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‘87 thousand hectares in Misiones *
. province, -Argentina (mamly of
taeda’ pme) and 12" thousand
¥ hectares ‘planted in. Uruguay

The Company owns four woodpulp
mills;“three -in Chlle"(Arauco, 5

- Constitucién and Licancel) and one in
. Argentma--(Alto ‘Parana). Its overall =

productlon capacity is a million and a haIf
me'tm: tons of kraft pulp per year. ;

ARAuco also owns twelve sawmllls (eleven 1] Chlle
. and one in Argentina) and six wood remanufactunng
"~ plants. The combined sawmill capaclty is two

- million, five hundred thousand cublc meters of.
sawntlmber per year. g

plywood mill, two medium density fiberboard (MDF)
mills and a hardboard (HB) mill. It also has a MDF
“mill in Argentina.: Their combined production .*
capacity is approximately one million cublc meters
of panels per year.
The Company’s consolldated sales in 2002 were
1,188 miillion dolla
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Arauco es una de las mayores empresas forestales del mundo

stry enterprises

Arauco is one of the word’s targest fore
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Arauco owns extensive forest resources in Chile, Argentina and Uruguay
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2 5The three pulp, mills:in-Chile- andthe;onatin

prodiiced:s:total.of 1 milfion:564 thoisand ton:




carrying out of our deve!opmen
" to our personnel whose:capa
‘have enabled. us to successfull
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Forestal Misiones
S.A

Arauco Europe
S.A.

Araucomex
S.A.deCV.

Cetulosa Arauco y
Canstitucion S.A.

Arauco Peru
S.A.

k:a R Servicios Logisticos
"'%?% S.A. Arauco S.A. .

“4nvestigaciones Forestales r

S.A.
Forestal Celco ] A4 Controladora de Plagas
S.A. Forestales S.A.

Forestal Valdivia
S.A.
o maeeTenanae T L e

Forestal Cholguan
S.A.

Invarsiones Puerto
Coronel S.A.

Portuaria Lirquen
S.A.
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Pacific Ocean

Plantacion
Forest plantation

Planta de celulosa
Woodpulp mili

Aserradero
Sawmill

a

Planta de paneles
Panel mill

Puerto
Port

@ Temvuco

e

RANCAGUA

BRASIL

PUERTO IGUAZU

Océano Pacifico

PARTO ALEGRE
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y rendimiento de sus plantamoﬁes, ‘Arauco. ha defi nldo
coma una prioridad estratégica de’ la empresa el ™

“desarrollo de investigaciones tecnoléglcas propnas yde . ..

‘La encargada de Ilevar 8 cabo estatareaes'la empresa
. filial Bioforest S.A., ubicada en Chile, que opera como un -

- centro cientifi co-tecnolégxco de investigacion en el drea’.
forestal y que presta servicios al ‘conjunto de la compaﬂfa
‘en todos los paises donde ésta mantiene plantaciones:
Enlos Iaboratonos, viveros e invernaderos de Bioforest
- "se desarrollan y ensayan nuevas tecnologn‘as que lueg

< Actualmente, sus principales lineas de. investigacion son

Genétzca. que mcluye biotecnologla; Productividad de

los sitios, Que incluye snMcuItwa, Protecclén Frtosamtana,
ncl




ARAY
mundo de celulosaJuaft de mercado blanqueada
onmconocudos a nlvel

. que-han
. # gltamente;

Snfiabl en llargaplazo Este_prastlglo se fundamenta

3 tambuén ‘8n. Ja_permane te-incorporacién de Ios mas

rigarosos. estindares tscnolég‘césg de proteccnén al_
»medmamblente en’ sus. procesos hd_ustnales,

ympléementado con




[T olnuay

02nesy vjuBld







P no radiata y de .
ucalipto,-en. cahdad

‘estandary ECF. ~
‘Marca: Arauco BKP

: Argentina,

isiones
province:

.'Bleached radiata pine:

and eucalyptus pulp &

ECF qualities. ‘-
Brands: Arauco BKP

113 thousar_;d metri
tons (81 thousand of
bleached pine pulp
and 32 thousand of
" bleached
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Construccién con vigas laminadas
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Proyectos Futuros’

"En’concordancia con el desarrétlo del nuevo complejo
forestal-industrial ltata que Arauco impulsa en el sector -~
de Chillan, VIIl Region de Chile, la empresa aprobé la - -

“construccién en la zona de una nueva planta de tableros =

‘alimentar'é de vapor y energia al nuevo-complejo indUs’tfia[
ltata, y que considera una inversién de 40-millones’de
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el objetrvo de comeraaﬁzar enese pals- los produetps que
.Arauco elabora on Argentma.
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_ _ suis sisxema?lodf_stncos, Arauc
cuenta con una estructurs administrativa destinada
.especificamente a abordar Tos problemas def transporte,”
‘ . almacsnaje.y.distribucién de sus productos -

- los distintos mercados ifiternacionales El control de
todos los aspectos involucrados desde que los productos.
salen de las plantas industiiales hasta 8u entrega al cliente
en el destino final ests’a cargo de.la filial Servicios-
Logisticos Arduco; $mpresa que también asume la".

"documéntacién;de_‘pomerplo"exteriot y coardina sus-

. operaciones en el extranjero con las oficinas comerciales

qus Arauco antiene en af mund
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dmpacto’ smbisntal delas operacion







Apumuwiod ayy 10) sweiboid poddns sapirosd epuiig apesap e uey) 30w g
pepiunuiod ej e oAode ap seweiboad ezgjeas sepun{ epesap eun ap seul 104




e
b T S e =
Uraniahue-continud

o "-es.,

S ira

’ aﬂtedw;m:»he’;E C

eat

Lt







,gﬁ‘jf(wn fand,:mainly located in the 7th Regior
“rnear the city of Concepc: n. JtsJog productlovr

future&VaIdivna puli’m
producnonmpacsty of over

reforestanon _management and harveshng'nf.ft
on ns Iand loa:ned mamly in the 7th and 8th Reg

$
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en Agostc de 2001 a partir.del cambio de giro de Portuaria
3 Afauco S.A.. Esta asume adicionalmente-a la actividad
Tportuaria, todos los aspectos mvolucrados desde que los
pmductos tenmnados salen de las plamas industriales hasta

 S.A. 1994 con'et obgetodemmrvmm Ia eloctricidad
; producidaa ‘partir de tos excedentos entrgéticos de
'fm 3y .
f‘i
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2. ANALYSIS OF FINANCIAL POSITION

a) Anaiysis of the Balance Sheet

Beginning January i. 2002, the Compeny and 13 subsidiares Aserraderes Arauco S.A. and Paneles Arauco S A, maintain
their accounting records and nrepare thair financial statements . US doilars.

For convenignce purposes, the Company's consolidated finanzial statements as of and for the year ended December 31,
2001, have been transiated into US doltars at the December 31, 2001 cbserved exchange rate of ChS 654,738 per USS 1.00.

These transiations should not he construed as representations that the Chilean peso amounts actually represent such
U.S. doliar amounts, were converted from U.S. doliare »° the rate indicated in preparing the Company’s financial
statements or could be converted into U.S. dcifars attn- ,  ‘ndicated.

The principal components of assets and liabilities as of December 31, 2001 and 2002 are as follows:

2001 2002
Assets ThUSS ThUSs
Current assets 1,153,149 1,144,899
Net fixed assets 3,758,665 3,838,238
Other assets 56,801 54,007
(Total assets 4,968,615 5,037,144 )
‘ 2001 2002
Liabilities and Shareholders Equity Thuss ThUSS
Current liabilities 179,281 315,963
Long-term fiabilities 1,666,363 1,507,598
Minority interest 6,254 6,127
Shareholders’ equity 3,116,717 3,207,456
Q’otal liabilities 4,968,615 5,037,144 )

47



-3 ~cs 20 .S gonars, excent s raicsled ~

Total assels ingrease” by 1.5%, o USS 8% million, from Decemiber 31, 2001 1o December 31, 2002, The increas: sy
adtrivutante 10 a JUS T mudlion incraese in time deposits, @ USS 52 mithon ingcreasa in other curren: assets ar. . USS
80 millior increase raperty, B3N ang equipment, partialiy offset by gecreases of USE 70 million in marketabie
securities, USS 168 i1 -.overabie tex2s and USS 22 muliion in other sessts.

Total liatiities decreased by USS 22 million from December 31, 2001 to Dacember 21, 2062, The decrease is mainly
attributable to a USS 2 miilion net decrease in bank borrowings, a USS4€ miilion ni decrease in bonds and 3 USS 5
mitliion ret decrease 't other long-term liabilities.

The main financial & Jsperating rauocs are as follows:

Liquidity ratios : 31.12.200 31.12.2002
Current ratio 6.43 3.62
Acid ratio 4.15 2.33

The decrease in the current and acid ratios from 2001 to 2002 is primarily attributable to an increase in moving bank
borrowings and bonds in the amount of USS 117 million.

Debt indicators 31.12.2001 31.12.2002
Debt to equity ratio . 0.59 0.57
Short-term debt to total debt 0.10 0.17
Long-term debt to total debt 0.90 0.83
Financial expenses covered 2.34 3.77

The debt ratio decreased 0.02 points from 2001 to 2002 due to the relatively low level of current and long-term bank
borrowing and bonds.

On December 31, 2002 current liabilities correspond to 17.3% of total liabilities, while at the end of 2001 they represented 9.7%,
due to the movement of obligations from being lo~g-term to being short-term obligations.

The ratio of financial expenses covered increased 1.43 points. The increase is primarily attributable to a US$ 9 miltion
increase in financial expenses and a US$ 137 million increase in net income from Decemt- 1, 2001 to December 31, 2002.



" December 31, 2002
Amounts in thousands of U.S. dollars. except 25 indicated.

Qperational ratios 33.12.2001 31.12.2002
inventory turnover 1.81 1.59
Inventory permanzance {days) 223.70 226.37

b1 Analysis of the Income Statement

~The breakdown of operating income and costs is as follows:

2001 2002 2001 2002
Operating income ThUSS ThUSS % i
Export sales .
Pulp 648,967 593,998 56.97 50.00
Sawn timber and cut wood 215,634 289,471 18.93 24.37
Plywood and fiber panels 90,424 132,753 7.84 11.17
Forestry products 5,732 10,367 0.51 0.88
Total export sales 960,757 1,026,589 84.35 86.42
Pulp - 36,098 34,766 3.17 2.93
~Sawn timber and cut wood 58,066 53,814 5.18 4,53
Forestry products 26,650 20,733 2.34 1.75
Plywood and fiber panels o 46,352 45,644 4.07 3.84
Other . 10,178 6,472 0.89 0.53
Gotal domestic sales ' 178,345 161,429 ' 15.65 "13.58 )
CTotaI operating income 1,139,102 1,188,018 -100.00 100.00 )
Operating costs 2001 2002 s 2001 2002
ThUSS ThUSS Y %
Timber i 121,161 105,057 19.99 18.67
~ Forestry work ' 119,014 122,818 19.64 21.84
- Depreciation 120,405 ; 96,984 19.87 17.23
Maintenance costs 55,908 42,010 9.22 7.46
Chemical products < 60,447 55,070 9.97 9.78
Sawing services 59,783 67,313 9.86 11.96
Other raw materials and indirect costs 46,667 54,154 ) 7.70 9.62
Energy and fuel costs 22,686 19,298 ) 3.75 3.44
(Total operating costs - - 606,071 562,802 100.00 100.00




Decemper 31, 2002
Amounts in thousands of U.S. dollars. excent as ingicated.

