disposal by sale, encumsbrar otherwise of 50% or more of the assetsesermhined by
the balance sheet of the previous year, of Holdco |

to approve the disposal by sale, encumbrance efwitbe of 50% or more of the assets of a subsidifkyoldco |
representing at least 20% of Holdco | or to apprtheesale, encumbrance or disposition of equityisées such
that Holdco | loses control of such subsidiary;

to approve the grant of any security interest @rgntee to secure obligations in excess of 50%efssets of the
relevant company; and

to approve the execution, amendment, terminatiaiatification of acts or agreements with relatedipa but only
if applicable law requires approval of such matters

Voting Agreements, Transfers and Other Arrangements

Voting Agreements

The LAN controlling shareholders and TEP Chile hageeed in the control group shareholders agreetoerdte their
respective LAN common shares as follows after ffectve time:

until such time as TEP Chile sells any of its LANmamon shares (other than the exempted shares fiagdie
below)) held by TEP Chile, the LAN controlling skaolders will vote their LAN common shares to el&cthe
board of directors of LATAM any individual desigedtby TEP Chile unless TEP Chile beneficially onsugh
LAN common shares to directly elect two directarshe board of directors of LATAM,;
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»  to vote their LAN common shares to assist the oplaeties in removing and replacing the directorthwiich other
parties elected to the board of directors of LATAM;

* to consult with one another and use their goodhfafforts to reach an agreement and act jointhalbmactions
(other than actions requiring supermajority applawaer Chilean law) to be taken by the board oéatodrs of
LATAM or the LAN shareholders;

* to maintain the size of the board of directors &fTIAM at a total of nine directors and to maintaire tquorum
required for action by the board of directors ofT.&M at a majority of the total number of directathe board of
directors of LATAM; and

. if, after good faith efforts to reach an agreemeith respect to any action that requires superntgjapproval
under Chilean law and a mediation period, the @sudio not reach such an agreement then TEP Clsiladgraed to
vote its shares on such supermajority matter &siid by the LAN controlling shareholders (whichreter to as a
"directed vote").

The number of "exempted shares" of TEP Chile meaas number of LAN common shares which TEP Chilenew

immediately after the effective time in excess Bf526 of the outstanding LAN common shares at simb &s determined on a
fully diluted basis.

The parties to the Holdco | shareholders agreemedtTAM shareholders agreement have agreed totketevoting
shares of Holdco | and shares of TAM so as to @iffect to the agreements with respect to representan the board of
directors of TAM discussed above.

Transfer Restrictions

Pursuant to the control group shareholders agregrtien LAN controlling shareholders and TEP Chite aubject to
certain restrictions on sales, transfers and pkeadehe LAN common shares and (in the case of Thie only) the voting
shares of Holdco | beneficially owned by them. &ptcfor a limited amount of LAN common shares, Immitthe LAN controlling
shareholders nor TEP Chile may sell any of its Leddnmon shares, and TEP Chile may not sell its gogimares of Holdco I,
until the third anniversary of the effective tim&hereafter, sales of LAN common shares by eitlagtypare permitted, subject to
(i) certain limitations on the volume and frequerafysuch sales and (ii) in the case of TEP Chily,oREP Chile satisfying
certain minimum ownership requirements. After thieth anniversary of the effective time, TEP Cniay sell all of its LAN
common shares and voting shares of Holdco | amekbbkubject to (x) approval of the transferee ligy board of directors of
LATAM, (y) the condition that the sale not have adwverse effect (as defined below) and (z) a rigfitrst offer in favor of the
LAN controlling shareholders (which we refer to leatively as "block sale provisions"). An "adversffect” is defined in the
control group shareholders agreement to mean aialaddverse effect on LATAM’s and Holdco I's alylito own or receive the
full benefits of ownership of TAM and its subsides or the ability of TAM and its subsidiaries tpevate their airline businesses
worldwide. The LAN controlling shareholders haygeed to transfer to LAN any voting shares of Holtlacquired pursuant to
such right of first offer to LAN for the same coasration paid for such shares.

In addition, TEP Chile may sell all LAN common sésirand voting shares of Holdco | beneficially owisdit as a
block, subject to satisfaction of the block salevsions, after the third anniversary of the effexttime if a release event (as
described below) occurs or if TEP Chile is requitedmake two or more directed votes during any 2hiim period at two
meetings (consecutive or not) of the shareholdetsA® held at least 12 months apart and LAN has yedtfully exercised its
conversion option described below. A "release gwverl occur if (i) a capital increase of LATAM auwirs, (i) TEP Chile does
not fully exercise the preemptive rights grantedt tonder applicable law in Chile with respect tels capital increase in respect
of all of its restricted LAN common shares, and) @fter such capital increase is completed, thvidual designated by TEP
Chile for election to the board of directors of LAM with the assistance of the LAN controlling shiaoders is not elected to the
board of directors of LATAM.

In addition, after the tenth anniversary of thesefive time and after the occurrence of the fulhevship trigger date (as
described below under the "— Conversion OptionBPTChile may sell all or any portion of its LAN camn shares, subject to
(x) a right of first offer in favor of the LAN cortlling shareholders and (y) the restrictions desaf LAN common shares more
than once in a 12-month period.
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The control group shareholders agreement providdain exceptions to these restrictions on trarfsiecertain pledges
of LAN common shares made by the parties and &sfiers to affiliates, in each case under ceriaiitdd circumstances.

In addition, TEP Chile agreed in the Holdco | shatders agreement not to vote its voting sharddaddco I, or to take
any other action, in support of any transfer byddoll of any equity securities or convertible sé@@s issued by it or by any of
TAM or its subsidiaries without LAN’s prior writteconsent.

Restriction on transfer of TAM shares.

LAN agreed in the Holdco | shareholders agreementtm sell or transfer any TAM shares to any perguther than
LAN'’s affiliates) at any time when TEP Chile ownsyavoting shares of Holdco I. However, LAN will\&the right to effect
such a sale or transfer if, at the same time ah safe or transfer, LAN (or its assignee) acquakof the voting shares of
Holdco | beneficially owned by TEP Chile for an ambequal to TEP Chile’s then current tax basistuioh shares and any costs
TEP Chile is required to incur to effect such saleransfer. TEP Chile has irrevocably granted L& assignable right to
purchase all of the voting shares of Holdco | bieiefy owned by it in connection with any suchesal

Conversion Option

Pursuant to the control group shareholders agreeameshthe Holdco | shareholders agreement, LANthasunilateral
right to convert LAN’s shares of non-voting stockHoldco | into shares of voting stock of Holdcéol the maximum extent
allowed under law and to increase LAN'’s represémabn the TAM and Holdco | boards of directorsaifd when permitted in
accordance with foreign ownership control laws na@l and other applicable laws if the conversiopuld not have an adverse
effect (as defined above under the "— Transfer fiisins").

On or after the tenth anniversary of the effectivee and after LAN has fully converted all of iflsases of non-voting
stock of Holdco | into shares of voting stock oflthmd | as permitted by Brazilian law and other éggle laws, LAN will have
the right to purchase all of the voting shares ofddo | held by the TAM controlling shareholders &m amount equal to their
then current tax basis in such shares and any dostsred by them to effect such sale (which weerdb as the "sale
consideration"). If LAN does not timely exerciséM'’s right to purchase these shares or if, after tdnth anniversary of the
effective time, LAN has the right under applicaBlezilian law and other applicable law to fully e@nt all the shares of non-
voting stock of Holdco | beneficially owned by LAINto shares of voting stock of Holdco | and suchvarsion would not have
an adverse effect but LAN has not fully exercisechsright within a specified period, then the TABNtrolling shareholders will
have the right to put their shares of voting stotkoldco | to LAN for an amount equal to the sadmsideration.

Acquisitions of TAM Stock

The parties have agreed that ajuesitions of TAM common shares by any member ef tHATAM Group from and
after the effective time will be made by Holdco I.

D. Exchange Controls

Investors residing outside Brazil are authorizedotiochase equity instruments, including our prefrshares, or as
foreign portfolio investments on BM&FBOVESPA, prded that they comply with the registration requiesits set forth in
Resolution No. 2,689 of the National Monetary Caljrfor Resolution No. 2,689) and CVM InstructiomN325; or register their
investment as foreign direct investments under Now4,131/62.

With certain limited exceptions, Resolution No.896nvestors are permitted to carry out any typ&adfsaction in the
Brazilian financial capital market involving a seityitraded on a stock, future or organized overtbunter market. Investments
and remittances outside Brazil of gains, dividemsfits or other payments under our preferred ehare made through the
foreign exchange market.

- 115 -



Table of Contents

In order to become a Resolution No. 2,689 investotinvestor residing outside Brazil must:
. appoint a representative in Brazil with powersaketactions relating to the investment;

. appoint an authorized custodian in Brazil for thgeistments, which must be a financial institutiardyd
authorized by the Central Bank and CVM; and

. through its representative, register itself as ifm investor with the CVM and the investment wilte
Central Bank.

Securities and other financial assets held by gorénvestors pursuant to Resolution No. 2,689 nhestegistered or
maintained in deposit accounts or under the custddgn entity duly licensed by the Central Banktlee CVM. In addition,
securities trading by foreign investors is gengradistricted to transactions involving securitiesteld on the Brazilian stock
exchanges or traded in organized over-the-counsekets licensed by the CVM.

Foreign direct investors under Law No. 4,131/62 reely their shares in both private and open mabrietsactions, but
these investors will generally be subject to les®fable tax treatment on gains.

A foreign direct investor under Law No. 4,131/62stu

. register as a foreign direct investor with the CarBBank;

. obtain a taxpayer identification number from theBlian tax authorities;

. appoint a tax representative in Brazil; and

. appoint a representative in Brazil for service ofgess in respect of suits based on the Brazilepazation
law.

Resolution No. 1,927 of the National Monetary Calymehich restated and amended Annex V to Resatubo. 1,289
of the National Monetary Council, provides for tissuance of depositary receipts in foreign marketsespect of shares of
Brazilian issuers. We filed an application to hdve ADSs approved under Resolution 1,927 by th&r@eBank and the CVM,
and we received final approval on March 6, 2006.

If a holder of ADSs decides to exchange ADSs feruhderlying preferred shares, the holder will bttled to (i) sell
the preferred shares on the BM&FBOVESPA and relythendepositary's electronic registration for fiugsiness days from the
date of exchange to obtain and remit U.S. dollarsad upon the holder's sale of our preferred shdii convert its investment
into a foreign portfolio investment under Resolntido. 2,689/00, or (iii) convert its investmentdrd foreign direct investment
under Law No. 4,131/62.

If a holder of ADSs wishes to convert its investinémto either a foreign portfolio investment undeesolution
No. 2,689/00 or a foreign direct investment undewlNo. 4,131/62, it should begin the process ofiobig his own foreign
investor registration with the Central Bank or witle CVM as the case may be, in advance of exchgripe ADSs for preferred
shares.

The custodian is authorized to update the depg&tatectronic registration to reflect conversi@fisADSs into foreign
portfolio investments under Resolution No. 2,689/00 a holder of ADSs elects to convert its ADS$goi a foreign direct
investment under Law 4,131/62, the conversion lpélleffected by the Central Bank after receipt oélaetronic request from the
custodian with details of the transaction.

If a foreign direct investor under Law No. 4,13146Bhes to deposit its shares into the ADR progitamxchange for
ADSs, such holder will be required to present o¢hstodian evidence of payment of capital gairesta The conversion will be
effected by the Central Bank after receipt of atebnic request from the custodian with detailshef transaction. Please refer
to "ltem 10. Additional Information — E. TaxationBrazilian Tax Considerations" for a descriptioniud tax consequences to an
investor residing outside Brazil of investing inrqueferred shares in Brazil.
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E. Taxation

The summary below is based upon tax laws of Beamil the United States as in effect on the dathisfAnnual Report,
which are subject to change (possibly with retrivactffect).

There is at present no income tax treaty betweaziBand the United States. In recent years,akeatithorities of the
two countries held discussions that did not, buy ree@entually, culminate in such a treaty. No assoe can be given as to
whether or when such a treaty might enter intofanchow it would affect the United States hold#reur preferred shares.

Brazilian Tax Considerations

The following discussion summarizes the materiahZlian tax consequences of the acquisition, ownprand
disposition of our preferred shares or ADSs by laédrothat is not domiciled in Brazil for purposefsBrazilian taxation and, in
the case of preferred shares, which has registésemhvestment in such securities with the CenBahk as a U.S. dollar
investment (in each case, a Non-Brazilian Holdétursuant Brazilian law, investors may invest ia greferred shares under
Resolution No. 2,689.

Resolution No. 2,689 allows foreign investors teeist in almost all financial assets and to engagealinost all
transactions available in the Brazilian financiadl aapital markets, provided that some requiremamsulfilled.

In accordance with Resolution No. 2,689, the dgfini of foreign investor includes individuals, légatities, mutual
funds and other collective investment entities, idled or headquartered abroad.

Pursuant to Resolution No. 2,689, foreign investoust: (a) appoint at least one representati&razil with powers to
perform actions relating to the foreign investméhj;complete the appropriate foreign investorsegtion form; (c) register as a
foreign investor with the Brazilian securities comsion; and (d) register the foreign investmenhuwiite Central Bank.

Securities and other financial assets held by gorénvestors pursuant to Resolution No. 2,689 nestegistered or
maintained in deposit accounts or under the custddan entity duly licensed by the Central Banktloe CVM. In addition,
securities trading is restricted to transactionsied out in the stock exchanges or organized tivereounter markets licensed by
the CVM, except for transfers resulting from a @ygie reorganization, occurring upon the deathnofhaestor by operation of
law or will or as a consequence of the delistingtied relevant shares from a stock exchange anddheellation of the
registration with the CVM.

Taxation of Dividends

Dividends, including dividends in kind, paid by testhe depositary in respect of the preferred sharelerlying the
ADSs or to a Non-Brazilian Holder in respect offpreed shares generally will not be subject to Biazincome withholding tax
provided that they are paid out of profits genatate of or after January 1, 1996. Dividends ne¢ptd profits generated prior to
December 31, 1995 are subject to a Brazilian witlihg tax of 15% to 25% according to the tax legfisin applicable to each
corresponding year.

Taxation of Gains

Gains realized outside Brazil by a Non-Brazilianldés on the disposition of ADSs to another Non-Hraz Holder are
not currently subject to Brazilian tax. Howeveccarding to Law No. 10,833, enacted on DecemberZ#)3, or Law
No. 10,833, the disposition of assets located iazBrby a Non-Brazilian Holder, whether to otheriNBrazilian Holders or
Brazilian holders, may become subject to taxatioBriazil. Although we believe that the ADSs do fait within the definition
of assets located in Brazil for purposes of Law N&833, considering the general and unclear sobgach provisions and the
lack of a judicial court ruling in respect theretee are unable to predict whether such understgnaith ultimately prevail in the
courts of Brazil.

For purposes of Brazilian taxation, there are twpes of Non-Brazilian Holders of preferred sharesA®Ss:

(a) Non-Brazilian Holders that are not residentdomiciled in a tax haven jurisdictiong., a country or location that does not
impose income tax or where the maximum income ase is lower than 20% or where the internal legjimteimposes restrictions

to disclosure of shareholding composition or theerghip of the investment), and that, in the cddelulers of preferred shares,
are registered before the Central Bank and the G¥mvest in Brazil in accordance with Resolution.I®,689; and (b) other

Non-Brazilian Holders, which include any and alhA@sidents of Brazil who invest in equity secestiof Brazilian companies

through any other means and all types of investa@sare located in tax haven jurisdiction. Theestors mentioned in item (a)

above are subject to a favorable tax regime iniBraz described below.
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The deposit of preferred shares in exchange for A&y be subject to Brazilian tax on capital gaihthe rate of 15%,
if the amount previously registered with the CenBank as a foreign investment in the preferredrehas lower than (a) the
average price per preferred share on a Brazileckstxchange on which the greatest number of shates were sold on the day
of deposit; or (b) if no preferred shares were swidthat day, the average price on the Brazilimecksexchange on which the
greatest number of preferred shares were solderithtrading sessions immediately preceding suplegie In such case, the
difference between the amount previously registemed the average price of the preferred sharesilagdd as above will be
considered to be a capital gain. Such taxatiorotsapplicable in case of investors registered uRdsolution No. 2,689 which
are not located in a tax haven jurisdiction, whacé currently tax exempt from income tax in suamsaction.

The withdrawal of ADSs in exchange for preferredrsls is not subject to Brazilian tax. Upon receithe underlying
preferred shares, a Non-Brazilian Holder registenedier Resolution No. 2,689 will be entitled toistgyr the U.S. dollar value of
such shares with the Central Bank as describedvbelo

As a general rule, Non-Brazilian Holders registetgdler Resolution No. 2,689 that are not locateé itax haven
jurisdiction are subject to income tax at a ratelb% on gains realized on sales or exchanges é&&rped shares outside a
Brazilian stock exchange. With reference to prdsesf a redemption or of a liquidating distributioith respect to the preferred
shares, the difference between the amount effdgtreeeived by the shareholder and the amount mfiga currency registered
with the Central Bank, translated imeaisat the commercial market rate on the date of tdemgption or liquidating distribution,
will be also subject to income tax at a rate of 1886e such transactions are treated as a salechamge not carried out on
Brazilian stock exchange. In both cases, if the{Boazilian Holders are located in tax haven jugsdns, the applicable rate is
25%. Gains realized arising from transactions @&mazilian stock exchange by an investor registemsder Resolution No. 2,689
that is not located in a tax haven jurisdiction @xempt from Brazilian income tax. This preferahtieatment under Resolution
No. 2,689 does not apply to Non-Brazilian Holdershe preferred shares or ADSs that are resideattax haven jurisdiction, in
which case, gains realized on transactions perfdrinyesuch holder on the Brazilian stock exchangesabject to the same tax
rate that is applicable to a Brazilian residentirsBant to Law No. 11,033 of December 21, 2004 rale applicable to Brazilian
residents in transactions entered as of Janu@9d5 was established at 15%, being also subjezttithholding tax of 0.005%
(to be offset against tax due on eventual capéaly).

Therefore, Non-Brazilian Holders are subject toome tax at a rate of 15% on gains realized on salexchanges in
Brazil of preferred shares that occur on a Braziitock exchange, unless such sale is made by @8ikmilian Holder that is not
resident in a tax haven jurisdiction, and (a) sackale is made within five business days of thddviawal of such preferred
shares in exchange for ADSs and the proceeds bfsale are remitted abroad within such five-dayggkror (b) such a sale is
made under Resolution No. 2,689 by Non-Braziliaddrs that register with the CVM. In these twoasathe transaction will be
tax exempt.

The "gain realized" as a result of a transactiorad®razilian stock exchange is the difference betwde amount in
Brazilian currency realized on the sale or exchasfghe shares and their acquisition cost, witteout correction for innovation.
The "gain realized" as a result of a transacti@t tccurs other than on a Brazilian stock exchawigh shares that are registered
under a certificate of registration of investmenthér than under Resolution No. 2,689), will becakdted based on the foreign
currency amount registered with the Central Banlclviwill be translated intoeais at the commercial market rate of the date of
such sale or exchange. There can be no assutzaicthé current preferential treatment for hold#r&\DSs and Non-Brazilian
Holders of preferred shares under Resolution NaB2will continue or will not be changed in theurd. Reductions in the tax
rate provided for by Brazil's tax treaties do n@plg to tax on gains realized on sales or exchanfpseferred shares.

Any exercise of preemptive rights relating to tmeferred shares or ADSs will not be subject to Bieztaxation. Any
gain on the sale or assignment of preemptive rigiitting to preferred shares by the depositarpetmalf of holders of ADSs
will be subject to Brazilian income taxation acdagdto the same rules applicable to the sale qradision of preferred shares.
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Distributions of Interest Attributable to Shareho#ds' Equity

In accordance with Law No. 9,249, dated Decembed 285, as amended Brazilian corporations may rpakenents to
shareholders characterized as distributions ofrésteon the company's shareholders' equity. Sotgreist is calculated by
reference to the TILP as determined by the CelBtmak from time to time and cannot exceed the grexte

. 50% of net income (after social contribution onfjiscand before taking such distribution and angwdgions
for corporate income tax into account) for the peiin respect of which the payment is made; or

. 50% of the sum of retained profits and profit reesr as of the date of the beginning of the periaéspect of
which the payment is made.

Distributions of interest on shareholders' equityéspect of the preferred shares paid to sharetwoldho are either
Brazilian residents or Non-Brazilian residents Jluding holders of ADSs, are subject to Braziliandme withholding tax at the
rate of 15%, or 25% in case of shareholders doeddih a tax haven jurisdiction. The distributiohimterest on shareholders'
equity may be determined by our board of directdfge cannot assure you that our board of direatglisnot determine that
future distributions of profits may be made by nweahinterest on shareholders' equity instead ahbgns of dividends.

The amounts paid as distribution of interest orredhalders' equity are deductible for corporate imedax and social
contribution on profit, both of which are taxesi@\on our profits, as far as the limits and rulescribed above are observed by
us.

Other Relevant Brazilian Taxes

There are no Brazilian inheritance, gift or sucmassaxes applicable to the ownership, transferdisposition of
preferred shares or ADSs by a Non-Brazilian Holeecept for gift and inheritance taxes which araeldwy some states of
Brazil on gifts made or inheritances bestowed lgyviduals or entities not resident or domiciledBrazil or domiciled within the
state to individuals or entities resident or doleitiwithin such state in Brazil. There are no Braz stamp, issue, registration or
similar taxes or duties payable by holders of pref shares or ADSs. Pursuant to Decree 6,306eckdber 14, 2007, the
conversion into foreign currency or the conversitio Brazilian currency of the proceeds receivedab§razilian entity from a
foreign investment in the Brazilian securities nedrkncluding those in connection with the investiria the preferred shares and
ADSs and those made under Resolution No. 2,68%otentially subject to an exchange transactions (tedposto Sobre
Operacoes Financeiras — IOF/Cambialthough at present the rate of such tax is igdiged.38%, which the Minister of Finance
has the legal power to increase at any time to x@rman of 25%, but any such increase will only belajable to transactions
occurring after such increase becomes effective.

Pursuant to Decree 6,306/07, the Tax on Bonds andrlies Transaction$@F/Titulog, which may be imposed on any
transactions involving bonds and securities effédte Brazil, even if there transactions are perfetdnon a Brazilian stock
exchange. As a general rule, the rate of thissaurrently zero but the executive branch maydase such rate up to 1.5% per
day, but only with respect to future transactions.

United States

The following summary describes the material UeSlefal income tax consequences of the ownershigliapdsition of
our ADSs or preferred shares as of the date hefextept where noted, this discussion deals ontlg WiS. Holders (as defined
below) that hold our ADSs or preferred shares adtaaassets for U.S. federal income tax purpogesdrally, property held for
investment). This summary does not represent a@léetdescription of the U.S. federal income tarsamuences applicable to
you if you are subject to special treatment unberld.S. federal income tax laws, including if yoa:a
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. a financial institution;

. a dealer or trader in securities or currencies;

. a regulated investment company;

. a real estate investment trust;

. an insurance company;

. a tax-exempt organization;

. a person holding our ADSs or preferred shares dsgba hedging, integrated or conversion transacta

constructive sale or a straddle;

. a person liable for alternative minimum tax;

. a person who actually or by attribution owns 10%norre of our voting stock;

. a partnership or other pass-through entity for fe8eral income tax purposes; or
. a person whose "functional currency" is not the.dlar.

The discussion below is based upon the provisiétiseolnternal Revenue Code of 1986, as amendetitiiwhe refer to
as the Code), and regulations, rulings and judagaisions thereunder as of the date hereof, actd authorities may be repealed,
revoked or modified so as to result in U.S. fedémabme tax consequences different from those dgeml below. If you are
considering the purchase, ownership or dispositibaur ADSs or preferred shares, you should congulir own tax advisors
concerning the U.S. federal income tax consequetcg®u in light of your particular situation as livas any consequences
arising under the laws of any other taxing juritigit.

As used herein, "U.S. Holder" means a holder ofAlDSs or that is for U.S. federal income tax pugss

. a citizen or resident alien of the United States;

. a corporation created or organized in or underlaéives of the United States or any political subdoss
thereof;

. an estate, the income of which is subject to Ue8effal income taxation regardless of its source; or

. a trust which is subject to the primary supervisidra court within the United States and one oremadrS.

persons have the authority to control all substhmkecisions of the trust (or otherwise if the trhas a valid
election in effect under current Treasury regulaito be treated as a U.S. person).

If a partnership (or other entity treated as anmaship for U.S. federal income tax purposes) hads ADSs or
preferred shares, the tax treatment of a partnéirgenerally depend on the status of the partnet toe activities of the
partnership. If you are a partner of a partnersbigping our ADSs or preferred shares, you shoattsalt your tax advisors.

In general, for U.S. federal income tax purposeS. Bolders of the ADSs will be treated as the Eeia¢ owners of the
underlying preferred shares that are representesitly ADSs. Accordingly, deposits or withdrawdipieferred shares by U.S.
Holders for the ADSs will not be subject to the Uf&leral income tax. This summary is based, i, pgon representations
made by the depositary to us and assumes thatefesii agreements, and all other related agreemeiltsde performed in
accordance with their terms.
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The U.S. Treasury has expressed concerns thagépantiolved in transactions where depositary sharegpre-released
may be taking actions that are inconsistent withdlaiming of foreign tax credits for U.S. HoldesADSs. Accordingly, the
analysis of the creditability of Brazilian taxedahe availability of the reduced dividend ratecdssed below could be affected
by future actions that may be taken by the U.Sa3uey.

Taxation of dividends

Subject to the discussion under "— Passive for@igestment company rules" below, distributions am ADSs or
preferred shares, including distributions paid he form of payments of interest on capital for Braz tax purposes, before
reduction for any Brazilian income tax withheld by, will be taxable as dividends to the extent paud of our current or
accumulated earnings and profits, as determinedJfSr federal income tax purposes. Such divideimd$,ding any withheld
taxes, will be includable as ordinary income on dlag received by the depository. Such dividendsmait be eligible for the
dividends received deduction allowed to corporaiorunder current law, dividends received beforaudsy 1, 2013 by
non-corporate U.S. investors on shares of certaig@idn corporations will be subject to U.S. fedeénglome tax at a maximum
rate of 15% if certain conditions are met. A UHglder will be eligible for this reduced rate onfyit has held the ADSs or
preferred shares for more than 60 days during Biedhy period beginning 60 days before the ex-énitldate. A U.S. Holder
will not be able to claim the reduced rate for am@ar in which the company is treated as a PFIGe 'Se Passive foreign
investment company rules" below.

Based on existing guidance, it is not entirely clebether dividends received with respect to thef@ared shares will be
treated as qualified dividends because the prefeshares are not themselves listed on a U.S. egehalm addition, the U.S.
Treasury has announced its intention to promulgales pursuant to which holders of ADSs and intetiaxées through whom
such securities are held will be permitted to matycertifications from issuers to establish thaidéinds are treated as qualified
dividends. Because such procedures have not et issued, it is not clear whether the company béllable to comply with
them. Holders of ADSs should consult their ownddxisers regarding the availability of the redudaddend tax rate in the light
of their own particular circumstances.

The amount of any dividend paid rieaiswill equal the U.S. dollar value of thieaisreceived calculated by reference to
the exchange rate in effect on the date the diddsmctually or constructively received by the asfary, regardless of whether
thereais are converted into U.S. dollars at that time. AUHolder should not recognize any foreign curregain or loss in
respect of such distribution if theaisis converted into U.S. dollars on the date receiié@nyreaisreceived are not converted
into U.S. dollars on the date of receipt, you Wilve a tax basis in thieaisequal to their U.S. dollar value on the date oéigic
Any gain or loss realized on a subsequent corwersi other disposition of theeais will be treated as U.S. source ordinary
income or loss.

Subject to generally applicable limitations andnieBons, Brazilian withholding taxes on dividendsy be treated as
foreign taxes eligible for credit against your Uf&leral income tax liability. In the event thatuydo not elect to claim a credit
for foreign taxes, you may instead claim a deductiorespect of such Brazilian taxes. For purpafesiculating the foreign tax
credit, dividends paid on our ADSs or preferredrefawill be treated as income from sources outideUnited States. The
limitation on foreign taxes eligible for credit éalculated separately for specific categories obine. The rules governing the
foreign tax credit are complex. You are urged dosult your tax advisors regarding the availabitfythe foreign tax credit
under your particular circumstances.

Taxation of capital gains

Subject to the discussion under "— Passive forgigastment company rules" below, you will recogniagital gain or
loss for U.S. federal income tax purposes on amg, xchange or redemption of our ADSs or prefegiares in an amount
equal to the difference between the amount realiaethe ADSs or preferred shares and your taxshiasihe ADSs or preferred
shares. This gain or loss will be long-term cdptan or loss if you held the ADSs or preferredr&s for more than one year at
such time. The deductibility of capital lossessishject to limitations. Any gain or loss recoguiZgy you will generally be
treated as U.S. source gain or loss. Consequswatlymay not be able to use the foreign tax crading from any Brazilian tax
imposed on the disposition of our ADSs or prefeshdres unless such credit can be applied (sutgemgtplicable limitations)
against tax due on other income treated as defiegd foreign sources in the appropriate incomegatg Alternatively, you
may take a deduction for the Brazilian tax.
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If Brazilian tax is withheld on the sale or dispasi of our ADSs or preferred shares, your amoeatized will include
the gross amount of the proceeds of such salesposition before deduction of Brazilian tax.

Passive foreign investment company rules

Based on the information available, including ourrent market capitalization, we do not expect ¢oconsidered a
passive foreign investment company for U.S. fed@@me tax purposes. Passive foreign investmampany status depends on
a foreign company not earning more than a permigedunt of gross income that is considered "passiveme" (such as
interest, dividends and certain rents and royaltsl not holding more than a permitted percentH#gassets, determined by
value, that produce or are held to produce passa@me. These tests depend on our income andathenfrket value of our
assets from time to time, which include a significaumber of passive assets. Accordingly, therelmno assurance that we
will not be considered a passive foreign investneampany for any taxable year due, among otheoffacto a decline in our
market capitalization. If you are a taxable U.Sldér and we are treated as a passive foreign timegs company for any
taxable year during which you own preferred share&DSs, you could be subject to materially adversesequences including
the imposition of significantly greater amounts WfS. tax liability on disposition gains and certaistributions as well as
additional tax form filing requirements.

Other Brazilian taxes

You should note that any Brazilian IOF/Exchange ,Ti@®F/Bonds Tax or the recently extinguished CPM&x Tas
discussed above under "— Brazilian Tax Considemati@above) may not be treated as a creditabledioreix for U.S. federal
income tax purposes, although you may be entittedetluct such taxes, subject to applicable lindtetiunder the Code. You
should consult your tax advisors regarding the fe8eral income tax consequences of these taxes.

Information reporting and backup withholding

Information returns may be filed with the Interfdkvenue Service in connection with distributionscom ADSs or
preferred shares and the proceeds from their satthange or redemption unless you establish thataye exempt from the
information reporting rules. If you do not estahlithis, you may be subject to backup withholdinglese payments if you fail
to provide your taxpayer identification number amply with certain certification procedures. Theaaaunt of any backup
withholding from a payment to you will be allowed a credit against your U.S. federal income takilitg and may entitle you
to a refund, provided that the required informai®timely furnished to the Internal Revenue Sezvic

You should consult their own tax advisors concegnamy U.S. reporting requirements that may arise afutheir
ownership or disposition of ADSs or preferred sharelight of your particular circumstances. Thanalty for failing to comply
with these requirements can be significant.

