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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Sharcholders of
Suzano Petroquimica S.A.
Sdo Paulo - SP

1. 'We have audited the accompanying consolidated balance sheets of Suzano Petroquimica
S.A. (the “Company”) and subsidiaries as of December 31, 2005 and 2004, and the related
statements of income, changes in shareholders’ equity, and changes in financial position for
the years then ended, prepared under the responSIblhty of the Company’s management. Our
responsibility is to express an opinion on these financial statements. We did not audit the
financial statements of Rio Polimeros S.A., a jointly-controllied subsidiary, whose
statements reflect proportionally consohdgted assets constituting 34.7% and 44.9%,
respectively, of consolidated total assets as of December 31, 2005 and 2004. Those
statements were audited by other auditors wl@ose reports have been furnished to us, and our
opinion, insofar as it relates to the proportionally consolidated amounts included in the
financial statements and explanatory notes for Rio Polimeros S.A., is based solely on the
report of such other auditors.

2. Qur audits were conducted in accordance with auditing standards in Brazil and comprised:
(a) planning of the work, taking into conmdc‘rahon the significance of the balances, volume
of transactions, and the accounting and 111temal control systems of the Company and its
subsidiaries, (b) checking, on a test basis, the\ evidence and records that support the amounts
and accounting information disclosed, and (c) evaluating the significant accounting

practices and cstimates adopted by managemem as well as the presentation of the financial
statements taken as a whole.

3. In our opinion, based on our audits and the report of other independent auditors, the
financial statements referred to in palagrdph 1 present fairly, in all material respects, the
individual and consolidated financial position of Suzano Petroquimica S.A. and subsidiaries
as of December 31, 2005 and 2004, and| the results of their operations, changes in
sharcholders’ equity, and changes in their financial position for the years then ended in
conformity with Brazilian accounting practices.

4. Our audits were conducted for the purpose of expressing an opinion on the financial
statements taken as a whole. The consolidated statements of cash flows for the years ended
December 31, 2005 and 2004 are presented for purposes of additional analysis and arc not a
required part of the basic financial statements prepared in accordance with Brazilian
accounting practices. Such information has been subject to the auditing procedures applied
in the audit of the basic financial statements and, in our opinion and the report of the other

independent auditors, is fairly stated, in al{l material respects, in relation to the basic
financial statements taken as a whole.,




__—

Deloitte Touche Tohmatsu

5. As mentioned in Note 25 to the Company’s financial statements, the Company acquired the
remaining capital stock (50%]) of Polibrasil Participag8es S.A. (“Polibrasil”) and began to
consolidate Polibrasil on September 1, 2005., The Company has presented the “pro forma”
balance sheets and statements of income in Note 25, which presents the Company’s
financial position and results of operations as|if Polibrasil had been acquired and merged as
from January 1, 2004 (“pro forma financial information”). The “pro forma” financial
information is presented for purposes of additional analysis and comp’xmbility and is not a
required part of the basic financial statcment disclosures prepared in accordance with
Brazilian accounting practices. Note 25 describes the assumptions and resultmg ‘pro forma”
adjustments used to prepare the “pro forma” financial information. The “pro forma”
financial information has been subject to the same audit procedures mentioned in paragraph
2. In our opinion, based on our audits and on the report of other independent auditors,
except for the omission of “pro forma” adjustments that would reflect the full participation
on income, the finance costs that would have|been incurred and the goodwill amortization,
all retroactively computed to Januvary 1, 2004, thus “pro forma™ financial information
presents fairly, in all material respects, the comohdated ‘pro forma” financial position as of
December 31, 2005 and 2004, and the related “p10 forma” results of operations for the years
then ended, in accordance with Brazilian accountmg practices.

6. Brazilian accounting practices vary in certam significant aspects from generally accepted
accounting principles in the United States of America. The Company has presented the
nature and effect of such differences in Note 26 to the financial statements.

S&o Paulo, March 9, 2006
Voot Budde Tohniton, ' W

DELOITTE TOUCHE TOHMATSU JoZo Euggnio Leitdo FA
Auditores Independentes Engagement Partner
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SUZANO PETROQUIMICA S.A.

CONSOLIDATED STATEMENTS OF INCOME}

FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

(In thousands of Brazilian reais, except for earnings per share)

GROSS OPERATING REVENUES
Taxes on sales and other sales deductions

NET SALES
Cost of sales

GROSS PROFIT

OPERATING (EXPENSES) REVENUES
Selling expenses

General and administrative expenses
Financial expenses

Financial income

Goodwill amortization

Other operating revenues (expenses)

OPERATING INCOME
Nonoperating revenues (expenses)

INCOME BEFORE INCOME TAXES AND MINORITY
INTEREST g

Current income and social contribution taxes
Deferred income and social contribution taxes

INCOME BEFORE MINORITY INTEREST
Minority interest

NET INCOME
EARNINGS PER SHARE - R$

NUMBER OF SHARES AT YEAR END

|
|

2005 2004
2,459,782 2,074,611
(543,113) (464,494)
1,916,669 1,610,117
(1,619,298) (1,268,629)
297,371 341,488
(136,110) (98,204)
(65,241) (54,387)
(86,751) (44,006)
18,645 16,181
(19,462) (2,513)
4,039 (2,018)
12,491 156,541
(2,703) 256
9,788 156,797
(25,754) (50,844)
31,854 4,314
15,888 110,267
(644) (1,203)
15,244 109,064
0.07 0.48
226,695,380 226,695,380

The accompanying notes are an integral part of the financial statements.
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SUZANO PETROQUIMICA S.A.

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAIL POSITION

FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004
{(In thousands of Brazilian reais)

SOURCES OF FUNDS
From operations:
Net income
Minority interest on income
Expenses (revenues) that do not affect working capital:
Depreciation and amortization
Net book value of property, plant and equipment disposals
Deferred income taxes
Provision for losses with ICMS tax - long term
Write-off of ICMS tax credits
Provision for contingencies - long term
Goodwill amortization
Loss on dilution of participation in investees
Long-term interest charges, monetary variation and exchange losses (gains)
Ofther
Funds from operations

Sources from shareholders-
Capital subscription

Other sources:
New long-term loans
Increase of long-term debt
Decrease of long-term assets ;
Reduction of working capital resulting from consolidation of companies
Transfer of investments to current assets
Other

Total sources

APPLICATIONS OF FUNDS '
In permanent assets:

Additions to permanent investments

Acquisition of stock from minority shareholders

Additions to property, plant and equipment

Additions to deferred charges

In long-term assets

Dividends - proposed and paid
Dividends of minority shareholders
Treasury stock

Decrease of long-term debt

Goodwill in acquisition of investments
Other

Total applications

DECREASE IN WORKING CAPITAL

Variation in current assets
Variation in current liabilities

DECREASE IN WORKING CAPITAL

The accompanying notes are an integral part of the financial statements. |

2005 2004
15,244 109,064
644 1,203
68,151 54,002
99,843 1,814
(35,890) (3,583)
2,115 3,713
- 3,657
(3,197) 20,726
19,762 2,513
3,789 -
(27,922) 19,807
232) (1,578)
142,307 211,338
. 31,900
602,986 95,562
54,047 30,337
47,017 -
111,715 -
34,778 .
2,881 -
995,731 _ 369.137
271,324 2,644
- 1,960
126,908 127,089
147,316 31,110
545548 162,803
145,042 69,294
4,352 42,125
951 47
6,582 -
187,202 141,536
418,460 -
215 -
1,308,352 415,805
(312,621)  (46,668)
340,364 (11,431)
652,985 35,237
(312,621)  (46,668)




SUZANO PETROQUIMICA S.A.

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004
(In thousands of Brazilian reais)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Minority interest on income
Adjustments to reconcile net income to cash generated by operatmg activities:
Depreciation and amortization
Disposal of permanent assets
Goodwill amortization
Loss from dilution of participation in investees
Interest charges, monetary variations and foreign exchange losses (gains), net
Provision for contingencies and other :
Deferred income taxes
Provision for losses with ICMS tax credits '
‘Write-off of ICMS tax credits
Other
Changes in assets and liabilities:
Decrease (increase) in trade accounts receivable
Decrease in inventories
Decrease (increase) in recoverable taxes
Decrease in other current and long-term assets
Increase (decrease) in payables to suppliers
Increase (decrease) in other current and long-term liabilities
Cash flows from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Cash collected on sale of equipment )
Acquisitions, net of cash acquired (including goodwill)
Acquisition of minority interests

Additions to property, plant and equipment

Additions to deferred charges

Cash flows used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Payment of dividends

Dividends to minority shareholders

Proceeds from new loans

Payments of loans

Capital subscription

Cash flows from financing activities

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

2005 2004
15,244 109,064
644 1,203
68,151 54,002
36,279 1,814
19,762 2,513
3,789 -
(2,497) 8,338
614 20,726
(34,283) (5,791)
2,115 3,713
- 3,657
874 604
117,730 (22,050)
(42,195  (33,209)
10,980 (39,315)
(290,824)  (17,290)
95,736 (32,656)
(22,356) 54,984
20237) 110307
65,747 -
(690,020) (2,644)
- (1,909)
(119,820)  (127,089)
(125.095) __(31.110)
(869.188) _(162752)
(28,092) (21,007
- @7
1,770,153 170,592
(808,778)  (181,209)
- 31,900
933,283 229
43,858 (52,216)
171,871 224,087
215,729 171,871

The acquisition of technology rights from Basell in September 2005 (R$22,222) did not involve disbursing funds.

The Company disbursed during the year ended December 31, 2005/R$58,519 to pay for interest on loans and R$25,018 for

obligations for income and social contribution taxes.

The accompanying notes are an integral part of the financial statements.




SUZANO PETROQUIMICA S.A.

NOTES TO THE CONSOLIDATED FINANCLA‘;L STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004
(In thousands of Brazilian reais, unless otherwise| indicated)

1. OPERATIONS

The operations of Suzano Petroquimica S.A: (the “Company”), a publicly-owned company,
include: (a) manufacturing, development, importation and exportation of polypropylene
used in the production of auto parts, household appliances, containers, bottles, packaging,
carpets, furniture and other; (b) holding company of investments in any company or
enterprise; (¢) leasing or granting the use of its assets relating to the above activities referred
to in item (a) above; and (d) rendering of services relating to the activities described above.

Up to November 30, 2005, the Companyi; was a holding company which held certain
investments in jointly-controlled companies. The Company began to have its own
operations after the acquisitions described in Note 2 below.

The Company holds investments in the following jointly-controlled subsidiaries:

Politeno Industria e Comércio S.A. f‘Poli‘ten(‘p”)

Production of polyethylene used for production of plastic bags and films, packaging,
domestic utilities, toys, agricultural canvas, cleaning products and other.

Petroflex Industria e Comércio S.A. ( “Petroﬂi;x”)

Production of emulsion and solution elastomers used for production of tires, tread bands and
rubber for shoes, televisions, refrigerators, hoses, gaskets, pads, bushing, carpets and other.

Rio Polimeros S.A. (“Rio Polimeros”)

Production of polyethylene for industrial use from the cracking of natural gas. Rio
Polimeros commenced polyethylene production in the preoperating phase in November
2005. Rio Polimeros’ management estimates that this preoperating phase will be completed
during the first quarter of 2006. Rio Polimeros has completed its premarketing operations,
which includes purchasing and resale of polyethylene manufactured by third parties, the
training of sales, logistics and technical assistance teams, and testing of distribution systems,
to prepare for the operating phase of the plant.

2. CHANGE IN OPERATIONS AND CORPOKATE STRUCTURE

On September 1, 2005, the Company acquired all capital stock of Brasil Poliolefinas Ltda.
from Basell International Holdings BV (“Basell”). Brasil Poliolefinas Ltda.’s sole asset was
50% of the capital stock of Polibrasil Participagdes S.A. (“Polibrasil”). As a result of this
acquisition, the Company held 100% of the @apital stock of Polibrasil, which in turn held
98.1% of the capital stock of Polipropileno S.A., which in turn owns 100% of the capital
stock of Polibrasil Resinas S.A., an operating company with total annual production
capacity of 625,000 tons of polypropylene and 25,000 tons of polypropylene compounds.

8




M

Suzano Petroquimica S.A.

Simultaneously, Polibrasil spun-off to Qasell, its polypropylene compound business
(“Norcom™) previously operated by Polibrasil Resinas S.A. The operations of Polibrasil
were consolidated by the Company as from September 1, 2005.

The price of the acquisition of Basell Br;?\asil Poliolefinas Ltda., subsequently renamed
Suzano Poliolefinas Ltda., amounted to R$668,493, generating goodwill of R$418,460.
Simultaneously, Basell paid R$54,862 for Nprcom, resulting in a gain of sale of R$264.

On September 30, 2005, the indirect subsidiaries Suzano Poliolefinas Ltda. and Polibrasil
Participagtes S.A. were merged into the dlrect subsidiary Suzano Quimica Ltda., which
became direct shareholder of Polipropileno S.A.

