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ABBREVIATIONS USED
EIB: European Investment Bank

BNDES: National Bank for Economic and Social Deypeh@nt Banco Nacional de
Desenvolvimento Econdémico e Sagial

NIB: Nordic Investment Bank

CEPRAM: Bahia’s Environmental State Coun@bfiselho Estadual de Meio Ambiente da
Bahia): State Council with representation of the PuBliorney’s Office, of the industrial

sector, and from the civil society

CONAMA: National Council of the Environmen€énselho Nacional do Meio Ambiente
National Council with representation of the Pullitorney’s Office, of the industrial sector, and
from the civil society.

CEPLAC: Executive Comission of the Cocoa Plantaktan Comissao Executiva do Plano da
LavouraCacaueirg

CEPEDES: Center for Studies and Research of theiiaet South of Bahia&Centro de Estudos e
Pesquisas do Extremo Sul da Bahia)

CDDH: Defence Centre for Human Righ@eftro de Defesa dos Direitos Humanos

CVRD: Vale do Rio Doce CompangZ¢mpanhia Vale do Rio Docdormally owned by the
State; privatized in 1997.

GAMBA: Bahia Environmentalist Groufsfupo Ambientalista da Bahjia

IBAMA: Brazilian Institute of the Environment anceRewable Natural Resourcésdtituto
Brasileiro do Meio Ambiente e dos Recursos NaturRarsovavejs

IBGE: Brazilian Institute of Geography and Statigtnstituto Brasileiro de Geografia e
Estatistica

IMA: Institute of the Environmentifstituto do Meio AmbienyeEnvironmental institute of the
state of Bahia

INGA: Institute for Water Management and Climaltes{ituto de Gest&o das Aguas e do Clima
IPCC: Intergovernmental Panel on Climate Change
KfW Bankengruppe: German bank

MMA: Ministry of the EnvironmentMinistério do Meio Ambienje



MLT: Fight for Land MovementMlovimento de Luta pela Tefra

MST: Landless Workers' Movemem¢vimento dos Trabalhadores Sem Tgrra

PNMC: National Plan of Climatic Changd3dno Nacional de Mudancas Climéatigas

RMA: Network of Conservation NGOs of the AtlantiorEst Rede de ONGs da Mata Atlantjca
RPPN: Private Reserve of National HeritaBegerva Particular do Patriménio Naciopal

SEPLAN: Secretariat of Planning of the State ofiBd8ecretaria de Planejamento do Estado
da Bahig



1. Introduction

The present report is the result of the partnersbtpreen the Environmental Group of Bahia
(GAMBA; Grupo Ambientalista da Bahighereafter GAMBA) — a Brazilian non-governmental
organization (NGO), and Both Ends, an organizatt@h supports organizations from
developing countries. The central headquartersotii Ends is located in the Netherlands.

The objective of this report is to collect infornaat aboutVeracel Celulose S/fereafter
Verace), a paper and pulp company located in the souttegjion of the state of Bahia, Brazil.
The focus is to analyze the social and environniesnistainability oVeracelas result of global
climate changes and the activities takerViByacelto use the financial resources provided by
outside sponsors, particularly the European InvestrBank (EIB).

GAMBA was established in 1982, in the city of Salug in the State of Bahia, Brazil. GAMBA,
in collaboration with other local, regional andinaal socio-environmental organizations,
monitors and controls social activities implemeritgd/eracelsince the 1990s. The monitoring
of these activities aims to mobilize the Brazilgotiety and influence the public authorities to
reevaluate the model of development that this prnts represents for the region, to the state of
Bahia, and to the nation as a whole.



2. The Southern Region of Bahia

The initiative to developntrepreneurshiprojects of pulp production in the southern regibn
Bahia preceded the establishmenYefacelin 1991.

In the 1950s, the Brazilian Government, througiNisional Strategy PlarP{ano Nacional de
Metag, established as one of its strategies the gaadoce the import of paper and pulp. The
reduction of the import of paper and pulp createdaentive for development of factories in the
region. In the 1960s, pulp and paper productioateel projects started to obtain financial
support by the BNDES - the National Bank for Ecoimoamd Social DevelopmenBéanco
Nacional de Desenvolvimento Econdmico e Spéial

The National Plan for the Paper and Pulp SectBNIRC) ( Plano Nacional para o Setor de
Papel e Celulosewas approved in 1974. The objective of the PNP@d to develop strategies
to help Brazil become self-sufficient in the protoe of pulp and foster production for the
export market. During the PNPC | era, 30 Foresistrigts and criteria for financial incentives
were established.

One of these Districts was the Southern Regionabfi& The establishment of this District in the
80s started the entrepreneurial interest of estaibly eucalyptus plantations. The region, which
until the 1940s was almost all covered by Atlafocest Mata Atlanticg, has been deforested
intensively ever since.
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Figure 1. Map of the southern region of Bahia, Brahowing changes in land cover as the result of
deforestation practices. Source: Ceplac.

The opening of Federal Highway BR101 improved atesnd from the region and, among
other positive and negative impacts, fostered éweher the process of deforestation and the
transport of timber to the central region of BraZimber from southern Bahia supplied

! www.bndes.gov.hraccessed in September 2009.



construction and carpentry industries and the steleistry in the neighbor state of Minas Gerais.
Large tracks of forested lands were deforestedated used for the planting of eucalyptus and
the production of livestock.

The total acreage of land in the extreme soutloregnd part of the southern region of the state
of Bahia is 3,362,950 hectares. The Institute efEhvironment (IMA) Instituto do Meio
Ambientg¢ estimates that an area of 412,844 hectares it by eucalyptus plantations that
are owned by the enterprisesudracel CelulosgAracruz CelulosgSuzano Papel e Celulgse
andCAF Santa BarbaraThis area represents 12.3% of the total land i regiorf.

As shown in Figure 2, the areas covered by euaadyptantations extend to 24 counties in the
south and extreme southern region of the stateabfeB
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Figure 2. Counties that form the region addressehis study, which is the extreme south region
of the state of Bahia. Source: IMA.

