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BUSINESS INDICATORS

   2004 1st half 2003 1st half % change

Volumes sold (000’s tons)

 Pulp  342 290 18%

 Paper  477 455 5%

Selling prices (2003=100)

 Pulp  92 100 -8%

 Paper  89 100 -11%

(amount in € 000’s)

Sales  501,744 516,461 -3%

EBITDA  106,887 144,166 -26%

EBITDA margin  21% 28%

Operating profit  38,548 70,017 -45%

Net profit (*)  19,159 31,718 -40%

Cash-Flow from operations  87,791 106,594 -18%

Net Debt   998,558 985,399 1%

(*) Excluding minority interests
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MARKET AND SALES

The first half of 2004 witnessed a continuation of the economic recovery worldwide, which had begun during the second 

half of 2003. This trend was driven to a major extent by the growth of the US economy, the strength of which owed much to 

expansionist monetary and fiscal policies. Also contributing to this trend was strong growth in the Southeast Asian economies, 

particularly in China. 

During this period, the euro zone economies also showed some signs of positive growth, even if extremely modest, with some 

loss of competivity resulting from the appreciation of the euro, which rose approximately 11% against the dollar during the first 

half of 2003 and 6% during the second half of that year.

Some signs of recovery in demand for pulp in the half of the year served to improve selling prices in dollars, this however partly 

cancelled out by the strengthening of the euro against the dollar.  The market for long fiber retained its strength throughout the 

period, leading to a premium of more that US$ 100 per ton against eucalyptus pulp prices.

While pulp sales rose to 342,000 tons during the period under review (up to 18% on the same period in 2003), the average 

selling price saw a year-on-year decline of 8%.

Western European paper producers enjoyed an increase of some 110,000 tons (3%) in their sales of uncoated fine papers, while 

at the same time reducing their exposure to US$ sales by more than 50,000 tons (16%). This reduction in export volume, due 

mainly to the weaker dollar/euro rate reflected a 160,000 tons increase (5%) in the sales of European producers within their 

own continent. 

The growth in western European producers’ sales was based mainly on office papers (6%) and rolls (2%); the market in 

large-format papers for the printing industry continued to languish at the levels reached during the first half of 2003.

The decline in Europe exports, accompanied by an increase in imports, resulting from the strong appreciation of the euro against 

the dollar, made for a substantial qualitative deterioration in the product mix and in average selling prices, despite an actual 

strengthening of demand in quantitative terms.
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The first half of 2004 was the best ever half-year for the Portucel Soporcel Group in terms of total volumes sold (more than 

477,000 tons) and an increase of 22,000 tons (4.7%) from the same period in 2003. In line with this improvement in sales the 

Group was able to post the following results: 

 >>   continuation of the clear and progressive improvement in the product mix, reflected in 2% growth, to 82%, in the 

weighting of sheet products in paper volume sold. This growth was due mainly to a 12% increase in sales of office 

papers;

 >> sales volume of premium products grew by 5% from the same period in 2003;

 >> the Group’s strategic markets accounted for 95% of sales volume: 2% more than in the first half of 2003;

 >>  a 24% growth in sales of branded factory sheet products. In particular, the Navigator and Soporset brands saw sales 

growth of 66% and 47% respectively.

The prices of papers marketed by the Portucel Soporcel Group remained at levels clearly lower than last year’s, reflecting market 

conditions. The Group’s average selling price fell by approximately 11%, in line with the fall in the PIX (price index).
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INDUSTRIAL ACTIVITY AND INVESTMENT

The Portucel Soporcel Group’s pulp and paper mills produced 615,000 and 487,000 tons, respectively, during the first half of 2004, 

exceeding the output of the first half of 2003 by 44,000 and 28,000 tons, respectively.

It should be mentioned that, as a result of market conditions our production program called for a reduction of some 19,000 tons 

of pulp at our Cacia and Setúbal mills. However, this decline in capacity utilization was made good at both plants, particularly at 

Setúbal, in spite of the annual shutdown for maintenance during the period under review. The Cacia and Figueira da Foz mills will 

shut down for maintenance during the second half of the current year.   

Both the Figueira da Foz and Setúbal mills increased their output of paper, which in total increased by approximately 6% 

during the period under review; with relevance for the first plant where the production of finished paper products increased by 

approximately 21,000 tons.  

Most projects calling for capital expenditure and planned for the half-year were completed. Here it can be highlighted the 

start-up of construction of the new recovery boiler at Cacia, which is designed for maximum technical efficiency, based on 

environmentally principles. This boiler is expected to come into operation in 2006, when it will make a major difference to that 

plant’s performance. Another capital expenditure we can highlight, also at the Cacia mill, is the reformulation of the electric 

energy distribution network, with an important contribution to reducing energy costs.  

At the Setúbal mill, deserve special mention the completion of the project to improve the operating efficiency with the refit of 

Digester no. II  and the order now placed for the new electro filter for the recovery boiler, which is dedicated to the environmental 

area and is planned for installation in 2005.

Further progress was made with Environment Project no. III at the Figueira da Foz pulp mill, particularly on the construction of the 

new recovery boiler, which will come into operation in November of this year. These investments will bring important benefits, 

both at the operating performance and environmental levels.

It should also be mentioned the capital expenditures at the Figueira da Foz paper mill, namely the dryer refit and the updating 

of the control system of PM1.



The Portucel Soporcel Group has kept pace with a demanding program of improvements in the environmental compatibility of its 

industrial units. This is reflected in the three mills’ consistent compliance with the environmental standards required by prevailing 

legislation. Advances continue to be made in accordance with the environmental master plan drawn up for each of them, our 

goal being to see them ready to comply with the new European environmental legislation.

It should be mentioned the improvement in quality of our cellulose pulp and paper products, this being an achievement that has 

lent added strength to the leading position occupied by the Group’s products in the international market.
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HUMAN RESOURCES

The human resource management continued along the lines of traditional policies and practices, with emphasis on personal 

development and occupational training to meet the Group’s ongoing needs.

Accordingly, 436 courses were run, which involved a total of 3,498 participants and some 82,499 hours of training.

Special attention continues to be devoted to hygiene, safety and health on a continuing basis and we would take this opportunity 

to praise the dedication of the Hygiene and Safety Committees, whose work has resulted in notable improvements in these 

areas. 

The progress reflected in the human resource indicators has been excellent comparing with the same period last year, particularly 

in the reduction in hours worked overtime.

As of the end of the half-year, the Portucel Soporcel Group’s workforce numbered 2,173 employees, down 103 jobs (4.5%) from 

the same period last year.
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WOODLAND ACTIVITIES AND WOOD SUPPLY

During the current half-year, the Group purchased 9% more of wood than in the same period last year, to a total of 2,100 

thousand cubic meters. To compensate for the reduction in own wood used (-10%) the Group increased the weighting of wood 

purchased in the market by 18%, at the same time cutting back, as planned, on recourse to imported wood (-47%).

Supply flowed to our mills as planned, however, our use of market wood was proportionally greater than foreseen, since we 

had to make up for the reduction of supply from our own woodlands, as more of our resources were allocated to the recovery 

of areas affected by fires in 2003.

The collection of wood in the Group’s network of logistical parks was substantially greater compared with the same period last 

year and some 140,000 cubic meters were shipped by rail from those parks to the Setúbal and Figueira da Foz mills.  

The fertilization of stands and the recovery of the fire-afflicted areas by the fires in 2003 were the first priorities for the Group’s 

woodland operations during the first half of 2004.

It is also worth mentioning that forest fires took a lighter toll on our own woodlands during the 2004 first half, with an area of 

less than 520 hectares affected.

As other activities, our continuing work on the construction and consolidation of the new integrated forestry planning system 

deserves mention, along with the completion of tasks involved in inventorying the Group’s forest assets, and the renegotiation 

of leases on lands affected by the fires of 2003.
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ECONOMIC AND FINANCIAL RESULTS

Although sales volume grew in quantitative terms, the weak economic recovery in Europe and the trend in the euro/US$ 

exchange rate, with the resulting negative effects on pulp and paper prices, led to a decline in the Group’s overall business 

volume.

Due to this lower business volume, EBITDA stood at 107 million euros, down by 26% or 37 million euros, on the same period in 

2003; the EBITDA margin saw a corresponding shrinkage, by some 7%.

Financial loss stood at 10 million euros for the half-year, in comparison with the 22 million euros in the same period in 2003.

Net profit was 19 million euros, down by approximately 13 million euros from the end of the first half of 2003. Hence, cash flow 

from operations was 88 million euros, compared with 107 million for the same period last year. 

During the six months under review, prudence dictated that should be set aside a provision of 12.6 million euros against 

additional tax (IRC) assessments on Soporcel, our affiliated company, due its utilization of tax incentives. The Company has 

contested these assessments.

The mentioned amount was deducted from retained earnings, given the timing of the events to which the proceedings refer.

The Group’s net debt stood at approximately 999 million euros at the end of the year’s first half, up by 13 million euros 

year-on-year.

Accordingly, the net debt rate stood at 0.92% at the end of the period.
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CAPITAL MARKETS

Stock markets experienced some volatility during the first half of the year, ending the period on a positive trend in nearly all of 

the main world financial centers.  

In the Portuguese stock market, the PSI 20 closed 9.5% higher by the end of the half-year, earning the distinction of being the 

index with the strongest accumulated gains in the main European markets.

Pulp and paper share indices were in line with the general stock market trend and, reflecting some expectations of recovery in 

the sector, ended the half-year with accumulated gains slightly above the main international benchmarks.

Portucel’s share price ended the half-year with an accumulated gain of 5.7%.
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PROSPECTS FOR 2nd HALF

In light of the general scenario of economic recovery and particularly in Europe, the growth prospects for the pulp and paper 

markets can only be positive, albeit within prudent limits.  

With a recovery in demand, the signs of which can now be seen, it can be expected, with the necessary reserve, to see prices 

rise above their present level, with a corresponding improvement in the Group’s business.

Setúbal, 25th August, 2004 

The Board of Directors

Pedro Mendonça de Queiroz Pereira - Chairman

José Alfredo de Almeida Honório

Manuel Soares Ferreira Regalado

Manuel Maria Pimenta Gil Mata

Luis Alberto Caldeira Deslandes

Carlos Eduardo Coelho Alves
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APPENDIX

Shareholders  Number of shares % of share capital % of voting rights

Seinpart - Participações SGPS, SA 230,250,000 30.00% 30.00%*

Portucel SGPS, SA  197,432,769 25.72% 25.72%

Sonae Wood Products BV  191,877,678 25.00% 25.00%

Lunimo - Sociedade Imobiliária SA 30,700,000 4.00% 4.00%

 Lunimo - Sociedade Imobiliária SA 30,700,000 4.00% 4.00%

 Through Mr. António Carlos Vaz Pinto de Sousa  300 0.00% 0.00%

Capitais Privados, SGPS, SA  15,316,060 2.00% 2.00%

* In accordance with the Articles of Association of the Company, voting rights are restricted to 25%

NUMBER OF SHARES HELD BY THE DIRECTORS AS AT JUNE 30, 2004 

(under article 9 of CMVM Regulation No. 04/2004):

 

 NAME NUMBER OF SHARES

 Jorge Armindo de Carvalho Teixeira * 113,995

 Manuel Guilherme Oliveira da Costa * 1,000

* members of the Board of Directors until June 15, 2004

Neither the foregoing corporate officers nor the other corporate officers of the Company and of group or controlling undertakings 

hold other bonds or shares in the companies in question. During the first half of 2004 no transactions were carried.