On November 29, 2005, the subsidiary Suzano Quimica Ltda. acquired an additional 1.38%
of Polipropileno S.A. for R$17,927 in a public offering, generating goodwill of R$10,320.
Polipropileno S.A. then redeemed its remaining capital stock by means of a deposit of
R$6,582 to make future liquidation payments to the remaining minority shareholders that
did not participate in the public offering. As a result, Suzano Quimica Ltda. became the
owner of 100% of the capital stock of Polipropileno S.A.

On November 30, 2005, Suzano Quimica Ltaa Polipropileno S.A., Polibrasil Resinas S.A.

and Polibrasil Compostos S.A. were merged | \\mto the Company, Wthh became an operating
company, a manufacturer of polypropylene.

3. PRESENTATION OF FINANCIAL STA’TEWNTS

The financial statements have been prepafed in accordance with Brazilian accounting

practices and the rules and regulations of the Brazilian Securities Exchange Commission
(CVM).

The Company’s consolidated financial statements as of December 31, 2005, which reflect
the 100% ownership interest in the Polibrasil companies, are not comparable to the financial
statements as of and for the year ended December 31, 2004, which reflected the 50%
ownership of that jointly-controlled subsidiary. Note 25 includes a “pro forma” balance
sheet as of December 31, 2004 and “pro forma” statements of income for the years ended
December 31, 2005 and 2004 as if Polibrasil had been consolidated by the Company as
from January 1, 2004.

Certain reclassifications have been made to the Company’s financial statements as of and
for the year ended December 31, 2004 to conform to the 2005 presentation. The
accompanying financial statements are a translatlon and adaptation from those originally
issued in Brazil, based on accounting practlces generally adopted in Brazil. Certain
reclassifications, modifications, and changes |in terminology have been made, in order to
conform more closely to reporting practices prevailing pursuant to accounting principles
generally accepted in the United States of America.




Suzano Petroquimica S.A.

The preparation of financial statements requlres the use of estimates. Accounting estimates
were based on objective and subjective factors, including management’s judgment in
determining the adequate amount to be recorded in the financial statements. Significant
items subject to estimates and assumptions include the allowance for doubtful accounts,
provisions for losses on other current assets, useful lives of fixed assets, goodwill and its
amortization, deferred income tax assets, provision for contingencies and the fair value of
financial instruments. The Company reviews estimates and assumptions regularly. Although
these estimates are based on management’§ knowledge of current events and actions that
may be undertaken in the future, actual results may differ from the estimates included in
these financial statements. |

DESCRIPTION OF SIGNIFICANT ACCOUNTING POLICIES
a) Recognition of revenues and expenses

The result of operations is determined based on the accrual basis. Sales revenue is
recognized when all related risks and| benefits of products are transferred to the
customer. Revenue is not recognized ‘1f there is significant uncertainly as to its
realization.

b) Items denominated in foreign currencies

Monetary assets and liabilities denominated in foreign currencies are recorded based on
the exchange rate at the balance-sheet date. Changes in exchange rates result in
transaction gains and losses which are recognized currently in income.

¢) Rights and obligations

Monetarily restated according to contra{:tual financial charges or exchange rates, to
reflect amounts accrued through the balanée sheet date.

d) Cash and cash equivalents

Cash and cash equivalents include petty cash, bank accounts and highly-liquid
temporary cash investments with original maturities of less than 90 days. Temporary
cash investments are recorded at cost plus income accrued to the balance sheet date,
which does not exceed market value.

e) Marketable securities

Represented by stock of listed compames recorded at the lower of cost or fair market
value.

f) Allowance for doubtful accounts

|
Determined by means of the analysis of historic losses, assessment of balances with

realization risks, specific risks of the portfolio, past experience and negotiations in
process.

10




Suzano Petroguimica S.A.

g

h)

i),

k)

D

Inventories

Stated at average cost of acquisition or production, which does not exceed market value.
Production costs reflect the full absorption method based on normal the utilization of
production capacity; the impact of underutilization of capacity is charged to income
currently. Spare parts are stated at acquisition cost and charged to manufacturing costs

upon consumption or obsolescence.
Investments

Goodwill from acquisitions relates to the expectation of future proﬁtablllty and is being
amortized over perlods of seven to ten |years. Capital stock in companies which have
been destined for sale is reclassified to current assets and is carried at the lower of cost
or market value. The Company reviews the accounting practices used by subsidiaries
and, in case of differences with the Company’s accounting practices, records
adjustments to conform these practices.

Property, plant and equipment

Stated at acquisition or construction cost, plus interest and other financial charges
incurred during construction. Depreciation is computed under the straight-line method at
the rates based on the estimated useful lives of the assets (see Note 13).

Deferred charges

Expenditures incurred during preoperating phase are recorded at cost and deferred and
amortized after the start-up for ten years. In the consolidated balance sheet and in the
Company’s individual balance sheet after the merger of subject companies, balances of
goodwill resulting from the acqulsmor‘r of subsidiaries are reclassified to deferred
charges. Goodwill from acquisitions relates to the expectation of future profitability, and

1s being amortized over a period of seven to ten years.

Scheduled shutdown of plants

Costs incurred as a result of scheduled shutdown of plants for maintenance purposes are
charged to income currently.

Income and social contribution taxes

Recognized on the accrual basis. Deferred income taxes have been provided for on
temporary differences between the tax basw and book basis of assets and liabilities.
Deferred income taxes on tax losses and temporary differences were recognized taking
into account the historical profitability and the expectations of generation of future
taxable income based on feasibility studies. Subsidiaries located in the State of Bahia or
which operate plants located there are jentitled to a benefit of reduction in and/or
exemption of income tax which was granted in prior years. The benefit is deducted from
income tax payable and recorded by the individual companies as capital reserves,
directly in shareholders’ equity. For purposes of the consolidated financial statements,
income tax expense is stated at the amount net of the tax-incentive exemption or
reduction.

11
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Suzano Petroquimica S.A.

m) Provisions

A provision is recorded in the balance sheet when the Company has an obligation by law
or resulting from a past event and it is |probable that funds or assets will be needed to
settle such obligation. Provisions are recorded based on the best estimates of the risk
involved which are supported by the external legal counsel’s opinion.

n) Negative goodwill

Related to unamortized negative goodwill from acquisitions. Negative goodwill is
amortized only in the event that the investment is sold or written off.

o) Foreign subsidiary’s currency translation method

Financial statements of foreign subsidiaries have been translated into local currency
under the current rate method, i.e., ass‘;ets, liabilities and shareholders’ equity at the
exchange rate in force at the balance sheet date and statement of income elements at the
yearly average exchange rate. The effects from the changes in exchange rates on the
opening equity and from the use of the average exchange rate to translate statement of
income elements are recognized on income currently.

p) Interest on capital

Recorded originally in accounting records as finance income, when declared or paid by
subsidiaries or affiliates, and as finance expense when interest is appropriated to
shareholders. However, for purposes of the financial statements the Company uses the
essence of the transaction and, accordingly, credits and charges for interest on capital are
considered as dividends received and paid and do not flow through income.
Consequently, interest on capital received from subsidiaries and affiliates is credited to
the investment caption, and interest on capital paid or payable to shareholders is charged
to retained earnings. |

q) Pension plan contributions

Contributions to private defined-contribution pension plans, computed according to the
rules of such plans, are charged monthly to income. For the few cases of employees who
remain entitled to defined-benefit plans, a provision is recorded to recognize the possible
deficit, if any, determined on the basis of studies developed by independent actuaries.

r) Financial instruments - derivatives
Derivative contracts are accounted at period end using their respective settlement values.

Gains and losses earned or incurred as from these instruments are recognized as
revenues and expenses currently.

5. CONSOLIDATED FINANCIAL STATEMENTS
Consolidated financial statements include the Company and its direct and indirect

subsidiaries, and the Company’s jointly-controlled subsidiaries, which were proportionally
consolidated, according to the following percentage shares:
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2005 2004
Voting Total Voting Total
% % % %o
Suzano Quimica Ltda. ‘ (b) (b) 100.00 100.00
Suzanopar Petroquimica Ltd. 100.00 100.00 100.00 100.00
Polibrasil Participag¢des S.A. * (a) (a) 50.00 50.00
Polipropileno S.A. (b) (b) 98.38 98.11
Polibrasil Resinas S.A. (b) (b 100.00 100.00
Polibrasil Compostos S.A. ‘ (b) (b) 100.00 100.00
Norcom Compostos Termoplasticos do NE S.A. (c) (c) 100.00 100.00
Polipropileno Participagdes S.A. 96.46 9340 89.06 86.59
Petroflex Industria e Comércio S.A. | 20.14  20.12  20.14 20.12
Rio Polimeros S.A. 33.33 3333 3333 33.33
SPQ Investimentos e Participagdes Ltda. 100.00 100.00 100.00 100.00
Politeno Industria e Comércio S.A. ‘ 35.00 33.89 35.00 33.89
Politeno Empreendimentos Ltda. 9999 9999 9999 9999

(a) Company merged into Suzano Quimica Ltda. as of September 30, 2005.
(b) Companies merged into Suzano Petroqu}imica S.A. as of November 30, 2005.
(c) Company alienated to Basell as of Septe“mber 1, 2005.
Description of the main consolidation proced;‘\‘ures:
Elimination of assets and liabilities between consolidated companies.

Elimination of participation in capital, reserves and retained earnings of consolidated
subsidiaries.

Elimination of income, expenses and unrealized income from intercompany transactions.
Segregation of minority interests from equity and results of operations.

The elements of the financial statements of jointly-controlled subsidiaries were
consolidated and eliminated (when this was the case) at the subject percent rate of
participation in total capital (proportional consolidation).

The financial position as of December 31, 2005 and 2004 of the Securitization Fund
(FIDC) formed by receivables of the |jointly-controlled subsidiary Petroflex was
consolidated into the Company according to its share on the subsidiary’s capital. The
amount of subordinated shares owned by tﬁe jointly-controlled subsidiary was eliminated
against the total equity of the FIDC, the net amount of which was classified as a current
liability with FIDC investors. The balance sheet as of December 31, 2004 was restated to
reflect the change in accounting practice of|consolidation of the receivables’ FIDC.

13
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6. CASH AND CASH EQUIVALENTS

200 2004
Petty cash | 14 -
Bank accounts ‘ 177,649 34,885
Temporary cash investments ‘ 38,066 136,986

215,729 171,871

7. TRADE ACCOUNTS RECEIVABLE

2005 2004
Domestic clients ‘ 383,082 293,574
Foreign clients \ 86,441 87.779
469,523 381,353
Discounted receivables ! (37,462) (73,655)
Vendor operations (*) 1 (189,642) (108,192)
Allowance for doubtful accounts ‘ (15.083) (16.,412)
| 227,336 183,094
Receivables classified under current assets 214,312 178.858
Receivables classified under long-term assets 13.024 4236

(*) Vendor operations have been contracted with financial institutions according to limits
defined by the Company, which guarantees payment by the corresponding client
(principal and financial charges). As of|December 31, 2005, R$5,015 of total vendor
operations were past due. |

The summary of aging of accounts receivablelis as follows:

| 2005 2004
Current accounts:
From 1 to 30 days \ 176,183 150,956
From 31 to 60 days : 150,906 118,404
From 61 to 90 days ‘ 54,210 45,832
From 91 to 360 days ! 38,624 22,028
More than 360 days ! 1.918 4.236

421.841 341.456

Past-due accounts: ;
From 1 to 30 days ; 22,066 12,533

From 31 to 60 days ‘ 4,072 5,537
From 61 to 90 days ; 1,886 1,637
From 91 to 360 days 5,869 11,332
More than 360 days | 13,789 8.858

47.682 39.897
469,523 381,353
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8. INVENTORIES

Consolidated
2005 2004
Finished products 188,530 86,066
Work in progress " 10,958 883
Raw materials 61,536 38,442
Auxiliary materials and other 13,615 6,179
Maintenance materials ‘ 21,068 10,674
Provision for losses in inventories (3.278) (969)

292,429 141,275

9. RECOVERABLE TAXES

2005 2004

Recoverable income and social contribution taxes 13,365 6,047
Recoverable ICMS tax 193,039 125,658
Provision for losses on I[CMS tax credits ‘ (9,140)  (7,090)
Other 13,388 3,303

‘ 210,652 127,918
Amount classified under current assets 69.360 28.306
Amount classified under long-term assets 141,292 99,612

The Company and its jointly-controlled subs‘w‘idiaries have accumulated ICMS tax credits as
a result of the interstate sales, the tax rate of which is lower than the rate on purchases of
raw materials, and of export sales which are e‘xempted from this State tax.

The Company and the jointly-controlled subsxdlarles have developed tax planning strategies
for recovery of accumulated ICMS tax credlts represented by the initiatives discussed
below. The provisions for losses on these cred1ts have been determined on the basis of the
average discounts granted in negotiations.

Company
Plant located in Duque de Caxias - RJ

Deferral (exemption) of payment of ICMS on purchases of raw materials performed within
the State of Rio de Janeiro, in the 1mportat1‘on of materials and merchandise destined to
manufacturing and in the importation of machmery, equipment, spare parts and accessories
for machinery and equipment. As a result, there are no new credits on these acquisitions,
permitting the realization of existing credits.