These companies argue, however, that the totahgeref land utilized for forestry purposes,
which includes their own plantations (carried ouareas of company ownership) and
plantations owned by other land owners (plantatearsed out in other areas of outside
ownership, but with incentives of these compangesf 375,695.57 hectares rather than 412,844
hectares.

2 Environmental Institute (IMA), State GovernmenBzthia. FORESTRY PRACTICES OF EUCALYPTUS IN THE EXERE
SOUTHERN REGION OF BAHIA: CURRENT ENVIRONMENTAL CODITIONS AND FUTURE ENVIRONMENTAL
EXPECTATIONS. 2008.



According to the study conducted by the IMA, thiatarea licensed by the IMA for the
production of eucalyptus, according to environmklitanses, totals 285,016.98 hectares. This

acreage is distributed among these same compangswn on Table 1.

Table 1: Licensed eucalyptus plantations by the Iffiéctares).

Company Name Licensed plantations Area currently occupied with
(company land) eucalyptus plantations

Aracruz 101,059.15 97,459.75

Veracel 112,380.24 89,758.07

Suzano 92,398.92 90,637.90

CAF 8,833.59 8,883.59

TOTAL 314,671.90 285,016.98

Sources: IMA andDiario Oficial do Estado da Bahidlewspaper.

Based on these values, a total of 29,654.92 hectare still be used for eucalyptus farming with
the current approved licenses.

In the same study, the IMA informs that eucalygarsing in the studied area is 90,678.59
hectares. Taking into consideration the sum oftiea currently used for eucalyptus plantation
by the companies and other land owners, the oVarall planted with eucalyptus is 375,695.57
hectares. Since the IMA’s mapping identifies theant of 412,844 hectares of licensed
eucalyptus plantations, we argue that 37,148.48hesare used for eucalyptus plantation
without due environmental licensing. Furthermohe, IMA does not have information and/or
any type of control about this irregularity.

The concentration of eucalyptus plantations inréggon is an unequivocal statement and can be
easily noticed upon observing the regional landschapthe counties listed in Table 2, the
situation is even more troublesome given the exgtgtnigh concentration of land allocated for
the cultivation of eucalyptus.

Table 2: Eucalyptus cultivation per county.

County Name Area Occupied Companies responsible
Nova Vigosa 44.0% Aracruz, Suzano and CAF
Alcobaca 34.3% Aracruz, Suzano and CAF
Caravelas 34.0% Aracruz, Suzano and CAR
Mucuri 33.5% Aracruz, Suzano and CAF
Eunapolis 20.0% Veracel
Santa Cruz de Cabralia 18.0% Veracel

Source: IMA

In 2008, the estimated population of the extremetssrn Bahia was 720,221In 2004, the
GDP was estimated to be R$ 4,062.93, which reBulisper capita GDP of R$5,641.22
(approximately € 2,256.00).

¥ SEPLAN, Government of the state of Bahia. Redidwraritorial Report: Extreme South Territory. 2009
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The development of eucalyptus farming in the redgohto a significant change in the land
tenure system, local demographics, land use pes;tand landscape of the region.

Small scale land ownership and family-based agucaifarming predominated in the region
until the 1980s, even without the due Governmerernitives. The most recent agricultural
censuses prepared by IBGEhow a decrease in production of fruits and vdgetarming,
turning the region into an importer, rather thaodurcer, of these food categories.

The population, which was predominantly rural ia #980s, became urban, reversing the
percentage of rural-urban demographic distribufgae Table 3). This demographic change led
to development and expansion of shantytowns sudiogrthe cities, an increase in the rate of
unemployment, and a high level of urban violendee People who remained in the rural areas
had difficulties prospering because they were surded by eucalyptus plantations. Rural social
conflicts among these communities deepened becthegevere in less productive areas and the
price of land increased as result of land spearidtr eucalyptus cultivation. In recent years,
the population has grown significantly as resulbigh immigration influx, especially during the
construction phase of the factory between 2003200%.

Table 3: Resident population by households in #tieeme south region of Bahia.

Year Urban % Rural % Total
population population
1980 77,828 23.1 259,631 76.9 337,459
1991 271,394 66.9 134,101 33.1 405,495
2000 423,943 77.3 124,833 22.7 548,776

Source: SEI and IBGE Demographic Censuses

The extreme south region of Bahia is also homed@enous communities of tiataxos
ethnicity. These communities, which are scattenesbime villages, have a population of about
of 5,500 peoplé. Some of which live in precarious conditions. Otrer past ten years these
communities have come together to demand for bletteg conditions. The main source of
income for these communities is wooden handcrafinarod that is harvested from different
native species of Atlantic Forest trees.

A project that these indigenous groups are devetpm partnership with the non-governmental
conservation organizatidflora Brasil, which is classified as Legal Handcrafrieséo Leggl
aims to substitute native wood for eucalyptus, tiagog with paper and pulp companies for
sufficient timber necessary to sustain this tradgi artisan activity.

* www.ibge.gov.br Accessed September 2009.
> www.sec.ba.gov.br/ed_indigena/povosindigenasdalighiaAccesed Septembe2009.




The main economic activities, apart from forestiwt take place in the region are the following:

e Livestock production of low yield,;

» Traditional fishing in the Coastal Zone;

» Tourism: the region is a popular tourism destimatroBahia. The region is also called
the “Discovery Coast"Gosta do Descobrimento

The activities carried out by local rural commugstwere seriously affected by the expansion of
monoculture eucalyptus farming due to concentratifdand, rural outmigration (see Table 3),
and lack of Government support with regards tocadparal credit policies. Added to these
social and political issues is the use of the mostluctive land for the cultivation of eucalyptus
trees instead of food-producing crops.

Social movements

Since the beginning of the 1990s, citizens membkdiferent social movements and
conservationists have been looking into ways toetogether in order to monitor such land
entrepreneurships, questioning the proposed dewelopmodel, which is based on monoculture
production, as well as reporting the numerous utagties in the implementation of such
projects.