LIST OF QUALIFIED SHAREHOLDINGS AS AT JUNE 30, 2004

(under article 9 of CMVM Regulation No. 04/2004):



CONSOLIDATED ACCOUNTS | JUNE 30, 2004



 JUNE 30, 2004 JUNE 30, 2003
     GROSS DEPRECIATION NET NET
ASSETS  NOTES ASSETS AND PROVISIONS ASSETS ASSETS
 FIXED ASSETS       
  Intangible assets       
   Formation expenses  39,998  (39,166) 832  2,203 
   Research and development expenses   45,086  (39,603) 5,483  7,295 
   Industrial property and other rights  2,209  (2,121) 88  74 
   Consolidation differences 10  431,152  (60,391) 370,761  385,319 
   Intangible assets in progress   8,960  - 8,960  9,659 
    27  527,405  (141,281) 386,124  404,550 
         
  Tangible fixed assets       
   Land and natural resources  99,470  (177) 99,293  133,553 
   Buildings and other construction   365,089  (180,166) 184,923  199,078 
   Machinery and equipment   2,174,544  (1,409,133) 765,411  799,288 
   Transportation equipment   33,866  (20,923) 12,943  13,726 
   Tools and utensils   3,847  (3,520) 327  386 
   Office equipment  34,796  (28,591) 6,205  5,527 
   Returnable containers   360  (205) 155  210 
   Other tangible fixed assets   11,202  (9,588) 1,614  2,687 
   Construction in progress   128,107  - 128,107  106,992 
   Advances to suppliers of tangible fixed assets  51,994  - 51,994  26,062 
    27  2,903,275  (1,652,303) 1,250,972  1 287 509 
         
  Financial investments       
   Investments in affiliated companies   684  - 684  559 
   Loans to affiliated companies   92  - 92  92 
   Investments in associated companies   11  - 11  11 
   Securities and other financial investments  26,929  - 26,929  26,904 
   Other granted loans  - - - 25 
    27  27,716  - 27,716  27,591 

CURRENT ASSETS      
  Inventories - medium and long-term      
   Work in process   217,512  - 217,512  278,903 
   Advances to suppliers of inventories  - - - 70 
    53  217,512  - 217,512  278,973 
         
  Inventories - short term       
   Raw materials and consumables  92,083  (25) 92,058  100,286 
   Work in process  34,014  - 34,014  24,360 
   Byproducts and waste   1,637  - 1,637  904 
   Finished and intermediate products   39,294  - 39,294  39,474 
   Merchandise  190  - 190  290 
   Advances to suppliers of inventories   294  - 294  443 
    53  167,512  (25) 167,487  165,757 
         
  Accounts receivable - short-term       
   Accounts receivable from customers - current account   222,035  (4) 222,031  206,741 
   Doubtful accounts receivable  46  3,724  (3,253) 471  502 
   Accounts receivable from Group companies and shareholders  320  - 320  -
   Advances to suppliers  1,216  (68) 1,148  2,291 
   State and other public entities  54  39,843  - 39,843  23,145 
   Other debtors  3,259  (33) 3,226  4,887 
     270,397  (3,358) 267,039  237,566 
  Marketable securities       
   Other treasury applications   3,000  - 3,000  10,000 
    57  3,000  - 3,000  10,000 
         
  Bank deposits and cash       
   Bank deposits   22,484  - 22,484  54,895 
   Cash   139  - 139  41 
    57  22,623  - 22,623  54,936 
         
 ACCRUED INCOME AND DEFERRED COSTS       
   Accrued income  56  6,499  - 6,499  5,203 
   Deferred costs 56  33,085  - 33,085  33,387 
     39,584  - 39,584  38,590 
   Total amortisation and depreciation   (1,793,584)   
   Total provisions    (3,383)   
   Total assets   4,179,024  (1,796,967) 2,382,057  2,505,472  

The accompanying notes are an integral part of these Financial Statements.
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CONSOLIDATED BALANCE SHEET AS OF JUNE 30, 2004  
(Amounts expressed in thousands of euros)  



   
     June 30, June 30,
EQUITY, MINORITY INTERESTS AND LIABILITIES NOTES 2004 2003
 EQUITY
  Share capital  767,500  767,500 
  Own shares - nominal value  (60) (60)
  Own shares - discounts and premiums  7  7 
  Adjustments in investments in affiliated and associated companies   (551) (550)
  Revaluation reserve  17,465  38,450 
  Legal reserve   34,725  27,288 
  Statutory reserve  44,144  37,775 
  Other reserves  (3,015) (3,015)
  Retained earnings   198,234  168,650 
  Net profit for the period  19,159  31,718 
  Total equity  51 1,077,608  1,067,763 
       
 MINORITY INTERESTS 52 - 76,443 
       
 OTHER PROVISIONS    
  Other provisions 46 16,787  4,925 
     16,787  4,925 
 MEDIUM AND LONG-TERM LIABILITIES     
  Bank loans  50 868,918  890,731 
  Accounts payable to suppliers of fixed assets  58 57  3,940 
  Other creditors   - 20 
     868,975  894,691 
 SHORT-TERM LIABILITIES    
  Bank loans  50 107,120  82,789 
  Advances from customers   178  1,305 
  Accounts payable to suppliers   65,538  80,247 
  Suppliers - invoices pending verification   34,845  29,634 
  Accounts payable to Group and associated companies 55 43,876  68,032 
  Accounts payable to other shareholders  1  1 
  Other loans  - 10 
  Accounts payable to suppliers of fixed assets  58 11,885  23,839 
  State and other public entities  54 5,525  19,562 
  Other creditors   6,183  3,886 
     275,151  309,305 
 ACCRUED COSTS AND DEFERRED INCOME    
  Accrued costs  56 134,642  132,350 
  Deferred income  56 8,894  19,995 
     143,536  152,345 
  Total liabilities  1,304,449  1,361,266 
  Total equity, minority interests and liabilities   2,382,057  2,505,472 

The accompanying notes are an integral part of these Financial Statements.
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 June 30,
 NOTES 2004 2003
Operating revenue:     
 Sales and services rendered 36 501,744  516,461 
 Decrease between years of the ending balance of inventories  (13,522) (9,806)
 Supplementary income  861  1,379 
 Operating subsidies  86  145 
 Other income  1,138  2,909 
     490,307  511,088 
        
Operating expenses:     
 Cost of inventories sold and consumed  (196,608) (189,101)
 External supplies and services  (131,173) (122,446)
 Payroll expenses  (52,108) (47,619)
 Depreciation and amortisation 27 (68,545) (74,407)
 Provisions  (87) (469)
 Taxes and other operating costs  (3,238) (7,029)
     (451,759) (441,071)
        
 Profit from operations  38,548   70,017 
        
Financial expenses, net 44 (10,191) (22,488)
 
 Profit before extraordinary expenses  28,357  47,529 
        
Extraordinary expenses, net 45 (293) (728)

 Profit before provision for income tax and minority interests  28,064  46,801 
        
Provision for income tax 38 (8,905) (15,722)

 Profit before minority interests  19 159  31,079 
        
Minority interests  - 639 

 Net profit for the period  19,159 31,718    
        

The accompanying notes are an integral part of these Financial Statements.
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CONSOLIDATED STATEMENT OF INCOME BY NATURE FOR THE SIX MONTH  PERIOD ENDED JUNE 30, 2004 
(Amounts expressed in thousands of euros)  



 June 30
  NOTES 2004 2003
OPERATING ACTIVITIES   
 Received from customers   480,472   513,904 
 Payments to suppliers  (374,327) (308,765)
 Payments to employees   (53,078) (49,340)
  
   Operational cash-flow   53,067  155,799 
       
 Payments/receipts relating to income taxes    142  (11,792)
 Other (payments)/receipts relating to operating activities   2,394  (6,430)
   
   Cash-flows before extraordinary items   55,603  137,577 
       
 Receipts relating to extraordinary items  478  926 
 Payments relating to extraordinary items  (1,309) (917)
    
   Cash-flows from operating activities (1)  54,772  137,586 
       
INVESTMENT ACTIVITIES     
 Receipts relating to:    
  Tangible fixed assets   223  481 
  Subsidies to investment  112  -
  Dividends  867  615 
  Interest and similar income   9,169  7,773 
     10,371  8,869 
 Payments relating to:    
  Financial investments     
  Tangible fixed assets  (76,749) (65,652)
     (76,749) (65,652)
   Cash-flows used in investing activities (2)  (66,378) (56,783)
       
FINANCING ACTIVITIES     
 Receipts relating to:    
  Borrowings  77,280  15,000 
       
 Payments relating to:    
  Borrowings  (345,826) (263,458)
  Leasing contracts   (52) (215)
  Interest and similar expenses   (16,444) (24,961)
  Dividends 51 (24,176) (24,175)
     (386,498) (312,809)
   Cash-flows used in financing activities (3)  (309,218) (297,809)
       
CHANGES IN CASH AND CASH EQUIVALENTS (1)+(2)+(3)  (320,824) (217,006)

CASH AND EQUIVALENTS AT THE BEGINNING OF THE YEAR  346,447  281,942 

CASH AND EQUIVALENTS AT THE END OF THE PERIOD 57 25,623  64,936 
       
 
    

    
The accompanying notes are an integral part of these Financial Statements.
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CONSOLIDATED STATEMENT OF CASH-FLOWS FOR THE SIX MONTH PERIOD ENDED JUNE 30, 2004 
(Amounts expressed in thousands of euros) 
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INTRODUCTION

Portucel - Empresa Produtora de Pasta e Papel, SA (hereafter referred to as the Company or Portucel SA), is a public company formed on May 31, 1993, 

in accordance with Decree-Law no. 39/93, February 13, following the restructuring of Portucel - Empresa de Celulose e Papel de Portugal, SA and which 

also led to the formation of Portucel - Empresa de Celulose e Papel de Portugal, SGPS, SA (hereafter referred to as Portucel SGPS). The main business of 

the Company and of its subsidiaries (hereafter referred to as Portucel Soporcel Group or the Group, listed in Notes 1 and 2) is the production and sale of 

cellulose pulp, paper and related products, the purchase of wood and forest and agricultural products, the cutting of timber and its transportation to pulp 

mills, and the sale of electric and thermal energy. Additionally, Portucel SA owns 100% of the share capital of Soporcel - Sociedade Portuguesa de Papel, SA 

(hereafter referred to as Soporcel), which operates in the same business sector.

Portucel SA is an open society and, until May, the government was the major shareholder through Portucel SGPS. As a consequence of the second phase 

of privatization, the Portuguese government sold 30% of the Company’s share capital (see Note 61). 

The financial statements for the six month period ending on June 30, 2004, are prepared in accordance with the Portuguese Official Plan of Accounts (POC) 

in all material respects, with the exception mentioned in Note 23 h).

 

The following notes are numbered sequentially as prescribed by the Portuguese Official Plan of Accounts (“POC”) for the presentation of consolidated 

financial statements. Those numerical references that are omitted from the notes are either not applicable to the Portucel Soporcel Group, or are not 

material for an understanding of the attached consolidated statements.

