Portugal Telecom
Corporate governance report_2006

[
B8



Corporate governance report

page

—
OCLWWVWWVWONNOO

11
12
12
12
13
13
14
14
14
14
15
15
15

16
16
17
18

19
19
19
20
20
20
21
21
21

chapter

Compliance statement

Disclosure of information

1. Corporate body charts pertaining to distribution of powers
2. Specific committees created within the company
Corporate Governance Committee

Audit Committee

Other committees reporting to the Executive Committee
_Consultive Council

_Disclosure Committee

_Sustainability Committee

3. Supervisory Board

4. Capital structure and major shareholders

5. Risk control system

Main risk factors

Risk management strategies

Internal procedures for risk control

6. Share price evolution

Most relevant facts announced during the 2006 financial year
7. Dividend distribution

Dividend distribution policy

Dividend distributed in the last three financial years

8. Plans for allotment of shares or share call options

9. Relevant transactions with members of corporate bodies, holders of qualified shareholdings
or companies within a dominant or group relation

10. Investor relations

11. Compensation Committee

12. External auditors

13. Change of control

Exercise of voting rights and shareholder representation
1. General Meeting and voting rights

Compensation Committee

2. Voting by correspondence and by electronic means
Voting by correspondence

Voting by electronic means

Common provisions — vote counting

3. Shareholder representation

4. Availability of preparatory information



page

22
22
22
22
23
23
23
24
25
25
25
26
26

27
27
28
29
29
29
30
30
30
31
31
31
31
31
32
32
32

32
32
33
34
34
36

chapter

3

The purpose of this report is to disclose the corporate governance structure

and practices adopted by the company in compliance with the provisions

of the Recommendations of the Portuguese Securities Market Commission
(Comissao do Mercado de Valores Mobiliarios — “CMVM”) on the governance

of listed companies, as published in November 2005, as well as with the best
international corporate governance practices. This report has been drawn up

in accordance with article 7 of the Portuguese Securities Code (Codigo dos Valores
Mobiliarios) and the model attached to CMVM Regulation no. 7/2001,

as amended by CMVM Regulations no. 11/2003, no. 10/2005 and no. 3/2006.

Additionally, this report aims to comply with the obligation of annual detailed
disclosure on corporate governance structure and practice, under the terms
of article 245-A of the Portuguese Securities Code which is applicable to issuers

of shares admitted to trade in regulated market.

Corporate rules

1. Codes of conduct

Code of ethics

Code of ethics for financial officers

Internal regulation on transactions by the Group’s managers
Regulation on transactions with related parties

Sustainable development and social policy

2. Internal risk control procedures

Control by the holding, business units and support companies

3. Measures that may interfere with the success of takeover bids
Limitation to the votes of a single shareholder

Class A shares

Limitations on the transfer of shares, shareholders’ agreements and limitations on the ownership

Management body

1. Composition and characteristics of the board of directors

2. Executive Committee

3. Management body operating rules

Board of Directors

Executive Committee

Powers of the chairman of the Board of Directors and the chief of the Executive Committee
Information to the members of the Board of Directors

Number of Board of Directors’ and Executive Committee’s meetings during the 2006 financial year
CMVM Recommendations pertaining to non-executive directors and independent directors
4. Director remuneration policy

Remuneration policy for executive and non-executive directors

Alignment of director interests with company interests

Payments in connection with early termination of director’s agreements

5. Director remunerations

Connection between director remuneration and performance

Allotment of shares or share call options or other share incentive

systems — premiums, non-financial benefits and profit sharing

Payments due for termination of office

Estimate of other non-financial benefits

6. Whistleblower

Appendix

Functions performed by members of the management body in other companies
Professional qualifications and professional activities



Corporate governance report

Compliance statement

The company fully adopts the CMVM Recommendations on the governance of listed companies, as published in November 2005,
except for Recommendations 4, 8 and 9, which are not complied with for the reasons identified hereunder.

The Chapters of this corporate governance report that contain a description of the measures taken by the company for compliance
with the abovementioned CMVM Recommendations are identified hereunder.

CMVM Recommendation

5a.

8a.

10.

10a.

I _ Disclosure of Information

The company should ensure the existence of permanent contact with the market by observing the principle of shareholder
equal treatment and preventing asymmetries in investor access to information. For such purpose, the company should
create an Investor Relations department.

Il _ Exercise of voting rights and shareholder representation

The active exercise of voting rights, either directly, notably by correspondence, or by representation, should not be
restricted.

For this purpose, the following qualify as restrictions to the active exercise of voting rights: a) any imposition of a prior
deposit or share blocking period for participation in the General Shareholders Meeting in excess of 5 business days;

b) any bylaws restriction on voting by correspondence; c) any imposition of an advance period for the receipt of voting
declarations issued by correspondence in excess of 5 business days; and d) the non-existence of voting bulletins available
to shareholders for voting by correspondence.

Il _ Corporate rules

The company should create an internal control system to efficiently detect risks connected with the company business, to
safeguard its assets and to the benefit the transparency in its corporate governance.

Measures adopted to prevent the success of takeover bids should respect the interests of the company and its
shareholders. Among others, defensive clauses that automatically cause an erosion in the company’s assets in the case of
control transition or of change in the composition of the management body, thus hindering the shares’ free transferability
and shareholders’ free evaluation of the performance of members of the management body, should be deemed contrary to
such interests.

IV _ Management body

The management body should be composed of a plurality of members that effectively conduct the management
of the company and its heads.

The management body should include a sufficient number of non-executive directors whose role is to continuously follow
up and evaluate the company’s management by its executive members. Members of other corporate bodies may play a
complementary role, or ultimately a role of substitution if their respective supervisory powers are equivalent and actually
exercised.

The non-executive members of the management body should include a sufficient number of independent members. Where
there is only one non-executive director, he should also be independent. Independent members of other corporate bodies
can play a complementary role, or ultimately a role of substitution if their respective supervisory powers are equivalent and
actually exercised.

The management body should create internal control committees with powers to evaluate corporate structure and
governance.

The remuneration of the members of the management body should be structured in such a way as to allow the alignment
of their interests with the company’s interests, and it should be disclosed annually on an individual basis.

A statement concerning corporate body remuneration policy should be submitted for consideration by the annual General
Shareholders Meeting.

The members of the Compensation Committee or its equivalent shall be independent in relation to the members
of the management body.

The proposal pertaining to the approval of share allotment plans, and/or share call options, or based on share price
variations, to members of the management body and/or to employees should be submitted to the General Shareholders
Meeting. The proposal should contain all the data as required for a correct evaluation of the plan. The proposal should be
accompanied by the plan’s regulations or, where these have not yet been prepared, by the terms and conditions that such
regulations must comply with.

The company should adopt a policy for communication of irregularities allegedly occurred within the company, with
the following data: indication of the means that can be used for internal communication of irregular practices, including
the persons with legitimacy to receive such communications, indication of the treatment to be given to any such
communications, including confidential treatment where the communicator so wishes. Such policy’s general guidelines
should be disclosed in the company’s corporate governance report.

Compliance Report
Chapter 1
Yes Number 10
Yes Chapter 2
Chapter 3
Yes Number 2
No (1)
Chapter 4
Yes Number 1
Chapter 4
Yes Number 1
Chapter 4
Yes Number 1
Chapter 1
Yes Number 2
No (2)
No (3)
No (4)
Chapter 1
Yes Number 8
Chapter 4
Yes Number 6
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(1)

Although it is PT's understanding that its bylaws do not contain any
defensive clauses that automatically cause an erosion in the company’s
assets in case of control transition or change in the composition of the
management body, it was CMVM's understanding, in its analysis of
compliance with the Recommendations on the governance of listed
companies, that PT failed to comply with Recommendation no. 4.

However, besides the special rights in favour of the State as described
further on, in this matter PT's bylaws contain only, in their article 13,
a limitation on the votes of a single shareholder, whereby the votes
cast by a single shareholder of ordinary shares, directly or through

a representative, on his own behalf or as a representative of another
shareholder, that exceed 10% of the total share capital, shall

not be counted.

In fact, this provision, which intrinsically reflects — and historically arose
in several European countries — a measure of expansion of shareholder
democracy (by reducing the voting power of major shareholders and
correspondingly expanding the voting power of minorities), is also
normally understood to possibly interfere with the success of takeover
bids. However, notwithstanding the corresponding effect of reduction
in the number of takeovers (as higher levels of shareholder
participation are required to obtain control), such measure is also
deemed as an incentive to better attractive conditions of takeover bids,
since only higher levels of adherence by the addressees allow

the attainment of control thresholds.

Furthermore, within the context of the tender offer to which PT

was subject during the 2006 financial year, the abovementioned
provision of the bylaws (see reference to article 13 of the bylaws
above) was particularly visible. In fact, under the terms, conditions
and consideration of the general tender offer over the shares

in the share capital in PT, the preliminary notice of which was
published on 6 February 2006 by the companies Sonaecom, SGPS, SA
and Sonaecom, BV, the removal of the said voting restriction

was a condition of the tender offer.

However, at the General Shareholders Meeting called for the 2" March
2007 to vote for the said removal, even though merely within the
context of the above mentioned tender offer, the proposal was
rejected by a majority of votes cast.

In this way, the situation remained unchanged, based on the conviction
that limitations as provided for under the bylaws contribute to a share
capital dissemination and a greater transparency of corporate
governance.

()

The company believes that the final part of CMVM Recommendation
no. 8, pertaining to the individualised breakdown of directors’
remunerations, should not be observed as it considers that such option
does not constitute the most correct vision and framework for this
matter. In fact, the general practice among other companies

is to merely disclose the remunerations paid to members of the
management body in overall terms.

Because it is important to disclose information to shareholders
on the overall value of remunerations paid to the members of
the management body, and particularly to the company’s
executive management team, i.e. its Executive Committee,

the company discloses such information in no. 5 of chapter 4
of this report.
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Therefore, as the company disagrees and does not adopt the
individualised disclosure of the remunerations of the members

of the corporate bodies, it maintains its position that the shareholder’s
analysis of the performance of the company’s management should
be made on an overall basis. It is up to the chairman of the Board of
Directors and of the Executive Committee, to analyse the individual
performance of each director, while the Compensation Committee
analyses the adequacy of their individual remuneration. In this way,
the company understands that it complies with the ratio of the
recommendation by disclosing enough information for the investors
to know the management costs of the company.

(3)

The Compensation Committee, the body responsible for establishing
the remuneration of the corporate bodies for the 2006-2008 three-year
period, was only appointed on the 215t April 2006, precisely at the
Annual General Shareholders Meeting, and for such reason submitting
both a declaration on a future corporate body remuneration policy and
on the way in which corporate body remuneration was applied during
the 2006 financial year to the appraisal of the General Shareholders
Meeting can only actually occur in the next Annual General
Shareholders Meeting, to take place during the 2007 financial year, as it
is expected to occur. Thus, the Compensation Committee will submit
for the appraisal of the next Annual Shareholders General Meeting a
declaration regarding the policy on corporate bodies’ remuneration for
the current term of office, i.e. 2006-2008, as well as a declaration
about the way such policy was applied in the year 2006, hence,
complying with this Recommendation.

(4)

PT did not fully comply with CMVM Recommendation no. 9 in the
financial year of 2006, since one of the members of the Compensation
Committee is a non-executive director of the company, which does not
fall within the criteria of independence proposed by CMVM in no. 9 of
Chapter | of the Appendix to Regulation 7/2001.

As referred to in Chapter 1, number 11 of this corporate governance
report, a careful consideration of two fundamental concerns underlies
the proposal and selection of the members of the Compensation
Committee.

On the one hand, the composition of the Compensation Committee by a
majority of members that are independent from management, in
accordance with the independence requirements as provided for in no. 9
of Chapter | of the Appendix to CMVM Regulation no. 7/2001, allows for
the respect and prevention of conflicts of company interests with the
interests of the members of the management body, in this matter.

On the other hand, the articulation of this Committee with that body
is sought through the presence of one independent director, as seen
above, in accordance with the assessment criteria provided for in Article
1-2 of the said CMVM Regulation. This contributes to the consideration
and alignment of the interests involved in the structuring and
determining director remunerations.

Thus, the hybrid model followed by the company in this matter aims to
ensure the exemption and best pursuit of the company’s interests, as well
as reinforcing efficiency and independence in the determination of
remunerations. For this reason, the Compensation Committee, except for
the mentioned non-executive director, does not include any member
that renders any other kind of services to the PT Group, or that has a
family relationship with members of the management body by way of
marriage, kindred, or affinity in a direct line and up to the third degree.
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1 _Disclosure of information

1. Corporate body charts pertaining
to distribution of powers

During the year 2006, the PT Group was structured by busi-
ness areas corresponding to five large core areas: wireline,
mobile business in Portugal (TMN), multimedia (PT
Multimédia), international business, that includes Vivo (the
joint-venture with Telefénica for mobile businesses in Brazil),
and support companies. The business units are coordinated
by the Group’s holding, led by its Executive Committee and
with the support of the Corporate Centre. The reporting to
the Corporate Centre of the subsidiary companies is
functional rather than hierarchical, thus enabling an effec-
tive articulation:

Wireline

Domestic mobile

Portugal Telecom Multimedia
International business
Corporate
Centre Support companies
and other businesses
6

Within the framework of the corporate decision-making pro-
cedure concerning these business areas and corporate gover-
nance, the members of the Executive Committee are respon-
sible for the following areas:

Executive Committe Corporate assignments

Henrique Granadeiro > Strategy > General coordination
Chief executive officer > Regulatory management of the Executive
> Competition Committee
> Corporate communication > PT Foundation
and image

v

Human resource & talent
management policies
Institutional relations
International relations
Internal auditing

Legal services

vV VoV oV

Zeinal Bava > Investor relations > TMN
Vice-president > Social model sustainability > PT Multimédia
project > PT PRO
> Previsdo
Rodrigo Costa > Human resources > PT Comunicagdes
Vice-president > Open network project > PT.COM
> Integrated strategies for > PT Corporate
information and innovation > PTSI
services > PT Inovacao
Luis Pacheco de Melo > Management planning > PTACS

and control
Financial operations
and treasury
Financial reporting
Corporate finance
Financial holdings

Chief financial officer

v

vV v v

v
v

PT Investimentos
Internacionais

Jodo Pedro Baptista
Executive officer

Business development
Convergence and

v

distribution strategy > Vivo
> Holdings of PT Group > Médi Télécom
companies operating abroad > Unitel
> CTM
> MTC
> VT
> CST
> Timor Telecom
> UOL
Antonio Caria > Quality and customer > PT Compras
Executive officer Satisfaction > PT Contact
> Strategies for services hiring
> Integrated networks
strategies
Rui Pedro Soares > Marketing > PT Imobilidria

Executive officer

v

Security policies

Relations with regions, local
authorities and portuguese
language communities

Real Estate

“One shop” project

v

v v
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2. Specific committees created within
the company

Currently, investor decisions pertaining to the allocation of
capital to listed companies takes into account not only eco-
nomic evaluations, but also information transparency and
the companies’ executive management security and reliabil-

ity levels.