Plant located in Camagari - BA

1) Deferral (exemption) of payment of ICMS on importation of materials used for
manufacturing purposes, on purchases from suppliers located in the State of Bahia and
on importation of machinery and equipment. As a result, there are no new credits on
these acquisitions, permitting the reallzatlon of existing credits.

15
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2) Monthly transfer of ICMS tax creditsliarising from local sales to the naphtha cracker
(Bahiaplast Program). ‘

3) Negotiations with the tax authorities of the State of Bahia for the transfer of R$30
million of tax credits to third parties, with a maximum discount estimated in 10%.

4) Transfer of exportation of products manufactured in the Camagari plant to the plant in
Duque de Caxias.

Plant located in Mauad - SP

1) Negotiations with the State tax authorities for the transfer of ICMS tax credits on
exports, amounting to R$14 million, to be used for the payment of raw material
purchases without any discount.

2) Negotiation of a special tax regime foriappropriation and automatic transfer of export
tax credits by means of insurance (Fast-Track).

3) Negotiation of tax incentive project for the plastic industry chain, aimed at the
reduction of the intra-state tax rate of basic and intermediary petrochemical products to

12%, neutralizing the accumulation of cr\;edits resultant from the inter-state sales.

Jointly-controlled subsidiaries

Politeno

The Company’s participation on the total!ICMS tax credits of this jointly controlled
subsidiary amounts to R$45,471 as of Décember 31, 2005 (R$39,393 in 2004). The
management of Politeno has been applying efforts aimed at the realization of these credits,
as well as measures to reduce the future of new credits. The alienation to third parties of a
portion of these credits was already formahzed and is pending of approval by the State tax
authorities. In this regard, during 2005, Pohteno was able to complete sales of tax credits
amounting to R$2,750 (R$673 in 2004).

In the case of Politeno, negotiations have been conducted with the State tax authorities to
realize the remaining balances of credits, almed at identifying alternative courses of action
such as authorization by that agency to perm1t using the credits in the acquisition of raw
materials, extension of deferral of ICMS obligations established in the Bahiaplast Program
and the use of credits to pay for the indirect importation of petrochemical naphtha.

Rio Polimeros

The Company’s participation on the tax credits of Rio Polimeros (20%) amounts to
R$51,247 (R$46,098 in 2004), reflecting fhe long-term obligation, based on current
legislation, from the ICMS on the importation of equipment and spare parts for the setting
up of the plant. :

The Company and the jointly controlled sub51d1arles will continue to review periodically the

realization of ICMS balances and the need toxadjust the provision to bring the asset to the
likely value to be recovered.
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10. INCOME AND SOCIAL CONTRIBUTION TAXES

a) Deferred income tax assets

Deferred income tax assets of the Company, its subsidiaries and jointly controlled

subsidiaries included in the financial statements arise from temporary differences and
tax losses.

On December 31, 2005, the Company has accumulated tax losses for purposes of
corporate income tax amounting to R$120,603 and tax losses for purposes of social
contribution tax amounting to R$135,451.

The composition of deferred income tax assets is as follows:

2005
: Petroflex Politeno
Suzano Rio Industria e Industria e
Petroquimical Polimeros Comércio Comércio
S.A. ‘ S.A. S.A. S.A. Total
Current:
Tax losses 12,488 - 35 - 12,523
Temporary differences 4.095 - 623 - _4,718
16,583 - 658 - 17,241
Long term:
Tax losses 29,830 984 - - 30,814
Temporary differences 9.068 . - 3,501 3,175 15.744
38,808 984 3,501 3175 46558
2004
Petroflex Politeno
Suzano Rio | Indastriae  Inddstria e Polibrasil
Petroquimica Polimeros Comércio Comércio ParticipagGes
S.A. S.A.l S.A. S.A. S.A. Total
Current:
Tax losses - - 35 - 3,240 3,275
Temporary differences 579 - 1,661 - - 2,240
379 —_ 1.696 —_— 3,240 5515
Long term: ‘
Tax losses - 1Q6 - - - 106
Temporary differences 187 = 6.34 2313 9,568 18412
187 106 6,344 2,313 2,568 18,518

After the merger of Polibrasil Participa¢gdes S.A. and subsidiaries into the Company,
deferred income taxes of these companies that had been previously recognized were
written off as the ability to use the subject tax losses was eliminated with the merger. On
the other hand, the Company recorded deferred income taxes on its own tax losses, that
had not been recognized before because as a pure holding company it could not earn

taxable income, becoming an operating company it is now able to generate taxable
income.
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The Company’s management and the imanagement of jointly-controlled subsidiaries,
based on profit projections, recognized tax credits on accumulated tax losses (for both
corporate income and social contribution tax purposes). These tax losses do not expire,
but are limited to 30% of yearly taxable income. '

b) Income tax expense reconciliation

Income and social contribution taxes at nominal rates are reconciled to the amount
reported as income tax expense in these financial statements, as follows:

2005 2004

Income before income taxes 9,788 156,797
Unrecognized tax credits of certain companies 1.436 23,798

} 11,224 180,595
Combined income and social contribution tax rate 34% 34%
Income taxes at the combined rate 3,816 61,402
Exchange rate changes on foreign investments 1,900 1,892
ADENE tax incentives : (7,073) (12,989)
Amortization of goodwill | 3,242 627
Interest on capital to shareholders (collected and paid) - (1,069)
Tax credits on tax losses from prior years; (9,575) -
Write-off of tax credit of merged subsidiaries 4,523 -
Tax credits on temporary differences from prior years (2,774) -
Other permanent additions (exclusions) (159) (3.333)
Total income tax credit (expense) 6.100 46,530
Current income taxes ‘ 25,754 50,844
Deferred income taxes (31.854) _(4.314)

(6.100) _46,530

The Company has tax incentives up to fiscal year 2013, consisting of a 25% reduction of
corporate income tax on the portion of operating profits earned by the Camagari plant,
which is located in the State of Bahia, a tax-incentive region subject to the jurisdiction of
ADENE (Northeast Region Development Agency).

The jointly-controlled subsidiary Politeno Industria e Comércio S.A., whose entire
operations are also located in Camagari - BA, is exempted from corporate income tax on
the operating profit arising from the productlon of conventional and linear polyethylene
up to fiscal year 2006.
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11.

INVESTMENTS

2005 2004
Petroquimica Unido S.A. (*) ‘ 33,385 33,385
Nordeste Quimica S.A. - Norquisa 63,427 63,391
Provision for losses 1 (30,596) (32,620)
Other ‘ 4,867 5,265

71,083 69,421

(*) This investment in the consolidated balance sheet as of December 31, 2004
corresponded to the proportional consolidation of 50% of capital stock of Petroquimica
Unido S.A. (“PQU™) owned by Polibrasil (3,381,710 common shares and 3,381,711
preferred shares). As of December 7, 2005, the Board of Directors authorized the
Company to sell the preferred shares of PQU in 2006, depending on market conditions.
Consequently, these shares are classified as current assets as of December 31, 2005, in
accordance with the Company’s bylaws. The balance remaining in long-term assets as
of December 31, 2005 corresponds to th‘@ common shares.
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Suzano Petrogquimica S.A.

12. RELATED PARTIES

The balances and transactions with related parties are described below. There have been no
relevant commercial transactions among, the Company and subsidiaries and jointly-
-controlled subsidiaries and among subsidiaries.

2005 2004

Liabilities  Transactions Assets Liabilities Transactions
Current Revenue Long-term Current Long-term Revenue
Accounts (exp‘gnse or Accounts Accounts Accounts (expense or
payable purchases) receivable payable payable purchases)
Company with nonconsolidated
related parties 282 (3,189) 1,038 214 - (2,302)
From Suzano Quimica Ltda. with ‘
nonconsolidated parties - : - - 34 - -
Jointly-controlled subsidiaries with
nonconsolidated related parties
Polibrasil Participagdes S.A. (*) - - - 8,612 13,007 (385)
Politeno Industria e Coméreio S.A. - (368,771) - - - (329,695)
Petroflex Industria e Comércio S.A. _ - (90,691) 8 - (94,100)
282

(462,650 M 8,868 13,007 (426,482)

(*) This amount relates to a contract for the acquisitioﬁ of technology “Spheripol” owned by Baselitech USA Inc.,

whose principal balance amounted to US$8,261 thousand on December 31, 2004 and accrues interest at 8% per year
with annual payments up to 2008.

13. PROPERTY, PLANT AND EQUIPMENT

Weighted
yearly average 2005 2004
depreciation ‘ Net book Net book
rate - % Cost 'Depreciation _ value Cost Depreciation _ value

Land - 22,569 ' - 22,569 15,609 - 15,609
Buildings 4 95,525 | (26,577) 68,948 47,141 (11,549) 35,592
Buildings 2.5 14,686 ' (2,596) 12,090 14,612 (2,201) 12,411
Buildings 5 21,809 | (15,332) 6,477 21,750 (14,476) 7,274
Machinery and equipment 10 587,874 . (243,240) 344,634 346,606 (109,643) 236,963
Machinery and equipment 5.7 66,917 ‘\ (22,510) 44,407 53,860 (19,872) 33,988
Machinery and equipment 6.7 166,060 | (133,830) 32,230 159,324 (128,319) 31,005

Furniture, fixture and
installations 10 75911 @  (46,903) 29,008 33,233 (22,623) 10,610
Vehicles 20 4,110 : (2,759) 1,351 2,450 (1,320) 1,130
Leasehold improvements 50 327 (216) 111 286 (126) 160
Leasehold improvements 4.7 1,803 (909) 984 1,885 (889) 996
Computer hardware and other 20 22,160 | (16,242) 5,918 12,898 (8,734) 4,164
Other items 10 11,184 (4,658) 6,526 4,141 (1,919) 2,222
Construction in progress - 868.242 | - 868242 794479 - _ 794479

1.959.267  (315.772) 1443495 1508274  (32L671) L186,603

In May 2001, Polibrasil Resinas S.A. (“\‘Polibrasil”) and Petréleo Brasileiro S.A.
(“Petrobras™) signed an agreement, whose Va]hes were denominated in U.S. dollars, for the
leasing of a manufacturing unit that “splits” propane (“splitter”), which was built by
Polibrasil on Petrobras’ premises in Duque de Caxias - RJ. The contract provides for lease
payments amounting to US$4,930 thousand [per semester. In December 2005, Petrobras
exercised a purchase option contained in the lease and acquired the splitter for R$65,747,
resulting in a loss of R$13,909, which is classified as a nonoperating expense in the
statement of income. |
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14.

From the total balance of construction in pr(i)gress R$831,816 (R$755,587 in 2004) relate to
the participation of the Company in the balance of investments made in the construction,
assembly and engineering of the plant of Rio Polimeros, being conducted by ABB
Lummus/Snamprogetti. The project mvolves the transfer of technology from Univation
Technologies for the production of polyethylene and from ABB Lummus Global
Technologies for the production of ethylene.

Transfer of land use rights

Under the agreement signed with the city ‘authorities of Duque de Caxias, based on the
applicable legislation, Rio Polimeros S.A. has the right of use of the land where the
petrochemical plant is located for a period of 50 years, renewable for another 50 years. As
per the agreement, the city authorities tranéferred the right of use of 87.49% of the land
destined to the construction of the plant. The legal process aimed at transferring the right of
use of the remaining portion of the land has \been conducted at the 4™ Civil Court of Duque
de Caxias.

DEFERRED CHARGES
Politeno Goodwill
Polibrasil Inddstria ¢ Rio Suzano reclassified
ParticipagSes Comércio: Polimeros Petroquimica from
S.A. S.A. S.A. S.A. investments Total

Technology ; - - 75,785 - 75785
Preoperating expenses - 16, 180 ‘ 200,210 33,330 - 249,720
Goodwill - - 418,374 4,007 422,381
Other - 5 (66 - 42211 - 47,877
Amortization - (20.426) (114,717) - (135,143)
Net book value - 2005 - 1,420 ¢ 200210 454,983 4,007 660,620
Net book value - 2004 12.469 1,302 | 77,683 - 4,675 96,129

|

Technology

From the total balance of technology, R$47,869 relates to the acquisition of rights for the
use of the “Spheripol” technology by means of an agreement signed in 1998 with Baselltech
USA Inc., which has been used in the Company’s Maud plant, with capacity of 300
thousand tons per year. This advanced production technology was licensed by Basell, a
worldwide leader in the production of polypropylene.

Preoperating expenses

Suzano Petroquimica S.A.

Assets are related to the preoperating expenses of the merged company Polibrasil
Participagdes S.A., which are aimost fully amortized.
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15.

Rio Polimeros

These deferred charges refer principally' to manufacturing costs incurred during the
preoperating phase of the Rio Polimeros plant (R$86,530), construction of a water
transportation system in partnership withl Petrobras (R$23,643), and disbursements for
payroll, services, taxes and other (R$90,03 7) incurred during the preoperating phase.

Goodwill

From the total balance of goodwill, R$403,142 (net of amortization of R$15,318) refers to
the acquisition of Basell Brasil Poliolefinas|Ltda. (see Note 2), which was computed based
on the equity of Polibrasil as of August 31,2005 and recorded based on the expectation of
future profitability, and is being amortized over seven years, the period used in the
projections that determined the business valuation. There has been no specific allocation
from the acquisition price to property, |plant and equipment since the book value
approximated its fair value as determmed by mdependent appraisers on the date of
acquisition. After the merger of the acqulred companies on November 30, 2005, the
goodwill balance was transferred to deferred charges in the Company’s balance sheet,
maintaining the amortization period of seven years.