Several NGOs, such as the Cepedes, the CDDH, th@B&A Workers’ Unions, the Indigenous
Movement, among other organizations, came togethecreated the Socio and Environmental
Forum of the Extreme RegioR@rum Social Ambiental do Extremo Bulrhe mission of the
Forum is to monitor the issue of pulp productiod #me cultivation of eucalyptus plantations.
Under a broader scope of action, at the natiowal |& was created the Alert Network Against
the Green DeserRede Alerta Contra o Deserto Vejdas homogeneous plantations of exotic
trees are known. This Network has followed theaasiexisting projects currently implemented
in various Brazilian states, presenting an impdn@ice in these discussions. In Bahia, the
Network’s action is striking, always with the paipation of the local institutions that form the
Network.

Another network that has also promoted an actibouated in the 1990s, questioning
empathically the implementation of Veracel, is Network of NGOs of the Atlantic Forest
(ONGs da Mata Atlantiga This Network is composed of approximately 40@amizations
scattered in the 17 States where the Braziliannfitdorest biome is found.

3. The joint venture:Veracel Celulose

3.1 Origin and brief history

Veracel Celulosénitiated its activities in the extreme south @ftia in 1991. Back then, the
company was namederacruz Floresta{Veracruz Forestry) and was a subsidiary of
Construtora Norberto Odebrecfilorberto Odebrecht Construction) compavigracruz

Florestalacquired from th&loresta do Rio DocéRio Doce Forest) - a company owned by the
Group CVRD (Cia Vale do Rio Doge- 46,000 hectares of land and 1,340 hectares of
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experimental eucalyptus plantation in the regidme §oal was to develop a pulp mill factSry
In 1992, the company began to expand the cultimadfceucalyptus and conduct studies to
implement the pulp mill factory.

In 1996,Veracelreceived the environmental permit for the congioumcof the pulp factory in the
county of Eunapolis. In 1997, ti@debrechtthe Brazilian company of civil engineering and
petrochemical industries, joined the Swedish com&tora Kopparbergdooking to develop
the project through partnerships. In 1998racruz Florestals named/eracel Celulose S/A.
Also in 1998 the merging @torawith the Finish compan$tora Ensdakes place, establishing
the Stora Ensa@ompany’.

Still under the new cooperative structudeacruz Florestal a traditional Brazilian company in
the paper and pulp industry, enters into the jeamture and purchases, in 2000, part of the
Oderbrechs market shares. In 200@derbrechtieaves the partnership and sells the remaining
market shares. This action led to today’s confiiora a joint venture of 50%racruz'smarket
shares and 50% &tora Enso'snarket shares.

The construction of the pulp factory started in208eing completed within 17 months. The first
bail of pulp was produced on May™2005. The total investment was of US1.4 billiotjeh
represented one of Brazil's largest private investshin recent years.

The production is directed to the two whole shal@édrs and focused almost exclusively for
export. The quantity aimed &tora Enzd50% of the total) is sent to the paper factoryhef
company in the city of Oulu, Finland. The other 5806cated forAracruzare placed on the
export market by the company. Tod&gracelhas 89,758.07 hectares of eucalyptus farming. It
has the capacity to produce 900,000 tons of puhpialfy. In 2007 Veracelproduced 17% above
its annual production, reaching 1,051 million tahgulp.

The company also built the Marine Terminal of Bgesa(TMB) Terminal Maritimo de
Barcacag$, located in the county of Belmonte, 60 km froratfaty. The Terminal’s purpose was
to carry the pulp barges until the portAficruz calledPortocel in the State of Espirito Santos.
The Terminal has the capacity to handle 1.06 nniltens of pulp per year. Its construction
initiated?in 2001 and entered into operation ea€fl92, transporting eucalyptus to the same
Portocetf.

In Veracé's sustainability report are defined its visiomlanission as shown belot
» Vision: To be a reference for sustainability worldwide.

» Mission: To produce pulp fibers of high quality using sustale practices and
outstanding technology.

® Detail information about this process can be foangww.veracel.com.br

" Open Doors for Sustainable Development: Veractil@se. Fundacédo Getulio Vargas — March 2002.
8 Veracel in numbers (2008). Onlinevavw.veracel.com.brAccessed on September 2009.
 www.veracel.com.hrAccessed on September 2009.
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3.2 Forestry Project

Veracelhas 211,689 hectares of land (2008) distributddnrcounties in the extreme south and
south regions of Bahia. These counties are: Beley@#navieiras, Eunapolis, Guaratinga,
Itabela, Itagimirim, Mascote, Itapebi, Porto Seguamd Santa Cruz de Cabralia. Eucalyptus
farming owned byeracelis of 89,758 hectares (IMA, 2008). Added the aleeady purchased
by the company for eucalyptus farming, the totatllanass available for the cultivation of
eucalyptus byeracelin these ten counties is 95,952 hectares (Table 4)

Table 4. Area planted and available for eucalyfansing by county (October 2008).

County Land owned byVeracel that | % of Land % Land licensed
is planted with eucalyptus cultivated by | for cultivation by
and available for eucalyptus | Veracel Veracel
farming (hectares)

Belmonte 15,774 7.8% 15%

Canavieiras 678 0.5% 15%

Eunapolis 20,713 17.4% 20%

Guaratinga 5,702 2.5% 20%

ltabela 4,234 5.0% 20%

Itagimirim 9,918 12.1% 20%

ltapebi 783 0.8% 20%

Mascote 3,452 4.9% 20%

Porto Seguro 12,173 51% 15%

Santa Cruz de Cabralla 22,525 14.5% 15%

TOTAL 95,952 hectares

SourceVeracel(2008)

Table 5 shows the distribution of land ownedMgraceland land use practice in each area.

Table 5: Distribution/eracels land in hectares and overall percentage andusegbractices by type
of land use (Septemb2008).