F. Dividends and Paying Agents
Not applicable.

G. Statement by Experts
Not applicable.

H. Documents on Display

We are subject to the informational requirementthefU.S. Securities Exchange Act of 1934, whichls® known as
the Exchange Act. Accordingly, we are requiredil® and/or furnish reports and other informatioithathe SEC, including
annual reports on Form 20-F and reports on Form 6¢8u may inspect and copy reports and other médion to be filed with
the SEC at the public reference facilities mairgdimy the SEC at 100 F Street, N.E., Washington R0549. Copies of the
materials may be obtained from the Public ReferdRoem of the SEC at 100 F Street, N.E., Washingiog. 20549 at
prescribed rates. The public may obtain informmabta the operation of the SEC's Public ReferenaeniRby calling the SEC in
the United States at 1-800-SEC-0330. In additibe,SEC maintains an internet website at http://wsge.gov, from which you
can electronically access these materials. Intiatidisuch reports, proxy statements and otheriimdtion concerning us can be
inspected at the offices of the New York Stock Eaade, Inc., 20 Broad Street, New York, New York @®0on which our
equity securities are listed.
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As a foreign private issuer, we are not subjethéosame disclosure requirements as a domestiaéhStrant under the
Exchange Act. For example, we are not requiregrépare and issue quarterly reports. However,umgigh our shareholders
with annual reports containing financial statememtslited by our independent registered public atiog firm and make
available to our shareholders quarterly reportdainimg unaudited financial data for the first #arguarters of each fiscal year.
We file Annual Reports on Form 20-F within the éinperiod required by the SEC, which is currently sionths from
December 31, the end of our fiscal year.

We will send the depositary a copy of all noticeattwe give relating to meetings of our sharehoteio distributions
to shareholders or the offering of rights and ayocofpany other report or communication that we mg&aerally available to our
shareholders. The depositary will make all thesticas, reports and communications that it receivem us available for
inspection by registered holders of ADSs at itsiceff The depositary will mail copies of those oef, reports and
communications to you if we ask the depositarydsd and furnish sufficient copies of materialstfat purpose.

We also file financial statements and other pedadports with the CVM located at Rua de Setembdd, Rio de
Janeiro, RJ 20159-900, Brazil.

l. Subsidiary Information
Not applicable.
ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risks from our normal ceroial activities. These market risks principalyate to changes
in interest rates, exchange rates and oil pridesy such changes may adversely affect the valueuoffinancial assets and
liabilities or our future cash flow and income. et risk is the possible loss derived from vada$ in market prices. We have
entered into derivative contracts and other finalncistruments for the purpose of hedging agaiaggtions in these factors. We
have also implemented policies and procedures d@eroto evaluate such risks and approve and mowitor derivative
transactions, including a policy that stipulateattive will only enter into derivative transactiongh counterparties who have a
high credit rating. The counterparties to our give transactions are major financial instituionVe do not have significant
exposure to any single counterparty in relatiodddvative transactions.

Interest rate risk

Our earnings are affected by changes in interast rdue to the impact those changes have on ihtexpsnse from
floating rate debt instruments, variable-rate legstontracts and on interest income generated fsamcash and short-term
investment balances. To minimize possible impéaim interest rate fluctuations, TAM diversifies itlebt among fixed and
variable rate (such as LIBOR and CDI) agreements.

As of December 31, 2011, our floating rate dehdlted approximately R$4,897 million (consistingd&fbentures in the
outstanding principal amount of R$768 million arter floating rate debt and leasing contracts enttital aggregate amount of
R$4,128 million). A hypothetical 100 basis pointiease in market interest rates as of Decembe2®1L, would have increased
our annual variable-rate interest expense by appaiely R$49 million.

These estimates can be calculated directly by phyltig the hypothetical increase by the total arsing floating rate
debt. The calculation assumes the hypotheticatéase would be effective for all interest paymetis in the following year.

Exchange rate risk

A significant part of our costs and operating exgem) such as aircraft and engine maintenance ssnaircraft lease
payments and aircraft insurance, are denominatédi $n dollars. To manage exchange rate risk, we eméer into derivatives
contracts with various counterparties to protecselves against a possible depreciation or devatuaf thereal against the U.S.
dollar. Our subsidiary Multiplus is also exposedekchange rate variations mainly as result ofvdéisies it uses to hedge the
exchange rate risk of highly probable future salésltiplus is exposed to exchange rate risk as phits normal commercial
activities due to the fact that most of the poalesagreements with financial institutions are gdah U.S. dollars.

-123 -



Table of Contents

TAM exposure

As of December 31, 2011, if the Braziliegal had weakened/strengthened by 10% against the Oli&r,cassuming all
other variables (such as LIBOR and outstandinge)ahemained constant, net finance results for ta would have been
R$791/R$791 million lower/higher, mainly as a résfl exchange gains/losses (in respect of U.Saddénominated financial
assets (valued at fair value), borrowings, andniiealeases). Management does not consider ousesgto foreign currencies
other than the U.S. dollar to be significant to fimancial position and results of operations.

Multiplus exposure

As of December 31, 2011, if there was a 10% deatieci/appreciation of theeal against the U.S. dollar and all other
variables remained constant, the financial resoltilds have been approximately R$19,041/R$1,283cimally as a result of the
effect of the foreign exchange gain or losses ertithe value of the derivatives, which is recogdimamediately in income.

Risks relating to variations in the price of oil

Our results of operation are affected by changélerprice of oil. We have entered into oil detives contract in order
to hedge ourselves against this risk. Our polictoienter into oil derivatives contracts to hedge projected fuel consumption.
In 2006, we began to enter into arrangements dieterio hedge a minimum of 30% and a maximum of 80%wur projected fuel
consumption for up to a rolling 24-month periodueXto new market and macroeconomic conditions, @gdeéd to modify this
policy. We now hedge our fuel requirements ovéling 24-month periods with between 20% and 60%ouof future fuel

requirements hedged over the first 12 months, &3 tb 60% hedged over the second 12 months.

As of December 31, 2011, we were party to outstaqdiil derivatives contracts corresponding to apimately 7.6
million barrels of oil, compared to approximately énillion barrels of oil in 2010. In 2011, we ogded liability of R$11 million
(derivative assets of R$33 million and derivatiiabilities of R$2.2 million) in respect of thesentacts as compared to a
liability of R$18.5 million in 2010.

We enter into derivatives contracts only with canparties rated at least A- (A3) by S&P, Moody's=dch. The fair
values of our oil derivatives contracts accordimghe credit rating of the counterparties as ofdbalger 31, 2011 and 2010 are:

Fair value of derivatives
(in reaisthousand)

2011 2010
AAA 2,690 (22,454)
AA+, AA or AA- 2,979 3,671
A+, Aor A- 5,428 274
11,097 (18,509)

In Brazil, the price of jet kerosene is determiney a state-controlled oil company, Petrobras, amdased on
international jet fuel prices. We attempt to hedgainst the volatility of kerosene prices throaghderivatives based on crude
oil (WTI). WTI is highly correlated with our avege jet fuel price and is arguably the most actitedged commodity.

A hypothetical 10% increase/decrease in the ptfia®¥ Dl as of December 31, 2011 would lead to anease/decrease of
approximately U.S.$36,611 million/U.S.$36,761 moilli(R$68,674 million/R$68,956 million) respectivétythe fair value of our
WTI derivatives. That hypothetical 10% increasefdase in the price of WTI as of December 31, 20@0Id have led to an
increase/decrease of U.S.$10.4 million/U.S.$11/6ami In both cases, this assumes that the infteremponents, interest rates
and the exchange rates with respect to the cosatrantain constant and that the 10% variation in \Wide is uniform along the
future curve of WTI. We calculate the fair valukaur oil derivatives contracts individually usirspecific models for each
contract, which include simple discounted cash floadels, Monte-Carlo's simulation techniques ahemanalytical models.
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These figures would be materially different if thewere changes in the implied volatility structared shape of the
future curve of WTI.

Such change in WTI prices would directly influencer financial results. The negative/positive cdlslivs from
derivatives settlements, however, would be more tiféset by a decrease/increase in our jet fueisco$o calculate the impact
on our cash flows, we estimate our average Jetd¢em price as a function of WTI prices (throughnapte linear regression
analysis of prices over rolling 24-month periodg)ssuming a base monthly consumption of 1.4 mill@@rels of fuel and an
average strike price of U.S.$99 per barrel of croilender our derivatives contracts, a 10% inceédecrease in the price of WTI
would increase/decrease our jet fuel expenses 8y$616 million/U.S.$321 million (R$969 million/R$BAnillion) respectively
(including the relevant effects of settlements an derivatives contracts). In 2010, we assumedse monthly consumption of
1.3 million barrels of fuel and an average strikeego of U.S.$90 per barrel of fuel under our detixes contracts. A 10%
increase/decrease in the price of WTI with thossumptions would have increased/decreased our gt dypenses by
U.S.$152 million/U.S.$146 million (including thelegant effects of settlements on our derivativastiaets).

These results strongly depend on the continueceledion between theeal future observed prices and the relevant
equation, which is determined by the linear regogsparameters. The linear regression is updatgdlarly and consistently
displays a coefficient of determination above @Bich suggests that our average jet fuel pricesbeareasonably estimated from
the average WTI prices. Nevertheless, there iggmarantee that Petrobras will not change its pgiaimodel nor that the
relationship between our average jet fuel pricebarerage WTI prices will remain the same.

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUI TY SECURITIES
D. American Depositary Shares

In the United States, our preferred shares tradkerform of ADSs. Each ADS represents an ownprstierest in one
preferred share, which we have deposited with tistoclian, as agent of the depositary, JPMorganeéCBask, N.A.

Direct and indirect fees and charges paid to the gmsitary

The following table summarizes the fees and expepagable by holders of our ADSs:

Depositary action Associated fees paid by our ADS holders
Issuing ADSs, including issuances resulting frostack Up to U.S.$5.00 for every 100 ADSs
dividend, stock split, merger, exchange, or otlvailar

transaction

Cancelling ADSs for the purpose of withdrawal orsnder Up to U.S.$5.00 for every 100 ADSs

Cash distributions to an ADS holder pursuant toténms of Up to U.S.0.02 for each ADS
the deposit agreement between TAM and the depypsitar

Transferring ADSs Up to U.S.$1.50 for each ADS

Distributing or selling preferred shares to holdefrgreferred Up to U.S$5.00 for every 100 ADSs
shares which are distributed by the depositary@d&@Aolders

Depositary services (not chargeable more than anaar) Up to U.S.$0.02 for each ADS

Delivering preferred shares in connection with the Up to Expenses of the depositary
depositary's, or the depositary's custodian's, damge with
applicable law, rule or regulation

Transferring and registering preferred shares Expenses of the depositary, including taxes, other
governmental charges and registration fees

Cable, telex and facsimile transmissions Expenses of the depositary

Converting foreign currencies into U.S. dollars Expenses of the depositary

Servicing the ADSs or preferred shares Expenses of the depositary
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Reimbursement of fees and direct and indirect payms paid by the depositary

In 2011, we received approximately U.S.$288.6 thadsfrom the depositary for NYSE listing fees, SHliDg fees,
investor relation support services, primarily beimgr access to the Thomson Reuters service anceremtie call facilities,
distribution of certain press releases, SEC filiagd travel expenses for non-deal roadshows amsiorconferences.
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PART II
ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQU ENCIES
None.
ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF S ECURITY HOLDERS AND USE OF PROCEEDS
None.
ITEM 15. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

We carried out an evaluation under the supervisibrand with the participation of, our managemeéntjuding our
Chief Executive Officer and Chief Financial Officaf the effectiveness of the design and operatifoaur disclosure controls
and procedures, including those defined in UnitedeS Exchange Act Rule 13a-15(e), as of the yeded December 31, 2011.
There are inherent limitations to the effectivenesany system of disclosure controls and proasjuncluding the possibility of
human error and the circumvention or overridingtleé controls and procedures. Accordingly, everatife controls and
procedures can only provide reasonable assuraraeha@ving their control objectives.

As a result of this evaluation, our Chief Execut®#icer and Chief Financial Officer concluded thatr disclosure
controls and procedures were effective as of Deeerdb, 2011 to provide reasonable assurance tfaimation required to be
disclosed by us in the reports that we file or sitbumder the Exchange Act was accumulated and camuated to our
management, including our Chief Executive Officad a&hief Financial Officer, or persons performinigitar functions, as
appropriate to allow timely decisions regardinguieed disclosure, and was recorded, processed, adzed and reported,
within the time periods specified in the SEC's sudad forms.

Management's Annual Report on Internal Control over Financial Reporting and Attestation Report of Regstered Public
Accounting Firm

Our management's annual report on internal comivelr financial reporting is included in this Annudkport on
page F-3 and the opinion by our independent ragdtpublic accounting firm on the effectivenessof internal control over
financial reporting is included in the report ofid@waterhouseCoopers Auditores Independentesghatluded in this Annual
Report on page F-4.

Our management assessed the effectiveness oftetmahcontrols over financial reporting as of Dmber 31, 2011. In
making this assessment, our management used tegiacrset forth by the Committee of Sponsoring Qizmtions of the
Treadway Commission ("COSQ") in "Internal Controlrtdgrated Framework." Based on this assessmentmanagement
concluded that, as of December 31, 2011, our iatexontrol over financial reporting was effective& December 31, 2011.

Changes in Internal Control over Financial Reportirg

There was no change in our internal control ovearicial reporting that occurred during the periodered by this
annual report that has materially affected, oe&sonably likely to materially affect, our intergaitrol over financial reporting.

ITEM 15T. CONTROLS AND PROCEDURES

Not applicable.
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ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

We do not have an audit committee financial experving on our audit committee because we belibae dur audit
committee members perform, as a whole, the funstafran "audit committee financial expert" withlretmeaning of the rules
adopted by the SEC relating to the disclosure mdirfcial experts on audit committees in periodind$ pursuant to the U.S.
Securities Exchange Act of 1934. For a discussidhe role of our audit committee, see "ltem &.ebiors, Senior Management
and Employees — C. Board Practices — Audit Committe

ITEM 16B. CODE OF ETHICS

Our board of directors has adopted a Code of Etigigdicable to our directors, officers and emplaydacluding our
principal executive officer and principal financadficer. Our Code of Ethics can be found at wwamtcom.br under the heading
"Investor Relations". Information found at thisheéte is not incorporated by reference into thiswioent.

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table sets forth by category of seevihe total fees for services provided by PricerraiuseCoopers
Auditores Independentes during the fiscal yeargégecember 31, 2011, 2010 and 2009.

2011 2010 2009

(R$ milliong
Audit Fees 4.7 3.8 54
Audit-Related Fees 0.5 — —
Tax Fees 0.4 — —
All Other Fees - — 0.2
Total 5.6 3.8 5.6
Audit Fees

Audit fees consist of the aggregate fees billed’bigewaterhouseCoopers Auditores Independentesrinection with
the audit of our annual financial statements, mdecontrol reviews, interim reviews of our qualgtefinancial information, the
issuance of comfort letters, procedures relataigaudit of income tax provisions in connectiothvwthe audit and the review of
our financial statements.

Audit-Related Fees

In 2011, audit-related fees consisted of the aggeefees billed by PricewaterhouseCoopers Auditbr@spendentes in
connection with works related to issuance of séiesriand special balance sheet audit for the meofePantanal. No
audit-related fees were paid to Pricewaterhouse@sopuditores Independentes for the fiscal yeade@érDecember 31, 2010
and 20009.

Tax Fees

In 2011, tax fees consisted of the aggregate faeksd bbby PricewaterhouseCoopers Auditores Indepetede in
connection with works related to review of tax ét®d No tax fees were paid to PricewaterhouseCaopeuditores
Independentes for the fiscal years ended Decenihet(3 1, 2010 and 2009.

All Other Fees

In 2009, we paid PricewaterhouseCoopers Auditorefependentes R$198 thousand pursuant to a conitaste
PricewaterhouseCoopers Auditores Independentesrpestl security tests on web applications B2C anB ®2h the purpose of
identifying security vulnerabilities on those applions. No other fees were paid to Pricewated®Guaspers Auditores
Independentes for the fiscal years ended Dece8het011, 2010 and 2009.

Pre-Approval Policies and Procedures

Our audit committee approves all audit, audit-edatservices, tax services and other services prdvitly
PricewaterhouseCoopers Auditores Independentey. s@rvices provided by PricewaterhouseCoopers AtgtitIndependentes
that are not specifically included within the scagfethe audit must be pre-approved by the auditrodtee in advance of any
engagement. Pursuant to Rule 2-01 of Regulati®hn &4dit committees are permitted to approve certees for audit-related
services, tax services and other services purgaantle minimisexception prior to the completion of an audit eregagnt. Our
management periodically reports to our audit cormmithe nature and scope of audit and non-auditcesrrendered by our



independent auditors. In 2011, 2010 and 2009, wérike fees paid to PricewaterhouseCoopers Awghtimdependentes were
approved pursuant to tlde minimisexception.
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ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FO R AUDIT COMMITTEES
None.

ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE IS SUER AND AFFILIATED PURCHASERS
None.

ITEM 16F. CHANGE IN REGISTRANT'S CERTIFYING ACCOUN TANT
Not applicable.

ITEM 16G. CORPORATE GOVERNANCE

See "ltem 9. The Offer and Listing — C. Markets -igriificant Differences Between Our Corporate Goedge
Practices and NYSE Corporate Governance Standards."

ITEM 17. FINANCIAL STATEMENTS

See "ltem 18. Financial Statements."
ITEM 18. FINANCIAL STATEMENTS

See our consolidated financial statements beginmmgage F-1.
ITEM 19. EXHIBITS

1.1 By-laws of TAM S.A. (English translation), incorded herein by reference from our fourth pre-eifect
amendment to our Registration Statement on Formfifedl February 17, 2006, File No. 333-131938.

1.2 By-laws of TAM Linhas Aéreas S.A. (English transdad, incorporated herein by reference from ourosec
pre-effective amendment to our Registration Statérae Form F-4, filed October 29, 2007, File 33%838-01.

13 By-laws of TAM Capital Inc. (English translatiorijcorporated herein by reference from our secomdeffiective
amendment to our Registration Statement on Formfifed October 29, 2007, File 333-145838-02.

2.1 Form of Deposit Agreement among TAM S.A., JPMorg@arase Bank, N.A., as depositary, and the Holdens fr
time to time of American Depositary Shares issuteunder, including the form of American DepositReceipts,
incorporated herein by reference from our sixth-gffective amendment to our Registration Stateno@nform F-1,
filed March 2, 2006, File No. 333-131938.

2.2 Indenture, dated as of April 25, 2007, among TAMdEGA Inc., Tam S.A., TAM Linhas Aéreas S.A., Thartk of
New York and The Bank of New York (Luxembourg) S.Mcorporated herein by reference from our second
pre-effective amendment to our Registration Statéror Form F-4, File No. 333-131938.
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Indenture, dated as of October 29, 2009, among Tdital 2 Inc., TAM S.A., TAM Linhas Aéreas S.A.hd Bank

of New York Mellon and The Bank of New York Melldhuxembourg) S.A., incorporated herein by referefoen
our Annual Report for the fiscal year ended Decemfie 2009 on Form 20-F, filed June 30, 2010, File.
No. 333-131938.

Shareholders' Agreement entered into by certainskayeholders of TAM S.A., dated August 27, 208€piporated
herein by reference from our Annual Report forfiseal year ended December 31, 2008 on Form 2{ed, June 30,
20009, File. No. 333-131938.

First Amendment to the Shareholders' Agreementremt@nto by certain key shareholders of TAM S.Aatedl
June 17, 2009, incorporated herein by referenam fsar Annual Report for the fiscal year ended Ddoen31, 2009
on Form 20-F, filed June 30, 2010, File. No. 333438.

Private Instrument of Termination of Sharehold@greement entered into by certain key shareholdefsAM S.A.,
dated March 1, 2011.

A320 Family Purchase Agreement, dated March 19,81%@tween Airbus S.A.S. (formerly known as Airbus
Industrie GIE) and TAM Linhas Aéreas S.A. (formekiyown as TAM Transportes Aéreas Meridionais Sid as
successor in interest in TAM-Transportes Aéreasidtais S.A.), incorporated herein by reference from sixth
pre-effective amendment to our Registration Statérae Form F-1, filed March 2, 2006, File No. 333t238.

A350 Family Purchase Agreement, dated Decembe?@b, between Airbus S.A.S. and TAM Linhas Aéreds,S
incorporated herein by reference from our sixth-gffective amendment to our Registration Stateno@nEorm F-1,
filed March 2, 2006, File No. 333-131938.

Tay Engine Maintenance Agreement, dated SeptentheRQ00, between TAM Linhas Aéreas S.A. and MTU
Motoren-und Turbinen-Union Muchen GmbH, incorpodatBerein by reference from our sixth pre-effective
amendment to our Registration Statement on Formfifetl March 2, 2006, File No. 333-131938.

V2500 Maintenance Agreement, dated September 1@0,28etween TAM Transportes Aéreos Regionais S.A.
(incorporated by TAM Linhas Aéreas S.A.) and MTUiManance Hannover GmbH (MTU), incorporated helsin
reference from our sixth pre-effective amendmenbuo Registration Statement on Form F-1, filed Nia2¢c 2006,
File No. 333-131938.

PW4168A Maintenance Service Agreement, dated Sdyed#, 2000, between TAM Linhas Aéreas S.A. anitedn
Technologies International, Inc., Pratt & WhitneyiviBion, incorporated herein by reference from aixth
pre-effective amendment to our Registration Statérap Form F-1, filed March 2, 2006, File No. 333t238.

Novation and Amendment Agreement, dated Novemb@081, between Rolls-Royce, MTU Aero Engines GmbH
and TAM Linhas Aéreas S.A., incorporated hereinrbference from our sixth pre-effective amendmenbtm
Registration Statement on Form F-1, filed MarcB@)6, File No. 333-131938.

General Terms Agreement N° GE-00-0059, dated M&d 28mong General Electric Company, GE Engine Sesvi
Distribution LLC and TAM Linhas Aéreas S.A., incomated herein by reference from our sixth pre-¢iffec
amendment to our Registration Statement on Formfifedl March 2, 2006, File No. 333-131938.

General Services Agreement, dated October 3, 2088yeen Sabre Travel Information Limited and TAMhas

Aéreas S.A., incorporated herein by reference foumsixth pre-effective amendment to our Registratstatement
on Form F-1, filed March 2, 2006, File No. 333-13&9
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Implementation Agreement, dated as of January @81 2among Lan Airlines S.A., Costa Verde Aerorcu®.A.,
Inversiones Mineras del Cantabrico S.A., TAM STPAM Empreendimentos e Participagbes S.A. and Makaudia
Oliveira Amaro, Mauricio Rolim Amaro, Noemy Almeid@iveira Amaro and Jodo Francisco Amaro.

Exchange Offer Agreement, dated as of January AB],2among Lan Airlines S.A., Costa Verde Aeroréauts.A.,
Inversiones Mineras del Cantabrico S.A., TAM S PAM Empreendimentos e Participacdes S.A. and Ma@kaudia
Oliveira Amaro, Mauricio Rolim Amaro, Noemy Almei@liveira Amaro and Jodo Francisco Amaro.

Shareholders Agreement, dated as of January 29, 20dong Lan Airlines S.A., TAM S.A., TEP Chile S.and
Holdco | S.A.

Shareholders Agreement, dated as of January 22, 20dong Costa Verde Aerondutica S.A., Inversidviegras
del Cantabrico S.A. and TEP Chile S.A.

Shareholders Agreement, dated as of January 22, 20dong Lan Airlines S.A. and TEP Chile S.A.
Sharehoders Agreement, dated as of January 25, 86fdhg Lan Airlines S.A., TEP Chile S.A. and HadS.A.

Extension Letter dated as of January 12, 2012, grham Airlines S.A., Costa Verde Aeronautica SlAyersiones
Mineras del Cantabrico S.A., TAM S.A., TAM Empreéndntos e Participagdes S.A. and Maria Claudia éiiv
Amaro, Mauricio Rolim Amaro, Noemy Almeida Oliveifamaro and Jo&do Francisco Amaro.

List of subsidiaries.

Rule 13a-14(a)/15d-14(a) Certification of Chief Entive Officer of TAM S.A.

Rule 13a-14(a)/15d-14(a) Certification of Chief &meial Officer of TAM S.A.

Rule 13a-14(a)/15d-14(a) Certification of Chief Euttve Officer of TAM Linhas Aéreas S.A.
Rule 13a-14(a)/15d-14(a) Certification of Chief &meial Officer of TAM Linhas Aéreas S.A.
Rule 13a-14(a)/15d-14(a) Certification of Chief Exive Officer of TAM Capital Inc.

Rule 13a-14(a)/15d-14(a) Certification of Chief &gial Officer of TAM Capital Inc.
Section 1350 Certification of Chief Executive Oéficof TAM S.A.

Section 1350 Certification of Chief Financial O#ficof TAM S.A.

Section 1350 Certification of Chief Executive O#ficof TAM Linhas Aéreas S.A.

Section 1350 Certification of Chief Financial O#frcof TAM Linhas Aéreas S.A.

Section 1350 Certification of Chief Executive O#ficof TAM Capital Inc.

Section 1350 Certification of Chief Financial O#ficof TAM Capital Inc.

Consent of PricewaterhouseCoopers Auditores Inabpeas.
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SIGNATURES

The Registrant hereby certifies that it meets the requirements for filing on Form 20-F and thatas duly caused
and authorized the undersigned to sign this ameAdedal Report on its behalf.

TAM S.A.

By: /s/ Marco Antonio Bologna
Name: Marco Antonio Bologna
Title: Chief Executive Officer
Date: March 23, 2012

By: /s/ Libano Miranda Barroso
Name: Libano Miranda Barroso
Title: Chief Financial Officer
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Management’s Report on internal Control Over Financ  ial Reporting

To the Board of Directors and Stockholders of TAM S.A.

The management of TAM S.A. ("TAM" or the "Company"), including the CFO and CEO, is responsible for
establishing and maintaining adequate internal control over financial reporting.

The Company's internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. The Company's internal
control over financial reporting includes those policies and procedures that (a) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the Company; (b) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the Company; and (c) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use or disposition of the Company's assets that could have a
material effect on the financial statements.

TAM's management has assessed the effectiveness of the Company's internal control over financial
reporting as of December 31, 2011 based on the criteria established in "Internal Control - Integrated
Framework" issued by the Committee of Sponsoring Organizations of the Treadway Commission ("COSQO")
and, based on such criteria, TAM's management has concluded that, as of December 31, 2011, the
Company's internal control over financial reporting are effective. The effectiveness of the Company's
internal control over financial reporting as of December 31, 2011 has been audited by
PricewaterhouseCoopers Auditores Independentes, an independent registered public accounting firm, as
stated in their report which appears herein.

Sao Paulo, March 8, 2012

By: /s/ Marco Antonio Bologna
Chief Executive Officer, TAM S.A.

By: /s/ Libano Miranda Barroso
Chief Financial Officer, TAM S.A.
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Report of Independent Registered Accounting Firm

To Board of Directors and Stockholders
TAM S.A.

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
operations, statements of comprehensive income (loss), of changes in equity and of cash flows present fairly, in all
material respects, the financial position of TAM S.A. and its subsidiaries at December 31, 2011 and 2010, and the
results of their operations and their cash flows for each of the three years in the period ended December 31, 2011 in
conformity with International Financial Reporting Standards as issued by the International Accounting Standards
Board. Also in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2011, based on criteria established in Internal Control - Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company's management is
responsible for these financial statements, for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting, included in the accompanying
“Management's Report on Internal Control over Financial Reporting" . Our responsibility is to express opinions on
these financial statements and on the Company's internal control over financial reporting based on our integrated
audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement and whether effective internal control
over financial reporting was maintained in all material respects. Our audits of the financial statements included
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. Our audit of internal control over financial reporting included obtaining an understanding
of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also
included performing such other procedures as we considered necessary in the circumstances. We believe that our
audits provide a reasonable basis for our opinions.
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A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

/s/ Pricewaterhouse Coopers Auditores Independentes
Pricewaterhouse Coopers Auditores Independentes

Sao Paulo, Brazil
March 8, 2012
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TAM S.A.