LOANS
! 2005 2004
Index or Yearly interest Long Long
currency rate - % Current term Current term
In local currency:
BNDES (National Bank for Economic and ‘

Social Development) TILP! 5 27,195 20,396 - -
BNDES - privatization TR CDI + 6.50 6,382 - 6,490 6,220
Promissory notes - CD+0.60 377,184 - - -
Export credit note - Banco Itad (*) - CDI + 0.462 1,738 75,000 - -
Export credit note - Banco Bradesco - 105.50 CD1 3,945 96,000 - -
Export credit note - Banco do Brasil - 106 CDI 140 100,000 -

416,584 291,396 6,490 6.220

In foreign currency:
Advanced export - Banco ABN Amro

Real US$ . Libor+1.60 53 128,739 - -
Export credit note - Banco Votorantim USS$ 7.97 5,046 234,070 - -
FINIMP (import funding) USS | Libor + 3 57,656 - - -
Advanced export - Banco Santander US$  Libor+1.79 861 29,268 - -
Advanced export - Banco Itai US$ ., Libor +4.50 7.501 4,422 - -

71,117 396.499 -
487,701 687,895 Qp_;ﬂl 6,220

(*) In connection with this loan, the Company contrapted a cross-currency swap to exchange this loan for a
loan denominated in U.S. dollars plus nominal interest of 7.84% per year and effective cost of 6.80% per
year. The objective of this transaction was to ducrease the finance cost of the loan.
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2005 2004 .
Yearly
Index or interest Long Long
Subsidiaries currency rate - % Current term  Current term
Polibrasil Participagdes S.A.:
Local currency: ‘
BNDES ITILP 5 - - 13,147 23,008
BNDES Exim TILP 4 - - 7,511 -
Banco do Brasil - privatization IGP-M 6.50 - - 1724 1,288
- - 28382 24296
Foreign currency: .
FMO USS Libor +4.20 - - 27,142 63,326
BNDES Exim Currency 4 - - 4,426 -
basket
FINIMP (import funding) 'USS Libor + 3 - - 11,091 -
Advanced export - Banco Santander 'US$ Libor + 2.50 - - 3,695 13,240
Advanced export - Banco Itau ‘US$ Libor +4.50 - - 5008 6.259
‘ - - 51362 _82.825
- - 719,744 107.12]
Rio Polimeros S.A.:
Local currency: '
BNDES - Subcredit A TILP 5 16,347 161,105 4,070 131,604
BNDES - Subcredit B TILP 5 3,204 31,656 956 30,903
BNDES - Subcredit C Currency 5 4,651 44979 1,090 35,239
basket
BNDES - Sub A TILP 4.50 638 5,471 - -
BNDES - Sub B US$ 3 116 996 - -
‘ 24956 244.207 _6.116 197.746
Foreign currency:
U.S. Exim Bank US$ 5.51 10,102 152,741 4,392 142,004
SACE Uss$ 5.51 13.746 108312 _3916 126.618
o 23.848 261.053 _8.308 268.622
48,804 505,260 14424 466,368
2005 2004
Index or - Yearly interest Long Long
Subsidiaries currency __rate-% Current  term  Current term
Petroflex Industria e Comércio S.A.:
Local currency:
BNDES TJLP/UMBND + 3.50and S 1,580 4,841 2,025 7,678
FINEP URTILP 6.40 739 5,756 - -
Resolution No. 2,770 - 105.50 CDI 22921 - - -
25.240 10,597 2.025 7.678
Foreign currency: ‘
Exim Bank Uss . Libor+1.25 223 418 247 711
BNDES BNDES
currency basket i - 465 1,537 - -
Interest on discount export bills US$ “ 4.75 160 - 25 -
Advanced exports USsS$ © Libor +2.50 66 3,768 8,030 -
Advances on export exchange ‘
contracts USS$ 5 2,451 - - -
FINIMP US$ : 4.50 2.827 - - -
6.192 5.723 8.302 711

31432 16320 10327 8389
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2005 2004
Index or Yearly interest Long Long
Subsidiaries currency rate - % Current term Current term
Politeno Indastria e Coméreio S.A.;
Local currency: ‘
BNDES TILP ' 3.30 654 428 705 1,047
FINAME TILP ; 8.30t0 9.30 325 212 310 512
FINEP TILP ‘ 2.36 139 - 322 134
Other - . CDI+0.10to 1 - - 10 -
‘ 1.118 640 1,347 1.693
Foreign currency:
FINIMP Us$ : Libor +2 15,590 1,148 1,444 7,916
Advances on export exchange
contracts Uss o 27510 3.98 6.611 - 14718 -
22,201 1,148 16,162 7916

23319 1788 17,509 _ 9,609

SPQ Investimentos e
Participagdes Ltda.-
Overdraft bank account 12 - - -

Consolidated:

Local currency 467,910 546,840 44,359 237,632
Foreign currency ‘ 123,359 _ 664.421 _84.134 360.073

591,269 1,211,261 128493 597,705

The long-term portion of loans matures as follows:

Jointly-controlled subsidiaries
‘ Petroflex Politeno
Rio Industria e Industria e
Company Polimeros S.A. Comércio S.A. Comeércio S.A. Consolidated

2007 24,818 50,526 3,975 1,788 81,107
2008 30,344 58,545 5,415 - 94,304
2009 60,688 60,951 5,022 - 126,661
2010 60,688 60,951 1,907 - 123,546
2011 onwards 511,357 274,286 - - 785.643

687,895 505,259 16,319 L788  L211.261

The indices or reference rates of loans 1'efe}red to above posed the following variations
during 2005: :

‘ Yearly
Index or rate rate
%
TJLP - long-term interest rate 9.75
CDI - interbank deposit certificate ‘ 18.92
UMBNDES - monetary unit of BNDES (14.00)
URTILP - TILP related ratio ‘ 3.59
TR - reference rate ‘ 2.83
IGP-M - general market price index 1.20
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Guarantees of loans

Company

Promissory notes are guaranteed by the parent company, Suzano Holding S.A., with a cost
of 0.3% per year.

Jointlv-controlled subsidiaries

Rio Polimeros

Cash flow of future operations, supported by export contracts, capital stock of Rio
Polimeros owned by shareholders (Suzano Petroquimica S.A., Unipar and Petrobras
Quimica S.A. - Petroquisa), and subrog‘gtion of the license of use of land. Due to the
delay in the construction of the plant and|of the beginning of preoperating test phase, Rio
Polimeros is conducting negotiations with banks the extension of loan terms by means of
postponing initial maturities to 2007, Wthh are in an advanced phase and shall be
completed during the first quarter of 2006

Petroflex Industria e Comércio S.A.

BNDES - guarantee provided by : related companies Braskem S.A., Suzano
Petroquimica S.A. and Unipar and mortgage of property located in Triunfo, State of
Rio Grande do Sul, whose value is R$11,882.

FINEP - first degree mortgage of propérty located in Duque de Caxias, State of Rio de
Janeiro, whose value is R$19,608. ‘

Politeno Industria e Comércio S.A. -, guaranteed by subject financed equipment
(Government Agency for Machinery and Equipment Financing - FINAME), personal
guarantees of management officers (BNDES), inventories (Financiadora de Estudos e
Projetos - FINEP) and promissory notes (FINIMP).

As of December 31, 2005, the Company is in compliance with all financial covenants
relating to its loan agreements, computed using financial statements prepared in accordance
with generally accepted accounting principles in Brazil, as required by the agreements with
Banco Votorantim and BNDES.

The financial covenants required by the loan agreement with Banco Votorantim for the year
ended December 31, 2005 are as follows: ‘

Net debt to adjusted shareholders’ equity ratio: less than 1.5.
Net debt to EBITDA ratio: less than 7.

EBITDA to financial expense ratio: more than 1.85.
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16. PROVISION FOR CONTINGENCIES

The provision recorded to recognize probable losses in administrative and judicial disputes
related to tax, labor and government-mandated pensions is considered sufficient, according
to the assessment of legal counsel and other legal advisors.

The consolidated provision for contingencies is formed by the individual provisions of the
Company and jointly-controlled subsidiaries as follows (proportional amounts in the case of
the later):

2005 2004
Tax matters: ‘
Suzano Petroquimica S.A. : 4,354 -
Politeno Induastria e Comércio S.A. 1,068 1,531
Polibrasil Participagdes S.A. (2) - 5,930

Petroflex Industria e Comércio S.A. (1) 1,718 56.608
‘ 8.040 64,069

Labor matters:

Suzano Petroquimica S.A. : 5,601 -
Polibrasil Participagdes S.A. (2) ‘ - 1,923
Petroflex Industria e Comércio S.A. ‘ 471 433

6.072 2,356

Civil matters:

Suzano Petroquimica S.A. 6,059 -
Polibrasil Participagdes S.A. (2) i - 2717
i 6.059 _2.717

Other- ‘
Petroflex Induastria e Comércio S.A. f 193 372

20,364 69.514

(1) This provision as of December 31, 200“4 consisted of the judicial dispute initiated by
Petroflex on IPI (excise tax) tax credits that would have been generated in the
acquisition of IPI-exempted products or\products taxed at the so-called “zero rate”. As
of October 18, 2005, the Regional Federal Court (TRF) of the 2" Region disclosed a
decision which demed the requirement \of Petroflex. As a result of this decision, the
Company made a payment to the Federal tax authorities for the amount of taxes unduly
offset by disputed credits plus interest accrued through payment date, thus settling this
contingency.

(2) As explained in Note 2, Polibrasil Partrc1paeoes was merged into the Company during
the year 2005. '

Labor lawsuit concerning clause 4 (relating to the subsidiaries Polibrasil Resinas and

Politeno) !

Under the collective negotiation agreement\between Polibrasil Resinas (plant located in
Camagari, State of Bahia) and Politeno, among other companies with plants in the Camagari
petroehemrcal hub, and the petrochemical workers union, salaries and benefits paid to those
workers, in the period from September 1989 to August 1990, should be monetarily restated
based on the IPC (consumer price index), bemg prohibited the substitution of the IPC for
any other lower index.
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In March 1990, the Brazilian government! introduced an economic plan known as Collor
Plan, which established certain indices fqr the monetary restatement of the employees’
salaries, however, without including the! IPC of April 1990. Based on former court
decisions, the association of petrochemicall companies understood that the Collor Plan did
not determine salary increases based on the IPC, which was contrary to the terms of the
annual collective negotiation. Thus, the employers’ association filed a lawsuit against the
workers’ union claiming a statement that the monetary restatement indices established by
the Collor Plan prevailed over the conflicting provisions of the collective agreements. The
Regional Labor Court decided in favor of the workers’ union, and this decision was later
changed in part due to the appeal filed with the Superior Labor Court. In 1998, the
companies’ association filed an extraordinary appeal with the Federal Supreme Court.

Initially the Federal Supreme Court decided favorably to the workers’ union, but changed its
decision in December 2002, stating that the collective agreement cannot prevail over
Federal law, particularly law concerning the public order in Brazil. The Federal Supreme
Court’s decision on this matter is not definitive. The Company’s management believes that
appeals are still possible, and considers it is not possible to determine the amounts involved
in the lawsuit; accordingly, no change to the accounting procedures adopted until then has
been made, i.e., no provision for possible loss arising from the outcome of the lawsuit has
been recorded.

17. CAPITAL STOCK

Capital stock subscribed and paid-in is represented by 226,695,380 nominative shares
without par value, being 97,375,446 commod shares and 129,319,934 preferred shares.

The bylaws establish a minimum dividend of 30%, computed on adjusted income. Preferred
shares have no voting rights and are entitled to the same dividend as common shares. The
bylaws provide for the recognition of a special reserve for future capital increase, in the
amount of 90% of the profits remaining after Bppropriation of the legal reserve and dividend
distribution, aiming to assure adequate operating conditions. The balance of this special
reserve cannot surpass 80% of the amountl of capital. The amount remaining after the
constitution of this special reserve for future capital increase might be destined to the

statutory reserve till this reserve reaches 20% of capital.
Dividends

The computation of dividends proposed by management, according to the Company’s
bylaws, is as follows:

2005 2004
Net income 15,244 109,064
Legal reserve (5%) : (762) _(5.4353)
14,482 103,611
Minimum statutory dividends - 30% 4,345 31,083
Proposed dividends “ 4,352 28,110
Interim dividends } - 14.015

Total dividends 4,352 42,125
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18.

19.

20.

21.

Total dividends correspond to 30.1% of adjusted net income. Proposed dividends
correspond to R$0.0192 per share for both common and preferred shares.

A General Extraordinary Meetmg of Shareholders held as of November 18, 2004, approved
the increase in mandatory minimum d1v1dends from 25% to 30% on adjusted net income, as
well as the retroactive cancellation to January 1, 2004 of the provisions that permitted

preferred shares to receive dividends 10% hlgher than the dividends attributed to common
shares.