Analysis of Qperating Income

QOnsraung income inciudes net income of USS 299 miliion compared to USS 294 mitlion in 2001, an increase of USS 95
mitlion. The increase is primarily due to a USS 92 million increase in the aross marain.

Analysis of Non-Operating Income {Lass}

There was a non-operating loss of USS 96 million during 2002, compared to a non-operating ioss of USS 199 million
in 2001. This year's ioss was primarily caused by the following items: :

- The foreign currency exchange rate loss, which changed from a loss of USS 138 million in 2001 to income of USS 3 million
in 2002, largely due to the impact of the devaluation of the Chilean peso in 2001, which was not applicable in 2002 because
the Company started using U,S. doliars instead of Chilean pesos in their accounting records, starting January 1, 2002.

+  Financial expenses, which increased by USS 9 million from USS$ 104 mitlion in 2001 to USS 113 million in 2002,
largely due to the increase in bonds payable.

+ Other non-operating income, which decreased USS 14 million from 2001 to 2002, due to the reserve adjustment of
conversion in accordance with Technical Bufletin No. 64, “Accounting for Investments Abroad,” issued by the Accountants
Association of Chile (“B.T. No 64") for the investment made in Alto Parana S.A. in 2001,

« The price-level restatement, which decreased from USS$ 19 million in 2001 to USS 0.4 million in 2002, due to the
fact that the Company and subsidiaries Aserraderos Arauco S.A. and Paneles Arauco S.A. prepared their accounting
records in USS dollars in 2002. :

Profitability ratios 31.12.2001 31.12.2002
Equity yield 4.61 : 8.77
Asset performance ratio 2.98 5.55
Operating asset ratio . 6.30 7.89
income per share {(US$) 1.24 2.45
Income after tax ThUSS 95,847 257,990

3. MARKET SITUATION

The market for long fiber bleached pulp {BKP) experienced significant price fluctuations during the year 2002, primarily
due to weak demand for impression and notary paper in Europe and the United States during the period, as well as
high levels of operation of pulp mills in the northern hemisphere.

Arauco’s competitors in the production of BKP are primarily found in Canada, Brazil, the United States and the
Scandinavian countries. In 2002, Arauco’s competitors were active in the BKP market, and, because production was
greater than global demand, there was pressure on price levels. As a result, pulp inventories in these countries increased
beginning in June 2002, but began to decrease in December 2002.




December 31, 2002
Amounts in thousands of U.S. doliars, except as indicated.

Arauco's percentage share of the giobal BKP market has historically been between 5% and 6%. During 2002 there was
no increase in installed capacity.

Plywood sales fell in the United States due to an increase in the inventory held by American companies for a possible
war. Prices in this market have decreased. Mexico alsc has been affected by the United States' slow activity, and
Mexican voiumes and prices also decreased. At the same time, however, sales in the European market are relatively
good , and there has been no change in prices. ‘

’ There was poor activity in the plywood market in South Korea after the soccér World Cup, leading to a decrease in the
price of MDF. China has experienced less activity with lower prices than during the first six months of the year.

There was greater demand for MDF in the Middle East because of less competition from Europe due to variations in
" the exchange rate. The demand an hard board mills continues to be high. However, tocal market demand has been
weak, due to the introduction of Argentinean products with lower prices. .

There was great activity in sawn timber and remanufactured wood products in Europe, especially considering the Euro
exchange rates. Sales in Japan, Taiwan, Korea and China were active, with increases in both prices and volume. The
war in lraq could affect the market in 2003.

Activity in the North American market {especially the United States and Mexico) decreased at the end of 2002, but it is
expected to improve after March 2003, afthough it will be hampered by the war in irag.

4. ANALYSIS OF CASH FLOW

31.12,2001 31.12.2002

ThChs Thuss
Operating cash flow 229,901 ' 433,652
Cash flow from financing activities 210,801 (126,418)
Cash flow from investment activities (126,379) (379,969)
Net cash flow for the year 314,323 - (72,735)

The increase in operating cash flows is largely due to an increase in collections of trade accounts receivable of US$229
mitiion and other income of US$ 49 million, offset by higher payments to suppliers and staff of US$75 miliion and
interest paid of US$ 11 million.

The net positive cash flows from financing activities in 2001was Iargel'; due to foans incurred as well as issuances of
bonds. The net negative cash flow in 2002 is primarily due to the payment of dividends and loan payments.

.The variation in cash flows from investment activities is largely due to the impact of decreased sales of financial
instruments as well as an increase in purchases of property, plant and equipment in 2002 as compared to 2001, due
to the start of Valdivia Mill Project.

5. MARKET RISK ANALYSIS

Pursuant to economic risks derived from interest rate variations, the Company has consistently applied policies consistent
with the general policies of the industries in which it operates.

As explained in Note 2, beginning January 1, 2002, the Company and its subsidiaries Aserraderos Arauco S.A. and
Paneles Arauco S.A. maintain their accounting records and prepare their financial statements in US dollars. Both their
assets and their liabilities are denominated in US dollars, as are the majority of their revenues. As a result, their exposure
to changes in the exchange rate is significantly decreased.




Consolidated
Balance
Sheet

December 31, 2002
Amounts in thousands of U.S. dollars, except as indicated.

At December 31,

2001 2002
ASSETS ThUSS ThUSS
Current assets : .
Cash 6,708 9,534
Time deposits 2,687 19,664
Marketable securities (note 3) . 420,392 350,283
Trade accounts receivable (note 4} 203,609 180,880
Notes receivable 6.012 5,435,
Other receivables 19,074 25,738
Notes and accounts receivable from related parties (note 18} 710 -
Inventories (note 5) 388,582 392,787
Recoverable taxes 43,007 26,649
Prepaid expenses 20,162 16,620
Deferred tax assets (note 15) 4,815 25,601
Other current assets 37,391 91,907
(' Total current assets 1,153,149 1,144,899 D)
Property, plant and equipment: (note 6)
Land ) 366,275 355,971
Forests o 1,934,421 1,848,918
Buildings and other infrastructure 1,341,735 1,367,936
Machinery and equipment 1,371,485 1,402,483
Other 220,803 437,590
Technical revaluation 68,974 68,769
Less: Accumulated depreciation (1,545,028} (1,643,430}
( Net property, plant and equipment 3,758,665 3,838,238 )
Other non-current assets:

- Investments in related companies (note 7) 18,078 20,768
Investments in other companies 149 139
Goodwitl inote 8) 4,512 3,954
Negative goodwill {(note 8} (33,084) (12,610) °
Long-term receivables 6,213 4,199
Intangibles 526 494
Amortization (136) (152)

Other {note 9) © 60,543 37,215
C Total other non-current assets 56,801 54,007 )
C Total assets 4,968,615 5,037,144 3

The accompanying notes 1 to 30 form an integral part of these consolidated financia! statements.
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Consolidated Balance Sheets
Amounts in thousands of U.S. dollars, excect as indicatec.

At December 31,

2001 2002
LIABILITIES AND SHAREHOLDERS' EQUITY ThUSS ThUSS
Current liabilities:
Current bank barrowings (note 10) ) 87 32,139
Current portion of long-term bank borrowings {note 14} 38,851 41,952
Current portion of bonds (note 12) *32,183 109,386
Current portion of other long term liabilfities 1,056 278
Dividends payable 1,678 1,330
Trade account payable 68,101 76,514
Notes payable 3 126
Sundry accounts payable 10,097 10,220
Notes and accounts payable to related companies (note 18) 681 1,935
Accrued liabilities {(note 13) 19,818 15,396
Withholding taxes 5,356 4,830
Income tax payable - - 17,829
Deferred income 1,302 1,111
Other current liabilities 57 2,807
( Total current liabilities 179,281 315,963 )
Long-term liabilities:
Long-term bank borrowings (note 14) 289,670 252,363
Bonds (note 12) 1,282,963 1,157,500
Notes payabie 1 1
Sundry accounts payable 7.974 295
Accrued liabilities (note 13) 7,802 9,043
Deferred tax liabilities (note 15) 71,865 87,732
Other.long-term liabilities 6,088 664
( Total long-term liabilities 1,666,363 1,607,598 )
C Minority interest (note 25) 6,254 6,127 )
Shareholders’ equity: (note 20)
Paid-up in capital 347,551 347,551
Share premium 5,625 5,625
Forestry and other reserves 1,470,901 1,356,030
Retained earnings 1,158,087 1,259,743
Net income for the period 139,810 277,189
Interim dividends (5,357) (38,682)
C Total shareholders’ equity 3,116,717 3,207,456 )
4,968.615 5,037,144 D)

( Total liabilities and shareholders' equity

The accompanying notes 1 to 30 form an integral part of these consolidated financial statements.
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Consolidated
Statements
of Income

Consoligdated Statements of income

Amounts i thousands of U.S. ocllars, excent as indicated.

At December 31,

2001 2002
ThUSS ThuSs
Operating income:
Sales revenue ‘note 21; 1,139,102 1,188,018
Cost of sales (note 22) (606,07 1} (562,802)
Gross profit 533,037 625.216
Administration and selling expenses tnote 22) {239,364} (234,905)
( Operating income 293,667 390,311
Non-operating income:
Interest earned 14,859 21,995
Share of net income of related companies (note 7) 1,463 2,558
Other non-operating income (note 23) 20,364 6,169
Amortization of goodwill (note 8) (1,047} (4,435)
Interest expenses {103,680) (113,035)
Other non-operating expenses {note 24) (10,883) {11,533)
Price-level restatement (note 1) 18,690 (441)
Foreign currency exchange rate (note 1) (138.607) 2,592
C Non-operating loss (198,741 (96,130)
income before taxes, minority interest and
amortization of negative goodwill 94,926 294,181
income taxes (note 15) 921 (36,191)
income before minority interest and
amortization of negative goodwill 95,847 257,990
Minority interest (note 18) (210) (267)
Income before amortization of negative goodwill 95,637 257,723
Amortization of negative goodwill (note 8) 44,273 19,466
( Netincome 139,910 277,189

The accompanying notes 1 to 30 form an integral part of these consolidated financial statements.
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statements of
Consolidated
Cash Flows

Statements of Consolidated Cash Flows
Amounts in thousands of U.S. gollars, except as indicated.