In ligth of this, in compliance with applicable legal or regula-
tory requirements, and so as to adopt the best international
practices in these matters, the Board of Directors created
within itself, in addition to the Executive Committee, two com-
mittees that are responsible for the performance of specific
functions falling within the powers vested in the Board of
Directors. Those committees are listed hereinafter.

Additionally, in order to improve its performance, the
Executive Committee has appointed three advisory boards.

Firstly, howeves, it is important to stress that the governance
model of Portugal Telecom is expected to be the subject to
changes during 2007, due to new legal requirements result-
ing from the revision of the Portuguese Companies Code.

The current governance model keeps a power separation
between Board of Directors and Executive Committee, with-
out prejudice to the concentration in a single member of the
Chairmanship of both bodies, and it is based on four basic
pillars: efficiency, simplicity, transparency and accuracy.

The Executive Committee shall act on a predominantly opera-
tional basis, and the Board of Directors relies on the support
of a combination of Committees, created and appointed in
the meantime, whose function it is to analyse, recommend
and supervise the enforcement of the legislation in force, as
well as the principles and conducts adopted by the Group.
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The composition and duties of the above-mentioned specific
committees are as follows:

Corporate Governance Committee*

Jodo de Mello Franco (chairman)
Joaquim Brito de Goes

Jorge Tomé

Franquelim Alves

Francisco Soares

As determined by the relevant regulated market supervisory
authorities and managing authorities, most members incor-
porating the Committee are independent directors.

Duties

> To propose to the Board of Directors and to revise and re-
evaluate the company's corporate governance model,
including the organisational structure, operation, respon-
sibilities and internal rules of the Board of Directors;

> To study, revise and re-evaluate the group’s corporate gov-
ernance principles and practices, notably concerning
Group relations, and particularly company relations with
the market, the shareholders and other stakeholders, qual-
ifications, independency and responsibility of directors,
as well as conflict of interest prevention and information
discipline;

> To assist the Board of Directors in evaluating its perform-
ance with a view to contributing to efficiency and trans-
parency in this process;

> To study, revise and re-evaluate the values, principles and
practices that must govern the conduct of the Group’s
employees, including the study, revision, interpretation
and supervision of application of the codes of ethics and
conduct approved or to be approved by the company.

* The creation and current composition of the Corporate Governance Committee was approved
at the Board of Directors meeting dated 29 June 2006.
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Also within the scope of the duties of the Corporate
Governance Committee, it is important to stress that the
Committee charter was approved at a meeting of the Board of
Directors dated 8 November 2006.

The Corporate Governance Committee held 3 meetings dur-
ing the 2006 financial year, having discussed mainly the fol-
lowing matters:

> Approval of the proposal for the Committee’s operation
regulation to be submitted to the Board of Directors;

> Revision of the draft Entity Level Controls Manual to be
submitted to the Board of Directors;

> Revision of the draft service order on the definition, con-
trol and report of transactions with related parties;

> DPreparation of the draft service order on communication
by managers of holdings and their voting rights in PT
and PTM;

> Preparation of the service order on transactions by PT
Group managers;

> Consideration of several governance and supervision
models for the companies, in accordance with the
Portuguese Companies Code as amended by Decree-Law
76-A/2006 of 29 March 2006, aimed at proposing the
model to be adopted to the Board of Directors/Executive
Committee, which in turn will submit such proposal to
the General Shareholders Meeting;

> DPreparation of a communication to be addressed to the
Board of Directors on the degree of compliance by the
company with the rules, recommendations and best prac-
tices, nationally and internationally, applicable in the mat-
ter of corporate structure and governance and conduct
principles and practices;

> DPreparation of the “corporate governance report” to be dis-
closed by PT;

> Evaluation of governance practices by the Board of
Directors;

> Preparation of the 2007 action plan to be submitted to the
Board of Directors;

> DPreparation of the self-evaluation report.

All members of the Corporate Governance Committee were
present at the abovementioned meetings.

Audit Committee*

Jodo Mello Franco (chairman)
Luis de Azevedo Coutinho
Thomaz Paes de Vasconcellos

Duties

> To assist the Board of Directors and its Executive
Committee (1) in the supervision of the quality and
integrity of the financial information contained in the
company’s account rendering documents; (2) in the eval-
uation of the qualification and independence of the com-
pany’s External Auditors; (3) in the evaluation of the qual-
ity, integrity and efficiency of the company’s internal
control system; (4) in the evaluation of the execution of
the functions performed by the company’s external audi-
tors and of the Corporate Internal Auditing Department;
and (5) in the evaluation of compliance with legal and reg-
ulatory provisions, and with recommendations and guide-
lines issued by competent authorities.

The Audit Committee held 9 meetings during the 2006 finan-

cial year, having discussed mainly the following matters:

> Analysis of the quarterly, biannual and annual financial
statements;

> Quarterly follow-up of the Internal Control implementa-
tion status activity;

> Supervision of the Internal Audit function;

> Monitoring the work in respect to the Whistleblower
Program;

> Monitoring the work of the financial statements Audit
and Internal Control to be carried out by the External
Auditors;

> Monitoring and revision of the most relevant Accounting
Policies, significant judgments and unusual transactions
occurred in 2006;

> Analysis of the Form 20-F preparation and report proce-
dure to SEC (Securities and Exchange Comission).

All members of the Audit Committee were present at the
abovementioned meetings.

* This composition of the Audit Committee was approved
on of the Board of Directors dated 24 April 2006.
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Other committees reporting
to the Executive Committee

Within and limited to the delegation of competences made
by the Board of Directors in favour of the Executive
Committee the following specific committees were also cre-
ated within PT:

Consultive Council*

Luis Todo Bom (chairman)
José de Almeida Mota
Miguel Amaro

Anibal Santos

Jodo Confraria

José Manuel Tribolet

José Lamego

Rui Albuquerque

Jodo Ribeiro da Fonseca
Amilcar Martins

Duties

The functions of the Consultive Council are to analyse,
together with the Executive Commiittee, areas with special rel-
evance for PT, notably matters pertaining to regulation and
competition, international investments, mergers, acquisitions
and disposals.

The Consultive Council held 6 meetings during the 2006
financial year, having discussed mainly the following matters:

> Analysis and consideration of PT’s activity and definition
of strategic lines in the regulatory and competition field;
> Consideration of perspectives for international invest-

ments, mergers, acquisitions and disposals.

All members were present at the abovementioned meetings.

* This composition of the Disclosure Committee was approved
by the Executive Committee in May 2006.
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Disclosure Committee*

Luis Sousa de Macedo (chairman)
Francisco Nunes

Nuno Prego

Nuno Machado

Carlos Cruz

Duties

The purpose of this body is to ensure the quality and reliabil-
ity of the information disclosed to the financial markets and
to guarantee compliance with all national and international
regulatory requirements pertaining to this matter.

The Disclosure Committee is therefore entrusted for: defin-
ing, documenting and implementing adequate procedures for
correct collection, treatment and report of information, as well
as revise all information disclosed by PT, as follows: press
releases, reports and accounts (annual and biannual), 20-F
Forms, releases to CMVM and questionnaires sent to the
media.

For such purpose, the Disclosure Committee should approve
and implement controls and procedures as required to ensure
that information disclosure by PT to shareholders and
investors: (i) complies with applicable laws and regulations;
(ii) is accurate, complete and made in due time and (iii) reli-
ably represents the Group’s financial position and the results
of its operations in all respects as materially relevant for
proper knowledge of its financial condition and performance.

The Disclosure Committee held 7 meetings during the 2006
financial year, having discussed mainly the following matters:

> Adequacy of the financial information to be disclosed to
the market, in light of the financial and non-financial
information reported by its subsidiaries;

> Revision of quarterly, biannual and annual disclosures of
results.

All members of the Disclosure Committee were present at
the abovementioned meetings.
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Sustainability Committee

Henrique Granadeiro (chairman)
Jodo Pedro Guimaries

Luis de Sousa Macedo

José Pedro Pereira da Costa
Luis Avelar

Duarte Calheiros

Gongalo Pinto Coelho
Graca Galvio

Luis Ribeiro

Miguel Amaro

Francisco Nunes

Nuno Prego

Luis Moura

Diogo Horta e Costa

Abilio Martins

Duties

It is the Sustainability Committee’s responsibility to ensure
that Corporate Sustainability is a part of and consistent with
the Group's strategy and transversal to all its companies.

In order to pursue such goals, the Sustainability Committee
has the following duties:

> To ensure the creation within the PT Group, of the condi-
tions necessary for its sustained growth, according to a
three-dimensional standpoint, in economic, environmental
and social terms, in accordance with international criteria;

> To develop, promote and supervise projects and actions
required for the proposed aims;

> To identify, define and control the best teams to carry out
such projects;

> To strengthen the performance of the Fundacio PT within
its areas of specific activity, notably of citizenship and phi-
lanthropy;

10

> To guarantee internal and external communication by
reinforcing the performance of the PT Group as a sus-
tainable company and making it recognised as such;

> To control and evaluate the action plan as established and
incorporated in the sustainability strategy.

The Sustainability Committee is incorporated in the gover-
nance model of the PT Group, and reports directly to the
Executive Committee.

During the 2006 financial year, the responsibilities and com-
position of the Sustainability Committee were redefined.
Currently, the Sustainability Committee is chaired by the exec-
utive chairman, and directors of each of the Group's compa-
nies, the secretary general and the heads of the corporate units
of PT have become part of the same.

The Committee integrates PT’s governance model by pro-
moting transparency and rigour in the relations with stake-
holders, encouraging dialogue, avoiding conflicts of interest,
and anticipating mechanisms for an anti-corruption culture.
Therefore, PT does not carry out any lobbying activity and/or
does not monetarily contribute to organisations that do not
fall within its sponsorship, philanthropy and patronage
policies.

The Sustainability Committee held 2 meetings during the
2006 financial year.

All the members of the Sustainability Committee were pres-
ent at the abovementioned meetings.
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3. Supervisory Board

Taking into consideration the need for supervision in accor-
dance with the provisions of the Portuguese Companies Code,
PT has a Supervisory Board, whose functions during the 2006
financial year were performed by the following members:

Pedro Jodo Reis de Matos Silva (chairman)
Gongalo Vaz Botelho (member)

Ascencio, Gomes, Cruz & Associados, Sociedade
de Revisores Oficiais de Contas,

represented by Mario Jodo de Matos Gomes

José Vieira dos Reis (Alternate)

It should be stressed that the governance model of PT is
expected to be subject to changes during 2007, due to the new
legal requirements resulting from the revision of the
Portuguese Companies Code. Under articles 278 and 413 of
the Portuguese Companies Code as amended by Decree-Law
no. 76-A/2006 of 29 March 2006, companies issuing securi-
ties listed on a regulated market, whether adopting the Latin
model based on the existence of a Board of Directors and a
Supervisory Board, or the Anglo-Saxon model with a Board of
Directors and an Audit Committee, must appoint a Chartered
Accountant or a Chartered Accountant Firm (who, in the for-
mer model cannot be a member of the Supervisory Board).
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Duties

According to article 420 of the Portuguese Companies Code,
prior to the amendment introduced by Decree-Law no.
76-A/2006, of 29 March 2006, the duties of the Supervisory
Board, during the 2006 financial year, were as follows:

> To supervise the company's management;

> To watch over the fulfilment of the law and articles of
incorporation;

> To verify the regularity of the corporate books, accounting
records and supporting documents;

> To verify, wherever deemed convenient and in the man-

ner considered as appropriate, the extension of cash flow

and inventories of any kind of goods or values belonging

to the company or received by the company as security,

deposit or otherwise;

To check the accuracy of statutory financial statements;

> To check whether accounting policies and value-metrical
criteria adopted by the company lead to a correct evalua-
tion of its assets and results;

> To prepare an annual report on its supervisory activity
and issue an opinion on the report and accounts and pro-
posals submitted by the management;

> To call the General Shareholders Meeting, where its chair-
man fails to do so, being so obliged;

> To comply with all other duties set out in the law or arti-
cles of incorporation.

v

1
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4. Capital structure and major shareholders
The share capital of PT is Euro 395,099,775 fully paid up.

The share capital is represented by 1,128,856,500 shares with
the par value of thirty five cents of Euro each. 500 of these
shares are class A shares, which is equivalent to 0.0000442%
of the entire share capital. According to the bylaws of PT, the
class A shares may be held by the Portuguese State or other
entities belonging to the Portuguese State and are currently
held by Direc¢do-Geral do Tesouro. The special rights regard-
ing the class A shares are better described in Chapter 3.

All the PT ordinary shares are admitted to trade in Eurolist by
Euronext Lisbon.

Shareholder structure (%)

Portugal 29%
UK/Ireland 12%
USA 25%
Continental Europe 26%

Other 8%
Qualified holdings on 31 December 2006
Institutions No. of shares %
Telefonica 112,473,826 9.96%
Banco Espirito Santo 87,734,177 7.77%
Brandes Investments Partners 83,649,255 7.41%
Caixa Geral de Depositos 57,740,600 5.11%
Teléfonos de México (Telmex) 38,460,000 3.41%
Ongoing (includes an insight share) 34,012,746 3.01%
Paulson & Co. 26,385,303 2.34%
Fidelity Group 23,592,185 2.09%
Fundacdo José Berardo 23,357,466 2.07%
Barclays 23,216,664 2.07%
UBS AG 22,779,481 2.02%
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5. Risk control system

The Risk Control System established in PT is aimed at guar-
anteeing that the company monitors appropriately the risks
affecting the activities developed by the Group.

That said, it is relevant to briefly describe the risks that PT is
subject to, in order to facilitate the understanding of the Risk
Control System that has been created.

Main risk factors

As an economic group that carries out its business in several
business areas, the PT Group is exposed to various risks, the
following being the main risk factors:

> Regulation: to ensure that regulatory changes are moni-
tored, given the threats and opportunities that those
changes represent for the competitive position of the PT
Group within the businesses it is involved in. The
Corporate Regulation Office is in charge of regulation risk
management and should be up to date on new business
regulations applicable to the sector with an impact on the
PT Group, as issued by national and international entities.