Consolidated Balance Sheet

At December 31,
(In thousands of Reais)
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Assets

Current

Cash and cash

equivalents

Financial assets at
fair value
through profit
and loss

Trade accounts

receivable

Inventories

Taxes recoverable

Income tax and
social
contribution
recoverable

Prepaid expenses

Derivative
financial
instruments

Other receivables

Non-current assets
held for sale

Non-current
Restricted cash

Financial assets —
Bank deposits
Deferred income
tax and social
contribution

Deposits in
guarantee
Prepaid aircraft

maintenance
Other non-current
assets

Derivative
financial
instruments
Property, plant
and equipment

Intangible assets

Note 2011 2010
6 650,081 1,012,220
4.2 1,684,932 1,407,698
1,819,011 1,556,781
212,609 198,760
9 421,008 57,557
72,948 18,424
121,978 162,788
11 27,222 9,895
10 85,397 81,234
5,095,186 4,505,357
12 21,474
93,824 98,305
13 138,009 50,280
23 48,517
14 57,014 51,778
15 547,862 410,306
10 46,771 20,595
11 8,627 6,568
16 9,317,951 8,711,850
17 609,994 642,286

Note 2011 2010
Liabilities
Current
Accounts payable 645,680 522,364
Financial
liabilities 18 1,998,000 1,572,093
Salaries and
social charges 473,088 466,831
Deferred income 19 1,472,055 1,801,181
Taxes, charges
and contributions 414,203 308,189
Income tax and
social contribution
payable 14,339
Interest on own
capital and
dividends 18,418 152,293
Derivative
financial
instruments 11 27,238 20,574
Other current
liabilities 21 197,444 135,658
5,246,126 4,993,522
Non-current
Financial
liabilities 18 7,166,656 5,786,848
Derivative
financial
instruments 11 43,935 15,286
Deferred income
tax and social
contribution 23 45,206 149,440
Deferred income 19 207,803 66,420
Provisions 22 271,119 204,271
Taxes, charges
and contributions 3,809
Refinanced taxes
payable under Fiscal
Recovery Program 20 436,394 416,675
Other non-
current liabilities 21 440,061 237,472

8,614,983 6,876,412




10,868,569 9,991,968

Total liabilities
Equity

Share capital

Other reserves

Non-controlling
interest

Total equity

Total liabilities and
Total assets 15,985,229 14,497,325 equity

The accompanying notes are an integral part of this consolidated financial information.
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25

13,861,109 11,869,934
819,892 819,892
1,232,925 1,602,021
2,052,817 2,421,913
71,303 205,478
2,124,120 2,627,391
15,985,229 14,497,325
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TAM S.A.
Consolidated Statement of Operations

Years ended December 31,
(In thousand of Reais)

Note 2011 2010 2009
Revenue 26 12,994,486 11,378,691 9,765,506
Operating expenses 27 (12,017,429) (10,401,678) (9,555,632)
Operating profit before movements in fair value of fuel
derivatives 977,057 977,013 209,874
Movements in fair value of fuel derivatives 40,828 36,585 316,852
Operating profit 1,017,885 1,013,598 526,726
Finance income 29 2,941,572 1,774,489 2,412,686
Finance costs 29 (4,135,770) (1,672,103) (1,041,414)
Derivatives designated as cash flow hedge 4.1.1(d) (6,584)
Profit (loss) before income tax and social contribution (182,897) 1,115,984 1,897,998
Income tax and social contribution 23 (a) (78,616) (447,054) (649,539)
Profit (loss) for the year (261,513) 668,930 1,248,459
Attributable to:
Equity shareholders of TAM S.A. (335,064) 637,420 1,246,778
Non-controlling interest 73,551 31,510 1,681
Earnings (loss) per share (common and preferred) —
in RS
Basic 30 (2.15) 4.22 8.30
Diluted 30 (2.15) 4.20 8.29

The accompanying notes are an integral part of this consolidated financial statement.
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(In thousand of Reais)
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2011 2010 2009
Profit (loss) for the year (261,513) 668,930 1,248,459
Other comprehensive income (loss)
Currency translation gains (losses) on foreign operations, no tax 2,385 (469) (20,103)
Cash flow hedge
Cash flow hedge — Recognition in other comprehensive income (53,515)
Cash flow hedge — Amount recycled into income 1,680
Income tax and social contribution effect 17,624
(34,211)
Other comprehensive loss for the year (31,826) (469) (20,103)
Total comprehensive income (loss) for the year (293,339) 668,461 1,228,356
Attributable to:
Equity shareholders of TAM S.A. (357,821) 636,951 1,226,675
Non-controlling interest 64,482 31,510 1,681
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TAM S.A.
Consolidated Statement of Changes in Equity

Year ended December 31,
(In thousand of Reais)

Attributable to equity shareholders of TAM

Retained
Other earnings Non-
Share reserves (accumulated controlling
capital (Note 25) deficit) Total interest Total
At January 1, 2009 675,497 224,463 (610,694) 289,266 4,234 293,500
Profit for the year 1,246,778 1,246,778 1,681 1,248,459
Other comprehensive income/(loss)
Foreign exchange loss of foreign operations
- no tax (20,103) (20,103) (20,103)
Total comprehensive income (20,103) 1,246,778 1,226,675 1,681 1,228,356
Transactions with owners
Stock options plan 11,409 11,409 11,409
Cancellation of share options (948) 948
Interest on own capital - RS 166.45 (per
thousand shares in circulation) (24,998) (24,998) (24,998)
Dividends - RS 1,409.76 (per thousand
shares in circulation) (211,724) (211,724) (211,724)
Transfer to legal reserve 49,134 (49,134)
Transfer to profit reserve 353,007 (353,007)
Total of transactions with owners 412,602 (637,915) (225,313) (225,313)
Other (1,831) 1,831 (2,507) (2,507)
At December 31, 2009 675,497 615,131 1,290,628 3,408 1,294,036

The accompanying notes are an integral part of this consolidated financial statement.
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TAM S.A.
Consolidated Statement of Changes in Equity

Year ended December 31,
(In thousand of Reais)

Attributable to equity shareholders of TAM

Retained
Other earnings/ Non-
Share reserves (Accumulated controlling
capital (Note 25) deficit) Total interest Total
At January 1, 2010 675,497 615,131 1,290,628 3,408 1,294,036
Profit for the year 637,420 637,420 31,510 668,930
Other comprehensive loss
Foreign exchange loss on foreign
operations, no tax effect (469) (469) (469)
Total comprehensive income / (loss) (469) 637,420 636,951 31,510 668,461
Transactions with owners:
Capital increase- Note 1.3 144,395 144,395 144,395
Stock option plan 15,999 15,999 15,999
Treasury shares- Note 25 3,355 3,355 3,355
Transfer to legal reserve 31,871 (31,871)
Dividends - RS 1,001.34 (per
thousand shares in circulation) (151,387) (151,387) (151,387)
Dividends to non-controlling
shareholders of Multiplus S.A. (8,099) (8,099)
Dividends to non-controlling
shareholders of TAM Airlines (1,288) (1,288)
Transfer to non-controlling
shareholders — Effect on equity of
the issuance and sale of new
shares of Multiplus S.A.- Note 1.1 489,115 489,115 179,947 669,062
Transfer to profit retention reserve 463,587 (463,587)
Total transactions with owners 144,395 1,003,927 (646,845) 501,477 170,560 672,037
Realization of deemed cost reserve (9,299) 9,299
Reversal of revaluation reserve in
foreign subsidiary - TAM Airlines (7,269) 126 (7,143) (7,143)
At December 31, 2010 819,892 1,602,021 2,421,913 205,478 2,627,391

The accompanying notes are an integral part of this consolidated financial statement.
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At January 1, 2011

Loss for the year

Other comprehensive income (loss):
Foreign exchange loss on foreign
operations, no tax

Cash flow hedge
Cash flow hedge — Recognition in
other comprehensive
Cash flow hedge — Amount
recycled into income
Deferred income tax and social
contribution effect

Total comprehensive income (loss)

Transactions with owners:

Capital reduction of Multiplus - Cash
paid to non-controlling interests
Capital increase of Multiplus by non-

controlling shareholders —
Issuance of shares upon exercise
of stock options interest
Realization of deemed cost reserve
Dividends by TAM - RS 193.83 (per
thousand shares outstanding)
Dividends of Multiplus to non-
controlling interests — Paid (RS
22,023) and recorded but not yet
paid (RS 18,444)
Dividends of TAM Airlines declared
to non-controlling interests

Stock option plan
Acquisition of treasury shares

Sale of treasury shares
Transfer of accumulated losses to
profits reserve

Total transactions with owners

At December 31, 2011

Attributable to equity shareholders of TAM

Table of Contents

Other Non-

Share reserves Accumulated controlling
capital (Note 25) deficit Total interest Total
819,892 1,602,021 2,421,913 205,478 2,627,391
(335,064) (335,064) 73,551 (261,513)
2,265 2,265 120 2,385
(39,141) (39,141) (14,374) (53,515)
1,229 1,229 451 1,680
12,890 12,890 4,734 17,624
(25,022) (25,022) (9,189) (34,211)
(22,757) (335,064) (357,821) 64,482 (293,339)
(160,984) (160,984)
905 905 446 1,351

(1,481) 1,481
(30,277) (30,277) (30,277)
(40,467) (40,467)
(315) (315)
16,360 16,360 2,663 19,023
(1,879) (1,879) (1,879)
5,328 (1,712) 3,616 3,616
(335,295) 335,295

(346,339) 335,064 (11,275) (198,657) (209,932)
819,892 1,232,925 2,052,817 71,303 2,124,120

The accompanying notes are an integral part of this consolidated financial statement.
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TAM S.A

Consolidated Statement of Cash Flows — Indirect Met  hod
Years ended December 31,

(In thousand of Reais)

Note 2011 2010 2009
Cash flows generated from operating activities 32 1,331,061 1,002,438 587,165
Taxes paid (346,772) (83,579) (83,429)
Interest paid (358,387) (282,058) (312,633)
Net cash generated by operating activities 625,902 636,801 191,103
Cash flows from investing activities
Restricted cash redeemed 23,248
Investment in restricted cash (18,935) (79,370)
Cash paid on acquisition of Pantanal, net of cash
acquired 1.2 (9,044)
Proceeds from sale of property, plant and equipment
(PPE) 9,159 27,028 35,869
Purchases of property, plant and equipment (142,994) (84,613) (334,896)
Purchases of intangible assets (80,006) (135,639) (135,296)
Purchases of assets of TAM Milor including TAM Brands (98,444)
Deposits in guarantee
Reimbursements 17,765 15,657 60,697
Deposits made (24,080) (9,485) (27,922)
Pre delivery payment
Reimbursements 123,681 150,486
Payments (415,574) (216,254)
Net cash used in investing activities (488,801) (379,243) (480,918)
Cash flow from financing activities
Sale of treasury shares 3,616 3,355
Acquisition of treasury shares (1,879)
Capital reduction of Multiplus — Cash paid to non-
controlling interests (160,984)
Capital increase of Multiplus by non-controlling
shareholders — Issuance of shares upon exercise of
stock option 1,351
Net cash received in a public offering of shares of
Multiplus 1.1 657,048
Cash proceeds from issuance of shares in connection
with acquisition of assets of TAM Milor 1.3 72,963
Dividends and interest on own capital paid to non-
controlling shareholders of Multiplus (23,241) (7,790)
Dividends paid to non-controlling shareholders of TAM
Airlines (315) (1,288)
Dividends paid — TAM S.A. (181,460) (233,325)
Short and long-term borrowings
Issuance 101,429 69,602 236,581
Payments (148,973) (179,939) (70,714)
Debentures
Issuance 592,686
Payments (166,666) (166,666)
Bonds - issuance 777,209

Capital element of finance leases (699,327) (534,470) (567,649)



Net cash used in financing activities (499,240) (320,510) 693,202

The accompanying notes are an integral part of this consolidated financial statement.
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TAM S.A

Consolidated Statement of Cash Flows — Indirect Met  hod
Years ended December 31,

(In thousand of Reais)

Net increase (decrease) in cash and cash equivalents (362,139) (62,952) 403,387
Cash and cash equivalents at the beginning of the year 1,012,220 1,075,172 671,785
Cash and cash equivalents at the end of the year 650,081 1,012,220 1,075,172

Supplementary information on cash flows:

Non cash investing and financing activities

Acquisition of aircraft under finance leases 705,586 989,212 181,201
Acquisition of assets of TAM Milor through issuance
of shares 71,444
Financing obtained for direct payment to suppliers 128,808 255,073
Acquisition of other PPE under financial leases 33,726
Financed pre-delivery payment 94,379

The accompanying notes are an integral part of this consolidated financial statement.
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TAM S.A,
Notes to the Consolidated Financial Statement
Year ended December 31, 2011

(In thousands of Reais, unless otherwise indicated)

1. General information and business developments

TAM S.A ("TAM" or the "Company" and subsidiaries) was incorporated on May 12, 1997, to invest in companies which
carry out air transportation activities. The Company wholly owns TAM Linhas Aéreas S.A. (TLA), a company that
operates in the transportation of passengers and cargo in Brazil and on international routes, and also owns 94.98% of
Transportes Aéreos del Mercosur S.A. (TAM Airlines), an airline headquartered in Asuncion, Paraguay, which
operates in Paraguay, Argentina, Brazil, Chile, Uruguay and Bolivia. TAM is incorporated and domiciled in Brazil and
its registered office is in Av. Jurandir, 856, Lot 4, 1st floor, Sdo Paulo, SP. The company is controlled by TAM -
Empreendimentos e Participacfes S.A. (incorporated in Brazil), which is owned by the Amaro family, and which owns
85.36% of the Company's common shares and 25.09% of the Company's preferred shares. The remaining shares are
widely held.

On July 15, 2005, the Company concluded a public offering of shares on the Sao Paulo Stock Exchange — BOVESPA.
On March 10, 2006 the Company made an additional public offering — this time on the BM&F — Bolsa de Valores,
Mercadorias e Futuros (BM&F Bovespa) and in the New York Stock Exchange — NYSE (in the form of American
Depositary Shares — ADS), which was concluded on April 6, 2006.

The Company, through its subsidiary TLA, controls the companies TAM Capital Inc, (TAM Capital), TAM Capital Inc, 2
(TAM Capital 2), TAM Financial Services 1 Limited (TAM Financial 1), TAM Financial Services 2 Limited (TAM
Financial 2) and as from May 2011 also TAM Capital Inc, 3 (TAM Capital 3) and Financial Services 3 Limited (TAM
Financial 3 — was established in August 2011) all headquartered in the Cayman Islands, whose main activities involve
aircraft acquisition and financing and issuance of debt. Debt issued by these wholly-owned companies is wholly and
unconditionally guaranteed by TAM. TLA also controls the company TAM Viagens e Turismo Ltda. (TAM Viagens),
whose corporate purpose is to carry out the activities of a travel and tourism agency.

The Company controls TP Franchising Ltda. whose corporate purpose is the development of franchises.

These consolidated financial statements, of TAM and its subsidiaries were approved by the Board of Executive
Officers on February 10, 2012.

1.1 Multiplus S.A. (2010)

The Extraordinary General Meeting (AGE) held on October 28, 2009, it was approved the change of the name of
Q.X.S.P.E. Empreendimentos e Participacbes S.A. to Multiplus S.A. (Multiplus). Multiplus’s main activity is the
development and management of customer loyalty programs. A public offering of shares of Multiplus was
consummated on February 5, 2010. On February 3, 2010 Multiplus was listed as a public traded company on the
BMF&Bovespa. On February 5, 2010, upon closing of the Initial Public Offering, Multiplus obtained proceeds in the
gross amount of R$ 692,385, net of issue costs of R$ 35,337 (including the related tax effect of R$ 12,014) through
the issuance of 43,274,000 shares of common stock of Multiplus at the issue price of R$ 16.00 per share. At the time
of the public offering, the transactions and activities of Multiplus were minimal and Multiplus had shareholders equity
of less than R$ 1 (one thousand reais). As a result of the public offering TAM had its interest in Multiplus reduced from
100% to 73.17% while maintaining the control. The sale of shares in the public offering resulted in an increase in the
participation of non-controlling interest of R$ 179,947 and in a transfer from non-controlling interests to shareholder of
TAM of R$ R$ 489,115. On October 10, 2011, as result of capital increase upon exercise of stock options of Multiplus,
the interest of TAM in Multiplus was reduced to 73.14% with a corresponding increase in non-controlling interests.
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TAM S.A,
Notes to the Consolidated Financial Statement
Year ended December 31, 2011

(In thousands of Reais, unless otherwise indicated)

1.2 Acquisition (2010) and subsequent merg er (2011) of Pantanal Linhas Aéreas S.A.

Since March 15, 2010, the date on which its purchase was approved by ANAC — the National Agency of Civil Aviation,
the Company controls Pantanal Linhas Aéreas S.A. (Pantanal). Pantanal was at the date of acquisition under
bankruptcy protection.

On December 22, 2011, the Board of Directors approved the incorporation of a wholly-owned subsidiary named
Corsair Participacbes S.A. (“Corsair’). On December 27, 2011, a split-off of Pantanal took place by which were
transferred to Corsair the liabilities of Pantanal which are subject to the repayment plan in the bankruptcy proceedings
and assets to discharge such obligations and Corsair remains under bankruptcy proceedings. On December 29,
2011, Pantanal merged into TLA. The merger did not have any impact on the consolidated financial statements.

1.3 Acquisition (2010) and subsequent merg er (2011) of TAM Milor

On July 13, 2010, TLA acquired TAM Milor which was the holder of the brand “TAM” and other related brands (TAM
Brands) which are used by the Company, by TLA and other related companies. On March 1, 2011, the Company
legally merged its subsidiary TAM Milor into the Company. The merger did not have any impact on the consolidated
financial statements.

The payment by TLA in 2010 was negotiated as follows: (a) cash payment of R$ 25,481 at the agreement date, and
(b) issuance of a promissory note by TLA to the selling shareholders in the amount of R$ 144,395 (“Promissory
Notes”), totaling R$ 169,876. The amount represented by the promissory note was converted into a capital increase in
the Company, within the authorized capital limit, totaling the issuance of 5,621,634 new shares.

1.4 Non-binding agreement with Trip (2011 )

On March 29, 2011, the subsidiary TLA and TRIP Linhas Aéreas S/A. (“TRIP”) signed a “Term Sheet”, with no
binding effect, in order to identify possible opportunities for strengthening and expanding their businesses through the
development of a strategic complementary alliance complementary to the existing Codeshare Agreement. Pursuant to
the Term Sheet signed, if and when binding documents are executed, and after meeting conditions precedents that
may be mutually agreed (including the approval by the applicable authorities), TLA may ultimately acquire a non-
controlling interest in TRIP representing 31% of its total capital comprised by 25% of its voting capital and the
remaining interest through non-voting preferred shares.

15 Association with LAN Airlines S.A. (20 11)

On January 18, 2011, the Company published a significant event, informing that TAM and LAN Airlines S.A. had
signed two agreements named Implementation Agreement and Exchange Offer Agreement, regulating the final terms
and conditions for the association contemplated in the Memorandum of Understanding entered into on August 13,
2010. The agreements define the new structure that will be established to create LATAM Airlines S.A. (LATAM), as
well as the form of corporate management that will coordinate this new structure. On March 3, 2011 the National Civil
Aviation Agency (Agéncia Nacional de Aviacdo Civil — ANAC), issued the authorization for the transfer of shares of TAM, the
holding company that has direct ownership interest in the capital of companies that provide public air transportation activities (TLA and
Pantanal) in order to continue the combination process with LAN. The operation was approved by ANAC, Brazilian authority,
and Tribunal de Defensa de la Libre Competencia (TDLC), Chile authority, on March 3, 2011 and September 21,
2011, respectively.

On December 14, 2011, the Administrative Council for Economy Defense (Conselho Administrativo de Defesa
Econdmica — CADE), a Brazilian competition regulator, approved the merger between TAM and LAN.
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TAM S.A,
Notes to the Consolidated Financial Statement
Year ended December 31, 2011

(In thousands of Reais, unless otherwise indicated)

This was the last remaining approval by a competition regulator. CADE gave its approval imposing two conditions: that
LATAM resigns to one of the airline alliances currently integrated by TAM (Star Alliance) and LAN (Oneworld), and
that TAM must grant two pairs of slots on the Sao Paulo/Guarulhos — Santiago route. The airlines have been
assessing these measures, as well as the conditions imposed by the Tribunal de Defensa de la Libre Competencia
(TDLC).

On December 2011, the stockholders of LAN approved the merger with TAM (by a majority of over 99.99% of the
shares voted), the change to the company’s corporate name from LAN Airlines S.A. to LATAM Airlines Group S.A.
and other necessary transactions contemplated in the agreements between the parties.

Consummation of the transaction will result in LAN Airlines S.A. becoming the holding company of the combined
companies. The transaction is proposed to be consummated through:

a. an offer by Holdco Il S.A. to the non-controlling shareholders of TAM to exchange its common and preferred
shares or ADRs by shares of a Holdco Il S.A. (“Holdco II") , a Chilean company,

b. the contribution by the controlling-shareholders of TAM of the common and preferred shares they hold to other
holding Chilean companies (Holdco | S.A. or “Holdco I” and Sister Holdco S.A. or “Sister Holdco”)

c. after Holdco Il accepts for exchange common and preferred shares of TAM from non-controlling shareholders
and before the exchange is settled Holdco Il and Sister Holdco will merge into LAN Airlines S.A., and

d. ultimately as result of the proposed transactions:

i. LAN will own all the preferred shares of TAM that were acquired as result of the exchange offer or
were contributed by the controlling-shareholders,

ii. Holdco | will own all the common shares that were acquired as result of the exchange or were
contributed by the controlling shareholders, and in turn LAN will own 20% of the voting shares and
100% of the non-voting shares of Holdco | and the controlling shareholders of TAM will own 80% of
the voting shares of Holdco I, and

iii. TAM shareholders will have received upon the exchange offer 0.90 shares of LAN Airlines S.A. for
each share (common or preferred) or ADS of TAM previously held

The exchange offer described above is subject to several conditions including: (a) non-controlling shareholders
representing more than 66.66% of the non-controlling shareholders of TAM accepting the offer, (b) the quantity of
shares of TAM tendered for exchange in the exchange offer by non-controlling shareholders plus the quantity of
shares of TAM held by the controlling shareholders representing more than 95% of all shares outstanding of TAM
allowing TAM to compulsorily redeem all shares not tendered in the exchange offer.

If the transaction is consummated TAM intends to have its shares delisted from BM&F Bovespa and NYSE. The
Company currently expects the transaction to be closed during the first quarter of 2012.

2. Significant accounting policies

The principal accounting policies applied in the preparation of these consolidated financial statements are set out
below. These policies have been consistently applied to all the years presented, unless otherwise stated.

2.1 Basis of preparation

The consolidated financial statements have been prepared in compliance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board — (“IASB”).
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The preparation of financial statements requires the use of certain critical accounting estimates. It also requires
management to exercise its judgment in the process of applying the group’s accounting policies. The areas involving a
higher degree of judgment or complexity, or areas where assumptions and estimates are significant to the
consolidated financial statements are disclosed in Note 3.

The consolidated financial statements have been prepared under the historical cost convention modified to the fair
value measurement for derivative financial instruments.

2.2 Basis of consolidation and investments in subsidiaries
The main accounting practices adopted in the preparation of these financial statements are as follows:
(a) Subsidiaries

The consolidated financial statements include the financial statements of TAM and its subsidiaries, including special
purpose entities. Control is obtained when the Company has the power to govern the financial and operating policies,
generally as a result of holding more than half of the voting rights. The existence and the effect of potential voting
rights, currently exercisable or convertible, are taken into account to assess whether TAM controls another entity.
Subsidiaries are fully consolidated as from the date when control is transferred to TAM and are no longer consolidated
as from the date when such control ceases.

The results of subsidiaries acquired during the year are included in the consolidated statements of operations and of
comprehensive income/loss as from the actual acquisition date. The comprehensive loss/ income balance is
attributable to the Company’s owners and to non-controlling interests, even if results in a negative balance of these
interests. When necessary, the financial statements of subsidiaries are adjusted to conform their accounting policies
to those established by the Company. Intercompany transactions and balances and unrealized gains are eliminated.
Unrealized losses are also eliminated, although they are considered as an indicator of impairment of the transferred
asset.

(i) Transactions and non-controlling int  erests

In the consolidated financial statements, any changes in the Company’s interests in subsidiaries that do not result in
loss of the Company’s control over subsidiaries are recorded as capital transactions. The account balances of the
Company’s interests and non-controlling interests are adjusted to reflect changes in their interests in subsidiaries. The
difference between the fair value of consideration paid or received is recorded directly in equity and attributed to the
Company's owners.

When the Company ceases to have control, any retained interest in the entity is remeasured to its fair value, and any
change in the carrying amount is recognized in profit or loss. The fair value is the initial carrying amount for
subsequent recognition of the retained interest in an associate, a joint venture or a financial asset. Also, any amounts
previously recognized in other comprehensive income related to that entity are recorded as if TAM had directly
disposed of the related assets or liabilities. This means that the amounts previously recognized in other
comprehensive income are reclassified to profit or loss.

Non-controlling interests represent the portion of profit or loss and of equity of subsidiaries that is not held by TAM,
and is recorded in a separate line item in the consolidated balance sheet.
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(iii) Companies included in the consolidated financial st atements

Ownership and
voting power %

December 31, December 31, December 31,

Reporting date Ownership 2011 2010 2009
TLA 12.31.2011 Direct 100.00 100.00 100.00
TAM Viagens (i) 12.31.2011 Indirect 99.99 99.99 99.99
TAM Capital (i) 12.31.2011 Indirect 100.00 100.00 100.00
TAM Capital 2 (i) 12.31.2011 Indirect 100.00 100.00 100.00
TAM Capital 3 (i) 12.31.2011 Indirect 100.00
TAM Financial 1 (i) 12.31.2011 Indirect 100.00 100.00 100.00
TAM Financial 2 (i) 12.31.2011 Indirect 100.00 100.00 100.00
TAM Financial 3 (i) 12.31.2011 Indirect 100.00
Fundo Spitfire 11 (Fund for investment
restricted to TAM and its subsidiaries) (ii) 12.31.2011 Indirect 100.00 100.00 100.00
TP Franchising 12.31.2011 Direct 100.00 100.00 100.00
TAM Airlines 11.30.2011 Direct 94.98 94.98 94.98
Multiplus 12.31.2011 Direct 73.14 73.17 100.00
Pantanal (iv) 12.31.2011 Direct 100.00
TAM Milor (iii) 12.31.2011 100.00
Corsair (v) (i) 12.31.2011 Direct 100.00
0] TAM's investments are held indirectly through TLA.
(i) TAM's investment is held 21% directly, 30% through TLA and 49% through Multiplus, respectively.
(iii) TAM Milor was merged into the Company on March 1, 2011.
(iv) Pantanal was merged into TLA in December 29, 2011.
(v) Incorporated in December 2011 through a spin-off of Pantanal.
2.3 Foreign currency translation
€) Functional and presentation currency

Items included in the financial statements of each of TAM's entities are measured using the currency of the primary
economic environment in which the entity operates (“the functional currency”). The financial statements are presented
in Brazilian reais ("Real"), which is the Company’s presentation currency.

The country of incorporation and the functional currency of the subsidiaries are presented below:

Company Local Functional currency

TLA Brazil Real
TAM Viagens Brazil Real
TAM Capital Cayman Islands Real
TAM Capital 2 Cayman Islands Real
TAM Capital 3 Cayman Islands Real
TAM Financial Cayman Islands Real
TAM Financial 2 Cayman Islands Real
TAM Financial 3 Cayman Islands Real
Fundo Spitifire Il (Fund for investment restricted to TAM and its

subsidiaries) Brazil Real
TP Franchising Brazil Real
TAM Airlines Paraguay Guarani
Multiplus Brazil Real
Corsair Brazil

Real
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(b) Transactions and balances

In the preparation of the financial statements of each consolidated entity, transactions in foreign currency, that is, any
currency different from the functional currency of each company, are recorded at the exchange rates at the date of
each transaction. At the end of each reporting period, foreign currency monetary items are translated using the closing
rate.

Non-monetary items that are measured at fair value in a foreign currency are translated using the exchange rates at
the date when the fair value was determined. Other non-monetary items that are remeasured at historical cost in a
foreign currency are translated using the exchange rate at the date of the transaction. Exchange gains and losses on
the settlement of such transactions and the translation of monetary assets and liabilities in foreign currencies are
taken to statement of operations.

Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation at
year end exchange rates of monetary assets and liabilities denominated in foreign currencies are recognized in the in
the statement of operations, except when deferred in other comprehensive income as qualifying cash flow hedge.

(c) Translation

In preparing the consolidated financial statements, the statement of operations, the cash flow statement and all other
movements in assets and liabilities of the subsidiary TAM Airlines (the only subsidiary that has a functional currency
different than the Brazilian reais) are translated at annual average rates of exchange, which are considered a good
approximation to the exchange rates prevailing on the dates of the underlying transaction. The statement of financial
position is translated at year-end rates of exchange.

The effects of exchange rate changes during the year on net assets at the beginning of the year are recorded as a
movement in stockholders' equity, as is the difference between profit of the year retained at average rates of
exchange and at year-end rates of exchange.

Cumulative exchange differences arising are reported as a separate component of equity within the reserves “Other
reserves”. In the event of disposal or part disposal of an interest in a company either through sale or as a result of a
repayment of capital, the cumulative exchange difference is recognized in the statement operations as part of the
profit or loss on disposal.

2.4 Cash and cash equivalents

Cash and cash equivalents include cash in hand, bank deposits, short-term investments highly liquid with original
maturities of three months or less and which are subject to an insignificant risk of changes in value.

2.5 Restricted cash

Restricted cash represents pledged deposits with the purpose of guaranteeing some of Company’s derivatives and
long-term financings.

2.6 Financial instruments

Financial assets and liabilities are recognized when the Company is a party to the contractual provisions of the
instrument.
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Financial assets and liabilities are initially measured at fair value. Transaction costs directly attributable to the
acquisition or issue of financial assets and liabilities (except financial assets and liabilities recognized at fair value
through profit or loss) are added to or deducted from the fair value of financial assets and liabilities, if applicable, after
the initial recognition. Transaction costs directly attributable to the acquisition of financial assets and liabilities at fair
value through profit or loss are immediately recognized in profit or loss.

2.7 Financial assets

The Company’s financial assets are classified in the following categories: measured at fair value through profit or loss
(including derivative financial instruments) and loans and receivables. There are no financial assets classified as
available-for-sale or held-to-maturity. The classification depends on the nature and purpose for which financial assets
was acquired and is determined at the initial recognition date. All normal acquisitions or disposals of financial assets
are recognized or derecognised based on the trade date. Normal acquisitions or disposals correspond to acquisitions
or disposals of financial assets that require the delivery of assets within the term established by means of a standard
or market practice.

(a) Financial assets at fair value through  profit or loss

Financial assets measured at fair value through profit or loss are financial assets held for active and frequent trading.
Derivatives are also considered as held for trading and, therefore, are classified into this category, unless they have
been designated as hedge instruments. Assets of this category are classified as current assets. Gains or losses
arising from changes in the fair value are recognized in the statement of income in line item “Financial income/finance
costs” in the period in which they occur, unless the instrument has been contracted in connection with another
transaction. In this case, changes are recognized in the same profit or loss line in which the hedged transaction was
recognized.

(b) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. Loans and receivables (including Trade accounts receivable, Cash and cash equivalents, Other
receivables, Restricted Cash and Financial assets — Bank deposits) are measured at amortized cost using the
effective interest method, less any impairment loss. They are classified in current assets, except those with maturities
of more than 12 months after the reporting date, which are classified as non-current assets.

2.7.1 Measurement of financial assets

Financial assets carried at fair value through profit or loss are initially recognized at fair value, and transaction costs
are expensed in the statement of operations. Financial assets are derecognized when the rights to receive cash flows
from the investments have expired or have been transferred and the has transferred substantially all risks and rewards
of ownership. Financial assets at fair value through profit or loss are subsequently carried at fair value. Loans and
receivables are subsequently carried at amortized cost using the effective interest method.

The fair values of quoted investments are based on current bid prices. For unlisted and for listed securities where the
market for a financial asset is not active TAM establishes fair value using valuation techniques. These include the use
of recent arm's length transactions, reference to other instruments that are substantially the same and discounted
cash flow analysis.
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2.7.2  Impairment of financial assets

Financial assets, except those designated at fair value through profit or loss, are assessed based on impairment
indicators at the end of each reporting period. Impairment losses are recognized if, and only if, there is objective
evidence of impairment of the financial asset as a result of one or more events that occurred after its initial recognition,
with impact on the estimated cash flows of this asset.

The criteria used to determine if there is objective evidence of impairment may include:
» Significant financial difficulty of the issuer or counterparty;
» Breach of contract, such as a default or delinquency in interest or principal payments;
»  Probability of the debtor entering bankruptcy or financial reorganization; or
» Disappearance of an active market for that financial asset because of financial difficulties.

For certain categories of financial assets, such as accounts receivable, the assets that are assessed as not impaired
in an individual assessment may, subsequently, be assessed as impaired in a collective assessment. Objective
evidence of impairment for a receivables portfolio may include the Company’s past experience in the collection of
payments and the increased number of delayed payments after a period of days, as well as observable changes in the
national or local economic conditions related to defaults on receivables.

The carrying amount of the financial asset is reduced directly by the impairment loss for all financial assets, except for
accounts receivable, in which the carrying amount is reduced through the use of a provision. Subsequent recoveries
of amounts previously written off are credited to the provision. Any changes in the carrying amount of the provision are
recorded in profit or loss.

2.8 Trade accounts receivable

Trade accounts receivable are recognized initially at fair value and subsequently measured at amortized cost using
the effective interest method, less provision for impairment. In practice, due to the short term nature of the receivables,
they are usually recognized at the invoiced amount. A provision for impairment of trade receivables (allowance for
doubtful receivables) is recognized when there is objective evidence that the Company will not be able to collect all
amounts due according to the original terms of the receivables.

The carrying amount of the asset is reduced through the use of an allowance account, and the amount of the loss is
recognized in the statement of operations. When a trade receivable is uncollectible, it is written off against the
allowance account for trade receivables. Subsequent recoveries of amounts previously written off are credited to the
statement of operations.

2.9 Inventories

Inventories, consisting mainly of spare parts and materials to be used in maintenance and repair activities, are stated
at the average acquisition cost, or realizable value where lower, net of provisions to write down the value of obsolete
items.

2.10 Derivative financial instruments and hed  ging operations

Derivative financial instruments are initially recognized at fair value at the date when a derivative contract is entered
into and are subsequently remeasured at fair value. Transaction costs are recognized as expenses as incurred. They
are classified in current assets, except those with maturities of more than 12 months after the reporting date, which

are classified as non-current assets.
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The method of recognizing the resulting gain or loss depends on whether the derivative is designated as a hedging
instrument, and if so, the nature of the item being hedged. Multiplus designates certain derivatives as hedges of the
foreign exchange risk of highly probable forecasted sales of points (cash flow hedge).

Any changes in the fair value of financial instruments not designated as hedge for accounting purposes are
immediately recognized in profit and loss.

(@) Derivative financial instruments entered into by TA M Linhas Aéreas

Although TLA uses derivatives to mitigate the economic effects of changes in exchange rates and international oil
prices, it does not apply hedge accounting. Any changes in the fair value of financial instruments are immediately
recognized in profit and loss. TLA has not classified any derivative instrument in a hedge relationship.

Gains and losses arising from changes in the fair value of fuel derivatives are presented separately in the statement of
operations.

(b) Derivative instruments entered into by Multiplus

Multiplus designates certain derivatives as hedge of a the foreign exchange rate risk associated with highly probable
forecast transaction (cash flow hedge).

Multiplus decided to apply hedge accounting considering that revenue from the sales of points to financial institutions
is recognized after billing to the financial institutions and only at the moment when the participants in the loyalty
program redeem their points for awards and that there is a mismatch between the moment at which points are billed
and recognized as deferred revenue and the moment at which points are redeemed and revenue is recognized in the
statement of operations. By applying hedge accounting management believes that it reduces the mismatch between
the timing of the recognition of the effects of the derivative financial instruments in the statement of operations and the
timing of the recognition of revenue with respect to the transactions being hedged. Management also expects that a
highly-effective hedge relationship will reduce the impact of the derivative instruments that is recognized under finance
income and finance expense in the statement of operations.