At December 31,

2001 2002
CASH FLOWS FROM OPERATING ACTIVITIES ThChs ThChs
Net income 139.910. 277,189
Loss {Profit) on sale of assets . .
Loss (profit) on sale of property, plant and equipment {1,426) {446)
Items affecting income not involving the movement of cash:” :
Depreciation 126,043 103,184
Amortization of intangibles 29 28
Wirite-offs and provisions 2,428 1,108
Profit from investments accounted for under the equity method {(1,493) (2,559)
Loss from investments accounted for under the equity method 30 1
Amortization of goodwill ‘ 1,047 4,435
Amortization of negative goodwili (44,273) {19.466)
Net price level restatement (18,690} 441
Foreign eurrency exchange rate 138,607 (2,592)
Others 34,597 14,635
Decrease (Increase) in current assets; -
Clients and debtors {122,134) 46,429
Inventory 5,222 321
Other current assets (8,183) (18,108)
Increase {Decrease) in current Habilities:
Suppliers and creditors (2,436) 5,253
Interest payable 13,106 1,853
Provision for income taxes {31,042) 219,714
Other current liabilities (1,441) 2,332
Q Net cash flows from operating activities 229,901 433,652 - )

The accompanying notes 1 to 30 form an integral part of these caonsolidated financial statements.
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Statements of Consolidated Cash Flows, continued
Amounts in thousands of U.S. dollars, except as indicated.

At December 31,
2001 2002
CASH FLOWS FROM FINANCING ACTIVITIES ThUSS ThUSS
Loans from financial institutions 319,537 2,484
Bonds . 410,052 . -
Dividends paid (65,428) (71,762)
Loans paid (308,658 (40,087}
Repayments of bonds (127,792) - {17,078)
— Cther financing activities (16,910) 25,
( Net cash flow from financing activities 210,801 (126,418) )
Cash flows from investing activities
Sales of property, plant and equipment 4,862 2,590
_ Sales of financial instruments 83,248 8,491
Purchase of property, plant'and equipment {191,846} (343,322)
— Investments in other companies (3.292) (9,429)
- Purchases of financial instruments (19,586) (8,002)
; Other investments 235 (30,297)
= .
= ( Netcash flow from investment activities (126,379) (379,969) D,
; Net cash flows from operating, investing and financing activities 314,323 (72,735)
- Effect of inflation (3,452) 29,024
= Net decrease in cash and cash equivalents 310,871 (42,811}
Initial balance of cash and cash equivalents 131,334 442,205
. C Final balance of cash and cash equivalents 442,205 399,354 )

The accompanying notes 1 to 30 form an integral part of these consolidated financial statements.
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Notes to the Consolidated Financiai Statements

{a)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and basis of presentation

Celulosa Arauco y Constitucion S.A., a Chilean corporation ithe “Company”), and its subsidiaries are engaged principaiiy
in the production of puip and forestry and wocd producis and the management of its subsidiaries’ forestry assets.

The financial statements of the Company and its subsidiaries (collectively known as “Arauco”) aré presented on a
consolidated basis and have been prepared on the basis of accounting principles generally accepted in Chile and specific
guidelines issuad by the Superintendencia de Valores y Seguros ithe “Chilean Securities Commission”). The Company
consolidates the financial statements of the companies in which it controls a majority of voting shares. Al significant

intercompany transactions have been eliminated. The preparation of financial statements in conformity with generally’

accepted accounting principles requires management to make estimates that affect the reported amounts of assets and
liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
Certain minor reclassifications among account headings have been made to these consolidated financial statements
in order to present them on a basis more familiar to readers of financial statements in the United States (US).
The consolidated financial statements as of December 31, 2001 and 2002 include the following direct and indirect
subsidiaries of the Company, all of which are incorporated in Chile (except as otherwise noted).

Interest of the Company Total

. as of December 31, 2002 as of December 31, 2001

Subsidiary company Direct indirect Total Total
% % % %

Alto Parana S.A. (Argentine) 38.00 31.98 99.98 99.62
Agenciamiento y Servicios Profesionales S.A. (México) - 99.99 99.99 -
Alto Parana S.A. (Argentina) - 99.97 99.97 99.97
Arauco Denmark ApS (Denmark) - 99.93 99.93 99.99
Arauco Do Brasi! Ltda. (Brazil) - 98.99 99.99 -
Arauco Ecuador S.A. (Ecuador) - 0.10 939.89 99.99 99.90
Arauco Europe S.A. {Switzerland) . 0.01 58.79 58.80 -
Arauco Forest Products B.V.{(The Netherlands) - 99.93 939.93 99.99
Arauco Generacion S.A. 99.00 0.99 99.99 99.99
Arauco Honduras S. de R.L. de C.V. (Honduras) 1.00 98.99 99.99 99.99
Arauco Internacional S.A. (previously inversiones Cholguan S.A.) 98.03 1.96 399,99 99.92
Arauco Peru S.A. (ex - Cholguan Lima S.A.) (Peru) - 99.99 99.99 99.99
Arauco Wood Products, Inc. (USA) 0.3% 99.60 99.98 99.99
Araucomex S.A. de C.V. (México) - 99.99 99.99 99.99
Aserraderos Arauco S.A. 99.00 0.99 99.99 99.99
Bosques Arauco S.A. 1.00 98.93 99.93 99.93
Controladora de Plagas Forestales S.A. - 51.09 51.09 '50.89
Distribuidora Centromaderas S.A. : - 99.99 99.99 99.99
Forestal Arauco Costa Rica S.A. (Costa Rica) 10.00 89.99 99.99 -
Forestal Arauco Guatemala S.A, (Guatemala) 0.15 99.84 99.99 99.99
Forestal Arauco S.A. 99.92 - 99.92 99.92
Forestal Celco S.A. 1.00 98.93 99.93 99.93
Forestal Cholguan S.A. - 97.31 97.31 §7.28
Forestal Conosur S.A. (Uruguay) - 99.99 99.99 98.07
Forestal Misiones S.A. (Argentina) - 99.99 99.99 99.99
Forestal Valdivia S.A. 1.00 98.93 99.93 99.93
Industrias Forestates S.A. {Argentina) : - 99.99 99.9% 99.99
Inversiones Celco S.L. (Espana) ) ‘ - 99.93 0.06 99.99- -
Investigaciones Forestales Bioforest S.A, 1.00 98.93 99.93 99.93
Paneles Arauco S.A. 99.00 0.99" 99.99 99.99
Servicios Logisticos Arauco S.A. {previously Portuaria Arauco S.A.) 45.00 54.96 99.96 99.96
Southwoods Arauco-Lumber LLC (USA)~ . . 0.00 99.61 99.61 . -
Trupan Argentina S.A. (Argentina) - 99.99 99.99 99.99
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{b) Currency records

Beginning January 1, 2602, the Company and its subsidiaries Aserradercs Arauco S.A, and Paneles Arauco S.A. maintain
the:r accounting records and orepare their financiai statements in US dollars. The Company's other Chilean subsidiaries
maintain their accounting records and prepare their financial stataments in Chilean pesos:

{c} Price-level restatement and foreign currency exchange rate

(i} Price-level restatement

The charge or credit for price-level restatement of the subsidiaries that record and prepare their financial statements
in Chilean pesos in the consolidated financial statements is comprised of the following two factors:

{A) the effect of changes in the purchasing power of the Chilean peso during each period presented in the consolidated
financial statements;

(B) the change in the value of assets and liabilities which are denominated in inflation index-linked units of account
called Unidades de Fomento ("UF"); and

(i) Changes in purchasing power

The effect of the changes in the purchasing power of the Chilean peso during each period presented in the
consolidated financial statements lincluding the effect of the changes on the assets, liabilities and net income of
the subsidiaries that record and prepare their financial statements in Chilean pesos) is calculated by restating non-
monetary assets, liabilities, shareholders’ equity and income statement accounts to reflect changes in the Chilean
consumer price index from the date they were acquired or incurred 1o the end of the year. The net purchasing power
gain or loss calculated as described above, and included in net income, reflects the effect of Chilean inftation on
the value of monetary assets and liabilities (other than UF - and foreign currency - denominated assets and liabilities)
held by Arauco.

The restatements were calculated using the official consumer price index of the Chilean National Institute of Statistics
and are based on the “prior month rule”, according to which inflation adjustments are based on the CPI at the close
of the month preceding the close of the reievant period or transaction. This index is considered by the business
community, the accounting profession and the Chilean government to be the index which most closely complies
with the technical requirement to refiect the variation in the general level of prices in Chile and, consequently, is
widely used for financial reporting purposes in Chile.

The values of the CPl were as follows:

Change from previous

tndex December 31,
December 31, 2001 199.76 2.6%
December 31, 2002 112.86 2.8%

The values of the CPl used for the price-leve!l restatement for the two most recent fiscal years were as follows:

Change from previous

Index November 30,
November 30, 2001 . 110.10 3.1%
November 30, 2002 113.36 : 3.0%

The above-mentioneu price-level restatements do not purport to represent appraisal or replacement values and are
intended only to restate all non-monetary financial statement components in terms of local currency of a single
purchasing power and to include in the net result for each period the gain or loss in purchasing power arising from
the holding of monetary assets and liabilities exposed to the effects of inflation.
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— {iiil Inftation Index-linked units of account iUF}

. Assets and liabilities that are denominated in inflation index-linked units of account are stated at the year-end values
of the respective units of accouni. The principat inflatior index-iinked unit used in Crile is the UF, which changes
dally to reflect the changes in Chite's CPI.

Interest-hearing assets and liatiiities that are denominated in UFs have their interest rates expressed in terms of
an interest rate spread in excess of the indexations of the UF.
Values for the UF were as follows (historical pesos per UF):

Chs

December 31, 2001 16,262.66
December 31, 2002 ~ 16,744.12

{iv) Foreign currency exchange rate .
The charge or credit for foreign currency exchange rate is comprised of the change in the value of assets and
liabilities denominated in foreign currencies.

(v} Assets and liabilities denominated in foreign currency

Assets and liabilities denominated in foreign currency are detailed in note 17 and have been translated into Chilean
pesos at the observed exchange rates, as reported by the Central Bank of Chile. The observed exchange rates for
foreign currencies were as follows:

At December 31,

2001 2002 _
Chs ChS$
- U.S. dollar §54.79 718.61
Yen 4.99 6.07
Euro . 578.18 752.55
DM 295.74 -
GBP . - 948.01 1,152.91

The differences arising in the valuations of assets and liabilities denominated in foreign currency as a result of variations

in the exchange rates are accounted for in the income statement as an item of foreigncurrency exchange rate in the
year in which they arise. Realized and unrealized losses and realized gains on forward foreign exchange contracts and
currency swaps are accounted for under the account headings “Interest and other financial expenses” and “Interest —
earned” in the year in which they arise. See note 1 (n}.