NET SALES AND COST OF PRODUCTS SOLD

2005 2004
Net Costof ©+  Gross Net Cost of Gross
sales sales profit sales sales profit

Domestic market 1,553,625 (1,284,952) 268,673 1,350,530 (1,055,816) 294,714
Foreign markets 363.044 (334j346)‘ 28.698 259,587 _(212.813) _46.774
1916,669 (1,619,298) 297,371 1.,610.117 (1,268,629) 341.488

COMPENSATION OF DIRECTORS AND éENIOR OFFICERS

2005 2004
Compensation f 8919 6313

1

The compensation of dlrectors and senior management officers is classified under “General
and administrative expenses” account.

FINANCIAL INCOME (EXPENSES)

2005 2004
Financial expenses | (113,170) (52,356)
Exchange losses i 26419 8.350
| (86,751) (44.006)
Financial income ‘ 23,664 16,689
Exchange gains : (5,019 (508)

18,645 16,181

FINANCIAL INSTRUMENTS

The Company and the jointly-controlled subsidiaries participate in operations involving the
usual financial instruments described below.
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22.

The fair market values estimated for the assets, liabilities and financial instruments
recognized in the Company’s financial st“atements as of December 31, 2005 which are
different from the corresponding book values can be summarized as follows:

Book Fair
value value
Short-term investments ‘ 34,779 45,785
Investments carried at cost- ‘
Petroquimica Unido S.A. 1 33,385 43,950
Loans denominated in local currency ‘ (631,242) (629,927)
Swap contracts ‘ (3,946) (7,421)

The jointly-controlled subsidiaries disclosed in their financial statements that there are no
relevant differences between the fair market values and book values of assets, liabilities and
financial instruments recorded in the consoli‘\dated financial statements.

The criterion for determination of fair market values stated above is as follows:
Short-term investments

The economic value of preferred shares\ from Petroquimica Unido S.A. (“PQU”) was
estimated based on technical analysis Of discounted cash flows developed by third
parties. In addition to these shares, the Company owns other shares which are available
for sale, amounting to R$1,394, reﬂectmg market value in light of the fact that this is
lower than book value.

The criteria used to determine the fair values }in the above table are as follows:
Investments carried at cost

Estimated in accordance with the discounted cash flow, as discussed above for preferred
shares.

Loans denominated in local currency

PrOJected cash flows of loans, c0n51dermg contracted rates, discounted to present value
using current market rates

Swap contracts
The swap contracts were repriced at December 31, 2005.

There were no unrecorded financial instruments as of December 31, 2005 and 2004
(Company and jointly-controlled subsidiaries).

INSURANCE COVERAGE (UNAUDITED) |

The Company and the jointly-controlled subsidiaries adopt a policy of maintaining adequate
insurance coverage for property, plant and equipment items and inventories subject to risk,
based on the orientation of insurance consultants. The coverage of principal insurance
policies is as follows:
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Entity and type of risk

Suzano Petroquimica S.A.:
Civil responsibility and unrealized
profits

Fire

Civil responsibility

Civil responsibility

Civil responsibility

Civil responsibility

Petroflex Industria e Comércio S.A.:

Fire, lightning and explosion
Fire, lightning and explosion

Civil responsibility
Civil responsibility

Rio Polimeros S.A.:
Acts of terrorism
Civil responsibility

Civil responsibility
Civil responsibility
Civil responsibility
Civil responsibility

Politeno Indistria e Coméreio S.A.:
Civil responsibility and unrealized
profits
Civil responsibility
Civil responsibility

Subject assets or individuals
|

Products ‘\‘and operations

Plants |

Directors and management officers
Products “and operations (in the country)
Products located abroad and constructions

. |
Miscellaneous

Inventories

Buildings, building content and unrealized
profits

Directors jand management officers

Miscellaneous

Business interruption

Constructions, assembly services and
installation of machinery and equipment

Commercial € manufacturing sites

Merchandise

Directors and management officers

Miscellanéous

Products and operations

. |
Directors and management officers
Miscellaneous
|

(*) Proportional amounts for jointly-controlled subsidi“aries.

23. GUARANTEES GRANTED TO OTHERS

Coverage

amount (*

227,471

805,358
35,111
59,471
54,408
59,235

183,573

1,111,694

23,407
15,629

234,070
23,407

23,407
16,500
18,726
16,385

756,280
23,407
18,659

Guarantees assumed by the Company in connection with the obligations of subsidiaries and
jointly-controlled subsidiaries are as follows: :

Petroflex Indastria e Comércio S.A.-

BNDES

Polibrasil Resinas S.A.~
BNDES

Rio Polimeros S.A.:
Carta de fianga - Unibanco

Carta de fianga - Banco do Brasil

2005 2004
16,746 19,291

- 36,155
49,085 -
9,027 -
58.112 -
74,858 55.446
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24, PENSION PLANS

In January 2005, the Company created a private defined-contribution supplementary
pension plan for its employees. This plan, named Suzano Prev, is sponsored also by other
Companies of Suzano Group. The contributions made by the Company for the year ended
December 31, 2005 amounted to R$97.

Previnor - Associacdo de Previdéncia Privada

As a result of the merger of Polibrasil Participagdes and subsidiaries, the Company assumed
the responsibility for the pension plan relating to the employees of these companies, which
is managed by Previnor - Associagdo de Pr\evidéncia Privada, a private pension entity. The
main objective of Previnor is to supplementi‘ pension benefits provided by the Federal social
security system to the employees of Previnor and its sponsors and their relatives. Previnor
collects monthly contributions from the sponsors, computed on the basis of the monthly
compensation of employees, and mamtalns a defined contribution plan for scheduled
benefits and defined-benefit plan for risk and proportional benefits. Contributions for 2005
amounted to R$2,018 (R$2,457 in 2004). The Company has responsibility to pay for plan
deficits in relation to the plan obligati ons determined by actuarial calculations. As of
November 30, 2005, an actuarial report prepared by independent actuaries resulted in a plan
surplus for Previnor of R$4,253 (R$3,796 as of November 30, 2004). This surplus, which

has not been recognized in the Companyws financial statements, is represented by the

following:

11/30/05 11/30/04
Present value of plan obligations ‘ (41,071) (32,699)
Fair value of plan’s assets : 47,130 39,312
Net result 6,059 6,613
Portion attributable to sponsor ‘ (1.806) (2.817)
Net surplus 4,253 3,796

The main actuarial assumptions used for the computations above (expressed in weighted
averages) are as follows:

| 11/30/05 11/30/04

% %
Discount rate of the actuarial obligation 11.30 12.36
Expected earnings on the plan’s assets 11.30 12.36
Expectation of inflation ‘ 5.00 6.00
Estimated future salary raises : 6.05 7.06
Turnover of employees ‘ 0.50 0.50
Future increase of benefits 5.00 6.00
Proportion of employees opting for early retirement 100.00 50.00

The pension plan of Politeno and a portion éf the plan of Petroflex are also managed by
Previnor. ‘
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Petroflex, besides being sponsor of the plan managed by Previnor, for a portion of its
employees is co-sponsor of Fundac¢do Petrobras de Seguridade Social - Petros (Petrobras
sponsors 90% of the plan), which is a} defined-benefit plan. The estimated actuarial
obligation of Petroflex is recognized and the Company’s participation on this liability
amounts to R$4,476 as of December 31, 2005 (R$4,609 in 2004).

The jointly-controlled subsidiaries Politeno and Petroflex disclose in their financial
statements the information required by CVM Instruction No. 371/00, and there is no
additional deficit arising from pension plans attributable to these companies to be recorded.

25. “PRO FORMA” FINANCIAL INFORMATlION

As a result of the acquisition of Basell Brasil Poliolefinas Ltda., the consolidated financial
statements for the year ended December 31, 2005, which incorporate all merged operations
of Polibrasil companies as from September 1, 2005, are not comparable to the financial
statements for the year ended December 31, 2004, which proportionally consolidated only
50% of those operations. ‘

The following “pro forma” financial information consolidates 100% of Polibrasil companies
as if the acquisition of the its remaining capltal stock and the merger of the companies had
taken place on January 1, 2004. Minority mterest was recorded relating to the 50% of total
shares owned by Basell for periods prior to the acquisition. The “pro forma” information is
only presented for comparative purposes and does not purport to be indicative of what
would have occurred had the acquisition|actually been made at such date, nor is it
necessarily indicative of future operating results

The following criteria and assumptions Were used in the preparation of the “pro forma”
financial information:

a) The participation acquired from Basell on September 1, 2005 was classified as minority
interest for periods prior to the acquisition date.

b) The “pro forma” financial information does not include “pro forma” adjustments relating
to the amortization of goodwill resulting from the acquisition.

c) The “pro forma” financial information does not include “pro forma” adjustments relating
to the additional interest cost that would have been incurred to fund the acquisition had it
occurred on January 1, 2004. '

d) Except for the impacts discussed in item a) above, the financial position of Polibrasil and

its result of operations have been consolidated in the “pro forma” financial information
as from January 1, 2004.
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CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 2005 AND
“PRO FORMA” CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 2004

ASSETS 2005 2004
“Pro forma”
CURRENT
Cash and cash equivalents 215,729 171,903
Marketable securities 34,779 -
Trade accounts receivable 214,312 237,186
Inventories 292,429 223,771
Recoverable taxes 69,360 44,550
Deferred taxes assets ‘ 17,241 8,754
Other assets 30,781 25,734
Prepaid expenses 5.132 5.713
Total current assets ‘ 879,763 717,611
LONG-TERM ASSETS A
Deferred tax assets i 46,558 28,086
Recoverable taxes ‘ 141,292 114,444
Judicial deposits ‘ 3,029 2,661
Trade accounts receivable \ 13,024 4,236
Other assets : 32,293 2,221
Related parties 1 - 331
Total long-term assets j 236.196 151.979
PERMANENT ASSETS
Investments \ 71,083 102,574
Fixed assets 1,443,495 1,492,084
Deferred expenses ' 660,620 108.597
Total permanent assets ‘ 2,175,198 1,703,255
TOTAL ASSETS 3,291.1 2,572,845
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CONSOLIDATED BALANCE SHEET AS OF\ DECEMBER 31, 2005 AND
“PRO FORMA” CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 2004

LIABILITIES AND SHAREHOLDERS’ EQUITY | 2005 2004

“Pro forma”
CURRENT LIABITIES
Suppliers 207,755 68,313
Loans 591,269 208,234
Obligations with securitization fund ‘ 23,747 22,431
Income tax payable 15,268 21,430
Accrued salaries and payroll taxes 23,309 14,834
Customer advances ‘ 31,743 -
Related parties 282 17,790
Dividends proposed and payable ; 5,586 29,946
Other accounts payable 45,752 32,726
Income taxes payable ‘l - 9,757
Total current liabilities 944,711 425,461
LONG-TERM LIABILITIES ;
Suppliers ‘ 14,044 -
Loans 1,211,261 704,824
Deferred income taxes ‘ 1,412 1,448
Provision for contingencies , 20,364 80,082
Related parties - 26,013
Other taxes payable 55,871 45,546
Swap contracts \ 3,946 -
Provision for pension plan ‘ 4,476 4,609
Other accounts payable 21,728 675
Total long-term liabilities 1,333.102 863.197
NEGATIVE GOODWILL 45.318 42.193
MINORITY INTEREST : 1.472 286,332
SHAREHOLDERS’ EQUITY *
Capital i‘ 826,283 826,283
Revaluation reserve | - 2,489
Profit reserves 140.271 126.890
Total shareholders’ equity : 966,554 955,662
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 3,291,157  2.572.845
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“PRO FORMA” CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

2005 2004

GROSS REVENUE 3,254,888 3,260,050
Deductions of gross revenue ; (734,329) (743,729)
NET REVENUE 2,520,559 2,516,321
Cost of goods sold : (2,144,595) (1,979,825)
GROSS PROFIT 375,964 536,496
SALES INCOME (EXPENSES) \

Selling expenses ; (176,300) (157,115)
General and administrative ‘ (76,712) (68,978)
Interest expenses (89,611) (63,453)
Interest income ‘ 21,497 20,672
Goodwill amortization (20,692) {4,358)
Other operating income (expenses) “ 27,659 22,951
OPERATING INCOME 61,805 286,215
Nonoperating expenses ‘ (26,272) (23,773)
INCOME BEFORE TAXES j 35,533 262,442
Current income taxes (30,508) (85,816)
Deferred income taxes 27,226 3,007
INCOME BEFORE MINORITY INTEREST | 32,251 179,633
Minority interest ‘ (17,007) (70,569)
NET INCOME “ 15,244 109,064
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26. SUMMARY AND RECONCILIATION OF THE DIFFERENCES BETWEEN
ACCOUNTING PRINCIPLES GENERALLY ACCEPTED IN BRAZIL (BRAZILIAN
GAAP) AND ACCOUNTING PRINCIPLES GENERALLY ACCEPTED IN THE
UNITED STATES OF AMERICA (U.S. GAAP)

] - Description of GAAP differences
\

The consolidated financial statements of the Company are prepared in accordance with BR
GAAP, which comply with those prescribed by Brazilian corporate law and specific
standards established by the CVM. Note 3 to the consolidated financial statements
summarizes the accounting policies adopted by the Company. Accounting policies, which
differ significantly from U.S. GAAP, are summarized below.

a)

b)

Inflation accounting

Under BR GAAP, the Company discontinued accounting for the effects of inflation as of
December 31, 1995. As of January 1, 1996 the carrying value of all nonmonetary assets
and habdmes became their historical basis. Under U.S. GAAP, Brazil was considered to
be a highly inflationary economy until July 1, 1997, and the effect of inflation was
recognized until December 31, 1997.