EXPLANATORY NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTH PERIOD ENDED JUNE 30, 2004
(Amounts expressed in thousands of euros)
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NOTE 1 - CONSOLIDATED COMPANIES

The companies included in the consolidation as of June 30, 2004 and 2003 were as follows:

 Percentage of Consolidation

 capital held June 30,

Company Head Office Directly Indirectly 2004 2003

Production of cellulose pulp and paper      

 Portucel - Empresa Produtora de Pasta e Papel, SA Setúbal Parent Company  √ √

 Soporcel - Sociedade Portuguesa de Papel, SA Figueira da Foz 100% - √ √

       

Trade of cellulose pulp and paper      

 Tecnipapel - Sociedade de Transformação e Distribuição de Papel, Lda Setúbal 100% - √ √

 Portucel (UK), Ltd United Kingdom 100% - √ √

 Portucel Pasta y Papel, SA Spain 100% - √ √

 Soporcel España, SA Spain - 100% √ √

 Soporcel International, BV Holland - 100% √ √

 Soporcel France, EURL France - 100% √ √

 Soporcel United Kingdom, Ltd United Kingdom - 100% √ √

 Soporcel Italia, SRL Italy - 100% √ √

 Soporcel 2000 - Serviços Comerciais de Papel, Soc. Unipessoal, Lda Figueira da Foz - 100% √ √

 Soporcel North America Inc. USA - 100% √ √

 Soporcel Deutschland, GmbH Germany - 100% √ √

 Soporcel Handels, GmbH Austria - 100% √ √

       

Woodlands and agriculture      

 Portucel Florestal - Empresa de Desenvolvimento Agro-Florestal, SA Lisbon 81.6% 18.4% √ √

 Celpinus - Empresa de Desenvolvimento Agro-Florestal, SA Lisbon - - - √

 Lazer e Floresta - Empresa de Desenvolvimento Agro-Florestal       

 Imobiliário e Turístico, SA Lisbon - - - √

 Aliança Florestal - Sociedade para o Desenvolvimento Agro-Florestal, SA Lisbon 50% 50% √ √

 Arboser - Serviços Agro-Industriais, SA Setúbal 50% 50% √ √

 PortucelSoporcel Abastecimento - Empresa de Abastecimento, Logística      

 e Comercialização de Madeiras, SA * Setúbal - 100% √ √

 Sociedade de Vinhos da Herdade de Espirra - Produção e      

 Comercialização de Vinhos, SA Lisbon - 100% √ √

 Viveiros Aliança - Empresa Produtora de Plantas, SA Lisbon - 100% √ √

 Aflomec - Empresa Florestal Mecanizada, SA Lisbon - 100% √ √

 Cofotrans - Empresa de Exploração Florestal, SA Figueira da Foz - 100% √ -

       

Energy production      

 SPCG - Sociedade Portuguesa de Co-Geração Eléctrica, SA Setúbal 100% - √ √

 Enerpulp - Cogeração Energética de Pasta, SA Lisbon 100% - √ √

       

Others      

 Setipel - Serviços Técnicos para a Indústria Papeleira, SA Lisbon 100% - √ √

 Empremédia - Corretores de Seguros, Lda Lisbon - 100% √ √

 Socortel - Sociedade de Corte de Papel, SA Figueira da Foz 50% 50% √ √

 PortucelSoporcel Papel - Sales e Marketing, ACE Figueira da Foz 50% 50% √ √

 MICEP - Manutenção Industrial de Celulose e Papel, ACE Setúbal - 50% √ √

 Cutpaper - Transformação, Corte e Embalagem de Papel, ACE Figueira da Foz - 50% √ √

 

 * former Emporsil - Empresa Portuguesa de Silvicultura, Lda

The above-mentioned companies were fully consolidated in accordance with paragraph a) of no.1 of article 1 of Decree-Law no. 238/91, July 2, except for 

MICEP - Manutenção Industrial de Celulose e Papel, ACE (MICEP) and Cutpaper - Transformação, Corte e Embalagem de Papel, ACE (Cutpaper), both of which 

were consolidated through proportional consolidation method. 

Cofotrans - Empresa de Exploração de Florestal, SA was included in the consolidation as consequence of its incorporation in 2003.

In 2003, Celpinus and Lazer e Floresta were not consolidated because of the sale of their share capital that was held by Portucel SA. The liquidation of 

Portucel (UK), Ltd and Portucel Pasta y Papel, SA is in progress.
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NOTE 2 – COMPANIES EXCLUDED FROM CONSOLIDATION

Those companies that were not fully consolidated or consolidated through the proportional method along with, their Head office and the proportion of 

equity held as of June 30, 2004, were as follows:

 Percentage of capital held

Company Head Office Direct Indirect Total

Portucel International Trading, SA Luxemburg 80% - 80%

Sacocel - Sociedade Produtora de Embalagens e Sacos de Papel, Lda Lisbon 100% - 100%

Portucel Brasil Brazil 99% - 99%

The companies above were not fully consolidated because they are not considered materially relevant for the presentation of a true and fair view of the 

financial situation of the Group and the results of its operations (No. 1 of Article 4 of Decree-Law No. 238/91, July 2). These participations are recorded 

under the investment in affiliated companies heading, and are valued by the equity method. 

The liquidation of Portucel International Trading, SA is in progress.

NOTE 7 - AVERAGE NUMBER OF EMPLOYEES

During the six month period ending June 30, 2004 and 2003, the average number of employees was as follows:

 June 30,

Company 2004 2003

Portucel - Empresa Produtora de Pasta e Papel, SA  1,114   1,158 

Soporcel and its subsidiaries   899    902 

Aliança Florestal - Sociedade para o Desenvolvimento Agro-Florestal, SA  83    88 

Arboser - Serviços Agro-Industriais, SA 42    58 

Portucel Florestal - Empresa de Desenvolvimento Agro-Florestal, SA 14   19 

SPCG - Sociedade Portuguesa de Co-Geração Eléctrica, SA 14   16 

Cofotrans - Empresa de Exploração Florestal, SA 9 -

Viveiros Aliança - Empresa Produtora de Plantas, SA 7   7 

Portucel Pasta y Papel, SA 5   5 

Aflomec - Empresa Florestal Mecanizada, SA 4   13 

Socortel - Sociedade de Corte de Papel, SA 3   3 

Sociedade de Vinhos da Herdade de Espirra, SA 2   2 

Portucel (UK), Ltd -   3 

Lazer e Floresta - Empresa de Desenvolvimento Agro-Florestal, SA -   2 

 2,196   2,276

NOTE 10 - CONSOLIDATION DIFFERENCES

Following the acquisition of 100% of the share capital of Soporcel - Sociedade Portuguesa de Papel, SA, for €1,154,842 thousand, the consolidation 

differences correspond to the difference between the acquisition cost of the share capital of Soporcel and its equity as of January 1, 2001 (the date of the 

first consolidation), following an adjustment for the fair value of some of the Soporcel assets. The consolidation differences are being depreciated over a 

period of 25 years, which was determined to be a fair estimate considering the remaining useful life of the Company’s main equipment. On June 30, 2004, 

the consolidation differences correspond to the amount of €368,194 thousand (June 30, 2003: €385,319 thousand), net of the accumulated depreciation 

in the amount of €59,939 thousand.

In the second half of 2003, under the reorganization of the forest business by the Group, an exchange of investments with Portucel SGPS took place, 

resulting in the sale of the share capital of Celpinus and Lazer e Floresta and the acquisition of the share capital of Portucel Florestal that was not already 

owned by the Group (40%), totalling €69,384 thousand. In the acquisition of the share capital of Portucel Florestal, the consolidation differences were 

€3,020 thousand. The amounts of the operation were based on evaluations performed by an independent entity. The consolidation differences are being 

depreciated over a period of ten years which was determined to be the estimated period for recovering the investment. On June 30, 2004, the consolidation 

difference is €2,567 thousand, after deducting accumulated depreciation of €453 thousand. 
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NOTE 15 - CONSISTENCY IN THE APPLICATION OF VALUATION CRITERIA 

The main valuation criteria followed by Group companies included in the consolidation, as described in Note 23, are consistent.

NOTE 21 - FINANCIAL COMMITMENTS

a) Retirement and survivors’ pension supplements

 Presently, several retirement and survivors’ pension supplements co-exist among the consolidated companies.

 (i)  In accordance with the prevailing Regulation of Social Benefits, those employees on the Portucel SA and subsidiaries permanent staff (excluding 

Soporcel and subsidiaries) with more than five years seniority are entitled upon retirement or disability to a monthly retirement or disability 

pension supplement (“the Portucel Plan”). This supplement is determined according to a formula that takes into account the employee’s gross 

monthly remuneration, updated for the employee’s occupational category on retirement date, and the number of years of service, up to 30. 

Survivors’ pensions are also guaranteed to the employee’s spouse and progeny.

  To cover this liability, the independent Portucel Pension Fund was formed, under the management of an external entity.

 (ii)  Soporcel and its subsidiaries’ employees are entitled upon retirement or disability to a monthly supplementary retirement or disability pension. A 

survivor’s pension is also guaranteed (“the Soporcel Plan”). 

  To cover this liability, an externally managed pension fund was set up, and the fund’s assets are apportioned between each of the companies.

 The actuarial studies carried out by independent entities, as of June 30, 2004 and 2003, for the purpose of determining the accumulated liabilities on those 

dates, were based on the following assumptions:

 June 30, 2004 June 30, 2003

 Portucel Soporcel Portucel Soporcel

Mortality table TV 73/77 TV 73/77 TV 73/77 TV 73/77

Disability table EKV-80 EKV-80 EKV-80 EKV-80

Discount rates 6% 4% 6% 4%

Growth rate of salaries 3% 4% 3% 4%

Growth rate of pensions 2% 2% 2% 2%
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On June 30, 2004, the companies’ coverage of their liabilities by the fund assets was as follows:

 June 30, 2004 December 31, 2003 June 30, 2003

 Portucel Soporcel Portucel Soporcel Portucel Soporcel

 Plan Plan Plan

Liabilities for past service: 

 Active employees and pre-retirement  31,922 39,988 30,798 39,917 31,439 36,361

 Retired employees  5,875 17,776 5,719 14,518 5,620 13,200

  (A) 37,797 57,764 36,517 54,435 37,059 49,561

Total value of the fund attributable to the

consolidated companies (B) 33,400 44,554 32,593 43,424 32,679 40,922

(Shortfall)/surplus of coverage  (4,397) (13,210) (3,924) (11,011) (4,380) (8,639)

Cumulative unrecognised actuarial gains and losses

(“corridor”)   (729) 8,220 (142) 7,345 2,076 4,373

(Shortfall)/surplus of coverage (Note 56)  (5,126) (4,990) (4,066) (3,666) (2,304) (4,266)

Coverage rate (B)/(A) 88% 77% 89% 80% 88% 83%

As mentioned in Note 23 h), the consolidated companies adopt the criteria set forth in Accounting Directive no. 19 as its accounting policy for the recognition 

of its liabilities with respect to these supplements.

Additionally, the Group adopts the “corridor” concept as prescribed by the International Accounting Standard no. 19, under which the actuarial gains and 

losses should only be recognised as income or expenses if the net cumulative unrecognised actuarial gains and losses in the beginning of the period 

exceeded the greater of: (i) 10% of the fair value of the plan assets at that date; and (ii) 10% of the present value of the defined benefit obligation at 

that date. When the net cumulative unrecognised actuarial gains and losses exceed the above limits, the excess at the beginning of the period should be 

registered as income or expense over the expected average remaining working lives of the employees participating in the plan.