Multiplus deems the cash flows from future sales of points to financial institutions designated for hedge as highly
probable and categorizes the change in the intrinsic value of the derivative instruments contracted to protect those
cash flows against exchange rate variations as “cash flow hedge” of such future sale. Derivative financial instruments
designated as hedging instruments under hedge accounting are recognized as assets and liabilities in the balance
sheet and are measured at fair value initially and subsequently remeasured to fair value. The change in fair value
attributable to the effective portion of the hedge relationship is recognized in other comprehensive income within
shareholder’s equity and the ineffective portion and the time value which is not part of the hedging relationship, is
recognized directly in the statement of operations. The effective portion originally recognized in shareholder’s equity in
other comprehensive income, will only be released or recycled into the statement of operations when the hedged item
affect the statement of operations. However, when a hedged item expires or when a hedge operation no longer meets
the criteria for hedge accounting, any cumulative gain or loss existing in stockholder’s equity, at the time, remains in
stockholders”equity until the moment in which the forecasted transaction is ultimately recognized in income.

The gain or loss relating to the ineffective portion is recognized immediately in the statement of operations within

finance income and finance expenses. No significant amount of ineffectiveness has been recognized in the statement
of operations for the periods presented.
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Multiplus documents at the inception of the hedge relationship each operation, the relationship between hedging
instruments and hedged items, including the risk management objectives and the strategy for the entering into the
hedge transactions. Multiplus also documents, both at inception of the hedge relationship and on an ongoing basis,
the calculations and /or assessments of whether the changes in the intrinsic value of the derivative instruments
designated as hedging instruments are highly effective in offsetting the changes in cash flows in Reais attributable to
the change in the exchange rate between the Brazilian real and the U.S dollar of the highly probable future sales of
points.

The hedging instruments are considered to be effective when the variation in the cash flow of the hedging instruments
offsets between 80% and 125% of the changes in the hedged transaction.

2.11 Non-current assets held for sale

Non-current assets are classified as assets held for sale when their carrying amount is to be recovered principally
through a sale transaction and the sale is considered highly probable. They are stated at the lower of carrying amount
and fair value less costs to sell.

2.12 Intangible assets
(a) Computer software and IT projects

Expenses related to software maintenance are recognized as expenses as they are incurred. Expenses directly
related to internally developed software and other IT projects include materials, costs incurred with software
development companies and other direct costs. They are capitalized as intangible assets when it is probable they will
generate economic benefits greater than their costs, considering their economic and technological viability. Computer
software development costs recognized as assets are amortized on a straight-line basis over their estimated useful
life, which does not usually exceed 5 years.

(b) Other intangible assets

Include amounts related to: (a) right to slots arising from the acquisition of Pantanal in March 2010, based on the
expected profitability of operating regular flights from the airports object of the acquired right, (b) the “TAM” brand
acquired in July 2010 as result of the acquisition of TAM Milor, and (c) licenses and other contractual rights acquired
from third parties, which are capitalized as intangible assets and amortized over their estimated useful life.

The carrying value of intangible assets is reviewed for impairment if events or changes in circumstances indicate the
carrying value may not be recoverable, or if the intangible assets have not yet started to be used and amortized.

(c) Goodwill

Goodwill arises on the acquisition of subsidiaries and represents the excess of the consideration transferred over the
Company interest in net fair value of the net identifiable assets, liabilities and contingent liabilities of the acquired
entity and the fair value of the non-controlling interest in the acquire.

For the purposes of impairment testing, goodwill acquired in a business combination is allocated to each of the cash-
generating units (CGUSs), that is expected to benefit from the synergies of the combination. Each unit or group of units
to which the goodwill is allocated represents the lowest level within the entity at which the goodwill is monitored for
internal management purposes. Goodwill is monitored at the operating segment level.
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Goodwill impairment reviews are undertaken annually or more frequently if events or charges in circumstances
indicate a potential impairment. The carrying value of goodwill is compared to the recoverable amount, which is the
higher of value in use and fair value less costs to sell. Any impairment is recognized immediately as an expense and
is not subsequently reversed.

2.13 Property, plant and equipment including aircraft pre-delivery payments

Assets included in property, plant and equipment, including rotable parts, are recorded at acquisition cost or
construction cost including interest and other financial charges capitalized. Depending on the type of the asset and the
timing of its acquisition, the cost refers to the historical acquisition cost, deemed cost, or to the historical acquisition
cost adjusted for the effects of hyperinflation, in the years in which the Brazilian economy was considered
hyperinflationary. Brazil was considered a hyperinflationary economy for IFRS purposes until 1997.

Land is not subject to depreciation. Each component of the asset that has a significant cost in relation to the total
asset is depreciated separately. Depreciation is recognized based on the estimated useful life of each asset under the
straight-line method, so that the cost less its residual value after its useful life is fully written off. The estimated useful
life, residual values and depreciation methods are reviewed annually and the effect of any changes in estimates is
accounted for prospectively. The useful lives of items of equipment are shown in Note 16. Assets held through finance

leases, as well as related rotables and spare engines purchased separately, are depreciated over the shorter of the useful
life of the asset and the lease term.

Under IAS 16 — “Property, plant and equipment”, major engine overhauls including replacement spares and labor
costs, are considered as a separate component and depreciated over the average expected period to the next major
overhaul (the “built-in overhaul method”). All other replacement spares and other costs relating to maintenance of
flight equipment assets, including all amounts payable under "power by the hour" maintenance contracts, are charged
to the statement of operations on consumption or as incurred respectively, as described under item (b) below.

Interest costs incurred on borrowings that fund progress payments on assets under construction, including pre-
delivery payments to the acquisition of new aircraft, are capitalized and included as part of the cost of the assets
through the earlier of the date of completion or the aircraft delivery.

The carrying value of property, plant and equipment is reviewed for impairment when events or changes in
circumstances indicate the carrying value might be greater than its estimated recoverable amount.

A property, plant and equipment item is written off after disposal or when there are no future economic benefits
expected as a result of the continued use of the asset. Any gains or losses on the sale or disposal of a property, plant
and equipment item are determined by the difference between the amounts received from the sale and the carrying
amount of the asset and are recognized in profit or loss.

(a) Pre-delivery payments

Pre-delivery Payments (PDPs) paid to aircraft manufacturers under the terms of purchase agreements for aircraft are
denominated in US dollars and are recognized in the financial statements at the amount paid translated at the
exchange rate ruling at the date of payment. Borrowing costs, including interest and applicable foreign exchange
differences incurred for the construction of qualifying assets are capitalized during the period which the aircraft are
built.

In the event that a decision is taken that the aircraft will not be purchased by TAM, but rather it will be leased and it is

agreed that the PDPs will be returned to TAM, then the related PDPs are reclassified to other receivables and are
remeasured to the present value of the amount expected to be returned to TAM.
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This amount will, if it is denominated in a foreign currency, be translated at the exchange rate ruling at the reporting
date, and any resulting difference recognized in the statement of operations.

(b) Aircraft and engine maintenance

Engine maintenance contracts cover all significant engine maintenance activity. The basis on which maintenance
expenses are considered incurred depends on the nature of the services provided:

» Time and materials contracts: under which amounts are payable to the maintenance provider are recognized
in the statement of operations, based on actual maintenance activities performed by the maintenance
provider. The costs incurred reflect the actual amount of time incurred by the maintenance providers and the
cost of the materials and components used in the maintenance activities.

e Power-by-the-hour contracts: under which amounts are contractually payable to the maintenance provider
based on hours flown and for which a liability and a corresponding expense in the statement of operations
are recognized as the hours are flown.

2.14 Impairment of non-current assets

Assets that have an indefinite useful life are not subject to amortization and are tested annually or more frequently if
changes in circumstances indicate a potential impairment. Assets that are subject to amortization are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may not be recoverable.
An impairment loss is recognized for the amount by which the assets carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of the fair value less costs to sell and its value in use of the asset. For
impairment testing purposes, assets are grouped at the lowest level for which cash flows can be separately identified
(cash generating units or "CGUs"). Impaired non-financial assets, except goodwill, are reviewed subsequently for
analysis of the possible reversal of the impairment at the reporting date.

2.15 Accounts payable

Accounts payable are obligations to pay for goods or services that have been acquired in the ordinary course of
business. Accounts payable are classified as current liabilities if payment is due within one year or less (or in the
normal operating cycle of the business if longer). If not, they are presented as non-current liabilities.

Accounts payable are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest rate method. In practice, due to the short term nature of most trade payables, they are usually
recognized at the invoiced amount.

2.16 Non-derivative financial liabilities

Other financial liabilities (including loans, senior notes and debentures) are initially recognized at fair value, less
transaction costs incurred. Subsequently, they are measured at amortized cost using the effective interest method.

The effective interest method is used to calculate the amortized cost of a financial liability and allocate its interest
expense over the related period. The effective interest rate is the rate that discounts exactly estimated future cash
flows (transaction costs and other premiums or discounts) over the estimated life of the financial liability or, when
appropriate, over a shorter period, to the amount initially recognized.

Loans are classified in current liabilities, unless TAM has an unconditional right not to settle the liability for at least 12
months after the reporting date. Non-convertible debentures and senior notes are recorded in the same manner as loans.
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2.17 Income tax and social contribution

Income tax and social contribution expense represents the sum of current and deferred taxes. Income tax and social
contribution is recognized in the statement of operations, except to the extent that it relates to items recognized in
other comprehensive income or directly in equity.

The current income tax and social contribution charge are calculated on the basis of the tax laws enacted or
substantively enacted at the balance sheet date in the countries where the company and its subsidiaries operate and
generate taxable income. Management periodically evaluates positions taken in tax returns with respect to situations
in which applicable tax regulation is subject to interpretation, it establishes provisions where appropriate on the basis
of amounts expected to be paid to the tax authorities.

Deferred income tax and social contribution are recognized, using the liability method, on temporary differences
arising between the tax bases of assets and liabilities and their carrying amounts in the consolidated financial
statements. However, deferred tax liabilities are not recognized if they arise from the initial recognition of goodwill
deferred income tax is not accounted for if it arises from initial recognition of an asset or liability in a transaction other
than a business combination that at the time of the transaction affects neither accounting nor taxable profit or loss
liability is settled. Deferred income tax and social contribution are calculated on temporary differences arising from
differences between the tax bases of assets and liabilities and their carrying amounts.

The rates currently enacted for determining of income tax and social contribution in Brazil are 25% and 9%,
respectively (Note 23).

Deferred tax assets are recognized to the extent that it is probable sufficient future taxable income will be available for
offset against tax losses, considering projections of future income based on internal assumptions and future economic
scenarios which may, therefore, suffer changes. Management revises these projections annually. Deferred income tax
is provided on temporary differences arising on investments in subsidiaries except for deferred income tax liability
where the timing of the reversal of the temporary difference is controlled by the group and it is probable that the
temporary difference will not reverse in the foreseeable future.

Deferred tax and social contribution assets and liabilities are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred income taxes assets and liabilities relate to
income taxes levied by the same taxation authority on either the same taxable entity or different taxable entities where
there is an intention to settle the balances on a net basis.

2.18 Deferred income

Deferred income accounts comprises advance ticket sales, gains on sale and leaseback transactions and revenue
related to Loyalty Program (Note 2.25).

The revenue from the loyalty program is initially measured at fair value, against accounts receivable, and is
recognized in profit or loss as program points are redeemed.

The Advance ticket sales account comprises tickets sold in the last 12 months but not yet used. These amounts are
recognized as revenue when the service is provided or tickets expire.
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2.19 Provisions

The Company recognizes provisions when: (i) it has a present legal or constructive obligation as a result of past
events; (ii) it is probable that an outflow of resources will be required to settle the obligation; and (iii) the amount can
be reliably estimated. Provisions are measured at the present value of expenditure required to settle the obligation,
using a pre-tax rate discount, which reflects current market assessments of the time value of money and specific risks
of the obligation. The increase in the obligation as a result of the passage of time is recognized as finance costs.
Provisions are presented net of the related judicial deposits.

When some or all of the economic benefits required to settle a provision are expected to be recovered from a third
party, an asset is recognized if, and only if, the reimbursement is virtually certain and the amount can be reliably
measured.

2.20 Employee benefits
€)) Profit-sharing

The Company recognizes a liability and an expense for profit-sharing based on a Profit Sharing Program and certain
operating indicators. The Company recognizes a provision where contractually obliged or where there is a past
practice that has created a constructive obligation.

(b) Share-based payment

The Company operates an equity-settled share-based compensation plan. The shared-based compensation plan is
measured at the fair value of equity instruments at the granting date. Details regarding the determination of the fair
value of these plans are described in Note 28.2.

The fair value of the employee services received in exchange for the grant of the options is recognized as an expense.
The total amount to be expensed over the vesting period is determined by reference to the fair value of the options
granted, excluding the impact of any non-market vesting conditions (for example, profitability and sales growth
targets). Non-market vesting conditions are included in assumptions used to define the number of options that are
expected to vest. At each reporting date TAM revises its estimates of the number of options that are expected to vest,
recognizing the impact of the revision of original estimates, if any, in the statement of operations, with a corresponding
adjustment to equity.

When share options are exercised by issuing treasury shares, the proceeds received from the exercise of options, net
of any directly attributable transaction costs are credited to treasury shares the difference between the book value of
the treasury shares awarded to the employee and the exercise price is recognized in retained earnings.

(c) Pension plans

The Company only operates defined contribution plans. Once the contributions are made, the Company has no further
liability for additional payments. Regular contributions comprise the net periodic costs of the period when they are due
and, accordingly, are included in personnel expenses.

2.21 Share capital

Common shares and non-redeemable preferred shares are classified as stockholder's equity. Incremental costs
directly attributable to the issue of new ordinary shares or options are shown in equity as a deduction, net of tax, from

the proceeds.
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When any company purchases the Company's equity share capital (treasury shares), the consideration paid, including
any directly attributable incremental costs (net of income taxes) is deducted from stockholders' equity until the shares
are cancelled or reissued. When such ordinary shares are subsequently reissued, any consideration received, net of
any directly attributable incremental transaction costs and the related income tax effects, and is included in equity
attributable to the company’s equity holders .

2.22 Dividends and interest own capital

Dividend distribution and interest on own capital to the Company’s shareholders is recognized as a provision in the
financial statements at the end of the year. The financial statements reflect only minimum mandatory dividends,
provided for in the Company’s statute, of 25% of the net profit. Any value above the minimum mandatory is only
accrued on the date they are approved by shareholders in General Meeting (Ordinary / Extraordinary). Tax benefits of
interest on equity are recognized in the statement of operations.

2.23 Earnings per share

Earnings per share are calculated by dividing the profit or loss for the year attributable to the Company's controlling
stockholders by the weighted average of common and preferred shares outstanding in the related year. Diluted
earnings per share are calculated by adjusting the weighted average number of shares outstanding to assume
conversion of all dilutive potential shares for the year presented.

2.24 Lease agreements

Leases are classified at inception. Leases in which a significant portion of the risks and rewards of ownership are
retained by the lessor are classified as operating leases. Payments made under operating leases (net of any
incentives received from the lessor) are charged to the statement of operations on a straight-line basis over the period
of the lease.

The Company leases certain property, plant and equipment. Leases of property, plant and equipment where the
Company has substantially all the risks and rewards of ownership are classified as finance leases. Finance leases are
capitalized at the lease’s commencement at the lower of the fair value of the leased property and the present value of
the minimum lease payments.

Each lease payment is allocated between the liability and finance charges. The corresponding rental obligations, net
of finance charges, are included in other long-term payables. The interest element of the finance cost is charged to the
statement of operations over the lease period so as to produce a constant periodic rate of interest on the remaining
balance of the liability for each period. The property, plant and equipment acquired under finance leases is
depreciated over the shorter of the useful life of the asset and the lease term unless there is reasonable certainty that
ownership of the asset will be obtained by the end of the lease term in which case is depreciated over its useful life.

Any gain arising on sale and leaseback transactions resulting in finance leases are deferred and recognized in the
statement of operations on a straight-line basis over the period of the lease; gains and losses arising on sale and
leaseback transactions resulting in operating leases are generally recognized in the statement of operations
immediately.

Losses arising on sale and leaseback of finance leases are deferred to the extent that the object and leaseback

transactions is not subject to impairment and are recognized in the statement of operations on a straight line basis
during the term of the lease.
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2.25 Revenue

Air transportation revenues (passengers and cargo) are recognized when transportation services are rendered.
Revenue from passenger tickets sold but not yet used (advance ticket sales) is treated as deferred income, classified
within current liabilities. Revenue for unused tickets is recognized on the ticket expiration date, which is 12 months
after the issuance date of the ticket.

The subsidiary TLA sponsors a program (Loyalty Program) to award frequent flyers, whereby points are accumulated
when flying with TAM or partner airline companies, or when making purchases using TAM Loyalty Program credit
card, or using the services and products of commercial partners. The Loyalty Program award credits when
passengers use the flights of TAM or partnering airlines are recognized as a separately identifiable component of
revenue based on the estimated fair value of the points awarded. This revenue is deferred, considering the points that
are expected to be redeemed based on historical experience, and is recognized in the statement of operations as
passenger revenue when the points are redeemed and passengers uplifted.

On January 1, 2010, the subsidiary TLA transferred the management of the loyalty program to its subsidiary Multiplus.
As from January 1, 2010 points are be issued by Multiplus who will sell points to TAM in order to grant such points to
its flying customers, as well as sells points to commercial partners.

Revenue from points sold by Multiplus to third parties is recognized in the statement of operations when points are
redeemed for awards or, in the case of points that are expected not to be redeemed, is recognized over the points
validity period of two years.

Other operating revenues, represented by fees arising from alterations to flight reservations, sub-lease of aircraft,
maintenance services provided to other airlines and other services, are recognized when the services are provided.

Interest income is recognized using the effective interest rate method.
2.26 Segment information

Operating segment information is presented consistent with the internal report provided to the chief operating decision
maker. The chief operating decision maker, responsible for allocating resources and assessing the performance of
operating segments, is the Chief Executive Officer of TAM S.A. TAM has two operating and reportable segments:
Airlines and Loyalty Program.

2.27 Presentation of the statement of operati  ons

On the face of the statement of operations movements in the fair value of fuel derivatives are separately presented.
This items is disclosed separately in order to help users of the financial statements better understand TAM's financial
performance.

2.28 Business combinations

In the consolidated financial statements, business acquisitions are accounted for under the acquisition method. The
consideration transferred in a business combination is measured at fair value, which is calculated as the sum of fair
values of assets transferred and liabilities incurred by the Company at the acquisition date for the former controlling
stockholders of the acquire and of interests issued by the Company in exchange for control of the acquiree.
Transaction costs in a business combination, which are not associated with bond issues or equity issuance, are
recognized as expense as incurred.
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At the acquisition date, identifiable assets acquired and liabilities assumed are recognized at fair value at the
acquisition date, except for:

Deferred tax assets and liabilities, and liabilities related to employee benefit plans are recognized and
measured in accordance with IAS 12 — Income Taxes and IAS 19 — Employee Benefits;

Liabilities or equity instruments related to share-based payment agreements of the acquiree or share-based
payment agreements of the Company entered into to replace share-based payment agreements of the
acquiree are measured in accordance with IFRS 2 — Shared-Based Payment at the acquisition date;

Assets (or disposal groups) classified as held for sale in accordance with IFRS 5 — Non-current Assets held
for Sale and Discontinued Operations are measured in conformity with that standard.

The Company measures goodwill as the fair value of the consideration transferred, including the recognized amount
of any non-controlling interest in the acquired company, less the net amount recognized (generally the fair value) of
identifiable assets acquired and liabilities assumed, all measured at the acquisition date. When the excess is negative,
a gain from the purchase agreement is immediately recognized in the statement of operations for the period.

2.29 New and revised standards and interpreta tions applicable in 2011 and already issued but not yet
effective

The only new standard (including amendments and improvements to standards) relevant to TAM effective for initial
adoption in the financial year ended December 31, 2011 is IFRIC 13 - "Customer Loyalty Programmes" under which
the meaning of “fair value” is clarified in the context of measurement of award credits in customer loyalty programmes.
The application of the clarified guidance did not result in any impact on the financial position and results of operations
since the Company was already considering the requirements of IFRIC 13 in measuring the fair value of its award
credits.

The following new standards, amendments and interpretations of standards were issued by the IASB and are
applicable for the year ended December 31, 2011.

* Amendment to IAS 32 — ‘Financial instruments: Presentation — classification of rights issues’ — amended
to allow rights, options or warrants to acquire a fixed nhumber of the entity’'s own equity instruments for a
fixed amount of any currency to be classified as equity instruments provided the entity offers the rights,
options or warrants pro rata to all of its existing owners of the same class of its own non-derivative equity
instruments. This standard did not have any impact to the Company considering its current operations.
Applicable periods beginning on or after February 1, 2010.

* IFRIC 19, ‘Extinguishing financial liabilities with equity instruments’ — clarifies the requirements of IFRSs
when an entity renegotiates the terms of a financial liability with its creditor and the creditor agrees to
accept the entity’s shares or other equity instruments to settle the financial liability fully or partially. This
standard did not have any impact to the Company considering its current operations. Applicable periods
beginning on or after July 1, 2010.

* Amendment to IFRS 1, ‘First-time adoption of IFRS — Limited exemption from comparative IFRS 7
disclosures for first-time adopters’ — provides the same relief to first-time adopters as was given to current
users of IFRSs upon adoption of the amendments to IFRS 7. Also clarifies the transition provisions of the
amendments to IFRS 7. This standard is no longer relevant to the Company since it has already applied
IFRS 1 upon its transition to IFRS. Applicable periods beginning on or after July 1, 2010.
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IAS 24, ‘Related party disclosures’ (revised 2009) — amends the definition of a related party and modifies
certain related-party disclosure requirements for government-related entities. This standard did not have
any impact to the Company considering its current operations. Applicable periods beginning on or after
January 1, 2011.

Amendment to IFRIC 14, ‘IAS 19 — The limit on a defined benefit assets, minimum funding requirements
and their interaction’ — removes unintended consequences arising from the treatment of pre-payments
where there is a minimum funding requirement. Results in pre-payment of contributions in certain
circumstances being recognized as an asset rather than an expense. This standard did not have any
impact to the Company considering its current operations. Applicable periods beginning on or after
January 1, 2011.

The following new standards, amendments and interpretations of standards were issued by the IASB and are not
applicable for the year ended December 31, 2011 but in future periods:

IAS 19, 'Employee benefits’ was amended in June 2011. The impact will be the following: (i) to eliminate
the corridor approach, (ii) recognize all actuarial gains and losses in Comprehensive statement of
operations as they occur, (iii) to immediately recognize all past service costs in the statement of
operations, and (iv) to replace interest cost and expected return on plan assets with a net interest amount
that is calculated by applying the discount rate to the net defined benefit, net. This standard is not
expected to have any significant impact to the Company considering its current operations. This standard
is applicable periods beginning on or after January 1, 2013.

IFRS 9, 'Financial instruments’ — addresses the classification, measurement and recognition of financial
assets and financial liabilities. IFRS 9 was issued in November 2009 and October 2010. It replaces IAS 39
where it relates to the classification and measurement of financial instruments. IFRS 9 requires financial
assets to be classified into two measurement categories: those measured as at fair value and those
measured at amortized cost. The determination is made at initial recognition. The classification depends
on the entity’s business model for managing its financial instruments and the contractual cash flow
characteristics of the instrument. For financial liabilities, the standard retains most of the IAS 39
requirements. The main change is that, in cases where the fair value option is taken for financial
liabilities, the part of a fair value change due to an entity’'s own credit risk is recorded in other
comprehensive income rather than the statement of operations, unless this creates an accounting period
beginning on or after January 1, 2013. The Company is evaluating the full impact of IFRS 9.

IFRS 10, 'Consolidated financial statements’ — builds on existing principles by identifying the concept of
control as the determining factor in whether an entity should be included within the consolidated financial
statements of the parent company. The standard provides additional guidance to assist in the
determination of control where this is difficult to assess. This standard is not expected to have any
significant impact to the Company considering its current operations. This standard is applicable for
periods beginning on or after January 1, 2013.

IFRS 11, 'Joint arrangements’ — was amended in May 2011. The IFRS 11 is a more realistic reflection of
joint arrangements by focusing on the rights and obligations of the arrangement rather than its legal form.
There are two types of joint arrangement: joint operations and joint ventures. Joint operations arise where
a joint operator has rights to the assets and obligations relating to the arrangement and hence accounts for its
interest in assets, liabilities, revenue and expenses. Joint ventures arise where the joint operator has rights to the
net assets of the arrangement and hence equity accounts for its interest. Proportional consolidation of joint
ventures is no longer allowed. This standard is applicable periods beginning on or after January 1, 2013. This
standard is not expected to have any significant impact to the Company considering its current operations.
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* IFRS 12, 'Disclosures of interests in other entities’ — includes the disclosure requirements for all forms of
interests in other entities, including joint arrangements, associates, special purpose vehicles and other off
balance sheet vehicles. The Company is yet to assess the additional disclosures that will be required as
result of IFRS 12. This standard is applicable periods beginning on or after January 1, 2013.

* |IFRS 13, 'Fair value measurement’, was amended in May 2011. Aims to improve consistency and reduce
complexity by providing a precise definition of fair value and a single source of fair value measurement
and disclosure requirements for use across IFRS. The requirements, which are largely aligned between
IFRS and US GAAP, do not extend the use of fair value accounting but provide guidance on how it
should be applied where its use is already required or permitted by other standards within IFRS or US
GAAP. The Company is in the process of assessing whether IFRS 13 will have any impact on the manner
on how fair value is determined. This standard is applicable periods beginning on or after January 1, 2013.

* Amendments to IFRS 7, ‘Financial instruments: Disclosures on derecognition’ — This amendment will
promote transparency in the reporting of transfer transactions and improve users’ understanding of the
risk exposures relating to transfers of financial assets and the effect of those risks on an entity’s financial
position, particularly those involving securitization of financial assets. Effective periods beginning on or
after July 1, 2011. The standard will affect future disclosures to the extent it enteres into transfers of
financial assets.

* Amendment to IAS 12, ‘Income taxes’ on deferred tax — IAS 12, ‘Income taxes’, currently requires an entity
to measure the deferred tax relating to an asset depending on whether the entity expects to recover the
carrying amount of the asset through use or sale. It can be difficult and subjective to assess whether
recovery will be through use or through sale when the asset is measured using the fair value model in IAS
40, ‘Investment property’. This amendment therefore introduces an exception to the investment property
measured at fair value. As a result of the amendments, SIC 21, ‘Income taxes — recovery of revalued non-
depreciable assets’, will no longer apply to investment properties carried at fair value. The amendments
also incorporate into IAS 12 the remaining guidance previously contained in SIC 21, which is withdrawn.
Effective periods beginning on or after July 1, 2011. This standard is not expected to have any significant
impact to the Company considering its current operations.

* Amendment to IAS 1, ‘Financial statement presentation’ regarding other comprehensive income — The
main change resulting from these amendments is a requirement for entities to group items presented in
‘other comprehensive income’ (OCI) on the basis of whether they are potentially reclassificable to profit or
loss subsequently (reclassification adjustments). The amendments do not address which items are
presented in OCI. Effective periods beginning on or after July 1, 2012. The Company is currently
assessing the impact of this standard on its disclosures.

There are no other IFRS or IFRIC interpretations that are not yet effective that would be expected to have a material
impact on the Company.
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Improvements to IFRSs 2010

The amendments are applicable for annual periods beginning after 1 January 2011 unless otherwise stated and did
not have any significant impact in these consolidated financial statements.

. IFRS 3 ‘Business combinations’

(a) transition requirements for contingent consideration from a business combination that occurred
before the effective date of the revised IFRS. Clarifies that the amendments to IFRS 7, “Financial
instruments”™: Disclosures”, “IAS 32, “Financial instruments: Presentation”; and IAS 39, “Financial
instruments: Recognition and measurement”, that eliminate the exemption for contingent
consideration, do not apply to contingent consideration that arose from business combinations whose
acquisition dates precede the application of IFRS 3 (as revised in 2008). Applicable to annual periods
beginning on or after July 1, 2010. Applied retrospectively.

(b) Measurement of non-controlling interests. The choice of measuring non-controlling interests at fair
value or at the proportionate share of the acquiree’s net assets applies only to instruments that
represent present ownership interests and entities their holders to a proportionate share of the net
assets in the event of liquidation. All other components of non-controlling interest are measured at fair
value unless another measurement basis is required by IFRS. Applicable to annual periods beginning
on or after July 1, 2010. Applied prospectively from the date the entity applies IFRS 3.

(c) Un-replaced and voluntarily replaced share-based payment awards. The application guidance in
IFRS 3 applies to all share-based payment transactions that are part of a business combination,
including un-replaced and voluntarily replaced share-based payment awards. Applicable to annual
periods beginning on or after July 1, 2010. Applied prospectively. The amendment did not have any
impact since we did not enter into business combination upon its effective date.

o IFRS 7, ‘Financial instruments’ — Emphasizes the interaction between quantitative and qualitative
disclosures about the nature and extent of risks associated with financial instruments. Applied after
January 1, 2011 and retrospectively. The amendment did not have any significant impact.

o IAS 1, ‘Presentation of financial statements’ — Clarifies that an entity will present an analysis of other
comprehensive income for each component of equity, either in the statement of changes in equity or in the
notes to the financial statements. Applied after January 1, 2011 and retrospectively. The analysis is being
presented in the statement of changes in equity.

. IAS 27, ‘Consolidated and separate financial statements’ — Clarifies that the consequential amendments
from IAS 27 made to IAS 21, ‘The effect of changes in foreign exchange rates’, IAS 28 ‘Investments in
associates’, and IAS 31 ‘Interests in joint ventures’, apply prospectively for annual periods beginning on or
after July 1, 2009, or earlier when IAS 27 is applied earlier. Applicable to annual periods beginning on or
after July 1, 2010. Applied retrospectively. The amendment did not have any significant impact.
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3. Critical Accounting Estimates and Jud  gments

Estimates and judgments are continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances. Accounting estimates will,
by definition, seldom equal the related actual results. The estimates and assumptions that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are
discussed below.

3.1 Revenue recognition — Loyalty program

Revenue related to the loyalty program is deferred based on the number of outstanding points and a historical
average rate for non-redemption of points (breakage) in the last 12 months. The fair value of points issued to
participants when flying with TAM or partnering airlines is determined based on the weighted average of points sold to
trading partners and free tickets granted to passengers. Also, the deferral of revenue depends on the estimate of the
guantity of points to be cancelled when they expire after two years from the issuance date.

3.2 Deferred taxes

The Company recognizes deferred income tax assets and liabilities based on the differences between the carrying
amounts shown in the financial statements and the tax basis of the assets and liabilities, using prevailing tax rates.
The Company regularly reviews deferred tax assets for recoverability, taking into account historical income generated
and projected future taxable income based on a study of technical viability.

3.3 Contingencies

The Company is currently involved in various judicial and administrative proceedings, as described in Note 22.
Provisions are recognized for all contingencies in judicial proceedings that represent probable losses (present legal as
a result of past events; it is probable that an outflow of resources will be required to settle the obligation; and the
amount has been reliably estimated). The probability of loss is evaluated based on the available evidence, including
the views of internal and external legal counsel. Management believes that these contingencies are properly
recognized in the financial statements.

3.4 Financial instruments used to mitigate  the risks of variations in jet fuel prices
The Company records the financial instruments used to mitigate the risks of variations in jet fuel prices at their fair

market value based on market quotations for similar instruments. Derivative financial instruments are used in order to
mitigate the risk against variations in fuel prices. Sensitivity to movements in the price of oil is discussed in Note 4.1.1

(@).
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4. Financial instruments
4.1 Financial risk management

TAM's activities expose it to a variety of financial risks: market risk (including currency risk, interest rate risk and price
risk), credit risk and liquidity risk.

The Company has a formal Risk Management Policy that defines the rules to be followed and authorizes the Treasury
Department to enter into derivative transactions in order to reduce the impact that possible fluctuations in fuel prices
and foreign exchange and interest rates may have on its cash flows. The management of risk is monitored by the Risk
Committee that is, responsible for, among other matters:

« Deciding any increase in the percentage level of protection based on strategic issues and monitoring the

comparison between the market actual and budgeted scenarios;
* Managing and monitoring the risk exposure;
e Monitoring compliance with the risk policy;
» Deciding on the level of exposure to market risks;

» Establishing financial limits for all the institutions authorized to enter to derivative transactions; and
*  Monitoring the performance of derivative transactions.