> Competition: potential reduction in the wireline service
revenues as a result of the progressive effect of the wire-
line-mobile replacement, as well as the increase in com-
petition by other wireline network operators. The man-
agement of this risk is a permanent concern of the
Executive Committee of PT and of its subsidiary compa-
nies’ Executive Committees in the quest for new and bet-
ter products and services that prove to be innovative and
represent value when compared to those of the competi-
tion, and that consolidate the image of the PT Group, with
the final consumer, as the leader and pioneer in the
telecommunications market.

> Technological evolution: need for investments in ever
more competitive businesses and with a recent history of
very fast technological changes. The PT Group holds PT
Inovagdo, a company tailored for the technological devel-
opment of the Group’s businesses, in terms of applied
investigation, engineering services and the development
of innovative solutions and services, both in the domestic
and the international markets.
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> Strategic partnerships: to ensure alliances, joint-ventures
or other kinds of efficient and effective relations that
positively affect competitive capacity. The Executive
Committee of PT and all its other subsidiary companies
have been playing a central role in the management of
this risk, by reinforcing existing opportunities.

> Retaining talent: to ensure the capacity for counting on
duly motivated persons with the correct abilities in the
right places. The Human Assets Office of the Corporation
is in charge of managing this risk by identifying the key
elements of the PT Group and using appropriate retain-
ing strategies according to its management segments.

> Financial markets: change in the expected income from
investments made abroad as a result of changes in sev-
eral variables, notably interest rate and exchange rate. The
management of the financial markets risk is ensured by
the Corporate Finance Office. Portugal Telecom executes
agreements regarding a set of derivative financial instru-
ments so as to minimize the risks of exposure to varia-
tions in interest and exchange rates. The execution of
agreements concerning financial instruments is made
after a careful analysis of risks, benefits inherent to this
type of transaction and by consulting with various institu-
tions acting in this market. Such transactions are subject
to prior approval by the Executive Committee and imply a
permanent follow-up of the financial markets’ evolution
and of the positions held by the company. The Fair Value
of these instruments is determined on a regular and peri-
odic basis throughout the year, in order to allow for a con-
tinuous evaluation of these instruments and their eco-
nomic and financial implications;

> Taxation: evolution of tax legislation and possible inter-
pretations of the application of fiscal and para-fiscal regu-
lations in different manners. Corporate Reporting and
Consolidation Office is in charge of managing this risk,
by following all tax regulations and use of tax planning
opportunities. This department may be assisted by tax
consulting whenever the issues under analysis are more
critical, and therefore require the interpretation of an
independent entity;

> Social, environmental and ethical risks: the company is
subject to the general risks of a social, environmental and
ethical nature that affect the business of any company or
institution.
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Risk management strategies

Risk management is ensured by the company based on the
prior identification of critical risks, development of risk man-
agement strategies as appropriate for identified risks, with
the consequent implementation of a common language for
identification, prioritisation, evaluation and control of risks
that are critical to the business.

The adopted risk management strategies aim at guarantee-
ing that:

> The control systems and procedures and the established
policies allow for the expectations of management bodies,
shareholders and the public in general to be met;

> The control systems and procedures and the established
policies are in accordance with all applicable laws and
regulations;

> The financial and operational information is complete,
reliable, safe and reported on a regular and timely basis;

> The resources of the PT Group are used in an efficient
and rational manner;

> The shareholder value is maximized;

> The operational management adopts necessary measures
to correct aspects of risk for the PT Group that have been
reported.

Internal procedures for risk control

The internal procedures adopted by the company to imple-
ment the risk control strategies described above, notably the
existence of organic units dedicated to the implementation
and evaluation of Internal Control, are described in no. 2 of
Chapter 3 hereunder.
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6. Share price evolution

Most relevant facts announced during
the 2006 financial year

6 February

Sonaecom published a preliminary announcement of an unsolicited
tender offer over the shares in PT, with a view to obtaining a controlling
position in the company

6 March

Disclosure of the annual results for the 2005 financial year and of the
Report of the Board of Directors on the tender offer preliminarily
announced by Sonaecom

18 May

Disclosure of the results for the first quarter of 2006

3 August

Disclosure of an increase in the shareholder remuneration package as
announced on 6 March on the Report of the Board of Directors, inclu-
ding PT Multimédia’s spin-off

14 September

Disclosure of the results for the first half of 2006

14 November

Disclosure of the results for the first nine months of 2006

The following graph represents the evolution of the price of
PT shares during the year 2006.

7. Dividend distribution
Dividend distribution policy

The company adopts a dividend distribution policy that takes
into consideration the business opportunities of the PT
Group, investor expectations and the financing needs by
shareholders’ equity, taking into account the capital’s cost and
opportunity.

The Board of Directors is exclusively responsible for the pro-
posal of dividend distribution, subject to Portuguese legisla-
tion and the company’s bylaws.

According to the company’s bylaws, at least 40% of the dis-
tributable profits of PT * should be distributed to the share-
holders as dividend, although the General shareholders
Meeting may resolve, with a qualified majority of two-thirds
of votes cast, to reduce or not distribute the dividend.

Regarding the resolution approving the application of profits,
a majority of votes corresponding to class A shares is neces-
sary to resolve on the distribution of dividends where the same
exceed 40% of distributable net profits.

PT performance vs. D) Stoxx Telecom Europe in 2006

10.60
10.20
9.80
9.40
9.00
8.60
8.20
7.80
7.40

Jan Feb Mar Apr May Jun

Jul Aug Sep Oct Nov Dec

PT ——— D] Stoxx Telecom Europe
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* Calculated in light of the net income evidenced on the individual financial statements and determi-
ned according to the accounting principles in force in Portugal, after deduction of retained losses and
a 5% allocation to the legal reserve until it has reached 20% of the share capital.
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Dividend distributed in the last three
financial years

The gross dividend per share pertaining to the last three finan-
cial years was as follows:

2005 > 47.5 Euro cents
2004 > 35 Euro cents
2003 > 22 Euro cents

Additionally, according to the Report on the Opportunity and
Conditions of the Tender Offer prepared by PT Board of
Directors in respect of the revised announcement of the ten-
der offer over PT shares launched by Sonaecom and by
Sonaecom BV, PT defined as its strategy, subject to the con-
ditions and limitations as specified thereon, the distribution
to its shareholders of Euro 6.200 million in cash between
2006-2009.

To that extent, the Board of Directors will submit to the
Annual General Shareholders Meeting a proposal for the allot-
ment to shareholders of an amount of 47.5 cents per share, in
respect of the financial year of 2006, as well as a free allot-
ment to its shareholders of 100% of the shares held by the
company in PT Multimédia — Servicos de Telecomunicacdes e
Multimédia, SGPS, SA, in an amount equivalent to Euro 2,000
million or Euro 1.8 per share in Portugal Telecom (assuming
a price per share of Euro 10.85 for each PT Multimédia share).

The package also includes a remuneration of Euro 2,100 mil-
lion for a share buyback programme. Such shares will be
acquired at market price, at no more than Euro 11.50 per
share, corresponding to the acquisition of a minimum of
16.5% of the current share capital in PT. The share buyback
programme will be submitted to the approval of the General
Shareholders Meeting by a qualified majority as pertains to
the amendment to the bylaws for any share capital reduc-
tion. However, PT’s Board of Directors has reserved the right
to optimise the structure after the failure of Sonaecom’s
tender offer.
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Within the framework of this shareholder remuneration pack-
age, the Board further committed to pay an annual dividend
of 57.5 cents per share in 2008-2009 upon completion of the
share buyback programme, which at a price per share of Euro
10.50 is equivalent to an annual dividend yield of 6.9% (after
a theoretical adjustment in the price per share of the distribu-
tions of the shares in PT Multimédia, and assuming a neutral
impact on the stock price derived from the share buyback pro-
gramme and annual dividend distribution).

8. Plans for allotment of shares or share
call options

During the 2006 financial year, the company did not adopt
any share allotment plans or share call options, nor did any
such plans remain in force regarding directors or Group
collaborators.

9. Relevant transactions with members
of corporate bodies, holders of qualified
shareholdings or companies within

a dominant or group relation

The terms and conditions used between the Group companies
and related parties are substantially identical to those that
would usually be contracted, accepted and performed between
independent entities in comparable transactions.

Some of PT’s major shareholders are financial institutions
with whom trade agreements are established in the normal
course of business. The terms of such trade agreements are
substantially identical to those usually contracted, accepted
and performed between independent entities in comparable
transactions. Activities carried out within the framework of
such trade agreements are mainly in respect of telecommuni-
cations service provision by the Group and financial and con-
sultancy and insurance service provision by such financial
institutions.
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In connection with the incorporation of Brasilcel, a strategic part-
nership was established with Telefonica, whereby PT may acquire
up to 1.5% of the share capital in Telefénica, and Telefénica may
acquire up to 10% of the share capital in PT. As at 31 December
2006, Telefénica holds 9.96% of the share capital in PT.
Additionally, PT established a shareholders’ Agreement with
Telefonica, which regulates the management of Vivo.

Other than the above operations, PT did not execute any trans-
actions or operations with members of the management or
supervisory bodies, holders of qualified shareholdings or com-
panies within a controlling or group relation that might be sig-
nificant in economic terms for any of the parties involved and
that could be considered as an operation outside the normal
market conditions.

10. Investor relations

The Investor Relations Office was created in March 1995
with the purpose of ensuring adequate relations with share-
holders, investors and analysts, as well as with financial mar-
kets in general and, in particular, with the Stock Exchanges
where PT is listed and their respective regulatory entities:
CMVM and SEC.

This office regularly prepares presentations, communications
and press releases on quarterly, half-yearly and annual results,
as well as any material events that may occur and affect the
PT Group as a whole. It also provides all sorts of clarifications
to the financial community in general — shareholders,
investors (both institutional and retail) and analysts. Any con-
cerned party may access the Investor Relations Office through
the following contacts:

Nuno Prego
Investor Relations Officer

Tel.: +351 21 5001 701

Fax: +351 217 5000 800

E-mail: nuno.prego@telecom.pt

Address: Av. Fontes Pereira de Melo, 40 — 9.°, 1069-300 Lisboa
Switchboard: +351 21 500 2000

Site: www.telecom.pt
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During 2006, PT pursued its investor relation activities and
held several events, notably roadshows, presentations to
investors and analysts, meetings and conference calls, and
also participated in conferences in Europe and the United
States.

Overall, PT held, in 2006, around 280 meetings with analysts
and investors, 200 of which occurred in roadshows and con-
ferences, and the remaining 80 meetings and conference calls
held at the offices of the company.

We would like to highlight the three roadshows that took place
in 2006, in Europe and the United States, particularly the road-
show that took place in March (after the disclosure of the
annual results), which involved contacts with investors in
fourteen cities of eight countries.

11. Compensation Committee

The Compensation Committee is elected by shareholders at
General Meeting and serves the purpose of determining the
remuneration of PT corporate body members.

For the completion of this task, the Compensation Committee
continuously follows up and evaluates the directors’ perform-
ance, by checking the extent to which proposed targets have
been achieved, and it meets whenever necessary.

The current composition of the Compensation Committee,
appointed in April 2006, is as follows:

Anténio Menezes Cordeiro (chairman)
Manuel Alves Monteiro
Jodo Mello Franco

The member of the Compensation Committee Jodo Mello
Franco is also an independent non-executive director of PT.

The underlying reason for the proposal and selection of the
Compensation Committee members is the company’s inten-
tion of ensuring that a majority of the Compensation
Committee members are independent from management,
without prejudice to the required articulation of this
Committee with the Board of Directors.
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For that reason, other than the abovementioned non-execu-
tive director, the Compensation Committee does not include
any member of the Board of Directors or anyone having any
family relationship with members of the management body
by way of marriage, kindred or affinity in a direct line and up
to the third degree.

12. External auditors

During the 2006 financial year, the annual remuneration paid
to external auditors was Euro 2,800,867, with such payment
being shared between the provisions of the following services:

2006 % 2005 %
1,686,520 60% 1,438,400 59%
679,890 24% 467,896 19%

Audit fees
Audit related fees

Tax fees 52,003 2% 307,135 12%
Other fees 382,455 14% 245370 10%
Total 2,800,867 100% 2,458,801 100%

In order to safeguard the independence of external auditors,
the company’s Board of Directors granted the following pow-
ers to the Audit Committee in relation to the company’s exter-
nal auditing:

> Appointment and hiring of external auditors and respon-
sibility for the establishment of their remuneration, as
well as termination of duties and pre-approval of any serv-
ices to be hired from the external auditors;

> Direct and exclusive supervision by the Audit Committee;

> Obtaining, directly from the external auditors, an annual
external auditing report, which should describe the qual-
ity control auditors’ internal procedures, any substantial
issues arisen from such control or following the inquiry
carried out by competent authorities over the last 5 years,
as well as all relations existing between the company and
the auditors or associated persons, including all services
rendered and all services in course;
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> Evaluation of the qualifications, independence and per-
formance of external auditors;

> Definition of the company’s hiring policy concerning per-
sons who have worked or currently work with the exter-
nal auditors;

> Review and issuing of a prior opinion on the Audit mem-
orandum and report prepared by the external auditors, as
well as on the financial information to be included in the
account rendering documents to be submitted to CMVM;

> Review, with the external auditors, of the scope, planning
and resources to be used in their services;

> Review and discussion with the management bodies of
the audit report to be included in the company’s annual
report contained in Form 20-F to be submitted to SEC;

> Guarantee that the auditing of the financial statements to
be included in Form 20-F has been carried out according
to the laws in force in the United States of America;

> Responsibility for the settlement of any differences
between the Executive Committee and the external audi-
tors concerning financial information.

> Definition of the annual fee limits to be paid for the serv-
ices supplied by external auditors and quarterly revision
of the contracting levels of such services.

The evaluation of independence of the external auditors is a
result of the application of the rule issued by SEC on 26 March
2003, which defines the 11 services prohibited to external
auditors. Therefore, for all non-auditing services, the com-
pany analyses conflicts of interests between the potential ren-
dering of services and the auditing work performed by the
external auditors. Based on that analysis, the Audit Committee
issues an opinion, with reference to the existence or non-exis-
tence of conflicts of interest concerning the services supplied
by external auditors.
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On the other hand, the external auditors are independent and
internationally reputed entities and their activity is closely fol-
lowed up and supervised by the Audit Committee. PT does
not grant any compensatory protection to external auditors.

In accordance with SEC rules, the Audit Committee, within
its responsibilities, has defined the rules that establish the
limitations and restrictions the PT Group must comply with
should there be an intention to hire employees belonging to
the external auditors’ company.