Accordingly, in the first half of the year, the following amounts were recorded (i) €319 thousand as a debit under the deferred costs heading, (ii) €2,703 

thousand as a credit under the accrued costs heading, with reference to the variation in the excess coverage provided by the pension fund in light of past 

services liabilities, (iii) €784 thousand as a credit under the bank deposits heading for the contribution made in the first half of the year to the fund and 

(iv) €3,168 thousand as a debit under the payroll expenses heading.

The amount recorded as a debit under the payroll expenses heading is made up as follows:

 DR/(CR)

 Portucel Plan Soporcel Plan Total

Cost of current services 1,003 1,422 2,425

Financial expenses 1,148 1,586 2,734

Return on plan assets (970) (1,055) (2,025)

Actuarial gains and losses recognition (54) 44 (10)

Transfers and adjustments (2) 46 44

 1,125 2,043 3,168

b) Purchasing commitments

  As of June 30, 2004, Portucel SA had assumed commitments to suppliers in the amount of €58,548 thousand (June 30, 2003: €25,600 thousand) for 

the purchase of plant, property, and equipment.
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c) Financial Instruments

  During 2003 and with the objective of managing the interest rate risk associated with the medium and long-term liabilities (see Note 50), the Group 

contracted with two financial institutions (i) one swap/cap, with a nominal value of €150,000 thousand and a maturity date of August 1, 2007 and (ii) 

a swap, with a nominal value of €50,000 and a maturity date of December 27, 2004. 

  With the purpose of managing the foreign exchange risk of customer receivables, the Group contracted (i) forwards with a nominal value of €17,329 

thousand corresponding to GBP 11,582 thousand and (ii) forwards with a nominal value of €15,178 thousand corresponding to USD 18,220 thousand.  

The currency forwards have maturity dates in the second half of 2004. 

  As of June 30, 2004, had the Company adopted the principle of recording financial instruments at fair value, the shareholders’ equity would have been 

reduced by €700 thousand.

NOTE 22 - GUARANTEES

As of June 30, 2004, the Group had assumed liabilities under guarantees extended in the amount of €20,040 thousand (June 30, 2003: €5,219 thousand). 

These guarantees were mainly rendered in favour of entities related to (i) investment subsidies, (ii) loan obtained by Soporgen, a company in which the 

Group holds 8%, in the scope of which, Soporcel rendered a guarantee in the amount of €2,000 thousand and (iii) following the process referred to in Note 

38, a guarantee was rendered in favour of the tax authorities (Direcção Geral de Contribuições e Impostos) in the amount of €15,677 thousand.

NOTE 23 - BASIS OF PRESENTATION AND MAIN ACCOUNTING PRINCIPLES AND VALUATION CRITERIA

Basis of presentation

The attached consolidated financial statements were prepared on the going concern basis, from the accounting books and records of the companies 

identified in Note 1, which were maintained in accordance with generally accepted accounting principles. The following consolidation procedures were 

carried out.

Consolidation procedures

The consolidation of those companies referred to in Note 1, was made through the global integration method, with the exception of MICEP and Cutpaper 

made through the proportional consolidation method. Significant inter-company transactions and balances were eliminated in the consolidation process. 

Third parties’ interests in the subsidiaries, if exist, are shown in the balance sheet under the Minority interests heading.

Financial investments representing equity holdings of less than 20% in invested companies were valued at the lower of cost and estimated value on 

realisation. Dividends distributed are recognized as income in the period the decision to distribute dividends is taken.

Main valuation criteria

The main valuation criteria employed in the preparation of the consolidated financial statements were as follows:

a) Intangibles assets

  Intangibles consist primarily of expenses associated with studies, research projects and other projects considered important for the development of 

future activities. These expenses, excluding those in progress and consolidated differences (see Note 10), are amortized under the straight-line method 

over periods ranging between three and five years.

  Furthermore, included in the Industrial property and other rights heading are expenses related to the co-participation in a railway located next to the 

Soporcel plant in Figueira da Foz, and which will be used in more favourable conditions in a 10-year period. Therefore, these expenses are amortized 

under the straight-line method over that period.
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b) Tangible fixed assets

  Tangible fixed assets are recorded at cost, and revalued in accordance with Portuguese law. The acquisition cost of the property, plant and equipment 

transferred on May 31, 1993 (date of the Company’s formation and that of Portucel Florestal - see Introduction) was determined on the basis of a 

valuation carried out by a specialist firm.

  As mentioned in Note 10, as part of the acquisition process of Soporcel, selected fixed assets were revaluated at fair value as of January 1, 2001, on the 

basis of a valuation carried out by a specialist firm.

  Assets are amortized under the straight-line method from their date of entry into service or the beginning of the assets use, at rates permitted by 

prevailing tax legislation and that would allow the assets to be fully written-off by the end of their estimated useful lives. 

 Depreciation rates employed correspond to the following average estimated useful lives:

 Average years

 of useful life

Natural resources 14

Buildings and other construction 12 - 30

Machinery and equipment   6 - 25

Transportation equipment 5 - 9

Tools and utensils 2 - 8

Office equipment 4 - 8

Returnable containers 6

Other   4 - 10

  Repair and maintenance expenses are recorded in the income statement during the period in which they are incurred. The costs associated with routine 

repairs at the plants, which are carried out at pre-determined intervals of some eighteen months, are recorded in the income statement in monthly 

instalments throughout that period.

  Repairs that enhance the economic usefulness of fixed assets are themselves recorded as fixed assets and are depreciated over the remaining useful 

life of the repaired assets.

c) Financial lease contracts

  Assets acquired under financial lease are recorded among assets in accordance with Accounting Directive no. 25, issued by the Accounting Standards 

Committee (Comissão de Normalização Contabilística). Accordingly, the value of the asset is recorded under the tangible fixed assets heading and is 

depreciated according to its expected useful life, and the liability to third parties for the principal sum of the outstanding lease instalments is shown 

under liabilities.

d) Inventories

 Woodlands

  Woodlands are classified under the work in progress heading, which are mainly long-term, and exclude land that is classified under tangible fixed assets. 

Woodlands transferred on May 31, 1993, (date of formation of Portucel Florestal - see Introduction) are recorded at cost and revaluated in accordance 

with a valuation carried out by a valuation specialist, less the amount representing wood logged. The cost of woodlands purchased, or planted after 

that date, and the woodland development, conservation and maintenance expenses incurred are included in their respective values. The cost of wood 

is transferred to production cost when the wood is logged. Logs are valued at the specific cost of each woodland property attributed to each logging, 

which includes all costs incurred in each woodland property from the time it was logged before.
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 Other raw materials, consumables, and merchandise

  Other raw materials, consumables and merchandise are valued at their average purchase cost, which includes the invoice price and all expenses up to 

their entry into warehouse, which is less than their respective market value. Inventory withdrawn or consumed is valued at average cost.

 Finished and intermediate products and work in process

  Finished and intermediate products and work in process, other than woodlands, are valued at the accumulated average monthly cost of production, 

which includes the cost of incorporated raw materials, direct labour, and general factory expenses. Inventory withdrawn or consumed is valued at 

average cost.

e) Provision for inventory depreciation and provision for doubtful accounts receivable

  When the estimated realisable value is lower than the purchase cost of raw material and merchandise and the production cost of finished and 

intermediate products, a provision is made for the difference.

 The provision for doubtful receivables is calculated on the basis of anticipated collection risks at the end of each period.

f) Marketable securities

  Marketable securities are recorded at the lower of cost or expected value on realization. Interest is recognized as income during the period in which it 

is earned and dividends distributed are recognised as income in the period the decision to distribute dividends is taken.

g) Accruals

  Group companies record their revenues and expenses in accordance with the accrual concept, whereby revenues and expenses are recognized when 

they are generated, regardless of the time at which they are received or paid. Differences between amounts received and paid, and the corresponding 

receipts and expenses generated are recorded under the accruals and deferrals headings.

h) Retirement and survivors’ pension supplements

  All Group companies have adopted as their accounting policy for the recognition of their liabilities for those supplements the criteria set forth in 

Accounting Directive no. 19, issued by the Accounting Standards Committee (Comissão de Normalização Contabilística). Additionally, the Group adopts 

the “corridor” concept as prescribed by the International Accounting Standard no. 19 (see Note 21). If the Company has applied the methodology of 

recognizing immediately in the statement of income the actuarial gain or loss in the period that was generated, the net profit after tax of the period 

would be reduced by €209 thousand and the retained earnings by €5,222 thousand.

i) Pre-retirement charges

  The Company and Portucel Florestal have assumed liability for the payment of pre-retirement pensions under the terms of the agreements entered into 

with various employees, up to the time of their eligibility for Social Security. These monthly payments correspond to a portion of the employee’s salary 

on his pre-retirement date. The present value of liabilities for future pre-retirement payments is determined on an actuarial basis and is recorded as a 

cost of the period in which the pre-retirement agreement was signed. At the end of each period, the actuarial calculation of liabilities is up-dated and 

the balance under the accrued expenses heading is adjusted through the statement of income for the period.
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j) Indemnities for mutually agreed termination of employment contracts

  Charges associated with mutually agreed termination of employment contracts are recorded as extraordinary expenses for the period in which the 

respective agreements are entered into.

k) Subsidies granted to finance the purchase of tangible fixed assets

  Subsidies received to finance tangible fixed assets are recorded in the balance sheet under the deferred income heading, for subsequent recognition 

in the statement of income of each period, in proportion to the depreciation of the subsidised assets. That portion of the subsidy that is recognized as 

income, together with the respective depreciation, is included in extraordinary income for the period.

l) Operating subsidies

  A tax incentive was granted to the subsidiary Soporcel, which results in a reduction of the income tax charge for the years from 1998 to 2007 regarding 

of certain amounts determined and allocated to each year in accordance with the financial efforts associated with eligible investments in tangible 

assets (see Note 38).

