Yo

J SONAE
INDUSTRIA

SONAE INDUSTRIA, SGPS, S. A.
Head Office: Lugar do Espido, Via Norte, Maia
Maia Commercial Registry Nr. 57 048
Share Capital: 700 000 000 euros
Fiscal Nr. 506 035 034
Sociedade Aberta

Report and Accounts
31 December 2005

(Translation from the Portuguese original)

10 March 2006



Yo

J SONAE
INDUSTRIA

Report of The Board of Directors



Board of Director’s Report

Foreword

On 15 December 2005, Sonae SGPS demerged 126.510.092 shares (representing
90.36% of the share capital) of Sonae Industria and these shares were merged into an
instrumental company, Sonae 3P. 100% of the share capital of Sonae Industria
(including both the demerged and the retained shares owned by Sonae SGPS and the
shares owned by outside shareholders) was incorporated into the share capital of the
instrumental company. With the merger completed, the “old” Sonae Industria ceased to
exist and the instrumental company, Sonae 3P was renamed “new” Sonae Industria.

Although “new” Sonae Industria is a different legal entity, it is in practice a successor to
the previous company as no change has occurred to the underlying business
composition, operations and governance system. The following Report and Accounts
reports on the consolidated activities of the Sonae Industria Group in 2005 and
compares them with 2004, as if no change in the legal entity had arisen.



Sonae InduUstria in Numbers
Financial Highlights
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Letter from the Chairman

2005 was a solid year in terms of performance for Sonae Industria: Turnover grew by
4% to 1.465 million euros, EBITDA by 1% to 208 million euros and Net Results were 36
million euros, up 67% on 2004, on a like for like basis.

Overall, Sonae Industria performed well across all of its geographies, with average
prices and sales improving in most countries. Efforts were made to strengthen our
market positioning through the launch of higher value-added product offerings and
improved product mix. However, sector growth in PB, MDF and OSB eased from the
pace recorded in 2004 and increasing profitability in Central European markets is
proving to be a challenge.

We were encouraged to see the consolidation activity that has taken place in some of
our key markets, namely the acquisition of the German Group, Kunz by Pfleiderer and
the sale by Weyerhauser of its two French plants to the Spanish manufacturer, Finsa.
The North American market witnessed a significant level of M&A activity, with some of
the largest groups increasingly concentrating on their core businesses and announcing
the divestment of their particleboard and MDF operations. Such transactions represent
move that may lead to a more rational competitive environment and lower price
volatility.

With increased profitability and free-cash-flow generation and a stronger balance-
sheet, posted by the end of June 2005, we were in a position to formally launch the
spin-off process of Sonae Indastria from Sonae SGPS. Final registration of the
operation was achieved in December and, as a result, our free-float has increased to
42,06%, Sonae SGPS’ shareholding in Sonae Industria has reduced to 6,68%, and
Efanor (Sonae SGPS’ reference shareholder) now holds a stake of 51,28%.

During 2005, Sonae Industria reinforced its strategic intent:

e To be a multiregional wood panels manufacturer;
e To focus on innovation and continuous improvements in operating performance;
e To grow while retaining a strong balance sheet.

. and established strategic guidelines focused on increasing Sonae IndUstria’s
profitability in markets where it is already present:

e Protect our market share and profitability in Iberia;

e Increase our profitability and strengthen our market position in Central Europe,
where consolidation in this market is viewed as a key driver;

e Grow in our more profitable markets.

During 2005, aligned with our strategy for Central Europe, we announced a joint-
venture agreement with Tarkett AG to build an integrated laminate flooring production
plant in Germany. To sustain market share and profitability in South Africa, a new
particleboard production line was approved for our White River plant, which should
allow us to benefit from the continued growth forecast in this market.

Sustainable growth is core to Sonae Industria’s strategy. In July 2005, the Board of
Directors approved global strategic guidelines, with particular emphasis placed on the
importance of health and safety and eco-efficiency related issues. These two areas will
be the catalysts of sustainability management within the Group going forward.



As a global player with multinational, multicultural operations, our success is dependent
on our employees’ willingness to embrace the Sonae IndUstria vision and on our ability
to share best practices and experiences throughout the Group. | would like to thank our
team for their tireless dedication and commitment and their invaluable contribution to
the success of our operations.



Organisational Overview
Sonae Industria is a world leader in wood-based panel manufacturing sector.

The Group manufactures a wide range of products, ranging from simple raw-board to
high value added products: Particleboard, MDF, OSB, Hardboard, Laminate Flooring,
Melamine Faced Board, Wood Veneer Faced Board and High Pressure Laminate.
Construction systems and solutions for furniture and decoration are also manufactured.
Sonae Industria has aimed to differentiate itself, boosting revenues and profitability by
positioning itself by focusing on increasingly higher value-added products in some of its
key markets.

In addition to production, the Group also has significant trading activities in export
markets that strengthen its position as a global player.

Sonae Industria has 33 industrial plants with total board production capacity of 7,6
million m* a year.
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In 2005, the Sonae Industria Group generated Turnover of 1.465 million euros, with
over 70% being generated in Europe.

Turnover by Market 2005
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From a management information perspective the Group is organised into three main
geographic regions: Iberia, Central Europe and Rest of the World. In as much as is
possible a centralised structure has been implemented at the Group’s head office in
Maia. Maia is responsible for all Corporate related functions and for supplying the
Group with shared services - such as financial and treasury management, general
accounting and planning and control - thus extracting a significant level of synergies.

A Brief History of Sonae Industria

The history of Sonae Industria Group is closely linked to that of the Sonae Group,
which is the largest private, non-financial group in Portugal, and whose main activities
cover retail, telecommunications, tourism, shopping centre development and



management and until the end of 2005, also included wood-based panels, before
Sonae Industria was demerged.

Sonae Industria began operating in 1959 with a small industrial plant that produced
decorative high-pressure laminates in Maia, which is still today the Group’s head office.
During the following decades, Sonae Industria grew both organically and through
acquisitions, to become one of the leading players worldwide in the wood panels
sector:

Organisational Changes in 2005

On 23 September 2005, Sonae SGPS announced that its Board of Directors had
approved the demerger of Sonae Industria from Sonae SGPS, leading to a significant
change in shareholder structure:

New Structure (as of 15 December 2005)
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The Demerger Process

® Sonae SGPS demerged 93% of its shareholding in Sonae Industria (representing
90.36% of the share capital of Sonae Industria) at book value (756 million euros) to
ensure tax neutrality for shareholders including Sonae SGPS;

® The demerged shares were merged into an instrumental company called Sonae 3P
— Panels, Pulp and Paper, SGPS, SA and shares in Sonae 3P were given to the
original Sonae Industria SGPS shareholders and to shareholders of Sonae SGPS.
Simultaneously, Sonae Industria was merged into Sonae 3P. “Old” Sonae Industria
ceased to exist and previous Sonae Industria shareholders received Sonae 3P
shares in exchange;

® Existing Sonae Industria shareholders received one share in Sonae 3P for each
share held and shareholders of Sonae SGPS received 0.0677966103 Sonae 3P
shares for each Sonae SGPS share held. There was a rights trading period in the
first week of January;

* The Board composition of Sonae 3P remained the same as that of “old” Sonae
Industria and Sonae 3P changed its name to “new” Sonae Industria, SGPS,SA;

® Shares in the “new” Sonae Industria (ex-Sonae 3P) that were given to the original
shareholders of Sonae Industria were listed on Euronext Lisbon on 27 December
2005. Shares given to holders of “spin-off” rights were listed on 20 January.

The key effects achieved from the demerger process are that Sonae IndUstria has
become an autonomous entity from the Sonae Group and that it has increased its
visibility in capital markets as a result of the significant change in its free-float from just
under 3% to just over 42%.



Sector Review for 2005

The recovery of the European wood-based panels business, initiated at the end of
2003 and consolidated in 2004, slowed at the beginning of 2005 leading to lower than
expected levels of demand and production. Nevertheless, performance was slightly
different among the three main product categories.

The European Panel Federation (EPF) estimates that particleboard production in 2005
dropped overall 1.5%, while consumption decreased 4%. Notwithstanding the decline
compared with 2004, production and demand figures are better than those registered in
2003.

The beginning of 2005 was rather different for the European MDF market, with
production rising by more than 6% in the first quarter, though domestic demand failed
to fulfil producers’ expectations, leading to an adjustment in the output level for the
second quarter. However, the second half of the year brought a recovery in foreign
demand, compensating weaker domestic markets. For the whole of 2005 production is
estimated to have grown 3% to a total of more than 13 million m3,

OSB production abandoned the two-digit growth rates registered in the last few years
to rise a modest 3% in 2005, exceeding the 3 million m3 level. The declining trend in
European demand was more than compensated by the sound performance of export
markets, especially North America where OSB consumption was prompted by the
strength of the housing market. The first investment in a new OSB site, since 2001,
started operating in the Czech Republic.

On the demand side, the European wood-based panels sector is being affected by the
disappointing performance of the furniture and construction industries. The world
furniture industry is undergoing structural changes and Europe is no exception. The
fast development of furniture production in emergent countries, especially China and
Southeast Asia, the relocation of production capacity to geographies with lower
production costs, and the private consumption slowdown in the main Western
European economies is negatively influencing furniture production in Europe. In
addition, with the imposition of anti-dumping measures by the United States against
wooden furniture imported from China, Europe and Canada have increasingly become
primary targets for Chinese exports, which have now moved from lower-quality, lower
cost items to better quality furniture.

The year was also problematic for the European construction industry and in November
2005, Euroconstruct (an association of European construction institutes) revised
downwards its estimate of construction output growth from 2.2% to 1.3%, in particular
due to the poorer than expected development of the sector in four main economies:
Germany, ltaly, UK and France. Construction in Western European countries is
registering only modest growth whereas Central and Eastern European economies are
significantly stronger.

The European wood-based panels industry is being strongly affected by a general
increase in production costs with record oil prices affecting energy, resins and transport
costs. The situation is also negative for wood costs that have risen by nearly 20% since
2002 due primarily to increasing competition from the bio-energy industry. Following
concerns expressed by wood-based panels producers on this matter, the European
Commission has decided to review the impact of the use for energy production of wood
and wood residues on forest based industries.

Due to the weak performance of domestic demand, wood-based panel prices in Europe
inverted last year's upward trend. While particleboard prices registered only a slight



decrease, MDF and OSB recorded a more significant reduction. The combined effect of
rising production costs and decreasing prices has affected producers’ profitability.

This challenging environment has led to further pressure for the wood-based panels
industry to consolidate.

In North America, activity in the main end-use markets for wood products was strong in
2005, boosted by continued growth in housing construction, repair and refurbishing.
Exceptions to this trend were the industrial and non-residential construction markets
which posted lower and declining growth respectively. The furniture industry continues
to face the challenge of strong imports, namely from Asia, supported by relatively
weak local currencies, low manufacturing costs and state-of-the art production plants in
China.

As regards structural panels, North American production posted moderate growth as
strong demand was satisfied primarily by imports from Europe for OSB and Brazil for
plywood. Average prices held up well in 2005, although below the highs of early 2004.
The hurricanes on the Gulf coast during the year boosted prices to some extend,
primarily due to disruptions in supply and a pick-up in demand in 3Q05. Particleboard
demand and capacity supply were stable in 2005. Although prices were relatively weak,
producers were able to pass on at least a portion of their higher production costs. MDF
was boosted by strong residential demand, namely from demand for laminate flooring,
which also led to increased imports.

China’s production and consumption of wood-based panels has continued to evolve
rapidly in order to satisfy the demand registered from the fast growing local furniture
and laminate flooring industries, and, as in previous years, several new lines started
operating during 2005. Asian countries are building up their own production capacities,
using modern European technology, and new lines came on stream in Malaysia and
Thailand and further investment in capacity is expected in 2006 and 2007.

In South America, particleboard and MDF markets have evolved significantly in the last
years, primarily due to the development of the main market driver - the furniture
industry in Brazil and Chile, an industry oriented to exporting to the United States. New
investments in production capacity are planned for these two countries during 2006.

Principal Capacity Trends by Geography

Iberian Peninsula

Last year saw the start-up of Interbon’s planned particleboard investments in Burgos
and Tableros Talsa in Albacete. The increase in installed production capacity was
partly compensated by the closure of Aglomerados Ecar, a smaller particleboard
producer whose site was acquired by Finsa and converted for furniture production.
Finsa also acquired the Portuguese wood-based panels producer Jomar during 2005.

France

Finsa acquired Weyerhaeuser’s sites in Linxe and Morcenx, and International Paper
decided to close the Polyrey particleboard plant in Ussel.



Germany

Pfleiderer acquired Kunz, a wood-based panels producer with sites in Germany and
North America. The sector is showing signs of some renewed confidence with two MDF
investments (one new line and one modernization of an existing line) being started.

United Kingdom

No significant changes in production capacities were seen in 2005, however a
replacement investment by a particleboard manufacturer has been announced for
2006.

Canada and the U.S.

North American producers were very dynamic during 2005 and some of the biggest
groups are concentrating on core businesses and markets, thus divesting from some
operations.

International Paper sold its 50.5% stake in the New Zealand panels’ producer Carter
Holt Harvey to concentrate on its paper business. Also in New Zealand the US forest
products company Rayonier sold its MDF activities to the South Korean group
Dongwha in order to focus on its core timber and real estate businesses.

Weyerhaeuser sold its two production sites in France and has already announced
plans to sell its remaining particleboard and MDF sites, including its production site in
Ireland, thus focusing their portfolio on OSB and plywood manufacture, forestlands and
pulp & paper.

The new player Aconcagua continued to build up production capacities by acquiring the
Pembroke (Ontario, Canada) site from Temple Inland. Also in Canada, Georgia-Pacific
agreed the sale of its stake in the GP Flakeboard joint-venture to its partner
Flakeboard. Later in the year, the Georgia-Pacific group was acquired by Koch
Industries, a diversified group of companies engaged in industries such as chemicals,
energy or pulp & paper.

In the laminate flooring and panels business the US group Mohawk, one of the world's
largest floor covering manufacturers, acquired the Belgian group Unilin.

Due to the strong performance of OSB demand registered over recent years, installed
production capacity for this product is set to increase over 2006-2007, several
investments already having been announced.

Brazil

The wood-based panels market in Brazil was relatively stable in terms of production
capacity with the exception of one important acquisition: the Chilean Arauco group
acquired several assets from the Louis Dreyfus conglomerate, including the Brazilian
particleboard and MDF producer Placas do Parand, thus gaining internal access to the
panels market in Brazil.

Fibraplac (Isdra Group) decided to cancel its investment in a new patrticleboard line in
favour of a second MDF line in Rio Grande do Sul.