Credit {charge) to income for price-level restatement in each of the reporting years was comprised of the restatements
of non-monetary assets, UF and foreign currency-denominated monetary assets and liabilities, shareholders’ equity
and income statement accounts as follows:




Credit (charge! to (ncome for price-jevei restatement

vear enaeu Jecemoer 31

2007

2002

ThUSS *~USS
Credit iCharge: Crewi. ‘Charge!
Assets, liabilities and equity restating by CP! '
Sharehoiders’ equity (87.46% -
Shareholders’ equity of subsidiaries in chilean pesos - {55,848)
Property, plant and equipment, net 35.361 54,688
Inventories 7.353 5,095
Other assets and liahilities, net 16,745 2.013
Net effect on income 21,890 1.548
Price-level restatement of income statement accounts {3,300! (2,389
(Credit (charge) to income by CPi 18,690 (441 )
Credit (charge) to income for foreign currency exchange rate:
Year ended December 31,
20Mm . 2002
Thuss ThuSs

- Credit (Charge} Credit (Charge|

Assets restating by foreign currency

Trade accounts receivable 9,794 727
Inventaories - (68) (365)
Other assets (39,656) (7,742)
Liabilities restating by foreign currency N

Bank borrowings {11.,516) (R}
Bonds (108,767) ’ 289
Other liabilities 11.606 9,684

@zt effect on income by foreign currency (138.607) 2,592 )

(d} Time deposits, marketable securities and investments purchased under agreements to reseli

-.Time deposits.are shown at.cost plus price-level restatement and accrued interest.
Marketable securities are shown at the lower of cost plus accrued interest and price-level restatement, or market value.
Financial instruments purchased under agreements to resell are held at acquisition cost plus accrued interest and
price-level restatement.

(e) Inventories

Inventories of raw materials, spare parts and supplies have been stated at the latest purchase price or restated cost
as determine - price-level restatement principles for those subsidiaries that maintain their accounting records
and prepare t iinancial statements in Chilean pesos. Imports in transit are held at accumulated cost at the balance
sheet date plu. price-level restatement for subsidiaries that maintain their accounting records and prepare their
- financial statements in Chilean pesos.
-For those subsidiaries that maintain their accounting records and prepare theu financial statements in Chilean
pesas, finished goods are stated at an average unit praduction cost faor the year, including production overhead and
depreciation of fixed assets, plus price-level restatement.
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Inventory of forests in exploitation is stated at the commercially appraised valus at which these forests were
transferred from fixed assets. ]

For those subsidiaries that maintain their accounting records and prepare their financial statements in Chilean pesos,
inventory is valued at the lower of price-level restated ¢ost ‘or transferred value in the case of forest inventory! and
market value. )

* {f} Property, plant and equipment

(i) Property, piant and equipment, excluding forests

The property, plant and equipment of the Company, Aserraderos Arauco S.A. and Paneles Arauco S.A. are valued
at cost. The property, plant and equipment of the other Chilean subsidiaries, excluding forests, are vatued at cost
plus price-level restatement. The carrying value of property, plant and equipment was adjusted in 1979 in accordance
with the regulations of the Chilean Securities Commission. See note 6.

Property, plant and equipment, exciuding forests and land, is depreciated on a straight-fine basis over the estimated
remaining usefut lives of the underlying assets.

The estimated average remaining useful lives of the property, plant and equipment are as follows:

Years
Buildings and other infrastructure _ 44
Machinery and equipment 13
Other 2
Technical revaluation 11

Arauco generally capitalizes the interest costs associated with financing its work in progress. Profits and losses on
the sale of property, plant and equipment, excluding forests, are accounted for as the difference between the book
value and the consideration received. -

(i) Forests .
Radiata pine that is less than 16 years old is valued at the cost of development, maintenance and protection plus
price-level restatement. Finance costs related to the development of the forests are not capitalized but are expensed
in the income statement.

Radiata pine that is 16 or more years old is valued in accordance with a commercia! valuation performed by Arauco
based on sample measurements of forest growth carried out by independent third parties. The difference between
the commercial valuation at year-end and the prior year’s valuations plus price-level restatement is accounted for
as an adjustment to “Forests” and to shareholders’ equity under the account heading “Forestry and other reserves”.
Forests which are due to be exploited within one year are reallocated to inventory under current assets.

On the sale of a related finished good, the shareholders’ equity account “Forestry and other reserves” is reduced
by the amount of the commercial valuation allocable to such finished good. Such commercial valuation is excluded
from cost of sales.

Commercial valuations are not performed on native forests.

{g) Investments in related companies

Investments in companies over which Arauco exercises significant, but not controlling, influence are shown under
other non-current assets and are accounted for using the equity method. Arauco is presumed to exercise significant
influence where its participation in a company is between 10% and 50%.

Arauco’s proportionate share in the net income and losses of related companies is recognized in non-operating
income in the statement of income on an accrual basis, after eliminating any unrealized profits from transactions
between related companies. ’
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(h)

(i)

(i

(k)

m

Income taxes

Arauco has made provisions at each year-end for income taxes currentiy payable in accordance with current tax
regulations. A detail of provisions for income taxes is shown in note 12.

At December 31, 2002, deferrad income taxes have been recognized at the end of each year for all temporary
differences between the financial reporting and tax hases of assets and iiabiiities. Untii December 31, 1999 Arauco
recognized deferred income taxes in the same manner except for the tax loss carry forwards of certain subsidiaries.

Bonds

Bonds are shown at face value plus accrued interest and price-level restatement as of each year-end. The discount
on, and expenses incurred in, the issue of the bonds are shown under other non-current assets. and are amortized
over the term of the instruments.

Staff severance indemnities

Arauco has recorded a liability for long-term severance indemnities in accordance with the collective agreements
entered into with its employees. Generally, upon leaving Arauco, employees who have completed five years of service
are entitied to one month's salary for each year of service, up tc the retirement age of 60 and 65 years for women
and men, respectively. The provision for severance compensation is calcuiated on the basis of the present value of
the total accrued cost of this benefit, discounted at a real annual interest rate of 8%.

Research and development expenses .

The cost of research, project development and special studies are charged to income in the year in which they are
incurred, except for the cost of fixed assets once development has been approved. The cost of research and
development charged to income was US$ 1,454 thousand and USS 1,579 thousand for the years ended December
31, 2001 anc 2002, respectively. )

Negative goodwill on investments

Any excess of the book value of a company acquired over the purchase consideration paid is accounted for as a
reduction of the consolidated assets in the balance sheet and is amortized to the income statement over a five-year
period. '

(m) Goodwill on investments

(n)

-~

(o

p

Any consideration paid to acquire a company in excess of its book value is accounted for as an increase
consolidated assets in the balance sheet and is amortized over a five year period.

Cash and cash equivalents

Arauco considers cash and cash equivalents as repreéeming cash and cash instruments with an original maturity
of less than 3 months.

Forward foreign exchange contracts and currency swaps

Arauco’s open forward foreign exchange contracts and currency swaps are revalued according to the current spot
rate on a monthly basis. Losses are accounted for in the income statement, whereas gains are deferred and accounted
for as liabilities. Such gains are realized as income when the underiying contract expires.

Initial discounts, premiums or commissions on these contracts are deferred and amortiz. | over the lives of the
underlying contracts.

Government grants awarded for forestry activities

Grants that are received from the Chilean government for forestry activities are accounted for as a credit to

_shareholders’ equity or as a reduction of the cost of the forests. These amounts are realized as income on sale of

the related finished goods.




{q) Provision for vacation pay
vacation pav earnad by eim@ziovess butl nol pard s accounted ‘or an an accrual basis.
(r} Allowance for doubtful accounts
AHowance for doubtiu’ accounts are recorded pased on uncoliectinility analyses on an individual account basis.
{s} Leasing assets

Financing leases are recorded at the present vaiue of the minimum lease payments, discounted by the purchase .
option interest rate indicated in the contract. The obligations are recorded as current and long-term liabilities net
of deferred interest.

(t} Intangibles

Intangible assets are recorded at cost, adjusted for price-ievel restatement and are amortized over 20 years.

(u) Revenue recognition policy
Revenues are recorded at the time of shipment of oroducts to the customer or upon performance of services.
{v} Interest rate swap contracts

Interest expense on swap contract-related debt is adjusted for the net amount receivable or payable under the swap-
contract. The initial premium payable upon entry into the swap contract is amortized over the period of the underlying
contract.

{(w) Software

Internal development software costs are expensed when incurred. Purchased software is capitalized and amortized
over the estimated useful life up to a maximum of four years. Capitalized software assets are classified in “Property,
plant and equipment” as “other assets.”

{x) Translation of foreign subsidiaries

Beginning January 1, 2002 the financial statements of the Company’s foreign subsidiaries are translated into US
dollars in accordance with B.T. No. 64. in accordance with B.T. No. 64, the financial statements of foreign subsidiaries
whose activities do not constitute an extension of the Chilean parent company's cperations and operate in countries
that are exposed to significant risks, restrictions or inflation/exchange fluctuations, are remeasured into US dotlars
before translation into the accounting records of the parent company. The Company has remeasured the operations
of its Argentinean subsidiaries and the Panamanian agency that are not considered an extension of Arauco’s
operations into US dollars as follows:

»  Monetary assets and liabilities are translated at year-end rates of exchange between the US dollar and the local
currency.

» All non-monetary assets and liabilities and shareholders’ equity are transiated at historical rates of exchange
between the US dollar and the focal currency.

_+ Income and expense accounts are translated at average rates of exchange between the US dollar and the local

currency.

+  The effects of any exchange rate fluctuations as compared to the US dollar are included in the results of operations
for the relevant period. :
Until December 31, 2001 under B.T. No.64, the investment in the foreign subsidiary was price-level restated, in
order to separate the ~.ct of price-level restating the foreign investment, which was reflected in income, from
the effect of the foreign currency translation gain or loss, which was reflected in equity in the account “Cumulative
Translation Adjustment”, as the foreign investment itself was measured in US dollars. For the years ended
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~

s aiicwed ov 2.7 No. 64, tne Company desigriated US dollar denominated debs
) :Tete ninvestment in Argenting.

Companv uses an excnange rate of 3.57 Argentine pesos per U.S. dollar in translating its assets and liabilities
o! a : (el V] ciiars pursuant to Chitean Sacutives Commissicn INSITUCTIons and
in accoraance with 2. 2 The reccanitor resulted i 3 ioss of USS 25.0 million.

As of December 37, 2002 tne Company s investments in Argentina represented 13.0% of its consolidated assets,
comparad to 12.6% at December 31. 2001,

It is not pessinle to predict what developments will occur in the Argentine economy, what effects the Argentine
economic crisis anc the devaluation of the Argentine peso may have on the economic and financial condition
of the Company's Argentine subsidiaries or whether the Argentine economic crisis may effect developments
in other emearging markets including Chile. The Company's financial statements include the financial effects of
recent current Argentine developments in accordance with both Chilean Securities Commission instrustions
and Technical Bulletin guidelines. .

2. CHANGES IN ACCOUNTING POLICIES

There are no changes in accounting principles or presentation for the years'covered in these consolidated financial
statements.