  The subsidies granted as tax incentives for a pre-determined period are recorded in the statement of income in the period in which the tax charge is 

reduced.

m) Subsidies granted to woodland exploration

  Subsidies received to finance the reforestation and to improve the woodland in production are recorded in the balance sheet under the deferred income 

heading, for subsequent recognition in the statement of income during a period of ten and five years, respectively.

 n) Foreign currency operations

  Foreign currency transactions are translated to euros at the exchange rates prevailing on the transaction date. Exchange differences realised during the 

period, as well as potential differences identified on the balance sheet date, based on rates prevailing at that date, are recorded as profit or loss in the 

consolidated statement of income for the period. 

o) Income tax

  The income tax charge is determined in accordance with the Portuguese Corporate Tax Code (Código do Imposto sobre o Rendimento das Pessoas 

Colectivas (IRC)). The Company records deferred taxes in accordance with the Accounting Directive no. 28 (see Note 38).

p) Financial Instruments

  Financial instruments are used by the Group to manage the interest rate and currency risks inherent to its activities, (see Note 21 c)). Profits and losses 

realised on these financial instruments are recorded in the income statement as they occur, in accordance with the applicable criteria to the covered 

items, following the accrual concept.

q) Liabilities and environmental expenses 

  Liabilities and expenses related to environment are recognized in accordance with the criteria set forth in Accounting Directive no. 29, issued by the 

Accounting Standards Committee (Comissão de Normalização Contabilística) (See Note 59).
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NOTE 27 - CHANGES IN FIXED ASSETS

The changes in the intangible and tangible fixed assets and financial investments, as well as respective depreciation and amortization in the period ending 

on June 30, 2004, were as follows:

 Assets

  Opening   Transfers and Closing

  balance Additions Disposals adjustments balance

Intangible assets:

 Formation expenses  39,989  9  - -  39,998 

 Research and development expenses  45,056  51  - (21) 45,086 

 Industrial property and other rights  2,110  - - 99  2,209 

 Consolidation differences  431,152  - - -  431,152 

 Intangibles assets in progress  10,150  2,800  - (3,990)  8,960 

  528,457  2,860  - (3,912)  527,405 

       

Tangible fixed assets:      

 Land and natural resources  99,468  - - 2  99,470 

 Buildings and other construction  364,772  183  - 134  365,089 

 Machinery and equipment 2,163,055  1,142  (9,280) 19,627 2,174,544 

 Transportation equipment  33,535  1,125  (685) (109)  33,866 

 Tools and utensils  3,816  5  - 26  3,847 

 Office equipment  33,718  550  - 528  34,796 

 Returnable containers   359  - - 1    360 

 Other tangible fixed assets  11,148  52  - 2  11,202 

 Construction in progress  124,464  20,160  - (16,517)  128,107 

 Advances to suppliers of tangible fixed assets  41,948  10,273  - (227)  51,994 

  2,876,283  33,490  (9,965) 3,467 2,903,275 

       

Financial investments:      

 Investments in affiliated companies   637  - - 47   684 

 Loans to affiliated companies   92  - - -   92 

 Investments in associated companies   11 - - -   11 

 Securities and other financial investments  26,904 - -   25  26,929 

 Other granted loans   25 - - (25) -

  27,669 - -   47  27,716

  3,432,409  36,350  (9,965) (398) 3,458,396

 Accumulated depreciation and amortization

  Opening   Closing

  balance Additions Adjustments balance

Intangible assets:

 Formation expenses  38,809   357 -  39,166 

 Research and development expenses  37,477  2,129 (3)  39,603 

 Industrial property and other rights  2,098   20   3  2,121 

 Consolidation differences  51,678  8,713 -  60,391 

  130,062  11,219 -  141,281 

      

Tangible fixed assets:     

 Land and natural resources   160   17 -   177 

 Buildings and other construction  171,501  8,883 (218)  180,166 

 Machinery and equipment 1,370,946  46,845 (8,658) 1,409,133 

 Transportation equipment  20,372  1,509 (958)  20,923 

 Tools and utensils  3,429   91 -  3,520 

 Office equipment  27,474  1,218 (101)  28,591 

 Returnable containers   184   21 -   205 

 Other tangible fixed assets  9,296   292 -  9,588 

  1,603,362  58,876 (9,935) 1,652,303

  1,733,424  70,095 (9,935) 1,793,584 
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Depreciation and amortization for the period totalled €70,095 thousand. Of this amount €1,550 thousand were reclassified, of which €1,481 thousand were 

reclassified under the extraordinary expenses heading, in accordance with the criterion mentioned in Note 23 k) (see Note 45).

a)  As of June 30, 2004 and 2003, the breakdown of equity holdings in the Group and associated companies and the main financial information concerning 

these companies were as follows:

 Book value

 June 30,

 2004 2003

   Total  Net % Financial  Financial

Company  Head office assets Equity profit held  investment Provision  investment

Affiliated companies:

 Portucel International Trading, SA (a) (d) Luxemburg 1,405 455 (13) 80% 364  - 364 

 Sacocel - Sociedade Produtora de          

  Embalagens e Sacos de Papel, Lda (c) Lisbon 1,271 266 (67) 100% 266  - 195 

 Portucel Brasil (b) Brazil 810  (74) 231  99% - (74) -

 Other       54  - -

        684  (74) 559 

            

Associated companies:          

 TASC - Tecnologia de Automação          

  Sistemas e Controlo, Lda  Setúbal - - - - 11 - 11 

        11 - 11 

 

 (a) Financial statements as of December 31, 2001

 (b) Financial statements as of December 31, 2002 

 (c) Financial Statements as of December 31, 2003

 (d) The liquidation of the Company is in progress

b)  As of June 30, 2004 and 2003, the loan extended to the affiliated companies is that to Sacocel - Sociedade Produtora de Embalagens e Sacos de Papel, Lda 

in the amount of €92 thousand. This loan does not bear interest and has no fixed maturity.

c)  The heading securities and other financial investments includes mainly (i) €3,282 thousand, representing the Group’s 94% participation in the formation 

of Raíz - Instituto de Investigação da Floresta e Papel, a non-profit organization (ii) €22,201 thousand, corresponding to the purchase cost of 8% of 

ENCE - Empresa Nacional de Celulose, SA equity, a Spanish producer of cellulose pulp, which as of June 30, 2004, corresponds to 2,037,600 shares, and 

(iii) €1,338 thousand corresponding to a participation of 1.27% in the equity of Expresso Paper Platform B.V., a company with the main objective of 

providing and promoting all necessary means to allow automatic transactions between the paper industry agents, including producers, distributors and 

finally customers.

d)  As of June 30, 2004 and 2003, tangible fixed assets and construction in progress by area of activity (including advances to suppliers of tangible fixed 

assets) were as follows:

 June 30,

 2004 2003

Pulp production 1,634,639 1,659,138

Paper production 1,005,689 1,007,559

Woodland production 77,619 109,143

Ancillary and joint activities 185,328 63,316

 2,903,275 2,839,156
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NOTE 36 - SEGMENT BUSINESS INFORMATION

The Portucel Soporcel Group is organized in three areas: cellulose pulp production, printing paper production, and wood and forest production. These three 

areas form the basis of the Company’s main segment business information.

Cellulose pulp is produced in three plants located in Setúbal, Cacia and Figueira da Foz, and paper is produced in Setúbal and Figueira da Foz in plants 

near the cellulose pulp plants. Internal production of wood and forest resources is carried out on woodlands owned and rented in Portugal. This wood is 

essentially used in cellulose pulp production. In the production of paper, a significant portion of the cellulose pulp that the Group produces is consumed. 

Sales for both products (pulp and paper) are mainly for the external market.

Financial information for the first half of 2004 regarding business segments is as follows:

 June 30, 2004

   Wood and Forest Pulp Paper Eliminations Total

Revenues

 Sales and services rendered - External    285  133,113  358,056  -  491,454

   Sales and services rendered - Intersegmental  14,950  92,316 - (107,266) -

 Sales and services rendered - not attributed  - - - -  10,290 

 Total revenues  15,235   225,429  358,056 (107,266)  501,744 
       

Profit/(Loss)       

 Segmental income  (683)  9,059  44,048 -  52,424 

 Costs not attributed  - - - - (9,241)

 Operational net income/(loss) *  - - - -  43,183 
 

 Financial costs  - - - - (30,792)

 Financial income  - - - -  19,693 

 Income (loss) in other investments  - 867 - -   867 

 Other income (loss)  - - - - (1,760)

 Income tax  - - - - (9,370)

 Income in segmental activities  (683)  9,926  44,048 -  21,821 
 

 Extraordinary income (loss) *  - (1,551) (480) - (2,031)

 Extraordinary income (loss) - not attributed *  - - - - (1,096)

  Income tax in extraordinary items *  - - - -   465 

 Net Profit  (683) 8,375  43,568 -  19,159 

 Minority interests  - - - - -

 Group Net profit  - - - -  19,159

 * Stated in accordance with the concepts underlying the consolidated statement of income by functions.

Financial information for the first half of 2003 regarding business segments is as follows:

 June 30, 2003

   Wood and Forest Pulp Paper Eliminations Total

Revenues

 Sales and services rendered - External  876  122,363  382,862 -  506,101 

 Sales and services rendered - Intersegmental  13,325  91,122 - (104,447) -

 Sales and services rendered - not attributed  - - - -  10,360 

 Total revenues  14,201  213,485  382,862 (104,447)  516,461 
        

Profit/(Loss)       

 Segmental income  (1,077) 14,958 67,610 -  81,491 

 Costs not attributed  - - - - (13,465)

 Operational net income/(loss) *  - - - -  68,026 
 

 Financial costs  - - - - (30,643)

 Financial income  - - - -  9,822 

 Income (loss) in affiliated and associated  - - - - (12)

 Income (loss) in other investments  -   665 - -   665 

 Income tax  - - - - (15,722)

 Income in segmental activities  (1,077)  15,623   67,610  -  32,136 
 

 Extraordinary income (loss) *  (391) (153) (283) - (827)

 Extraordinary income (loss) - not attributed *  - - - - (230)

 Net Profit  (1,468)  15,470  67,327 -  31,079 

  Minority interests  - - - -   639 

 Group Net profit  - - - -  31,718 

 * Stated in accordance with the concepts underlying the consolidated statement of income by functions
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NOTE 38 - TAXES

Since January 1, 2003, the companies included in the consolidation are taxed as a group of companies, in accordance with prevailing legislation. However, 

each one of the companies calculates and registers its own corporation tax (IRC) liability. In accordance with prevailing legislation, these companies’ tax 

returns are subject to review and adjustment by the tax authorities for a period of four years. However, should tax losses be declared, these could be subject 

to the tax authorities’ review for a period of up to ten years. The Company’s Board of Directors believes that any adjustments arising from the tax authorities’ 

reviews and inspections of those tax returns are unlikely to have a material effect on the consolidated financial statements as of June 30, 2004 and 2003.

The income tax charge for the period ended, in the amount of €8,905 thousand, was (i) increased by the effect of the deferred tax charge generated by 

timing differences in the amount of €480 thousand recorded as a debit in the income statement, (ii) reduced by a tax credit in the amount of €1,460 

thousand, equivalent to 50% of the tax incentive for 2004, granted by the Portuguese State to Soporcel within the scope of the project for the construction 

of the second paper plant (see the following paragraphs) and (iii) increased by the income tax related with the depreciation of the consolidation 

differences, not accepted for fiscal purposes, in the amount of €2,377 thousand.

Tax incentive regarding the second paper plant of Soporcel

In 1998 a contract was established with the Portuguese State with reference to this tax incentive, which includes a reduction of certain amounts of the 

income tax charges in the years from 1998 to 2007, determined and allocated to each year in accordance with the financial effort on eligible investments 

in tangible assets. The amount deducted by Soporcel in the estimates of the income tax of the six month period ended in June 30, 2004 and 2003 was of 

€1,460 thousand and €1,461 thousand, respectively. 

The difference between the tax deduction taken up to 2000 and the tax deduction based on the final amount of eligible investments amounts to €2,453 

thousand. This difference will be systematically adjusted in the deductions to be taken through 2007. As of June 30, 2004, the deduction to be taken was 

€892 thousand and the unused tax deduction amounts to €6,734 thousand.

During the first half of 2003, a tax inspection was carried out by the tax authorities, which included analysing all aspects related to this incentive. As a result 

of this tax inspection, the Tax Administration presented additional amounts due related to the tax years of 1998 to 2001, which Soporcel appealed against 

in 2003, amounting to some €11,493 thousand, including interest, related mainly with tax deductions from this tax incentive (see Notes 46 and 51).

In the first half of 2004, the Soporcel’s Board of Directors considered prudent to record a provision of €12,641 thousand against retained earnings to cover 

possible payments related (i) to the above mentioned additional amounts due of €11,493 thousand and (ii) to the estimate of the tax contingency related 

to 2002 and 2003 amounting to €1,148 thousand. 