Derivatives are contracted in line with TAM's policies, considering liquidity, impact on cash flow and cost/benefit
analysis of each position taken. The control over the use of derivatives includes verifying whether the rates in the
derivative contracts are compatible with market rates.

The Company does not enter into transactions involving financial instruments, including derivative instruments, for
speculative purposes.

411 Market risks

The Company exposed to market risks arising from its normal business activities. These market risks principally relate
to changes in interest rates, exchange rates or aviation kerosene (QAV) and such variations can negatively affect its
cash flows and future expenses. Market risk is the risk of a possible loss derived from changes in the prices of market
prices (exchange rates, interest rates, prices of commaodities, or others) that may affect the Company’s cash flow or
results. The Company entered into derivative contracts with the purpose of reducing the risks derived from variations
in these factors. Policies and procedures have been implemented to evaluate these risks and to monitor the
transactions with derivatives. The policies establish minimum and maximum levels of protection, and require that
counterparties have investment grade credit rating as condition for entering into the transactions.

€) Risks relating to change in the price  of jet fuel

One of the most important financial risks of airlines is the volatility of fuel price. The QAV price is linked to the variation
of the oil price in the international market. The Company has entered into derivative transactions in order to
economically hedge itself against this risk. TAM's Risk Committee has established policies for achieving this. The
policy establishes to carry out derivative transactions covering a maximum level of 60% of the fuel consumption
projected for the following 24 months and a minimum level of 20% of the consumption projected for the first 12 months
and of 10% for the subsequent twelve months. Swaps, options, or a combination of these instruments, using market prices
for crude oil, heating oil or jet fuel as the underlying, may be used to achieve TAM’s aims.
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TAM protects itself against the volatility in its kerosene price by using derivatives based mainly on crude oil (West
Texas Intermediate or "WTI"). The choice of this underlying item was based on studies that indicate that the hedge of
QAV based on WTI is, historically, highly effective, in addition to the high liquidity of the financial instruments
referenced in WTI. At December 31, 2011 all contracted financial instruments are over the counter.

The Company enters into derivative transactions only with counterparties classified by the main risk rating agencies
(Standard & Poors, Fitch and Moody’s) as at a minimum investment grade.

As the consumed volume of kerosene is not fully protected through derivatives, increases in the price of kerosene are
not fully offset by the derivatives. In the same way, decreases in the price of kerosene will have positive impact for the
Company, since it will not be fully offset by changes in the fair value of the derivatives.

The aviation fuel consumed in the year ended December 31, 2011, 2010 and 2009 accounted for 34.8%, 33.2% and
28.7%, respectively, of the operating expenses by the Company (Note 27).

(a.1) Outstanding jet fuel derivatives:

The following table presents the percentages of anticipated consumption covered for the next 12 months after each
date and the average strike price for the transactions outstanding as of each of those dates:

December 31, December 31,

2011 2010

% of coverage anticipated for the next 12 months 28% 25%
Average strike price for outstanding derivatives USS 94/bbl USS 87/bbl
Market price of WTI at year-end USS 98/bbl USS 89/bbl

The following table presents both the notional amount and fair value of outstanding jet fuel derivatives as of each date
broken down by maturity:

2011 2012 2013 2014 Total
At December 31, 2011
Notional amount — thousands of barrels 5,660 2,425 325 8,410
Fair value, net — RS thousand 18,076 (7,803) 826 11,099
At December 31, 2010
Notional amount — thousands of barrels 3,985 2,710 150 6,845
Fair value, net — RS thousand (9,791) (8,536) (182) (18,509)

(b) Exchange rate risk
(b.1) TAM Linhas Aéreas

A significant portion of the operating costs and expenses, such as aircraft and engine maintenance services, aircraft
lease payments and aircraft insurance, are denominated in U.S. dollars. Also the Company has a significant exposure
to foreign currency (mainly the U.S. dollar) from its foreign currency denominated liabilities less its foreign currency
denominated assets. The amount of the exposure to foreign currency at December 31, 2011 and 2010 of assets and
liabilities is presented in the corresponding explanatory notes.

The Company may enter into derivative contracts to protect against a possible appreciation or depreciation of the Real
against the U.S. dollar. No derivatives have been entered into other than the one described below.
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The notional amount and fair value of the foreign currency derivatives outstanding are presented below by year of
maturity:

2012
At December 31, 2011
Notional amount — USS 31,000
Fair value — RS (68)
At December 31, 2010
Notional amount — USS 31,000
Fair value — RS (888)

In view of the restructuring of derivatives made in the first quarter of 2009 and in the second quarter of 2010, one of
the counterparties required a deposit denominated in dollars as collateral guarantee. As deposits in foreign currency
are not permitted in Brazil, a foreign exchange collar was entered into with the amount of the deposit as notional and
also provided as collateral.

The collar transaction described above is the only foreign currency derivative outstanding at December 31, 2011 and
2010.

(b.2) Multiplus

The exchange rate risk consists of the risk of changes in the R$/US$ exchange rate that affects the selling price of
points as part of the contracts have the price of the points denominated in US$. These fluctuations may impact the
cash flows and the sale price of points when measured in Reais. Market risk in the case of Multiplus is the possibility
of a future cash flow lower than projected due to a possible fall in the exchange rate R$/US$,

The following table presents both the notional amount and fair value of outstanding derivatives as of each date broken
down by maturity. The maturity date of the derivative is also the date on which the highly probable sale of points is
expected to be billed. The highly probable sales of points are expected to be recognized in income after billed and
management expects that they will be recognized in income on average in up to six months after billed:

2012 2013 2014 Total
At December 31, 2011
Notional amount — US$ 303,000 265,000 2,000 570,000
Fair value at December 31, 2011, net — RS (20,125) (25,722) (508) (46,355)
(c) Distribution of fair value by counter  party credit rating

The distribution of fair value by counterparty credit rating and by type of risk being protected at December 31, 2011
and 2010 is presented below:
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0] Effects of derivatives on the balance sheet
December 31, December 31,
2011 2010
Counterparties with external credit rating Standard&Poors, Tradin Multiplu Multiplu
Moody’s or Fitch) g place TLA s Total TLA s Total
Over 2,623 (24,956) (22,333
the )
counte (23,342 (23,342
AAA* r ) )
Over 2,979 (21,399) (18,420
the )
counte
AA+, AA or AA-* r 3,671 3,671
Over 5,429 5,429
the
counte
A+, Aor A-* r 274 274
(35,324 (19,397 (19,397
11,031  (46,355) ) ) )
Fuel derivative asset — WTI 33,307 33,307 16,463 16,463
(22,208 (22,208 (34,972 (34,972
Fuel derivative liability — WTI ) ) ) )
(18,509 (18,509
Fuel derivative, net — WTI 11,099 11,099 ) )
Foreign exchange derivatives asset 2,542 2,542
(48,897) (48,965
Foreign exchange derivatives liability (68) ) (888) (888)
(46,423
Foreign exchange derivatives, net (68)  (46,355) ) (888) (888)
(35,324 (19,397 (19,397
11,031  (46,355) ) ) )
Amounts outstanding in other comprehensive income Equity
Cash flow hedge — Recognition in other comprehensive (53,515
income (53,515) )
Cash flow hedge — Amount recycled into income 1,680 1,680
Deferred income tax and social contribution effect 17,624 17,624

(34,211
(34,211) )

(*) The ratings can be expressed either in the global scale or in local currency. Each agency has a slightly different
way to present rating. The table above unifies the presentations in what we believe is the most well known rating
international scale.
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The Company monitors the concentration of financial instruments on a single counterparty. Internal policies require
reporting of excessive concentrations to the Risk Committee. At December 31, 2011 there was one counterparty,
which exceeded the limits established; however the Company believes this concentration of risk is acceptable.

(d) Effect of derivatives in the statemen __t of operations

Until August 2011, all gains and losses resulting from changes in fair value of derivatives entered into by Multiplus
(which were not designated for cash flow hedge) were recognized in the statement of operations in the same line on
which the transaction being economically hedged is recorded which in the case of Multiplus is revenue.

As described above as from August 31, 2011, Multiplus designated the intrinsic value of all derivative as hedging
instruments for hedge accounting purposes. For derivatives designated as hedging instruments the change in the
intrinsic value is initially recorded in shareholder’'s equity and released to income at the same time that the hedged
transaction is recorded in income; upon release to income the amount originally recognized in equity is recorded in the
line revenue. Also for derivatives designated as hedging instruments, the change in the time value of the derivatives is
not part of the hedge relationship and this change is recognized immediately under finance income and finance cost.

The amounts recognized in the statement of operations for derivatives for the year ended December 31, 2011 are
presented below:

December 31,

2011
Revenue
Net gain realized 2,365
Net gain resulting from the change in fair value until August/2011 7,375
9,740
Finance result
Financial cost — Change in time value of derivative instruments designated for hedge accounting (6,584)
3,156

(e) Interest rate risk

TAM's earnings are affected by changes in interest rates due to the impact these changes have on interest expense
from variable-rate debt instruments, variable-rate lease contracts, and on interest income generated from its cash and
short-term investment balances. To minimize possible impacts from interest rate fluctuations, TAM has adopted a
policy of diversification, alternating between contracting fixed and variable rates (such as the London Interbank
Offered Rate “LIBOR” and CDI - Certificate of Deposit Intermediate).

The Company does not have financial instruments to hedge its cash flows against fluctuations in interest rates.
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® Sensitivity analysis

Presented below is a sensitivity analysis of the financial instruments that demonstrates the impact of changes in
financial instruments on the income and in equity of the Company by considering:

 Increase and decrease of 10% in fuel prices, by keeping constant all the other variables;

* Increase and decrease of 10% in R$/US$ exchange rate, with all other variables remaining steady; and

* Increase and decrease of one percentage point in interest rate, by keeping constant all the other variables.
(e.1) TAM Linhas Aéreas

Fuel price:

A hypothetical 10% increase/decrease in the price of WTI would lead to an increase/decrease of approximately US$
36,611/ US$ 36,761 (equivalent to R$ 68,674 / R$ 68,956 at December 31, 2011) (in the fair value of WTI derivatives.
This increase/ decrease would directly affect the Company’s net income. In terms of cash flows, however, these
changes in WTI price would be more than offset by a decrease/increase in the Company’s kerosene-type jet fuel
costs. The cash payments for settling the derivatives are due at their respective maturities, distributed from 2011
through 2014.

Exchange rate — U.S. Dollar:

If there was a 10% depreciation/appreciation of the Brazilian Reais against the U.S. dollar and all other variables
remained constant, the financial result would have been affected by approximately R$ 791 million / R$ 791 million,
mainly as a result of foreign exchange gains/losses on the translation of U.S. dollar denominated trade receivables
and U.S. dollar denominated financial assets at fair value through profit or loss, and foreign exchange losses/gains on
the translation of U.S. dollar-denominated borrowings and finance leases.

Interest rate — LIBOR and CDI:

A hypothetical 100 basis point increase in foreign market (LIBOR) interest rates in the year ended December 31, 2011
would increase its aircraft rental and interest expense over a one year period by approximately US$ 22,007
(equivalent to R$ 41,281).

If there was a hypothetical 100 basis point increase/ decrease in domestic market (CDI) interest rates in the year
ended December 31, 2011 would increase/decrease loan and financing interest expenses over a one year period by
approximately R$ 7,684.

(e.2) Multiplus

Exchange rate — U.S. Dollar (Derivatives):

If there was a 10% depreciation/appreciation of the Brazilian Reais against the U.S. dollar and all other variables
remained constant, the financial result would have been affected by approximately R$ 19,041 / R$ 1,283, mainly as a
result of the effect of the foreign exchange gain or losses on the time value of the derivatives which is recognized
immediately in income.

4.1.2. Credit risk

Credit risk refers to the risk that counterparty will not fulfill its contractual obligations, leading the Company to incur
financial losses. Credit risk arises from the possibility of TAM not recovering amounts receivable from services provided

to consumers and/or travel agencies, or from amounts held with financial institutions generated by financial investment
operations.
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To reduce credit risk, TAM has adopted the practice of establishing credit limits and the permanent follow-up of its
debtor balances (mainly from travel agencies).

TAM only deals with financial institution counterparties which have a credit rating of at least BBB or equivalent issued
by S&P, Moody’'s or Fitch. Each institution has a maximum limit for investments, as determined by the Company’s
Risk Committee.

Currently, management does not expect losses, beyond those already provided for, due to default of its counterparties
and does not have (except for the receivables from credit card issuers) any individually significant exposure to any
counterparty separately.

4.1.3. Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and short-term investments, the availability of
funding through an adequate amount of committed credit facilities and the ability to close out market positions.

Excess cash is invested mainly through TAM'’s restrict investment fund. The fund has a clear investment policy, with
limits on concentration of risk in the underlying investments.

The table below analyses TAM's financial liabilities into relevant maturity groupings based on the remaining period at

the reporting date to the contractual maturity date. The amounts disclosed in the table are the contractual
undiscounted cash flows and include interest, except for derivatives, for which the fair value is disclosed.
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Between Between
one three
Less than and two and five  More than Effect of Carrying
one year years years five years Total discounting value
Non-derivative financial liabilities
At December 31, 2011
Finance lease obligations 816,750 1,488,034 1,689,975 1,865,986 5,860,745 (530,906) 5,329,839
Senior notes 169,708 339,414 1,051,956 1,902,223 3,463,301 (1,393,083) 2,070,218
Borrowings 979,176 3,986 3,714 5,029 991,905 (34,749) 957,156
Debentures 371,321 325,726 376,541 1,073,588 (266,145) 807,443
Refinanced taxes payable under Fiscal
Recovery Program 47,142 96,072 180,953 722,657 1,046,824 (563,506) 483,318
Other (i) 645,680 645,680 645,680
At December 31, 2010
Finance lease obligations 684,006 1,279,397 1,140,715 2,315,571 5,419,689 (661,766) 4,757,923
Senior notes 108,701 164,241 164,241 1,238,874 1,676,057 (667,000) 1,009,057
Borrowings 617,525 8,297 2,199 7,228 635,249 (20,209) 615,040
Debentures 418,926 339,085 292,758 237,014 1,287,783 (310,862) 976,921
Refinanced taxes payable under Fiscal
Recovery Program 31,156 73,724 146,360 887,023 1,138,263 (698,436) 439,827
Other (i) 522,364 522,364 522,364
0] The amount is recorded under: Accounts payable
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Derivative financial liabilities
At December 31, 2011
Fuel price risk

Exchange rate risk

At December 31, 2010
Fuel price risk

Exchange rate risk

Between one and two  Total (equal carrying

Less than one year years value)
(6,681) (15,527) (22,208)

(20,557) (28,408) (48,965)
(19,686) (15,286) (34,972)

(888) (888)

In the analysis of the current ratio and net current liabilities it should be noted that current liabilities include the balance
of Deferred income which is composed by advanced ticket sales, deferred income with respect to Loyalty Program
and deferred gains on sale and leaseback amounting to R$ 1,472,055 ( 2010 — R$ 1,801,181).

4.2. Fair value estimation and fair value hi

erarchy

The Company discloses the fair value of financial instruments by level of the following fair value measurement

hierarchy:

e Level 1 - quoted prices (unadjusted)

in active markets for identical assets or liabilities;

e Level 2 - inputs other than quoted prices included within level 1 that are observable for the asset or liability,

either directly (that is, as prices) or indirectly (that is, derived from prices), and

Level 3 - Inputs for the asset or liability that are not based on observable market data (that is, unobservable
inputs). None of the financial instruments carried at fair value by the Company of its subsidiaries fall into this
category at December 31, 2011.

The table below presents the Company's financial instruments measured at fair value in the statement of financial

position:
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Financial assets at fair value through profit or loss
In local currency
Restrict investment fund

Brazilian government securities (1)
Corporate securities (2)
Other

Bank deposit certificates — CDB (3)

Other bank deposits (3)

Other

In foreign currency
Other bank deposits (3)

Derivative financial assets
Fuel hedge — WTI (4)

Foreign exchange (4)

Derivative financial liabilities
Fuel hedge — WTI (4)

Foreign exchange derivatives (4)

December 31,

F-44

2011

Level 1 Level 2 Total
1,162,087 1,162,087
255,442 255,442

21,411 21,411

108,118 108,118

27,128 27,128

2,167 2,167

1,162,087 414,266 1,576,353
108,579 108,579

108,579 108,579

1,162,087 522,845 1,684,932
33,307 33,307

2,542 2,542

35,849 35,849

22,208 22,208

48,965 48,965

71,173 71,173
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December 31,

2010
Level 1 Level 2 Total
Financial assets at fair value through profit or loss
In local currency
Restrict investment fund
Brazilian government securities (1) 812,515 812,515
Corporate securities (2) 297,424 297,424
Other 8,839 8,839
Bank deposit certificates — CDB (3) 34,199 34,199
812,515 340,462 1,152,977
In foreign currency
Other bank deposits (3) 254,721 254,721
254,721 254,721
812,515 595,183 1,407,698

Derivative financial assets
Fuel hedge — WTI (4) 16,463 16,463
Foreign exchange

16,463 16,463

Derivative financial liabilities
Fuel hedge — WTI (4) (34,972) (34,972)
Foreign exchange derivatives (4) (888) (888)
(35,860) (35,860)

No transfer of assets or liabilities between the levels of the fair value hierarchy took place during the year ended December 31,
2011 and 2010.

The financial instruments recognized at fair value are determined as follows:

* (1) Brazilian Government securities — Corresponds to highly liquid Brazilian government securities that
have prices available that correspond to transactions in an active market.

* (2) Corporate securities — Corresponds, typically, to debt securities for which fair value has been
determined based upon actual transactions observed in organized markets (when available) or discounted
cash flows using interest rates when actual transactions are not available.

* (3) Certificates of deposit and other bank deposits - Fair value has been estimated by discounting
estimated cash flows using market interest rates as inputs.

* (4) Derivative financial instruments not traded in an exchange (over-the-counter derivatives). TAM
estimates its fair value using a series of techniques such as Black&Scholes, Garman & Kohlhagen, Monte
Carlo or even discounted cash flow models commonly used in the financial market, depending on the
nature of the derivative. All models used are widely accepted in the market and reflect the contractual



terms of the derivative. Those models do not contain a high level of subjectivity, since the methodologies
used in the models do not require significant judgment, and all inputs to the model are readily observable
from actively quoted markets.

F-45



Table of Contents

TAM S.A,
Notes to the Consolidated Financial Statement

Year ended December 31, 2011
(In thousands of Reais, unless otherwise indicated)

All financial investments are measured at their fair value through profit and loss and held for trading purposes.

Management of marketable securities in the domestic market is primarily performed via a restrict investment fund.
This structure follows high transparency and corporate governance standards. The custody of securities and units of
funds and the management of funds are carried out by an independent management institution. The mandates and
regulations are consistent within each type of management and are subject to clear limits and measurement methods
for market, credit and liquidity risks contracted. The average return on these funds was 11.63% per annum for the
period ended December 31, 2011 (2010 — 9.87% per annum).

Investments in international markets essentially are comprised by time deposits, notes and overnight transactions, in
US dollars, with first tier banks with which the Company maintains business relationships. At December 31, 2010 the
annual return contracted on these investments was 1.17% (2010 - 0.84%).

4.3. Capital management

The objective of capital management is to ensure that TAM is able to continue as a going concern whilst delivering
shareholder expectations of a strong capital basis as well as returning benefits to other stakeholders and optimizing
the cost of capital.

Capital is managed by means of a leverage ratio. The Company’s capital structure is made up of its net indebtedness,
defined as the total of loans, debentures and lease agreements (finance and operating), net of cash and cash
equivalents and other short-term financial assets, and of the capital that is defined as the total net equity of
shareholders and net indebtedness.

The Company is not subject to any externally imposed capital requirements.

We define total capital as the total of shareholder’s equity and net debt as defined below:

December 31, 2011 December 31, 2010
Cash and cash equivalents (Note 6) (650,081) (1,012,220)
Financial assets at fair value through profit and loss (Note 4.2) (1,684,932) (1,407,698)
Borrowings (Note 18.3) 957,156 615,040
Debentures and senior notes 2,877,661 1,985,978
Operating lease commitments (Note 31) 1,320,378 1,120,697
Finance lease obligations (Note 18.1) 5,329,839 4,757,923
Net debt (1) 8,150,021 6,059,720
Total equity 2,124,120 2,627,391
Total capital (2) 10,274,141 8,687,111
Leverage ratio (1) / (2) 79.3% 69.8%
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The substantial increase in the leverage ratio results from the following main factors: i) reduction in equity resulting
from loss for the period and distribution of dividends with respect to the year 2010; ii) increase in financial liabilities
exposed to foreign exchange rate variation resulting from the devaluation of the real from R$ 1.6662 at December
31,2010 to R$ 1.8758 at December 31, 2011, iii) issuance US$ 500 million in Senior Notes (equivalent to R$ 938
million at December 31, 2011) and iv) reduction in cash and cash equivalents of approximately R$ 403 million.

Management believes that the resources available to the Company are sufficient for its present requirements and will
be sufficient to meet its anticipated requirements for capital investments, which are approved annually by the Board of
Directors, and other cash requirements for the 2012 fiscal year.

5. Financial instruments by category

Assets, per balance sheet

Derivative financial instruments

Financial assets at fair value through profit and loss
Trade accounts receivable

Financial assets - Bank deposits

Restricted cash

Deposits in guarantee

Cash and cash equivalents

Total

Derivative financial instruments

Financial assets at fair value through profit and loss
Accounts receivable

Financial assets - Bank deposits

Restricted cash

Deposits in guarantee

Cash and cash equivalents

Total

December 31,

2011

Financial assets

at fair value

Loans and through profit
receivables and loss Derivatives Total
35,849 35,849
1,684,932 1,684,932
1,819,011 1,819,011
138,009 138,009
93,824 93,824
57,014 57,014
650,081 650,081
2,757,939 1,684,932 35,849 4,478,720
December 31,
2010

Financial assets

at fair value

Loans and through profit
receivables and loss Derivatives Total
16,463 16,463
1,407,698 1,407,698
1,556,781 1,556,781
50,280 50,280
98,305 98,305
51,778 51,778
1,012,220 1,012,220
2,769,364 1,407,698 16,463 4,193,525
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Liabilities, per balance sheet:

December 31,

2011
Liabilities
measured at
amortized cost Derivatives Total
Finance lease obligations 5,329,839 5,329,839
Senior notes 2,070,218 2,070,218
Borrowings 957,156 957,156
Debentures 807,443 807,443
Derivative financial instruments 71,173 71,173
Accounts payable and other obligations, excluding statutory
liabilities 1,118,768 1,118,768
Total 10,283,424 71,173 10,354,597
December 31,
2010
Liabilities
measured at
amortized cost Derivatives Total
Finance lease obligations 4,757,923 4,757,923
Senior notes 1,009,057 1,009,057
Borrowings 615,040 615,040
Debentures 976,921 976,921
Derivative financial instruments 35,860 35,860
Accounts payable and other obligations, excluding statutory
liabilities 989,195 989,195
Total 8,348,136 35,860 8,383,996
6. Cash and cash equivalents
December 31, 2011 December 31, 2010
Cash and bank accounts 517,437 279,280
Short-term deposits 132,644 732,940
Total 650,081 1,012,220

At December, 2011 and 2010 no amounts have been used as part of overdraft facilities.
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7. Trade accounts receivable

(a) Breakdown of balances

December 31, December 31,
2011 2010
Domestic International Total % Total %
Credit cards 1,184,088 80,747 1,264,835 65.7 1,039,576 62.9
Travel agents 236,771 62,494 299,265 15.5 263,661 15.9
Partners — Loyalty
Program — Multiplus 24,525 24,525 1.3 81,091 4.8
On current account 87,866 555 88,421 4.5 76,657 4.6
Cargo 8,662 74,433 83,095 4.3 53,720 3.2
Other 134,791 29,793 164,584 8.7 140,397 8.5
Total 1,676,703 248,022 1,924,725 100.0 1,655,102 100.0
Provision for impairment (70,762) (34,952) (105,714) (98,321)
Total 1,605,941 213,070 1,819,011 1,556,781
Trade accounts receivable are maintained in the following currencies:
December 31, December 31,
2011 2010
Reais 1,717,708 1,448,826
US dollars 100,421 26,187
Euros 35,126 81,028
Pounds sterling 13,834 14,187
Other 57,636 84,874
1,924,725 1,655,102
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(b)  Aging list — Receivables by due date

December 31, % December 31, %
Breakdown 2011 2010
Not yet due 1,760,483 915 1,329,848 80.3
Overdue
Up to 60 days 46,089 2.4 101,616 6.2
From 61 to 90 days 16,619 0.9 61,418 3.7
From 91 to 180 days 6,597 0.3 25,032 15
From 181 to 360 days 5,834 0.3 19,515 1.2
Over 360 days 89,103 4.6 117,673 7.1
1,924,725 100,0 1,655,102 100.0

(c)  Provision for impairment of trade receivables

Balance at the beginning of the year

Charge for the period
Amounts reversed

Balance at the end of the year

December 31,

December 31,

2011 2010
98,321 80,409
12,078 30,799
(4,685) (12,887)

105,714 98,321

The additions and recovery of accrued receivables were included in "Selling expenses" in the consolidated statements

of operations.

The maximum exposure to credit risk at the reporting date is the carrying value of each type of receivable mentioned

above.

Based on the types of receivables and the related risk, management understands that there is only one class of

receivables.

8. Inventories

Spare parts and materials for repairs and maintenance

Other inventories (*)

Total

December 31, 2011 December 31, 2010
179,446 188,726

33,163 10,034

212,609 198,760

(*) “Other inventories” is mainly composed of uniforms, stationery and catering items.
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9. Taxes recoverable
December 31, December 31,
2011 2010
State Value Added Tax (ICMS) 25552 25,808
Taxes recoverable 25,140 16,729
Tax on Industrialized Products (PIS) and Social Security Financing Contribution (COFINS)

(i) 362,509 5,561
Income tax withheld (IRRF) 18,365 21,658
Other 5,386 3,745

436,952 73,501
Provision for impairment - ICMS (15,944) (15,944)
421,008 57,557

0] TLA reviewed during the year 2011 criteria used in determining PIS and COFINS credits. During the year
ended December 31, 2011 R$ 599 million of PIS and COFINS credits were recognized (of which R$ 525 million as a
reduction of Operating costs- Fuel, R$ 34 million as a reduction of Finance costs and R$ 40 million as a reduction of
Operating costs-Take-off, landing and navigation aid charges) as result of the change in estimate with respect to
international passenger revenue. Considering its assessment of the tax rules and the legal opinions from independent
tax advisors the subsidiary recognized the PIS and COFINS credit over purchases considering the relationship
between revenue subject to the cumulative and to the non-cumulative regime. Management has finalized during the
third quarter of 2011 such revision and no further amounts are expected to be recognized with respect to this matter in
future periods.

10. Other receivables
December 31, December 31,
2011 2010
Advance for suppliers 25,062 8,986
Advance for employees 26,723 24,537
Advance for acquisition of points 24,624
Contributions to defined contribution plan paid in advance 17,379
Other advances 8,873 9,476
Others 29,507 58,830
132,168 101,829
Current (77,189) (81,234)
Non-current 54,979 20,595
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11. Derivative Financial Instruments

Assets
West Texas Intermediate crude oil derivatives
Seagulls

Collar

Foreign currency derivatives

Collar

Current

Non-current

Liabilities
West Texas Intermediate crude oil derivatives
Seagulls

Collar
Foreign currency derivatives

Swaps

Collar

Current

Non-current

The derivative financial instruments included above are described in Note 4.1.1 (c).

12. Non-current assets held for sale

December 31,

December 31,

2011 2010
13,858 10,620
19,449 5,843
33,307 16,463

2,542
35,849 16,463
(27,222) (9,895)
8,627 6,568
1,789 34,090
20,419 882
22,208 34,972
888

48,965
71,173 35,860
(27,238) (20,574)
43,935 15,286

Non-current assets held for sale corresponds to aircrafts acquired upon the purchase of Pantanal and no longer in
use. As of December 31, 2011 they are recorded as non-current assets separately from other non-current assets
since (i) the completion of the sale is highly probable; (i) management is committed with a plan to sell these assets
(iii) the sale is expected to take place over a period of 12 months after December 31, 2011, and (iv) the assets are
ready for available sale at its present condition. Assets recorded in this group are valued at the lower of carrying
amount and fair value less costs of sale. At December 31, 2011, the balance of non-current assets held for sale was

R$ 21,474 (2010 — zero).

13. Financial assets — Bank deposits



On December 31, 2011, the balance of bank deposits consists of financial notes issued by banks, totaled R$ 138,009
(2010 — R$ 50,280) and all are denominated in Reais.
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14. Deposits in guarantee

Deposits and collateral relating to the lease of aircraft and engines are denominated in U.S. dollars and accrue
interest based on LIBOR plus a spread of 1% per annum. The terms for redemption are defined in the lease contracts.
At December 31, 2011 the balance of deposits was R$ 57,014 (2010 — R$ 51,778) corresponding to US$ 30,395
(2010 - US$ 31,076).

15. Prepaid aircraft maintenance

Prepaid aircraft maintenance reserves are guarantees to the lessor of the aircraft and/or of engines that when the
aircraft/engine is returned it can be restored to its original condition. Certain aircraft leasing agreements require that
advance deposits be made on behalf of the lessor, in maintenance reserve funds, at a restricted bank account in the
lessor's name. The lessor may withdraw funds from this account if the required maintenance is not carried out upon
return of the aircraft. Should TLA perform the maintenance of the aircraft or its parts, such as fuselage, engines,
landing gear, among others, it can request that the lessor return the related amount, which will otherwise revert to the
owner. At December 31, 2011, amounts maintained into maintenance reserves, are R$ 547,862 (2010 — R$ 410,306).
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16. Property, Plant and Equipment
Land Machinery Pre-
Flight and Computer and Constructio delivery
equipment building equipmen equipmen nin payment Other
(i) s t t progress (ii) s (iii) (iv) Total

Net book amount
January 1, 2010 7,179,464 219,970 47,746 77,721 12,154 490,679 106,294 8,134,028

Acquired on

acquisition of

Pantanal at fair

value 13,208 90 71 612 13,981
Transfers of pre-
delivery payments

(v) 155,577 (306,066) 3 (150,486)
Additions 1,038,528 3,296 3,748 9,385 3,969 282,815 14,899 1,356,640
Transfers (8,628) (5) 8,633
Disposals/write-

offs (2,241) (8,633) (996) (522) (277) (12,669)
Capitalized

interest /other 50 (4) 8 3 9,086 9,143
Depreciation (584,088) (5,012) (18,853) (11,779) (19,055) (638,787)

Net book amount
December 31,
2010 7,800,448 209,671 31,731 66,256 16,121 476,514 111,109 8,711,850

At December 31,

2010

Cost 10,722,269 254,572 152,665 135,873 16,121 476,514 214,138 11,966,415
Accumulated (2,921,821 (103,029 (3,260,302
depreciation ) (44,901) (120,934) (69,617) ) )
Net book

amount Decembe

r31, 2010 7,800,448 209,671 31,731 66,256 16,121 476,514 111,109 8,711,850
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Machinery Pre-
Flight Land and Computer and Constructio delivery
equipmen building equipmen equipmen n payment Other
t (i) s t t in progress s (ii) (iii) Total
Net book
amount
December
31, 2010 7,800,448 209,671 31,731 66,256 16,121 476,514 111,109 8,711,850
Reimbursemen
t of pre-
delivery
payments (iv) (123,681) (123,681)
Additions 829,477 3,379 24,790 6,265 5,497 509,952 12,898 1,392,258
(v
Transfers (v) 59,916 2,889 (1,593) (89) 12,089 (47,044) (8,554) 17,614 )
Disposals/write

-offs (17,332) (26) (36) (523) (46) (1,304) (19,267)
Assets held for

sale (21,474) (21,474)

Sale leaseback

transaction -

loss (20,130) (20,130)
Capitalized

interest 16,609 16,609
Other (46) (39) (25) (27) (137)
Depreciation (583,280) (6,158) (16,619) (11,366) (18,268) (635,691)
Net book

amount

December 31,

2011 8,047,625 209,709 38,234 60,518 33,661 832,350 95,854 9,317,951
Cost 11,552,726 260,768 175,787 141,501 33,661 832,350 217,151 13,213,944
Accumulated (121,297 (3,895,993

depreciation (3,505,101) (51,059) (137,553) (80,983) ) )
Net book

amount

December 31,

2011 8,047,625 209,709 38,234 60,518 33,661 832,350 95,854 9,317,951
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The estimated useful life used for calculation of depreciation is as follows:

Years
Flight equipment - Aircraft 6-25
Flight equipment - Engines 10
Overhaul 4-6
Buildings 25
Machinery and equipment 10
Computers 5

() Includes aircraft, engines and spare parts. Aircraft includes aircraft leased under finance leases, in accordance
with IAS 17. As of December 31, 2011 TAM has 84 aircraft under finance leases (2010 — 79 aircraft).