3. MARKETABLE SECURITIES

Marketable securities as of each year-end, the majority of which are denominated in local currency, were as follows:

As of December 31,

2001 2002
ThUSS Thuss
Bonds . 489 -
Units in mutual funds 419,886 350,283
Shares 17 -
Q’oral marketable securities 420,392 350,283 )

4. TRADE ACCOUNTS RECEIVABLE

Trade accounts receivable as of each year-end were as follows:

As of December 31,

2001 2002
ThUSS ThUSS
Trade accounts receivable 207,122 183,561
Allowance for doubtful accounts (3,513) {2,681)
@:tal trade accounts receivable 203,609 180,880 )

As of December 31, 2001 and 2002, no single customer accounted for more than 10% of the outstanding balance
of accounts receivable. Arauco takes steps to reduce the risk of non-payment for goods sold, including the use of
letters of credit, receipt of advance payments and the use of insurance poiicies. If such measures were to fail, Arauco
would be exposed to a maximum credit loss equivalent to the accounting balance. Arauco has not experienced any
significant losses as a result of non-payment of accounts receivable.
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.5. INVENTORIES

Inventories have been valued in accordance with the policy described in note 1 (di. The principal components were

as follows:
As of Decembper 31,

2001 2002

Thuss * ThUS$
Finished goods (pulp) : 30.859 25,031
Finished goods {sawn timber) 65,893 86,049
Finished goods on consignment {pulp) 30,242 22,607
Work in progress 2,406 2,609
Sawlogs, pulpwood and chips 13,284 10,950
Raw material 38,204 43,917
Forests under exploitation 195,976 189,698
Other 11,718 11,926

(Total inventories 388,582 392,787 D;

6. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment, including forests, have been valued as described in note 1 (e).

Technical revaluation and adjustment of book value

The balances of buildings and other infrastructure, machinery and equipment and other include amounts arising
from the technical revaluation of certain assets performed during 1979, in accordance with regulations of the Chilean
Securities Commission.

The accumulated net book value of these revaluations as of each year-end is detailed below by class of asset:

As of December 31,

2001 2002
Thuss Thuss
Buildings and other infrastructure 3,741 : 3,350
Machinery and equipment 789 659
Other . 3 2
Total increase in value due to technical
revaluation of property, plant and equipment 4,533 3.981

The depreciation charge to income of property, plant and equipment was calculated as described in note 1 {e) and
was as follows:

P As of December 31,
2001 2002
Thuss Thuss
Depreciation of:
Property, plant and equipment (excluding land and forests) 125,211 102,632
Technical revaluation ) 832 552

(Fotal 126,043 103,184 )




Ascumulated depreciation was as foliows:

As of December 31,

2001 2002
ThUSS ThUSS
Accumulated depreciation of:
Property, plant and equipment texcluding land and forests) 1,481,470 1,579,473
Technical revaluation 63,558 63,957
(Total 1545028 1,643,430 )

Forests

The price-ievel restated cost and the commercial valuation increment of the forests, determined as described in
note (e}, was as follows:

As of December 31,

2001 2002
ThUSS ThUSS
Price-level restated cost of forests 635,901 . 528,641
Commercial valuation increment 1,298,520 1,320,278
) ( Total 1,934,421 1,848,919 )

7. INVESTMENTS IN RELATED COMPANIES
During 2002, Arauco made the following investments in related companies:

in March 2002, the Company acquired 5,814,617 shares in Paneles Arauco S.A. by making a capital contribution
of USS 20,339 thousand through the capitatization of a loan. Forestal Arauco S.A. acquired 188,769 shares by making
3 capital contribution of US$ 660 thousand. As a result, the Company now holds a 99% controlling interest and
Forestal Arauco S.A. holds a ]% interest in Paneles Arauco S.A.

Between January and November, 2002 the Company and its subsidiary Arauco Internacional S.A. made a capital
contribution of US$ 1,016 thousand in Forestal Conosur S.A.

in February 2002, the Company and its subsidiary Forestal Arauco S.A. made a capital contribution of US$30
thousand to form Forestal Arauco Costa Rica S.A.

Between April and May 2002, the Company made a capital contribution of US$ 294 thousand to form Arauco Do
Brasil Ltda., a contribution equivalent to 99.99% of Arauco do Brasil’s paid-in capital.

In April 2002, the Company and its subsidiary Forestal Arauco S.A. made a capital contribution of US$ 6 thousand
to form Agenciamiento y Servicios Profesionales S.A. de C.V.

During the first six months of 2002 the Company made a capital contribution of US$ 40 thousand to form Arauco
Europe S.A. '
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On August 27, 2002, the Company acquired 7,622,483 shares of Inversiones Cholguan S.A. (the current Arauco
internacional S.A.}, corresponding to approximately 98% participation in the former subsidiary of Forestal Cholguan
S.A. The Company paid ChS 15,168,753 thousand, equivatent to USS 21,210 thousand for the shares. At the end
of 2002, Arauco internacional S.A! is the parent company of most Arauco foreign subsidiaries.

In October 2002, the Company acquired 16.67% of Inversiones Puerto Coranel S.A. for USS$4,500 thousand, obtaining
USS 2,599 thousand of goodwill in the process.

On November 20, 2002, Arauco’s subsidiary Arauco Wood Products, Inc. purchased 100% of Southwoods-Arauco Lumber
LLC for USS 4,900 thousand. The investment resulted in goodwill of US$ 1.500 thousand.

On December 11, 2002, the Company contributed directly and indirectly through Arauco Internacional S.A., the
equivalent of 100,000 euros for the formation of inversiones Celco S.L. in Spain.

On December 23, 2002, the Company contributed USS 647,600 thousand in the form of shares of Industrias Forestales
S.A. to participate in a capital increase of inversiones Celco S.L. The company’s subsidiary Arauco Internacional
S.A, contributed US$ 446 thousand in shares of Arauco Denmark ApS.

During 2001, Arauco made the following investments in related companies:

Between January and December 2001 Arauco’s subsid - Forestal Arauco S.A. purchased.377,485 shares of Forestal
Cholguan S.A. for USS 159 thousand. The investmen: * ited in negative goodwill of US$35 thousand for Forestal
Arauco S.A.

In July 2001 the Company acquired 16.66% of inversiones Puerto Coronel S.A. for the amount of US$3,060 thousand,
resulting in goodwill of USS 1,376 thousand.

On March 01, 2001, the Company made a contribution to Araucomex S.A. de C.V. in the amount of US$115 thousand,
equivalent to 99% of its total capital.

Taxes on unremitted earnings

Deferred taxes have not been recorded, nor has the investment been adjusted, for taxes that may arise on the
distribution or remittance of earnings from investments in related companies as these earnings will either be

" indefinitely reinvested or will not result in the imposition of additional taxes.

Liabilities that hedge investments in related companies

The Company maintains debt with financial institutions {(Morgan Guaranty Trust) and with the public {the Company's
Yankee Bonds 2nd Issue) that were specifically designated as hedging instruments for the Company’s investment
in Industrias Forestales S.A., in Argentina.

Dividends received

Arauco received dividends from Puerto de Lirqguén S.A. totaling US$ 480 thousand in 2001 and US$687 thousand

-’ in 2002. in addition received US$ 115 thousand from Inversiones Puerto Coronel S A, in 2002.

. Investment in Alto Parana S.A.

During June of 2001, Alto Parana S.A. repurchased all of its preferred shares held by the Company. As a result of
the repurchase the Company realized a portion of its cumulative transiation adjustment related to this investment,
in accordance with B.T. No. 64, in the amount of US$ 11,670 thousand. See note 23.
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The investments in related companies at each year-end were as follows:

As of December 31,

Percentage investment Net income ot investee
Participation Value
2001 2002 2001 2002 : 2001 2002
% % ThUSS ThUSS ThUSS ThUSS
Puerto de Lirquen S.A. . 20.14 20.14 13,797 13.785 993 1,513
inversiones Puerto Coronet S.A. 33.33 50.00 3,850 6,618 500 1,016
Sociedad CDEC-SIC Ltda. 8.00 7.69 24 48 (5) {1}
Servicios Corporativos Sercor S.A. (1) 20.00 20.00 307 317 (25) 30
( Total 18,078 20,768 1,463 2,558 )
8. GOODWILL AND NEGATIVE GOODWILL
a) Negative goodwill as of each year-end was as foilows:
As of December 31,
2001 2002
Amortization Balance of Amortization Balance of -

for the year negative goodwill for the year

nagative goodwitll

Thuss Thuss Thuss Thuss
Alto Parana S.A. 25,834 2,386 1,419 967
Industrial y Forestal Misiones S.A. 12,114 12,114 12,114 -
Licancel S.A. 907 2,495 907 1,587
Forestal Cholguan S.A. 4,720 15,131 4,424 9,777
Maderas Prensadas Cholguan S.A. 698 958 602 279

(Total negative goodwitl - 44,273 33,084 19,466 1260 )

b) Goodwill as of each year-end was as follows:

As of December 31,
2001 2002

Amortization Balance of Amortization Balance of

for the year goodwill for the year - goodwill

T™hUSS Thuss Thuss ThusS

Forestal El Aguaray S.A. 120 308 34 51
Paneles Arauco S.A. 786 2,947 786 2,162
Inversiones Puerto Coronel S.A. 140 1,257 1,016 241
Arauco Internacional S.A. 1 - . .
inversiones Puerto Coronel S.A. - 2,599 -
Southwoods-Arauco Lumber L.L.C. - - - 1,500

1,047 4,512 4,435 3,954 D)

Crotal goodwill
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9. OTHER NON-CURRENT ASSETS

Other non-current assets as of each period-end were as follows:

As of December 31

2001 2002

ThUSS ThUSS
Rechovmérable taxes 37,549 19,208
Bond issue expenses 18,212 14,706
Discounts on bond issues 2,747 2,285
Financial instruments 536 479
Other 1,499 537

Crotal other non-current assets 60,543 37,215 )

10. CURRENT BANK BORROWINGS

Current bank borrowings as of each period-end were as follows:

As of December 31,

2001

2002

ThUSS ThUss
Total outstanding 87 32,139
Principal outstanding 87 32,125
Weighted average annual interest rate - -

Current bank borrowings were denominated as follows:
As of December 31,

2001 2002

ThUSsS Thuss
Obligations in foreign currency 61 32,078
Obligations in local currency 26 61

{ Total current bank borrowings 87 32,139 )
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11 CURRENT LIABILITIES

(a) The foliowing liabilities, exciuding bank borrowings, fali due within one year:

As ot December 31,

2001 2002
Thuss Thuss
Current portion of bonds 32,193 109,396
Current portion of other long-term liabilities 1,056 278
Trade accounts payable 63,101 76,514
Notes payable 3 126
Accounts and notes payable to related parties 681 1.935
Current provisions 19,819 15,396
Sundry accounts payable and other liabilities 18,490 38,227
( Totai 140,343 241,872 )

(b) The percentages of these obligations in foreign and local currency, excluding the effects of forward foreign exchange

contracts and currency swaps, were as follows at period-end:

As of December 31,

2001 2002
% Y
Foreign currency 43.74 40.55
Local currency 56.26 59.45
(Totat 100.00 100.00 D)




12. BONDS

Arauco had two series of domestic bonds and five series of Yankee Bonds outstanding as of December 31, 2002.