As consequence of the tax inspection, during the first half of 2004, Soporcel rendered two bank guarantees in favour of the tax authorities (Direcção Geral 

de Contribuições e Impostos) in the amount of €15,677 thousand.

The presentation of the information for the first half of 2003 was changed from that previously reported due to the changes made in 2004 to the 

presentation of the business segments.

For the period ended on June 30, 2004 and 2003, sales and services rendered, were as follows:

 Domestic market External market Total

 June 30, June 30, June 30,

  2004 2003 2004 2003 2004 2003

Sales and services rendered:       

 Pulp  8,082  5,106  125,031  117,257  133,113  122,363 

    Paper  27,284  37,287  330,772  345,575  358,056  382,862 

    Other  10,575  11,236 - -  10,575  11,236 

  45,941  53,629  455,803  462,832  501,744  516,461 



 June 30,

 2004 2003

Board of Directors 121 110

Statutory auditor 38 30

Environment Concerns Committee 10 2

General Meeting 5 1

 174 143

Investment tax reserve 

Under the terms of the Decree-Law nº 23/2004, January 23, the 2003 income tax charge of Soporcel was reduced by a tax reserve for investment of 

€6,445 thousand, which was equivalent to 20% of the estimated tax charge. However, following the publication of the Circular no. 11/2004, dated May 

18, which clarified some of the main issues underlying the calculation of investment tax reserve, this tax reserve was written-off in 2004. This write-off 

resulted in an increase of the state and other public entities accounts payable against the elimination of the investment tax reserve that was recorded in 

the shareholders’ equity of Soporcel financial statements. In the consolidated financial statements this movement resulted in a decrease of the retained 

earnings (see Note 51).

NOTE 39 - REMUNERATION OF MEMBERS OF THE CORPORATE BODIES

Remuneration of the members of the parent company’s corporate bodies for the six month period ended June 30, 2004 and 2003 were as follows:

Furthermore, the Company paid €219 thousand (June 30, 2003: €388 thousand) to Portucel SGPS regarding remuneration to Directors with functions in both 

companies, recorded under the External supplies and services heading.

NOTE 41 - CRITERIA FOR REVALUATION OF TANGIBLE FIXED ASSETS

Tangible fixed assets acquired up to December 31, 1997, by Portucel SA and Portucel Florestal were revalued in 1998 in accordance with criteria laid down 

in Decree-Law no. 31/98, February 11, generating revaluation reserves in the amount of €44,688 thousand (see Note 51).

Soporcel assets acquired up to December 31, 1996, were revalued, as and when applicable, in accordance with criteria laid down in Decree-Laws ns. 

118B/86 May 27, 111/88 April 2, 49/91 January 25, 264/92 November 24 and 31/98 February 11. Third party specialists revaluated Soporcel’s tangible 

fixed assets (see Note 23 b))

NOTE 42 - EFFECT OF REVALUATIONS ON TANGIBLE FIXED ASSETS

    Revalued

  Historical  book

  cost Revaluation amounts

Assets revalued

 Land and natural resources 18,539 2,957 21,496

 Buildings and other construction 11,294 1,769 13,063

 Machinery and equipment 88,485 12,470 100,955

  118,318 17,196 135,514

Assets not revalued 935,357 - 935,357

  1,053,675 17,196 1,070,871

The above-mentioned amounts are net of depreciation.
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NOTE 43 - COMPARATIVE FIGURES

The Company and the other consolidated companies have made no changes to their accounting practices, accordingly, all amounts shown are comparable in 

all important aspects, with those of the six month period ended June 30, 2003. However, an analysis of these financial statements should take into account 

that, as referred to in Note 38, the Group cleared in 2004 the investment tax reserve in the amount of €6,445 thousand, that was recorded in 2003 against 

a reduction of the income tax estimate for 2003, through retained earnings (see Note 51).

NOTE 44 - CONSOLIDATED FINANCIAL RESULTS 

Financial results are made up as follows:

 June 30, June 30,

Expenses 2004 2003 Income 2004 2003

Interest - Group companies (Note 55) 2,669  6,478 Interest - Group companies (Note 55) 7,843  3,767 

Other interest 13,958  16,813 Other interest   709 1,267 

Exchange losses 8,568  6,682  Income from equity holdings   867   615 

Financial discounts  2,842  3,152 Income from marketable securities   569   181 

Other  financial expenses 2,538  1,692  Exchange gains  10,106  6,296 

  30,575  34,817  Financial discounts 242    174

Net financial expenses (10,191) (22,488) Other financial income 48   29  

  20,384  12,329   20,384  12,329  

Income from equity holdings relates to dividends received for the ENCE shares held by the Company (see Note 27).

NOTE 45 - CONSOLIDATED EXTRAORDINARY RESULTS

The consolidated extraordinary results are made up as follows:

 June 30, June 30,

Expenses 2004 2003 Income 2004 2003

Donations 109  212 Gains in contractual penalties - 3

Losses on inventories 2,416  652  Gains on inventories 949  570

Losses on fixed assets 585  6  Gains on fixed assets 164  270 

Fines and penalties 4  12  Reduction on provisions 510  531 

Prior year adjustments 105  105 Prior year adjustments 165  524 

Other extraordinary expenses 4,942  3,229   Other extraordinary income 6,080  1,590

  8,161  4,216    

Net extraordinary expenses (293) (728) 

  7,868  3,488    7,868  3,488 

The other extraordinary income includes mainly (i) the income related to the investment subsidies portion taken to the income statement after 

transfer from the deferred income heading, in accordance with the procedure described in Note 23 k) and (ii) the correction made to the 2003 

estimate for income tax in the amount of €4,426 thousand, related to the deduction for tax purposes of the profit made in the sale of the Lazer e 

Floresta investment, in accordance with the tax benefits law.

The other extraordinary expenses include (i) indemnities to employees for termination of employment contracts by mutual agreement in the 

amount of €3,127 thousand (June 30, 2003: €1,056 thousand); and (ii) depreciation of equipment off-set by the income related to investment 

subsidies in the amount of €1,481 thousand (June 30, 2003: €1,096 thousand) (see Note 27).  

Losses on inventories include the estimated losses in the Group woodlands, on the amount of €1,760 thousand related to the woodland fires that 

occurred during 2003.
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NOTE 46 - CHANGES IN PROVISIONS 

The movement in provisions accounts for the six month period ended June 30, 2004 was as follows:

  Opening   Closing

  balance Increases Decreases balance

Other provisions      

 - Provisions for add. liquidations (see Note 38) - 12,641 - 12,641 

 - Provisions for adjustments on assets 3,654   15 (484) 3,185 

 - Provisions for legal proceedings 815 - -   815 

 - Portucel Brasil equity method 74  - -   74 

   - Other 55    17  -   72 

  4,598   12,673 (484) 16,787 

     

Provisions for inventory depreciation 50 - (25) 25 

Provisions for accounts receivable -   4 -   4 

Provisions for doubtful accounts receivable 3,410   51 (208) 3,253 

Provisions for advances to suppliers 68 - - 68 

Provisions for other debtors 33 - - 33

   8,159   12,728 (717) 20,170 

The provisions for adjustments on assets correspond to the unutilised portion of the provision set up in 2000, following Portucel SA acquisition of the share 

capital of Papéis Inapa, SA, which was intended to cover losses from the realisation of certain assets and other potential liabilities.

 NOTE 47 - ASSETS HELD UNDER FINANCIAL LEASES

As of June 30, 2004, the Portucel Soporcel Group had in service the following assets acquired under financial leases:

  Effective Market value of assets on Contract period

  contract date effective contract date (months)

Machinery and equipment 97 24,940 84 and 96

Transportation equipment 00 to 04 2,148 48

   27,088

NOTE 50 - BANK LOANS

As of June 30, 2004 and 2003, bank loans can be analysed as follows:

 June 30, 2004 June 30, 2003

   Medium    Medium

 Short-term and long-term Total Short-term and long-term Total

Syndicated loans -  450,000  450,000 -  450,000  450,000 

Commercial paper 40,000  364,579  404,579  40,000  364,579  404,579 

BEI loans 20,429  42,846  63,275  21,735  63,234  84,969 

USD loans 22,990  8,879  31,869  5,576  9,444  15,020 

Bank overdrafts 13,498  - 13,498  9,992  - 9,992 

EUR loans 4,838  - 4,838  3,234  - 3,234 

JPY loans 1,355  1,941  3,296  1,307  1,872  3,179 

CHF loans 3,254  - 3,254  - - -

IAPMEI/PEDIP loans 472  244  716  803  746  1,549 

EFTA/BPI Fund loans 284  429  713  142  856  998

 107,120  868,918  976,038  82,789  890,731 973,520 
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• Syndicated loans

Syndicated loans debt is related to two loans, in the amount of €150,000 thousand and €300,000 thousand, contracted by Portucel SA (€420,000 thousand) 

and Soporcel (€30,000 thousand) with bank syndicates on June and August 2002, respectively. The €150,000 thousand loan will be repaid in four equal 

semi-annual instalments; the first of which will be due in December 2005 and the last one in May 2007. The €300,000 thousand loan will be repaid in four 

equal semi-annual instalments; the first will be due in February 2006 and the last one in August 2007. Both loans bear interest at EURIBOR for six months 

plus a contractual spread.

• Commercial Paper

Commercial paper loans are made up as follows:

 -  Loans contracted by Portucel SA in the amount of €364,579 thousand, through the issuing of various programs of commercial paper with private 

placements and guaranteed subscription. The standard period of these loans is one year, falling before June 30, 2005, with the option of renewal by 

equal periods. The Company’s Board of Directors does not anticipate that these loans will be repaid within one year. These loans bear interest at annual 

rates according to current market rates.

 -   Loan contracted out by Soporcel in the amount of €40,000 thousand registered as a short-term loan. This loan bears interest at annual rates according 

to current market rates.

• BEI loans

These loans were granted by the BEI (European Investment Bank) and bear interest at annual current market rates. The maturity dates and the amounts of 

currency due, for the loans recorded under medium and long-term, were as follows:

 Following

 2005 2006 2007 2008 years Total

Euro (€ thousand) 4,274 9,643 9,643 9,643 9,643 42,846

• USD loans

As of June 30, 2004, the USD short-term loans represented the euro equivalent of USD 27,944,758 and the medium and long-term loan represented the 

euro equivalent of USD 10,792,195. The short-term loans were incurred to meet treasury needs. The medium and long-term loan has no fixed maturity, and 

the Board of Directors does not anticipate that this loan will be repaid within one year. These loans bear interest at annual current market rates.

• Bank overdrafts

Bank overdrafts bear interest at current market rates.

• EUR loan

As of June 30, 2004, the EUR short-term loan was incurred to meet treasury needs. This loan bears interest at annual market current rates.



36 | REPORT 1st HALF OF 2004

• JPY loans

As of June 30, 2004 the JPY short-term loan represented the euro equivalent of JPY 179,457,982 and the medium and long-term loan represented the euro 

equivalent of JPY 257,048,604. The short-term loan was incurred to meet treasury needs. The medium and long-term loan has no fixed maturity date and 

the Board of Directors does not anticipate that this loan will be repaid within one year. These loans bear interest at annual current market rates.

• CHF loan

As of June 30, 2004 the CHF short-term loan represented the euro equivalent of CHF 4,959,173. The short-term loan was incurred to meet treasury needs. 