South Africa
No major changes in capacity occurred during 2005.
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Sonae Industria - Review of Operations in 2005

Iberia

Spanish and Portuguese construction and furniture industries witnessed contrasting
trends. Whereas in Portugal, the construction sector continues to decline (down 18%
in 2005), Spanish residential construction still posted strong growth, with more than
600 thousand new houses built in 2005. Spanish furniture consumption performed well
however furniture manufacturing remained flat year on year, as a consequence of
pressure from higher imports and lower exports. Portugal actually increased its exports
of furniture which now represent approximately 50% of sales.

Tafisa focused its efforts on sustaining market share with particular emphasis on
improving customer service, product portfolio management and consolidating its
presence in strategic export markets.

Total Income excluding non-recurrent items grew by 6% in 2005 to 443 million euros.
This increase was helped by an overall improvement in average prices year-on-year,
led by a change in product mix, tending towards higher value added products,
particularly in MDF based products. Although overall volumes declined, this was more
than offset by price improvements.

Variable costs were affected by higher energy and chemical costs however their impact
has been minimized mainly through better wood costs in the PB production process.
This has been led by important investments in recycling sites, self management of
forestry activities and technical developments to allow a higher proportion of eucalyptus
consumption.

EBITDA in 2005 was 83 million euros, up 27% from the previous year, of which 24
million euros were related to non-recurrent items (4,5 million euros in 2004), namely
the sale of forestry land and of shares in Tafisa. EBITDA from underlying operations
represented 13% of Total Income.

Central Europe - Germany, France and UK

Demand in the main market segments — trade and industry - was generally flat to weak
when compared to 2004. Total demand for wood based products declined, primarily led
by a continued slowdown from industry.

Despite the slowdown in domestic demand, Glunz (Sonae Industria Germany) was
able to increase sales volume on the back of higher exports to strategic markets.

Particleboard prices were strong in all of Central Europe whereas improvements in
MDF prices were registered only in France and the UK. Negative pressure was felt on
OSB prices, particularly in Germany due to the fact OSB that prices in this region are
exposed to the high price volatility of OSB prices in the US market, given that the latter
is a strategic export market.

In November 2005, a 50/50 joint venture was signed with Tarkett A.G. to build an
integrated laminate flooring production plant at Sonae Industria’s existing MDF site in
Eiweiler to produce and sell laminate floorings in Western Europe, Africa, Asia and
Oceania. Final production capacity will be 30 million m? The joint-venture will operate
together in the above markets, using Sonae Industria’s know-how within the panel
industry and Tarkett’s within the flooring industry.
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In Germany, nearly all plants were run at full capacity utilisation. French utilisation rates
were affected by a de-bottlenecking investment in the Lure plant and by an important
investment made at the Ussel plant, which will permit an improvement in capacity
utilisation rates in 2006. In the UK, an additional investment was completed in 2005,
enabling provision of adequately cleaned raw recycled fibre to the production process.
However, during implementation, some constraints in production capacity were felt.

Sonae Induastria has completed the roll-out of an integrated, SAP based information
system across its German and French operations and is now extending roll-out to other
countries.

The competitive environment remains challenging as there is still excess capacity in
both France and Germany and the opportunities to pass on some of the increased
input costs have been arising slower than in other geographies where Sonae Industria
operates. Some consolidation was already seen during 2005, namely the acquisition of
Weyerhauser’s French plants by Finsa and the acquisition of Kunz by Pfleiderer, which
should represent a step towards reducing excess capacity in the market and stabilizing
competitive pressures.

Total Income in Central Europe was marginally lower than in 2004, by 0,2%, at 782
million euros. EBITDA was 40 million euros in 2005, compared with 68 million in 2004
representing a margin of 5% of Total Income.

Rest of the World - Canada, Brazil and South Africa

Market conditions were mixed in 2005. North American housing starts remained strong,
led by the low interest rate environment and, despite the appreciation of the CAD over
the USD, the Canadian economy has shown remarkable resilience. The Brazillian
market was characterized by a general decline in volumes of PB and flooring sold and
slow growth in MDF. This trend is explained by a slowdown in production levels of the
furniture industry caused by lower internal demand and a decline in exports, primarily
due to the significant revaluation of the Real. The flooring market is also facing strong
competition from alternative flooring products such as ceramics and carpets.
Notwithstanding the fact that the Brazillian market continues to exhibit excess capacity,
three new investments in MDF lines have been announced. Market conditions in the
South African (SA) market remained favourable for the year, led by the positive
macroeconomic environment, and with a shortfall in capacity throughout the industry.
Both the SA construction and furniture manufacturing sectors reported robust growth.

Sonae Industria’s Canadian sales to the United States decreased to 45%, with a
marginally negative impact on total sales of the CAD revaluation against the USD.
Brazil achieved an increase in Turnover, despite the weak market environment, on the
back of a rise in sales of melamine, Raw PB and MDF. However, the appreciation of
the Real, led to a significant decline in export volumes. Sales in South Africa recorded
growth of more than 13% in 2005 on the back of strong consumer demand and the low
interest rate environment. A notable evolution in South Africa was the shift in
production to a higher proportion of PB, at the expense of MDF, to satisfy local
demand, a trend that is likely to continue into 2006. Sonae Industria’s flooring brand
(Poliface) is positioned as a premium brand in SA and has been extremely successful
at capturing market share.

The high oil prices again impacted the level of variable costs, namely in terms of

chemicals, resins and energy costs. In the Canadian market, the supply of fibre has
been under some pressure as a result of the decline in competitiveness of the
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Canadian sawmills due to the significant revaluation of the CAD against the USD. A
number of other issues are also affecting the supply of fibre in Canada: (i) softwood
sawmills are facing countervailing and antidumping duties on softwood lumber exports
from Canada into the US (ii) the new forest management legislation in Quebec has
reduced the harvest rights on softwood public land by 15% to 20% (iii) many of the
hardwood sawmills are not running at full capacity as China has been exporting more
hardwood flooring into the US (iv) utilization of recycled wood for energy production
has increased thereby reducing the amount of fibre available for panels production.

Sales volume grew on average by 4% accompanied by an improvement in average
prices. Total Income was 368 million euros, up 16% from 2004 also influenced by
favourable exchange rate movements, and EBITDA was 82 million euros representing
a margin of 22% of Turnover.

Some investments were made in 2005 namely the start-up of the recycled wood project
in Canada, which has allowed the Lac Megantic PB plant to start using recycled wood
in the manufacturing process. A new melamine line is planned for 2H06, which together
with the refurbishment of an existing line, will allow the Canadian operation to increase
its melamine production capacity by close to 50%, leading to increased production of
value added products.
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Financial Review for 2005

In order to be able to compare underlying operational and financial performance, on a
comparable basis Gescartdo has been excluded from the 2004 figures, as the
company was sold at the end of 2004 and did not contribute to 2005 figures.

Consolidated Turnover grew by 4% in 2005 to 1.465 million euros. Sales performance
was supported primarily by an overall improvement in average prices, across all
geographies with the exception of the German market. Sales volumes were in line with
2004 as a result of higher volumes in Germany and the Rest of the World and lower
volumes in Iberia, France and the UK.
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Rising oil prices drove up costs throughout 2005, affecting Sonae Industria’s cost of
energy, resins and chemicals and direct and indirect transport costs. Some savings
were achieved in fixed costs, mainly in terms of staff costs (-1%) as a result of further
restructuring measures implemented throughout the year. Fixed costs represented
close to 19% of Turnover in 2005, which was in line with 2004

In 2005, EBITDA included 24.5 million euros of non-recurrent items primarily from the
sale of forestry assets and shares in Tafisa. Non-recurrrent items in 2004 were of 4.5
million euros. EBITDA in 2005 was 208 million euros, representing 14% of Turnover.

Depreciation charges of 102 million euros in 2005 were 2% lower than in 2004.
Provisions in 2005 fell to 1 million euros, compared with 9,5 million euros in 2004. As a
result, EBIT in 2005 increased 3% in comparison with 2004 to 108 million euros.

A significant improvement was achieved in Net Financial Results in 2005 which
reduced to a negative 44 million euros, 38% better than in 2004 driven by the
continued reduction in Gross Debt, improved financial conditions and more favourable
exchange rates. The lower level of gross debt led to an increase in interest coverage
ratio from 4.34x in 2004 to 6.8x in 2005.
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Earnings before Tax in 2005 increased by 79% in comparison with 2004 to 64 million
euros. Income Tax in 2005 was 28 million euros and Net profit after Minority Interests
in 2005 was 36 million euros, up 67% from 22 million euros in 2004.
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Sonae Induastria has focused on improving its capital structure, which had been
strained as a result of a period of heavy investment which coincided with a challenging
period for the wood panels sector at the beginning of the decade.

The improvement in Sonae Inddstria’s capital structure was driven by the increase in
Equity led by higher profitability, the continued reduction in Gross Debt and the
improved debt profile in terms of both maturity and amortization of the facilities
negotiated. In addition, Sonae Industria has no financial covenants in place.

Due to a clarification of the interpretation of IFRS 39, the receivables securitisation
programme previously treated as off balance sheet financing was brought onto the
balance sheet and comparative figures were also restated. Gross Debt stood at the
end of 2005 at 751 million euros, a reduction of 55 million when compared to the
restated debt at the end of 2004 and available liquidity at the end of 2005 stood at 120
million euros. As a result, Net Debt reduced by 13% during 2005 to 632 million euros.

As a consequence of these improvements in profitability and in the capital structure:
e Our Equity Ratio increased from 26% in 2004 to 29% in 2005;
¢ Net Gearing reduced from 154% to 119%;
e Net Debt to EBITDA fell from 3.52x to 3.04x.
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Working Capital at the end of 2005 was 233 million euros compared with 229 million
euros at the end of 2004 and CAPEX during the year was 41 million euros.
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Review of the Individual Accounts of the Holding Company Sonae Industria
SGPS

Sonae Industria SGPS, as the holding company of the Sonae Indastria Group, defines
the strategic guidelines for the Group and actively manages shareholdings and
monitors the business activity of its subsidiaries. Amongst its main activities, It is
responsible for the global finance function, allocating funds for investment and for
treasury requirements to its subsidiaries.

The following financial transactions, occurred in 2005 in the “old” Sonae Industria, prior
to the demerger process:

a) As a result of changed circumstances at Socelpac SGPS SA, the value at which
this shareholding was recorded in the accounts was considered to be
excessive. As such, an imparity loss of 74,685,976 euros was recognised in
the profit and loss statement, under “Provisions and imparity losses”. This has
no impact in the consolidated accounts;

b) Sonae Industria SGPS SA acquired Agloma — Soc. Industrial de Madeira
Aglomerada, S.A. from Tafiber Ibéricos — Tableros de Fibras S.L. for
56,800,000 euros in June;

¢) Accumulated losses at Ecociclo — Energia e Ambiente, SA were covered by a
cash injection of 460,968,74 euros;

d) Sonae Industria SGPS SA sold 1,850,000 shares in Tafisa during February
through the stock exchange;

e) Sonae Industria issued 55,000,000 euros of bonds on 31 March 2005. The
issue (Sonae Industria 2005/2013) has a bullet repayment at the end of the 8
year term. Interest is based on EURIBOR 6 months with an 87.5 basis point
spread and is payable every 6 months on 31 March and 30 September;

f) Sonae Industria issued 100,000,000 euros of bonds on 27 April 2005. The
issue (Sonae Industria 2005/2008) has a bullet repayment at the end of the 3
year term. Interest is based on EURIBOR 6 months with a 100 basis point
spread and is payable every 6 months on 27 April and 27 October;

g) Sonae Industria issued 150,000,000 euros of bonds on 27 April 2005. The
issue (Sonae Indastria 2005/2010) has a bullet repayment at the end of the 5
year term. Interest is based on EURIBOR 6 months with a 110 basis point
spread and is payable every 6 months on 27 April and 27 October;

h) During 1HO05, a 50.000.000 euros facility in place at Sonae SGPS SA since
2001 with the European Investment Bank, was transferred to Sonae Industria.
The facility pays interest every quarter, at market rates, and the principal is
repaid in 16 consecutive payments every six months. At 31 December 2005,
the facility outstanding was 34,375,000 euros.

The following financial transaction, occurred in 2005 in the “new” Sonae Industria, post
the demerger process:

i) Sonae Industria injected 194,433.04 euros to cover accumulated losses at
Maiaequipa — Gestéo Florestal SA in December 2005.

As explained at the beginning of this report, the demerger-merger-merger process of
Sonae Industria from Sonae SGPS was completed on 15 December 2005, with effect
in the financial statements as of 1 October 2005. As a result, Sonae SGPS demerged
126.510.092 shares (90.36% of the share capital) of Sonae Industria — SGPS, SA from
its asset base and these were merged into a vehicle company, Sonae 3P, which fully
incorporated Sonae Industria — SGPS share capital. The “old” Sonae Industria ceased
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to exist and the vehicle company, Sonae 3P, was renamed to Sonae Industria, SGPS,
SA.

Given that Sonae 3P’s original share capital was 50.000 euros represented by 10.000
shares, and the company already owned 10 thousand shares of the “old” Sonae
Indastria, the final share capital of the “new” Sonae Industria is 700.000.000 euros
represented by 140.000.000 shares with a nominal value of 5 euros per share.

Treasury Shares
The Company did not acquire or sell any own shares during the year. As at 31
December, the Company did not hold any own shares.

Proposal for Appropriation of Results

Sonae Induastria, SGPS, SA, as the holding company of the Group on an individual
accounts basis, achieved net profits of 1,199,879.02 euros for 2005. The Board of
Directors will propose to the Shareholders’ General Meeting that this net profit should
be appropriated as follows:

Retained Earnings 157,748.96 euros
Legal Reserves 59,993.95 euros
Free Reserves 982,136.11 euros

Subsequent events

In January 2006, Sonae Industria approved an investment in a new continuous press
line for the manufacture of particleboard at its South African plant in White River.
Estimated capital expenditure totals 45 million euros. The investment in new capacity
will position Sonae Industria to capture the additional growth potential of the South
African market, thus sustaining its strong market position and ensuring long term
profitability. Total capacity at the White River plant will be increased by 270 thousand
m? a year and the new production line is expected to be up and running by mid 2007.

In line with Sonae Industria’s stated strategy for Central Europe, on 22 February an
agreement was reached to acquire the assets of the Hornitex Group in Germany. The
transaction is subject to approval by the Competition Authorities and entails the
acquisition of the assets of two production plants, Horn and Duisburg and 100% of the
shares of the company that owns a third plant, Beeskow, which will taken together,
increase Sonae Industria’s wood panel production capacity in Germany, by just under
1,5 million m3 to almost 3,5 million m3. As a result, Sonae Industria’s global wood
panel production capacity will increase to over 9 million m3. The acquisition price for
the assets and shares is approximately 60 million.