During the year ended December 31, 2011, the subsidiary TLA received five aircraft classified as under an
operating lease.

(i) Amounts disbursed under the aircraft acquisition program are recorded as advances, since upon the
disbursement the form of lease agreement that will be used is not yet defined. The Company's past experience
shows that the refund by manufacturers of prepaid amounts upon the delivery of aircraft acquired under leases is
probable.

(iii) Basically furniture and vehicles.

(iv) Transfers of pre-delivery payments occur when the aircraft are delivered and amounts are either returned to
TAM or capitalized within flight equipment as “Additions”.

(v) Transfers in total corresponds to items classified as intangible assets transferred to property, plant and
equipment.

Properties and improvements of TLA are pledged as collateral for loans in the total amount of R$ 110,499 (2010 — R$
110,499).

Other than aircraft, there are no significant amounts of property, plant and equipment outside of Brazil. Aircraft are
based in Brazil but fly both domestically and internationally.

The depreciation expense is recorded in the consolidated statements of operations within operating expenses as
follows:

December 31, December 31, December 31,

2011 2010 2009

Cost of services rendered 519,335 554,127 480,232
Selling expenses 4,025 1,344 1,262
General and administrative expenses 112,331 83,316 78,220
635,691 638,787 559,714
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17. Intangible Assets
License
Other - Trademark
IT Projects Softwar intangible Slots sand Goodwil
(i) e s (ii) (iii) patents (iv) I (iii) Total
Cost 215,098 55,884 31,129 302,111
Accumulated amortization (28,232) (32,178) (60,410)
Net book amount January 1, 2010 186,866 23,706 31,129 241,701
124,92
Additions 118,187 3,155 16,555 7 168,312 38,262 469,398
Write-off (7,831) (7,831)
Transfers 349 (349)
Amortization (40,484) (20,498) (60,982)
Net book amount December 31, 124,92
2010 257,087 6,014 47,684 7 168,312 38,262 642,286
124,92
Cost 325,803 58,690 47,684 7 168,312 38,262 763,678
(121,392
Accumulated amortization (68,716) (52,676) )
Net book amount December 31, 124,92
2010 257,087 6,014 47,684 7 168,312 38,262 642,286
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Other License Trademark
IT Projects Software intangible - Slots s and Goodwil
(i) s s (ii) patents | Total
124,92
Net book amount January 1, 2011 257,087 6,014 47,684 7 168,312 38,262 642,286
Additions 55,512 23,507 987 80,006
(11,068) 11,143 (17,689) (17,614) (i
Transfer )
Amortization (79,833) (14,851) (94,684)
Net book amount December 31, 124,92
2011 221,698 25,813 30,982 7 168,312 38,262 609,994
370,247 93,340 124,92 826,070
Cost 30,982 7 168,312 38,262
(148,549) (67,527) (216,076
Accumulated amortization )
Net book amount December 31, 124,92
2011 221,698 25,813 30,982 7 168,312 38,262 609,994
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0] IT projects in progress and computer software are recorded at cost less accumulated amortization and
impairment. Expenditure for development of projects and software, including the costs of materials, third-
parties’ worked hours and other direct costs, are recognized when it is probable that they will be successful,
taking into account their commercial and technological feasibility, and only when their cost can be reliably
measured. Such expenses are amortized on the straight-line method over the period of the expected benefits.
The anticipated amortization period is five years, depending on the useful life of each project.

(i) Upon the acquisition of Pantanal in March 2010, management has identified as a separable intangible the
airport operation rights. The fair value was estimated at R$ 124,927 and the asset is considered to have an
indefinite useful life.

(iii) Transfers in total corresponds to items classified as intangible assets to transferred to property, plant and
equipment.

The amortization expense is recorded in the consolidated statements of operations within operating expenses as
follows:

December 31, December 31, December 31,

2011 2010 2009

Cost of services rendered 77,353 59,560 41,677
Selling expenses 600 317 222
General and administrative expenses 16,731 1,105 773
94,684 60,982 42,672

(iv) Impairment test

Upon the acquisition of Pantanal, the Company recognized intangible asset with indefinite useful life (airport slots) and
goodwill. Slots were allocated to the Pantanal CGU upon acquisition and goodwill was allocated to the operating
segment “Aviation” which at the time included two CGUs: TLA and Pantanal. Also upon acquisition of the TAM brand
we have recognized the TAM brand as an intangible asset with indefinite useful life that was allocated to the TLA
CGU. During the year 2011 the activities of Pantanal and TAM continued to be integrated resulting ultimately in the
legal entity Pantanal being merged into TLA. As a result the operating segment Aviation as from 2011 is comprised of
one single cash generating unit.

The operating segment and Aviation CGU has allocated as of December 31, 2011 goodwill amounting to R$ 38,262,
slots with indefinite live with a carrying amount of R$ 124,927 and the TAM brand with indefinite live with a carrying
amount of R$ 168,312.

The recoverable amount of the CGU Aviation was estimated based on its fair value less cost of sale. Fair value less
cost of sale has been estimated based on a methodology that considered the fair value less cost of sale of TAM as of
December 31, 2011 reduced by the market capitalization of Multiplus as of such date to the extent of the interest of
TAM in Multiplus. In order to determine the fair value less cost of sale of TAM management has considered two
methodologies: (a) one in which the fair value less cost of sale is based on the price for which TAM shares will be
exchanged for LAN shares under the proposed terms of the transaction (that is the fair value of 0.90 shares of LAN
per 1 share of TAM), and (b) the quoted market price of the shares of TAM considering the value as of December 31,
2011 and over a short-period of time before and after December 31, 2011. No impairment was identified.
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18. Financial liabilities

The carrying value of financial liabilities, all of which are measured at amortized cost, and their corresponding fair

values are shown in the following table:

Current
Finance lease obligations (Note 18.1)
Senior notes (Note 18.2)
Borrowings (Note 18.3)
Debentures (Note 18.4)

Non-current
Finance lease obligations (Note 18.1)
Senior notes(Note 18.2)
Borrowings(Note 18.3)
Debentures(Note 18.4)

Fair value Carrying value

December 31, December 31, December 31, December 31,
2011 2010 2011 2010
707,696 567,419 707,696 567,419
33,355 25,477 32,004 24,350
912,668 581,323 947,110 600,382
319,009 399,604 311,190 379,942
1,972,728 1,573,823 1,998,000 1,572,093
4,622,142 4,190,504 4,622,143 4,190,504
2,100,761 1,030,287 2,038,214 984,707
9,643 14,191 10,046 14,658
527,319 627,873 496,253 596,979
7,259,865 5,862,855 7,166,656 5,786,848

18.1 Finance lease obligations

Local currency

IT equipment

Foreign currency — US$
Aircraft
Engines

Machinery and equipment

Current

Non-current

Monthly payments

December 31,

December 31,

expiring 2011 2010
2014 33,168 21,261
2024 5,070,135 4,596,119
5021 222,363 136,601
2014 4,173 3,942

5,329,839 4,757,923
(707,696) (567,419)
4,622,143 4,190,504

TAM has provided letters of guarantee and deposits in guarantee with respect to finance leases.

The minimum payments under finance leases are classified:
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December 31, December 31,

2011 2010

No later than one year 816,750 684,008
Later than one year and no later than five years 3,178,009 2,420,112
Later than five years 1,865,986 2,315,571
Effect of discounting (530,906) (661,768)
5,329,839 4,757,923

At December 31, 2011, the Company through its subsidiaries TLA and TAM Airlines has 84 aircraft (2010 — 79
aircraft) under finance leases.

18.2 Senior notes

December 31, December 31,
2011 2010
TAM Capital, Inc. (i) 563,468 499,380
TAM Capital 2, Inc. (ii) 575,045 509,677

TAM Capital 3, Inc. (jii) 931,705
2,070,218 1,009,057
Current (32,004) (24,350)
Non-current 2,038,214 984,707
0] On April 25, 2007, TAM Capital Inc. concluded the offering of 3,000 senior notes, with a nominal value of

US$ 100 thousand each, in the total amount of US$ 300 million (equivalent to R$ 710.4 million using the exchange
rate as of the date of the transaction), incurring debt issuance costs of R$ 13.7 million, carrying interest at 7.375% p.a.
(resulting in an effective interest rate of 7.70%). Interest is payable semiannually and with principal payable in a bullet
payment, in 2017. The notes were issued outside Brazil under an exemption from registration with the Brazilian CVM.
The Company registered the notes with the United States Securities and Exchange Commission (“SEC”) on October
30, 2007.

(i) On October 22, 2009, TAM Capital 2 Inc. concluded the offering of 3,000 senior notes, with nominal value of
US$ 100 thousand each, in the total amount of US$ 300 million (equivalent to R$ 523.2 million using the exchange
rate as of the date of the transaction), carrying interest at 9.5% p.a. (resulting in an effective interest rate of 9.75%).
The notes were issued outside Brazil under an exemption from registration with the Brazilian CVM and with the SEC.
TAM Capital 2 has the option to early redeem the Senior Notes at any time prior to January 29, 2015. In the event of
early prepayment, a redemption price must be paid. Management has concluded that the redemption price
compensates the lender for loss of interest and, as such the redemption option is considered clearly and closely
related to the Senior Notes.
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(iii) On June 3, 2011, TAM Capital 3 Inc. concluded the offering of 5,000 senior notes, with nominal value of US$ 100
thousand each, in the total amount of US$ 500 million (equivalent to R$ 787.2 million using the exchange rate as of the
date of the transaction), incurring debt issuance costs of R$ 10.1 million, carrying interest at 8.375% p.a. (resulting in an
effective interest rate of 8.570% p.a.) payable semi-annually from December 2011 with the principal payable in full on
June 2021. The notes were issued outside Brazil under an exemption from registration with the Brazilian CVM and with
the SEC. TAM Capital 3 has the option to early redeem the senior notes at any time prior to June 3, 2016. In the event of
early prepayment, a redemption price must be paid. Management has concluded that the redemption price compensates
the lender for loss of interest and, as such the redemption option is considered clearly and closely related to the Senior
Notes.
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18.3.  Borrowings

(@) Balance composition

Interest rate (effective rates

Payment terms and

December 31,

December 31,

Guarantees for 2011 and 2010) year of last payment 2011 2010
Local currency
FINEM — Sub Mortgage of assets and TILP +4.5% p.a. (10.5% p.a.
credit A (i) accounts receivable and 10.8%p.a.) Monthly until 2011 13,704
Basket of currencies BNDES +
FINEM —Sub credit Mortgage of assets and 3.0% p.a. (12.2% p.a. and
B (ii) accounts receivable 10.5% p.a.) Monthly until 2012 174 2,026
Others Monthly until 2014 2,699 3,640
Foreign currency 2,873 19,370
Promissory notes from a
minimum of US$ 1,111 LIBOR +2.15% p.a. to 5.7%
thousand to a maximum at p.a. (4.3% p.a. and 5.3% Annually until
FINIMP (iii) USS 18,707 thousand p.a.) December, 2012 712,803 506,913
International
Finance
Corporation — IFC
(Working capital)Deposits in guarantee USS 6 months LIBOR + 3% p.a. Half-yearly until
(iv) 2,500 thousand (3.4% p.a. and 6.6%p.a.) 2,688 7,272
Leasing Fixed installments of USS 55
renegotiation (v) Letter of guarantee thousand Monthly until 2022 9,386 8,921
Financing — Pre-
delivery Monthly LIBOR +0.6% p.a. Second semester
payment (vi)  Unconditional guarantee (0.3% p.a. and 2.6% p.a.) 227,164 68,649
Other (vii) 2,242 3,915
954,283 595,670
957,156 615,040
Current (947,110) (600,382)
Non-current 10,046 14,658

FINIMP — Import Financing, FINEM — Government agency financing for machinery and equipment, TILP — Long term interest rate and CDI —

Interbank deposit rate.
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Non-current maturities are as follows:

December 31,

December 31,

Year 2011 2010
2012 6,027
2013 1,849 1,068
2014 1,102 696
2015 832 739

After 2015 6,263 6,128

10,046 14,658

(b) Description of the loans and financings

0] Loan obtained in order to finance the investment plan of 2004 and 2005 focused on expanding the S&o
Carlos technology center, the acquisition of equipment and materials made in Brazil, the development of
software technical and managerial training and environmental projects.

(i) TAM signed financing agreements for the acquisition of machines and equipment. The transaction was
entered into in 2007, with Itad Unibanco.

(iii) TAM obtained loans of the FINIMP-type, to finance imports of aircraft parts. Among currently active
transactions, loans from banks Safra, Banco do Brasil, Ital BBA and Citibank have maturities through
December 2012.

(iv) On December 16, 2005, TLA entered into a loan agreement with the International Finance Corporation (IFC)
to finance up to US$ 33 million of PDP (pre-delivery payment) for Airbus aircraft.

(v) Debt resulting from, renegotiation of a contact for airplanes and parts TAM and Fokker Aircraft BV entered into
in June 25, 1982.

(vi) TLA and TAM Financial 3, entered in 2011, into a loan agreement of loan with Natixis and Crédit Agricole to

finance up to US$ 100.0 million of PDP (pre-delivery payment) with respect to Airbus aircraft.

(Vi)

Contract for acquisition of IT equipment software and related services.
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18.4 Debentures

December 31,

December 31,

2011 2010
TAM S.A. (i) 174,650 347,800
TAM Linhas Aéreas S.A. (ii) 632,793 629,121

807,443 976,921
Current (311,190) (379,942)
Non-current 496,253 596,979

Non-current maturities are as follows:

December 31,

December 31,

Year 2011 2010
2012 98,092
2013 99,182 98,887
2014 99,182 100,000
2015 99,182 100,000
After 2015 198,707 200,000

496,253 596,979

(i) TAM S.A.

On July 7, 2006 the Board of Directors approved the issuance for public distribution of simple, nonconvertible and
unsecured debentures, with no preference but with a guarantee provided by the subsidiary TLA.

On August 1, 2006, TAM S.A. concluded the offering of 50,000 simple debentures in a single series, with a nominal
value of R$ 10 each, totaling an amount of R$ 500,000, incurring debt issue costs of R$ 1,906. The debentures expire
in six (6) years. Principal is repayable in 3 annual payments, the first installment was paid on August 1, 2010.

Interest is payable on a semiannual basis, at a rate equivalent to 104.5% of the CDI (effective interest rate at the date
of issuance of 15.38%) calculated and published by CETIP (the custodian and liquidation agent). At December 31,
2011 the effective interest rate was 12.12% (2010 — 10.19%).

The debenture indenture provides for the compliance with certain covenants based on financial ratios calculated
based on Brazilian accounting practices in effect up to 2007. With the application of the new accounting practices
defined by IFRS, especially the one that requires the recognition in the Company's financial statements of finance
lease agreements, the coverage ratio of the company's debt has increased. It should be noted that this ratio was
breached in the fiscal year ended December 31, 2010, failing to reach the limit now agreed. In this sense these
debentures would be subject to early maturity, although this not automatic as this is subject to the completion and
approval at a General Meeting of Debenture holders. Due to the issuer's failure to comply with a debt coverage ratio of
at least 130%, a debenture holders’ meeting was held on February 7, 2011. The issuer proposed authorizing the
trustee not to proceed with the accelerated maturity and this proposal was approved solely for the year ended
December 31, 2010. In connection with this waiver of accelerated maturity, the issuer agreed to pay a waiver award to
debenture holders, equivalent to 1.70% of the unit price at the payment date. This waiver award was paid on March 1,
2011. Therefore, at the Company's balance sheet reporting date, it is not in default of its obligations under the
indenture for these debentures. Additionally, the Company evaluated its other financing agreements, including leases,



and concluded that there is no other funding that should be reclassified as current liabilities. In compliance with the
IFRS, the Company reclassified as of December 31, 2010 the long-term portion with maturity scheduled for 2012 to
current, in the amount of R$ 166,376.
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At the debenture holders’ meeting on December 22, 2011, the issuer’s proposal for authorizing the trustee not to
decree the accelerated maturity was approved, for the year ended December 31, 2011, in the event of the issuer not
complying with the debt coverage ratio. As a result of the approval the Company paid on December 28, 2011 the total
of R$ 1,572, equivalent to 0.9% of nominal value fixed by the date of payment. Therefore, at the balance sheet date
on December 31, 2011 the Company is in compliance to its obligations agreed in the indenture of debentures.

(ii) TAM Linhas Aéreas S.A.

On July 16, 2009 the Board of Directors approved the issuance for public distribution of simple and nonconvertible
debentures, with a guarantee provided by TAM S.A.

On July 24, 2009 TAM Linhas Aéreas S.A. concluded the offering of 600 simple debentures in a single series, with a
nominal value of R$ 1,000 each for a total amount of R$ 600,000 and debt issue costs of R$ 7,631. On July 22, 2010
the Extraordinary Shareholders Meeting approved the change in the maturity dates. The final maturity was changed
from July 24, 2013 to July 24, 2017, the principal repayments were changed from quarterly payments to semi-annual
payments with the date for the first repayment of principal originally due on July 24, 2010 to January 24, 2012. The
cost of this renegotiation was R$ 3,000.

Payment of interest has been modified from monthly payments to semiannual payments, at a rate equivalent to 124%
of the CDI (interest rate at the date of issuance of 13.25%), calculated and published by CETIP (the custodian and
liquidation agent). The effective interest rate was 14.38% p.a. at December 31, 2011 (2010 — 12.09%).

The Company may exercise early redemption at any time, at its discretion, by sending or publishing a notice to
debenture holders 10 days in advance. The early redemption can be total or partial. The debentures subject to this
procedure are mandatorily canceled. Management has concluded that the amount payable upon early redemption is
approximately equal to the amortized cost of the debentures and, as such, the redemption option is considered clearly
and closely related to the debentures.
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19. Deferred Income
December 31, December 31,
2011 2010

Advanced ticket sales 624,923 942,167

Loyalty program 804,423 825,265

Sale and leaseback — deferred gains (i) 70,528 100,169

Sale and leaseback — deferred losses (ii) (19,206)

Deferred revenue — services contracts (iii) 199,890

1,679,858 1,867,601

Current (1,472,055) (1,801,181)

Non-current 207,803 66,420

0] The deferred gains on sale and leaseback transactions relate to sales of aircraft in 2001 and 2003. The gains
are being recognized in the statements of operations on a straight-line basis through to 2014. On March 4,
2011, the Company entered into a sale and leaseback related to one engine. The gain from this transaction
was R$ 4,832 and is being amortized on a straight-line basis through to 2015.

(i) On December 16, 2011, the subsidiary TLA entered into four sale and leaseback transactions related to
aircraft finance leases. The operations generated a loss of R$ 20,130 which was deferred after the impairment
testing of these aircraft, as required by paragraph 64 of the IAS 17. The loss will be amortized on the straight-
line basis until 2015.

(iii) On December 29, 2011, the subsidiary TLA signed a commercial partnership with Bank Itaucard S.A.
(“lItaucard”) in order to offer, distribute and market through distribution channels or by any other means, the
ltaucard credit card to TAM customers nationlywide for a period of 15 years from the inception of the
transaction . Itaucard advanced the total amount of the contract (R$ 200 thousand), which was deferred and
recognized in the statement of operations in a straight-line basis. In 2011 the total amount of R$ 230 was
recognized as income.

20. Refinanced taxes payable under Fiscal Recovery Program (REFIS)

In November 2009, TLA and Pantanal applied to the Fiscal Recovery Programa (REFIS), established by Law n°
11,941/09 and Provisional Measure, n°®449/2009. REF IS has the purpose of allowing to settle tax debt through a
special mechanism for paying and refinancing tax and social security liabilities. The general conditions of the effects
to applying to REFIS are summarized below:

* Payment will be made in 180 monthly installments depending on the nature of the debt;
* Reduction of penalties and interest;
* Obligation to make the monthly payments and not become overdue more than three months; and

* Withdraw all lawsuits the participant has initiated with respect to the taxes included in REFIS. If those
commitments are not honored the Company will be excluded from the REFIS and a new tax debt will be
determined based on the amounts originally due.
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During the year ended December 31, 2011 the tax authorities concluded the final processing of the REFIS application
and the total amounts of the debt under REFIS consists of the following:

Original
amount Penalties Interest Fees Total
Cofins (i) 193,771 7,345 133,900 335,016
Pis (i) 37,301 2,724 40,561 80,586
Refinanced taxes payable under Fiscal Recovery
Program from Pantanal (ii) 20,215 1,911 24,880 3,096 50,102
Other 15,475 799 6,112 22,386
266,762 12,779 205,453 3,096 488,090

(i) Refers to the increase in the tax base of the PIS tax and the increase in the contribution and basis of calculation of
COFINS tax, established by Law n°9,718/98. In acc ordance with the requirements of the REFIS the Company has
already filed a dismissal of the lawsuits it had begun challenging the unconstitutionality of such increases.

(i) Refers to the remaining balance of previous tax refinancing program of Pantanal with respect to years 2000 to
2006.

As a result of the final processing of the debt by the tax authorities on June 30, 2011, the total amount of the debt

corresponds to a single tax debt irrespective of the tax or contribution that had originally generated the tax liability. The
status of the total amount due is as follows:

December 31,

2011
Consolidated debt 439,827
Consolidated debt adjustment 11,710
Index 62,429
Payments made (30,648)
Total 483,318
Current (*) (46,924)
Non-current 436,394

(*) The amount is recorded under “Taxes, charges and contribution” in current liabilities.

The total consolidated debt under REFIS classified as non-current liability has the following maturities:
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Year RS

2013 36,653
5014 36,653
2015 36,653
2016 36,653
2017 36,653
2018 36,653
2019 36,653
2020 36,653
2021 36,653
2022 36,653
2023 36,653
2024 30,044
Total 436,394

As result of applying to REFIS a gain was recognized for the reduction of penalties and interest previously, provided
for amounting to R$ 70,812 in 2009. Of the total amount, R$ 24,448 were recognized under “operating expenses —
Other” and the amount of R$ 46,364 was recorded as a reduction in Finance costs both in the income statement for
the year ended December 31, 2009. The gain corresponds to the reductions established by Law 11941/09 for
payment of the taxes in 180 months consisting of reduction of 60% of the amount of penalties and 25% of the amount
of late payment interest.

21. Other Liabilities
December 31, December 31,
2011 2010
Reorganization of Fokker 100 Fleet (i) 39 13,860
Maintenance provision — “Power by the hour” (ii) 535,088 252,534
Other liabilities 102,378 106,736
637,505 373,130
Current (197,444) (135,658)
Non-current 440,061 237,472
0] Pursuant to the agreement to return the Fokker 100 fleet, on December 19, 2003 TLA cancelled 19 lease

agreements then outstanding, of which ten were finance leases and nine were operating leases. As a result,
TLA agreed to pay a contractual rescission penalty in 30 consecutive quarterly installments, between April
2004 and July 2011 for an original amount of R$ 94,188. This amount was recognized in the statement of
operations in the year ended December 31, 2003. The Company issued letters of guarantee as Security. TLA
also renegotiated the rescheduled overdue installments for an original amount of R$ 49,599.

(i) During the year ended December 31, 2011, the Company included 168 engines (2010 — 143) under Power by
the hour maintenance contracts.
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22. Provisions
(@ Changes in the reserve for contingencies
The Company and its subsidiaries recorded provisions for contingencies in all cases where loss by the Company is

deemed probable based on advice provided by the Company’s internal and external legal counsel. As at December
31, 2011 and 2010 the amount of provisions and the corresponding judicial deposits recognized were as follows:

Recognize
don

Decembe acquisitio December
r3i1, n of Additional Provisions (Reversals Financial 30,
2009 Pantanal (Deposits) ) charges 2010

Additional tariff (ii) 515,463 39,895 (585,914) 30,556
Airline staff fund (i) 135,089 28,473 10,664 174,226
Labor contingencies 18,676 1,200 1,087 (33) 20,930
Civil litigation 67,379 18,892 86,271

Other tax

contingencies 40,222 9,190 7,713 (10,119) 1,125 48,131
Total 776,829 10,390 96,060 (596,066) 42,345 329,558
(-) Judicial deposits (110,256) (267) (14,768) 4 (125,287)
Total 666,573 10,123 81,292 (596,062) 42,345 204,271
Additional December
December 31, Provisions Financial 31,
2010 (Deposits) Payments charges 2011
Airline staff fund (i) 174,226 35,258 15,979 225,463
Labor contingencies 20,930 793 (279) 21,444
Civil litigation 86,271 21,366 107,637
Other tax contingencies 48,131 15,033 1,332 64,496
Total 329,558 72,450 (279) 17,311 419,040
(-)Judicial deposits (125,287) (22,672) 38 (147,921)
Total 204,271 49,778 (241) 17,311 271,119
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0] Corresponds to the collection of 2.5% on the monthly payroll for private social welfare and professional
training entities. TLA management, based on the opinion of its external legal counsel, is contesting the
constitutionality of this collection, and the non-payment is supported by a judicial order.

(i) Corresponds to the collection of 1% on the amount of fares of all tickets sold for regular domestic routes.
TLA management, based on the opinion of its external legal counsel, is contesting the constitutionality of
this collection, and non-payment is supported by a judicial order. In September 2010, the Supremo
Tribunal de Justica (Superior Court of Justice) confirmed the decision that definitively releases the
Company from paying the additional tariff, calculated at 1% on the air fare for all tickets sold by the regular
domestic airlines. In the light of such event, the Company reversed the accounting provision thereof on
R$ 585,914 (R$ 439,437 net of income tax), related to the period from June 2001 up to August 2010. The
reversal has been recognized in the statement of income in the following line items and for the following

amounts:
December 31,
2010
Revenue - Sales taxes and other deductions 39,895
Operating expenses - General and administrative expenses (note 29) 364,854
Finance costs 181,166
Deferred income tax (146,478)
439,437

(b) Possible contingencies

The Company and its subsidiaries are also parties to tax, labor and civil lawsuits, involving risks of loss that
management, based on the assessment made by its legal counsel, classified as possible and, therefore, no provision
a was required. The estimated amounts are as follows:

December 31, December 31,
2011 2010

Tax contingencies
ICMS (State Value Added Tax) 436,081 383,374
IRPJ and CSLL (Income taxes) 151,802 136,216
Special customs regime for temporary 102,644 102,594
Others (i) 339,067 134,026
1,029,594 756,210
Civil litigation 65,876 30,911
Labor contingencies 426,639 316,485
1,522,109 1,103,606

(i) The increase relates to the following tax assessments:

€)) Administrative process (Al 10314.720023/2011-15) resulting from a tax assessment through which the tax
inspector requires payment of Tax on Industrialized Products (Imposto sobre Produto Industrializado - IPI) on
import of aircrafts from April 2006 through February 2009. The tax authorities claim that IPl exemption
depends on certain requirements being met including proving that the entity is in full compliance with its tax
obligations a requirement allegedly not met by TAM considering that for certain periods the following certicates
allegedly were not presented: Compliance Certificate of FGTS, Joint Certificate of Tax Debts and of Federal
Outstanding Debits (either a certificate indicating non-existence of debt - negative - or a certificate indicating
debts but with same effects of a negative certificate) in certain periods.
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(b) Administrative processes (Al 10314.720018/2011-75) resulting from a tax assessment through which the tax
inspector requires payment of Tax on Industrialized Products (Imposto sobre Produto Industrializado - IPI),
payment of IPl on imports and COFINS on imports on the import of spare parts for aircrafts to be used for
repairs, checks and maintenance of aircrafts from June 2006 through July 2010. The tax authorities claim that
IPI exemption and taxation at zero rate for IPl and COFINS on imports depends on certain requirements being
met including proving that the entity is in full compliance with its tax obligations a requirement allegedly not
met by TAM considering that for certain periods the following certicates allegedly were not presented:
Compliance Certificate of FGTS, Joint Certificate of Tax Debts and of Federal Outstanding Debits (either a
certificate indicating non-existence of debt - negative - or a certificate indicating debts but with same effects of
a negative certificate) in certain periods.

Those assessments amounted to R$ 819,270 of which R$ 770,652 corresponds to IPI on aircrafts. TAM has
presented defense to the processes and based on the advice of its tax advisors and a lower court decision (Judgment
no. 17-54747) estimates that for the amount of R$ 70,046 the probability of loss is possible and for the amount of R$
700,606 the probability of loss is remote.

23. Deferred Income Tax and Social Contrib  ution

Deferred income tax and social contribution assets and liabilities are offset when there is a legal right of offsetting tax
credits against taxes payable and provided that they refer to the same tax authority.

The movement in deferred income tax and social contribution assets and liabilities during the period ended December
31, 2011, without taking into consideration the offsetting of balances within the same tax jurisdiction, is as follows:
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Charged
Intangible
assets —
Goodwill Charged/(credited)
December Charged/(credited) Pantanal to Credited
Deferred income tax and 31, to the statements acquisition December 31, the statements of to the December 31,
social contribution 2009 of operations (Note 17) 2010 operations equity 2011
Income tax loss carry
forwards 82,418 (20,130) 62,288 (16,130) 46,158
Social contribution carry
forwards 42,638 (20,090) 22,548 (4,406) 18,142
Temporary differences:
Provision for
derivatives loss / gains 65,002 (58,906) 6,096 (10,115) 18,195 14,176
Provision for
derivatives not
realized in income (571) (571)
Provision for
contingencies 203,935 (109,927) 94,008 29,197 123,205
Allowance for losses
on inventories and
receivables accounts 23,487 15,678 39,165 5,168 44,333
Deferred income from
sale leaseback
transaction 39,221 (10,909) 28,312 (16,281) 12,031
TAM loyalty program 203,484 (137,476) 66,008 (66,021) (13)
Finance leases (430,389) (2,496) (432,885) 222,597 (210,288)
Other 13,571 35,225 48,796 (9,736) 39,060
Deferred income tax and
social contribution
liabilities
Property, plant and
equipment (49,491) 3,977 (45,514) 854 (44,660)
Deferred income tax
and social
contribution
liability on
intangible assets
on acquisition of
Pantanal (38,262) (38,262) (38,262)
Total 193,876 (305,054) (38,262) (149,440) 135,127 17,624 3,311
Deferred income tax and
social contribution asset 325,779 (309,031) 16,748 14,145 17,624 48,517
Deferred income tax and
social contribution liability (131,903) 3,977 (38,262) (166,188) 120,982 (45,206)
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December 31, December 31, December 31,
2009 2010 2011
Deferred income tax and social contribution expected to be
recovered within 12 months - Netted 35,659 (65,714) 69,718
Deferred income tax and social contribution expected to be
recovered within more than 12 months — Netted 158,217 (83,726) (66,407)
193,876 (149,440) 3,311

Deferred tax assets resulting from income tax and social contribution losses and temporary differences are recognized
to the extent that the realization of the related tax benefit through the future taxable profits is probable.

At December 31, 2011, there were unrecognized deferred tax assets relating to the tax losses of foreign subsidiaries
in the amount of R$ 161,065 (2010 — R$ 66,183).