Thus, within the reference period of one year from the date of
completion of the last External Audit to PT accounts:

> DPre-approval by the Audit Committee of PT is required
for all intentions to hire employees from the external audi-
tors’ company, as well as ex-employees having left the
company less than one year from the closing date of the
audit they have participated in.

> During the said period, it is forbidden to hire partners or
other members of the external auditing team who have
had an involvement in excess of 10 hours in auditing serv-
ices and who are invited to perform functions in a posi-
tion of supervision over financial reporting procedure of
PT, notably:
a) Chief executive officer;
b) Chief financial officer;
c) Chief accounting officer;
d) Controller;
e) Others that play a relevant role in the preparation
and/or supervision of the financial reporting procedure
either in PT or in subsidiary companies.
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13. Change of control

PT, in its normal course of business, executed some agree-
ments that may be amended or cease in case of change of con-
trol of the company. Due to their importance, the following
agreements shall be highlighted:

> Shareholder agreement executed on 16 April 1999 between
the companies of Group Banque Marocaine du Commerce
Exterieur, Holdco, SA, Telefénica Intercontinental, SA and
Portugal Telecom referring to the incorporation of Médi
Telecom. Pursuant to the agreement, in the case of a
change of control in any party, the remaining parties shall
have a call option under which terms they may request
that the shares held in Médi Telecom by the party affected
by the change of control are sold to the other parties
according to its fair market value minus 10%. If such a
request is presented by more than one party, the acquisi-
tion of the shares held by the party affected by the change
of control shall be made pro-rata. In what concerns PT and
for the purpose of this agreement, a change of control shall
mean an acquisition, by a direct or indirect competitor of
the Group, of a controlling holding in PT.

> Shareholders agreement executed on 17 October 2002
between Telefoénica and PT, under which was agreed that
Telefénica Moéviles shall have the right to put/sell all of
Brasilcel's shares held by it to PT Group, which shall buy
such shares, if there is a change of control in PT or in PT
Moéveis or in any of their affiliates which directly or indi-
rectly has an interest in Brasilcel. Likewise, PT Group
shall have the right to put/sell all of Brasilcel's shares held
by it to Telefénica Moviles, which shall buy such shares,
if there is a change of control in Telef6nica, SA, Telef6nica
Moéviles or any of Telefénica Moviles™ affiliates which
directly or indirectly has an interest in Brasilcel.

> Credit Facility in the total amount of Euro 900 million and
also some loan agreements, in the total sum of Euro 386
million, executed in 31 December 2006 with BEI which
grant the lender the right to demand the payment of all
amounts in debt in case of a change of control in PT.
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2 _ Exercise of voting rights and shareholder representation

1. General Meeting and voting rights

The General Shareholders Meeting, composed of sharehold-
ers with the right to vote, ordinarily meets once a year or
whenever its call is requested to the chairman of the General
Shareholders Meeting by the Board of Directors or the
Supervisory Board or by shareholders representing at least
5% of the share capital.

During the 2006 financial year, the table of the General
Shareholders Meeting of the company was composed as
follows:

Anténio Menezes Cordeiro (chairman)
Jorge Luis Seromenho Gomes de Abreu (vice chairman)*
Luis Sousa Macedo (secretary)*

According to the company’s bylaws, each 500 shares grant the
right to one vote. Shareholders holding a lesser number of
shares may group together, represented by one of the group
members, so as to jointly accumulate the number of shares
necessary to exercise the right to vote.

Within the framework of American Depository Receipts
(ADR) or Global Depository Receipts (GDR) programs having
as their object company shares, the holders of ADR or GDR
are considered to be shareholders, while the entity on behalf
of whom the shares are registered is considered to be a mere
representative of theirs, provided they comply with the condi-
tions provided for in the bylaws for the exercise of such right.
These conditions are communicated to the holders of the right
to vote in each notice for the General Shareholders Meeting.

For confirmation of title to voting rights, the bylaws require
proof of the registry of the shares in a book-entry securities
account no later than 5 business days prior to the respective
meeting.

* Due to a supervening conflict of interests pursuant to the provisions of article 414-A of the
Portuguese Companies Code, ex vi article 374-1 of that same code, as amended by Decree-Law
no. 76-A/2006 of 29 March 2006, the term of office of the marked members expired, and so they were
replaced at the General Shareholders Meeting held on 2 March 2007 by appointment of the following
members: Daniel Proenga de Carvalho (Vice-chairman) and Francisco Manuel Leal Barona (Secretary).
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A qualified majority of two thirds of the votes cast is neces-
sary to resolve on the amendment of the bylaws, at first or
second call. However, resolutions on this matter shall not be
approved if opposed by the majority of votes corresponding to
class A shares. Holders of shares corresponding to, at least,
one third of the share capital, must be present or represented
at the General Meeting convened to resolve on the amend-
ment of the bylaws. However, the general meeting may resolve
on a second call, irrespectively of the number of shareholders
present or represented therein.

Still in the context of the General Meeting, and reporting to it,
refence to the existence of a Remuneration Commission must
be made. Its composition, powers and activity during the
financial year of 2006 are described below.

Compensation Committee*

Anténio Menezes Cordeiro (chairman)
Manuel Alves Monteiro
Jodo Mello Franco

Duties

This Committee was created, as permitted by the bylaws, to
define the remunerations of PT’s corporate bodies. It is fur-
ther entrusted with following up and evaluating the perform-
ance of the directors in relation to the targets defined.

The Compensation Committee held 3 meetings, having dis-
cussed the following matters:

> Consideration and definition of the remuneration,

variable and fixed component, to be attributed to the PT
directors.

* This composition of the Compensation Committee was resolved at the Annual General
Shareholders Meeting dated 21 April 2006.
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2.Voting by correspondence
and by electronic means

The company bylaws allow for the voting by correspondence
or by electronic means may encompass all matters contained
in the notice, under the to terms and conditions set forth
therein.

Notwithstanding this general provision, it is anticipated that
the bylaws will be revised in 2007 to contemplate a minimum
content for the notice and for the bylaws themselves as to this
matter, in accordance with recent legislative modifications in

this field.

Voting by correspondence

According to the procedures generally followed by PT, voting
by correspondence shall be performed as follows:

The shareholders entitled to vote may, according to article 22
of the Securities Code, exercise such vote by correspondence,
provided that, by the time and date scheduled on the notice, a
communication addressed to the chairman of the General
Meeting is delivered to the latter, such communication to bear
a signature certified by a notary (or, for individuals, a simple
signature together with a copy of the relevant ID card), and to
include the address to where voting bulletins and other docu-
mentation should be sent. In return, the chairman of the
General Meeting shall send to the shareholders the voting
bulletins and other relevant documentation. Such sharehold-
ers shall send to the chairman of the General Meeting, to be
received by the time and date scheduled on the notice for the
General Shareholders Meeting, an envelope containing the
declaration of the financial intermediary entrusted with the
registration service of the relevant shares and the declaration
as referred to in article 13-12 of the bylaws, and another closed
envelope containing the duly filled in voting bulletins.
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Alternatively, shareholders may also download the voting bul-
letins from the Internet site www.telecom.pt, and send the
same, addressed to the chairman of the General Meeting, duly
filled in and in a closed envelope, to be received, together with
an envelope containing a copy of the ID card (or, for corpora-
tions, document of signature certification as provided for in
the applicable law), the declaration of the financial intermedi-
ary entrusted with the registration service of the relevant
shares and the declaration as referred to in article 13-12 of the
bylaws, by the time and date scheduled on the notice for the
General Shareholders Meeting.

For such purpose, at the time of preparation of the meetings
of the General Shareholders Meeting, voting bulletins are
available to shareholders at the company’s registered office.
These may be obtained through the company’s Internet site,
as well as by personal delivery, postal mail or electronic mail.

Voting by electronic means

As an alternative to voting by correspondence, the holders of
voting rights can choose to exercise their voting right by elec-
tronic means. However, the chairman of the General
Shareholders Meeting may subject voting by electronic means
to the fulfilment of conditions that he establishes for safety
and reliability thereof.

In fact, shareholders entitled to vote may also, according to a
practice implemented in the company, vote through the
Internet site www.telecom.pt, according to the requirements
established thereon, provided that, by the time and date sched-
uled on the notice for the General Shareholders Meeting, they
deliver to the chairman of the General Meeting a communica-
tion, prepared in accordance with the form made available on
that same Internet site, to bear a signature certified by a notary
(or, for individuals, a simple signature together with a copy of
the relevant ID card), and to include the post mail address to
where the keyword to be made available by the company
should be sent.
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Such shareholders may exercise their voting rights during the
period fixed on the notice for the General Shareholders
Meeting. Only the votes of shareholders in respect of whom
the declaration of the financial intermediary entrusted with
the registration service of the relevant shares and the declara-
tion as referred to in article 13-12 of the bylaws have been
received during the period fixed on the notice for the General
Shareholders Meeting may be taken into account.

Common provisions — vote counting

Voting exercised either by correspondence or by electronic
means will be taken into account, at the time of vote count-
ing, in addition to the voting occurring during the General
Meeting.

The presence at a General Meeting of a shareholder, or a
shareholder’s representative, having exercised his/her voting
rights either by correspondence or by electronic means deter-
mines the revocation of the vote cast in that way.

Any vote cast either by correspondence or by electronic means
shall be deemed as a negative vote with regard to any resolu-
tion motions submitted subsequently to the date on which it
is cast.

3. Shareholder representation

Shareholders may participate directly in the General
Shareholders Meeting or appoint proxies to represent them,
within the broadest terms foreseen in the Portuguese
Companies’ Code. A signed letter addressed to the chairman of
the General Shareholders Meeting is a sufficient instrument of
representation.
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4. Availability of preparatory information

The proposals to be submitted by the Board of Directors to
the General Shareholders Meeting, as well as the reports that
must be legally attached thereto and all other preparatory
information data, are made available to shareholders at the
company's registered office for a period of no less than 15
days prior to the meeting. The content of such documents is
also disclosed on the company’s website, both in Portuguese
and in English.

So as to facilitate access to such documents, especially by for-
eign shareholders, the Investor Relations Office will send the
same by postal mail, fax or electronic mail, upon request.

In addition, the text of the notice for the General Shareholders
Meeting and of the proposals received by the chairman of the
General Shareholders Meeting sufficiently in advance will be
available on the company’s website.

The result of the resolutions of the General Shareholders

Meeting is disclosed by the company on its website, as well as
through its Investor Relations Office.
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3 _ Corporate rules

1. Codes of conduct

Code of ethics

On 18 December 2001, the company’s Board of Directors
approved the PT Group code of ethics, which applies to all
employees in order to guarantee a set of common ethical stan-
dards for all the Group’s companies. Its update and imple-
mentation are permanently monitored by the Governance
Committee.

The code of ethics was revised by the Board of Directors at a
meeting dated 30 June 2005. A few measures were then taken,
during the 2006 financial year, aimed at putting its implemen-
tation in the PT Group into operation.

The code expresses and formalizes behaviour standards in
line with the principles and values of the PT Group, while
consolidating the bases that sustain the growing relations of
trust between employees, other employees, shareholders and
customers and suppliers of PT. The following aspects should
be underlined:

> Performance marked by rigorous principles of honesty,
integrity, dignity, correction and professional diligence,
exemption and equity;

> Compliance with a duty of loyalty to the company of the
PT Group which they are assigned to, striving to safe-
guard its credibility and good image in every situation,
while safeguarding its prestige. Employees should also
act with verticality, exemption and objectivity in the analy-
sis of business decisions made on behalf of their respec-
tive company,

> Scrupulous compliance with the legal and regulatory rules
applicable to the Group's activity, notably those pertaining
to the secrecy of communications and information which
they have access to;
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> Principle of loyalty to the Group’s companies whereby
employees must strive to safeguard their prestige and
scrupulously comply with legal and regulatory rules appli-
cable to the Group’s activity, notably concerning the obli-
gation of secrecy in relation to relevant information that
has not yet been made public and that may influence stock
exchange prices;

> Compliance with the limits of the duties assigned to them;

> Compliance with certain rules in the relations with
suppliers, competitors, shareholders and regulatory
authorities.

The full text of the Portugal Telecom Group code of ethics is
available for inspection on the company’s official website
(www.telecom.pt) and may also be made available through the
Investor Relations Office.

Code of ethics for financial officers

In 2004, the PT Group Board of Directors approved the "code
of ethics for financial officers”, reinforcing the importance of
the specific ethical rules applicable to all PT Group employees
that are directly or indirectly involved in the preparation,
analysis and disclosure of financial statements, press releases
or any other information to be disclosed to the markets related
to one of the entities that integrate the PT Group.

The code of ethics for Financial Officers reinforces the princi-
ples of honesty and responsibility and regulates aspects such
as the reporting of conflicts of interest, competence and pro-
fessionalism, professional secrecy, compliance with the laws
applicable to the PT Group and the responsibility for disclo-
sure of information. Its scope has been disclosed to all rele-
vant employees by the annual signature of a compliance state-
ment.

This code is also available on the company’s website.
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Internal regulation on transactions
by the Group’s managers

An internal regulation on transactions by the Group’s man-
agers was approved in 2006. By replacing the former internal
regulation on transactions for the account of senior managers,
approved in the previous financial year, it regulates matters
related to the prevention of market abuse and transactions
over financial instruments issued by the Group’s companies,
as well as defines relevant concepts of “insider dealing”, “mar-
ket manipulation” and “relevant transactions”, among other

associated matters.

This regulation was issued, precisely, in line with the amend-
ments implemented by Decree-Law no. 52/2006 of 15 March
2006 to the Securities Code, notably aimed at extending the
objective and subjective scope of the matters and definitions
as above specified as the subject of regulation on the docu-
ment. In sum, the regulation is aimed at completing the rules
of corporate governance, as well as good conduct practices as
already implemented within PT in order to reinforce market
abuse prevention.

Regulation on transactions with related parties

In 2006, a regulation was approved that is aimed at imple-
menting a set of procedures towards ensuring a correct iden-
tification and disclosure of transactions with related parties,
as well as defining the relevant concepts of “transaction” and
“related parties”.

This regulation has a double purpose:

> To allow PT’s financial statements to evidence, if and
where applicable, the possibility of the financial position
and results of the company being affected by the existence
of related parties and by transactions and pending bal-
ances with them;

> To safeguard PT’s interest in potential conflict of interest
situations vis-a-vis the interests of persons or entities
understood as having the possibility of influencing, either
directly or indirectly, its management.
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Sustainable development and social policy

The corporate sustainability strategy in PT is integrated in a
consistent and transverse way within the Group and lies on a
vast combination of practices and procedures at three main
levels: economic, environmental and social. Social, corporate,
economic and environmental responsibilities are levels that
are intrinsic in this strategy that PT expects to progressively
consolidate and renew in a systematic and transverse way
across the Group's business.