Outlook

We anticipate that we will see a marginal increase in sales volumes in 2006, with
stronger growth in consumption of wood panels in the South African and Canadian
markets. No significant disruptions to production capacity are foreseen in the main
markets where Sonae Indlstria operates and as a result, in overall terms, pricing
dynamics are likely to be stable or slightly positive.

The continuing impact of high oil prices on our costs is a concern for Sonae Industria

as this not only affects direct energy costs, but also affects the cost of chemicals and
the transport cost of raw-materials and finished goods. Sonae Industria’s ability to
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sustain current levels of profitability will depend on our ability to offset higher input
costs with internal efficiency gains, and the strength of our markets.

Dividend Policy

Sonae Industria has not distributed dividends in recent years, in particular throughout a
period whereby it was important to strengthen the balance sheet, namely until 2004.
As regards the future, and given that Sonae Industria now generates positive results,
shareholders will decide in the General Shareholder Meeting, whether they wish to
continue to reinvest in the company or to deliberate on the pay-out of a portion of the
Net Results generated, in the form of dividends.
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APPENDIX REGARDING ARTICLE 447 OF THE COMPANY LAW

Balance at
Acquisitions Sales 31.12.2005
date amount € average value amount € average value amount
Belmiro Mendes de Azevedo
Efanor Investimentos, SGPS, SA (1) 49,999,997
Demerger-Merger rights (*) 14,901
Split of rights 28.12.2005 14,901 0
Carlos Bianchi de Aguiar
Demerger-Merger rights (*) 10,620
Split of rights 28.12.2005 10,620 0
Rui Manuel Goncalves Correia
Demerger-Merger rights (*) 35,000
Split of rights 28.12.2005 35,000 0
Tableros de Fibras, SA 22.04.2005 100 1.28 100
Duarte Paulo Teixeira de Azevedo
Efanor Investimentos, SGPS, SA (1) 1
Imparfin, SGPS, SA (5) 150,000
Demerger-Merger rights (*) 360,591
Split of rights 360,591 0
Jose Antonio Comesafia Portela
Tableros de Fibras, SA 57,024
Balance at
Acquisitions Sales 31.12.2005
date amount € average value amount € average value amount
(1) Efanor Investimentos, SGPS, SA
Sonae Industria - SGPS, SA (***) 0
Acquisition 16.09.2005 10,000 5.26
Sale 21.09.2005 10,000 4.20
Sonae Industria, SGPS, SA 10,000
Acquisition 29.07.2005 50 000 (**) 0.93
Pareuro, BV (2) 20,000
Sonae-SGPS, SA (3) 658,804,410
Sale 18.07.2005 291,179,305 1.14
Demerger-Merger rights (*) 658,804,410
Split of rights 28.12.2005 658,804,410 0.00
(2) Pareuro, BV
Sonae, SGPS, SA 400,000,000
Acquisition 18.07.2005 291,179,305 1.14
Demerger-Merger rights (*) 400,000,000
Split of rights 28.12.2005 400,000,000 0.00
(3) Sonae-SGPS, SA
Sonae IndUstria - SGPS, SA (***) 0
Demerger-Merger 15.12.2005 126,510,092
Sonae Industria, SGPS, SA 1,000,000
Sale 30.12.2005 8,322,354 6.45
Sonae Capital-SGPS, SA (4) 391,046,000
(4) Sonae Capital-SGPS, SA
Sonae Industria, SGPS, SA 8,322,354
Acquisition 30.12.2005 8,322,354 6.45
(5) Imparfin, SGPS, SA
Sonae, SGPS, SA 4,105,273
Demerger-Merger rights (*) 4,105,273
Split of rights 28.12.2005 4,105,273 0.00

(*) - Rights resulting from the demerger-merger and merger operation that involved Sonae, SGPS, SA, Sonae Industria - SGPS, SA
(extinguished company) and Sonae 3P - Panels, Pulp and Paper, SGPS, SA (renamed Sonae IndUstria, SGPS, SA) registered on January

2nd, 2006 in the accounts of their respective holders.

On January 20", 2006, these rights were converted in Sonae IndUstria shares as follows:

Belmiro Mandes de Azevedo 1,010
Carlos Bianchi de Aguiar 720
Rui Manuel Goncalves Correia 2,372
Duarte Paulo Teixeira Azevedo 24,446
Efanor Investimentos, SGPS, SA 44,664,706
Pareuro, BV 27,118,645
Imparfin, SGPS, SA 278,324

(**) - Shares with a nominal value of 1€, later changed to 5 €, with the unification of shares in one share.
(***) - Sonae IndUstria - SGPS, SA (extinguished company)
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Efanor Investimentos, SGPS, SA

Sonae Industria, SGPS, SA
Demerger-Merger rights (*)

Pareuro, BV

Sonae-SGPS, SA

Pareuro, BV
Demerger-Merger rights (*)
Sonae, SGPS, SA

Sonae-SGPS, SA
Sonae Indlstria, SGPS, SA
Sonae Capital-SGPS, SA

Sonae Capital-SGPS, SA
Sonae Industria,SGPS, SA

Number of shares at 31.12.05

10,000
658,804,410
20,000
658,804,410

400,000,000
400,000,000

1,000,000
391,046,000

8,322,354

(*) - Rights resulting from the demerger-merger and merger operation that involved Sonae, SGPS,
SA, Sonae Industria - SGPS, SA (extinguished company) and Sonae 3P - Panels, Pulp and Paper,
SGPS, SA (renamed Sonae Industria, SGPS, SA) registered on January 2nd, 2006 in the accounts

of their respective holders.

On January 20th, 2006, these rights were converted in Sonae Indistria shares as follows:

Efanor Investimentos, SGPS, SA

Pareuro, BV

44,664,706
27,118,645



QUALIFIED SHAREHOLDINGS

Complying with Article 8, no. 1, e) of the CMVM Regulation no. 04/2004

Considering the participation of this company in a demerger-merger and merger operation, and that shares
were attributable in two different moments, the last of which in January 2006, the information at 31 December
2005 does not properly give evidence of the qualified shareholdings held in this company. Therefore, the
information below shows the holders of qualified shareholdings at 20 January 2006 (the date of the last
attribution of shares).

Shareholder No. of shares % Voting rights
Efanor Investimentos, SGPS, S.A. 44,674,706 31.9105%
Pareuro, BV 27,118,645 19.3705%
Sonae, SGPS, SA 1,000,000 0.7143%
Sonae Capital, SGPS, SA 8,322,354 5.9445%
Sonaecom, SGPS, SA 75,937 0.0543%
Maria Margarida CarvalhaisTeixeira de Azevedo 1,010 0.0007%
Nuno Miguel Teixeira de Azevedo 969 0.0007%
Duarte Paulo Teixeira de Azevedo 24,446 0.0175%
Maria Claudia Teixeira de Azevedo 22,146 0.0158%
Total allocation 81,240,213 58.0288%

Centaurus Capital LP

Centaurus Alpha Master Fund Limited 2,629,958 1.88%
Citi Centaurus Limited 92,460 0.07%
Greenway Managed Account Series Limited 149,028 0.11%

Total allocation 2,871,446 2.06%
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Social and Environment Report

I. Governance Structure and Management Systems

The Social Responsibility and Environment Committee (“SREC”)" is responsible
for analysing the impact of economic, environmental and social dimensions of
sustainability and of corporate governance on the management of the business.

Economic Dimension Environmental Dimension
Monetary flows between the organization Influence on living and non-living natural
and stakeholders and externalities created systems, including interactions with
by the organization ecosystems, land, air and water

Scope of

SREC

Social Dimension it

Human Rights, Child labour, activities Corporate Governance,
Health and Safety; Training and Chart of Values and Norms
Eductaion; Labour Relations, Labour Values, norms and rules under which the
Practices, Compensation, HR Management organization is governed.
and Processes

The SREC assumes a challenger role within Sonae Industria and promotes
discussion and subsequent recommendations of key and emerging environmental
and social issues that are relevant to Sonae Industria’s business, and which are
then conveyed as challenges to the Executive Committee.

To ensure effective implementation and management of the Group’s strategic
guidelines for environmental management, Sonae Industria established already in
2003 the “Corporate Environment and Eco-Efficiency Department”. It coordinates
environmental strategy across the various geographic regions of the Group.

Corporate
Global Report to Environment and
ExCom Eco-efficiency
Manager

UK

: Coordinator
Iberian

Coordinator
Canada

Coordinator

Germany
Coordinator

Brazil

Coordinator
France

Coordinator South Africa
Coordinator

Direct report to regional management committees

! Board Committee.



The mission of the Corporate Environment and Eco-Efficiency Department is to
support Sonae Industria in abiding by local environmental regulations and
challenge the organization to continuously improve its performance in this field. It
is responsible for assessing the relevance of and exposure to all local
environmental issues and establishes goals by country in accordance with local
management committees. The local Coordinators are then responsible for
implementing established guidelines, and monitoring and reporting them.

One of the core objectives of the Environment and Eco-Efficiency Department in
recent years has been the integration of environmental management in the
management processes and systems of the various companies throughout the
Sonae Industria Group. A milestone in this process is the achievement of third
party certification of management systems.

Sonae Industria’s Environmental Management Systems are, as much as is
possible integrated with issues related to Quality, Health and Safety and Chain of
Custody of Forestry Products. The following table presents a status of
management system certification, at the end of 2005:

. . Forest products Health &
ety S Chain-of-Custody Safety
OHSAS
1ISO 9001 ISO 14001 PEFC FSC 18001
Mangualde on going (2006
PORTUGAL ) g ) going ( )
Oliveira do Hospital on going (2006)
on going (2006)
Betanzos
Linares on going (2006
SPAIN going ( )
Solsona
Valladolid
Auxerre
Chatellerault
Le Creusot
FRANCE
Lure
St Dizier
Ussel
Meppen v
Eiweiler v v
GERMANY
Nettgau v
Kaisersesch v
THE Knowsley v
UNITED
KINGDOM Coleraine
Panbult v
SOUTH -
AFRICA Whiteriver v
George v

2 Certification achieved in January 2006.



CANADA

BRAZIL

Lac-Megantic v
Pién on going (2006)

9 13 5

*NOTE: All sites refer to wood-based panels facilities with the exception of the ones in grey and
marked with a “*” (the Maia site refers to a high pressure decorative laminates plant, Sines to a
formaldehyde-based resins plants).

Highlights of Certification Processes

During 2005 the Le Creusot and Meppen plants achieved PEFC
certification for the chain-of-custody of forest products;

Le Creusot achieved quality management system certification already in
January 2006;

During 2006 all plant quality management systems will be certified by a
third party;

Also during 2006, the following plants will conclude certification of their
environmental management system:

o Portugal : Mangualde, Oliveira do Hospital and Sines;

0 Spain: Linares;

o Brazil: Pién.

Chain-of-custody certification is also an objective for 2006 at the
Mangualde and Oliveira do Hospital plants.

Il. Social Report

Human Resources

During the year the company continued to focus on productivity improvements. At
the end of 2005, Sonae Industria employed 5.424 people, 5% less than in the
previous year.



Employees by Country

South Africa
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Accumulated personnel costs at December 2005 were 206 million euros,
compared with 207 million euros (excluding 14 million euros from Gescartdo) in
2004.

The combination of a reduction in employee numbers and the increase in sales led
to an increase of 9% in sales per employee in 2005, compared with 2004 and a
cumulative increase of 30% was recorded over the past 2 years.

15% Eemale Workforce by Gender and Age Group

85% Male
0,
28% 26%
15%
11%
0 4% 5% 0

SR - -
— | -

<=23y 24t029y 30t0 39y 40t0 49y 50t0 59y =>60y

B Female mMale

The company is strongly committed to analyze and promote the necessary
initiatives to protect minorities and socially discriminated groups, namely in South
Africa, where in 2005 the company established Employment Equity Committees at
all three operational units and started an active promoted recruitment of previously
disadvantaged individuals (PDIs).

Beyond continuous efforts to improve efficiency, strong emphasis is placed on
health and safety and eco-efficiency related issues, which are viewed as
conditions to achieve sustainable growth. These two areas will be the catalysts of
sustainability management within the Group.

Health and Safety



Professional development, safety and employee well-being are key priorities for
Sonae Industria. In 2005, more than 80 thousand hours were invested in training
programmes, worldwide, with 24% of this time dedicated to specific health and
safety related programmes.

2005 2004 2003
Absenteeism (% work hours) 5.00% 4.30% 4.80%
Training (thousands of hours) 80 72 67
Health and Safety Training (as % of total hours of training) 24% 27% 19%
% of total working time lost to injuries 0.6% 0.8% 0.8%

In September 2005 Sonae Industria created the new corporate role of “Corporate
Health and Safety Manager”. The objectives defined for this department are to
strength Sonae Industria’'s promotion of sustainable development and to go
beyond mere legal compliance to attain standards of excellence in Health and
Safety practices.

In 4Q05, 8 countries and 17 plants were the object of an extensive Health and
Safety diagnosis in order to determine the current status of the Sonae Industria
Group and to establish an action plan and guidelines going forward.

Aware of the critical role of Health and Safety for the future of the organization, it
has been included in the strategic planning process and should be:

o Aligned with a Corporate Health and Safety policy that reflects the
commitment, concerns and organizational vision;

e Led by standards of excellence in Corporate Health and Safety at all levels
of intervention;

e Supported by systematic identification, evaluation, management and risk
control processes;

o Directly linked to the strategic objectives of the business;

¢ Included in the planning cycle of all the Group’s subsidiaries;

o Clearly defined through Health and Safety standards and policy
(methodology, processes, objectives, metrics and responsibilities).

lll. Environmental Report

Sonae Industria actively embraces environmental management as a pillar of
sustainability for the future. The group’s environmental policy (available at
www.sonaeindustria.com) is used as a management reference for:

e Compliance with environmental legislation;

e Sustainable use of natural resources by saving, reducing, reusing and
recycling waste;

e Best practices in health and safety at the workplace;

e Minimizing the impact of industrial facilities on their surroundings and the
environment.

The strategic importance of eco-efficiency was reinforced in 2005 as the leading
theme at Sonae Industria’s International Management Meeting, a yearly forum that
brings together top managers from the Group. Recommendations that resulted
from discussion and workshops held at the forum, have already been incorporated
in the 2006 strategic planning cycle, namely:



¢ Create a “common sense” on eco-efficiency;

e Design a country level training policy for eco-efficiency based on Sonae
Industria’s strategic priorities;

e Ensure plant managers and sales force reach a good and basic knowledge
of eco-efficiency;

e Support the clients’ requirements for eco-efficiency needs and adapt the
portfolio in accordance.

Environment and Eco-Efficiency Focus Areas

Sonae Industria has defined a set of eco-efficiency priorities to be improved:

I. Energy use and efficiency;

- Il. Wood consumption and sustainable procurement of wood-based raw
materials;

- lll. Waste management;

- IV. CO, and other air emissions;

- V. Water use and wastewater.