Lande categor Land Overall
gory allocation (ha) percentage
Own 86,014 43%
Eucalyptus Leased 4,660
plantation Available land 5,278 2%
Total 95,952 hectares
Legal reserve 43,785 21%

: Permanent preservation 20,505 10%
Areas not intended -

L VeracelStation 6,069 3%
for the cultivation of e 11545 =T
eucalyptus n rqgtructure , 0

Additional protected areas 33,833 16%
Total 115,737 hectares
Total area owned byVeracel 211,689 hectares
SourceVeracel(2008)
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As required by the Brazilian environmental ledislia, Veracelset aside 104,192 hectares of its
land, distributed as Legal ReservBeg$ervas Legaisnd protection areas and\aracel Station
(Estacéo Veracgl for the protection of native vegetation. Accaglito the law, all rural

properties must maintain a percentage of their fanekted, titled as a Legal Reserves, of at least
20% of the overall acreage of property. Areas alied for permanent protection are areas near
rivers, top of hills, hillsides with more than 456pe, among others. Based on information
provided byerace| the company is meeting this legal requirement.

|+

Figure 3. Eucalyptus farming in Eunépolis, Bahieg#. Photo: Renato Cunha (August 2009).

According toVerace] for each hectare planted with eucalyptus an eagralage should be
planted with native trees. Of the 104,192 hectallesated for native forest, a total of 70,319
hectares have been planted and are found at diffst@ges of regeneration. A total of 33,833
hectares of land still remains to be reforested.

All of Veracels eucalyptus plantations are eucalyptus clonesradd by crossbreeding
Eucalyptus grandig Eucalyptus urophyllspecies (Figure 3). The seedlings are grown inanas
owned byeraceland located in Eunapolis. These nurseries haveapacity to produce up to
24 million seedlings per year. When necessdeyacelacquires additional seedlings from other
producers. After the planting the seedlings, segdlare treated and maintained by several
treatments and processes. Trees are ready forstiawyseven years later.

Figure 4 shows the location of areas owned/bsaceland land use practices by category.
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Fi Verels land ownership and land use practices by cagje@ourceVeracel(2010)°

Program: Forester(Programa Produtor Florestal

In 2003,Veraceldeployed the Forester ProgrgRrograma Produtor Florestal The Program’s
mission is to promote eucalyptus farming in pathgr with other regional rural landowners. By
doing so,Veracelexpects to address the pulp demand of its factory.

Veracelfunds the planting process, provides fertilizerd technical support, and assures the
purchase of all timber produced under this partriprdn order to put in practice such promises,
it is required that enforced environmental legiskais complied.

As of 2008, 98 rural landowners are working in parship withVeracelin the cultivation of
eucalyptus. The total area planted by these prodisd 9,213 hectares.

1 Source Veracel. Online http://www.veracel.com.br/web/en/perfil/localizadatml. Accessed February 2010.
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Program: Atlantic Forest (Programa Mata Atlantica

This program is intended to establish biodiversdyridors to form continuous areas of
preservation and conservation of native foregesaceluses the concept of forest mosaic, in
which commercial trees are planted in the flatlawtige native trees are planted in valleys of
the region.

Since 1998Veracelhas set aside 6,069 hectares of landaascelStation Private Reserve of
Natural Heritage (RPPN)Reserva Particular do Patrim6nio Natural Estacaaatel). Veracel
Stationis recognized by the IBAMA and it is one of theglest private reserves of Atlantic
Forest in northeastern Brazil. In the beginnings #rea was intended for eucalyptus cultivation,
which meant only 20% of its overall forest coverswa be set aside as native forest. Today, this
area is known for its biodiversity conservationgi@es, protection of water resources, and
environmental education and interpretation.

3.3 Industrial Project

TheVeracels industrial unit was built in the county of Eunép (Figure 5). It has the capacity
to produce 900,000 tons of pulp per year. In 20@8factory produced 1,099,697 tons. The
technology used, accordingerace) is the best technology available and its cokivigr to

the costs of other companies in the pulp produdtadd. Almost all of the production process is
automated, with a digital operational control sgste

Water used in processing the pulp comes from theitiehonha River, which is located 6 km
from the processing plant. To ensure the careiquality of effluents, water capture is done
about 1 km from the location where the water disghaakes place. The liquid discharge is
treated by a modern sludge system. Water consumghtiough this process is of 28 ms3 per ton
of pulp produced. The volume of water disposecbis per ton.

Figure 5.VeracelFactory in Eunapolis, Bahia, Brazil. Photo: Rer@atmha (August 2009).
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The base for the bleaching process is chlorineid&{CIO,) and peroxides, also known as ECT
(Elementary Cloriun Free). During early negotiaipand agreed with the State Government,
pulp processing should take place without the dshlorine (TCF — Total Cloriun Free).
However, throughout the project implementatideracelrealized that there would be no
significant economic and environmental gains. Tévagany also looked into an alternative type
of chlorine, one that generated whiter pulp, to intlee market that they wanted to achieve.
Veracelrequested an amendment before the Government @ Bafit these changes. The
Government granted their request and reviewedrfiea@mental permits without further
inquiries.

Chlorine is a chemical element with high toxicitydaan irritating odor. Chlorine may cause
problems in the respiratory system and form orghloome compounds that can impact the
environment, such as the formation of dioxinss lbécause of these potential impacts and
characteristic that chlorine must be repldéetihe use of chlorine dioxide is prohibited in
Europe but not in Brazil and in the United States.

Industrial solid waste is managed in partnershifhaispecialized company. In 200&racel
generated 37,503 tons of industrial solid wastest\ this waste was recycled, increasing the
life expectancy oWVeracel’slandfill located within the company’s site.

TheVeracel'sfactory is self-sufficient. It generates 900 noitlikilowatts/year, which is

sufficient to supply a town of approximately 40@0dAhabitants. The fuel used to feed the
turbo-generator is the waste generated by therpalpufacturing process, such as “black liquor”
and wood mulch.

Electrostatic showers were installed to controlrqetoblems released through the chimneys.
Sulfur gases are collected, processed, and bubiiers. This process reduces the emission of
bad odor. A network designed to trace sulfur odeaas installed. There are also 22 volunteers,
who are residents of the communities located nedudyactory. Their mission is to identify
potential odors that are above normal levels. Baseig@edback provided by local residents, the
company released strong fumes in the air duringg#inly years of operation. These fumes,
residents said, caused them discomfort. This prolblas been minimized over the past years.
The industrial site is also located far from thessamunities, which minimizes potential
problems.