Within this framework, PT actively participates in a number
of international movements of the telecommunications sector
that seek to contribute to sustainable development. PT is a
member of ETNO - the European Telecommunications
Network Operator’s Association since 1992, having always
been elected a member of its Executive Board.

The Corporate Sustainability Report is published each year,
simultaneously with the Annual Report, and it is prepared in
accordance with the guidelines of the Global Reporting
Initiative (GRI). The report is entirely audited by an independ-
ent external entity.

This document outlines the practices and economical, social
and environmental references that allow the performance of
the company to be highlighted in a tridimensional perspec-
tive, as well as the commitments undertaken by PT before its
stakeholders.

This report is also published on the company’s website.
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2. Internal risk control procedures

The main risk factors for the PT Group, as well as the strate-
gies adopted by the company to fight such risks, have already
been described in no. 5 of Chapter 1 above.

Thus, the following refers to the internal procedures adopted
by the company to comply with the risk factor control strate-
gies referred to above.

Having in mind all regulatory requirements to which it is sub-
ject, both nationally and internationally, PT has been develop-
ing an internal control function that is mainly aimed at ensur-
ing conformity with established purposes, policies and
procedures, ensuring financial information reliability, min-
imising fraud, and ensuring that identified critical risks are
controlled and reduced to an acceptable level.

This function, in line with the best international practices and
with the provisions of the Sarbanes-Oxley Act, has been pro-
gressively implemented in the main subsidiary companies,
and its implementation in PT Group companies with relevant
proceedings has been determined. The programme provides
not only for the introduction of internal control procedures,
but also for review, verification and continuous improvement
thereof.

During 2006, in line with the best international practices, an
overall review of the internal controls that are relevant for
financial reporting was requested, in order to ensure these
are adequate and operational or, should this not be the case,
to initiate the remediation plans necessary to correct possible
system deficiencies.
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The evaluation methodology followed took into consideration
the references supplied by the organisations responsible for
promoting the existence of internal control mechanisms in
capital markets, notably by SEC and PCAOB, and that were
based on an analysis of the internal control system according
to the COSO framework concerning Entity Level Controls and
Process Level Controls, and according to the COBIT frame-
work concerning IS/IT.

With regard to the implementation of the internal control,
and following the use of the abovementioned references, a set
of initiatives was developed which permitted a substantial
reinforcement of the Group's internal control environment,
including:

> Training of around 4,650 employees in matters related to
internal control and code of ethics;

> Workshops for clarification of SEC compliance require-
ments;

> Approval of the Entity Level Control Manual at a Board of
Directors meeting;

> Definition and control of a Corporate Compliance Plan
for 2006;

> Revision and approval of internal control Manuals for the
main businesses of the PT Group;

> Definition, monitoring and report to the Audit Committee
of a number of policies aimed at implementing initiatives
in respect of internal control;

> Internal control evaluation in all proceedings having a
greater impact on the PT Group's financial reporting.
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Control by the holding, business units
and support companies

The internal control of the PT Group is structured according
to the distribution of functional responsibilities:

> Entity level controls are defined by Portugal Telecom
(holding) and are implemented by the Group’s companies
and intend to establish internal control guidelines for the
subsidiary companies.

> DProcess level controls and IS/IT controls are defined in
the subsidiary companies with management responsibil-
ity for the procedures inherent to these controls, accord-
ing to the organisation of the same. Given this distribu-
tion, controls connected with the collection of the
information included in the preparation of the financial
statements are in the companies; controls connected with
accounting processing and recording of such information
are in PT PRO (Shared Services company).

In 2003, the PT Group implemented a sequential certification
model, based on Annual Certifications, with the goal of guar-
anteeing that the principal parties to the financial reporting
process are held responsible. These certifications intend to
hold the main parties in the procedure of preparation of finan-
cial information, including the directors responsible for finan-
cial information reporting, accountable for the reporting and
correctness of all relevant financial and non-financial infor-
mation.
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3. Measures that may interfere
with the success of takeover bids

Although it is PT’s understanding that its bylaws do not con-
tain any defensive clauses the effect of which will be to auto-
matically cause erosion in the company’s assets in case of con-
trol transition or change in the composition of the
management body, the existing measures that may be rele-
vant within this scope are described below:

Limitation to the votes of a single shareholder

According to article 13 of the company’s bylaws, the votes cast
by a single holder of ordinary shares, directly or through a
representative, on his own behalf or as representative of
another shareholder, that exceed 10% of the total share capi-
tal, shall not be counted.

Notwithstanding PT’s understanding that its bylaws do not
contain any defensive clauses the effect of which will be to
automatically cause an erosion in the company’s assets in case
of control transition or change in the composition of the
management body as mentioned above, it was CMVM’s
understanding, in its analysis of compliance with the recom-
mendations on the governance of listed companies, that PT
failed to comply with Recommendation no. 4.
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Class A shares

On the other hand, as well as ordinary shares, the share capi-
tal in PT is also represented by 500 Class A shares that may
be held by the Portuguese State or other entity belonging to
the Portuguese State and that grant special rights, pursuant
to the terms set forth of article 14-2 and article 19-2 of the
company’s bylaws.

According to these provisions, the following matters may not
be approved at a General Shareholders Meeting against the
majority of Class A shares votes:

> Authorization for the acquisition of ordinary shares rep-
resenting more than 10% of the share capital by share-
holders that directly or indirectly perform competing
activities with those of the companies within a control
relationship with PT;

> Amendments to the bylaws and share capital increases,
as well as the limitation or suppression of pre-emptive
rights and the establishing of standards for share capital
increases to be resolved by the Board of Directors;

> Issuing of bonds or other securities, establishing the issue
value for these securities to be resolved by the Board of
Directors and limitation or suppression of pre-emptive
rights in the issuing of bonds convertible into shares, as
well as establishing the standards for the issuing of bonds
of such nature to be resolved by the Board of Directors;

> The passing of resolutions on the application of the finan-
cial year results, in the event of a dividend distribution to
the shareholders in a percentage above 40% of distrib-
utable profits;

> Election of the Board of the General Shareholders
Meeting, as well as of the members of the Supervisory
Board;

> Approval of the general goals and fundamental principles
of the company’s policies;
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> Definition of the general principles of the policy of share-
holdings in companies, as well as, in the cases where
those principles require prior General Shareholders
Meeting authorization, the passing of resolutions on the
respective acquisitions and sales;

> Moving the company’s registered offices within the
municipality of Lisbon or to a neighbouring municipality;

In addition, the election of one third of the total number of
directors, including the chairman of the Board of Directors,
requires the votes issued by the State, in its capacity of Class A
shares holder.

Limitations to the transferability
of shares, shareholders’ agreements
and limitations to the ownership

There are no limitations to the transferability of shares and
the company has no knowledge of the existence of any share-
holders’ agreements.

Under the terms of the bylaws, shareholders which are, either
directly or indirectly, engaged on an activity which competes
with an activity being performed by companies in a control-
ling relationship with PT may not hold more than 10% of the
company’s ordinary shares without the previous authoriza-
tion of the general meeting.

Portugal Telecom | Annual report 2006



4 _ Management body

1. Composition and characteristics
of the Board of Directors

The Board of Directors of PT is composed of an odd number
of members, between 15 and 23, who are elected at the
General Shareholders Meeting by a majority of votes cast.
Moreover under the terms of the bylaws, for the election of
one third of the total number of directors, which shall include
the chairman of the Board of Directors, that majority shall
include the majority of Class A share votes. Irrespectively of
the share capital held, any shareholder may individually sub-
mit proposals for the election of the Board of Directors.

On the other hand and according to corporate law, a mini-
mum of shareholders representing at least 10% of the share
capital that voted against the winning proposal in the election
of the Board of Directors may appoint a member of the man-
agement body.

The directors are appointed for a three-year term of office, the
election year being considered as a full calendar year, and
there are no restrictions on the re-election of directors.

As of 31 December 2006, the Board of Directors of PT had the
following composition:

Board of Directors on 31 December 2006

Independent First Office
Executive Committee non-executive directors No. of shares held appointment term
Henrique Granadeiro (chairman and CEO) 150 2003 31-12-2008
Zeinal Bava (vice-president) 63.161 2000 31-12-2008
Rodrigo Costa (vice-president) - 2005 31-12-2008
Luis Pacheco de Melo (CFO) 45 2006 31-12-2008
Jodo Pedro Baptista - 2006 31-12-2008
Anténio Caria 486 2006 31-12-2008
Rui Pedro Soares 50 2006 31-12-2008
Franquelim Alves 2006 31-12-2008
Antoénio Viana-Baptista 9.008 2000 31-12-2008
Fernando Soares Carneiro - 2006 31-12-2008
Nuno de Almeida e Vasconcellos (1) - 2006 31-12-2008
Luis de Azevedo Coutinho - 2006 31-12-2008
Jodo Mello Franco 13.308 1998 31-12-2008
Joaquim Goes 2.437 2000 31-12-2008
Fernando Abril-Martorell - 2001 31-12-2005
Gerald McGowan - 2003 31-12-2008
Amilcar de Morais Pires 2.146 2006 31-12-2008
Francisco Pereira Soares - 2006 31-12-2008
Jorge Tomé - 2002 31-12-2008
Armando Vara 2006 31-12-2008
Thomaz Paes de Vasconcellos - 2003 31-12-2008
(1) Co-opted on the Board of Directors on 13 September 2006, following the resignation from office submitted by Henrique Chaves, to complete the current three-year term of office (2006-2008).
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Under the terms of article 1-2 of CMVM Regulation no.
7/2001, directors are not considered independent non-execu-
tive directors where they are associated with any groups with
specific interests in the company or find themselves in a cir-
cumstance that may affect their capacity of unbiased analysis
and decision-making. The following fall, notably, within such
category:

a) Members of the management body that belong to the man-
agement body of a company that is in a dominant position
over the former, under the terms foreseen in the Portuguese
Securities Code;

b) Members of the management body that are holders of, per-
form management functions in, have a contractual bond with,
or act in the name or on behalf of holders of qualified share-
holdings equal to or exceeding 10% of the share capital or of
the voting rights of the company or of an identical percentage
in a company that is in a dominant position over the com-
pany, under the terms foreseen in the Portuguese Securities
Code;

c) Members of the management body that are holders of, per-
form management functions in, have a contractual bond with
or act in the name or on behalf of holders of qualified share-
holdings equal to or exceeding 10% of the share capital or of
the voting rights of the competing company;

d) Members of the management body that benefit from any
remuneration, even where suspended, from the company or
from any other company in a dominant or group position with
the latter, except for the remuneration for the exercise of man-
agement functions;

e) Members of the management body that have a significant
commercial relation with the company or with any company
in a controlling or group relation with the latter, either directly
or through a third party. A significant commercial relation is
understood to mean the situation of an important service or
goods provider, of an important customer or of organisations
that receive significant contributions from the company or
controlling entity;

f) Members of the management body that are spouses, rela-
tives or kindred of the persons referred to in the previous
paragraphs in a direct line and up to the third degree
inclusive.
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Additionally, under number 5 of article 414 of the Portuguese
Companies Code, a person is deemed independent if such
person is neither associated with any specific interest group
within the company, nor under any circumstance capable of
affecting such person’s impartial analysis or decision, notably
by virtue of: (a) being the holder or acting on behalf or for the
account of a holder of a qualified shareholding equal to or in
excess of 2% of the share capital in the company; or (b) hav-
ing been re-elected for more than two terms of office, on a
consecutive or non-consecutive basis.

PT, as a company with share listed on the New York Stock
Exchange (NYSE), is also subject to the rules that allow a direc-
tor to be qualified as independent, i.e. to the Independence
Tests — corporate governance standards issued by NYSE, also
considered on the above table.

The composition and functions of the Executive Committee,
which is the body responsible for the ongoing management
of the company, are described hereunder.

Appendix I hereto contains a description of the functions per-
formed by members of the management body in other com-
panies, with express reference to those performed in other
companies of the Group, as well as the professional qualifica-
tions and the professional activities performed by the those
members during the last 5 years.

2. Executive Committee
The Executive Committee is composed of the following directors:

Henrique Granadeiro (CEO)

Zeinal Bava (executive officer)

Rodrigo Costa (executive officer)

Luis Pacheco de Melo (executive officer)
Jodo Baptista (executive officer)
Antoénio Caria (executive officer)

Rui Soares (executive officer)
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Duties

The Board of Directors delegated the ongoing management
of the company to the Executive Committee, vesting it with
all the powers necessary for such purpose, with the exception
of those pertaining to the matters referred to hereunder and
without prejudice to the faculty of claiming some of the
authorities delegated:

> Co-optation of directors;

> Request for calling General Shareholders Meeting;

> Annual reports and accounts to be submitted for the
approval of the General Shareholders Meeting;

> Posting bonds and personal guarantees or guarantees in
rem by the company, the authority for which is reserved
to the Board of Directors, without prejudice to the provi-
sions of paragraph h) of article 15 of PT’s bylaws;

> Change of company registered office;

> Projects for spin-offs, mergers and transformation of the
company, to be proposed to the General Shareholders
Meeting, as well as acquisitions, sales, mergers, spin-offs,
and the main strategic partnership agreements that
involve companies of the PT Group;

> Projects for share capital increases to be proposed to the
General Shareholders Meeting;

> Amendments to the bylaws to be proposed to the General
Shareholders Meeting;

> Definition of the general goals and of the fundamental prin-
ciples of the policies of the PT Group to be submitted for
approval at the General Shareholders Meeting, notably the
definition of the sectors of investment and disinvestment,
the policy for geographical expansion of its businesses and
the strategic options pertaining to the technology to be
adopted, network development and service rendering;

> Important extensions or reductions of the company’s
activity and important modifications in the company’s
organisation;

> Business plans, budgets and annual investment plans;

> Definition of the amount to be annually proposed to the
General Shareholders Meeting for issuing bonds or other
securities that may be subsequently resolved by the
Executive Committee;

> Acquisition, sale and encumbrance of real estate;

> Opening or closing of establishments or significant parts
of the same.
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3. Management body operating rules
Board of Directors

Under the terms of article 24 of the bylaws, the Board of
Directors shall set the dates or periodicity of its ordinary meet-
ings and will meet extraordinarily whenever called upon by
its chairman or by two directors or by the Supervisory Board.