These key environmental issues for Sonae Industria were identified through
workshops held at each European plant. The guidelines for discussion were based
on stakeholder priorities and operational influences on the environment.

I. Energy use and efficiency

The efficient use of wood and energy is a key factor for Sonae Industria’s overall
operational efficiency. During 2005, electricity consumption was reduced from 198
kwh to 185 kWh per cubic meter.

The production of electricity on-site with co-generation facilities (representing 7%
of total electricity consumption in 2005, compared with 6% in 2004) has been an
important contribution to optimization of energy management.

Increased efficiency in electricity consumption in 2005 compared with 2004, has
offset a marginal decrease in efficiency in the use of wood raw materials.

Electricity consumption by cubic meter
produced (kWh/m3)

200
175 4
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Electricity consumption

%

Purchased
On-site production

93%

. Wood consumption and sustainable procurement of wood-based raw
materials

Consumption of recycled wood increased in 2005 to 17%, from 16% in 2004, as a
result of the Group’s increased focus on incrementing recycled wood as a source
of raw materials. As an example, at the Knowsley plant in the UK, use of recycled
wood in the particleboard production process reached approximately 97% in 2005.

Wood consumption by type 2005
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[ll. Waste management

A gradual improvement in waste management accounting systems at the “plant”
level has provided the Group with better quality information as regards waste
management. As a result of this improvement in information systems, during 2005,
an increase in waste generated was recorded, from 61 kg to 77 kg per cubic meter
of production. In 2005, waste disposal costs grew by 0.08 euros to 0.38 euros per
cubic meter produced.

Recycling and energy recovery contributes to the sustainable use of resources:
30% of the Company’s waste is reused or recycled, and 61% is used as fuel. Only
8% is land filled, and 1% is considered as hazardous waste.

Waste disposal Waste disposal costs

0
8% 1% 119%

30%
Hazardous
Reused / Recycled Hazardous
Used as Fuel

Landfilled

Non-Hazardous

61%
89%

77777777 - Roundwood
By-products
7777777 — Recycled



Waste disposal cost by cubic meter Waste generation by cubic meter produced
produced (euro/m3) (kg/m3)
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A clear and universally accepted definition of “waste” has yet to be established
and without which it is proving a challenge for the various players to provide
reliable and comparable data. As such, a key objective for 2006, from a waste
management perspective, is to establish uniform criteria for both definition of
waste and for differentiation of hazardous from non-hazardous waste.

IV. CO, and other air emissions

2005 was the first year of operations of the European Union Emission Trading
Scheme (ETS). Five of Sonae Industria’s plants were assigned carbon dioxide
emission licenses.

The Knowsley site was included in the 2004 draft of the UK National Allocation
Plan. Later on, the UK authorities revised this plan and the site is no longer within
the scope of the European Union ETS for 2005-2007. Now the site is only
engaged in the UK wood-based panels sector “Climate Change Agreement”.

At the end of 2005, the Spanish authorities also revised their NAP and emission
licences were assigned to three of Sonae Industria’s sites for the period 2006-
2007. The additional sites assigned with licences were Betanzos, Solsona and
Valladolid.

The emission allowances managed by the five plants and respective real
emissions for 2005 were as follows:

Emissions Licences Real Emissions
Assigned non-verified figures
Eiweiler 9 733 ton CO, 7 076 ton CO,
Mangualde 23 122 ton CO, 18 446 ton CO,
Meppen 14 686 ton CO, 13 411 ton CO,
Oliveira do Hospital 31 678 ton CO, 25 965 ton CO,
Ussel 16 751 ton CO, 16 582 ton CO,

All five plants were able to stay below their carbon emissions allowances taking
into consideration the non-verified real emissions values. Verification procedures
are scheduled for the first quarter of 2006 for formal validation of operational data.

V. Water use and wastewater

The recorded consumption of water increased from 0.32 to 0.44 m® per unit
produced, also a result of the improved environmental accounting system, which is
now providing better quality and more reliable information.
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Water costs increased by 0.06 euros to 0.28 euros per cubic meter per unit
produced. Municipal resources account for 59% of water used, and 97% of the
costs, albeit a 3% reduction in use of this source was achieved in 2005.
Remaining sources of water are surface resources (10%) and underground
resources (31%). A goal for Sonae Industria in the future is to reduce the overall
level of drinking water used and thus the level of costs.

Cooperation with Universities

Within the framework of a protocol between Sonae Indlstria and the Universidade
Nova de Lisboa (Faculdade de Ciéncias e Tecnologia) an eco-design project
(together with an environmental diagnosis) was developed for the ready to
assemble furniture business in Portugal.

This project is the platform for a second phase (to be started during 2006) that will
further detail how the ready to assemble furniture business can profit from eco-
efficiency opportunities linked with eco-design of its products.

Product Responsibility

Sonae Industria is actively involved in workgroups coordinated by the two main
sustainable forest management certification schemes: PEFC, Programme for the
Endorsement of Forest Certification schemes and FSC, Forest Stewardship
Council.

As an active stakeholder of these organizations, Sonae Industria was able to
introduce a set of certification criteria for recycled wood that focus on cleanliness
and safety in use of the final product. In July 2005, PEFC recognized the positive
contribution of wood recycling to the sustainable use of this resource and
classified it as a certifiable raw material.

In addition, throughout its European operations, Sonae Industria has voluntarily
committed to produce only low formaldehyde emissions panels (known as E1
class products), a commitment assumed within the framework of EPF, the
European Panels Federation.



Sonae Induastria is also actively engaged in the debate on future European
regulation for volatile product emissions.

Outlook

A key element of the Group’s approach to environment and eco-efficiency issues
entails the development of plant level eco-efficiency programmes for the period
2006-2010. These are currently being developed and will be the reference for
planning and implementation of all future investments and actions at an
operational level. Sonae Industria’s primary environmental goal for 2006 is to
further improve environmental systems and performance by optimizing the use of
energy and raw materials.

Both eco-efficiency and health and safety will serve as catalysts to boost
sustainability management within Sonae IndUstria, supported by comprehensive
reporting on achievements and progress in this field.
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Corporate Governance Report

The present Sonae Industria, SGPS, SA (hereafter “Sonae Industria”) had no relevant
activity prior to the demerger-merger and merger operation that occurred in December
2005 and that led to all of Sonae Industria — SGPS, SA’s activity (extinguished
company) being incorporated in Sonae Indastria. The information in this report relates
to both the extinguished company and the current Sonae IndUstria.

0. Compliance with CMVM Recommendations

Sonae Industria is committed to developing and implementing good corporate
governance practices which go beyond complying with regulated obligations. Sonae
Industria believes that good governance reduces risk and creates shareholder value.
Good governance is considered to include responsible management practices, Board
governance, and a global concern with environmental, social and ethical issues.

Sonae Industria is compliant with all but Recommendation 2 and Recommendation 8 of
the Corporate Governance Recommendations made by the CMVM, (the Portuguese
Securities Exchange Regulator).

As regards Recommendation 2, Sonae Industria’s statutes currently allow shareholders
to vote by post in relation to changes to the Articles of Association and the election of
Statutory Bodies. The restrictions to postal voting on the remaining issues are primarily
viewed as a means of encouraging shareholder attendance and participation in
Shareholder General Meetings and thereby establishing an interactive relationship
between the Company and its shareholders.

In relation to Recommendation 8, Sonae Indulstria discloses the individual
remuneration of the Chairman of the Board of Directors and of the CEO, as well as the
aggregate remuneration for the executive Directors and also for the Non-Executive
Directors. The Board's decision is based on the fact that disclosure of individual
remuneration of all Directors is not generally accepted practice amongst Portuguese
companies. In addition, the Board believes that the disclosure currently made is
sufficient to separately assess the remuneration of the main components of the Board:
the Chairman, the CEO, the Executive Committee and the Non-Executive Directors.

1. Governing Bodies, Constitution and Organization.

Belmiro de Azevedo (Chairman)
Alvaro Cuervo Garcia
BOARD OF DIRECTORS Angel Garcia Altozano
Paulo Azevedo
Per Knuts
Thomas Nystén
Carlos Bianchi de Aguiar (CEO)
Christian Schwarz

Carlos Bianchi de Aguiar (CEQ) _ Rui Correia

Christian Schwarz EXECUTIVE COMMITTEE Joséﬁﬂ}?rg?a(sisoz:gsaﬁa

Rui Correia
José Ant6nio Comesafia
Louis Brassard




1.1. Board Composition and Organization

Sonae Industria’s Board of Directors is comprised of 11 Directors elected at the
Shareholder's General Meeting. The Board of Directors elects its Chairman. The
number of Non-Executive Directors (6) exceeds the number of Executive Directors
(5) and of the Non-Executive Directors, 3 are Independent, in that they are not
associated with special interest groups related either to the Company or to its
reference shareholder, and they have no materially relevant business interests that
could interfere with their ability to freely exercise independent judgement. These
independent Directors exercise an important influence over the decision-making
process and development of company strategy and policy and as such the Board of
Directors exhibits a clear balance between the number of Directors that represent
reference shareholders and the number of independent Directors. The Board
mandate is of four years, with the possibility of re-election. The current Board
mandate covers the period 2002 to 2005. All members of the Board of Directors
were appointed with effect from 15 December 2005, with the exception of Rui
Correia who was initially appointed on 22 July 2002.

As stipulated by the Company’s statutes, Sonae Indistria’s Board of Directors
should meet once a quarter and additionally whenever the Chairman or two of its
members call a meeting. All decisions taken are recorded in the respective minutes.
There were 7 Board meetings held in 2005. The Board of Directors can only
deliberate if the majority of its members are present or represented by proxy and
decisions are taken by a majority of votes cast.

Members of the Board of Directors are currently also members of the Boards of
certain other companies, which are listed in Point 15 of this report. Former Board
memberships over the last 5 years are also listed in Point 16 of this report.

Sonae InduUstria’s Directors

Belmiro de Azevedo (Chairman Sonae Industria): obtained a degree in
Industrial Chemical Engineering at the University of Oporto, a PMD from
Harvard Business School and participated in the Financial Management
Programme from Stanford University; and has occupied a diverse number of
positions in the Sonae Group from early on. Mr de Azevedo is today Chairman
of the Sonae Group, a member of the European Union Hong Kong Business
Cooperation Committee, of the International Advisory Board of Allianz AG; of
the Harvard Business School International Advisory Board. He has been
decorated on a number of occasions, some of the most prominent of which
being the “Encomienda de Numero de la Ordem del Mérito Civil” from His
Majesty D.Juan Carlos, King of Spain, the “Order of the Cruzeiro do Sul” from
the President of the Brazillian Federal Republic, the “Gra Cruz da Ordem do
Infante D. Henrique” from the President of the Portuguese Republic, nhomination
as “Honorary Fellow” of the London Business School and member of the “Order
of OQutstanding Contributors to Sustainable Development” from the World
Business Council for Sustainable Development.

Alvaro Cuervo Garcia holds a post graduate degree in Statistics and
Psychology and a PhD in Economics from the University of Madrid (Spain). Mr
Cuervo is a professor of Economics for Business and is head of the Business
department at the Complutense University in Madrid, of Economics for Business
at Valladolid and Oviedo University (Spain) and CIDE (Mexico). He is also a
visiting professor at New York University and California Berkeley University
(USA). He is a member of the Spanish government’s consultive committee for
privatizations and Chairman of the Economic and Business Scientific




Assaociation (Spain).

Angel Garcia Altozano (Independent): obtained a degree in Civil Engineering
from the University of Madrid (Spain) and an MBA from Dayton University (Ohio
— USA). He holds a number of other managerial and directorship roles.

Paulo Azevedo: obtained a degree in Chemical Industrial Engineering from the
Lausanne Polytechnic School (Switzerland) and a post graduate degree in
Business studies from the Oporto Institute of Business Studies. He was CEO of
Optimus — Telecomunicacdes S.A. between 1998 and 2000 and then became
CEO of Sonaecom — SGPS, S.A. and Chairman of the Board of Optimus
Telecomunicacbes S.A.. He holds a number of managerial and directorship
roles at the Efanor Group. Paulo Azevedo is Belmiro de Azevedo’s son.

Per Knuts (Independent): obtained a degree in Chemical Engineering from the
Royal Institute of Technology (Sweden) and was Chairman of the Global
Council of the Stora Feldmuhle AG Companies and FPB Holding AG
(Dusseldorf — Germany) between 1998 and 2004.

Thomas Nystén (Independent): obtained a degree in political science from St
Andrews University (Scotland) and was a Non Executive Director at the
Myllyskoski Corporation and Executive Chairman of Myllykoski Lang Papier. He
is currently Non-Executive Director at Gratenau & Hesselbacher GmbH.

Carlos Bianchi de Aguiar (President of the Executive Committee and CEO
Sonae Industria): obtained a degree in economics at the University of Oporto,
having occupied a number of managerial and directorship roles within the
Sonae Group.

Christian Schwarz (Vice President of the Executive Committee and COO
Central Europe): obtained a degree in Industrial Engineering from the
Karlsruhe Technical University (Germany). Mr.Schwarz worked as an executive
manager for many years in the automotive sector and has since occupied a
number of managerial and directorship roles at the Sonae Industria Group.

Rui Correia (CFO): obtained a degree in Economics from the University of
Oporto and a post graduate degree in Business Management from the Oporto
Institute of Business Studies. In the Sonae Group since 1994, he was head of
the Finance Department of Sonae SGPS from 2000. As from 2001, he has also
held a number of directorship roles at the Sonae Group.

José Antonio Comesafia (COO Iberia & Brazil): obtained a degree in
Industrial Mechanical Engineering from the Barcelona School of Industria
Engineers and has held a number of managerial and directorship roles at the
Sonae Group.

Louis Brassard (COO Canada & South Africa): obtained a degree in
Industrial Engineering from the Montreal Polytechnic School (Quebec Canada)
and an MBA in Finance and Marketing from Montreal University. Mr Brassard
has been with the Group since 1994, and has held a number of managerial and
directorship roles at the Sonae Industria Group.




Sonae Industria Directors have the following Sonae Industria Shares attributed to them:

Belmiro Mendes de Azevedo (1) Efanor Investimentos, SGPS, SA
Efanor Investimentos, SGPS, SA (1) 49.999.997 Sonae Industria, SGPS, SA 10.000
Demerger-merger rights (*) 14.901 Pareuro, BV (2) 20.000
Sonae-SGPS, SA (3) 658.804.410
Carlos Bianchi de Aguiar Demerger-merger rights (*) 658.804.410
Demerger-merger rights (*) 10.620
(2) Pareuro, BV
Rui Manuel Gongalves Correia Sonae, SGPS, SA 400.000.000
Demerger-merger rights (*) 35.000 Demerger-merger rights (*) 400.000.000
Duarte Paulo Teixeira de Azevedo (3) Sonae-SGPS, SA
Efanor Investimentos, SGPS, SA (1) 1 Sonae Industria, SGPS, SA 1.000.000
Imparfin, SGPS, SA (5) 150.000 Sonae Capital-SGPS, SA (4) 391.046.000
Demerger-merger rights (*) 360.591

(4) Sonae Capital-SGPS, SA
Sonae Induastria, SGPS, SA 8.322.354

(5) Imparfin, SGPS, SA
Sonae, SGPS, SA 4.105.273
Demerger-merger rights (*) 4.105.273

(*) - Rights resulting from de demerger-merger and merger operation that involved Sonae, SGPS, SA, Sonae IndUstria - SGPS,
SA (extinguished company) and Sonae 3P - Panels, Pulp and Paper, SGPS, SA (renamed Sonae Indistria, SGPS, SA)
registered on January 2nd, 2006 in the accounts of their respective holders.