The balances of the bonds were as follows:

As of December 31,

2001 \ 2002
ThUSS ThUSS
Current
Series A bonds 4,063 2.326
Series B bonds 314 293
Yankee Bonds 1st Issue 518 80,733
Yankee Bonds 2nd Issue 8.381 8,381
Yankee Bonds 3rd Issue 3,703. 8,749
Yankee Bonds 4th Issue 8,214 8,914
Total current {including accrued interest) 32,183 108,396
Long-term
Series A bonds 2,438 -
Series B bonds 310 -
Yankee Bonds 1st Issue 180,215 100,000
Yankee Bonds 2nd lIssue 400,000 400,000
Yankee Bonds 3rd Issue 300,000 270,500
Yankee Bonds 4th Issue 400,000 387,000
Total long-term 1,282,963 1,157,500
Less total accrued interest 27,840 26,603
Total principal outstanding 1,287,216 1,240,293
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These bonds have the following characteristics:
Domestic Domaestic Yankee Yankee Yanhee Yankee
issue issue Bonds 1st issue Bonds 2nd issus Bonds 3rd Bonds 4th
Issue Issue
Issue date Jan. 28, 1991 Nov. 28, 1991 Dec.15, 1995 Oct. 3, 1997 Aug. 15, 2000 Sept. 10, 2001
Authorized Series A Series A B years 8 years 10 years 10 years
Amount ThUF 4,800 ThUF 2,250 ThUS$200,000 ThUSS 175,000 ThUSS 300,000 ThUS$400,000
{naminal) Series B 12 years 12 years .
ThUF 250 ThUSS 100,000 ThUSS 100,000
20 years
ThUSS 125,000
issue amount Series A Series A 8 years 8 years 10 years 10 years
ThUF 4,800 ThUF 1,650 ThUS$200,000 ThUS$ 175,000 ThUS$300,000  ThUS$400,000
“Series B 12 years 12 years
ThUF 160 ThUS$100,000 ThUSS 100,000
20 years
ThUSS$ 125,000
Amounts Series A
Authorized ThUF 600
but not Series B
issued ThUF 90
Principal Semi-annually  Semi-annually 8 years 8 years August 2010 September 2011
Repayment Between Between Dec. 2003 September 2005
Aug.1995 Jun.1994 12 years 12 years
And And Dec.2007 September 2009
Feb.2003 Dec.2003 20 years
September 2017
Interest rate Series A 6% SeriesAand B 6%  8years6.75% 8 years 6.95% 8.62 % 7.7%%

(excluding effects
of any interest
rate swap)

12 years 7.00%

12 years 7.20%
20 years 7.50%

Interest
Payment

Semi-annuatly

Semi-annually

Semi-annually -

- Semi-a.. -aally

Semi-annually

Semi-annually
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As of December 31, 2002. the principal and interest amounts due with respect to these bonds were as follows:
Year ThUuss$
2003 (%) 26,603
2004 182,793
2005 -
2006 175,000
2007 and thereafter 882,500
(Total 1,266,896 D)

(*) This amount includes USS 26,603 thousand of accrued interest.
The principal financial covenants contained in the instruments or agreements with respect to such bonds are

as follows:

13 ACCRUED LIABILITIES

{(a) Accrued liabilities were as follows:

Arauco’s debt to equity ratio must not exceed the ratio of 1:2.1
Arauco’s current liabilities must not exceed its current assets.

As of Deceamber 31,

2001 2002
ThUSS © ThUss

Accrued liabilities
Accrual for staff vacations 3,712 4,140
Plant maintenance accrua! 5,818 3,897
Standby letters of credit 710 631
Accrual for contingencies 1,630 -
Staff severance indemnities 470 488
Selling and other transportation costs provisions 1,453 1,116
Electrical expense provision 1,326 789
Pending monthly provisional payments 287 290
Salary and benefits of the staff 1,460 1,385
Forestry activity expenses 75 565
Other current liabilities 2,878 1,995

(Total accrued iabilities 19,819 15,396 D

(b) Liabitity for staff severance indemnities

The liability for staff severance indemanity payments is shown at its present value as described in note 1 (i). The

movement in this account was as follows:
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As of December 31,

2001 2002
ThUSS Thuss
Balance at beginning of year 7,679 8.070
Provision during the year 1,313 1,257.
Provision in asset - 161
Payments during the year (720} (815)
f .
: - 8,272 8,673 )
; @alance as of period-end ‘
As of December 31,
2001 2002
Thuss ThUSS
Shown in the balance sheet as:
Current - 470 488
Long-term . 7.802 8,185
{ Total 8,272 8,673

14. LONG-TERM BANK BORROWINGS .

{a) Long-term bank borrowings including accrued interest outstanding at each period-end were as follows:

f
|
|
As of Decamber 31, As of December 31, I

2001
) Long-term Short-term tong-tarm Short- lernh
Bank or financial institution Denominsation Portion Portion Portion PortioT.
ThUsS ThUSS ThUSS ThUss |
‘ I
Morgan Guaranty Trust Company (1) (a) uss 37.500 37,622 - . 37,63
J.P. Morgan ~Chase (1) (b} - Uss 250,000 928 250,000 3,85
Tesoro Argentino (2} Uss 2,170 301 2,363 : SGf
G’otal long-term bank borrowings ’ 289,670 38,851 252,363 41,9?}

The weighted average interest rates for foreign currency-denominated debt for the periods ended December 20(;1
and 2002 were 3.62% and 2.23%, respectively. Arauco enters into forward foreign exchange contracts and currency
swap agreements to swap certain amounts of its non-US dollar denominated payment obligations for US dollar
denominated payment obligations. !
The UF rate has been expressed as an interest spread in excess of the indexation of the UF. See note 1 (tp).
Six month LIBOR at December 31, 2001 and 2002 was 6.20% and 1.38%, respectively. |

|

\

(1) Alto Parana Loans

a) The Company obtained a US$ 150 million loan in order to repay outstanding debt. The loan is denominated
in US dollars, and has a variable interest rate of LIBOR plus 0.35%. interest payments are due quarterly, wmle
the loan principal is repayable in four annual payments, which began on March 20, 2000. {
!

b) The Argentine subsidiary Alto Parana S.A. obtained a US$ 250 million loan in order to redeem prefer"ed
equity shares. The loan is denominated in US dollars, and has a variable interest rate of LIBOR plus a market
spread.
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(2) Tesoro Argentino

Alto Parara owed an aggregate principal amount of USS 13 million and additional accrued interest payéb!e
to the Argentine government in respect of certain loans originally made by Banco Nacidnal ae Desarrollo to
Alto Parana. These loans were originally covered by guarantees issued by the governments of other countries
which sought reimbursement from the Argentine government for payment made under these guarantees. The
Argentine government renegotiated its debt with the “Paris Ciub” countries and, pursuant to Resolution 40/35
issued by the Ministry of Economy and Public Works and Services, has extended these terms to the Argentine
companies that originally incurred this debt, including Alto Parana. According to their terms, those Governmental
Obligations have been restructured to mature in installments between 1995 and 2008 and accrue interest at a
contractual rate of LIBOR plus a spread of up to 0.625%.

g

Debt distribution
As of December 31, 2001 and 2002 long-term bank borrowings, including both the current portion and interest
accrued, were denominated almost exclusively in foreign currencies.

(¢} Maturity of tong-term bank borrowings
As of December 31, 2002, the maturities of long-term bank borrowings payable were as foliows:
Year Thuss
2003 . 41,952
2004 100,343
2005 100,414
2006 ' 51,049
2007 and thereafter : 557

(Total 294,315 D)

(a) Taxable income

The principal financial covenant contained in the instruments or agreements with respect to such long-term bank
borrowings was as follows: .

« The interest coverage ratio must not be less than 2.0.

15. INCOME TAXES

In accordance with Chilean taw, the Company and each of its subsidiaries compute and pay tax on a separate basis

and not on a consolidated basis.

On a consolidated basis, Arauco recorded charges for income taxes amounting to US$ 15,870 thousand and
US$40,652 thousand for the periods ended December 31, 2001 and 2002, respectively. Furthermore, Arauco
established provisions for US$ 68 thousand as of December 31, 2001 and US$ 80 thousand as of December 31, 2002
in accordance with Article 21 of the Income Tax Law. These amounts are shown in “Income tax payable,” net of
monthly prepayments and training expenses.
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The detail of income tax expense is as follows:
As of December 31,
2001 2002
Thuss Thus$
Income tax (15,8701 {40,652)
Provisions estimated in accordance with Article N* 21 *
of the Income Tax Law in Chile (68) (90}
Deferred income tax ‘ 14,085 5,388
Tax benefits for tax losses (2,430) 14,814
Amortization of complementary accounts 810 (952)
Adjustment expense taxes last year (184) 233
Changes in valuation provision - (12,258)
(Total income Tax 921 (36.191) )
(b) Retained taxable earnings
Shareholders of Chilean corporations are entitled to a tax credit against tax due on dividend distributions to the
extent of their allocable share of tax paid by the corporation on such earnings prior to distribution. The retained
taxable earnings generated by the Company, along with the related tax credit, if any, that would be available to
shareholders on distribution of such amounts, are presented below. Under Chilean tax law, dividend distributions
must be made from earnings in years with available credits on a first-in, first-out basis. Remaining tax credits on
undistributed earnings as of December 31, 2002 were as follows:
Retained Earnings Sharehoiders’
With Without Tax
Credit Credit Credit
Thuss ThUss ThUSS
Balance as of December 31, 2000 . 4,627 54 817
Balance as of December 31, 2001 27,961 1,150 4,934
Balance as of December 31, 2002 85,355 16,065 16,243
(Total 117,943 17,269 21,994 )
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we) Deferred taxation

o Asexniained in note 1 (g1, as of December 371, 2001 and 2

from temparary differences. as follows:

(&)

GZ. Araucc recorded accumulated deferred taxes arising

As of December 31, 2001

Deferred tax assets

Oeferred tax liabilities

Current Long term Current Long term
ThUSS ThUSS ThUSS ThUSS
Aliowance for doubtful accounts 1,133 121 -
Deferred revenues 228 35 -
Accrual for staff vacations 826 - - -
Production costs - - 6,310 43
Property, plant and equipment depreciation - - - 76,082
Capitalized expenses - - 761 2,228
Obsolescence reserve 573 - - -
Debt issue and project expenses - - 8,613
Staff severance indemnities a58 352 - -
Leasing assets 77 g 71 45
Tax loss carry forwards 3.678 3,615 - -
Property, plant and equipment valuation - 92,689 - 33,749
Accrual for contingencies 1,256 . - -
Plant maintenance accrual 676 - - -
Argentine peso devaluation 2,586 10,346 - -
Other 797 774 249 853
Gctal 12,788 107,941 7.391 121,613
Complementary accounts, net of
accumu-lated amortization (1) (650} (52,980} (68) (37,857)
Valuation provision - (43,070) - -
Gotal 12,138 11,891 7,323 83,756
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As of December 31, 2002

Deferred tax assets Deferred tax liabilities

Current Long term Current Long term

ThUSS ThUSS ThUSS - ThUSS
Allowance for doubtful accounts 770 133 .
Deferred revenues 967 39 - -
Accruatl for staff vacations 588 -
Production costs - - 5,517 -
Capitalized expenses - - 1,758 3,876
Property, plant and equipment depreciation - - - 74,867
Staff severance indemnities 997 396 - -
Debt issue and project expenses ) - - - 8,457
Obsolescence reserve 681 - - -
Accrual for contingencies 358 - - -
Tax loss carryforwards 25,563 5,841 . -
Property, plant and equipment valuation - 28,823 ‘ - 16,645
Leasing assets 70 - 68 33
Plant maintenance accrual 650 - - -
Impact of devaluation of Argentine peso 1,477 5,908 - -
Other * 851 303 74 812

) L ]
(otal 972 41,441 7,417 104,690 D)
Complementary accounts, net )
of accumulated amortization (1) 81 (15,882) ' (135) (15,474)
Valuation provision (1,098) (24,075) - -
(Total 32,783 1,484 7,282 89.216 D)
{1) These accounts reverse over the same period as the timing differences that gave rise to them with an average
of approximately 15 years. '

16. FORESTRY GRANTS
Forestry grants are included in shareholders’ equity under the account heading “Forestry and other reserves”. These
grants are transferred to income at the time of sale of the related finished goods. The Company'’s forestry subsidiaries
received forestry grants of US$ 289 thousand during the period ending December 31, 2001 and US$ 631 thousand
during the period ending December 31, 2002.