In determining amounts under U.S. GAAP, the effects of inflation for the years ended
December 31, 1996 and 1997 were determined using the “Indice Geral de Precos -
Mercado - IGP-M” index, which is a widely-accepted and respected index published
monthly by the Fundagédo Getulio Vargas.

Through December 31, 1995, the Company used indexes established by the government
to restate balances and transactions for purposes of its corporate law financial
statements. Such indexes do not necessarily represent changes in general price levels, as
would be required under U.S. GAAP.

Reversal of fixed asset revaluations and rélated deferred tax liabilities

For U.S. GAAP reconciliation purposes, the revaluation of fixed assets and the related
deferred income tax effects recorded in tﬂe financial statements prepared in accordance
with BR GAAP have been eliminated in lorder to present fixed assets at historical cost
less accumulated depreciation. Accordingly, the depreciation on such revaluation
charged to income has also been eliminated for U.S. GAAP reconciliation purposes.

Capitalization of interest in relation to conétruction in progress

Under BR GAAP, prior to January 1, 1996 the Company was not required to capitalize
the interest cost of borrowed funds as part of the cost of the related asset. Under U.S.
GAAP, capitalization of borrowed funds during construction of major facilities is
recognized as part of the cost of the related assets.

Under U.S. GAAP, interest on constructlon period financing denominated in foreign
currencies is capitalized using contractual mterest rates, exclusive of foreign exchange or
monetary correction gains or losses. ;Interest on construction-period financing
denominated in Brazilian reais is capitalized.
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d) Deferred charges

BR GAAP permits the deferral of reseé‘lrch and development costs and of preoperating
expenses incurred in the construction or expansion of a new facility until the facility
begins commercial operations. Deferred charges are amortized over a period of five to
ten years. ‘

For U.S. GAAP reconciliation purposés, such amounts do not meet the conditions
established for deferral and, accordingly, have been charged to income, and the related
amortization under Brazilian GAAP has been reversed.

Different criteria for amortization of tech“nology

Under BR GAAP, the amount of R$47,869 of legal rights to use the technology
Polibrasil acquired from Basell is being amortized by the straight-line method over five
years, which is a period allowed by Brazilian corporate law.

Under U.S. GAAP, the technology right iis being amortized by the period of the contract
which allows Polibrasil to use this technology, which is twenty years. The difference
presented in the shareholders’ equity rec\pnciliation relates to the timing effects of these

two different amortization periods used. !
Accounting for direct financing lease

BR GAAP does not require specific aécounting for different classifications of lease
arrangements by the lessor. Consequent‘ily, virtually all lease contracts are considered
operating leases, with receipt of payments and depreciation of the fixed asset being

recorded in the statement of operations th“roughout the period of the lease arrangement.

U.S. GAAP requires the lessor to detex“ymine if the lease arrangement is a sales-type
lease, direct finance lease or operating lease as defined under SFAS No. 13, “Accounting
for Leases”. As disclosed in Note 13, the Company entered into a lease with Petrobras as
a lessor on September 30, 2003, Wthh under U.S. GAAP is considered a direct
financing lease.

The reconciling adjustments include the reversal of the depreciation of the leased
equipment and related rental revenue recorded under BR GAAP and the recognition of
the earned income under U.S. GAAP. Also in 2005, the reconciliation includes the
reversal of the loss recorded on the sale of the leased asset under Brazilian GAAP and
the loss recorded under U.S. GAAP.

On December 29, 2005, Petrobras, the lessee, exercised a purchase option included in
the lease agreement and paid a total amount of R$65,748. Under U.S. GAAP, the

Company recorded a loss in the amount of R$24,723 upon exercise of the purchase
option.
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g)

h)

Pension plan

In determining the pension benefit obligations for BR GAAP, Brazilian Accounting
Standard NPC No. 26 is effective for financial statements beginning with the year ended
December 31, 2001. As permitted by NPC No. 26, the transitional obligation at adoption
date, which is the difference between the plan’s net assets and the projected benefit
obligation at that date, was fully recognized directly to retained earnings.

For the purpose of U.S. GAAP, the Company recognizes these effects according to
SFAS No. 87, “Employer’s Accounting for Pensions”. An initial transition obligation
determined based on an actuarial valuation is recognized and actuarial gains and losses,
as well as unexpected variations in plan assets and the projected benefit obligation and
the effects of amendments, settlements and other events, are recorded in accordance with
these standards and therefore result in deferral differences. Under SFAS No. 87, the
Company defers actuarial gains and losses.

Acquisitions

Under Brazilian accounting practices, “assets and liabilities of acquired entities are
reflected at book values. Goodwill is represented by the excess of purchase price paid
over the book value of net assets and is amortized on a straight-line basis over the

periods estimated to be benefited.

Under U.S. GAAP, business combinatidns are accounted for by the purchase method
utilizing fair values. Goodwill is not amortized and is tested annually for impairment or
more frequently if events or changes in circumstances indicate that the goodwill is
impaired. Such impairment test is perfor%ned utilizing a two-step method. The first step
compares the fair value of a reporting unit with its carrying amount, including goodwill.
If the carrying amount of a reporting unit exceeds its fair value, the second step is
performed to measure the amount of impairment loss, if any, by comparing the implied
fair value of reporting unit goodwill with the carrying amount of that goodwill. If the
implied fair value of reporting unit goodwill is lower than the carrying amount of such
goodwill, an impairment loss is recognized.

Polibrasil acquisition

As mentioned in Note 2, on September: 1, 2005, the Company acquired from Basell
International Holdings BV 100% of the outstanding shares of Basell Brasil Poliolefinas
Ltda., a holding company which ovxfned 50% of Polibrasil Participagdes S.A.
(“Polibrasil”). With this acquisition, the Company increased its economic and voting
interest to 100% in Polibrasil, which owns 98.1% of Polipropileno S.A. and in turn its
wholly subsidiary, Polibrasil Resinas S.A., the operating entity. Simultaneously, the
Company sold its 50% interest in Norcom to Basell. The results of Polibrasil’s
operations have been included in the consolidated financial statements as from
September 1, 2005. Polibrasil is a manufacturer of polypropylene used for production of
auto parts, household appliances, containers, packaging, carpet, furniture and other. As a
result of this acquisition, the Company' becomes the Latin American leader in the
production of polypropylene and the second largest Brazilian producer of thermoplastic
resins.
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Additionally, on November 29, 2005, in a Public Offering of Purchase of Shares
(“OPA”), the Company acquired 1.89% of the minority interest of Polipropileno S.A. for
R$17,927. Under U.S. GAAP, the cost of acquisition is comprised as follows:

Amount paid for 50% of Basell Brasil Poholeﬁnas Ltda., plus acquisition

cost of R$8,465 668,493
Amount received for 50% interest in Norcom (54,862)
Fair value of 50% of Norcom ‘ 27,345
Cash paid for acquisition of additional m1nor1ty interest in Polipropileno 17,927
Purchase price 658,903

The Company has recorded such acquisition based on the fair value of the assets
acquired and liabilities assumed and determined goodwill in accordance with the
purchase method of accounting prescribdd by SFAS No. 141, “Business Combinations”.

The following table summarizes the es“timated fair values of the assets acquired and
liabilities assumed at the date of acquisition:

Fair value of Polibrasil’s net assets:

Current assets 3 400,115
Inventories \ 212,926
Property, plant and equipment : 618,026
Other assets : 202.431
Current liabilities ! 162,754
Other liabilities j 69,598
Debt 526,288
Supply agreement intangible asset 18.606
Deferred tax liabilities 97.690
Net assets | 558,562
Interest acquired (50%) l 279,281
Fair value of Basell Brasil Poliolefinas Ltda s other assets and liabilities:
Current assets ‘ 647
Property, plant and equipment ‘ 42
Total liabilities : (84)
Fair value of total net assets acquired 279,886
Purchase price ‘ 658,903
Goodwill recorded under U.S. GAAP 1 379,017
Tax deductible goodwill recorded under BR GAAP 428.780

Difference between BR GAAP and U.S. GAAP 49.763
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Following are the components of the U.S. GAAP adjustment in net income and
shareholders’ equity related to such acqulsmons as of and for the year ended December

31, 2005:
2005
Differences in net loss: ‘
Reversal of amortization of goodwill under BR GAAP 15,443
Amortization of fair value adjustment to property, plant and equipment (4,335)
Realization of inventory fair value adjustment (11,606)
Realization of pension asset fair value adjustment 366
Realization of debt fair value adjustment (496)
Realization of sales agreement adJustment 802
Deferred income tax (59
U.S. GAAP purchase accounting adjustment in net loss (Polibrasil) 115
U.S. GAAP purchase accounting adjustment in net loss (other acquisitions) 203
Total effect on net loss 318
Differences in shareholders’ equity:
Reversal of goodwill recorded under BR GAAP (428,780)
Reversal of accumulated amortization under BR GAAP 15,443
Property, plant and equipment fair value adjustment (i) 76,204
Amortization of fair value adjustment to property, plant and equipment (4,335)
Inventories fair value adjustment 11,606
Realization of inventory fair value adjustment (11,606)
Pension asset fair value adjustment 2,243
Realization of pension asset fair value adjustment 366
Debt fair value adjustment (ii) u 626
Realization of debt fair value adjustment (496)
Supply agreement fair value adjustment (iii) (9,127)
Realization of supply agreement fair value adjustment 802
Goodwill recorded under U.S. GAAP 378,067
Benefit applied to reduce goodwill ﬂ 950
Deferred income tax (27.787)
Total 4176
Effect of 50% of historical U.S. GAAP adjustments (4.061)
U.S. GAAP purchase accounting adjustment in net loss 115
U.S. GAAP purchase accounting adjustmeht in shareholders’ equity
(Polibrasil) (3.946)
U.S. GAAP purchase accounting adjustment in shareholders’ equity (other
acquisitions) 45,002
Total effect on shareholders’ equity 41.056

(i) The fair value adjustment to property, plant and equipment is being depreciated
over approximately five years, which represent the remaining useful life of the
related assets. :

(ii) The debt fair value adjustment is bemg amortized over the remaining term of the
related debt agreements.
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i)

(iii) The supply agreement fair value adjustment relates to Suzano’s obligation with the
former shareholder of Basell to sup‘ply raw materials at a price below its fair value
and is being amortized over ﬁve years, representing the term of the related
agreement.

The following summary presents the Company’s unaudited “pro forma” consolidated
results of operations for the years ended December 31, 2005 and 2004, in accordance
with Brazilian accounting practices, as 1f the Polibrasil acquisition had been completed
on January 1, 2004. The unaudited “pro forma” adjustments are principally related to the
amortization of goodwill and interest recorded relating to the financing obtained for this
acquisition. The “pro forma” information is only presented for comparative purposes and
does not purport to be indicative of what would have occurred had the acquisition
actually been made at such date, nor is it necessarily indicative of future operating
results: :

Amounts under Brazilian accounting practices 2005 2004
Net sales and services ‘ 2,520,559 2,516,321
Net income ‘ 24.077 137,451
Net earnings per thousand common shares basic and diluted -

whole R$ 0.25 1.41
Net earnings per thousand preferred shares basic and diluted -

whole R$ - 1.11
Impairment test

SFAS No. 142, “Goodwill and Other Mténgible Assets”, addresses financial accounting
and reporting for acquired goodwill and other intangible assets. SFAS No. 142 addresses
how intangible assets that are acquired individually or with a group of other assets (but
not those acquired in a business combination) should be accounted for in financial
statements upon their acquisition. This statement also addresses how goodwill and other
intangible assets should be accounted for !after they have been initially recognized in the
financial statements. Under SFAS No. 142, goodwill is no longer subject to amortization
over its estimated useful life, but rather it w111 be subject to at least an annual assessment
for impairment by applying a fair-value- based test. Additionally, negative goodwill is

recognized as an extraordinary gain at the \ume of the business combination.

The Company performed impairment tes’ys for all of its goodwill recorded under U.S.
GAAP as of December 31, 2005 and 2004 and, as a result, no impairment charge was
recognized during 2005 and 2004.
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k) Impairment of long-lived assets

Under BR GAAP, the carrying value of fixed assets is written down to realizable values
when it is estimated that such assets will not be realized when compared to the results of
future discounted cash flow projection. Under U.S. GAAP, SFAS No. 144, “Accounting
for the Impairment of Long-lived Assets and Long-lived Assets to Be Disposed of”,
addresses accounting for the impairment of long-lived assets. Under SFAS No. 144, a
provision for impairment is recorded' against long-lived assets when there is an
indication, based on a review of undrscounted future cash flows, that the carrymg value
of an asset or a group of assets may not be recoverable. No impairment provision was
required under U.S. GAAP nor BR GAA‘P for all periods presented.