On January 20‘“, 2006, these rights were converted in Sonae Indistria shares as follows:

Belmiro Mendes de Azevedo 1.010
Carlos Bianchi de Aguiar 720
Rui Manuel Gongalves Correia 2.372
Duarte Paulo Teixeira Azevedo 24.446
Efanor Investimentos, SGPS, SA 44.664.706
Pareuro, BV 27.118.645
Imparfin, SGPS, SA 278.324

1.2. Executive Committee Composition and Organization

The Executive Committee is appointed by the members of the Board of Directors
and is composed of the CEO, CFO and COOs of the three main geographical
regions where the Company has operations. Company statutes permit the Board to
delegate ordinary company business, duties and responsibilities to an Executive
Committee.

Responsibilities are divided among the Executive Committee members as follows:



EXECUTIVE COMMITTEE

Carlos Bianchi de Aguiar
President of the Executive Committee and CEO

Christian Schwartz
Vice President of the Executive Committee and COO Germany, France & UK

Rui Correia
CFO

Louis Brassard
COO Canada, SouthAfrica

José Anténio Comesaiia
COO lberia & Brazil

The Board of Directors delegated powers to the Executive Committee to manage
day-to-day operations of the company except:

a)
b)
c)
d)
e)

)

9)

h)
)

K)
)

appointing the Chairman of the Board of Directors;

co-opting a substitute for a member of the Board of Directors;

convening Shareholders General Meetings;

approving the Annual Report and Accounts;

granting any pledge, guarantees or charges over the assets of Sonae
Industria,;

deciding to change the Company’s headquarters or to approve any share
capital increases;

deciding on mergers, demergers and modifications to the corporate format
of Sonae Industria;

approving the Company’s business plan and annual budget;

defining key features of personnel policies, including stock incentive plans
and variable remuneration plans applicable to executives and senior
managers (Level XIV and above), in areas that do not require decisions
from the Shareholders’ Remuneration Committee or deliberations at
Shareholders’ General Meetings, as well as decisions on individual
compensation for executives of Level XVII and above, which are delegated
to the Board Nomination and Remuneration Committee and, when these
executives are Officers of the Company, also require decisions from the
Shareholders Remuneration Committee or deliberations at the
Shareholders’ General Meetings;

defining or changing major accounting policies of any company included in
the consolidation perimeter of the Group;

approving quarterly and half-yearly reports and accounts;

selling, acquiring directly or by long term lease or transacting in any other
way, investments classified as tangible fixed assets where the individual
transaction value is in excess of 5,000,000 euros, unless covered by the
Annual Budget or the Business Plan, duly approved by the Board,
purchasing or subscribing new shares in the share capital of any subsidiary
company where the accumulated amount exceeds 20,000,000 euros in any
financial year, unless covered by the Annual Budget or the Business Plan,
duly approved by the Board;

investing in any other company or in other financial assets when the
accumulated value is in excess of 10,000,000 euros in any financial year,



unless covered by the Annual Budget or the Business Plan, duly approved
by the Board;

0) making any other financial investment which exceeds the accumulated
amount of 10,000,000 euros in any financial year, unless covered by the
Annual Budget or the Business Plan, duly approved by the Board;

p) disposing of assets or other divestments, if such a transaction has a
significant effect on the operating results of the Company (defined as equal
or greater than 5%) or affects the jobs of more than 100 employees, unless
covered by the Annual Budget or the Business Plan, duly approved by the
Board.

The Executive Committee currently meets at least once every month and
additionally whenever the Chairman of the Executive Committee or a majority of its
members call a meeting in writing, at least 3 days before the appointed date;
Meetings can only take place if at least four of the members are present (either
physically or by videoconference). The CEO acts as Chairman. There were 20
meetings of the Executive Committee in 2005.

The decisions of the Executive Committee are taken by a qualified majority of four
votes in favour. In the absence of this qualified majority, the Executive Committee
must submit the matter under consideration to the Board of Directors for a decision.
In order to keep the Board of Directors updated on the decisions taken by the
Executive Committee, all Board members are sent a summary of the minutes of the
Executive Committee meetings.

Board Committees

To improve the operational efficiency of the Board of Directors and meet best
practice in Corporate Governance, the Board of Directors has created 3 Board
Committees:

e Board Audit and Finance Committee (“BAFC”);
e Social Responsibility and Environment Committee (“SREC");
e Board Nomination and Remuneration Committee (“BNRC").

2.1. Board Audit and Finance Committee (“BAFC")
The BAFC is currently composed of the following Non-Executive Directors:

o Alvaro Cuervo (Chairman);
) Angel Altozano (Independent);
o Paulo Azevedo.

The BAFC normally meets at least 5 times a year and its main tasks are:

o To review the financial statements and earnings announcements to be
disclosed to the market and to report its findings to the Board of
Directors;

To review risk management, internal control and business processes;
To review the results of internal and external audits;

To advise on any changes in accounting policies and practices;

To review compliance with accounting standards;

To review compliance with legal and statutory obligations, in particular
in the financial domain.

The BAFC met 7 times during 2005.



2.2.  Social Responsibility and Environment Committee (“SREC”)
The SREC is composed of the following Directors:

) Belmiro de Azevedo (Chairman);
o Christian Schwarz

o Per Knuts (Independent)

) Thomas Nysten (Independent)

The SREC met twice in 2005 and its main function is to analyse the impact of the
economic, environmental and social dimensions of sustainability and of corporate
governance on the management of the Company’s businesses.

2.3. Board Nomination and Remuneration Committee (“BNRC")
The BNRC is composed of the following Directors:

Belmiro de Azevedo (Chairman);
Alvaro Cuervo

Carlos Bianchi de Aguiar

Paulo Azevedo

The BNRC normally meets at least once a year and its main function is to review
and approve proposals and recommendations on behalf of the Board of Directors in
relation to the remuneration and other compensation of the Board of Directors and
other senior executives of the Sonae Industria Group.

The BNRC liaises with the Sonae Industria Shareholders Remuneration Committee
(“Comissdo de Vencimentos”). It may also receive assistance from external
entities, which ensure absolute confidentiality in relation to the information obtained
as a result of that cooperation.

The BNRC met 4 times during 2005.
3. Board and Board Committee Meetings and Attendance in 2005

During 2005, the number of meetings and attendance record for the Board of
Directors and Board Committees were as follows:

Numb_er & Attendance
meetings
Board of Directors 7 87%
Executive Committee 20 92%
Board Audit and Finance Committee 7 81%
Social Responsibility and Environment Committee 2 100%
Board Nomination and Remuneration Committee 4 100%

4. Board Assessment

Aligned with Corporate Governance best practices, a self-assessment of the Board
was carried out during 2005, with the help of an external consultant. The assessment
was designed to review how the Board and the Board Committee’s function and to



evaluate Corporate Governance at Board level and propose actions to achieve further
improvements.

5. Directors Remuneration and Other Compensation

The remuneration and other compensation of the Executive Members of the Board of
Directors consists of 3 elements: a fixed annual remuneration, short term performance
bonus and deferred medium term performance bonus.

The fixed annual remuneration is based on market reference values for similar
functions and is paid in twelve monthly instalments.

The short term target performance bonus attributed is indexed to a percentage of the
fixed annual remuneration. Actual amounts paid are linked to the achievement of
several predefined annual key performance indicators directly aligned with short term
financial and operational objectives of Sonae Industria and a part is based on individual
assessment.

The deferred medium term target performance bonus is indexed to a percentage of the
short term performance bonus attributed. Payments are deferred over a 3 year period
and the actual amounts payable are linked to the achievement of predefined medium
term indicators directly aligned with medium term strategic objectives of Sonae
Industria.

Total Deferred
Medium Term

Total Fixed Total Short Term

Annual Performance Total 2005
Remuneration Bonus (a) FEIITEIES
Amounts paid in euros Bonus (b)
Chairman of the Board of Directors 105.000 _ _ 105.000
CEO 216.000 105.450 128.340 449.790
Executive Directors (all) 1.019.600 563.844 686.920 2.270.364
Non Executive Directors (all) 324.741 _ _ 324.741

(a) relative to 2004

(b) relative to 2003 and 2004

In 2005, Sonae Industria also paid indemnities of 186.000 Euro to Executive Directors
who left Sonae Industria during the year.

6. Voting Rights and Shareholder Representations

Under the terms of Sonae Industria’s Articles of Association, the Shareholders General
Meeting is composed only by shareholders with voting rights and holding shares or
subscription bonds who, until five business days before the meeting provide evidence
of their ownership, according to the terms established by law.

Each block of one hundred shares corresponds to one vote; shareholders are entitled
to a number of votes corresponding to the integer value obtained by dividing their
number of shares divided by one hundred. Unless the law provides otherwise, the
decisions of the Shareholders’ General Meeting are taken by simple majority. Individual
shareholders may be represented at Shareholders’ General Meetings by their spouse,
direct family, a Director of the Company or another shareholder, as long as they have
notified the Chairman of the Shareholders’ General Meeting in writing, identifying the
representative and his residence and the date of the meeting. Corporate shareholders
may be represented by a person duly appointed for that purpose, by letter. The
authenticity of the letter is subject to scrutiny by the Chairman of the Shareholders’
General Meeting.



As Sonae Industria is regarded as a listed and “publicly traded company”, shareholders
may only vote by post in relation to changes to the Articles of Association and to elect

the Statutory Bodies.

Votes by post can only be considered when sent to the headquarters of the Company
by registered post with notification of receipt addressed to the Chairman of the
Shareholders’ General Meeting and which are received at least three days before the
date of the Meeting, and are subject to the normal rules regarding evidence of

ownership.

During 2005, neither a standard form for voting by post was made available, nor was
the possibility of voting by electronic means implemented.

During 2006, Sonae Industria will make available a standard form for voting by post at
its corporate website www.sonaeindustria.com and also at its head offices.

Proposals to be submitted by the Board of Directors to the Shareholders’ General
Meeting are made available to shareholders, as requested by law, at the Company’s
headquarters, together with all relevant reports, documents and other legally
mandatory information. Furthermore, these documents and the Annual Reports are
available at the Company’s website www.sonaeindustria.com as from the same date.

7. Shareholders’ Remuneration Committee

Sonae Industria’s Shareholders’ Remuneration Committee, appointed by the
Shareholders’ General Meeting for a four-year term, is currently composed of Efanor
Investimentos - SGPS, SA, represented by José Manuel Neves Adelino, and Bruno

Walter Lehmann.

8. Share Price Performance during 2005

Sonae Industria Share Price Performance in 2005
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Main events in 2005

1 March FY2004 Results announced
31 March €55 million bond issue announced
5 April Shareholder Annual General Meeting
27 April €100 and €150 million bond issues announced
28 April 1Q05 Results announced
31 August 1HO5 Results announced
23 September Board of Sonae IndUstria approves Demerger process
3 November 3Q05 Results announced
4 November Shareholder Extraordinary General Meeting approves demerger process
18 November Joint Venture with Tarkett announced
15 December Notary Deed of Demerger
20 December Delisting of "old" Sonae Industria shares
Listing of shares in the "new" Sonae Industria allocated to shareholders of
27 December ot L
old" Sonae Industria

During 2005, Sonae Industria’s share price increased by 33% to close at 6,4 euros per
share on 31 December, representing an outperformance of the main Portuguese stock
index by 20%. Average daily volume in 2005 was 8 thousand shares. In 2006 to date,
average daily volume has increased significantly to 536 thousand shares, as a result of
the increase in free-float from less than 3% to approximately 42%. Sonae Industria’s
market capitalisation at the end of 2005 was approximately 900 million euros.

9. Investor Relations

Sonae Industria has an Investor Relations’ Department that is responsible for
managing the relationship between the Company and shareholders, investors, analysts
and market authorities including the CMVM (the Portuguese Securities Exchange
Regulator).

Each quarter, the Investor Relations’ Department is responsible for coordinating the
preparation of an earnings announcement to be issued to the market and also provides
statements whenever necessary to disclose or clarify any relevant fact or event that
could influence the share price. The Investor Relations’ Department is available at all
times to answer general questions posed by the market. The Company is available to
meet with investors, either in roadshows or in one to one meetings upon request, or at
conferences in which it may participate.

The Sonae Industria Investor Relations’ Department may be contacted by email at
investor.relations@sonaeindustria.com or by telephone: 00 351 22 010 0638.
Sonae Industria’s Investor Relations’ Officer is Maria Jodo Carrapato.

In addition, Sonae Industria has an institutional website (www.sonaeindustria.com)
that posts all earnings announcements, statements, report and accounts and any other
public documents, press releases or general news items on the Company and the
Group.

Sonae Industria’s legal representative for equity market relations (Representante para
as Relagdes com o Mercado) is Rui Correia, who can be contacted via the Investor
Relations’ Department or, if required, directly by email:
rmcorreia@sonaeindustria.com.

10. Dividend Policy

In recent years Sonae Industria has not distributed dividends, in order to help to
strengthen the balance sheet. Future policy, will be decided by the shareholders at a
Shareholders’ General Meeting, based on a proposal from the Board of Directors.
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11. Share and Share Options Schemes
Sonae Industria does not award any remuneration or other compensation involving or
linked to shares or share options.

12. Transactions with Related Parties
Sonae Industria did not carry out any transactions with members of the Board of
Directors or with the Statutory Auditor.

All transactions with holding or other related companies represent normal operational
activity and were made under open market conditions and prices that fulfil transfer
pricing regulations.

13. Remuneration of the Statutory Auditors

During 2005, the external auditors, Deloitte, invoiced Sonae Indastria and its affiliated
companies in the total amount of 1.112.209 euros, of which 58,2% related to audit and
the legal certification of the accounts, 16,5% to tax consultancy services and 25,3% to
other services.

To safeguard auditor independence, tax consultancy and other services are provided
by different teams from those involved in the audit process.

14. Corporate Rules

14.1 Codes of Conduct and Internal Regulations

Sonae Industria’s principles and values are disseminated and deeply rooted in the
culture of its officers and employees, including, amongst others, the duty of
confidentiality in relation to third parties and of safeguarding the Company’s
position in cases of conflict of interest.