1 VIA CAPESINA: The Large Scale Farm of EucalyptGeneral information about forestry monoculture ficas
and paper mill industries. Rio Grande do Sul, 2006
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3.4

Investments

In order to finance its operationgeracelwas able to acquire loans from banks in the fathgw
values:

U$30 million (€ 32,736,796 - exchange rate in 2001): from thepgean Investment
Bank (EIB); long term investment institution frotmetEuropean Union;
R$1,433,333.0@around €754,390.00 - current exchange rate): tt@National Bank
for Economic and Social Development (BNDES) in 2&zilian public bank that
finances projects for public and private developmemrazil and abroad;

U$ 80 million (€65,263,501 - exchange rate at that time): freenEuropean Investment
Bank (EIB) in 2003;

U$ 70 million (about €57 million - exchange rate at that tinfieym the Nordic
Investment Bank (NIB) in 2003; international fingaldnstitution from the Nordic and
Baltic countries.

The first EIB loan of U$30 million was used to fira@eVeracels forestry project. The activities
were as follow:

Land acquisition and preparation of land for cuéttion
Cultivation of eucalyptus (26,000 hectares)

Acquisition of forestry equipment

Road construction and improvement (450 km of roads)

The period of implementation of these loans to@celbetween 2001 and 2004. The stipulated
conditions were as follows:

Reduce deforestation pressure on Atlantic Foregirbyecting 50,000 hectares of native
forest;

Ensure protection of the Veracel Station RPPN;

Comply with the Brazilian environmental legislation

Contribute in the increase absorption levels oftxar in the atmosphere by planting
forests, which are activities in line with the Kgdtrotocol and the European climate
change policies.

Note that the last two stipulated conditions anmeegee and should be considered as the basis for
this loan.

The other three loans financed in 2003 were alkxtédr the construction of the pulp plant and
the Marine Terminal Barcacasdrminal Maritimo de BarcaggasMore detailed information on
these loans is difficult to acced&eraceldoes not provide information on these topics at
Veracel’'swebsite or in printed publications, nor is avdigabn the websites of the banks that
provided these loans.

In the case of the EIB, one of the conditions distabd was thaVeracelplanted 400 hectares of
native trees per year in the region for three y&083, 2004 and 2005). According\terace]
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these actions were performed in full as requirethieybank. As result of this condition, the
Atlantic Forest ProgranPfograma Mata Atlanticawas created and the planting of native trees
continues to this day. In this occasion, part of tban was used to create a department of
sustainability within the company. This sectordasponsible for the actions of social and
environmental responsibilities and the monitorifgmvironmental licensing. In 2009, this area
received RS17,597,300 in support (about €7 milbgrihe current exchange rate), which is
significant when compared with other companiehefulp production sector.

Veracelis periodically audited by the EIB. Auditors lofik and inspect wheth&feracelis in
compliance with contract agreements, both in regtydhe way resources are invested, as well
as commitments establishateracelprovides EIB with reports with their version otiaos

taken. What is not done periodically is the conteith the local stakeholders, both involved and
affected, byeracels actions. This is desirable, since only througgse actions that can
independent view of the impact \@éracelin the region take place.

Loans provided by the NIB and the BNDES, as favasould investigate, did not have specific
social and environmental conditions. This inforroatis difficult to access because this
information is not available to the public. Outtbé total loan provided by the BNDES, R$59
million were used in forestry practices and R$18iomi in social investments. Social
investments were BNDS’ own initiative and were aine attendv/eracels interests with

regards to public and private initiatives in thgioa.

Since 1993, the EIB in its investment policieslfatin America and Asia (LAA)América

Latina e Asia has been funding projects that meet mutual intetestween the European Union
and the countries of these continents, in the wiestse sectors of the economy, such as:
energy, industry, telecommunications, water andta@on. Through this approach, the EIB
seeks to contribute with the efforts of other coiestand the European Union to mitigate the
impacts of natural disasters on those continerdase® on the current context of globalization
and the imminence of disasters of global ranges;iwdre caused by climate change and other
local environmental impacts that interfere in thabgl climate system, the EIB understands that
international cooperation is essential in addrestiese challenges.

The EIB's approach in financing projects in LAA otnies focuses on two conditions:
1. Environmental sustainability, especially mitigatiohclimate change;
2. Support the presence of the European Union in Lé&uxtries through direct foreign

investment and transfer technology and expertise.

As we shall present in our analysisud#race] EIB auditors must be more diligent when
evaluating these guidelines and requirements daninliting ofVeracels activities and reports.
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3.5 Impact Assessment

The process of monitoring and evaluation of envimental impact begins when the company
asks the responsible environmental agency fornkiea@mental permits required by the
Brazilian environmental legislation. In the caseha state of Bahia, the responsible agency is
the Environment Institute (IMA)listituto de Meio Ambien}¥.

In projects with significant environmental impadsch as the case W@érace] an

Environmental Impact Assessment and an Environrhénfzact Report are required (EIA-
RIMA). The RIMA is subjected to a public hearinguldfic hearings allow for the impacted or
interested stakeholders the opportunity to leaputthe proposed project and present their
opinions on the venture. These public hearingsatorean that the community participates in
the decision-making process because by the timbdaeng takes place the decision pertaining
to the project has already taken place. Still,éle=sarings became a venue to minimize tension
and dissatisfaction from the local communities. Sehbearing also had, in rare occasions, some
interest in gaining input from these communitieselo lack of participation in decision-
making, local stakeholders can only make suggestout ways to minimize and control the
generated impacts resulted from the developmenbpadation of such enterprises.

At that time (1993 — 1995), these public hearingisegated heated debates because of public
resistance towards the proposed land use praclibesnajority of the people who attended
these meetings was opposed to the implementativVeraicel sproposed project as it was
originally presented (I even had the opportunitattend these meetings).

During those meetings some suggestions were madeng the suggestions were:

» Limit acreage of eucalyptus cultivation per county;

» Distance from the coast;

» Zero allowance towards deforestation of Atlantices;
» Give employment priority to local residents;

* Restore areas degraded as result of the project.

These suggestions were heard by the Board butwetifelly implemented.