The Board of Directors can not function without the presence
of the majority of its members in office. The chairman of the
Board of Directors may, in cases of recognised urgency, waive
the presence of that majority if the same is ensured through
voting by correspondence or by power of attorney, although a
director may not represent more than one other director.

The Board of Directors’ resolutions are passed by a majority
of votes cast, and the chairman has a casting vote.

Resolutions passed and voting declarations are recorded in
the minutes, which should be signed by all members of the
Board of Directors in the meeting.

The meeting participants may include a summary of their
interventions in the minutes.

Executive Committee

To better ensure the performance of its duties according to
the criteria adopted on that date, the PT Board of Directors
created an Executive Commiittee to which it delegates ongo-
ing management, while retaining supervision and control
functions.

The Executive Committee sets the dates and periodicity of its
ordinary meetings and will meet extraordinarily whenever
called upon by its chairman or by two of its members or by
the Supervisory Board.
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The Executive Committee can not function without the pres-
ence of the majority of its members in office. The chairman
may, in cases of recognised urgency, waive the presence of
such majority if the same is ensured through voting by corre-
spondence or by power of attorney.

Voting by correspondence and by power of attorney is permit-
ted, although no member of the Executive Committee may
represent more than one other member of the same.

Resolutions are passed by a majority of votes cast, and the
chairman has a casting vote.

Powers of the chairman of the Board
of Directors and the chief
of the Executive Committee

By virtue of a resolution taken at the 2006 Annual General
Meeting of Shareholder, it was decided to concentrate the
offices of chairman of the Board of Directors and chief of the
Executive Committee in a single officer. In this way, as at 31
December 2006, pursuant to the Bylaws and the operating
rules of the Board of Directors and of the Executive
Committee, the chairman Henrique Granadeiro accumulated
the functions of chairman of the Board of Directors and of
chief of the Executive Committee, and so he was entrusted
with the following duties:

> To representing the Board of Directors in and out of court;

> To coordinate the activity of the Board of Directors and
Executive Committee, and to distribute matters among
their respective members, where advisable in light of
management conveniences;

> To call and conduct the meetings of the Board of Directors
and Executive Committee;

> To watch over the correct execution of the Committee’s
resolutions.
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Information to the members
of the Board of Directors

Under the terms defined in the relevant delegation of powers,
in each Board of Directors’ meeting or whenever necessary,
the Executive Committee provides information to the remain-
ing directors about the most relevant facts concerning the exe-
cution of the delegated powers notably, about the execution of
the strategic policies and options whose general goals had
been defined by the Board of Directors, as well as about the
execution of the plans of activity, budgets and annual invest-
ment plans approved by the latter.

The Executive Committee also provides any additional infor-
mation on the management status as the Board of Directors
deems fit to request, while diligently executing the actions
related to any indications that may be conveyed to it by the
Board of Directors as a result of any information provided.

Number of Board of Directors’
and Executive Committee’s meetings during
the 2006 financial year

As a rule, the Board of Directors meets monthly but it can,
however, meet extraordinarily whenever called by its chair-
man or by two directors or by the Supervisory Board. In 2006,
there were 17 Board of Directors’ meetings.

The Executive Committee, in its turn met 48 times during the
year of 2006.

Portugal Telecom | Annual report 2006



CMVM Recommendations pertaining
to non-executive directors
and independent directors

The management bodies of PT have a plurality of members
that guarantee an effective conduct of the company’s manage-
ment and of its heads.

The company has 14 non-executive directors in a total of
21 directors, which is considered a sufficient number to guar-
antee the continuous follow up and evaluation of the perform-
ance of the Executive Committee. Among the non-executive
directors 7 are independent, according to the abovementioned
independence criteria. Thus, the interests of all entities
involved in PT, and the existence of a structure as appropriate
to prevent and manage conflicts of interest, should be deemed
ensured.

4. Director remuneration policy

Remuneration policy for executive
and non-executive directors

The remuneration of PT directors, as determined by the
Compensation Committee, takes into consideration the per-
formance of the Board of Directors as a whole, the perform-
ance of the PT Group and benchmarks with other companies
of a similar dimension and business.

The remuneration of the chairman of the Board of Directors
and of the Executive Committee as well as the remuneration of
the other executive directors (members) is composed of a fixed
portion and a variable portion. The remuneration of the remain-
ing non-executive directors includes only a fixed component.

The value of the fixed remuneration of the directors was deter-
mined on the basis of a benchmark study carried out by an
international Human Resources consulting company. In this
study, companies integrating the PSI 20, IBEX 35, DJ
Eurostoxx 50, CAC 40 indexes were analysed, as well as
European telecommunications companies comparable to PT.
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The determination of the variable remuneration, to be granted
as a result of the performance in 2006, takes into considera-
tion the analysis of five indicators: (a) Consolidated revenues;
(b) EBITDA; (c) EBITDA — CAPEX; (d) Net profit before cur-
tailment, and (e) the ratio of Total Shareholder Return of PT
by the Total Shareholder Return of the DJ Stoxx 600 Telecom,
where the Total Shareholder Return is understood as the sum
of the variation of the share’s price and the value of the divi-
dend per share.

Alignment of director interests
with company interests

As describe above, PT strives to align management interests
with the company's and the shareholder’s interests. In this
light, the variable remuneration of directors is dependent on
their performance, as well as their sustainability and capacity
to achieve certain goals that contribute to the strategic goals
of the PT Group.

Payments in connection with early
termination of director’s agreements

PT has established with few of its executive and non-executive
directors, several individual agreements, whereby, should the
directors fail to be re-appointed once their current term of
office lapses, they will be entitled to a compensation equiva-
lent to the remuneration they would earn during the two sub-
sequent years, and a variable compensation was also fixed in
some cases. In consideration of the compensation granted,
out-of-office directors undertake not to carry out a business
competing with PT for a period as agreed between the parties.

In addition, under those same agreements, should PT remove
such directors from office without just cause, PT shall pay a
compensation equivalent to the remuneration they would earn
until the end of the then current term of office.
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5. Director remunerations

Fixed and variable remuneration of executive and non-execu-
tive directors

In 2006, the fixed and variable remunerations granted to
executive and non-executive directors were as follows:

Remuneration Euro thousand

Fixed Variable Total
Executive directors 4,670 3,813 8,483
Non-executive directors 1612 300 1912
Total 6,282 4,113 10,395

Connection between director remuneration
and performance

In order to maximize good management efforts (commentary
to CMVM Recommendation no. 8 and Action Plan of the
European Commission), the variable remunerations actually
attributed to the chairman of the Board of Directors and of
the Executive Committee and to each Executive Director were
indexed to their performance in the management body of the
company, according to the criteria set forth as relevant in the
company's remuneration policy described above.
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Allotment of shares or share call options
or other share incentive systems — premiums,
non-financial benefits and profit sharing

There are no share allotment, share call option or other share
incentive system plans, nor any premiums or non-financial
benefits of any nature, profit sharing included.

Without prejudice to the above, a few directors are covered by
the Retirement Benefit Plans sponsored by the PT Group.

Payments due for termination of office

As referred to above, during the 2006 financial year, PT paid
compensation as a result of the application of a non compet-
ing clause upon term of office to former members of the
Board of Directors in an amount of Euro 10,672 thousand , of
which Euro 9,705 thousand were paid to executive directors
and the remaining were paid to non-executive directors.

Estimate of other non-financial benefits

Apart from those described above, no other significant non-
financial benefits were granted.

Actually, PT directors, in addition to the remuneration policy

as described above, is only granted a set of benefits pertaining
to and required for the exercise of their offices.
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6. Whistleblower

In 2005, the PT Group implemented a set of procedures called
“System for Qualified Communication of Undue Practices”
Whistleblower. Within this System, “complaints” means all
acts or omissions, wilful or seriously negligent, which are
imputed to the conduct of corporate body members and other
managing parties, heads, staff and remaining employees of
Group companies, notably in matters pertaining to account-
ing, internal control or auditing, that may be reflected in the
financial statements or in information sent to the Portuguese
regulatory authority, Securities Market Commission (CMVM),
or the US regulatory authority, Securities and Exchange
Commission (SEC), or that may damage safeguarding of
assets.

The existence of the System for Qualified Communication of
Undue Practices was made public through personal commu-
nication addressed to each of the employees and by the inclu-
sion of a text on the PT Group website. Any employee may
expose complaints by letter sent to a postal address made avail-
able for this purpose. As may be proven necessary or conven-
ient, a telephone number, a fax number and an e-mail address
should also be created for this purpose.

Any person outside the Group (in the sense of not belonging
to the staff of the PT Group - for example, a shareholder, a
customer or a supplier) that knows of any complaint may com-
municate such fact to an employee, who will be under the
obligation to convey the same through the System for
Qualified Communication of Undue Practices mechanisms.
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The communications are received by a Qualified Complaints
Analysis Nucleus (NAPQ), that process them and send them
to the Audit Committee of the Board of Directors. The Audit
Committee, as a specialized Board of Directors’ Committee in
these matters, is competent to make the necessary decisions,
informing the CEO and the CFO of these decisions, as well as
other internal or external entities whose involvement is
required or justified.

In all cases, the identity of the authors of the communications
of complaints is kept confidential (when known), unless the
authors unequivocally intend and declare the contrary. In no
case is any kind of retaliation tolerated against those that make
the said communications.

Additionally, under the provisions of the Portuguese
Companies Code as amended by Decree-Law no. 76-A/2006
of 29 March 2006, the responsibility for receiving communi-
cations on irregularities submitted by shareholders, employ-
ees, or other entities will be the company Audit Committee’s
or Supervisory Board’s, according to the adopted supervision
model.

33



Corporate governance report

Appendix

Functions performed by members of the
management body in other companies

The functions performed by each of the directors in other companies are as
follows:

Henrique Granadeiro

Functions in other PT Group companies: Chairman of the Board of Directors
of PT Centro Corporativo, SA | Chairman of the Board of Directors of PT
Portugal, SGPS, SA | Chairman of the Board of Directors of PT Rede Fixa,
SGPS, SA | Chairman of the Board of Directors of PT Multimédia — Servicos
de Telecomunica¢des e Multimédia, SGPS, SA | Chairman of the Board of
Directors of Cabo TV Madeirense, SA | Chairman of the Board of Directors
of Portugal Telecom Foundation || Functions in other companies: Non-execu-
tive Director of OPCA — Obras Publicas e Cimento Armado, SA | Member of
the Strategic Council of Banco Finantia | Chairman of the Board of the
Portuguese-Chinese Chamber of Commerce | Member of the General
Council of COTEC Portugal — Associa¢do Empresarial para a Inovacio | Non-
executive Director of Fundag¢do Eugénio de Almeida | Member of the Council
of Founders of Fundagdo Casa da Musica.

Zeinal Bava

Functions in other PT Group companies: Chairman of the Board of Directors
of TMN - Telecomunica¢des Méveis Nacionais, SA | Chairman of the
Executive Committee of PT Multimédia — Servigos de Telecomunicag¢des e
Multimédia, SGPS, SA | Chairman of the Board of Directors of TV Cabo
Portugal, SA | Chairman of the Board of Directors of PT PRO, Servicos
Administrativos e de Gestio Partilhados, SA | Chairman of the Board of
Directors of Previsio — Sociedade Gestora de Fundos de Pensdes, SA |
Director of PT Centro Corporativo, SA | Director of PT Portugal, SGPS, SA
| Director of PT Rede Fixa, SGPS, SA | Chairman of the Board of Directors
of PT Prestacdes — Mandatiria de Aquisi¢des de Gestdo de Bens, SA |
Chairman of the Board of Directors of PT Contetidos — Actividade de Televisao
e de Produgdo de Contetidos, SA | Chairman of the Board of Directors of
Lusomundo Cinemas, SA | Chairman of the Board of Directors of
Lusomundo Audiovisuais, SA | Chairman of the Board of Directors of PT
Televisio por Cabo, SGPS, SA | Member of the Board of Directors of
Brasilcel, NV || Functions in other companies: Not applicable.

Rodrigo Costa

Functions in other PT Group companies: Chairman of the Board of Directors
of PT Comunicacdes, SA | Chairman of the Board of Directors of PT Prime,
SA | Chairman of the Board of Directors of PT Corporate — Solu¢des
Empresariais de Telecomunicagdes e Sistemas, SA | Non-executive Chairman
of the Board of Directors of PT Sistemas de Informagio, SA | Chairman of
the Board of Directors of Portugal Telecom Inova¢do, SA | Director of PT
Centro Corporativo, SA | Director of PT Portugal, SGPS, SA | Director of
PT Rede Fixa, SGPS, SA | Chairman of the Board of Directors of PT.COM,
Comunicagdes Interactivas, SA || Functions in other companies: Member of
the Consultive Council for the Technological Plan | Member of the High
Council for Foreign Investment.
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Luis Pacheco de Melo

Functions in other PT Group companies: Director of PT PRO, Servigos
Administrativos e de Gestio Partilhados, SA | Director of Cabo TV
Madeirense, SA | Director of Cabo TV Agoreana, SA | Director of PT
Presta¢des — Mandataria de Aquisi¢des de Gestio de Bens, SA | Non-
Executive Director of Banco BEST, SA | Director of Lusomundo Espana, SL
| Director of Lusomundo — Sociedade de Investimentos Imobilidrios, SGPS,
SA | Director of Lusomundo Imobilidria 2, SA | Director of Previsio —
Sociedade Gestora de Fundos de Pensdes, SA | Member of the Board of
Directors of Brasilcel || Functions in other companies: Not applicable.

Jodo Pedro Baptista

Functions in other PT Group companies: Chairman of the Board of Directors
of Portugal Telecom - Investimentos Internacionais Consultoria
Internacional, SA | Chairman of the Board of Directors of PT Méveis —
Servicos de Telecomunica¢des, SGPS, SA | Chairman of the Board of
Directors of PT Acessos de Internet WI-FI, SA | Chairman of the Board of
Directors of PT Ventures, SGPS, SA | Chief Counsellor of Portugal Telecom
Brasil, SA | Vice-Chairman of the Board of Directors of Vivo Participa¢des,
SA | Vice-President of Brasilcel | Chairman of the Board of Directors of
Mobitel | Member of the Board of Directors of Universo Online — UOL |
Chairman of the Board of Directors of Directel | Member of the Board of
Directors of Unitel, SARL || Functions in other companies: Not applicable.

Anténio Caria

Functions in other PT Group companies: Chairman of the Board of Directors
of PT Compras — Servicos de Consultoria e Negociagdo, SA | Chairman of
the Board of Directors of PT Contact — Telemarketing e Servicos de
Informacdo, SA | Non-Executive Director of Cabo TV Acoreana, SA ||
Functions in other companies: President of the General Meeting of Members
of APQ — Associagdo Portuguesa para a Qualidade.