A Sonae Group Ombudsman has always been made available to the general public
and to staff. In the past, this has proved to be an effective means of transmitting
complaints which are then followed up by a Director who is responsible for ensuring
that they are treated independently, impartially and fairly. Throughout all our
organization, employees are encouraged to contribute with suggestions and to
openly communicate with management on any issues that they may feel hinder the
fulfilment of their responsibilities or are detrimental to their well-being.

As a result of the demerger-merger and merger process, Sonae Inddstria is no
longer a part of the Sonae Group. Sonae Industria will create a similar process and
structure during 2006.

14.2 Risk Management

In addition to the Board Audit and Finance Committee described above, Sonae
IndUstria has an Internal Audit and Risk Management Department that is
responsible for promoting and monitoring the development of structured and
systematic activities to manage business risks.

Risk Management is a key concern within the Sonae Industria culture, is present in
all management processes and is part of the delegated responsibility of managers
and employees at all levels within the Sonae Industria Group.

Risk Management comprises the process of identifying potential risks, analysing
their possible impact on the organisation’s strategic goals and seeking ways to
minimise the probability of their materialisation, in order to determine the best
procedures to manage exposure to them.
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Risk Management relies on the culture, processes and organisational structures
that help Sonae Industria to identify and assess risks, check their potential impact
on the business and plan adequate actions to effectively manage their impact.
Since the complete elimination of risk is an impossible task, the organisation has
implemented efficient and effective processes, to assure that unacceptable risks
are rejected, some are avoided, some are retained at acceptable levels, and others
are transferred through insurance policies.

14.2.1 Process of Integrated Risk Management
At Sonae Industria, Risk Management is based on a standard and integrated
methodology, denominated Enterprise-Wide Risk Management.

During 2005, the systematisation process, initiated in 2004, was consolidated,
fully integrated and aligned with the strategic business goals, aimed at
prioritizing relevant business risks and identifying actions to mitigate their
impacts. The process covers the whole organisation, involving all countries and
corporate functions.

The Risk Model which was built in 2004, aggregates business risks into three
categories (Business Environment Risks, Business Process Risks and
Information for Decision-Making Risks), was revisited and key risks were
identified, prioritised and analysed during the 2005 Business Planning Cycle,
ensuring that risk mitigation strategies were identified and that actions and
resources were established that will contribute to an efficient and effective
management of the main business risks.

Financial risk management is included in Business Process Risk and is
complemented and monitored within the scope of the financial function.

The efficiency of Risk Management strategies is monitored through follow-up of
agreed action plans and results are reported to the Executive Committee and to
the Board Audit and Finance Committee.

14.2.2 Operational Risk Management

The manufacture of wood-based panels is an industrial activity with a very
significant operational fire risk. As a world leader, it would be unacceptable for
Sonae Industria not to be able to recover from a catastrophic event in a “world
class” manner. Thus, loss prevention and protection of core assets is a constant
concern for our Group.

As a structured response to this “risk exposure”, an ambitious Loss Prevention
Programme was set up in 2003.

This programme is the corner stone of the property damage and loss prevention
strategy in all plants:

Corporate Risk Standards
Developed in 2003, the Corporate Risk Standards are divided into several
groups of Loss Prevention measures as follows:

« General fire protection systems

« Specific protection systems for machinery and equipment

« Surveillance

« Maintenance

« Human Element
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» Contingency Planning and Business Continuity Management

External Risk inspections

Supported by the Corporate Risk Standards, General Electric Global Assets
Protection Services conduct external risk inspections every two years, and a
report is issued with a set of recommendations and a rating of the risk quality
for each plant (QIN — Quality Index Number). Since 2000, the overall QIN of
Sonae Industria has improved continuously from 5.8 to 6.8 in 2005 (on a scale
from 0 t010).

Internal Risk inspections

An internal visit is made to each plant every 18 months, to review the status of
the previous internal and external recommendations, and to review compliance
with Corporate Risk Standards.

Self Inspection Form

A Quarterly Control Self-Assessment Procedure has been carried out by each
plant since 2000, which evaluates 106 items grouped into 23 categories. The
template initially used was paper based, but was upgraded in 2004 using a
Lotus Notes system, to make the task easier and to facilitate the follow-up of
corrective actions. All non-conformities detected automatically generate a
corrective action, and there is an automatic quarterly follow-up of outstanding
corrective actions.

Risk Plan 2004-2010

Each individual plant plan (which is updated annually) defines a set of
measures to be taken towards achieving full compliance with the Corporate
Risk Standards by 2010. The main objectives are:

« To have a payback reflected in the insurance premium (demonstration of
real and tangible concern about loss prevention).

. To form the basis for the preparation of the annual budget for investment in
Loss Prevention measures, and to establish priorities based on impact on
Loss Prevention.

Annual Operational Risk Workshop

In 2005, all plant managers met to discuss how to support and improve the
effective application of Corporate Risk Standards, and also to share best
practices in Loss Prevention and Sonae IndUstria’s experience and knowledge
concerning asset protection.

Insurance premium distribution

Sonae Industria’s global insurance premium is charged to each plant with 50%
being allocated according to local insurance market prices and 50% being
based on plant's measured risk quality. The former is calculated in line with
“stand alone” local market insurance premium levels, and the latter according to
the QIN of each plant, so that the “worst” performers pay their fair share of
insurance costs.

In conclusion, there is no doubt that “walking the talk” has been very worthwhile
at Sonae Industria. By increasing risk awareness and adopting a systematic
and integrated approach, no catastrophic losses or relevant incidents (requiring
declaration) have occurred in the last three years. Additionally, Sonae Industria
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has benefited from significant reductions in its property protection and business
interruption insurance premiums.

14.2.3 Risk Management Organisation

In addition to the active involvement of all Sonae Industria Group managers and
employees, risk management activity is performed and supported by the
Internal Audit and Risk Management Department, as well as by the Corporate
Planning and Management Control Department.

The Internal Audit & Risk Management Department has a team of 6 dedicated
people organised in a matrix approach with responsibilities defined by area
(Internal Audit, Risk Management and Health & Safety) and region (Iberia,
France, Germany and Overseas).

The Corporate Planning and Management Control Department also has 6
people and is organised into two teams to better address the challenges and
changes the businesses face: the Corporate Reporting Team which is
responsible for all reporting activities and business analysis and the Investment
Analysis, Mergers & Acquisitions and Strategic Planning Team.

14.3 Limits to exercising voting rights or to the transfer of shares,
shareholder’s agreements and special shareholder’s rights.

Beyond the number of shares that correspond to one vote and the shareholders

representation rules mentioned in paragraph 5 above, there are no limitations on

the exercise of voting rights.

The Board of Directors has no knowledge of any special rights or shareholders’
agreements in which the Company or the shareholders of the Company are
involved.

The Company has not taken any measures that would hinder the success of a
public tender offer for the purchase of the Company’s shares.

15 Other Positions currently held by Sonae Industria Directors:
Belmiro Mendes de Azevedo:
e Efanor Investimentos, SGPS, S.A. (Chairman)
Modelo Continente, SGPS, S.A. (Chairman)
Praca Foz — Sociedade Imobiliaria, S.A. (Chairman)
Setimanale — SGPS, S.A. (Chairman)
Sonae — SGPS, S.A. (Chairman)
Sonae Capital — SGPS, S.A. (Chaiman)
Sonae Sierra — SGPS; S.A. (Chairman)
Sonaecom — SGPS, S.A. (Chairman)

Carlos Francisco de Miranda Guedes Bianchi de Aguiar:
= 173509 Canada, INC.
Agloma — Sociedade Industrial de Madeira Aglomerada, S.A.
Aserraderos de Cuellar, S.A.
Ecociclo — Energia e Ambiente, S.A.
Euro Decorative Boards, Ltd.
Euromegantic Ltée.
Euroresinas - Industrias Quimicas, S.A.
Glunz AG (Chairman)
Glunz Service GmbH
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Glunz UK Holdings, Ltd.

Imoplamac — Gestdo de Imoveis, S.A.

Ipaper — Industria de Papeis Impregandos, S.A.
Isoroy SAS (Chairman)

Isoroy Transformation, SA

Maiequipa — Gestéo Florestal, S.A.

Movelpartes — Componentes para a Industria do Mobiliério, S.A.
Poliface North America Inc.

Racionalizacion y Manufacturas Forestales, S.A.
Resoflex — Mobiliario e Equipamentos de Gestédo, S.A.
Rochester Real Estate, Ltd.

SIAF - Imobiliaria, S.A.

Socelpac — SGPS, S.A.

Somit - Imobiliaria, S.A.

Somit — Sociedade de Madeiras Industrializadas e Transformadas, S.A.
Sonae — Servigos de Gestédo, S.A.

Sonae International, Ltd.

Sonae Novobord (PTY) Ldt. (Chairman)

Sonae Tafibra Benelux, B.V.

Sonae Tafibra UK, Ltd.

Sonae UK, Ltd.

Spanboard Products, Ltd.

Tableros de Fibras, S.A.

Tableros Tradema, SL

Tafiber — Tableros de Fibras Ibéricos, SL
Tafibra South Africa (PTY) Ldt. (Chairman)
Tafibras Participacdes S.A.

Tafisa Brasil S.A.

Tafisa France S.A. (Chairman)

Tafisa UK, Ltd.

Taiber — Tableros Aglomerados Ibéricos, SL
Tecnologias del Medio Ambiente, S.A.

Christian Glunther Schwarz:

Glunz AG

Glunz UKA GmbH

Isoroy S.A.S.

Isoroy Transformation, SA
OSB Deutschand Gmbh
Sonae Novobord (PTY) Ldt.
Sonae UK, Ltd.

Spanboard Products, Ltd.
Tafibra South Africa (PTY) Ldt.
Tafisa France S.A.

Tafisa UK, Ldt.

Tavapan SA (Supervisory Board)
Tool Gmbh

José Antonio Comesaria Portela:

Agloma — Sociedade Industrial de Madeira Aglomerada, S.A.
Aserraderos de Cuellar, S.A. (Chairman)

Compaiiia de Industrias y Negocios, S.A.

Ecociclo — Energia e Ambiente, S.A.

Euroresinas — Industrias Quimicas, S.A.

Imoplamac — Gestdo de Imoveis, S.A.
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Maiequipa — Gestéo Florestal, S.A.

Movelpartes — Componentes para a Industria do Mobiliario, S.A.
Racionalizacién y Manufacturas Forestales, S.A.

Resoflex — Mobiliario e Equipamentos de Gestéo, S.A.

Scs Beheer, B.V.

Serradora Boix, SL

Siaf — Imobiliaria, S.A.

Socelpac — SGPS, S.A.

Sociedade de Iniciativa e Aproveitamentos Florestais — Energia, S.A.
Somit — Imobiliaria, S.A.

Somit — Sociedade de Madeiras Industrializadas e Transformadas, S.A.
Sonae — IndUstria de Revestimentos, S.A.

Sonae — Servicos de Gestédo, S.A.

Sonae Espania, S.A.

Sonae Industria — Producdo e Comercializagdo de Derivados de Madeira,
S.A.

Tableros de Fibras, S.A.

Tableros Tradema, SL

Tafiber, Tableros de Fibras Ibéricos, SL

Tafibras Participacdes, S.A. (Chairman)

Tafisa Brasil, S.A. (Chairman)

Taiber, Tableros Aglomerados Ibéricos, SL

Tecnologias del Medio Ambiente, S.A. (Chairman)

Rui Manuel Goncalves Correia:

173509 Canada, INC.

Agloma — Sociedade Industrial de Madeira Aglomerada, S.A.
Aserraderos de Cuellar, S.A.

Ecociclo — Energia e Ambiente, S.A.

Euromegantic Ltée.

Euroresinas - Industrias Quimicas, S.A.

Glunz AG

Glunz UK Holdings, Ltd.

Imoplamac — Gestdo de Imdveis, S.A.

Ipaper — Industria de Papéis Impregnados, S.A.

Isoroy SAS

Maiequipa — Gestéo Florestal, S.A.

Movelpartes — Componentes para a Industria do Mobiliario, S.A.
Poliface North America Inc.

Racionalizacion y Manufacturas Forestales, S.A.

Resoflex — Mobiliario e Equipamentos de Gestéo, S.A.

SC - Consultadoria de Gestao, S.A.

SIAF - Imobiliaria, S.A.

Socelpac — SGPS, S.A.

Solucao - Apoio a Gestao, S.A.

Somit - Imobiliaria, S.A.

Somit — Sociedade de Madeiras Industrializadas e Transformadas, S.A.
Sonae — IndUstria de Revestimentos, S.A.

Sonae — Servicos de Gestédo, S.A.

Sonae Industria — Produgdo e Comercializacdo de Derivados de Madeira,
S.A.

Sonae Novobord (PTY) Ldt.

Tableros de Fibras, S.A.

Tafibra South Africa (PTY) Ldt.
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= Tafisa France S.A.
= Tafisa UK, Ltd.
= Tecnologias del Medio Ambiente, S.A.

Louis Maurice Brassard:

e 173509 Canada, Inc.
Isoroy SAS
Sonae Novobord (PTY) Ldt.
Tafibra South Africa (PTY) Ldt.
Tafisa France S.A.

Duarte Paulo Teixeira de Azevedo:

Efanor Investimentos, SGPS, S.A.

Enabler - Informatica, S.A. (Chairman)

Glunz AG (Chairman Supervisory Board)

Imparfin, SGPS, S.A.

Migracom — SGPS, S.A.(Chairman)

Novis Telecom, S.A. (Chairman)

Praca Foz - Sociedade Imobiliaria, S.A.

Publico Comunicacao Social, S.A. (Supervisory Board)
SonaeCom — Sistemas de Informagéo, SGPS, S.A. (Chairman)
Sonae Matrix Multimédia, SGPS, S.A. (Chairman)

Sonae Telecom, SGPS, S.A. (Chairman)

Sonae, SGPS, S.A.

Sonaecom, SGPS, S.A. (CEO)

Tableros de Fibras, S.A. (Chairman)

We do Consulting — Sistemas de Informacao, S.A. (Chairman)

Jose Alvaro Cuervo Garcia:
e ACS - Actividades de Construccion Y Servicios, S.A.
BA Vidrio, S.A.
ThyssenKrupp, S.A.
Sonae — SGPS, S.A.
Tableros de Fibras, S.A.

Angel Manuel Garcia Altozano:

e Abertis Infraestructuras, S.A.
Abertis Telecom, S.A.
ACS Servicios y Concesiones, S.L.
ACS Servicios, Comunicaciones y Energia, S.L.
ACS Telefonia Movil, S.A.
Broadnet Consorcio, S.A. (Chairman)
Clece, S.A.
Continental Auto, S.L.
Dragados Concesiones de Infraestructuras, S.A.
Dragados, S.A.
Energias Ambientales de Novo, S.A. (Chairman)
Energias Ambientales de Outes, S.A. (Chairman)
Energias Ambientales de Somozas, S.A. (Chairman)
Energias Ambientales de Vimianzo, S.A. (Chairman)
Energias Ambientales EASA, S.A. (Chairman)
Inversora de Infraestructuras, S.L.
Saba Aparcamientos, S.A.