Earnings per share

Under BR GAAP, net income per share is calculated on the number of shares
outstanding at the balance sheet date; no information is disclosed on diluted earnings per
share. Information is disclosed per lot of one thousand shares, because generally this is
the minimum number of shares that can be traded on the Brazilian stock exchanges.
Subsequent changes in the Company’s share capital are not retroactively reflected in the

disclosure of number of shares outstanding and in the calculation of earnings per share
under BR GAAP.

Under U.S. GAAP, since the preferred and common shareholders have different voting
and liquidation rights, basic and diluted |earnings per share have been calculated using
the “two-class” method, pursuant to SFAS No. 128, “Earnings per Share”, which
provides computation, presentatlon and dlsclosure requirements for earnings per share.
The “two-class” method is an earnings a‘llocatlon formula that determines earnings per
share for preferred and common stock according to the dividends to be paid as required
by the Company’s bylaws and participation rights in undistributed earnings. Basic
earnings per common share are compufed by dividing net income by the weighted-
average number of common and preferred shares outstanding during the period. In
accordance with Emerging Issues Task Force EITF No. 03-6, “Part1c1patmg Securities
and the “two-class” Method under FASB Statement No. 128”, since preferred
shareholders have a liquidation preference over common shareholders, net losses are not
allocated to preferred shareholders.

The computation of basic earnings per share is as follows:

;2005 2004
Common ! Preferred Total Common Preferred Total

Basic and diluted:
Net (loss) income available under :

U.S. GAAP (73.9) . - (73.9) 49.5 63.1 1126
Weighted average shares outstanding 97,375.0 ,129,320.0 226,695.0 97,375.0 123,956.0 221,331.0
(Loss) earnings per share U.S. GAAP ‘

(in Brazilian reais - R$) (0.76) ‘ - - 0.51 0.51 -
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m) Investments in affiliated companies

As discussed in Note 5, under BR GAAP, the Company consolidates jointly-controlled
subsidiaries using proportional consolidation. The Company’s principal investments
accounted for using proportional consolidation are Polibrasil (2004 and up to August
2005), Petroflex, Rio Polimeros and Politeno. Under U.S. GAAP, proportional
consolidation is not applied. This is a presentational difference only and does not affect
the net income nor shareholders’ equity as determined under U.S. GAAP. Refer to item
“n” below.

For U.S. GAAP reconciliation purposes, less than 20% owned affiliated companies have

been accounted for at cost, and investments with voting participation of more than 20%
and less than 50% have been accounted for on the equity method for all years presented.
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0)

P)

Q)

Reversal of proposed dividends

Under BR GAAP, at each year-end management is required to propose an annual
dividend distribution from earnings and to accrue for this in the financial statements,
subject to ratification by the shareholders meeting. However, Brazilian corporate law
requires that a certain amount of d1v1dends be distributed to shareholders, defined as
minimum compulsory dividends, not subject this determination to the controlling
shareholders. For this portion, as determined by Brazilian corporate law, the Company is
liable to pay minimum compulsory dividends at the balance sheet date. The Brazilian
statutory law gave to the Company’s bylaws the power to define the dividends
calculation basis, as long as it is clearly defined and do not subject the dividends
calculation to the judgment of the management or to the judgment to the majority of the
shareholders. Suzano’s bylaws define the minimum compulsory dividend to be 30% of
adjusted net income (as defined in the Brazilian corporate law). The dividends should be
equally paid to both common and preferr‘,‘ed shares.

Under U.S. GAAP, since proposed divlidends in excess of the minimum compulsory
dividend may be ratified or modified at the annual shareholders’ meeting, such
dividends would not be considered declared at the balance sheet date and would
therefore not be accrued.

. .. i
Transactions between entities under common control

Under U.S. GAAP, accounting for a transfer of assets or exchange of shares between
entities under common control, the entlty that receives the net assets or the equrty
interest shall initially recognize the assets and liabilities transferred at their carrying
amounts in the accounts of the transferrin\g entity at the date of transfer.

Under BR GAAP, some transactions between entities under common control could be
recognized based on values other than transferred carrying amounts.

The adjustment presented under this caption represents the above-mentioned difference
relating to transference of shares of the subsidiaries Petroflex and SPQ Investimentos e
Participagdes occurred among entities under common control of the Company.

Minority interest i
Minority interest corresponds to the respectrve participations of minority shareholders in
all adjustments from subsidiaries these ﬁnanc1a1 statements.

As detailed in Note 9 not all subsidiar}ies are wholly owned by the Company and
therefore the U.S. GAAP adjustments |identified for each of such subsidiaries are
allocated to their respective minority shareholders based on their participation.

|
Accounting for derivative financial instruments

Under BR GAAP, derivative financial inétruments are recorded at liquidation values as
determined on each balance sheet date. Under U.S. GAAP, since none of the Company’s
derivative financial instruments qualify for hedge accounting, the derivative instruments
are reported at fair value on each balance sheet date and classified as an asset or a
liability.
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The following table provides a detail of jour derivative financial instruments outstanding
as of December 31, 2005 (as of December 31, 2004, the Company had no outstanding
derivative instruments):

Notional
Type 3 Maturity date _amount  Gain (loss)
CDI rate x interest of 7.84% p.a. + U.S. doﬂlar 2005 to 2008 8,333 (899)
CDI rate x interest of 7.84% p.a. + U.S. dollar 2005 to 2009 8,333 (918)
CDlI rate x interest of 7.84% p.a. + U.S. dollar 2005 to 2009 8,333 (914)
CDI rate x interest of 7.84% p.a. + U.S. dollar 2005 to 2010 8,333 (875)
CDI rate x interest of 7.84% p.a. + U.S. dollar 2005 to 2010 8,333 (894)
CDI rate x interest of 7.84% p.a. + U.S. dollar 2005 to 2011 8,333 (843)
CDI rate x interest of 7.84% p.a. + U.S. dollar 2005 10 2011 8,333 77
CDI rate x interest of 7.84% p.a. + U.S. dollar 2005 to 2012 8,333 (603)
CDI rate x interest of 7.84% p.a. + U.S. dollar 2005 to 2012 8,333 (698)
Total fair value ‘ (7,421)
Settlement value recorded under BR GAAP 3.946
U.S. GAAP adjustment (3.475)

Equity adjustment - Norquisa

The equity adjustment reflected in the reconciliation refers to the investment that
Politeno and Polipropileno Participa¢des hold in Norquisa, considering the adjustments
posted into its financial statements in accordance with U.S. GAAP. These adjustments
are mainly represented by the equity adju$tment on those entities as a consequence of the
investment that Norquisa holds in Braskem S.A. (a petrochemical operating company
located in the Northeast Region of Brazil) and relates basically to price level adjustment,

deferred charges reversal, pension plan, business combinations and deferred taxes.

Under U.S. GAAP, both Politeno and Polipropileno Participagbes discontinued applying
the equity method when their investments at Norquisa was reduced to zero, as the U.S.
GAAP shareholders’ equity of Norquisa was negative by the time Company’s
subsidiaries Politeno and Polipropileno Participagdes ceased to have influence over the
administration of Norquisa, changing the valuation criteria of this investment from
equity method to cost method on such date. The subsidiaries did not provide for
additional losses as they have neither lguaranteed obligations of Norquisa nor are
otherwise committed to provide further fmanmal support for Norquisa.
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9,

Classification of export notes

Certain subsidiaries of the Company have discounted certain export notes under recourse
financing arrangements with financial iinstitutions operating in Brazil. If the original
debtors fail to pay their obligations wh‘en due, these subsidiaries would be required to
repay the financed amounts. Under BR GAAP, such transactions are classified as a
reduction of accounts receivable as mentloned in Note 6. Under U.S. GAAP, these
transactions are recorded gross as accounts receivable and bank loans. As a
consequence, current assets and 11ab111t1es under U.S. GAAP would be increased by
R$11,427 and R$68,170 as of December 31, 2005 and 2004, respectively. As of
December 31, 2004, there was no export notes registered in the Company. This U.S.
GAAP difference has no net income or equlty effect.

New accounting pronouncements

On March 31, 2004, the EITF reached final consensus on EITF No. 03-06, “Participating
Securities and the “two-class” Method under FASB No. 128, Earnmgs per Share”.
Typically, a participating security is cntltled to share in a company’s earnings, often via
a formula tied to dividends on the Company s common stock. The issue clarifies what is
meant by the term participating security,as used in FASB No. 128. When an instrument
is deemed to be a participating security, it has the potential to significantly reduce basic
earnings per common share because the| “two-class” method must be used to compute
the instrument’s effect on earnings per share. The consensus also covers other
instruments whose terms include a pamcxpatlon feature. The consensus also addresses
the allocation of losses. If undlstrlbuted earnings must be allocated to participating
securities under the “two-class” method, losses should also be allocated. However, EITF
No. 03-06 limits this allocation only to situations when the security has the right to
participate in the earnings of the Company, and an objectively determinable contractual
obligation to share in net losses of thé Company. The consensus reached in EITF
No. 03-06 is effective for fiscal periods beginning after March 31, 2004. Earnings per
share in prior periods must be retroactively adjusted in order to comply with the
consensus decisions reached in EITF No. 03-06. EITF No. 03-06 has been adopted in
2005.

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs - an Amendment
of ARB No. 43, Chapter 4”, which clarifies the accounting for abnormal amounts of idle
facility expense, freight, handling costs, and wasted material (spoilage) and also requires
that the allocation of fixed production ovf\erhead be based on the normal capacity of the
production facilities. SFAS No. 151 is effective for inventory costs incurred during fiscal
years beginning after June 15, 2005. Management does not expect the adoption of this

SFAS will have an impact on the Compan:;/’s financial statements.

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary
Assets - an Amendment of APB Opinion | No. 297, which addresses the measurement of
exchanges of nonmonetary assets and eliminates the exception from fair value
measurement for nonmonetary exchanges of similar productive assets and replaces it
with an exception for exchanges that do not have commercial substance. SFAS No. 153
is effective for nonmonetary asset exchanges occurring in fiscal periods beginning after
June 15, 2005. Management does not expect the adoption of this SFAS will have an

impact on the Company’s financial stateménts.
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In March 2005, the FASB issued FASB Interpretation - FIN No. 47, “Accounting for
Conditional Asset Retirement Obhgat1ons which clarifies the term conditional asset
retirement obligation as used in SFAS No. 143, “Accounting for Asset Retirement
Obligations”, as a legal obligation to perform an asset retirement activity in which the
timing and/or method of settlement are conditional on a future event that may or may not
be within the control of the Company. FIN No. 47 is effective no later than the end of
fiscal years ending after December 15, 2005. Management does not expect the adoption
of this FIN will have an impact on the Company’s financial statements.

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error
Corrections”, which replaces APB Opinion No. 20, “Accounting Changes”, and SFAS
No. 3, “Reporting Accounting Changes jin Interim Financial Statements™, and provides
guidance on the accounting for and reporting of accounting changes and error
corrections. SFAS No. 154 applies to all voluntary changes in accounting principles and
requires retrospective application (a term defined by this SFAS) to prior periods’
financial statements, unless it is impractieable to determine the effect of a change. It also
applies to changes required by an accounting pronouncement that does not include
specific transition provisions. In addition, SFAS No. 154 redefines restatement as the
revising of previously issued financial statements to reflect the correction of an error.
The statement is effective for accountihg changes and corrections of errors made in
fiscal years beginning after December 15, 2005. Management does not expect the
adoption of this SFAS will have an 1mpact on the Company’s financial statements.

II - Reconciliation of the differences between U.S. GAAP and BR GAAP in net income

Ref. 2005 2004

Net income as reported under BR GAAP | 15,244 109,064

U.S. GAAP adjustments relating to mvestments accounted for
using the equity method ‘ (m) (80,574) 4,179
Adjustments from consolidated companies:
Inflation accounting, net of depreciation (a) (831) -
Different criteria for-

Capitalization of interest, net from depreciation (©) 4,325 -
Pension plan (g2) 2,103 -
Different criteria for amortization of technology (e) 840 -
Derivative financial instruments (s) (3,475) -
Direct financing lease ‘ ® (7,866) -
Business combinations Polibrasil (h) 318
Transactions between entities under common control @ 668 964
Minority interest on U.S. GAAP adjustments 63) (1,576) (790)
Deferred income tax on the above adjustments (3,075 (818)

Net income under U.S. GAAP ‘ (73.899) 112,599
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LI - Reconciliation of the differences between U.S. GAAP and BR GAAP in shareholders’

equity

Shareholders’ equity as reported under BR ( GAAP

U.S. GAAP adjustments relating to mvestments accounted for

using the equity method

Adjustments from consolidated companies:
Inflation accounting, net of depreciation
Different criteria for:
Capitalization of interest, net from deprematlon
Reversal of proposed dividends
Pension plan ‘
Different criteria for amortization of technology
Derivative financial instruments
Direct financing lease
Minority interest on U.S. GAAP adJustments
Business combinations Polibrasil
Transactions between entities under common control
Equity adjustment in Norquisa’s investment
Deferred income tax on the above adjustments

Shareholders’ equity under U.S. GAAP

1V - Additional disclosures required by U.S. GAAP

a) Pension plan

Ref.