€)) Income tax and social contribution expense
December 31, December 31, December 31,
2011 2010 2009
Current tax (213,743) (142,000) (3,972)
Deferred tax 135,127 (305,054) (645,567)
(78,616) (447,054) (649,539)

The income tax and social contribution on TAM's profit before taxes differs from the theoretical amount average that
would arise using the tax rate applicable to income of consolidated entities as follows:

F-74



TAM S.A,
Notes to the Consolidated Financial Statement

Year ended December 31, 2011
(In thousand of Reais)

Table of Contents

December 31, December 31, December 31,
2011 2010 2009
Profit / (loss) before income tax and social contribution (182,987) 1,115,984 1,897,998
Tax calculated at Brazilian tax rates applicable to profits 34% 34% 34%
Taxes calculated at statutory rates 62,185 (379,434) (645,319)
Tax effects of permanent differences:
Non deductible expenses (46,244) (34,104) (24,091)
Tax credit on interest paid on own capital 7,512 29,080
Tax debit on interest received on own capital from Multiplus (5,494) (17,654)
Unrecognized tax credits on tax losses of Pantanal (22,307) (1,539) (43)
Unrecognized (deferred tax asset on losses of subsidiaries outside
Brazil) / deferred tax liability on profits of subsidiaries outside
Brazil (69,992) (34,759) 29,876
Tax credits related to social contribution on taxes
with suspended payment (3,583)
Non-deductible share-based compensation (3,097) (5,580) (3,879)
Other (1,179) 519 (6,083)
Income tax and social contribution tax charge (credit) (78,616) (447,054) (649,539)
Effective rate % 42.9 40.1 34.2

The years from 2005 to 2011 are open to review by Brazilian tax authorities.

(b) Transitional Tax Regime - RTT

The Transitional Tax Regime has been established by Law 11638/07 in order to maintain the same tax rules for
determining taxable income as at December 31, 2007, regardless of any changes introduced by Low 11638/07 to
accounting practices adopted in Brazil.

RTT is option for the tax years ended December 31, 2008 and 2009, and mandatory from 2010. TAM has opted for
the RTT in 2008.

24, Share Capital
(&) Authorized capital

At December 31, 2011 the authorized capital was R$ 1,200,000 (2010 — R$ 1,200,000) and can be increased by
means of the issuance of common and preferred shares, as resolved by the Board of Directors.

The Board of Directors approved on September 30, 2011 a authorized the share buyback program of preferred
shares of the Company, under the following conditions:

Purpose : Acquisition of preferred shares issued by the Company to be maintained in treasury and
subsequently cancelled or sold without reduction in capital stock.
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*  Number of shares to be acquired : The acquisition should not exceed 54,137 preferred shares.

. Period for the program : The maximum term of the program is 365 days as from the date of approval. The
acquisition of the shares shall be made in the BM&F Bovespa at its market price.

*  Number of preferred shares publicly held : 83,309,958 shares.
(b)  Subscribed share capital
At December 31, 2011 the subscribed share capital is comprised of 156,206,781 shares (2010 — 156,206,781) fully
paid nominative shares without nominal value, of which 55,816,683 (2010 — 55,816,683) are common shares and
100,390,098 (2010 — 103,390,098) are preferred shares.
Common shares confer to their holder the right to vote in general meetings.
The preferred shares do not have the right to vote in general meetings, except in relation to certain matters while the
Company is listed in Level 2 of BOVESPA. However, they have priority in the distribution of dividends, and in capital
reimbursement, without any premium, in the event the Company is liquidated and the right to participate, under the

same terms as the common shares, in the distribution of any benefits to the stockholders.

As per the Adhesion Agreement executed with BOVESPA, the Company complies with the requirement to have a free
float in the market of 25% of its shares. Since August, 2007 the free float has been 53.85%.

Number of shares Common shares Preferred shares Capital
At December 31, 2010 156,206,781 55,816,683 100,390,098 819,892
At December 31, 2011 156,206,781 55,816,683 100,390,098 819,892

(c) Reduction of capital of Multiplus

On March 18, 2011, Multiplus approved a capital reduction from R$ 692,385 to R$ 92,370, resulting in a reduction of
R$ 600,014, equivalent to R$ 3.72 per share without the cancellation of any shares and without any change in the
percentage of interest held by the shareholders of Multiplus. The distribution process was finalized on June 22, 2011
when cash was distributed to shareholders the total cash distribution TAM received R$ 439,030 and the non-controlling
shareholder received R$ 160,984.

(d) Payment of dividends and dividends declared
On April 2011, the Company paid dividends totaling the amount of R$ 181,460 (2010 — R$ 233,325).

Under TAM S.A.’s bylaws, shareholders are entitled to a mandatory minimum dividend equivalent to 25% of the net profit
for the year, as per the parent company’s individual financial statements, prepared in conformity with accounting practices
adopted in Brazil. Interest on capital, deductible for tax purposes, that have haven paid or credited, may be deducted from
the mandatory dividends. Preferred shares have priority in capital reimbursement and to right to dividends in the minimum
amount equivalent to those paid on common shares. Dividends are subject to approval at the Annual General Meeting and are
as follows:
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Profit for the year

(-) Legal reserve- 5%
g

(=) Profit to be distributed

Minimum mandatory dividends

Number of shares

Dividends per share — RS

Minimum mandatory dividends proposed per share

Minimum mandatory dividends proposed

December 31,
2010

637,420
(31,871)

605,549

(151,387)
151,185

(1. 00)

(1. 00)
(151,387)

No dividends have been provided for the year ended December 31, 2011 since the result for the year is a loss.

25. Other reserves
December 31, December 31, December 31,
2011 2010 2009
Share Premium (a) 74,946 74,946 74,946
Treasury shares (b) (2,559) (6,008) (11,370)
Stock option plan (c) 68,027 51,667 35,668
Legal reserve (d) 81,005 81,005 49,134
Profit retention (g) 449,015 814,587 353,007
Cumulative translation adjustment (e) (14,998) (17,263) (16,794)
Cash flow hedge reserve (Note 5.1.1 (c) ) (25,022)
Deemed cost reserve (f) 112,497 113,972 130,540
Transfer from non-controlling interest (h) 490,020 489,115
1,232,925 1,602,021 615,131
€)] Share premium

The share premium reserve arose on the subscription of shares in TAM, due to the fair value of net assets received

being greater than the nominal amount of the share capital issued.

(b) Treasury shares

The movement of treasury shares during the year ended December 31, 2011 is presented below:
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Quantity of shares Thousand of RS Average price per share - Reais

At December 31, 2009 402,311 (11,370) 28.26
Resale of treasury shares (189,731) 5,362 28.26
At December 31, 2010 212,580 (6,008) 28.26
Acquisition of treasury shares (i) 54,137 (1,879) 34.71
Resale of treasury shares (186,462) 5,328 28.81
At December 31, 2011 80,255 (2,559) 31.89

0] At meeting of the Board of Directors held on September 30, 2011, authorized the purchase of up to of 54.137
preferred shares to be held in treasury for future use to meet the exercise of options under Stock Option Plan.

(i) During the year ended December 31, 2011, 186,462 shares held in treasury were sold to beneficiaries of the
stock option plan. The shares sold relate to the executive compensation plan approved at the Extraordinary
General Meeting (EGM) of May 16, 2005.

The market value of shares based on the closing quote in the Sdo Paulo stock exchange at December 31, 2011, is R$
35.67 per share (2010 — R$ 39.14).

(c) Stock options

The credit relating to the expense for stock options is recorded in this reserve, and is released to retained earnings
when options are exercised or expire (Note 29.2).

(d) Legal reserve

Brazilian law requires that a legal reserve is constituted by appropriating 5% of profit for the year until the legal reserve
reaches 20% of the amount of share capital.

(e) Cumulative translation adjustment

The effects of exchange rate changes during the year on net assets of foreign operations at the beginning of the year
and the difference between their profit for the year at average and year-end exchange rates are recorded in the
currency translation adjustment reserve.

() Deemed cost reserve

On transition to IFRS the Company adopted the revalued amounts as the deemed cost for certain assets that were
revalued under BR GAAP in years prior to the transition date to IFRS. The deemed cost reserve corresponds to the
revaluation of those assets maintained at initial transition to IFRS and the reserve is realized in the same proportion of
the depreciation, write-off or sale of the revalued asset, with a contra entry to the retained earnings (accumulated
deficit) account. In the year ended December 31, 2011 realization totaled R$ 1,481, net of tax effects (2010 - RS 9,299). Of
the total amount of the reserve, RS 28,733 (2010 - RS 28,733) corresponds to the revaluation of land and buildings, which will
only be realized upon the eventual write-off of assets.
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(9) Profit retention reserve

Correspond to a reserve of profits for which under Brazilian Corporation Law shareholders may decide to transfer
profits based on a budget of capital expenditures also approved by the shareholders.

(h) Transfer from non-controlling interes  ts

Refers to the transfer from non-controlling interests on the issuance of shares representing 26.83% of Multiplus in
2011 and the subsequent effect of the change in non-controlling interest in 2011. As required by IAS 27
“Consolidated and Separated Financial Statements”, the changes in the Company’s ownership interest in Multiplus
did not result in loss of control and, therefore, it was recognized as a capital transaction, directly in the Company’s
shareholders’ equity.

26. Revenue

TAM had no major customers which represented more than 10% of revenue in any of the periods presented. The
Company utilizes its gross revenue information by type of service rendered and by region, as follows:
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(a) By type of service rendered
December December December Variation Variation
31, 31, 31, (%) 2011 (%) 2010
2011 % 2010 % 2009 % - 2010 - 2009

Domestic

Passenger 6,185,319 45.6 5,870,880 49.8 5,468,612 53.9 5.36 7.4
Cargo 552,861 4.0 510,785 4.3 446,983 4.4 8.2 14.3
6,738,180 49.7 6,381,665 54.1 5,915,595 58.3 5.6 7.9

International

Passenger 3,823,488 28.2 3,284,473 27.8 2,684,009 26.5 16.4 22.4
Cargo 623,815 4.6 601,898 5.1 489,305 4.8 3.6 23.0
4,447,303 32.8 3,886,371 32.9 3,173,314 31.3 14.1 22.5
Other
Loyalty Program (TAM) 212,036 1.6 381,519 3.2 538,950 5.3 (44.4) (29.2)
Loyalty Program
(Multiplus) 1,151,737 8.5 444,893 3.8 158.9 100.0
Travel and tourism
agencies 78,617 0.6 61,531 0.5 59,635 0.6 27.8 3.2
Others (includes
expired tickets) 927,939 6.8 642,804 5.4 451,647 4.5 44.4 42.3
2,370,329 17.5 1,530,747 13.0 1,050,232 10.4 54.8 45.8
Total gross 13,555,812 100.0 11,798,783 100.0 10,139,141 100.0 14.9 16.4

Sales taxes and other
deductions (561,326) (420,092) (373,635)

Revenue 12,994,486 11,378,691 9,765,506
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(b) By geographical location of the Company’s destinati ons
Variation Variation
December December December (%) (%)
31, 31, 31, 2011 - 2010 -
2011 % 2010 % 2009 2010 2009
Brasil 9,108,509 67.2 7,912,412 67.0 6,965,826 15.1 13.6
Europe 2,016,299 14.8 1,958,730 16.6 1,440,352 2.9 36.0
North America 1,592,845 11.8 1,057,091 9.0 862,529 50.7 225

South America (excluding

Brazil) 838,159 6.2 870,550 7.4 870,434 (3.7) 0.1
Total gross 13,555,812 100.0 11,798,783 100.0 10,139,141 14.9 16.4

Sales taxes and other
deductions (561,326) (420,092) (373,635)

Revenue 12,994,486 11,378,691 9,765,506
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27. Operating expenses by nature
December 31,
2011
Cost of
services General and

rendered Sales administrative Total %
Personnel 2,236,268 239,575 217,902 2,693,745 22.4
Board of Executive Officers fee 1,761 1,761 0.0
Fuel 4,186,892 4,186,892 34.8
Depreciation and amortization 596,688 4,625 129,062 730,375 6.1
Maintenance and repairs (excluding personnel) 619,357 619,357 5.2
Aircraft insurance 46,533 46,533 0.4
Take-off, landing and navigation aid charges 682,258 682,258 5.7

Leasing of aircraft, engines and equipment under operating
leases 417,964 10,069 22,017 450,050 3.7
Third party services 208,785 308,555 322,627 839,967 7.0
Marketing and related expenses 962,925 962,925 8.0
Other 394,328 205,058 204,180 803,566 6.7
9,389,073 1,730,807 897,549 12,017,429 100.0
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December 31,

2010
Cost of
services General and

rendered Sales administrative Total %
Personnel 1,883,800 247,283 196,211 2,327,294 22.3
Board of Executive Officers fee 1,134 1,134 0.1
Fuel 3,451,198 3,451,198 33.2
Depreciation and amortization 613,687 1,661 84,421 699,769 6.7
Maintenance and repairs (excluding personnel) 612,262 612,262 5.9
Aircraft insurance 51,982 51,982 0.5
Take-off, landing and navigation aid charges 609,447 609,447 5.9

Leasing of aircraft, engines and equipment under operating
leases 447,112 7,252 16,619 470,983 4.5
Third party services 166,691 262,696 343,907 773,294 7.4
Marketing and related expenses 959,843 959,843 9.2
Reversal of additional tariff (364,854) (364,854) (3.5)
Other 353,788 278,966 180,572 809,326 7.8
8,189,967 1,753,701 458,010 10,401,678 100.0
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Personnel

Board of Executive Officers fee

Fuel

Depreciation and amortization

Maintenance and repairs (excluding personnel)
Aircraft insurance

Take-off, landing and navigation aid charges
Leasing of aircraft, engines and equipment under operating
leases

Third party services
Marketing and related expenses
Other

December 31,

2009
Cost of
services General and
rendered Selling administrative Total %
1,619,290
183,955 181,149 1,984,394 20.6
776 776 0.1
2,741,253 2,741,253 28.7
521,909 1,484 78,993 602,386 6.3
640,433 640,433 6.7
63,681 63,681 0.7
585,890 585,890 6.1
525,200 9,352 15,213 549,765 5.8
167,556 301,096 318,913 787,565 8.2
854,701 854,701 9.0
355,732 182,164 206,892 744,788 7.8
7,220,944 1,532,752 801,936 9,555,632 100.0
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28. Employee Benefits

Personnel costs (presented under Personnel and Director fees in Note 27 are composed of the following amounts:

December 31, December 31, December 31,

2011 2010 2009

Salaries and bonuses 2,132,234 1,844,562 1,527,390
Defined contribution pension plan 12,772 27,090 23,619
Share based payment 15,022 15,999 11,407
Taxes and social contributions 531,478 440,777 422,754
2,695,506 2,328,428 1,985,170

28.1 Profit-sharing and bonuses

In accordance with the annual union agreement, the Company’s management will pay a share of its profits when it
reaches certain performance indicators established according to the annual budget. Consequently, during the year
management recorded a expense for this benefit within “Salaries and social charges” totaling R$ 74,516 at
December 30, 2011 (2010 — R$ 100,168 and 2009 — R$ 28,922).

28.2 Share-based payment

(a) TAM Linhas Aéreas

The Extraordinary Stockholders’ Meeting held on October 4, 2010 authorized that the Board of Directors may grant
stock options to employees up to 2% of outstanding shares. These transactions can be summarized as follows:

Number of stock Weighted average

options outstanding exercise price - R$

At December 31, 2009 1,667,440 36.55
Granted 1,051,467 23.99
Exercised (165,868) 14.40
Unvested options forfeited (343,924) 39.67
At December 31, 2010 2,209,115 34.18
Exercised (186,464) 19.57
Unvested options forfeited (188,152) 37.89
At December 31, 2011 1,834,499 38.89

Under the terms of the Plan, the options granted are divided into three equal amounts and employees may exercise
one third of their options after three, four and five years, respectively, if still employed by the Company at that time.
The options have a contractual term of seven years.
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The options contain a "service condition" as vesting and exercisability of the options depends only on the rendering of
a defined period of services by the employee. Dismissed employees have the obligation to satisfy certain conditions in
order to maintain their options rights.

The cost has been recognized as being the fair values of stock options when they are transferred in balancing entry to
the Company’s equity, since the payment may be made in shares. The fair value of these options was estimated using
the Black-Scholes option pricing model. The following table shows details of the various option grants, together with
the variables used in valuing the options granted:
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Total or

1st special 2nd special 3rd special 4th special weighted

I1stgrant 2ndgrant 3rd grant 4thgrant grant  Grant (ii) grant grant  average
Date of grant 12/28/2005 11/30/2006 12/14/2007 05/28/2010 09/27/2007 02/29/2008 04/01/2010 11/03/2010
Number of options granted 715,255 239,750 780,311 591,463 230,000 11,595 230,000 230,000
Exercise price at grant date 14.40 43.48 39.67 25.11 38.36 30.24 24.59 20.53
Risk free interest rate - % 17.93% 13.13% 10.95% 9.38% 10.82% 10.82% 8.34% 10.69%
Average term 5.5 5.5 5.5 5.5 4.5 4.5 4.5 4.5
Expected dividend yield - % 0.00% 0.32% 0.58% 0.55% 0.58% 0.56% 0.55% 0.55%
Share price volatility - % 34.24% 41.29% 42.30% 51.47% 40.48% 43.66% 51.32% 52.14%
Market share price at grant date - RS 45.00 61.00 44.03 24.30 50.10 35.48 30.31 41.92
Fair value at grant date — RS 39.64 41.11 25.09 13.57 28.28 19.33 17.95 29.91

Number of options outstanding (i) 80,256 138,044 440,226 485,973 230,000 230,000 230,000 1,834,499

Number of options exercisable (i) 80,256 138,044 335,151 230,000 783,451
Exercise price (adjusted by IGP-M) (i) 20.34 59.79 50.97 28.37 21.99 22.92

Amount payable upon exercise for
exercisable options — At exercise price on
12/31/2011 1,632,407 8,253,651 17,082,646 11,684,000

Remaining average term (i) 1.50 1.50 1.83 3.83 2.75 2.75

(i) At December 31, 2011.
(i) Special grant forfeited.

Share price volatility is determined based on historical share price volatility of the company's quoted shares.
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(b)  Multiplus

The Extraordinary Stockholders’ Meeting held on October 4, 2010 authorized that the Board of Directors may grant
stock options to employees up to 3% of outstanding shares.

These transactions can be summarized as follows:

Number of stock Weighted
options average exercise
outstanding price - RS

At December 31, 2009
Options granted 1,660,759 18.07
At December 31, 2010 1,660,759 18.07
Exercised (77,285) 24.80
Unvested options forfeited (6,196) 17.49
At December 31, 2011 1,577,278 14.64

Under the plan, options assigned for regular grants are divided into three equal parts and employees can exercise one
third of their options of two, three and four years, respectively if they are still employed by Multiplus at that time. The
contractual life of the options is seven years after the grant of option. The 1st extraordinary grant was divided into two
equal parts that can be exercised as follows: half of the options after three years, and another half after four years.
The 2nd extraordinary grant was also divided into two equal parts that can be exercised after one year and two years,
respectively.

The options contain a "service condition" as vesting and exercisability of the options depends only on the rendering of
a defined period of services by the employee. Dismissed employees have the obligation to satisfy certain conditions in
order to maintain their options rights.

During the six months ended June 30, 2011, Multiplus fixed the exercise price of R$ 20.00 (twenty reais) per share, for
the 2nd extraordinary grant related to the hiring of the current Chief Executive Officer of Multiplus and approved the
reduction in the exercise price for all other options previously granted by R$ 3.72 (three reais and seventy-two cents
per share) due to the reduction of the capital of Multiplus. The modification of the options granted as result of the
reduction in the exercise price resulted in additional compensation (R$ 3,114). Considering that no options were
vested as of June 30, 2011 the additional compensation is recognized prospectively through the remaining vesting
period of the options.

On October 3, 2011, Multiplus fixed the exercise price of R$ 16.28 (sixteen reais and twenty-eight cents) per share for
the 2nd, extraordinary grant described above in order to reflect the effect of the reduction of capital of Multiplus. The
modification of the options granted as result of the reduction in the exercise price resulted in additional compensation
R$ 312, that will be recognized prospectively through the vesting period of the options.

The cost has been recognized as being the fair values of stock options when they are transferred in balancing entry to
the Company’s equity, since the payment may be made in shares. The fair value of these options was estimated using
the Black-Scholes option pricing model. The following table shows details of the various option grants, together with
the variables used in valuing the options granted:
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(b.1) Assumptions used to estimate the fair value of the options at the original grant date:

1st 2nd Total or

extraordinary extraordinary weighted

1st grant 2nd grant grant? grant? average
Date of grant 10/04/2010 11/08/2010 10/04/2010 10/04/2010

Number of options granted 98,391 36,799 1,370,999 154,570 1,660,759
Exercise price at grant date 27.33 31.55 16.00 27.33
Risk free interest rate - % 10.16 10.16 10.16 10.16
Average term 5.0 5.0 5.25 4.25
Expected dividend yield - % 0.67 0.57 0.67 0.67
Share price volatility - % 30.25 31.21 30.25 30.25
Market share price - R$ 26.90 31.55 26.90 26.90
Fair value at grant date — RS 11.58 14.06 16.91 10.53

(b.2) Considering the modification in the exercise price, the following assumptions were used to measure the
additional compensation:

1st 2nd Total or

extraordinary extraordinary weighted

1st grant 2nd grant grant2 grant2 average
Date of grant 06/30/2011 06/30/2011 06/30/2011 06/30/2011

Number of options granted 92,195 36,799 1,370,999 154,570 1,654,563
Exercise price at modification date 23.61 27.83 12.28 20.00
Risk free interest rate - % 12.15 12.15 12.15 12.15
Average term 4.63 4.67 4.88 3.50
Expected dividend yield - % 2.60 2.60 2.60 2.60
Share price volatility - % 33.79 33.79 33.79 33.79
Market share price - R$ 27.20 27.20 27.20 27.20
Fair value immediately before modification— RS 10.84 9.55 15.56 9.46
Fair value immediately after modification— RS 12.17 10.71 17.35 12.66
Incremental fair value 1.33 1.16 1.79 3.20

(b.3) Considering the modification in the exercise price in the 2" extraordinary grant, the following assumptions
were used to measure the additional compensation:

2nd extraordinary

grant2
Date of grant 10/03/2011
Number of options granted 154,570
Exercise price at grant date 16.28
Risk free interest rate - % 11.88
Average term 3.25
Expected dividend yield - % 2.59
Share price volatility - % 34.24

Market share price - RS 27.10



Fair value immediately before modification— RS 12.27
Fair value immediately after modification— RS 14.29

Incremental fair value 2.02

F-89




TAM S.A,
Notes to the Consolidated Financial Statement
Year ended December 31, 2011

(In thousands of Reais, unless otherwise indicated)

Table of Contents

(b.4) Other information at December 31, 2011

1st 2nd Total or

extraordinary extraordinary weighted

1st grant 2nd grant grant2 grant2 average
06/30/2011 06/30/2011 06/30/2011 10/03/2011

Number of options outstanding 92,195 36,799 1,370,999 77,285 1,577,278
Number of options exercisable 25.60 29.88 13.32 17.65
Remaining average term 4.38 4.42 4.63 3.13

Share price volatility is determined based on historical share price volatility of Multiplus quoted shares.
29. Net Finance Result
December 31,

December 31, December 31,

2011 2010 2009
Finance income
Interest income from financial investments 174,194 136,642 82,106
Exchange gains 2,709,450 1,439,709 2,303,737
Other (ii) 57,928 198,138 26,843
2,941,572 1,774,489 2,412,686
Finance expenses
Exchange losses (3,610,383) (1,196,576) (582,192)
Interest expense (i) (481,872) (416,364) (421,851)
Other (43,515) (59,163) (37,371)
(4,135,770) (1,672,103) (1,041,414)
Derivatives designated as hedge (6,584)
Finance result, net (1,200,782) 102,386 1,371,272

(i) The average monthly rate for capitalized interest for the year ended December 31, 2011 was 0.36% (2010 and
2009 - 0.16 % and 0.18%, respectively).

(i) 2010 amount includes the reversal of interest expense from the additional tariff of R$ 181,166 occurred in
September 2010.

The exchange gain recognized at December 31, 2011 with respect to finance lease liabilities amounted R$ 579,795
(2010 — net gain of R$ 231,738 and 2009 net gain of R$ 1,404,895), while interest expense on those finance lease
liabilities amounted to R$ 100,616 (2010 —R$ 106,103 and 2009 — R$ 166,839 ).

30. Earnings per share

(a) Basic

Basic earnings per share is calculated by dividing the profit attributable to equity holders of the company by the

weighted average number of shares (common and preferred) issued and outstanding during the year excluding shares
purchased by the Company and held as treasury shares.
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December 31,

December 31,

December 31,

2011 2010 2009
Profit (loss) attributable to equity holders of the company (335,064) 637,420 1,246,778
Weighted average number of shares issued (in thousands) 156,207 151,448 150,585
Weighted average treasury shares (in thousands) (115) (263) (402)
Weighted average number of shares outstanding (in thousands) 156,092 151,185 150,183
Basic earnings (loss) per share (Reais per share) (2.15) 4.22 8.30

(b) Diluted

Diluted earnings per share is calculated by adjusting the weighted average number of shares outstanding to assume
conversion of all dilutive potential shares. The Company has only one category of dilutive potential ordinary shares:

stock options.

December 31,

December 31,

December 31,

Profit (loss) attributable to equity holders of the company

Weighted average number of shares outstanding (in thousands)

Adjustments for share options (in thousands)

Weighted average number of shares for diluted earnings per share calculation (in thousands)

Diluted earnings (loss) per share (Reais per share)

2011 2010 2009
(335,064) 637,420 1,246,778
156,092 151,185 150,183
425 263

156,092 151,610 150,446
(2.15) 4.20 8.29
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31. Cash generated from operations

Profit / (loss) for the year
Adjustments for
Deferred income tax and social contribution (Note 23 (a))
Depreciation and amortization (Note 27)
Loss on disposal of property, plant and equipment (see below)
Foreign exchange losses/(gains) and interest expense
Other provisions
Provision for contingencies
Reversal of provision of contingency
Stock options plan

Derivative financial instruments - Ineffective portion

Changes in working capital

Financial assets measurement at fair value through profit and loss

Inventories

Accounts receivable

Taxes recoverable

Prepaid expenses

Assets held for sale

Financial assets — bank deposits
Judicial deposits

Prepaid aircraft maintenance
Other receivables

Accounts payable

Salaries and social charges
Taxes, charges and contributions
Deferred income

Other liabilities

Derivative financial instruments
Payment of REFIS

Cash generated from operations

In the cash flow statement, proceeds from sale of property, plant and equipment and intangible comprise:

Net book amount — property, plant and equipment

Loss on disposal of property, plant and equipment

Proceeds from disposal of property, plant and equipment

32. Commitments and contingencies

December 31,

December 31,

December 31,

2011 2010 2009
(261,513) 668,930 1,248,459
(135,127) 305,054 645,567

730,375 699,769 602,386
10,108 (13,671) (19,918)

1,406,059 97,473 (1,580,891)

186,267 298,352 (1,598)

72,450 85,908 69,128
(585,914)

19,023 15,999 11,409

6,584
(277,234) (396,676) 231,249

2,149 14,501 (25,887)
(269,623) (469,709) 24,862
(417,893) (85,681) 21,444

40,810 (13,878) 371
29,274
(87,729) (50,280)
(22,633) (14,764)

(137,556) (1,678) (25,035)
(30,339) 67,889 97,876
123,316 85,942 (55,113)
(68,259) 45,622 (10,342)
418,484 323,403 (9,414)

(167,613) 88,527 323,345
264,095 59,938 (103,037)
(42,492) (222,618) (886,970)
(30,648)

1,331,061 1,002,438 587,165

December 31, 2011 December 31, 2010 December 31, 2009
19,267 13,357 15,951

(10,108) 13,671 19,918

9,159 27,028 35,869




(a) Operating lease commitments

TLA has obligations arising under operating lease contracts. The amounts of these commitments are not recorded in
the financial statements. TLA has obligations arising from 72 aircraft under operating leases (2010 — 69 aircraft).
These agreements have an average term of 107 months and are denominated in U.S. dollars with interest rates based
on LIBOR. The lease expense, recognized in the consolidated statement of operations in "Cost of services rendered”,
for year ended December 31, 2011 was R$ 417,964 (2010 — R$ 447,112 and 2009 — R$ 525,200), equivalent to

approximately US$ 222,819 thousand (2010 -US$ 268,342 thousand and 2009 — US$ 263,300 thousand),
respectively.
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For most of the transactions, TAM has given letters of guarantee or deposits as a guarantee.
In addition, to meet the payment conditions established by contract, promissory notes guaranteed by Company were
issued, totaling R$ 3,243 at December 31, 2011 (2010 — R$ 21,033).

Future aggregate payments denominated in US dollars under these contracts are as follows:

Monthly payments
maturing in December 31, 2011 December 31, 2010

In foreign currency — USS$ (*)

Aircraft 2024 1,294,943 1,093,507
Engines 2021 25,435 27,190
Total 1,320,378 1,120,697

(*)Operating leases are denominated in U.S. dollars and the future aggregate payments are presented in R$
translated at the period-end exchange rate.

Operating lease obligations fall due as follows:

December 31, December 31,
Year 2011 2010
No later than one year 390,514 348,454
Later than one year and no later than five years 728,403 702,206
Later than five years 201,461 70,037
1,320,378 1,120,697
(b) Commitments for future aircraft lease s
0] Airbus

In 2005, the Company executed an amendment to an existing contract with Airbus for the firm order of 20 Airbus
A320, the remaining nine of which are to be delivered in 2010, with an option for an additional 20 of the same aircraft
family (including A319, A320 and A321). In 2006, the Company finalized a contract to acquire a further 37 Airbus
aircraft (31 aircraft narrow body aircraft family A320 and six A330 aircraft), with the option for an additional 20, to be
delivered in 2012 and 2013.

On June 28, 2007, the Company also executed a Memorandum of Understanding for the purchase of 22 Airbus
A350XWB models 800 and 900, with ten more options, for delivery between 2013 and 2018.

Additionally, TLA confirmed the exercise of four options for Airbus A330, the four of which were already delivered in
2010 and 2011, related to the agreement signed at the end of 2006. TAM also confirmed the twenty options that had
been postponed from 2005 to 2006 anticipated delivery before the end of 2014.

On June 8, 2010, TLA, announced the order of additional 20 brand-new Airbus A320 family aircraft and five A350-900,
thus increasing the total number of orders for Airbus aircraft to 176 — including 134 aircraft of A320 family, 15 A330-
200 and 27 A350 WXB. The objective of this order is to meet the plan of fleet already disclosed by the Company in the
year 2009. In respect of the 20 orders from A320 family (A319, A320 and A321), ten shall be delivered in 2014 and
the remaining ten in 2015.
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(i) Boeing

In 2006, the Company ordered four Boeing 777-300ERs with options for four aircraft, which were converted to firm
orders in 2007. Upon receipt of the four aircraft in 2008, the Company has signed an amendment to an existing
contract for two more aircraft and has six firm orders outstanding contracted with Boeing for this type of aircraft, of
which four are expected to be delivered in 2012 and two in 2013.

(i) Fleet renewal and expansion

On February 28, 2011, the Company announced the order of 32 aircraft from the Airbus A320 family and two Boeing

777-300ER aircraft to prepare the Company to meet the expected growing demand for air travel. The combined value
of these new orders, based on list prices, is approximately US$ 3.2 billion. Of the 32 aircraft ordered from Airbus , 22
are new model A320neo and ten are from the A320 Family. The aircraft are scheduled to be delivered between 2016
and 2018.

The two Boeing 777-300ERs are expected to be delivered in 2014. This order of two more aircraft brings the total
number of aircraft ordered from the U.S. manufacturer to eight, including four aircraft to be delivered in 2012 and the
two in 2013. Once all the aircraft are delivered, we will have 12 Boeing aircraft in our fleet.

(c) Insurance

TAM maintains adequate insurance for risks which are expected to cover any liabilities generated by the accident on
July 17, 2007, of an Airbus A320 aircraft, considering the agreements already made with and paid to the victims’
families by the insurance company. As of December 31, 2011, 193 (2010 — 192) compensation payments have been
paid to families of the victims and others are under negotiation with the Company’s insurance firm. Management
understands that the insurance coverage of these liabilities is adequate to cover all related costs. The Company
believes that it will not incur additional or unexpected expenses outside the scope of the insurance agreement which
would be TAM'’s direct responsibility.