SAFRA, Energia Edlica, S.A. (Presidente)
Servicios Portuarios y Logisticos, S.A.

Societat Eolica de L’Enderrocada, S.A. (Chairman)
Tableros de Fibras, S.A.

Urbaser

Xfera Moviles, S.A. (Chairman)

Knut Thomas Alarik Nysten:
e Gratenau & Hesselbacher GmbH

16 Other Positions formerly held by Sonae Inddstria Directors:
During the past five years, Belmiro de Azevedo, Carlos Bianchi de Aguiar, Christian
Schwarz, Rui Correia, Jose Antonio Comesafla and Paulo Azevedo were also
Directors at several other companies belonging to the Efanor Group.

Within the same period, the following Directors also held directorships at the following
companies not belonging to the Efanor Group:
Christian Gunther Schwarz:

e Heraeus Sensor - Nite International, Amsterdam

Angel Manuel Garcia Altozano:
e Accesos de Madrid, C.E.S.A.
ACS Proyectos, Obras Y Construcciones, S.A.
Alazor Inversiones, S.A.
Autopista Central Gallega, C.E.S.A.
Autopista Trados 45, S.A.
Broadnet Consorcio S.A.
Cobra Instalaciones Y Servicios, S.A.
Tacel Inversiones, S.A.
Tecmed, S.A.
Vias Y Construcciones, S.A.

Per Otto Knuts:
e Stora Feldmuhle AG
e FPB Holding AG

Knut Thomas Alarik Nysten:
e MD Lang Papier GmbH
e  Myllykoski Corporation
e Gratenau & Hesselbacher GmbH
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Sonae IndUstria,SGPS,SA

BALANCE SHEET AS AT 31 DECEMBER 2005 AND 2004

(Amounts in Euros)

ASSETS Notes

NON CURRENT ASSETS
Tangible assets
Intangible assets 4
Investment property

Investment property in progress

Goodwill arising on consolidation

Investments in jointly controlled companies

w

Investments in associated companies 5
Investments held for sale 5
Deferred tax assets

Other non current assets 6

Total Non Current Assets

CURRENT ASSETS
Inventories
Trade debtors
Other debtors
Taxes and other contributions receivable
Other current assets
Investment at fair value through profit or loss
Cash and cash equivalents 9
Total Current Assets

[« JENJENIEN]

Non current assets held for sale

TOTAL ASSETS

SHAREHOLDER’S FUNDS AND LIABILITIES

SHAREHOLDER'S FUNDS:
Share Capital 10
Own shares
Supplementary capital
Legal reserve
Revaluation reserve
Translation reserve
Other reserves
Retained earnings
Net profit (loss) for the period

Total Shareholder’s funds

LIABILITIES:
NON CURRENT LIABILITIES
Bank loans - long term - net of short-term portion 11
Debenture loans - long term - net of short-term portion 11
Finance lease creditors - long term - net of short-term portion
Derivatives
Other loans
Obligations arising from pensions:defined benefit plans 12
Obligations arising from share based payments
Other non current creditors
Deferred tax liabilities
Provisions
Total Non Current Liabilities

CURRENT LIABILITIES:

Current portion of long term bank loans 11
Bank loans - short term

Current portion of long term debenture loans

Current portion of long term finance lease creditors

Finance lease creditors

Derivatives

Other loans

Trade creditors 13
Other creditors 14
Taxes and other contributions payable

Other current liabilities 15

Obligations arising from share based payments
Obligations arising from pensions:defined benefit plans
Provisions

Total Current Liabilities

Liabilities related to non current assets held for sale

TOTAL SHAREHOLDER’'S FUNDS AND LIABILITIES

31.12.05

31.12.04

47,100
41,457

680,111,535
17,922

809,148,197

1,489,366,210

377,841
5,839
192,930
83,660

36,421,049

37,081,319

1,526,447,529

700,000,000

245,920,750
(157,749)
1,199,879

946,962,880

28,125,000
381,101,414

409,282,841

6,250,000

399,677
158,724,840
1,604,721
3,222,570

170,201,808

1,526,447,529

47,251




Sonae Industria,SGPS,SA

INCOME STATEMENT

FOR THE EXERCISE ENDED 31 DECEMBER 2005 AND 2004

(Amounts in Euros)

Notes 31.12.05 31.12.04

Operating Income:
Sales - -
Services rendered 20 685,649 -
Changes in fair value of investment property - -
Other operating income 55 -
Total operating income 685,704 -

Operating Costs

Cost of sales - -
Changes in stock and work in progress - -
External supplies and services (903,070) (516)
Staff costs (572,272) -
Amortisation and depreciation (11,205) -
Provisions and impairment losses - -
Other operating costs 21 (83,149) (19)
Total operating costs (1,569,697) (535)
Operating profit / loss (883,993) (535)
Financial profit / (loss) 22 2,573,102 124
Profit/loss from associated companies - -
Profit/loss from other investments - -
Profit / loss before tax 1,689,109 (411)
Income taxation 23 (489,230) -
Net Profit / loss from continuing operations 1,199,879 (411)

Profit/loss from discontinued operations

Net profit (loss) for the period 1,199,879 (411)




Notes

Share
Capital

Sonae Indistria, SGPS,SA

STATEMENT OF CHENGES IN EQUITY

FOR THE EXERCISE ENDED 31 DECEMBER 2005 AND 2004

(Amounts in Euros)

Total

Balance at 1 January 2004

Appropriation of profits from 2003:
Transfer to legal reserve
Distribution dividends
Transfer to retained earnings
Acquisition/(disposal) of own shares
Increase/(decrease) in fair value of hedging financial instruments
net of taxes
Deferred tax connected to increase/(decrease) in fair value
of hedging financial instruments
Increase/(decrease) in fair value of available for
sale investments
Deferred tax connected to increase/(decrease) in fair value
of available for sale investment
Profit (Loss) for the period ended at 31 December 2004
Other

Balance at 31 December 2004

Balance at 1 January 2005

Appropriation of profits from 2004:
Transfer to legal reserve
Distribution dividends
Transfer to retained earnings

Acquisition/(disposal) of own shares

Increase/(decrease) in fair value of hedging financial instruments
net of taxes

Deferred tax connected to increase/(decrease) in fair value
of hedging financial instruments

Increase/(decrease) in fair value of available for
sale investments

Deferred tax connected to increase/(decrease) in fair value
of available for sale investment

Profit (Loss) for the period ended at 31 December 2005

Other

Merger's effect (as described in Note 2.1)

Balance at 31 December 2005

50,000

48,056

50,000

50,000

699,950,000

1,199,879
(155,000)
945,870,750

700,000,000

Reserves
Legal Fair
own Share Supplementary Legal Revaluation Value Hedging Other Retained
Shares Premiums Capital Reserve Reserve Reserve Reserve Reserves Earnings Net profit/loss

- - - - - (582) (1,362)
- - - - - (1,362) 1,362
- - - - - - (411)
- - - - - (394) -
N N - N - (2,338) (411)
~ . - - - (2,338) (411)

- (411) 411
- - - - - - 1,199,879
~ . - - - (155,000) -
- - - - 245,920,750 - -
- - - - 245,920,750 (157,749) 1,199,879

946,962,880




SONAE INDUSTRIA,SGPS,S.A.

CASH FLOW STATEMENT

OPERATING ACTIVITIES
Cash receipts from trade debtors
Cash paid to trade creditors
Cash paid to employees

Operational Cash Flow

Corporate income tax paid / received
Other cash receipts and payments relating to operating activities

Net cash flow from operating activities [1]
INVESTMENT ACTIVITIES

Cash receipts arising from:
Financial investments
Tangible assets
Intangible assets
Interest and similar income

Cash payments owing to:
Financial investments
Tangible assets
Intangible assets

Increase / decrease in granted loans

Net cash flow from investing activities [2]
FINANCIAL ACTIVITIES
Cash receipts arising from:

Share capital increase, supplementary capital, share premiums

Cash payments owing to:
Interest and similar costs
Dividends
Others

Increase / decrease in loans

Net cash flow from financing activities [3]
Net increase / decrease in cash and cash equivalents
Cash and cash equivalents - opening balance

Cash and cash equivalents - closing balance
Net increase / decrease in cash and cash equivalents

31.12.2005 31.12.2004
799,363 0
637,134 821
-324,508 0
486,737 -821
54,675 1,236
430,387 0
862,449 -2,057
388,999 388,999 171 171
195,555
4,613
200,168] 0
-82,469,153]
-82,657,983 171
35,000
35,000 0
20,261,516 47
20,261,516 47
-53,398,550)
73,625,066 -47
9,895,366 -1,933
10,967 12,900
9,906,333 10,967
9,895,366 -1,933



SONAE INDUSTRIA SGPS, S.A.

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2005

(Amounts expressed in euros)

Introduction

SONAE INDUSTRIA, SGPS, SA, is based at Lugar do Espido, Via Norte, Apartado 1096,
4470-909 Maia, Portugal. Due to the merger occurred in 2005, Sonae 3P - Panels, Pulp and
Paper, SGPS, S.A was renamed to Sonae Industria, SGPS, S.A.

Main Accounting Policies

The main accounting policies adopted in preparing the accompanying consolidated financial

statements are as follows:

2.1. Basis of Preparation

The accompanying consolidated financial statements have been prepared in accordance
with International Financial Reporting Standards (“IFRS” — previously named International
Accounting Standards — “IAS"), issued by the International Accounting Standards Board
(“IASB”) and interpretations issued by the International Financial Reporting Interpretations
Committee (“IFRIC") or by the previous Standing Interpretations Committee (“SIC”),

applicable to financial years beginning on 1 January 2005.

International Financial Reporting Standards (“IFRS”) were adopted for the first time in 2005.
As a result, the transition date from Portuguese generally accepted accounting principles to
the standards referred to above is 1 January 2004, as established by IFRS 1 — “First Time

Adoption of International Financial Reporting Standards”.

In accordance with the standard, at the date of transition to IFRS (1 January 2004) the

transition had no effect as no adjustments were made.

The accompanying consolidated financial statements have been prepared from the books

and accounting records of the company on a going concern basis.



The notary deed of the demerger-merger-merger process of the stake held by Sonae SGPS,

SA in Sonae Indistria, SGPS, SA's share capital was held on 15 December 2005. Sonae
SGPS, SA demerged 90.3644% of Sonae Indistria, SGPS, SA's share capital, which was

incorporated into Sonae 3P — Panels, Pulp and Paper, SGPS, SA and all of Sonae IndUstria

SGPS, SA's assets were simultaneously merged into Sonae 3P — Panels, Pulp and Paper,

SGPS, SA. As a result, Sonae Industria, SGPS, SA ceased to exist and the incorporating

company, Sonae 3P — Panels, Pulp and Paper, SGPS, SA was renamed to Sonae IndUstria,

SGPS, SA. As a result, the financial statements ended 31 December 2005 are not directly

comparanble with those of 2004.

The effects of the merger are recorded in the accounts as from 1 October 2005,

Balance sheet adjustments at the incorporating company and that result from the merger are

as follows:
Gross Depreciations / Net
Value Provisions Value
ASSETS
- Fixed Assets

- Tangible Assets 476.361 -100.020 376.341

- Intangible Assets 217.189 -22.798 194.391

- Financial Investments 754.815.433 -74.685.976 680.129.457

- Loans Granted to Group Companies 865.300.034 -400.905 864.899.129

- Current Assets

- Trade Debtors 491.555 491.555

- State & Other Public Entities 238.458 238.458

- Other Debtors 29.626 29.626

- Cash & Cash Equivalents 26.514.716 26.514.716

- Accruals & Deferrals 19.756.191 19.756.191
Total Assets 1.667.839.563 -75.209.699 1.592.629.864
LIABILITIES

- Trade & Other Creditors 637.862.081 637.862.081

- Accruals & Deferrals 8.897.033 8.897.033
Total Liabilities 646.759.114 0 646.759.114

- Share Capital 699.950.000 699.950.000

- Reserves 245.920.750 245.920.750
Total Shareholder's Funds 945.870.750 945.870.750

Total Shareholder's Funds & Liabilities

1.592.629.864

1.592.629.864




2.2. Investments in Group companies and associated

Assets and liabilities of each Group company are measured at their fair value at the date
of acquisition adjusted for acquisition related expenses. Financial investments in Group
and Associated Companies are tested for imparity when appropriate. If an impairment

loss exists, it is recorded as a cost.

Revenues from financial investments (dividends received) are recorded on the Profit and

Loss statement of the period in which distribution is decided and announced.

2.3. Tangible assets

Tangible assets acquired up to 1 January 2004 (transition date to IFRS) are recorded at their
deemed cost, which corresponds to their acquisition cost or revalued acquisition cost, in
accordance with generally accepted accounting principles in Portugal until that date, net of

depreciation and accumulated impairment losses.

Tangible assets acquired after that date are recorded at acquisition cost, net of depreciation

and accumulated impairment losses.

Depreciation is calculated on a straight line basis, as from the date the asset is first used,

over the expected useful life for each class of assets.

Depreciation rates used, correspond to the following expected useful lives of the underlying

assets:
Years
Plant & Machinery 15
Fixtures and Fittings 10

Maintenance and repair costs related to tangible assets are recorded directly as expenses in

the year they are incurred.

Tangible assets in progress represent fixed assets still under construction/development and
are stated at acquisition cost net of impairment losses. These assets are depreciated from

the date they are completed or start being used.



Gains or losses arising from the sale or write-off of tangible assets are determined as the
difference between the sale price and the accounting net value at the sale/write-off date and

are registered as Other Operational Income/ Other Operational Losses.

2.4. Intangible assets

Intangible assets are stated at acquisition cost, net of depreciation and accumulated
impairment losses. Intangible assets are only recognised if it is likely that they will generate
future economic benefits, if they are controlled by the Group and if their cost can be reliably

measured.

Development expenses are recognised as an intangible asset if the Group demonstrates
technical feasibility and intention to complete the asset, ability to sell or use it and the
probability that the asset will generate future economic benefits. Development expenses
which do not fulfill these conditions are recorded as an expense in the period in which they

are incurred.

Internal costs associated with maintenance and software development are recorded as an
expense in the period in which they are incurred. Only costs directly attributable to projects
for which the generation of future economic benefits is probable are capitalized as intangible

assets.

Amortisation is calculated on a straight line basis, as from the date the asset is first used,

over the expected useful life which is normally 5 years.