%)

(@

(©)
(n)
(®)
(e
@
®
)]
(h)
(0)
(1)

2005 2004
966,554 955,662
(145,719) (61,084)
5,667 -

(59,968)

- 11,042
4,712 -
3,828 -
(3,475) -
1,665 3,048
41,056 -
16,445 15,777
(24,827) (24,827)
(2,794)  (7,181)
803.144 892437

Information with respect to the Company’s defined benefit plan in the form required by
SFAS No. 132(R), “Employers’ Disclosure about Pensions and Other Postretirement
Benefits” (revised 2003), related to Pohbrasﬂ Participa¢des, which was consolidated by
the Company on August 31, 2005 due to the achISlthIl of remaining 50% ownership

interest, for the year ended December 31, \2005 is as follows:

Change in benefit obligation:
Benefit obligation at beginning of year -
Effect of Polibrasil consolidation
Interest cost
Benefits paid from plan assets
Actuarial gain
Benefit obligation at end of year
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2005
Change in plan assets:

Fair value of plan assets at beginning of year -
Effect of consolidation of Polibrasil 45,106
Actual return on plan assets ‘ 3,283
Employer contribution 9
Benefits paid from plan assets ! (781)
Fair value of plan assets at end of year : 47,617
Funded status 6.343
Unrecognized prior service cost (2,126)
Unrecognized net actuarial loss an
Effects of business combinations : 506
Net amount recognized under U.S. GAAP 4,712

The accumulated benefit obligation for the defined benefit pension plan was R$41,241 at
December 31, 2005.

The components of the Company’s net periodic benefit cost (income) were as follows:

2005
Service cost ! 4
Interest cost 1,374
Expected return on plan assets (1,788)
Amortization of prior service cost 1 (59
Effects of business combinations (127
Net periodic benefit cost under U.S. GAAP 596

The actuarial assumptions used in the accountmg for the Company’s benefit plans were
as follows:

Pension
liability - %
2005
Weighted-average assumptions used to de‘%ermine net periodic benefit
cost:
Discount rate ; 10.25
Expected return on plan assets 12.00
Average rate of compensation increase | 6.05
Weighted-average assumptions used to determme benefit obligations:
Discount rate 1 10.25
Average rate of compensation increase 6.05

The expected long-term rate of return for the plan assets was set up based on the pension
portfolio’s past average rate or earmngs discussion with portfolio managers and
comparisons with similar companies. T he\expected long-term rate of return is based on
an asset allocation assumption of 15% to equltles and 85% to fixed income securities.
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b)

Plan assets

The Company’s pension plan weighted-%average asset allocations at December 31, 2005
by asset category were as follows:

2005 - %
Equity securities | 20.00
Fixed income 72.00
Real estate ‘ 6.00
Loans 2.00
Total ‘ 100.00

The Company’s contributions to the ipension plan in 2006 are estimated to be
approximately R$27. |

Estimated future benefit payments

The following benefit payments, which reflect expected future service, as appropriate,
are expected to be paid:

Pension benefits

2006 2,522
2007 ‘ 2,636
2008 : 2,757
2009 ‘ 2,914
2010 : 3,033
2011 through 2015 : 18,043

Concentrations of credit risk

The Group’s sales policy is linked to the credit rules fixed by management, which seek
to minimize any problems arising from! defaults by its customers. This objective is
achieved by attributing credit limits to clients according to their ability to pay and by
means of diversification of accounts receivable (spreading the risk). At and for the year
ended December 31, 2005 and 2004 no!customer individually represented more than
10% of trade accounts receivable or revenue,

The Company requires letters of credit for sales to foreign markets, thereby reducing the
risk of default on such sales.

Commitments

The Company’s purchase commitments: amount to R$6,776,287 and relate to raw
materials. f
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d)

The purchase commitments have the following maturity:

Year Amount

2006 1,424,505
2007 1,495,838
2008 ‘ 1,455,939
2009 1,189,010
2010 1,210,995
Total ‘ 6,776,287

Intangible assets subject to amortization

Following is a summary of the Compény’s intangible assets subject to amortization
under U.S. GAAP (at December 31, 2004, the Company had no intangible assets):

December 31, 2005
“Spheripol” technology

Gross 1 47,869
Accumulated amortization ‘ (10.492)
Net ‘ 37,377

Aggregate amortization expense for the above intangible assets amounted to R$1,730 at
December 31, 2005.

The estimated aggregate amortization expense for the next five years is as follows:
|

Amount
2006 1 3,072
2007 \ 3,072
2008 1 3,072
2009 ‘ 3,072
2010 3,072

Supplementary information - valuation anb qualifying accounts for accounts receivable

2005
Balance beginning at August 31, 2005 21,057
Additions ‘ 1,696
Write-offs (16.248)
Balance at the end of the year ‘ 6.505
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f) Condensed financial information under U.S. GAAP

Based on the reconciling items and discussion above, the Company’s consolidated
balance sheet, statement of operations, and statement of changes in shareholders’ equity
under U.S. GAAP are as follows: ‘

(i) Condensed balance sheets under U.S. GAAP

Assets 2005 2004
Current assets:
Cash and cash equivalents 1 185,388 119,325
Short-term investment ‘ 40,521 -
Trade accounts receivable 119,440 -
Inventories t 208,727 -
Deferred taxes 16,583 579
Other debtors 75,069 28,820
Prepaid expenses 1 11.868 128
Total current assets : 657,596 148.852
Investments 591,237 783,190
Goodwill, net 424,290 -
Property, plant and equipment 469,773 787
Long-term assets:
Intangible, net 37,377 -
Deferred income tax ‘ 38,898 187
Recoverable VAT “ 45,530 -
Trade accounts receivable { 11,406 -
Other debtors ‘ 28,376 1,746
Total long-term assets : 161,587 1,933
Assets ‘ 2.304,483 934,762
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Liabilities and shareholders’ equity 2005 2004
Current liabilities:
Trade accounts payable ; 130,837 -
Payroll and related charges : 17,009 725
Taxes payable other than income | 5,135 1,628
Short-term debt \ 468,254 5,518
Interest payable on short-term debt , 30,755 972
Dividends proposed and payable - 17,090
Other accounts payable 77,708 2,475
Total current liabilities 729,698 28.408
Noncurrent liabilities: ‘
Loans and financings 678,318 6,220
Fair market value of derivative financial instruments 7,421 -
Provision for contingencies | 16,014 -
Interest payable on long-term debt, 9,577 -
Deferred income taxes ‘ 30,598 7,181
Other accounts payable 29.906 514
Total noncurrent liabilities 771.834 13,915
Minority interest (192) -
Shareholders’ equity:
Share capital 826,283 826,283
Profit reserves (23.139) 66,154
1 803.144 892.437
Liabilities and shareholders’ equity 2,304,484 934,762
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(i) Condensed statements of operationg under U.S. GAAP

2005 2004

Net sales | 594,765 -
Cost of sales ‘ (525,762) -
Gross profit | 69,003 -
Operating expenses: ;

Selling and marketing (50,243) -

General and administrative ; (30,105) (20,091)

Other operating income (expenses), net (7,099) (119)
Operating expenses ‘ (87,447) (20,210)
Nonoperating income (expenses):

Financial expenses, net | (59,989) (3,402

Other : 374 39
Income (loss) before income tax, equlty in affiliates and

minority interest (78,059) (23,573)
Income tax benefit (expense):

Current (13,160) (1,185

Deferred \ 35,331 (52)

Income before equity in earnings (lbsses) of affiliates and

minority interest (55.,888) (24.810)

Equity in earnings (losses) of afﬁhates (16,388) 138,108
Income before minority interest ‘ (72.276) 113,298
Minority interest ‘ (1,623) (699)
Net income (loss) for the year i (73,.899) 112,599
(Loss) earnings per share - common | (0.76) 0.51
(Loss) earnings per share - preferred - 0.51

(iii) Statement of comprehensive income |

Under Brazilian accounting practices] the concept of comprehensive income is not
recognized. Under U.S. GAAP, SFAS No. 130, “Reporting Comprehensive
Income”, requires the disclosure of comprehensive income. Comprehensive income
is comprised of net income and other comprehensive income that include charges or
credits directly to equity which are not the result of transactions with owners. Since
the Company has no transactions that result in other comprehensive income, net
income (loss) is equal to comprehensive income (loss) for all periods presented.
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(iv) Condensed statements of changes in shareholders’ equity under U.S. GAAP

2005 2004
At beginning of the year ‘ 892,437 779,021
Capital increase ‘ - 31,900
Net (loss) income (73,899) 112,599
Dividends and interest attributed to shareholders’ equity
declared (15,394) (31,083)
At end of the year f 803,144 892,437

g) Statements of cash flow

The consolidated statements of cash flows for the two years ended December 31, 2005
and 2004 are presented in accordance with the presentational format determined by U.S.
GAAP using amounts determined under BR GAAP, adjusted to remove the effect of
proportional consolidation. |

2005 2004
OPERATING ACTIVITIES \
Net income for the year 15,244 109,064
Adjustments to net income (loss) reconciliation:
Depreciation and amortization 27,093 104
Amortization of goodwill 16,718 668
Write-off of goodwill 1,840 -
Equity net losses on joint controlled and affiliated companies (64,184) (133,929)
Gain on sale of Norcom \ (264) -
Loss on sale of property, plant and equifgment (splitter) 13,900 -
Provision for losses on accounts receivable 5,246 -
Increase on interest payable 1 608 (127)
Monetary and exchange variation 4,531 267
Deferred income tax (39,963) 470)
Minority interest 644 (790)
Changes in assets and liabilities:
Trade accounts receivable 114,860 (780)
Inventories (21,122) -
Taxes recoverable (4,262) 28
Prepaid expenses (2,993) 51
Dividends receivable 78,345 39,530
Other receivables (10,311) (1,746)
Suppliers ‘ (2,988) -
Salaries, taxes, charges and contributions (1,379) 1,733
Provision for contingencies 1 (688) -
Advances from customers 28.444 -
Other payables 17.834 2,265
Net cash provided by operating activities 177,153 15,868
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2005 2004

INVESTING ACTIVITIES !
Proceeds from sale of property, plant and equipment 63,526 34
Capital expenditures (7,024) (288)
Proceeds from the sale of net assets of Norcom 46,854 -
Payment for purchase of 50% of Polibrasil, net of cash acquired (678,770) -
Acquisition of mmorlty interest (3,362) -
Capital increase in jointly-controlled sub51d1ar1es (113,724) (74,746)
Net cash used in investing activities ‘: (692,500) (75,000)
FINANCING ACTIVITIES
Proceeds from issuance of debt ‘ 957,571 -
Repayment of debt ‘ (327,375) (6,150)
Repayment of debt - related parties (25,007) -
Capital increase ‘ - 31,900
Dividends paid (23,779) (21,054)
Net cash provided by financing activities 581.410 4.696
Increase (decrease) in cash and cash equivalents 66,063 (54,436
REPRESENTED BY ‘
Cash and cash equivalents, at beginning bf the year 119,325 173,761
Cash and cash equivalents, at end of the year 185,388 119,325
Increase (decrease) in cash and cash equiiw\valents 66.063  (54.436)
SUPPLEMENTARY CASH FLOW INFORMATION
Income and social contribution taxes pald (11,426) @&
Interest paid ; (25,760) (1,099)
Acquisition of technology through loan | 22,222
Purchase of remaining interest in sub51d1ary

Cash and cash equivalents 14,956

Current assets (-) cash and cash equlvalents 530,505

Noncurrent assets 61,583

Permanent assets ! 678,069

Current liabilities (472,647)

Noncurrent liabilities } (281,072)

Negative goodwill ‘ (21,743)

Minority interest ‘ (2,414)

(-) Interest held before the remaining acqu1s1t10n (249,597)
Goodwill ‘ 428,780
Purchase price paid in cash 1 686,420
(-) Cash acquired (7.651)
Purchase price paid in cash, net of cash acqulred 678,770
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27. SUBSEQUENT EVENTS

Company

In light of the Company’s plans of impleménting a funding strategy based substantially on
long-term debt, as of January 26, 2006, the Company received US$160 million
corresponding to the first portion of the US$200 million long-term loan agreement made
with the IFC.

The funds have been used for the advanced payment of the short-term promissory notes
issued to fund the acquisition of the 50% remaining capital shares of Polibrasil.

The loan is formed by three portions as fouows: Portion A, amounting to US$50 million,
with a total term of 12 years, with a 3-year grace period; Portion B, amounting to US$140
million, with total term of 8 years and a 2- year grace period; and Portion C, amounting to
US$10 million, with a total term of 12 years (one single payment at the maturity).

Portions A and C are funded directly by th¢ IFC and portion is funded by a syndicate of
international “first rate” banks composed of lBanco Santander Central Hispano S.A., ABN
AMRO Bank N.V., Société Generale S.A. and Nederlandse F1nanc1er1ngs-Maatschappu
voor Ontw1kkelmgslanden N.V. (FMO), whlch share US$26.25 million each, and of Banco
Bilbao Viz