This loan bears interest at annual current market rates.

• IAPMEI loans

These loans were granted within the scope of PEDIP and are (i) a loan in the amount of €2,508 thousand, repayable in equal semi-annual instalments up 

to 2004 and which do not bear interest and (ii) a loan in the amount of €406 thousand, repayable in equal semi-annual instalments in the period between 

2003 and 2008 and which do not bear interest.

• BPI/EFTA Fund loan

This loan was extended to Portucel SA by the EFTA Fund for the Industrial Development in Portugal (currently contracted by BPI, as a result of the EFTA fund 

termination), for the purpose of modernising plant facilities and for the development of specific projects within the scope of the Company’s activities. This 

loan, in the amount of €998 thousand, was taken out on July 12, 2001, and bears interest payable semi-annually and in arrears, at rates indexed to the 

Annual Base Rate. This loan is repayable in seven successive semi-annual instalments, the first of which was due on July 12, 2003.

NOTE 51 - CHANGES IN SHAREHOLDERS’ EQUITY

The changes in shareholders’ equity during the six month period ended on June 30, 2004 were as follows:

 December 31, Increases/ Distributions/ June 30,

 2003 (decreases) Transfers 2004

Share capital 767,500  - - 767,500 

Own shares - nominal value (60) - - (60)

Own shares - discounts and premiums   7  - - 7 

Adjustments in investments in affiliated     

 and associated companies (551) - - (551)

Revaluation reserve  17,465  - - 17,465 

Legal reserve  27,275  - 7,450  34,725 

Statutory reserve  37,775  19  6,350  44,144 

Other reserves (3,033) 18  - (3,015)

Retained earnings  189,655  (20,285) 28,864  198,234 

Net profit for the period:      

 - 2003  66,840  - (66,840) -

 - June 30, 2004 - 19,159  - 19,159 

  1,102,873  (1,089)  (24,176) 1,077,608 

On June 30, 2004 and 2003, the share capital was composed by 767,500 thousand shares with the nominal value of €1 each.
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As of June 30, the entities known to hold positions equal to or more than 20% of the share capital were as follows:

   

 2004 2003

Seinpart - Participações, SGPS, SA (see Notes 61 and 62) 30.00%     -

Portucel - Empresa de Celulose e Papel de Portugal, SGPS, SA 25.72% 55.72%

Sonae Wood Products 25.00% 29.18%

Adjustments in investments in affiliated and associated companies

The heading adjustments in investments in affiliated and associated companies reflect the effect of the adoption of the equity method in accounting for the 

financial investments that are not consolidated.

Revaluation reserve

The revaluation reserve was determined in 1998 by the application of Decree-Law no. 31/98, February 11, and totalled €44,688 thousand. From this 

amount, the Company has deducted the underlying deferred tax liability, estimated at €6,238 thousand (see Note 41). In 2003, following the calculation 

of the realized values up to that date, as result of assets sale or through its usage, €20,985 thousand was transferred to retained earnings. The revaluation 

reserve and the transferred amount to retained earnings are not available for distribution. 

Legal reserve

In accordance with the prevailing law, the legal reserve is required to be increased by a minimum of 5% of each financial year’s net profit, until it reaches 

at least 20% of the share capital. The legal reserve cannot be distributed in cash, but may, however, be incorporated in the share capital or used to cover 

eventual losses. 

Statutory reserves

In accordance with the Company’s articles of association, at least 10% of the distributable annual net profit must be appropriated for the setting up, or 

increase of a special reserve intended to maintain dividends at an even level.

Other reserves

The balance under the other reserves heading represents the difference determined on January 1, 2000, between the acquisition cost of Papéis Inapa, SA, 

and its adjusted shareholders’ equity. Following the merger transaction, this difference has been classified as reserve. 

Retained Earnings

In the first half of 2004, this account was increased (i) by €6,445 thousand following the adjustment made in Soporcel’s equity related to the investment 

tax reserve (see Notes 38 and 43) and (ii) by €12,641 thousand related to the provision created by Soporcel (see Note 38)

Dividends related to 2003

By resolution of the General Meeting held on April 20, 2004, the Company has paid dividends of €24,176 thousand.
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NOTE 52 - MINORITY INTERESTS

On June 30, 2003, minority interests represent those portions of the equity of Portucel Florestal, Celpinus, Lazer e Floresta, Arboser and Sociedade de Vinhos 

da Herdade de Espirra, that were not held by the Group. As a consequence of the reorganization made by the Group of the forest business, Portucel Florestal, 

Arboser and Sociedade de Vinhos da Herdade de Espirra are wholly owned, directly or indirectly, by Portucel SA and Celpinus and Lazer e Floresta’s equity 

holdings were sold. Accordingly, as of June 30, 2004 there are no minority interests remaining.

NOTE 53 - INVENTORIES

Work in progress classified as medium and long-term, relate to woodlands that are still growing and which are not expected to be harvested within the 

coming year.

As of June 30, 2004, inventories in transit or in the custody of third parties stood at €9,195 thousand (June 30, 2003: €10,139 thousand).

NOTE 54 - STATE AND OTHER PUBLIC ENTITIES

As of June 30, 2004 and 2003, the Company was up-to-date with its payments to the state and other public entities. Outstanding balances with these 

entities were as follows:

 Receivable Payable

 June 30, June 30,

 2004 2003 2004 2003

Value added tax  24,686  21,082  - 1,700 

Corporate income tax  14,405  - 501  13,332 

Social security - - 2,317  2,451 

Salaries income tax - withholdings   176  - 1,551  1,627 

Corporate income tax - withholdings    159  1,540  7  6 

Property tax   17  - - -

Other   400  523  1,149  446 

  39,843  23,145  5,525  19,562 

As of June 30, 2004, the amount for Corporate Income Tax primarily represents the tax receivable carry forward from 2003 of €24,278 thousand, less 

corrections made to the 2003 estimated in the amount of €2,149 thousand (see Notes 43 and 45), and from the Group estimated tax expense for the half 

year of €8,425 thousand.
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NOTE 55 - GROUP AND ASSOCIATED COMPANIES

Outstanding balances and transactions with companies of Portucel SGPS Group as of June 30, 2004, were as follows:

The amount due to Portucel SGPS and recorded under accounts payable to Group companies in the short-term, bear interest calculated on a daily basis at 

current market rates applicable to similar transactions. In 2004, Portucel SGPS’ financing arrangements with Portucel SA were renegotiated, retrospectively 

from 2001 to 2003, which resulted in a gain of €4,762 thousand.

 

Portucel Serviços provides the Group with office and management services. Portucel Brasil provides logistic shipping services to the Group for wood acquired 

in Brazil.

 

 Assets Liabilities

  Accounts   Accounts Accounts 

  receivable from  Other Accrued payable to payable to group Accrued

  customers debtors income suppliers companies costs

Portucel - Empresa de Celulose e Papel de Portugal, SGPS, SA - - 2,484 - 43,307 2,805

Portucel International Trading, SA 503 (105) - 115 - -

Portucel Serviços - Empresa de Prestação de Serviços, SA - - 281 4 - 225

CPK - Companhia Produtora de Papel Kraftsack, SA 525 - - 12 - -

Celpinus - Empresa de Desenvolvimento Agro-Florestal, SA 42 - - - - -

Lazer e Floresta - Empresa de Desenvolv.       

 Agro-Florestal Imobiliário e Turístico, SA 136 (290) 298 50 - -

Portucel Brasil 14 - - - - -

Sosapel - Soc. Comercial de Sacos de Papel, Lda - - - - - -

ASIP - Assistência e Serviços para a Indústria do Papel, ACE 849 - - 1,938 - -

Cutpaper - Transformação, Corte e Embalagem de Papel, ACE 232 - - 373 21 -

MICEP - Manutenção Industrial de Celulose e Papel, ACE 394 - - 1,491 - 257

Afocelca, ACE - - - 160 - -

Other 3 - - - 548 -

  2,698 (395) 3,063 4,143 43,876 3,287

 Transactions

   Interest    Interest

  External and similar  Sales and  and similar

  supplies and costs Extraord. services Suplem. income

 Purchases services (Note 44) expenses rendered income (Note 44)

Portucel - Empresa de Celulose e

 Papel de Portugal, SGPS, SA - 638  2,669  - 248  - 7,839 

Portucel Tejo - Empresa de Celulose do Tejo, SA - - - - 45  - -

Portucel Serviços - Empresa de Prestação

 de Serviços, SA - 260  - - 281  - -

CPK - Companhia Produtora de Papel Kraftsack, SA - 62  - - 1,965  312  -

Celpinus - Empresa de Desenvolvimento        

 Agro-Florestal, SA - - - - 59  - -

Lazer e Floresta - Empresa de Desenvolvimento     266  - -

 Agro-Florestal Imobiliário e Turístico, SA 5,432  3,791  - 289  - 6  -

Portucel Espanha - 43  - - - - -

Portucel Brasil 1,129  40  - - - - -

Inapa IPG - 941  - - - - -

ASIP - Assistência e Serviços para a        

 Indústria do Papel, ACE - 4,042  - - 1,109  7  -

Cutpaper - Transformação, Corte e        

 Embalagem de Papel, ACE - 1,880  - - 1,168  - -

MICEP - Manutenção Industrial de Celulose

 e Papel, ACE - 3,679  - - 650  3 -

Afocelca, ACE - 280  - - - - -

Other - - - - - - 4

   6,561  15,656  2,669  289  5,791  328 7,843 
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NOTE 56 - ACCRUALS AND DEFERRALS

As of June 30, 2004 and 2003, the balances under these headings were as follows:

 June 30,

 2004 2003

Accrued income:

 Interest receivable 2,236  4,130 

   Indemnities receivable - 187 

   Insurance claims  3,079  723 

   Other  1,184  163 

   6,499  5,203 

Deferred costs:   

   Deferred income tax (Note 38)  7,434  8,835 

   Pension Fund (Notes 23 h) and 21)  11,043  9,077 

   Major repairs (Note 23 b))  2,190  8,030 

   Insurance  4,269  3,355 

   Expenses with medium and long-term loans  2,417  3,312 

   Interest paid on commercial paper  4,524 132 

   Other  1,208  646 

   33,085  33,387 

Accrued expenses:   

   Deferred income tax (Note 38)  77,323  84,680 

   Payroll expenses and pre-retirement pensions  11,169  10,379 

   Interests payable  7,818  14,269 

   Pension Fund (Notes 23 h) and 21)  21,159  15,647 

   Discounts on sales  9,840  2,078 

   Other  7,333  5,297 

   134,642  132,350 

Deferred income:   

    Investment subsidies (Note 23 k)):   

      Strategic Program for Energising and Modernising the Portuguese Industry  3,080  6,937 

     Other  5,814  13,058

    8,894  19,995

Major repairs are essentially composed of costs related to the non-production period for pre-determined routine repairs at the plants of Setúbal and Cacia, 

which occurred during the first half of 2003. These costs have been deferred and are recorded in the income statement in monthly instalments throughout 

the period (on average, eighteen months), between the pre-determined routine repairs at the plants.