The first environmental licensesWerace] which at that time was callateracruz Florestal,
were granted in 1993. These licenses were graméeruhe resolutions of the CEPRAM N° 707
and N° 708 of January 19This means that the project, which broke groum#id91, initiated
without adequate environmental licensing. Sevetadicenses were granted\feracelto
expand its forestry project and to enable the imletation of its industrial unit. Each license
has a set of conditions, conditions establishel thi¢ goal to monitor, minimize and/or mitigate
the impacts.

12 Federal Law 6938/81 ¢i Federal6938/81).
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Veracelreports to the IMA the Technical Report of Indigdtand Environmental Quality
(RTGA) (Relatério Técnico de Garantia Ambiental Industyiah an annual basfs.

This Report contains information regarding to tbkofving topics:

» Compliance with the conditions presented in eammie granted according to the
various monitoring activities conducted by the campon its industrial sector.

* Information about liquid discharge and effluentsp@spheric emissions, solid waste,
electrical energy usage, groundwater, sanitatiod,safety.

Based on the information provided Wgracelto the RTGA, the company has been in
compliance with the imposed regulations. The replsd shows that the environmental
indicators used to monitor and contx®@racel’sactivities are below the limits set by the relevant
legislation and by the company’s internal paransetéicontrol.

Veracelalso states that their environmental practicebateer ranked than the reference values
published by the European Commission on the besladNe technologies for pulp and paper
mills (BAT’s/ Integrated Pollution Prevention Cealt({IPPC), December, 2001).

The conditions imposed by the various licensesthadnonitoring carried out by the company
are difficult to control by the IMA due to its pomfrastructure. The IMA does not have the
necessary resources to check the data provid&tktacel Due to this limitation, information
used to evaluate wheth€eracelis complying with the law is information providég Veracel’s
own report. Despite this limitation, these licenseisich have expiration dates, are renewed
periodically even with the lack of full warrantyropliance by the IMA that conditions have
been met byeracel The advisers of the CEPRAM and the society ateniormed about this
problem. Even worse, these parties rarely aretalli@ve access to information.

In addition to the environmental permits, which ardegal requiremenYerace] via voluntary
action, certified its forestry project under thadbstinct certification institutions through its
management program.

In 2003,Veracelreceived the certificate of the standard "1SO'4091/2003, the International
Organization for Standardization. In 20@8&racelwas certified by the CERFLOR, the Brazilian
Program of Forest Certificatio(ograma Brasileiro de Certificagdo FloresjalCERFLOR'’s
certification program follows these principles:

1. Compliance of the legislation;

2. Efficient use of forest resources in both shortdion® and long term, in order to achieve
sustainability;

3. Respect towards biodiversity;

4. Respect towards the water, soil and air;

5. Environmental, economic and social development /f@estry activities take place.

13Veracel.Technical Report of Industrial and Environmentalafity (RTGA).2008.
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In 2008,Veracelwas certified by the internationally known Foresvgardship Council (FSC).
FSC is a non-governmental organization that prosasponsible forestry management
practices.

These certifications givéeracelthe needed environmental endorsement to its fgrpsbject,
particularly to the national and international nmetsk The existence of these certifications does
not, however, significantly chanyéeracel’srelations with the impacted communities or with th
social and environmental problems that exist withimfactory site.

The parameters and monitoring data provide®érace| in 2008, are presented on Table 5.

Table 5:Veracel'smonitoring in 2008.

Parameter Units Legal MTD/BAT | Internal | Average | Average | Average
standards | ? goal 2006 2007 2008

AOX " in the effluent Kg/tsa - <0.25 <0.15 0.09 0.06 0.06
DQO ‘in the effluent Kgl/tsa - 8-23 12.0 8.3 6.7 6.2

d Kg/day | 4890 - 2500angi 1970 923 1445
DBO™S5 no efluente Koltsa | - 0,315 0.7 0.7 0.31 0.47
SST no efluente Kg/tsa - 0.6-1.5 1.0 0.9 0.67 0.73
Color Mg/L - - 1000 492 520 502
Water use M isa | - - 30 31 27.7 25,9
Effluent discharge Mitsa | - 30-50 27 28.0 24.7 22.7
Emissions TRS inthe [ .\ [ 54 . 0.20 004 | 005 | 0.04
recovery boilers
Emissions TRSinthe | oy | 180 . 7.0 48 5.7 5.8
lime oven
Odor occurences # - - 0 17 11 6

*Best available TechniquesHalogenics Organically Linked Chemical Oxygen Demand .
Biochemical Oxygen Deman8iTotal Suspended SolidSReduced Sulfur Compounds. Source:
(Verace)

4., Governance

Strategies to regional development must arise fsabiic policies coordinated by government
officials, who are democratically elected by thegle. These public policies must be planned,
developed, and implemented with strong stakehgdddrcipation and control. This level and
type of participation represent the basis of plojsscal principles that guide Bahia’'s
environmental legislation.

In spite of these principles, these actions arédrotg implemented in the extreme south region
of Bahia. After being chosen as the region thatldpuoduce cultivated forests in the National
Plan of Strategies from the Paper and Pulp Indulstrge economic groups began to establish
themselves in the region. During these past twadies, the 1990s and 2000s, strong economic
and political power exercised Byacruz SuzanandVeracruz This influence virtually
determined the fate of the region. These companfieenced local leaders, providing political
and financial support to candidates for publicaxf{mayors and council membéfs)Vhen is of
their interest these companies also provided dgegport, which are actions that should be

14 \www.transparencia.org.bAccessed in September 2009.
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carried out by the respective public administrationthe areas of health, education, safety and
infrastructure (roads, sanitation, among otH&rs)

In 2008,Veracelpaid R$98 million in federal, state, and counteta The county of Eunépolis
received the largest percentage of these taxesibedshosty/ eracel’sfactory. However these
resources are not always correctly applied andfea diverted illegitimately.

The situation repeats itself in relation to theestnd federal governments. The government
leaders of all political tendencies only suppod @anomote these ventures. They do not establish
sustainable regional public development policied ttave state control and stakeholder
participation.