(d) Contingent liabilities

Contingencies for which it is probable that TAM will be required to make payments are provided for and are discussed
in Note 22.

(e) Contingent assets
() ICMS

On December 17, 2001 the Federal Supreme Court ruled that domestic and international air passenger transportation
revenue, as well as international air cargo transportation revenue was no longer subject to ICMS.

However, based on this ruling, ICMS taxation on domestic air cargo transportation revenue is still due. At December
31, 2011, the provision maintained by the Company totaled R$ 2,915 (2010 — R$ 4,355), recorded in “Taxes, charges
and contributions”.

We consider payments of ICMS made between 1989 and 1994 to be amounts paid in error because we believe it was
unconstitutional to charge ICMS on air navigation services. TAM Linhas Aéreas has filed claims against various states
in Brazil to claim the amounts paid in error. Rulings on these claims are pending. Our policy is to only adjust the value
of these claims for inflation at the time that payment is recorded in our financial statements.
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(i) Indemnification for losses on regula  ted fares

We are plaintiffs in an action filed against the Brazilian government in 1993 seeking damages for breaking-up of the
economic-financial equilibrium of an air transport concession agreement as a result of having to freeze our prices from
1988 to September 1993 in order to maintain operations with the prices set by the Brazilian government during that
period. The process is currently being heard before the Federal Regional Court and we are awaiting judgment on
appeals we have lodged requesting clarification of the initial decision (which we challenged). The estimated value of
the action is based on a calculation made by an expert witness of the court. This sum is subject to interest accruing
from September 1993 and inflation since November 1994. Based on the opinion of our legal advisors and recent
rulings handed down by the Supreme Court of Justice in favor of airlines in similar cases (specifically, actions filed by
Transbrasil and Varig) we believe that our chance of success is probable.

We have not recognized these amounts as receivable in these financial statements and will only do so when the
decision is made final.

(iii) Additional airport tariffs (“ATAERO” )

In 2001 TLA filed a legal action requesting preliminary measures challenging the legality of the additional rate of 50%
on airport tariffs established by Law 7,920/89. The Company has been paying those amount monthly at December 31,
2011 totaling R$ 1,089,571 (2010 — R$ 918,492) and no asset has been recognized with respect to this matter.

33. Segment reporting

The Company has two operating and reportable segments: Aviation operations and Loyalty Program operations

(“Multiplus™). Operating segments are reported in a manner consistent with the internal reporting provided to the chief
operating decision maker (“CODM").

Total assets

Total reported —

Loyalty Program Segment
Aviation (Multiplus) information Eliminations Consolidated
December 31, 2011 18,226,516 1,308,434 19,534,950 (3,549,721) 15,985,229
December 31, 2010 17,884,401 1,437,896 19,322,297 (4,824,972) 14,497,325
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December 31,

2011
Total
Loyalty reported —
Program Segment
Aviation (Multiplus) information Eliminations Consolidated
Revenue
Passenger 11,050,270 1,345,199 12,395,469 (2,386,662) 10,008,807
Cargo 1,176,676 1,176,676 1,176,676
Other 1,332,664 28,247 1,360,911 1,009,418 2,370,329
Revenue, gross 13,559,610 1,373,446 14,933,056 (1,377,244) 13,555,812
Sale taxes and other deductions (434,692) (126,634) (561,326) (561,326)
Revenue, net 13,124,918 1,246,812 14,371,730 (1,377,244) 12,994,486
Operating income
Cost of services rendered (8,087,065) (842,068) (8,929,133) 136,748 (8,792,385)
Depreciation and amortization (591,666) (5,022) (596,688) (596,688)
Selling (2,021,848) (32,371) (2,054,219) 323,412 (1,730,807)
General and administrative (1,757,531) (57,102) (1,814,633) 917,084 (897,549)
Movements in fair value of fuel derivatives 40,828 40,828 40,828
Operating profit 707,636 310,249 1,017,885 1,017,885
Financial income 2,839,550 102,022 2,941,572 2,941,572
Financial expense (4,135,465) (305) (4,135,770) 4,135,770
Derivatives designated as hedge (6,584) (6,584) (6,584)
Profit/(loss) before income tax and social
contribution (588,279) 405,382 (182,897) (182,897)
Income tax and social contribution 52,520 (131,136) (78,616) (78,616)
Profit/(loss) for the year (535,759) 274,246 (261,513) (261,513)
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Revenue
Passenger
Cargo
Other

Revenue, gross
Sale taxes and other deductions
Revenue, net
Operating income
Cost of services rendered
Depreciation and amortization
Selling
General and administrative
Movements in fair value of fuel derivatives

Operating profit

Financial income

Financial expense

Profit/(loss) before income tax and social contribution

Income tax and social contribution

Profit/(loss) for the year

December 31,

2010

Total

Loyalty reported —

Program Segment

Aviation (Multiplus) information Eliminations Consolidated

9,535,936 504,916 10,040,852 (885,499) 9,155,353
1,112,683 1,112,683 1,112,683
1,254,918 12,959 1,267,877 262,870 1,530,747
11,903,537 517,875 12,421,412 (622,629) 11,798,783
(372,060) (48,032) (420,092) (420,092)
11,531,477 469,843 12,001,320 (622,629) 11,378,691
(6,956,348) (274,258) (7,230,606) (345,674) (7,576,280)
(599,184) (599,184) (599,184)
(2,015,072) (422) (2,015,494) 261,799 (1,753,695)
(438,314) (64,891) (503,205) 30,686 (472,519)
36,585 36,585 36,585
1,559,144 130,272 1,689,416 (675,818) 1,013,598
1,739,115 35,374 1,774,489 1,774,489
(1,669,988) (2,115) (1,672,103) (1,672,103)
1,628,271 163,531 1,791,802 (675,818) 1,115,984
(401,909) (45,145) (447,054) (447,054)
1,226,362 118,386 1,344,748 (675,818) 668,930
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34. Related parties
(i) Balances
December 31, December 31,
2011 2010
BTG Pactual
Current assets
Cash and cash equivalents 102,390 209,775
Financial assets at fair value through profit and loss 140,207
Derivative financial instruments 4,850
Non-current assets
Derivative financial instruments 454
Current liabilities
Derivative financial instruments 8,276
Non-current liabilities
Derivative financial instruments 7,779
Equity
Cash flow hedge (14,639)
(ii) Transactions
December 31, December 31,
2011 2010
Finance result
BTG Pactual
Finance income 61,436 10,667
Finance expense (44,525) (1,333)

BTG Pactual is considered a related party since one member of the Board of Directors of TAM has an interest in and
is the CEO of BTG Pactual.

For the period ended December 31, 2010, TAM received from TAM Viacdo Executiva S.A. ("Marilia"), a company
under common control, R$ 2010- R$ 153 (2009 - R$ 65) as reimbursement for the use of its infra-structure being
mainly the importation areas and human resources. This amount was credited to "cost of services rendered". TAM
Marilia and TAM have common indirect stockholders. No reimbursement was received in the year ended December
31, 2011.

On May 11, 2007, TLA and TAM Marilia agreed to share the use of a hangar located by Congonhas airport Séo
Paulo, for a period of 10 years. TLA paid R$ 15,500 upfront to TAM Marilia and is entitled to use the facilities and the
infra-structure of the hangar, providing the same cargo services, as those previously provided in the cargo terminal.
The total amount was established based on valuation reports performed by independent companies, reflecting the
economic premium obtained by the use of such a location in TAM's cargo activities. The amount recognized in the
income statement for the period ended December 31, 2011 amounted to R$ 1,550 (2010- R$ 1,550 and 2009 - R$
1,550).

(iii) Key management compensation

The key management personnel of TAM include the members of the Board of Directors, the president, vice
presidents and statutory directors. Their remuneration was a follows:
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December 31, December 31, December 31,
2011 2010 2009
Salaries 27,587 19,062 18,596
Board of Executive Officers fee 1,761 1,134 776
Share-based payment 16,360 15,999 11,409
Other long-term benefits 810
45,708 36,195 31,591

35. Events occurring after the reportingp  eriod

LATAM

On January 3, 2012, an Extraordinary General Meeting was held where stockholders of TAM (representing 14.95% of
total shares) approved the exchange ratio for the proposed exchange of shares of TAM for shares of LAN Airlines S.A.
(“LAN"). After such approval on January 18, 2012, TAM and LAN filed with the Brazilian Exchange Commission (CVM)
an application for registering a Offer Exchange of TAM shares and the subsequent cancellation of the status of TAM
as a listed company under Corporate Governance Level 2 of the Listing Regulation of BM&FBovespa S.A.

36. Consolidation schedules

In accordance with SEC rule SX 3-10 the Company is presenting consolidation schedules as Senior Notes issued by
TAM Capital (issuer), a wholly-owned subsidiary of TAM S.A,, in 2007 are fully and unconditionally guaranteed by
TAM S.A (parent company and guarantor) and by TAM Linhas Aéreas (guarantor) which is also a wholly-owned
subsidiary of TAM S.A.. The consolidation schedules separately present the financial information for TAM S.A. (parent
company and guarantor), TAM Linhas Aéreas S.A. (guarantor), Multiplus (non-guarantor) and other consolidated
subsidiaries of TAM S.A. (non-guarantors).
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(a) Statement of operations
December 31,
2011
TAM S.A.
(parent
company TAM Multiplus Others
and Capital TAM Linhas (non (non Consolidatio
guarantor (subsidiar Aéreas S.A. guarantor guarantors n Consolidate
) y issuer) (guarantor) ) ) adjustment d
Revenue 12,646,764 1,246,812 478,154 (1,377,244) 12,994,486
Operating (11,886,890 (12,017,429
expenses (43,992) (4) ) (936,563) (527,224) 1,377,244 )
Share of
earnings of
subsidiaries (290,846) (202,524) 493,370
Operating
profit/(loss
) before
movement
s in fair
value of
fuel
derivatives (334,838) (4) 557,350 310,249 (49,070) 493,370 977,057
Movements in
fair value
of fuel
derivatives 40,251 577 40,828
Operating
profit/(loss) (334,838) (4) 597,601 310,249 (48,493) 493,370 1,017,885
Finance income 31,354 175,223 1,982,209 102,022 650,764 2,941,572
Finance costs (46,024) (240,811) (3,043,006) (305) (805,624) (4,135,770)
Derivatives
designated
as cash
flow hedge (6,584) (6,584)
Profit before
income tax
and social
contributio
n (349,508) (65,592) (463,196) 405,382 (203,353) 493,370 (182,897)
Income tax
and social
contribution 14,444 40,466 (131,136) (2,390) (78,616)
Profit for the
year (335,064) (65,592) (422,730) 274,246 (205,743) 493,370 (261,513)

Attributable to



Equity

shareholde

rs of TAM

S.A. (335,064) (65,592)
Non-

controlling

interest

(422,730)
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(In thousands of Reais, unless otherwise indicated)

December 31,

2010
TAM S.A.
(parent
company TAM Multiplus Others
and Capital TAM Linhas (non (non Consolidatio
guarantor (subsidiar Aéreas S.A. guarantor guarantors n Consolidate
) y issuer) (guarantor) ) ) adjustment d
Revenue 11,207,997 469,843 323,480 (622,629) 11,378,691
Operating (10,357,037 (10,401,678
expenses (18,894) (4) ) (339,571) (308,801) 622,629 )
Share of
earning
s of
subsidi
aries 675,821 73,574 (602,247)
Operating
profit/(loss
) before
movement
s in fair
value of
fuel
derivatives 656,927 (4) 777,386 130,272 14,679 (602,247) 977,013
Movements in
fair value of
fuel derivatives 36,504 81 36,585
Operating
profit/(loss) 656,927 (4) 813,890 130,272 14,760 (602,247) 1,013,598
Finance income 33,776 148,746 1,270,212 35,374 286,381 1,774,489
Finance costs (49,123) (177,868) (1,099,090) (2,115) (343,907) (1,672,103)
Profit before
income tax and
social
contribution 641,580 (29,126) 985,012 163,531 (42,766) (602,247) 1,115,984
Income tax and
social
contribution (4,160) (395,011) (45,145) (2,738) (447,054)
Profit for the
year 637,420 (29,126) 590,001 118,386 (45,504) (602,247) 668,930
Attributable to
Equity
shareholde
rs of TAM
S.A. 637,420 (29,126) 590,001 118,386 (45,504) (633,757) 637,420
Non-

controlling 31,510 31,510



interest
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December 31,

2009
TAM S.A. TAM
(parent Linhas
company TAM Aéreas Multiplus Others
and Capital S.A. (non (non Consolidatio
guarantor (subsidiar (guarantor guarantor guarantors n Consolidate
) y issuer) ) ) ) adjustment d
Revenue 9,557,733 242,378 (34,605) 9,765,506
Operating (9,373,393
expenses (4,020) (12) ) (127) (210,020) 31,940 (9,555,632)
Share of
earnings of
subsidiaries 1,271,134 63,171 (1,334,305)
Operating
profit/(los
s) before
movement
s in fair
value of
fuel
derivative
s 1,267,114 (12) 247,511 (127) 32,358 (1,336,970) 209,874
Movements in
fair value of
fuel derivatives 271,505 45,347 316,852
Operating
profit/(loss) 1,267,114 (12) 519,016 (127) 77,705 (1,336,970) 526,726
Finance
income 33,755 235,992 2,485,446 (342,507) 2,412,686
(1,117,619
Finance costs (53,704) (231,014) ) (1) 360,924 (1,041,414)
Profit before
income tax
and social
contribution 1,247,165 4,966 1,886,843 (128) 96,122 (1,336,970) 1,897,998
Income tax
and social
contributio
n (387) (633,124) (16,028) (649,539)
Profit for the
year 1,246,778 4,966 1,253,719 (128) 80,094 (1,336,970) 1,248,459
Attributable to
Equity
shareholder
s of TAM
S.A. 1,246,778 4,966 1,253,719 (128) 80,094 (1,338,651) 1,246,778



Non-
controlling
interest 1,681 1,681
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(b) Balance sheet
December 31,
2011
TAM S.A. TAM
(parent Linhas
company TAM Aéreas Multiplus Others
and Capital S.A. (non (non
guarantor (subsidiar (guarantor guarantor guarantors Consolidatio Consolidate
) y issuer) ) ) ) n adjustment d
Assets
Current
assets
Cash and
cash
equival
ents 1,029 12,827 224,833 9,186 268,047 134,159 650,081
Financial
assets at
fair
value
through
profit
and loss 330,125 593,497 880,535 10,965 (130,190) 1,684,932
Trade
accounts
receivable 1,734,956 147,449 126,283 (189,677) 1,819,011
Inventories 211,491 1,118 212,609
Taxes
recoverable 43,163 364,651 5,219 7,975 421,008
Income tax
and
social
contribut
ion
recovera
ble 72,702 246 72,948
Interest on
own
capital
and
dividen
ds 172,727 (172,727)
Prepaid
expenses 120,349 1,629 121,978
Related
parties 1,570 39,425 5,320 (46,315)
Derivative
financial
instruments 24,757 2,465 27,222
Other
receivables 212 70,194 8,923 6,068 85,397
Total current
assets 547,256 12,827 3,419,000 1,093,202 427,651 (404,750) 5,095,186
Non-current
assets held for
sale 21,474 21,474



Non-current
assets
Restricted
cash
Financial
assets at
fair value
through
profit
and loss
Deferred
income
tax and
social
contribu
tion
Deposits in
guarantee
Related
parties
Prepaid
aircraft
maintenance
Other non-
current assets
Derivative
financial
instruments
Investment

Property,
plant and
equipment

Intangible
assets

Total assets

71,314 22,510 93,824
138,009 138,009
29,975 18,542 48,517
57,014 57,014

4,425 296,679 26,278 1,451,729 (1,779,112)
547,862 547,862
29,188 16,416 620 46,771
8,550 77 8,627

1,685,616 104,371 (1,789,987)
9% 9,225,469 1,381 91,005 9,317,951
569,183 40,807 4 609,994
1,720,659 296,679 10,639,229 215,232 1,565,868 (3,569,098) 10,868,569
2,267,915 309,506 14,079,703 1,308,434 1,993,519 (3,973,848) 15,985,229
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December 31,

2011
TAM S.A. TAM
(parent Linhas
company TAM Aéreas Multiplus Others
and Capital S.A. (non (non Consolidatio
guarantor (subsidiar (guarantor guarantor guarantors n Consolidate
) y issuer) ) ) ) adjustment d
Liabilities
Current
liabilities
Accounts
payable 492 613,531 114,884 118,099 (201,326) 645,680
Financial
liabilities 174,650 6,225 1,639,601 177,524 1,998,000
Salaries
and social
charges 3,862 456,918 7,825 4,483 473,088
Deferred
income 653,777 794,297 23,981 1,472,055
Taxes,
charges and
contributions 14,555 375,619 13,423 10,606 414,203
Interest on
own
capital
and
dividend
S 864 124,926 65,355 (172,727) 18,418
Related
parties 1,320 (1,320)
Derivative
financial
instruments 6,749 20,489 27,238
Other
current
liabilities 27 191,543 4,615 1,467 (208) 197,444
194,450 6,225 4,062,664 1,020,888 337,479 (375,580) 5,246,126
Non-current
liabilities
Financial
liabilities 557,243 5,128,442 1,480,971 7,166,656
Derivative
financial
instruments 15,527 28,408 43,935
Deferred
income
tax and
social
contribut
ion 45,206 45,206
Deferred
income 207,803 207,803
Provisions 120 265,141 5,858 271,119
Provision

for loss 427,138 (427,138)



on
investme
nts
Taxes,
charges and
contributions
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Statement
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Refinanced
taxes
payable
under
Fiscal
Recovery
Program

Related
parties

Other non-
current
liabilities

Total liabilities

Equity
Capital and
reserves
attributable
to equity
share
holders of
TAM S.A.
Share
capital
Capital
reserve
Profit
reserve
Carrying
value
adjustme
nt
Accumulate
d deficit

Non-
controlling
interest

Total equity

December 31,

2011
TAM S.A. TAM
(parent Linhas
company TAM Aéreas Multiplus Others
and Capital S.A. (non (non Consolidatio
guarantor (subsidiar (guarantor guarantor guarantors n Consolidate
) y issuer) ) ) ) adjustment d
436,394 436,394
20,528 1,589,963 201,346 (1,811,837)
435,940 613 (3,508) 440,061
20,648 557,243 8,551,554 28,408 1,692,597 (2,235,467) 8,614,983
12,614,21
215,098 563,468 8 1,049,296 2,030,076 (2,611,047) 13,861,109
819,892 88 897,122 93,722 162,113 (1,153,045) 819,892
140,414 59,650 (11,869) (47,781) 140,414
530,020 394,730 211,496 2,097 (608,323) 530,020
562,491 113,983 (34,211) (15,248) (64,524) 562,491
(254,050) (185,519) 439,569
2,052,817 (253,962) 1,465,485 259,138 (36,557) (1,434,104) 2,052,817
71,303 71,303
2,052,817 (253,962) 1,465,485 259,138 (36,557) (1,362,801) 2,124,120




Total liabilities
and 14,079,70
equity 2,267,915 309,506 3 1,308,434 1,993,519 (3,973,848) 15,985,229
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Assets
Current
assets

Cash and
cash
equival
ents

Financial

assets at
fair
value
through
profit
and loss

Trade

accounts
receivable

Inventories
Taxes
recoverable
Income tax
and
social
contribut
ion
recovera
ble
Interest on
own capital
and dividends
Prepaid
expenses
Related
parties
Derivative
financial
instruments
Other
receivables

Total current
assets

Non-current
assets
Restricted
cash
Financial
assets at
fair value

December 31,

2010
TAM S.A. TAM
(parent Linhas
company TAM Aéreas Multiplus Others
and Capital S.A. (non (non

guarantor (subsidiar (guarantor guarantor guarantors Consolidatio Consolidate
) y issuer) ) ) ) n adjustment d
113,913 182,610 129,656 111,235 474,806 1,012,220
125,905 464,519 757,787 56,350 3,137 1,407,698
2,000 1,408,058 68,699 121,385 (43,361) 1,556,781
196,089 2,671 198,760
12,365 28,473 3,769 12,950 57,557
18,424 18,424

141,103 (141,103)
343 160,553 1,892 162,788

4,086 388,507 1,300 (393,893)
9,895 9,895
56,068 853 28,926 (4,613) 81,234
414,053 182,610 2,457,397 1,330,850 700,280 (579,833) 4,505,357
94,492 3,813 98,305
50,280 50,280



through
profit
and loss
Deposits in
guarantee
Related
parties
Prepaid
aircraft
maintenance
Other non-
current assets
Derivative
financial
instruments
Investment

Property,
plant and
equipment

Intangible
assets

Total assets

51,778 51,778

16,504 128,399 30,406 248,986 (424,295)
410,306 410,306
15,705 39,918 116 (35,144) 20,595
6,568 6,568

2,478,464 124,095 (2,602,559)
8,675,544 935 35,371 8,711,850
38,262 458,810 20,273 124,941 642,286
2,548,955 128,399 9,891,917 71,488 413,207 (3,061,998) 9,991,968
2,963,008 311,009 12,349,314 1,402,338 1,113,487 (3,641,831) 14,497,325
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December 31, 2010

TAM S.A. TAM
(parent Linhas
company TAM Aéreas Multiplus Others
and Capital S.A. (non (non Consolidatio
guarantor (subsidiar (guarantor guarantor guarantors n Consolidate
) y issuer) ) ) ) adjustment d
Liabilities
Current
liabilities
Accounts
payable 22 458,725 16,579 109,977 (62,939) 522,364
Financial
liabilities 347,800 5,529 1,199,500 19,264 1,572,093
Salaries
and social
charges 2,848 452,524 5,961 5,498 466,831
Deferred
income 1,169,096 614,550 17,535 1,801,181
Taxes,
charges and
contributions 275,162 1,111 31,916 308,189
Income tax
and
social
contribut
ion 35 14,304 14,339
Interest on
own
capital
and
dividend
S 152,046 140,125 1,223 (141,101) 152,293
Related
parties 331,878 3,929 (335,807)
Derivative
financial
instruments 20,574 20,574
Other
current
liabilities 19 131,462 382 5,130 (1,335) 135,658
502,770 5,529 4,193,350 643,735 189,320 (541,182) 4,993,522
Non-current
liabilities
Financial
liabilities 493,850 4,802,140 490,858 5,786,848
Derivative
financial
instruments 15,286 15,286
Deferred
income 66,420 66,420
Provisions 30 193,797 10,444 204,271
Provision
for loss
on
investme 241,933 (241,933)



nts
Refinanced
taxes
payable
under
Fiscal
Recovery
Program
Related
parties
Deferred
income
tax and
social
contribut
ion 38,262

333,141

261,678

111,158
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(In thousands of Reais, unless otherwise indicated)

December 31, 2010

TAM S.A. TAM
(parent Linhas
company TAM Aéreas Multiplus Others
and Capital S.A. (non (non Consolidatio
guarantor (subsidiar (guarantor guarantor guarantors n Consolidate
) y issuer) ) ) ) adjustment d
Other non-
current
liabilities 13 251,301 (13,842) 237,472
38,325 493,850 6,276,854 807,456 (740,073) 6,876,412
10,470,20
Total liabilities 541,095 499,379 4 643,735 996,776 (1,281,255) 11,869,934
Equity
Capital and
reserves
attributable
to equity
share
holders of
TAM S.A.
Share
capital 819,892 88 752,727 692,385 187,174 (1,632,347) 819,892
Capital
reserve 120,605 194,940 (21,784) (173,156) 120,605
Profit
reserve 895,592 815,935 88,002 (13,697) (890,240) 895,592
Carrying
value
adjustme
nt 585,824 115,508 (17,633) (97,875) 585,824
Accumulate
d deficit (188,458) (39,133) 227,591
2,421,913 (188,370) 1,879,110 758,603 116,711 (2,566,054) 2,421,913
Non-
controlling
interest 205,478 205,478
Total equity 2,421,913 (188,370) 1,879,110 758,603 116,711 (2,360,576) 2,627,391
Total liabilities
and 12,349,31
equity 2,963,008 311,009 4 1,402,338 1,113,487 (3,641,831) 14,497,325
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(c) Cash flow statement
December 31,
2011
TAM S.A. TAM
(parent Linhas
company TAM Aéreas Multiplus Others
and Capital S.A. (non (non Consolidati
guaranto (subsidia (guaranto guaranto guarantor on Consolidat
r) ry issuer) r) r) s) adjustment ed
Cash flows
generated from
operating
activities (233,519) (132,737) 1,583,980 717,473 (738,295) 134,159 1,331,061
Taxes paid (37,920) (51,034) (111,552) (184,186) (346,772)
Interest paid (37,046) (199,278) (84,143) (358,387)
Net cash generated
from operating (1,006,62
activities (271,439) (169,783) 1,333,668 605,921 4) 134,159 625,902
Cash flows from
investing
activities
Investments in
restricted cash 24,047 (799) 23,248
Dividends and
interest on own
capital received 66,010 (66,010)
Proceeds from
sale of property,
plant and
equipment (PPE) 9,159 9,159
Purchases of
property, plant
and equipment (96) (128,649) (575) (13,673) (142,994)
Purchases of
intangible assets (54,580) (25,426) (80,006)
Deposits in
guarantee
Reimburseme 17,765
nts 17,765
Deposits (24,080)
made (24,080)
Pre delivery
payments
Reimburseme 123,681
nts 108,731 14,950
Payments (415,574) (415,574)
Net cash used in
investing
activities 65,913 (463,181) (26,001) 478 (66,010) (488,801)
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(In thousands of Reais, unless otherwise indicated)

Cash flows from financing

activities
Sale of treasury shares 3,616 3,616
Acquisition of treasury
shares (1,879) (1,879)

Capital reduction of

Multiplus — Cash paid to

non-controlling interests 439,030 (600,014) (160,984)
Capital increase of

Multiplus by non-

controlling shareholders

— Issuance of shares upon

exercise of stock option 1,351 1,351
Dividends and interest on

capital paid to non-

controlling shareholders

of Multiplus (83,306) 60,065 (23,241)
Dividends and interest on

capital paid to non-

controlling shareholders

of TAM Airlines (6,260) 5,945 (315)
Dividends paid - TAM
SA. (181,460) (181,460)
Short and long-term
borrowings
Issuance 72,990 28,439 101,429
Repayment (148,973) (148,973)
Debentures - payments (166,666) (166,666)
Bonds - issuance 777,209 777,209
Capital element of finance
leases (699,327) (699,327)

Net cash (used in) generated
from financing activities (92,641) (755,310) (681,969) 799,388 66,010 (499,240)

Net increase (decrease) in
cash and cash equivalents (112,884) (169,783) 95,177 (102,049) (206,759) 134,159 (362,139)

Cash and cash equivalents at
beginning of the year 113,913 182,610 129,656 111,235 474,806 1,012,220

Cash and cash equivalents at
end of the year 1,029 12,827 224,833 9,186 268,047 134,159 650,081
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Cash flows
generated from
operating
activities

Taxes paid

Interest paid

Net cash generated
from operating
activities

Cash flows from

investing activities
Investments in
restricted cash
Cash flows from
investment
acquired —
Pantanal

Related parties
Loans

Receipt
Dividends and
interest on own
capital received
Proceeds from
sale of property,
plant and
equipment (PPE)
/ intangible
assets
Equity
investments
Purchases of
property, plant
and equipment
Purchases of
intangible assets
Purchases of
assets of TAM
Milor including
TAM Brands
Deposits in
guarantee

Reimburseme

nts

Deposits

made

December 31,

2010
TAM S.A. TAM
(parent Linhas
company TAM Aéreas Multiplus Others
and Capital S.A. (non (non Consolidati
guaranto (subsidia (guaranto guaranto guarantor on Consolidat
r) ry issuer) r) r) s) adjustment ed
174,042 198,098 1,259,718 (470,094) (198,660) 39,334 1,002,438
(53,409) (30,170) (83,579)
(45,406) (38,299) (159,513) (38,840) (282,058)
128,636 159,799 1,046,796 (500,264) 237,500 39,334 636,801
(15,122) (3,813) (18,935)
(10,000) 956 (9,044)
(20,051) 47,336 (27,285)
18,327 (24,096) 5,769
261,673 (261,673)
27,028 27,028
(1,623) 1,623
(71,255) (958) (12,400) (84,613)
(118,067) (17,558) (14) (135,639)
(25,481) (72,963) (98,444)
15,657 15,657
(9,485) (9,485)
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Pre delivery payments
Reimbursements

Payments

Net cash used in investing activities

Cash flows from financing activities

Proceeds from sale of treasury
shares including exercise of
stock options

Advance for future capital
increase

Net cash received in a public
offering of shares of
subsidiary Multiplus

Cash proceeds from issuance of

shares in connection with

acquisition of assets of TAM

Milor (Note 1.3)

Dividends paid — TAM S.A.
Dividends paid and interest on
capital own to non-controlling
shareholders of Multiplus and
TAM Airlines

Related parties
Loans
Receipt
Short and long-term borrowings
Issuance
Repayment
Debentures

Repayment
Capital element of finance
leases

100,137 50,349 150,486
(216,264) 9 (216,254)
249,949 (314,474) (18,516) 58,327 (354,529) (379,243)
3,355 3,355

12 (12)
657,048 657,048
72,963 72,963
(233,325) (223,001) 223,001 (233,325)
(29,033) (1,288) 21,243 (9,078)

2,000 (2,000)
69,602 69,602
(101,713) (78,266) (179,939)
(166,666) (166,666)
(534,470) (534,470)
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Net cash (used in) generated
from financing activities (396,624) (789,582) 630,015 (79,514) 315,195 (320,510)

Net increase (decrease) in cash
and cash equivalents (18,039) 159,799 (57,260) 111,235 (258,687) (62,952)

Cash and cash equivalents at
beginning of the year 131,952 22,811 186,916 733,493 1,075,172

Cash and cash equivalents at
end of the year 113,913 182,610 129,656 111,235 474,806 1,012,220
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TAM S.A,
Notes to the Consolidated Financial Statement
Year ended December 31, 2011

(In thousands of Reais, unless otherwise indicated)

December 31,

2009
TAM S.A.
(parent TAM
company Capital TAM Linhas Multiplus
and (subsidiary Aéreas S.A. (non Others (non Consolidation
guarantor) issuer) (guarantor) guarantor) guarantors) adjustment Consolidated
Cash flows generated from operating
activities 91,342 (220,596) 448,821 248,502 19,096 587,165
Taxes paid (83,002) (427) (83,429)
Interest paid (61,055) (43,387)  (208,244) 53 (312,633)
Net cash generated from operating
activities 30,287 (263,983) 157,575 248,128 19,096 191,103
Cash flows from investing activities
Investments in restricted cash (79,370) (79,370)
Interest on capital and dividends
payable 74,693 (74,693)
Related parties (19,250) 38,346 (19,096)
Proceeds from sale of property, plant
and equipment (PPE) / intangible
assets 35,869 35,869
Purchases of property, plant and
equipment (335,486) 590 (334,896)
Purchases of intangible assets (131,513) (3,783) (135,296)
Deposits in guarantee
Reimbursements 60,697 60,697
Deposits made (27,922) (27,922)
Pre delivery payments
Reimbursements
Net cash used in investing activities 55,443 (439,379) (3,193) (93,789) (480,918)
Cash flows from financing activities
Interest on capital and dividends
payable (47,057) (27,636) 74,693
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Notes to the Consolidated Financial Statement
Year ended December 31, 2011

(In thousands of Reais, unless otherwise indicated)

Table of Contents

Short and long-term borrowings

Issuance 236,939 (358) 236,581
Repayment (34,205) (36,509) (70,714)
Debentures
Issuance 592,686 592,686
Senior notes
Issuance 502,298 502,298
Capital element of finance leases (567,649) (567,649)
Net cash (used in) generated from
financing activities 180,714 437,795 74,693 693,202
Net increase (decrease) in cash and cash
equivalents 85,730 (263,983) (101,090) 682,730 403,387
Cash and cash equivalents at beginning of
the year 46,222 286,794 288,006 50,763 671,785
Cash and cash equivalents at end of the
year 131,952 22,811 186,916 733,493 1,075,172
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