NOTE 57 - CASH AND EQUIVALENTS

As of June 30, 2004 and 2003, the breakdown of this heading was as follows:

 June 30,

 2004 2003

Cash  139 41

Bank Deposits 22,484 54,895

   22,623 54,936

Other  3,000 10,000

   25,623 64,936
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NOTE 58 - ACCOUNTS PAYABLE TO SUPPLIERS OF FIXED ASSETS

As of June 30, 2004, the accounts payable to suppliers of fixed assets heading includes €57 thousand and €3,327 thousand, (June 30, 2003: €3,534 

thousand and €4,513 thousand), recorded under medium and long-term and short-term, respectively, related to SPCG finance lease contracts for part of its 

tangible fixed assets.

NOTA 59 - ENVIRONMENTAL INFORMATION

In the development of its activity the Group supported several environmental charges which, in accordance with their nature, are capitalized or recognized 

as costs in the profit from operations of the period.

 

Environmental expenses incurred by the Group in order to preserve resources or avoid or reduce future damages, are capitalized when they are expected 

to extend life or increase the capacity, safety or efficiency of other assets held by the Group. The amounts capitalized during the first half of 2004 are as 

follows:

 Description Amount

 Recuperation boiler 10,377 

 Boiler improvement  1,827 

 White bleach filter  1,581 

 Engineering and consultancy project - Environmental proj. 3  1,070 

 Auxiliary boiler   572 

 Evaporation system improvement   572 

 Biomass processing   285 

 Other  1,292

  17,576 

The environmental expenses recognized as a cost during the first half of 2004, were the following:

 Description Amount

 Liquid effluent treatment  3,616 

 Expenditures with electro filters 525 

 Recycling of residues and scrap iron material 386 

 Sewage network 102 

 Solid waste embankment 189 

 Other 175 

  4,993  

As of June 30, 2004, the financial statements do not include any environmental liabilities and no disclosure is made for environmental contingencies, as the 

Company’s management believes that at that date, there are no contingencies or obligations that could result in material charges for the Group.

NOTE 60 - INTERNATIONAL FINANCIAL REPORTING STANDARDS

The Portucel Soporcel Group, in compliance with the regulations issued by the Portuguese Stock Exchange Regulator (CMVM) and by the European 

Commission of Stock Exchange Regulators, regarding the qualitative information to be disclosed on the transition process for the International Financial 

Reporting Standards (IFRS or IAS), identified the main differences between the Portuguese Generally Accept Accounting Principles (POC), applied in the 

these financial statements, and the IFRS. The effects of the following differences are estimated to be effective in the PortucelSoporcel Group transition 

process that will take place on January 1, 2005:

 -  In accordance with POC, research expenses and costs associated with share capital increases can be capitalized and amortized over a five-year period. 

In accordance with IFRS, research expenses should be recognized in the statement of income when incurred, and costs associated with share capital 

increases, reduced by any tax charge, should be recorded as a deduction to net shareholders’ equity.
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-  The calculation and accounting of Goodwill from acquisitions of financial investments are similar between Portuguese Accounting Standards and IFRS. 

However, IFRS 3, published in 2004, as an alternative to the depreciation of goodwill defined in POC, establish a periodic impairment test. Additionally, IFRS 

3 establishes that negative goodwill will be immediately recognized in the statement of income, which is different from POC that requires its recognition 

in deferred income or in shareholders’ equity.

 

-  In accordance with POC, the Group records the financial investments in companies where it does not have significant influence, at the lowest of acquisition 

cost and the estimated realizable value. However, according to IFRS, some of the investments should be classified as financial investments available for 

sale and, hence, recorded at their fair value. Changes in fair values should be recorded against shareholders’ equity. 

-  Profits and losses realized on financial instruments are recorded by the Group in the income statement as they occur, in accordance with the applicable 

criteria of the covered items, following the accrual concept (see Note 23 p)). In accordance with IFRS (IAS39), financial instruments should be recognized 

at their fair value. This standard establishes that all financial instruments should be recorded as an asset or a liability when the fair value is positive or 

negative, respectively. In accordance with IFRS, when financial instruments are classified as held-for-trading, (as is the case for some of the financial 

instruments held by the Group), the changes in their fair value should be recorded in the statement of income for the period. If the financial instruments 

are classified as cash flow hedges, (as is the case for some of the financial instruments held by the Group), the losses or gains from the change in fair 

value of the covered instrument should be recorded against equity and afterwards recorded in the statement of income in the period that the covered 

instrument generates gains or losses.

-  In accordance with POC, the Group’s woodlands are recorded at cost or revaluated amounts based on values transferred during the first privatization 

process in 1993, as mentioned in the Introduction Note. Under IFRS (IAS 41), the measurement of biological assets should be based on their fair value and 

the changes in the fair values, determined at the reporting date, should be recorded in the statement of income of the period.

 

-  In accordance with POC, loans granted or obtained at zero interest rates are recorded at their initial value. In accordance with IFRS, these loans should be 

measured at their fair value and the difference from the initial value should be recorded in shareholders’ equity. During their life, the effect of the use of 

market interest rates should be recorded in the statement of income. 

The Group is implementing several actions, such as training and the set-up of a specialized team, with the goal to ensure that the transition process to IFRS 

will be concluded successfully and on time.

NOTE 61 – REPRIVATIZATION

The Portuguese government has defined the second phase of the Company’s reprivatization process, with the publication of the Decree-Law no. 6/2003, 

January 15. This phase takes place in two segments.

The first segment, which took place in May 2004, consisted of a public tender for the sale of a single indivisible lot of shares, representing 30% of the share 

capital of Portucel SA. This tender was won by the Semapa Group, which bought the shares through Seinpart - Participações, SGPS, SA (see Note 51).

The Decree-Law also includes a second segment which is the direct sale of 115,125,000 shares of the Company’s share capital to a syndicate of financial 

institutions, that will subsequently be sold to institutional investors. The Portuguese Ministry Counsel shall determine the timing and the conditions for 

this sale.
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NOTE 62 - SUBSEQUENT EVENTS 

In the beginning of July 2004, following a resolution of the Portuguese Stock Exchange Regulator (CMVM), Semapa Group through Semapa Investments B.V. 

made a preliminary announcement of a general take-over bid (OPA) for all shares issued by Portucel SA, except for the shares owned by the offering entity 

or by other related entities. The offer is €1,55 for each Portucel SA share.

NOTE 63 - EXPLANATION OF ENGLISH TRANSLATION

The accompanying consolidated financial statements are a free translation of the financial statements originally issued in the Portuguese language in 

accordance with generally accepted accounting principles in Portugal, which may not conform with generally accepted accounting principles in other 

countries. In the event of discrepancies between the English and the Portuguese versions, the Portuguese version prevails.
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REVIEW REPORT BY THE STATUTORY AUDITOR

REGISTERED IN CMVM OF THE HALF-YEAR CONSOLIDATED INFORMATION

(Free translation from the original in Portuguese)

Introduction

1 -  For the purpose of article 246 of the Portuguese Securities Market Code, we submit our review report on the consolidated financial information for the 

six-month period ended June 30, 2004 of Portucel - Empresa Produtora de Pasta e Papel, SA contained: in the Management Report, in the consolidated 

balance sheet, (which shows a total of €2,382,057 thousand and shareholders’ equity of €1,077,608 thousand, including a net profit of €19,159 

thousand), the consolidated statement of income by nature and the consolidated statement of cash-flows for the six-month period then ended, and 

the corresponding notes to the accounts.

2 -  The amounts in the consolidated financial statements, as well as those in the additional financial information are derived from the respective 

accounting records.

Responsibilities

3 -  It is the responsibility of the Board of Directors: (a) to prepare consolidated financial information which present truly and fairly the financial position of 

the companies included in the consolidation and the consolidated results of its operations; (b) to prepare historical financial information in accordance 

with generally accepted accounting principles that is complete, true, timeliness, clear, objective and licit as required by the Portuguese Securities Market 

Code; (c) to adopt adequate accounting policies and criteria; (d) to maintain appropriate systems of internal control; and (e) to disclose any relevant 

matters which have influenced the operations, financial position or results.

4 -  Our responsibility is to verify the financial information included in the documents referred to above, namely if it is complete, true, timeliness, clear, 

objective and licit as required by the Portuguese Securities Market Code, and to issue a professional and independent report based on our work.

5 -  As of June 30, 2004, the financial statements of consolidated subsidiaries, representing approximately 44% of total consolidated assets and 55% of total 

consolidated revenue, were subject to review by another auditor, on whose review report we have based our report with regards to the consolidated 

values related to those subsidiaries.

Scope

6 -  The work we have performed had the objective to obtain moderate assurance as to whether the financial information referred to above is free of 

material misstatement. Our work was performed in accordance with the Standards and Technical Recommendations approved by the Institute of 

Statutory Auditors, planned according to that objective, and consisted: (a) primarily, in enquiries and analytical procedures, to review: (i) the reliability of 

assumptions used in preparation of the financial information; (ii) the adequacy of the accounting policies adopted taking into account the circumstances 

and the consistency of their application; (iii) the applicability, or not, of the going concern principle; (iv) the overall adequacy of the presentation of the 

consolidated financial statements; and (v) as to whether the consolidated financial information is complete, true, timeliness, clear, objective and licit; 

and (b) in substantive tests to the unusual significant transactions. 
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7 -  Our work also covered the verification of the consistency of the consolidated financial information included in the management report with the 

remaining documents referred above.

8 - We believe that the work performed provides an acceptable basis for the issue of our review report in respect of the information for the half-year.

Report

9 -  Based on the work performed and on the other auditor’s work, that has been performed in order to obtain a moderate assurance, nothing has come 

to our attention that causes us to believe that the consolidated financial information for the six-month period ended June 30, 2004 contain material 

misstatements that affect its conformity with generally accepted accounting principles in Portugal and the information contained therein is not complete, 

true, timeliness, clear, objective and licit.

Lisbon, 26th August, 2004

Belarmino Martins, Eugénio Ferreira & Associados - Sociedade de Revisores Oficiais de Contas, Lda.

represented by: Abdul Nasser Abdul Sattar, R.O.C.
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AUDITOR´S REPORT

(Free translation from the original in Portuguese)

To the Board of Directors of

Portucel - Empresa Produtora de Pasta e Papel, SA

1-  We have reviewed the accompanying consolidated financial statements of Portucel - Empresa Produtora de Pasta e Papel, SA (“Portucel SA” or “the 

Company”), which comprise the consolidated balance sheet as of June 30, 2004, the consolidated statement of income by nature and the consolidated 

statement of cash flows for the six-month period then ended and the accompanying explanatory notes. These financial statements are the responsibility 

of Portucel SA management. Our responsibility is to issue a report on the financial statements based on our review.

2 -  We conducted our review in accordance with the International Standard on Auditing applicable to review engagements. This standard requires that we 

plan and perform the review to obtain moderate assurance as to whether the accompanying financial statements are free of material misstatement.

3 -  A review is limited primarily to inquiries of Company personnel and analytical procedures applied to financial data and thus provides less assurance than 

an audit. We have not performed an audit and, accordingly, we do not express an audit opinion.

4 -  As of June 30, 2004, the financial statements of consolidated subsidiaries, representing approximately 44 % of total consolidated assets and 55 % of total 

consolidated revenue, were subject to review by another auditor, on whose review report we have based our report with regards to the consolidated 

values related to those subsidiaries.

5 -  Based on our review and on the other auditor’s review, nothing has come to our attention that causes us to believe that the accompanying consolidated 

financial statements are not presented fairly, in all material respects, in accordance with generally accepted accounting principles in Portugal.

Lisbon, 26th August, 2004

PricewaterhouseCoopers