2.5. Accounting for leases

Accounting for leases in which the Group is the lessee

Lease contracts are classified as (i) a finance lease if the risks and rewards incidental to
ownership lie with the lessee and (ii) as an operating lease if the risks and rewards incidental

to ownership do not lie with the lessee.

A lease is classified as a financial or an operating lease dependent on the substance of the

transaction rather than the form of the contract.



Lease payments within operating lease contracts are recognised as expenses on a straight

line basis over the lease term.

2.6. Impairment of non-current assets, except for goodwill

Assets are assessed for impairment at the end of each year, whenever events or changes in

circumstances indicate that the carrying amount of an asset may not be recoverable.

Whenever the carrying amount of an asset exceeds its recoverable amount, an impairment

loss is recorded in the income statement under Provisions and impairment losses.

The recoverable amount is the higher of an asset’s fair value less costs to sell and its value
in use. Fair value less sale related costs is the amount obtainable from the sale of an asset
in an arm’s length transaction less the costs of disposal. Value in use is the present value of
estimated future cash flows expected to arise from the continuing use of an asset and from
its disposal at the end of its useful life. Recoverable amounts are estimated for individual

assets or, if this is not possible, for the cash-generating unit to which the asset belongs.

Reversal of impairment losses recognized in prior years is only recorded when it is
concluded that the impairment losses recognised for the asset no longer exist or have
decreased. This analysis is performed whenever there is an indication that the impairment
loss previously recognised has been reversed. The reversal is recorded in the income
statement as Other Operational income. However, the increased carrying amount of an
asset due to a reversal of an impairment loss is recognised to the extent it does not exceed
the carrying amount that would have been determined (net of depreciation) had no

impairment loss been recognised for that asset in prior years.

2.7. Borrowing costs

Borrowing costs are recognised as an expense in the period in which they are incurred.

2.8. Provisions

Provisions are recognised when, and only when, the Group has an obligation (legal or
constructive) resulting from a past event, it is probable that an outflow of resources will be

required to settle the obligation, and a reliable estimate can be made of that obligation.



Provisions are reviewed and adjusted at the balance sheet date to reflect the best estimate

as of that date.

2.9.

a)

Financial Instruments

Investments

Investments are classified into the following categories:
- Held to maturity
- Investments measured at fair value through profit or loss

- Available-for-sale

Held to maturity investments are classified as non-current assets unless they mature
within 12 months of the balance sheet date. Investments classified as held to maturity
have defined maturities and the Group has the intention and ability to hold them until

the maturity date.

Investments measured at fair value through profit or loss are classified as current

assets.

Available-for-sale investments are classified as non-current assets.

All purchases and sales of investments are recognised on the trade date,

independently of the settlement date.

Investments are initially measured at cost, which is the fair value of the consideration

paid for them, including transaction costs.

Available-for-sale investments and investments measured at fair value through profit
or loss are subsequently carried at fair value, without any deduction for transaction
costs which may be incurred on sale, by reference to their quoted market price at the
balance sheet date. Investments in equity instruments that do not have a quoted
market price and whose fair value cannot be reliably measured, are stated at cost,

less impairment losses.

Gains or losses arising from a change in fair value of available-for-sale investments
are recognised directly in equity, under Fair value reserve, included in Reserves and

retained earning until the investment is sold or otherwise disposed of, or until it is



b)

<)

d)

e)

f)

determined to be impaired, at which time the cumulative gain or loss previously

recognised in equity is transferred to net profit or loss for the period.

Changes in the fair value of investments measured at fair value through profit or loss

are included in the consolidated income statement for the period.

Accounts receivable

Receivables are stated at net realisable value, corresponding to their nominal value
less impairment losses (recorded under the caption Impairment losses in accounts

receivable).

Classification as equity or liability

Financial liabilities and equity instruments are classified and accounted for based on

their contractual substance, independently from the legal form they assume.

Loans

Loans are recorded as liabilities at their nominal value, net of up-front fees and
commissions related to the issuance of those instruments. Financial expenses are
calculated based on the effective interest rate and are recorded in the income
statement on an accruals basis, in accordance with the accounting policy defined in
Note 2.13. The portion of the effective interest charge relating to up-front fees and

commissions, if not paid in the period, is added to the book value of the loan.

Trade accounts payable

Accounts payable are stated at their nominal value.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, cash at banks, term deposits and
other treasury applications which mature in less than three months and are subject to

insignificant risk of change in value.

In the consolidated statement of cash flows, cash and cash equivalents also include

bank overdrafts, which are included in the balance sheet caption Borrowings.



2.10. Retirement benefit plans

As referred to in Note 12, the company has an insurance contract for employees which, at
retirement age (65) will pay the equivalent of ,24 months salary at retirement date All

employees hired up to 31/12/94 are covered by this contract.

It is a Defined Benefits Plan in the form of an insurance contract, established with

Fidelidade, an insurance company.

2.11. Contingent assets and liabilities

Contingent liabilities are not recorded in the financial statements. Instead they are disclosed
in the notes to the financial statements (Note 17), unless the probability of a cash outflow is

remote, in which case, no disclosure is made.

Contingent assets are not recorded in the financial statements but disclosed when future

economic benefits are probable.

2.12. Income tax

Income tax for the year is determined based on the taxable income of companies included in
the consolidation and includes deferred taxation, in accordance with the tax rules in force in
the respective country of incorporation, considering the interim period profit and using the

estimated effective average annual income tax rate.

Deferred taxes are calculated using the balance sheet liability method, reflecting the net tax
effects of temporary differences between the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for income tax purposes. Deferred tax
assets and liabilities are calculated and annually reviewed using the tax rates in place or
announced and thereby expected to apply at the time the temporary differences are

expected to reverse.

Deferred tax assets are recognised only when it is probable that sufficient taxable profits will

be available against which the deferred tax assets can be used, or when taxable temporary



differences are recognised and expected to reverse in the same period. At each balance
sheet date a review is made of the deferred tax assets recognised, which are reduced
whenever their future use is no longer likely

Deferred tax assets and liabilities are recorded in the income statement, except if they relate
to items directly recorded in equity. In these cases the corresponding deferred tax is

recorded in equity.

2.13. Revenue recognition and accrual basis

Revenue from services rendered is recognised in the income statement taking into

consideration the stage of completion of the transaction at the balance sheet date.

Dividends are recognised as income in the year they are attributed to shareholders.

Income and expenses are recorded in the year to which they relate, independently of the
date of the corresponding payment or receipt. Income and expenses for which their real

amount is not known are estimated.

Other current assets and Other current liabilities include income and expenses of the
reporting year which will only be invoiced in the future. Those captions also include receipts
and payments that have already occurred but will only correspond to income or expenses of

future years, when they are to be recognised in the income statement.

2.14. Balances and transactions expressed in foreign currencies

Exchange gains and losses arising from differences between historical exchange rates and
those prevailing at the date of collection, payment or the date of the balance sheet, are
recorded as income or expenses of the period, except for those related to non-monetary

assets or liabilities, for which adjustments to fair value are directly recorded under equity.

2.15. Subsequent events

Events after the balance sheet date that provide additional information about conditions that
existed at the balance sheet date (adjusting events), are reflected in the consolidated
financial statements. Events after the balance sheet date that are non-adjusting events are

disclosed in the notes when material.



Tangible Assets

During the year ended 31 December 2005, movements in tangible assets, accumulated

depreciation and impairment losses were as follows:

2005

‘Advances From
Tangible FA Total
Suppliers

Land & Buiding Plant & Vehicles Fixtures & Tools Containers  Other Tangible  Tangible Assets
Machinery Fittings Assets in Progress

Gross Value
Opening Balance - - - -
Mergers - 24.742 - 130.303 . . . 321.316 476.360
Demergers -
Acquisitions - - - . . . . 1.496 . 1.496
Disposals
Write-Offs - - - -
Transfers - 5181 - 156 . . . (322.812) (317.475)
Capitalized Financial Costs - - -
Closing Balance - 29.923 - 130.459 - . . - . 160.382

Accumulated Depreciations

& Imparment Losses
Opening Balance - - -
Mergers - 1.568 - 98.452 - - - 100.020
Demergers
Depreciations - 4.360 - 8.903 - - - 13.262
Imparment Losses
Disposals
Transfers
Write-Offs
Closing Balance - 5.928 - 107.355 - - - - - 113.282

Net Value - 23.995 - 23.104 - - - - - 47.100

During the year ended 31 December 2004 there was no movement in tangible assets.

Intangible Assets

During the twelve month period ended 31 December 2005 and 2004, movements in

intangible assets, accumulated depreciation and impairment losses were as follows:

2005

Intangible
Assets in Total
Progess

Patents, Royalties Other Intangible
Vi Software 9

R&D Expenses ¢ oiper Rights Assets

Gross Value
Opening Balance - - - 0) - (0)
Changes in Consolidation Scope - - - - - -
Mergers 62.187 - - 155.000 - 217.187
Demergers - - - - - -
Exchange Rate Effect - - -
Acquisitions - - -
Disposals - - -
Write-offs - - - - - -
Transfers - - - (155.000) - (155.000)
Closing Balance 62.187 - - (0) - 62.187

Accumulated Depreciations

& Imparment Losses
Opening Balance
Changes in Consolidation Scope - - - - -
Mergers 17.620 - - 5.178 - 22.798
Demergers - - - - - -
Exchange Rate Effect - - - - - -
Depreciation 3.110 - - (5.178) - (2.068)
Imparment Losses - - - - - -
Disposals - - -
Write-offs - - -
Transfers - - - - - -
Closing Balance 20.730 - - - - 20.730

Net Value 41.457 - - (0) - 41.457
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5. Investments

At 31% December 2005, detail of Investments is as follows:

Investment Group Companies
Opening Balance
Aquisition
Disposal
Merger (Note 2.1)
Closing Balance
Accumulated Imparement Losses

Available-For-Sale Investments
Opening Balance
Aquisition
Disposal
Fair Value Adjustments
Merger (Note 2.1)
Closing Balance

2005

Current

Non Current

195.555

754.601.956

754.797.511

(74.685.976)

680.111.535

17.922

17.922

680.129.457

The impairment loss recorded is related to the financial participation in Socelpac,

S.A.

SGPS,

On 31 December 2005, Sonae Industria, SGPS had the following participations in Group and

Associated Companies:

% Acquisition Shareholder's Net
Company Share Value Funds Profit
Euroresinas - Industrias Quimicas, S.A. 100,00% 5.204.481 6.590.805 1.216.415
Glunz AG 0,05% 129.870 66.310.526 -3.165.815
Ipaper . Produgéo de Papeis Impregnados,S.A. 49,00% 509.144 48.390 -94.261
Maiequipa - Gestdo Florestal,S.A. 100,00% 3.282.131 489.611 -166.851
Movelpartes - Componentes para Industria do Mobiliario,S.A. 100,00% 4.437.198 3.832.025 619.324
Resoflex - Mobiliario e Equipamento de Gestéo,S.A. 100,00% 3.742.915 2.303.869 -374.236
Sonae Industria de Revestimentos,S.A. 99,98% 38.548.932 38.719.954 -4.281.507
Socelpac,SGPS,S.A. 100,00% 120.000.000 45.673.249 739.811 a)
Sonae Espanha 99,94% 9.976 -340.610 3.088
Sonae Industria Brasil 100,00% 490.252 249.701 -2.572
Sonae Servicos de Gestdo,S.A. 100,00% 2.000.000 2.278.996 225.445
Sonaegest 20,00% 159.615 1.376.546 -10.105
Taiber 0,02% 25.142 19.039.696 16.120.559
Tafisa - Tableros de Fibras,S.A. 89,01% 514.937.661 170.400.021 14.241.562
Ecociclo - Gestdo Ambiental, S.A. 100,00% 631.267 429.231 224.231
Somit Imobilidria,S.A. 0,02% 5.000 50.929.066 4.297.649
Sonae Industria - Producdo e Comercializagéo de Derivados de Madeira,S.A. 2,81% 3.868.925 132.007.798 7.390.954 b)
Siaf Energia, S.A. 0,20% 5.000 3.664.333 997.246
Siaf Imobiliaria,S.A. 0,02% 5.000 24.850.891 87.669
Agloma - Soc.Ind.Madeira Aglomerada,S.A. 99,84% 56.805.000 56.973.457 746.873

a) Due to changes in the circumstances associated to Socelpac’s activity, the amount for

which the value of the financial participation had been registered was considered to be
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greater than its recoverable amount, therefore an impairment loss was recorded, under

Provisions and Impairment losses in the P&L (Note 16).

b) Shareholder's funds and net profit for Sonae Industria - PCDM,S.A. relate to accounts

prepared in accordance with the IFRS normative.

In December 2005 we offset losses in Maiequipa — Gestdo Florestal,S.A. by 194.433,04

euros.

Other Non Current Assets

The detail of Other Non Current Assets at December 31, 2005 and December 31, 2004, is

as follows:

31.12.05 31.12.04
Loans Granted To Group Companies (Nota 2.1 e 19) 809 549 102 0
Other Loans Granted 0 0
Advances For Financial Undertakings 0 0
Trade Accounts Receivable & Other Debtors 0 35000
Tax Recoverable 0 0
Other Non-Current Assets 0 0

809 549 102 34 999
Accumulated Imparment Losses (Nota 16) 400 905 0

809 148 197 35 000

Loans granted to Group companies have a medium and long term maturity and they yield

interest at an average rate of 3,3%.

Trade & Other Current Debtors

At 31 December 2005 and 2004, Current Trade Debtors presented the following detail:

31.12.05 31.12.04
Current Accounts 377 841 0
Bills Receivable 0 0
Doubtful Debtors 0 0
Accumulated Imparment Losses 0 0
377 841 0
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At 31 December 2005 and 2004, the details of Other Current Debtors were as follows:

State & Other Public Entities
Income Tax
Value Added Tax
Social Security Contributions
Others

Other Debtors

Other Current Assets

31.12.05 31.12.04
58 952 1284
133978
192 930 1284
5.839

The detail of Other Current Assets at 31 December, 2005 and 2004, was the following:

Accrued Revenue
Deferred Costs

Imparment Losses

31.12.05

31.12.04

77 153
6 507

83 660
0

83 660

o|j]o ojJjo o

"Other Current Assets" includes mainly interest due in regards to loans granted to Group and

Associated companies.

Cash & Cash Equivalents

On December 31, 2005 and on December 31, 2004 cash and equivalents detail was the

following:

Cash At Hand

Deposits

Treasury Applications

Cash & Cash Equivalents - Balance Sheet
Bank Overdrafts

Cash & Cash Equivalents - Cash Flows Statement

31.12.05 31.12.04
869 0
425 403 10 967
35994 778 0
36 421 049 10 967
0 0
36 421 049 10 967

Cash & Equivalents comprises cash at hand, deposits, treasury applications and term

deposits with less than three months maturity, and for which the risk of value change is

insignificant.
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