17. ASSETS AND LIABILITIES DENOMINATED IN LOCAL AND FOREIGN CURRENCY

As of each year-end, Arauco had assets and liabilities denominated in focal and foreign currencies. These assets
and liabilities are shown at their local and foreign currency eguivalent at each year-end.
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At December 31,

2001 2002
Currency ThUSS ThUSs
Assets
Current Assets:
Cash and banks uss 3,791 7,208
Cash and banks ;hS 1,382 1,798
Cash and banks QOther currencies 1,535 527
Time deposits and marketable securities Uss 162,570 171,897
Time deposits and marketable securities Chs 60,902 30.989
Time deposits and marketable securities Other currencies 199,607 167,161
Trade accounts receivable : USss 176,697 155,907 .
Trade accounts receivable Ch$ 22,585 18,815
Trade accounts receivable Qther currencies 4,327 6,158
Other accounts receivable Uss 9,530 17,571
Other accounts receivable Ch$ - 15,556 13,386
Other accounts receivable QOther currencies - 217
inventories USs 63,060 179,097
Inventories Ch$ 325,522 213,690
Other current assets Uss 29,133 136,253
Other current assets Ch$ 76,952 24,092
Qther current assets Other currencies - 332
(Total current assets 1,153,149 1,144,899 )
Property, plant and equipment and other assets:
Property, plant and equipment uss 1,058,695 1,728,193
Property, plant and equipment Ch$ 2,699,970 2,110,045
Other assets uss 48,514 43,815
Other assets Chs 8,287 10,092
@al propertty, plant and equipment and other assets 3,815,466 3,892,2@
(Total assets 4,968,615 5,037,144 )

79




Notes to the
Consolidated
Financial
Statements

At December 31,

2001 2002
Currency ThUSS ThUSS

Liabilities
Current tiabilities: .
Current bank borrowings uss 62 32,034
Current bank borrowings Chs , 25 61
Current bank borrowings Other currencies - 44
Current portion of long-term bank borrowings Uss 38,851 41,952
Current portion of bonds uss 27,818 106,777
Current portion of bonds Che 4,377 2,619
Notes and trade accounts payable Uss 27,627 25,881
Notes and trade accounts payable Chs 40,301 48,147
Notes and trade accounts payable Other currencies 176 . 2,612
Other current liabilities Uss 14,616 17,097
Other current liabilities Ch% 25,430 38,739

(Total current liabilities : 179,281 315,969
Long-term liabilities:
Long-term bank borrowings Uss 289,670 252,363
Bonds ¢ uss 1,280,215 1,157,500
Bonds Ch$ 2,748 -
Other long-term liabilities Uss 13,634 1,289
Other long-term liabilities Chs 80,196 96,446

CTotaI long-term liabilities 1,666,363 1,507, 5@
Gota| liabilities 1,845,644 1,823,5@
18. BALANCES AND TRANSACTIONS WITH RELATED PARTIES
As of December 31,
Company Reistionship 2001 2002 Transaction
ThUSS Thuss
(a) Current assets
Cia. de Seguros Generales Cruz del Sur S.A.  Affiliate 710 - Accounts receivable
Total current assets 710
(b) Current liabilities
Compania de Petréleos de Chile S.A. Shareholder 174 472 Accounts payable
Puerto de Lirquén S.A. Affiliate 235 175 Accounts payable
Comparnia Puerto de Coronel S.A. Affiliate 164 31 Accounts payabie
Abastible S.A. Affiliate 5 39 Accounts payable
Sigma Servicios Informaticos S.A. Affiliate 5 - Accounts payable
Servicios Corporativos Sercor S.A. Affiliate - 33 Accounts payable
Fundacion Educacional Arauco Affiliate 89 149 Accounts payable
Compania de Turismo de Chile Ltda. Affiliate 9 - Accounts payable
Cia. de Seguros Generales Cruz del Sur S.A. Affiliate - 1,036 Accounts payable
G’otal current liabilities 681 1,835 )




During the vear-ended December 31, 2607 and 2002, Arauco hac the following related party transactions that affected
net income:

Purchases (sales!
Year ended December 31,

2001 2002
ThUSS ThUSS

(a) Compania de Petréleos de Chile S.A.:

Purchases of fuet 10,990 12,128

Other Sales 1 n
(b) Puerto de Lirquen S.A.: -

Port services 1,563 2,046
(c) ABC Comercial S.A.:

Other Purchases . 7 81
{d) Abastible S.A.:
- Purchases of fuel 279 217
(e) Frontel S.A. ’

Electric power purchases 59 -
(f} Compania de Seguros

Generales Cruz del Sur S.A.:

Direct insurance premiums 7,210 2,990
(g} Compania de Turismo de Chile Ltda.

Purchase of tickets 114 -
(h) Cia. Puerto de Coronel S.A:

Stockpiling services 2,159 695

Other sales . - (nm
(i Soc. Austral de Electricidad S.A.

Electric power purchases 30 -

Other sales (2) -
(j) Sigma Servicios Informaticos S.A.

Processing service 31 ) -
{k) Portaluppi, Guzman y Bezanilla Abogados

Lega!l advice (695) (277)

' 19, CONTINGENCIES AND COMMITMENTS

(a) Arauco
Arauco is not currently invoived in any court proceedings or other legal actions which could significantly affect its
financial or operational condition.
The liabilities included in current and long-term bank borrowings require Arauco to comply with certain financial
restrictions. Non-compliance could result in these debts becoming fully payabie upon demand.
The minimum financial restrictions are:
i) The debt ratio must not be higher than 1.2
ii} The current ratio must not be tess than 1.0.
iii)The interest coverage ratio must not be less than 2.0.




20. SHAREHOLDERS' EQUITY

The movements in the capital and reserve accounts for each of the years ended December 31, 2001 and 2002 are
as follows:
Retained Net
Forestry earnings income
Paid-in Share and other from prior interim for the
December 31, 2001 capital premium reserves years dividends year Total
ThUSS ThUss ThUSS ThUSS ThUSS ThUSS ThUSS
Balance as of December 31, 2000 337,100 5,455 1,348,442 961,709. (65,386) 283,940 2,871,260
Prior period income allocation - - - 283,940 - {283,940) Lo
Equity price level restatement 10,451 170 41,638 35,211 - - 87,470
Dividends paid - - - (122,773) 65,386 - (57,387)
Cumulative translation adjustment - - 29,030 - - 29.030
Forestry reserve - - 54,461 - - - 54,461
Forestry reserve adjustment
related to subsidiaries ' - - (2,670) - (2,670)
interim dividends - - - (5,357) {5,357}

Net income for the year - - 139,810 139,910

Balance as of December 31, 2001 347,551 5,625 1,470,801 1,158,087 ~ (5,357) 139,10 3,116,717
Retained Net
Forestry earnings income
Paid-in Share and other from prior Interim far the
December 31, 2002 capital premium reserves years dividends year Total
ThUSS ThUSS Thuss Thuss Thuss ThUss ThUSS
Balance as of December 31, 2001 347,551 5,625 1,470,901 1,158,087 (5,357) 139,910 3,116,717
Prior period income allocation - - - 139,910 - (139,9310) -
Dividends paid - - (38,254) 5,357 - (32,897)
Cumulative translation adjustment - - 49 - - - 49
Forestry reserve . - - 25,578 - - - 25,578
Forestry reserve adjustment
related to subsidiaries - - (3,820) - - - (3.820}
Conversion adjustment
related to subsidiaries - - {136,678) - - - (136,678)
- Interim dividends . . - - ‘ - - (38,682) - (38,682)
Net income for the year - - - ) - - 277,189 277,189
Balance as of December 31, 2002 347,551 5,625 1,356,030 1,259,743 (38,682) 277,189 3,207,456

The number of shares authorized, issued and outstanding as of December 31, 2001 and 2002 was 113,152,446, The
Company's shares are of a single series without a fixed nominal value.
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21. SALES REVENUE

Arauco’s sales revenues wers derived from export and domestic saies of the following products:

As of December 31,

2001 2002

ThUSs ThUSs
Export sales

Bleached pulp 504,517 465,494
Unbleached pulp 144,450 128,504
Sawlogs 181 2,916
Flitches 5,324 6,027
Sawn timber 113,353 155,170
Remanufactured wood products 96,957 128,274
Plywooed and fiber paneis 90,424 132,753
Posts 5,651 7,451

C Total export sales revenue 960,757 1,026,589 )

Domestic sales

Bleached pulp 35,034 32,867
Unbieached pulp 1,064 1,799
Sawlogs 15,865 14,041
Pulplogs 10,785 6,692
Sawn timber 46,392 44,724
Remanufactured wood products 12,658 9,090
Chips 1,213 653
Electric power 3121 4,591
Plywood and fiber panels 46,352 45,644
Other 5,861 - 1,228

C Total domestic sales revenue 178,345 161,429 )

( Total sales revenue 1,139,102 1,188,018 D
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22. OPERATING COSTS

(a} Cost of sales

Arauco’s cost of sales consisted of the following:

As of December 31,

2001 2002
Thuss ThUSS
Timber 121,161 105,057
Chemical products 60,447 55,070
Maintenance costs 55,908 42,010
Depreciation 120,405 96,984
Energy and fuel costs 22,686 19,298
Forestry works 119,014 122,816
Port costs 10,467 8,540 -
Sawing services 59,783 67,313
Electric power costs 8,108 9,885
Other raw materials, indirect cost and other 28,092 35,729
-(Total cost of sales 606,071 562,802 )
(b} Administration and selling expenses
Administration and selling expenses were as follows:
As of December 31,
2001 2002
ThUSS ThUSS
Wages and salaries 32,373 27,485
Insurance 3.885 4,388
Depreciation 5,154 5,584
Freight 114,175 113,645
Other transportation costs 31,091 32,630
Selling expenses 20,456 16,766
Other administrative expenses 32,230 34,397
Gotal administration and selling expenses 239,364 234,905 D




23. OTHER NON-OPERATING INCOME

Other non-gperating income was as follows:

As of December 31,

2001 2002
ThUSS ThUSS
Reimbursement of customs duties 2,842 2,160
Rental income 174 323
Profit on sale of other services 131 40
Insurance recoveries 829 74
Gain on sale of energy - 151
Sale of materials and others 223 151
Gain on sale of property, piant and equipment 1,426 446
~ Reserve on sale for adjustment conversion 11,670 -
Other income 3,069 2,824
@)tal other non-operating income 20,364 6.169 )
- 24, OTHER NON-OPERATING EXPENSES
Other non-operating expenses were as follows:
As of December 31,
2001 2002
ThUSS Thuss
Other services and fees 588 76
Other depreciation and amortization 844 523
Write-off of damaged forest 415 1,581
Donations 547 400
Severance payments 142 14
Project expenses 763 383
Write-off of obsolete material 24 346
Provision for uncollectible accounts receivablie 728 308
Legal expenses 110 58
Taxes 3,522 3,988
. Adjustment for sale expenses of the previous year - 285
Indirect expenses starting Planta Paneles - 2,081
Import expenses 342 340
Other expenses 2,858 1,149
Gotal other non-operating expenses 10,883 11,533 j
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25. MINORITY INTEREST
The equity value corresponding tc the sharenciders’ mingrity interest in each of the Company’s subsidiaries was
as follows: :
As of Decemuer 31,
2001 2002
ThUSS ThUSS
Alto Parana S.A. 185 197
Forestal Arauco S.A. 1,831 1,630
Forestal Choiguan S.A. 4,205 4,069
Controladora de Plagas Forestales S.A. 223 197
Arauco Europe S.A. - 34

Total 6.254 6,127 )

The income value corresponding to the shareholder minority interest in each of the Companys’ subsidiaries was
as follow:

As of December 31,

* 2001 2002

Thuss Thuss
Alto Parana S.A. 3 (5)
Forestal Arauco S.A. (63) (79)
Arauco Internacional S.A. (ex - Inversiones Cholguén S.A.) 8 -
Forestal Cholguan S.A. {158} {188)
Controladora de Plagas Forestales S.A. 1 14
Arauco BEurope S.A. - (8)

Gotal (210) - (267) D)

26.

27.

SANCTIONS

During the years ended December 31, 2001 and 2002, neither the Company, any member of the Board of Directors
nor the Chief Executive Officer of the Company was sanctioned by the Chilean Securities Commission.

The Gas and Electric Commission appiied administrative fines equivalent to Ch$ 72,003 thousand to the subsidiary
Arauco Generacion S.A. for deficiency in the Central Interconnectal System and in the CDEC-SIC. These administrative
fines are pending since they are being appealed to the Justice Tribunal and to the Gas and Electrical Commission.
A provision for the amount of these fines has been made in the Financial Statements.

The Chilean Tax Commission applied fines, with interest, equivalent to Ch$ 428 thousand to the subsidiary Servicios
Logisticos Arauco S.A. for due rectificatory declarations.

The Chilean Tax Commission applied fines, with interest ~auivalent to US$ 44 thousand to the subsidiary Paneles
Arauco S.A. for differences in withholding taxes. .

BOND ISSUE COSTS

Arauco amortizes costs related to the issuance of bonds o siraight-line basis over the terms of the bonds. .
The charges to income related to such amontizations for the ..rs ended December 31, 2001 and 2002 were US$ 2,057
thousand and US$ 3,706 thousand, respectively, which amounts are reflected in the statement of income under
the heading “Interest Expense”. The costs recorded for each year are shown below. '




As of December 31,

2001 2002
ThUSS Thuss
Stamp tax 9.440 7,741
Underwriters commission 5,616 4,618
Rate insurance commission 400 2383
Risk evaluation 107 84
Accounting advice 44 32
Printing costs 93 77
Legal advice 500 418
Repayment of bonds 4,708 4,085
QOther 148 115
Cl'otal bond issue costs 21,062 17,464 )

28. CASH FLOW

According to regulations established in Circular N° 1312 by the Chilean Securities Commission, the following

describes financing or investing activities that will require future cash flows.

investment Flows Currency Amount Affected Fiow
Purchase of fixed assets uss 5.0 million 2003
Plywood Mill expansion uss 3.0 million 2003
Valdivia Mill construction project Uss 98.7 million 2003
Valdivia Mill construction project Uss 333.4 million 2003
Valdivia Mill construction project USs 128.8 million 2004
Capital contribution in Eka Chile S.A. Uss 25.0 million 2003

29. ENVIRONMENTAL

The following current and future expenditures related to the improvement of or investment in product processes designed

to protect the environment were made during the year ended December 31, 2002.

Project to decrease the effluent of the manufacturing process of white pulp. Spent: US$ 231 thousand. Estimated
future cost: US$ 818 thousand.

Project to decrease the consumption of chemical products in the process of manufacturing pulp. Spent: USS 68
thousand. No future costs are forecasted.

Project for decreasing the introduction of dust and ash to the environment. Spent: USS$ 49 thousand. No future
costs are forecasted. :

Project to reduce any gases and steam which are a byproduct of the mill production process. Spent: USS$ 1,283
thousand. Estimated future cost: US$ 3,166 thousand.

Payments related to environmental protection in connection with the Valdivia Mill Construction Project. Spent:
USS 6,163 thousand. Estimated future cost: US$ 6,568 thousand.

Project to improve the evacuation of water and effluent treatment of Paneles Mill. Spent: US$111 thousand.
Estimated future cost: US$56 thousand.
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The Company's subsidiaries Foresta! Celco S.A., Forestal Cholguan S.A., 3oscues Arauco S.A. and Foresta! Valdivia
S.A. are implementing an environmental systam regulated under a certification process under rule 1ISO 14.001. Between
January 1 and December 31, 2002 we paicd USS104 thousand in reiation to the sysiam and we anticipate spending an
aaditional amount of USS 68 thousand .

30. SUBSEQUENT EVENTS

On February 3, 2003 the Company obtained a USS 150 million foan from J.P. Morgan - Chase denominated in US dollars
which has a variable interest rate of LIBOR plus 0.85%. The principal repayment is due in February 2008.
No other events have occurred since December 31, 2002 and subsequent to the issuance of these financial statements
that may affect significantly the financial situation of Arauco.

Alejandro Pérez R.

Robinson Tajmuch V.
Chief Executive Officer

Controller




Santiago. March 7, 2003

To the Shareholders and Directors
Celulosa Arauco y Constitucion S.A.

We have audited the accompanying consclidated balance sheets of Celulcsa Arauco v Constitucion S.A. and
subsidiaries as of December 31, 2002 and 2001, and the related consofidated statements of income and cash flows
for the years then ended. These financial statements (including the related notes thereto) are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these financial statements based on
our audits. We did not audit the financial statements of the subsidiaries Forestal Celco S.A. and Forestal Cholguan
S.A., which statements reflect total assets of ThUSS 980,845 and ThUSS 1,068,017 as of December 31, 2002 and
2001, respectively, and operating income of ThUSS 150,726 and ThUSS 146,086 for the years then ended. In addition,
we did not audit the financial statements of the subsidiaries Aserraderos Arauco S.A. and Forestal Valdivia S.A.
for the year ended December 31, 2001, which reflect total assets of ThUSS 639,178 and operating income of ThUSS
295,490 for the year then ended. Those statements were audited by other auditors whose reports have been furnished
to us, and our opinion, insofar as it relates to the amounts included for the aforementioned companies, is based

-solely on the reports of the other auditors.

We conducted our audits in accordance with auditing standards generally accepted in Chile. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opir
[ ]

In our opinion, based on our audits and the report oi other auditors, the consolidated financial statements referred
to above present fairly, in all material respects, the financial position of Celulosa Arauco y Constitucién S.A. and
subsidiaries as of December 31, 2002 and 2001, and the results of their operations and cash flows for the years then
ended, in conformity with accounting principles generally accepted in Chile.

As explained in Note 2 b), the Company was authorized by the Internal Revenue Service to keep its accounting
records in United States doliars. Consequently, the accounting balances as of December 31, 2001 were translated
into United States dollars at the exchange rate effective on that date and transactions as from January 1, 2002 are
recorded in that currency at the exchange rate effective as of the date of each transaction. For comparison purposes,
the financial statements in Chilean pesos as of December 31, 2001 have been transliated into United States dollars
at the exchange rate effective on that date.

Anthanyd.F. Dawes Price Waterhouse
RUT: 4.576.198-3
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BALANCE SHEET
As of December 31
{(Thousands US S

{orestal arauco s.a.
y filiales

2001 2002

thuss thusS

aserraderos arauco s.a

2001 2002
thus$ thuss

paneles arauco s.a.

2001 2002 -
thus$ thus$

industrias torestales s.a.
y filiates (apsal
2001 2002
thus$ thus$S

Assets

Current Assets
Fixed Assets
Other Assets

239,262  313.844
2,071,017 1,952,628
-16,117 -8,781

105,652 138,748
145,031 145,397
5,104 5,282

55,221 71,831
142,200 170,075
4,293 4,513

113,216 . 148,334
761,036 777,140
36,417 18,192

Total Assets

2,294,162 2,257,691

255,787 287,428

- 201,714 246,419

910.669 943,666

)

Liabilites and
Stockhoiders' Equity

Current Liabilites
Long-Term liabilites
Minority Interest
Stockholders' Equity

71,491 33,518
28,467 31,584
25,180 24,710
2,169,024 2,167,879

23,402 29,045 .

2,088 3,604
0 0
230,287 254,779

37.179 50,442
64,481 44,776

100,054 151,201

21,933 31,881
257,614 253,726
195 1,960
630,927 656,099

Total liabilities and
Stockholder’'s Equity

2,294,162 2,257,691

255,787 287,428

201,714 246,419

910,669 943,666 )

INCOME STATEMENTS
For the year ended December 31

{Thousands US $§)

tarestal arauco s.a.
y filiales

2001 2002

thus$ thus$

aserraderos arauco s.a.

2001 . 2002
thus$ thus$

paneles arauco s.a.

2001 2002
thus$ thus$

industrias forestales s.a.
y filiales (apsa)
2001 2002
thuss thus$

Net Sales

Cost of Sales, Administrative

and Selling expenses
Operating incame

- Non Operating Income (Loss)

Income Tax
Minority Interest

Negative Goodwill Amortization

351546 348,207

-253,594  -230,541
97,952 117,666

-6,497 143
-12,173 -16,757
-1,402 a2
5,456 5,048

266,101 313,381

-246,043 -284,180

20,058 29,201

2,687 -399
-2,298 -4,020
0 0

21 0

148,855 179,842

-118,446  -138,333
30,409 41,309

-953 -4,603
-5,144 -6,263
0 0

12 0

151,290 162,963

-132,065 -110,668

19,225 52,295
-8,819 -41,571
20,585 7.865

3 -60
37,947 13,787

CNet Income (loss)

83,336 104,978

20,468 24,782

24,324 30,443

58.941 32,316)
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Celulosa Arauco y Constitucion, S.A.
(Registrant)

Date: June 18, 2003 By: / \ !

Name: Alejaﬁdro Pérez
Title: Chief Executive Officer