Rui Pedro Soares
Functions in other PT Group companies: Chairman of the Board of Directors
of Portugal Telecom Imobilidria, SA || Functions in other companies:
Representative of Portugal Telecom in the Board of AIP — Associac¢do
Industrial Portuguesa.
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Franquelim Alves
Functions in other PT Group companies: Not applicable || Functions in other
companies: Director of the Cinveste Group.

Antoénio Viana-Baptista

Functions in other PT Group companies: Counsellor of Brasilcel NV ||
Functions in other companies: Member of the Board of Directors, Delegate
Commission and Executive Committee of Telefénica, SA | Executive
Chairman of Telefénica Méviles Espafia, SAU | Executive Chairman of
Telefénica de Espana, SAU | Member of the Board of Directors of 02, PLC |
Member of the Board of Directors of Telefonica Latinoamérica.

Fernando Soares Carneiro
Functions in other PT Group companies: Not applicable || Functions in other
companies: Not applicable.

Nuno de Almeida e Vasconcellos*

Functions in other PT Group companies: Not applicable || Functions in other
companies: Chairman of the Board of Directors of Ongoing Strategy
Investments, SGPS, SA.

Luis de Azevedo Coutinho
Functions in other PT Group companies: Not applicable || Functions in other
companies: Consultant to the Board of the Abrantina Group.

Joao Mello Franco
Functions in other PT Group companies: Not applicable || Functions in other
companies: Director of José de Mello Participa¢des, SGPS, SA.

Joaquim Goes

Functions in other PT Group companies: Director of PT Multimédia — Servigos
de Telecomunica¢des e Multimédia, SGPS, SA || Functions in other compa-
nies: Director of Banco Espirito Santo, SA | Director of BES-Vida, Companhia
de Seguros, SA | Director of BEST, Banco Electrénico de Servigo Total, SA |
Director of ESDATA — Espirito Santo Data, SGPS, SA.

Fernando Abril-Martorel

Functions in other PT Group companies: Not applicable || Functions in other
companies: Chief Executive Officer of Crédit Suisse Spain.

*Appointed by cooptation on 13 September 2006, as a result of the resignation from the office

of director Henrique Chaves, to complete the then current three-year term of office (2006-2008).
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Gerald McGowan

Functions in other PT Group companies: Not applicable || Functions in other
companies: Director of Overseas Private Investment Corporation | Director
of Virginia Port Authority.

Amilcar de Morais Pires

Functions in other PT Group companies: Not applicable || Functions in other
companies: Director of Banco Espirito Santo, SA | Director of BES-Vida,
Companhia de Seguros, SA | Director of Banco Espirito Santo de
Investimento, SA | Chairman of the Board of Directors of Bank Espirito
Santo (International) Limited | Director of ESAF — Espirito Santo Activos
Financeiros, SGPS, SA | Director of Espirito Santo PLC (Dublin) | Director
of Banco Espirito Santo Oriente, SA | Director of BES Finance Limited.

Francisco Pereira Soares

Functions in other PT Group companies: Not applicable || Functions in other
companies: Chairman of the Environment Committee of CEEP — European
Centre of Enterprises with Public Participation and of Enterprises of General
Economic Interest, Brussels.

Jorge Tomé

Functions in other PT Group companies: Not applicable || Functions in other
companies: Chairman of the Executive Committee of Caixa — Banco de
Investimento, SA | Chairman of the Board of Directors of Trem II — Aluguer
de Material Circulante | Director of Sociedade Gestora de Fundos de
Investimento Mobilidrios Caixageste.

Armando Vara

Functions in other PT Group companies: Not applicable || Functions in other
companies: Director of Caixa Geral de Depésitos | Chairman of the Board of
Directors of IMOCAIXA, SA | Chairman of the Board of Directors of
SOGRUPO, GI (ACE-Grupo CGD) | Director of Caixa Participa¢des, SGPS,
SA | Chairman of the Board of Directors of CAIXATEC Tecnologias de
Comunicagdo, SA.

Thomaz Paes de Vasconcellos

Functions in other PT Group companies: Not applicable || Functions in other
companies: Not applicable.
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Professional qualifications and
professional activities

Members of the Executive Committee

Henrique Granadeiro
Portuguese, 63 years old.

Elected for the first time in 2003. Term of former office ended on 31
December 2005 and was re-elected in 2006 | Member of the Board of
Directors of PT Multimédia — Servigos de Telecomunica¢des e Multimédia,
SGPS, SA, since 2001 | Executive Member of the Board of Directors of PT
Multimédia — Servigos de Telecomunica¢des e Multimédia, SGPS, SA, from
2002 to 2006 | Member of the Board of Directors of Espirito Santo Resources
since 2005 | Member of the Board of Directors of OPCA — Obras Publicas e
Cimento Armado, SA since 2005 | Chairman of the Executive Committee of
Lusomundo Media, SGPS, SA from 2002 to 2004 | Chairman of the Executive
Committee of Didrio de Noticias from 2002 to 2004 | Chairman of the
Executive Committee of Jornal de Noticias from 2002 to 2004 | Chairman of
the Executive Committee of TSF from 2002 to 2004 | Chairman of the
Executive Committee of Jornal do Funddo from 2002 to 2004 | Chairman of
the Executive Committee of Acoreana Ocidental from 2002 to 2004 |
Chairman of the Executive Committee of DN da Madeira from 2002 to 2004
| Chairman of the Board of Directors of Aleluia — Cerdmica Comércio e
Indastria SA from 2001 to 2004 | Member of the Board of Directors of Parfil
SGPS SA from 2001 to 2004 | Member of the Startegy Council of Banco
Finantia since 2001 | Member of the Board of Directors of PT Multimédia —
Servicos de Telecomunica¢des e Multimédia, SGPS, SA since 2001 | Member
of the Board of Directors of Fundag¢io Eugénio de Almeida since 1992 |
Member of the Board of Directors of Controljornal SGPS SA from 1990 to
2001 | Member of the Board of Directors of Sojornal — Sociedade Jornalistica
e Editorial SA from 1990 to 2001 | President of Funda¢do Eugénio de
Almeida from 1989 to 1992 | President of IFADAP - Instituto Financeiro de
Apoio ao Desenvolvimento da Agricultura e Pescas from 1987 to 1990 |
Managing Director of Fundag¢do Eugénio de Almeida from 1981 to 1987 |
Member of the Board of Directors of M.N. Tiago, Constru¢des SA during
1981 | Member of the Board of Directors of Standard Eléctrica during 1981
| Portuguese Ambassador to OECD from 1979 to 1981 | Head of the Civil
House of the President of the Republic of Portugal from 1976 to 1979 | He
has a degree in Corporate Organisation and Administration by Instituto
Universitario de Evora (Sociology Department).
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Zeinal Bava
Portuguese, 41 years old.

Elected for the first time in 2000. Term of former office ended on 31
December 2005 and was re-elected in 2006 | Chairman of the Executive
Committee of PT Multimédia — Servigos de Telecomunicacdes e Multimédia,
SGPS, SA since May 2003 | Chairman of TV Cabo Portugal, SA since March
2004 | Chairman of the Executive Committee of TMN — Telecomunicagdes
Moéveis Nacionais, SA since December 2005 | Member of the Board of
Directors of Portugal Telecom Investimentos Internacionais, SA since April
2004 | Member of the Board of Directors of Brasilcel, NV since December
2002 | Chairman of the Board of Directors of Previsdo — Sociedade Gestora
de Fundos de Pensdes, SA since March 2003 | Chairman of the Board
of Directors of PT PRO - Servicos de Gestdo, SA since February 2003 |
Executive Vice-President of the Board of Directors of PT Comunicag¢des, SA
from January 2004 to December 2005 | Member of the Board of Directors of
PT Corporate — Solugdes Empresariais de Telecomunicagdes e Sistemas, SA
from June 2003 to April 2006 | Member of the Board of Directors of PT
Sistemas de Informacdo, SA from May 2004 to April 2006 | Member of the
Board of Directors of Portugal Telecom Brasil, SA from July 2002 to March
2004 | Member of the Board of Directors of Piginas Amarelas, SA from
January 2004 to May 2005 | Member of the Board of Directors of PT Compras
- Servicos de Consultoria e Negociagdo, SA from May 2003 to 2005 | Member
of the Board of Directors of BEST — Banco Electrénico de Servigo Total, SA
from May 2001 to October 2004 | Member of the Board of Directors of Telesp
Celular Participacdes, SA from April 2001 to December 2003 | Member of the
Board of Directors of CRT Celular Participacdes, SA from 2003 to 2005 |
Member of the Board of Directors of Tele Sudeste Participagdes, SA from 2003
to 2005 | Member of the Board of Directors of Tele Leste Participagdes, SA
from 2003 to 2005 | Member of the Board of Directors of Tele Centro Oeste
Celular Participagdes, SA from 2003 to 2005 | Vice-President of PT Ventures,
SGPS, SA from 2000 to 2002 | Director and Relationship Manager for
Portugal of Merrill Lynch International from 1998 to 1999 | Executive Director
of Deutsche Morgan Grenfell from 1996 to 1998 | Executive Director Warburg
Dillon Read from 1989 to 1996 | Graduated in Electronic and Electrotechnical
Engineering from University College, London.

Rodrigo Costa
Portuguese, 47 years old.

Elected for the first time in 2005. Term of office ended on 31 de December
2005 and was re-elected in 2006 | Chairman of the Executive Committee of
PT Comunicag¢des, SA since December 2005 | Member of the Consultive
Council for the Technological Plan since 2005 | Member of the High Council
for Foreign Investment since 2004 | Corporate Vice-President of OEM
Microsoft Corporation from 2002 to 2005 | General Manager of Microsoft
Brasil from 2001 to 2002 | Member of the Consultive Council of Instituto
Superior de Comunica¢do Empresarial, Human and Social Science College,
from 1998 to 2000 | Member of the Board of the Férum dos Empresarios
para a Educacio from 1997 to 2001 | Director e Vice-President of the
Portuguese-American Chamber of Commerce from 1996 to 2001 | General
Manager of Microsoft Portugal from 1990 to 2001 | Partner, Marketing
Manager, Distribution Manager and Assistant General Manager of Prolégica,
SA from 1987 to 1990 | General Manager and Founding Partner of Intério
SA in 1986 | Planning and Control Consultant to Duphar Portugal from
1984 to 1989 | Management Consultant to Viagens Abreu from 1983 to 1990
| Director, Partner, Programmer and Systems Analyst of Nogueira
Informética, SA/Groupi, Lda. from 1979 to 1985 | He has training in the
fields of Information Systems, Finance and Planning, Management, Strategic
Marketing, Social Organisation and Human Resources.

Portugal Telecom | Annual report 2006



Luis Pacheco de Melo
Portuguese, 40 years old.

Elected for the first time in 2006 | Executive Director of PT Multimédia —
Servigos de Telecomunica¢des e Multimedia, SGPS SA, from June 2002 to
2006 | Director of TV Cabo Portugal SA, from 2002 to 2006 | Director of
Lusomundo Audiovisuais SA from 2002 to 2006 | Director of Lusomundo
Cinemas SA from 2002 to 2006 | Director of PT Contetidos SA from 2002 to
2006 | Director of PT Televisdo por Cabo SGPS, SA from 2002 to 2006 |
Director of Sport TV, from June 2002 to November 2005 | Director of
Lusomundo Espafa SL, from 2002 to 2006 | Central Director and invited
member of the Executive Committee of BES Investimento, from 1998 to 2002
| Associate and Director of UBS Warburg from 1994 to 1998 | He has a
degree in Civil Engineering by Instituto Superior Técnico with an MBA at
IESE Barcelona.

Jodo Pedro Baptista
Portuguese, 49 years old.

Elected for the first time in 2006 | Member of the Audit Committee of the
Victoria and Albert Museum in London, since 2005 | Leader of the global
telecommunications group in the United Kingdom and partner of Booz Allen
Hamilton, from 2005 to 2006 | Global leader for the group of technology,
information and entertainment industries of Marsh & McLennan Companies
Inc., from 2004 to 2005 | Member of the Executive Committee and partner
of Mercer Management Consulting from 1997 to 2005 | Globally responsi-
ble of the technology, information and entertainment group, from 2000 to
2005 | Co-leader for the United Kingdom, from January 2001 to March 2005,
of Mercer Management Consulting | He has a degree in Mechanical
Engineering and a post-graduation Studies diploma in Energy by Escola
Politécnica Federal de Lausanne, Switzerland, and an MBA by the Stanford
Graduate School of Business, Stanford, CA, USA.

Antoénio Caria
Portuguese, 54 years old.

Elected for the first time in 2006 | Executive Director of TV Cabo Portugal,
from 2000 | Director of Cabo TV Agoreana since 2004 | Chairman of the
Board of Directors and Executive Director of TV Cabo Tejo from 1998 to 2002
| Executive Director of TV Cabo Lisboa from 2000 to 2002 | Chairman of the
Board of Directors of TV Cabo Sado from 1996 to 1998 | Director of INESC,
from 1997 to 2006 | Member of the Board of Funda¢io Cultursintra from
1999 to 2006 | Member of Associagio Empresarial de Settibal from 1996 to
1998 | Executive Director of PT, SGPS from 1995 to 1996 | Regional Director
in Santarém and Settbal of Telecom Portugal from 1990 to 1995 | Joined to
CTT Telecomunicagdes in 1978, having been responsible for the National
Technical Plan, in the Engineering Division, and for the first technical-com-
mercial department until 1989 | He was granted with the title of specialist
in telecommunications by Ordem dos Engenheiros on 2002 | Commendator
of Ordem de Mérito de Pedro Alvares Cabral | He has a degree in Electro-
technical, Electronic and Telecommunications Engineering by Instituto
Superior Técnico and a Post-Graduation in Business Management by ISCTE
(1988) and by Universidade Nova (1994).
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Rui Pedro Soares
Portuguese, 34 years old.

Elected for the first time in 2006 | Executive Director of PT Compras —
Servigos de Consultoria e Negociacdo, SA from 2005 to 2006 | Chairman of
the Board of Directors of Portugal Telecom Imobilidria, SA since 2006 | Vice-
President of AIP — Associagdo Industrial Portuguesa since 2006 | Consultant
to PT Multimédia’s Board for Business Intelligence, Quality of Service,
Security and Real Estate Management from 2001 to 2004 | Executive for
Business Intelligence on market and competition analysis in Banque
Nationale de Paris/Paribas in 2000 | Consultant to the Socialist Group in the
European Parliament from 1998 to 2000 | He has a degree in Marketing
Management by IPAM — Instituto Portugués de Administragdo de Marketing.