In the specific case derace] there is the need to implement the Regional Epocéd Economic
Zoning (EEZ) zoneamento Ecoldgico Econdmjcsince the initiation of the licensing process in
1993. This Zoning, which is developed by the staieernment, establishes land use and tenure
rules. Hence, in the case\é¢race] these rules are yet to be established.

The fact is that Veracel received licenses to ealé eucalyptus in a polygon-shaped type
landscape. This means thétracelcan acquire land and perform planting in the weay best
fits its needs in an area within the polygon's lataug. The only existing rules, detailed in
environmental licenses, are that the company must:

1. Limit cultivation to 20% of its total land in theland counties and 15% in the coastal
counties.
2. Design eucalyptus farms at a minimum distance dfm.@rom the coast.

Other rules should be developed to allow for a ndaversified use of the land. Diversification
of land use practices would minimize the monocelforoduction that dominates the local
landscape.

Governments are not producing other plans and megaevelopment programs that promote
sustainable economic alternatives for the regidreyTare, instead, hostage of the entrepreneurial
projects stipulated by these companies.

IMA's report, cited above, also points to the laflenvironmental governance in the region
influenced by eucalyptus and pulp projects. IMAépart emphasizes the absence of the
following:

» Ecological Economic Zoning (EEZ);

» Public intervention concerning the cultivation afcalyptus;
» Agricultural and land tenure policies;

» Control over the legitimacy of land tenure titles.

15 www.veracel.com.brAccessed in September 2009.
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The report only highlights the establishment obramended indexes of land occupation for
plantation purposes per county.

With the prospect of an expansion of the Veractdmpnise, the state government is carrying out
an Environmental Assessment Strategy of the Exti@owth Region of Bahidgaliacdo
Ambiental Estratégica do Extremo Sul da Bahiehis Assessment examines the impact of
policies, plans and programs for the region. Thiglg started based on the assumption that
Veracelwill expand as well as the proposal for cultivatB@p,000 hectares of sugar cane for
biofuel production. The sugarcane farming prop@sah incentive to investors who will be
interested in the program. Based on informationlabie at the IMA’s, this Assessment, which
should first analyze the regional scenario thegratitives, instead provides the pre-decided
decisions without presenting more sustainablersteres.

5.  Socio-environmental Conflicts

5.1. Environmental Aspects

The impacts listed below relate to climate change.
a) Deforestation of Atlantic Forest

» Veracel'sforestry project began early 1990s. Since themastbeen associated with
deforestation of Atlantic Forest, especially in Fetry 1993°.

» A study conducted the NGElora Brasil shows thaWeraceldeforested Atlantic Forest
between 1994 and 2006. During this peN@tacelwas prohibited to clear native forest
to plant eucalyptus treé§ This harvesting practice is in breach of a commiit agreed
with the EIB.

» The pressure on the remaining parcels of Atlamie§t existing in the extreme south
region continues. Landowners interested in setlagyr land toVeracelclear the Atlantic
Forest stands within the property, which helps tiseal the deal witieracel The
burden of deforestation stays with the landowner raot with theVeracel.Although
Veracelwill plant eucalyptus trees in these areas, intlyeit ends up not complying
with the legal agreement stipulated with the gowerntal environmental agency and
with the EIB.

b) Depletion of Water
The issue of water consumption in eucalyptus ptaota is considered a scientific controversy.

It is true that the plant, which has a rapid grqw#guires a lot of water. This requirement can
exhaust or dramatically decrease the surface aderground water resources.

16 A TardeNewspaperJornal A Tardg. 11 May 1993. Salvador, Bahia.
" Flora Brazil Association Associacéo Flora Brasjl Longitudinal Analysis of the Vegetation Covertire
Extreme South Region of Bahia, Brazil. Santos, R&sultant). 2005. Itamaraju, Bahia.
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Veracelhas two water monitoring stations. These statos® implemented in 2003. One of
these stations is in a stream whose watershedhag@nsive eucalyptus plantation area on the
valley and native forest on the slopes. The ottaion is located at théeracel Statiorwhere

the watershed is covered and protected by natrestoAccording t&/erace) data from the two
water monitoring stations remains without signifitahanges since 2003. According to
Veracel'stechnician responsible for water monitoring, angdein water readings would be an
indicator to challenge the theory that eucalyptastations are not water-intensive.

There are, nonetheless, several scientific evidefi@nd statements provided by local residents
that contradicWVeracel’'sstatement on water intake by the eucalyptus piant Some scientists
have shown that there are negative impacts in avbage the cultivation of eucalyptus is
intense. In these areas, the water level has rddireenatically in the wetlands a few years after
the cultivation took place. Eucalyptus trees regaitot of water in order to grow fast. This
process absorbs surface and ground water locaktdokarge-scale plantations, which causes a
decrease in the water table. A change in the walde level alters the hydrological cycle and the
hydrologic balance becomes negative.

These findings are published in the classical w&dological Effects de Los Eucaliptos ", op.
cit. The publication addresses the influence of foregecon rainwater, such as the interception
of water by the leaves to water absorption by tdws. These interceptions reduce the water
production of a watershed.

In 2001, the issue of water intake by eucalyptasifaitions was addressed at the International
Seminar about Eucalyptus and its Impacts. The Sappnomoted by Legislative Assembly of
the state of Espirito Santo, questioned the isstleeaEucalyptus and Water Panel: Truth or
Fallacy? Eucalipto e Agua: Verdade ou FalacigPhe South African Harald Witt, from
Timberwatch, stated that

“It is true. Tree plantations for commercial purppsech as pine and eucalyptus
trees, have a significant impact on the watershdus issue is no longer
discussed in my country. What we do not know isethed of impact caused by
these plantations. The extreme climatic variationthe country make this
analysis a difficult one”.

In India, also in the same subject, the environalesitVandana Shiva arrived to similar
conclusions. In Brazil, the renowned geographee Ah-Saber, the natural scientist Sebastido
Pinheiro, and the naturalist Augusto Ruschi supihaclaim that large scale eucalyptus
monocultures consume high amounts of water in lacgdée and in the short term.