Non-executive directors

Franquelim Alves
Portuguese, 52 years old.

Elected for the first time in 2006 | Chairman of the Board of Directors and
Executive Committee of IGCP — Instituto de Gestdo do Crédito Publico, from
2004 to 2006 | Assistant Secretary of State to the Minister of Economy from
2003 to 2004 | Chairman of the Board of Directors of SIMAB — Sociedade
Instaladora de Mercados Abastecedores, SA from 2002 to 2003 | Financial
Director of the Lusomundo Group, from 2000 to 2002 | Director of
Lusomundo, SGPS SA, Lusomundo Net, Diario de Noticias, Lusomundo
Media, SGPS SA and Lusomundo Audiovisuais, SGPS SA, from 2000 to 2002
| Director of PT Multimédia — Servi¢os de Telecomunica¢des e Multimédia,
SGPS, SA, from 2000 to 2002 | He has a degree in Economy by ISE — Instituto
Superior de Economia. MBA in Finance by Universidade Catdlica | Wharton
School Advanced Management Program, University of Pensilvania.

Antoénio Viana-Baptista
Portuguese, 49 years old.

Elected for the first time in 2000. Term of office ended on 31 December 2005
and he was re-elected in 2006 | Member of the Board of Directors of Telesp
Celular Participa¢des, SA, Tele Leste Celular Participacdes, SA, Tele Sudeste
Celular Participagdes, SA, Tele Centro Oeste Participa¢des, SA and Celular
CRT Participagdes, SA from 2003 to 2006 | Member of the Board of Directors
of Telefénica de Argentina, SA from 2003 to 2006 | Chairman of the Board
of Directors and Executive Committee of Telefénica Méviles Espafia, SA from
2002 to 2006 | Member of the Board of Directors of Brasilcel, NV since
December 2002 | Director of Latinoamérica, from 1998 to 2002 | Member of
the Board of Directors of Telesp, SA from 2001 to 2006 | Director of Emergia
Holding NV since 2000 | Member of the Board of Directors of Telefonica de
Espaila, SA since December 2000 | Member of Board of Directors of
Telefénica, SA since 2000 | Member of the Sponsorship of Fundacién
Telefénica since 1999 | Member of the Board of Directors of Telefénica
Datacorp, SAU since 1998 | Member of the Board of Directors of Telefénica
Pert Holding since 1998 | Member of the Board of Directors of CTC Chile
since 1998 | Member of the Board of Directors of Telefonica Internacional,
SA from 1998 to 2002 | Director of Latinoamérica, from 1998 to 2002 |
Member of the Board of Directors of BPI from 1991 to 1996 | Principal
Partner of McKinsey & company from 1985 to 1991 (Madrid/Lisboa Offices)
| He has a degree in Economy by Universidade Catélica de Lisboa, post-gra-
duation in European Economy by Universidade Catélica Portuguesa, and
MBA by INSEAD, Fontainebleau.
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Fernando Soares Carneiro
Portuguese, 57 years old.

Elected for the first time in 2006 | Consultant for economical issues of the
Portuguese Embassy in London from 2003 to 2006 | Representative of
Portugal with the Internationals Organizations of Cacao, Coffee and Cereals |
Consultant from 2002 to 2003 | Chairman of the Board of Directors of
Somincor — Sociedade Mineira de Neves-Corvo, SA e da EDM — Empresa de
Desenvolvimento Mineiro, SA | Director of Copper Internacional Association
| He has a degree in Mining Engineering by Instituto Superior Técnico.

Nuno de Almeida e Vasconcellos*
Portuguese, 42 years old.

Elected for the first time in 2006 | Chairman of the Board of Directors of
Ongoing Strategy Investments, SGPS, SA | Managing Partner of Heidrick &
Struggles for advisory area of Portugal from 1995 to 2006 | Member of the
Board of Directors of several companies | Member of the Compensation
Committee of a banking entity and Director of Automével Clube de Portugal |
He has a degree in Business Management by Curry College, Boston.

Luis de Azevedo Coutinho
Portuguese, 46 years old.

Elected for the first time in 2006 | Assistant Professor at Faculdade de
Economia of UNL, since 1985 | Consultant | Member of the Supervisory
Board of Funda¢3o EDP until March, 2006 | Member of the Audit Committee
of Fundagio EDP, since 2005 | Director and Member of the Audit Committee
of EDP - Energias de Portugal SA, from May 2003 to 2006 | Manager of
AMEC - Associa¢io Musica Educa¢do e Cultura, from 2003 to 2005 |
Consultant at Cimara Municipal de Lisboa, from 2002 to 2003 | Director of
Valora — Servicos de Apoio 2 Emissdo Monetéria, SA, from 1999 to 2002 |
Consultant to Bank of Portugal, Fundacdo Calouste Gulbenkian and IPE | He
has a degree in Business Management and Administration by Universidade
Catélica | MBA by Universidade Nova de Lisboa.

* Appointed by cooptation on 13 September 2006, as a result of the resignation from the office

of director Henrique Chaves, to complete the current three-year term of office (2006-2008).
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Jodo Mello Franco
Portuguese, 60 years old.

Elected for the first time in 1997 | Term of office ended on 31 de December
2005 and he was re-elected in 2006 | Member of the Board of Directors of José
de Mello Participagdes, SGPS, SA since 2002 | Vice-Chairman of the Board of
Directors of José de Mello Imobilidria from 2001 a 2004 | Chairman of the
Board of Directors of José de Mello Residéncias e Servicos from 2001 a 2004 |
Chairman of the Board of Directors of Imopdlis (SGFII) from 2001 a 2004 |
Chairman of the Board of Directors of Engimais from 2001 a 2004 | Member
of the Board of Directors of International Shipowners Reinsurance Co from
1998 a 2005 | Member of our High Council from 1996 to 1997 | Chairman of
the Board of Directors of Soponata — Sociedade Portuguesa de Navios Tanques,
SA from 1997 to 2001 | Chairman of the Executive Committee and Vice-
Chairman of the Board of Directors of LISNAVE from 1995 to 1997 | Chairman
of the Board of Directors of Marconi from 1994 to 1995 | Chairman of the
Board of Directors of Guiné Telecom from 1994 to 1995 | Chairman of the
Board of Directors of Companhia Santomense de Telecomunicagdes from 1994
t0 1995 | Member of Board of Directors of CN — Comunicacdes Nacionais SA
from 1993 to 1995 | Chairman of the Board of Directors of Associa¢io
Portuguesa para o Desenvolvimento das Comunica¢des from 1993 to 1995 |
Chairman of the Board of Directors of TMN — Telecomunicagdes Moveis
Nacionais, SA from 1991 to 1994 | Chairman of the Board of Directors of TLP
— Telefones de Lisboa e Porto SA from 1989 to 1994 | Manager of TDC —
Tecnologia das Comunicacdes, Lda. from 1986 to 1989 | He has a degree in
Mechanical Engineering by Instituto Superior Técnico | Scholarship by Junta
de Energia Nuclear for a specialisation in Nuclear Power Plant Mechanical
Technology | Additional Training in Strategic Management and High Business
Management (PADE).

Joaquim Goes
Portuguese, 40 years old.

Elected for the first time in 2000. Term of office ended on 31 de December
2005 and he was re-elected in 2006 | Member of the Board of Directors of PT
Multimédia — Servicos de Telecomunica¢des e Multimédia, SGPS, SA since
August 2002 | Member of the Board of Directors of Companhia de Seguros
Tranquilidade — Vida, SA since 2002 | Member of the Board of Directors of
BEST - Banco Electrénico de Servigo Total, SA since May 2001 | Member of
the Board of Directors of Banco Espirito Santo, SA since 2000 | Member of
the Board of Directors of BES.COM, SGPS, SA since 2000 | Chairman of the
Board of Directors of E.S. INTERACTION, Sistemas de Informagio
Interactivos, SA since 2000 | Member of the Board of Directors of ESDATA,
Espirito Santo Data, SGPS, SA since 1999 | Member of the Board of Directors
of CREDIFLASH, SA since 1999 | Manager of the Strategic Marketing
Department of Banco Espirito Santo, SA from 1995 to 1999 | Manager of the
Strategic Department of CIMPOR — Cimentos de Portugal, SA from 1994 to
1995 | Senior Consultant to Roland Berger & Partner from 1992 to 1993 |
Consultant to Roland Berger & Partner from 1989 to 1992 | He has a degree
in Business Administration and Management | specialisation in Marketing
and Finance, by Universidade Catdlica Portuguesa | MBA by INSEAD,
Fontainebleau.
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Fernando Abril-Martorell
Spaniard, 44 years old.

Elected for the first time in 2001. Term of office ended on 31 de December
2005 and he was re-elected in 2006 | Managing Director and Chief Executive
Officer of the Executive Committee of Crédit Suisse Spain | Started working
at Crédit Suisse in August 2005 | Member of the Board of Directors of
Telecomunicagdes de Sdo Paulo — Telesp from 2001 to 2003 | Chief Operating
Officer of Telefénica SA from 2000 to 2003 | Chairman of the Executive
Committee of Telefénica Publicidad e Informacién from 1999 to 2000 | Chief
Financial Officer of Telefénica, SA from 1997 to 1999 | Corporate Finance
General Manager of Telefénica Publicidad e Informacién from 1997 to 1999 |
Manager of the Treasury Departament of JP Morgan from 1987 to 1997 | He
has a Law Degree and a graduation in Business Management and
Administration by ICADE (Madrid).

Gerald McGowan
American, 60 years old.

Elected for the first time in 2003. Term of office ended on 31 de December
2005 and he was re-elected in 2006 | United States Ambassador to Portugal
from 1997 to 2001 | Member of the Board of Directors of “Overseas Private
Investment Corporation” (OPIC) in 1996 | Member of the Board of Directors
of Virginia Port Authority in 2002 | Member of the Board of Directors of
Cellular Telecomunications Industry Association from 1990 to 1998 | He has
a Law degree by Georgetown University Law Center (J.D. 1974) and Georgetown
University (BSBA 1968).

Amilcar de Morais Pires
Portuguese, 45 years old.

Elected for the first time in 2006 | Advisor to the Board of Directors of Banco
Espirito Santo, SA in July 2000 | General Manager of Banco Espirito Santo,
SA in March 2003 | Member of the Board of Directors of Banco Espirito
Santo, SA since March 2004 | He has a degree in Economy Sciences by
Universidade Catélica Portuguesa.

Francisco Pereira Soares
Portuguese, 57 years old.

Elected for the first time in 2006 | Economic Consultant at the Civil House of
the President of the Republic of Portugal, from 2005 to 2006 | Chairman of
the Executive Committee of API Capital, Sociedade de Capital de Risco, SA,
from January 2003 to October 2004 | Chairman of the Board of Directors of
API Capital, Sociedade de Capital de Risco, SA, from May to December 2004 |
Director of NAER - Novo Aeroporto, SA from 2001 to 2002 | He has an
Economy degree by Universidade Técnica de Lisboa | Master of Science in
Management by Arthur D. Little Management Education Institute, Cambridge
Massachusetts, EUA | Master in Public Administration by Harvard University,
John F. Kennedy School of Government, Cambridge Massachusetts, EUA.
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Jorge Tomé
Portuguese, 52 years old.

He was appointed for the first time in 2002. Term of office ended on 31
December 2005 and he was re-elected in 2006 | Non-Executive Director of
Portugal Telecom, SGPS, SA since 2002 | Chairman of the Executive
Committee of Caixa — Banco de Investimentos, SA since 2001 | Executive
Director of Caixa — Banco de Investimentos, SA since 2001 | Chairman of the
Board of Directors of TREM II — Aluguer de Material Circulante, ACE since
March 2002 | Non-Executive Director of Caixa Gestio de Patriménios since
September 2001 | Non-Executive Director of BANIF IMOBILIARIA, SA from
April to June 2001 | Non-Executive Director of BANIF IMO - Sociedade
Gestora de Fundos de Investimento Imobilidrio from June 2000 to June 2001
| Director of Sociedade Gestora de Fundos de Pensdes, SA — Acor Pensdes,
SA (currently Banif Acor Pensdes), from October 1999 to July 2001 | Executive
Member of the Boards of Directors of the following Insurance Companies: “O
Trabalho” and “O Trabalho Vida”, from May 2000 to July 2001 | Executive
Director of Companhia de Seguros A¢oreana since December 1996 | Partner
of Coopers & Lybrand in Portugal from June 1995 to November 1996 |
Manager of Banco Pinto & Sotto Mayor, SA with the coordination of the French
Branch and Sottomayor Bank of Canada from February to May 1995 | Director
of Banco Pinto & Sotto Mayor from March 1994 to January 1995 | Executive
Director of SULPEDIP, SA (currently PME Investimentos, SA), from June
1989 to March 1994 | Technician at the Securities Directorate of Banco Pinto
& Sotto Mayor in 1985 | Securities Undermanager and Manager of Banco
Pinto & Sotto Mayor from 1986 to 1989 | Director of CPG — Sociedade Gestora
de Fundos de Investimento FIPOR | Business Analysis and Industrial and
Tourist Projects Technician, engaged in April 1983 | Technician of Coopers &
Lybrand Lda., engaged in February 1980 | Economy Technician at Instituto
de Apoio as Pequenas e Médias Empresas e ao Investimento (IAPMEI), enga-
ged in 1979 | Economist at IAPMEI (Instituto de Apoio as Pequenas e Médias
Empresas), engaged in 1979 | He has a degree in Business Organization and
Management by ISCTE and an Applied Economy master by Faculdade de
Economia, Universidade Nova de Lisboa.

Armando Vara
Portuguese, 53 years old.

Elected for the first time in 2006 | Assistant-Minister of the Prime Minister
of the XIV Portuguese Government since October 1999 to September 2000) |
Minister for Youth and Sport of the XIV Portuguese Government (since
September 2000 to December 2000) | He has a degree in International
Relations by Universidade Independente | Pos-graduation in Business
Management by ISCTE - Instituto Superior Ciéncias do Trabalho e da
Empresa.

Thomaz Paes de Vasconcellos
Portuguese, 49 years old.

Elected for the first time in 2003. Term of office ended on 31 de December
2005 and he was re-elected in 2006 | Partner Director of TPV, Lda. since
1998 | General Manager and Member of the Board of Directors of the
Santogal Group since em 1998 | Controller of Hubbard Group from 1987 to
1988 | He has a degree in Business Management and Administration by
Universidade Catolica.
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