Rural communities in the region state that aftergtanting of eucalyptus various rivers,
wetlands, and lakes have been drying quickly. Phisnomenon was observed during our visits
to the affected areas and in several interviews leital residents. These visits were carried out

18 viana, Mauricio Boratto. 2004. Eucalyptus and Eowimental Impacts of Large Scale Plantations. Baasi
House of Representatives. Available at the Diditatary of the House of Representatives at
http://bd.camara.gov.br
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throughout our monitoring of project since the 1990hese issues are being investigated by
State Public Prosecutor (MPBlihistério Publico Estadualthrough a public Environmental
Civil Action (Acéo Civil Publica Ambienty) which was filed on February 19, 2009. The MPE is
collecting testimony of farmers and representatofesocial movements in the past ten years.
This process motivated the Prosecutor Court of Rolgto file such action. In addition to the
issue of quantity, there are also findings abouewgquality problems as a result of pesticide
used on the eucalyptus plantatiovisraceluses the herbicide Roundup, which residues are
carried by the water resources. The reality is Weaiceldoes not conduct comprehensive
monitoring, much less the IMA, which should effiaily monitor the local environment.

c) Loss of Biodiversity

The Atlantic Forest is a tropical forest with greaidiversity, comparable to the Amazon
Rainforest. In certain locations, as proven inuagtof the New York Botanical Garden and by
the Ceplac, the levels of biodiversity reach waeddords among tropical rainforests, with 454
species per hectdre

Monoculture farming is one of the factors that ealess of biodiversity. The region is loosing
its beautiful biodiversity as result of eucalyptmenoculture and the deforestation of native
forest, which has a rich fauna and flora.

In the region where Veracel operates, land usenigeld to eucalyptus plantations and pasture,
which surrounds the few remaining stands of ndtwvest. Native forests are found in a few
locations, such as at the National ParkBaif BrasilandMonte Pascoalat theVeracel Station

and in areas of private ownership. There is arretboestablish corridors connecting these areas,
which would establish and allow for connectivitydtigh ecological corridors. Several projects
have been undertaken by different NGOs, in partmenrsith the government representatives,
funded by government resources, to restore thenél&orest.

Within the state government scope, a project calleoalogical Corridors ProjecP(ojeto
Corredores Ecoldgicgds currently under way. This Project is under ibgponsibility of
various groups. Among these groups is the Minigtrthe Environment (MMA) Ministério do
Meio Ambientg the Government of the State of Bahia, and pastokthe public and civil
society. Financial support is provided by the GarBank KfW in the form of a donation to the
Brazilian Government.

Verace| based on its Atlantic Forest Program and itsllpgeate reserves and areas of
permanent preservation, should be engaged in tbeeps of restoration of the Atlantic Forest.
This involvement is an important initiative to ngiite the effects of climate change and preserve
biodiversity.

19 RMA: A Network for the Forest. 2006. (CEPLAC amtNew York Botanical Garden).
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5.2. Social Aspects
a) The Use of the Earth

It is expected that the acquisition of land is dbpehe entrepreneurs involved in a large scale
land-based project that requires extensive tratkand. CurrentlyVeracelowns 211,689
hectares of land/eracelconsiders buying more land to expand its veniegacel’'sexpansion
is causing an increase in land speculation, ingrgdke price of land and rural outmigration.
This expansion is also pressuring the remainingdstaf native forest, decreasing agricultural
production, among other factors.

An example is the county of Eunépolis. Accordinghte IBGE®, the rural population of this
county has been decreasing dramatically (see itéralle 3). Local agricultural production of
food crops has also fallen, forcing the region impasic food items.

Agrarian reform initiatives in the region have beeny difficult to take place. There is large
pressure of some organized civil society movemintiesign a policy addressing the land tenure
and use issues. These initiatives ran into a baratia and financial gridlock, such as the high
price of land and the large number of people wiedeift without land to cultivate.

The MST (Landless Workers Movememt)qvimento dos Trabalhadores sem Témad the

MLT (Fight for Land Movement)Nlovimento de Luta pela Tefrademand actions from the
responsible authorities for the deployment of agrareform settlements. So far they have been
unable to achieve the desired outcomes that addnessblem of such magnitude. These two
groups have promoted land occupations in are¥eiEcelas well as in other private properties.
In the county of Eunapolis alone, approximately0D,&amilies are camped out in four different
locations. These families are waiting for a solutimm the State Government or the Justice
Department. The number of people in these gatheisigxpected to increase due to lack of
employment and income generation opportunitiebénrégion.

The MST and MLT demand from the State Governmenmhegstigation about the land tenure
situation of approximately 20,000 hectares of landently used fowveracel’seucalyptus
plantations. They claim that this land is vacantlaherefore should be allocated for land
reform. Several legal processes are in progres$sthét Coordination of Agrarian Development
(Coordenacéo de Desenvolvimento Agral@DA). The CDA is an organ connected with the
Secretariat of Agriculture of the State of Bahiante of these processes already have a
conclusive outcome and have been sent to the duiBépartment to be rectified. The current
Government has shown interest in solving this dehieom the MST and MLT despite existent
technical and policy difficulties.

b) Employment

WhenVeracelarrived in the region, beginning of the 1990s, ¢heas great marketing on
promise of employment. This promise created an inzag promise of redemption for

20 \www.ibge.gov.br Accessed on September 2009.
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population, who was mostly unemployed and sociafigttended by the government authorities.
At that time, public declarations by the companijcidls in the county of Eunépolis emphasized
the creation of 20,000 direct and indirect jobs/eyacelto local residents.

In the Environmental Impact Assessment study, requdy law fo’Veracelto acquire the
factory licensing, approximately 2,240 forestryated and 560 industrial jobs would be
generated byeracel At the time of construction of the factory, beane2003 and 2005,
approximately 9,000 jobs were generated, as shawecacel’srecords. Hence, these were not
the 12,000 industrial jobs initially promised. $tworth noting that the promised jobs for the
enterprise as a whole, which was the greatest tisstbe region, were never fulfilled.

Table 6. Jobs aterace] July 2009 .

Industrial Forested Administrative Total jobs
area area area
Veracel 246 348 127 721
Permanent partnerships 525 1,395 463 2,383
Total 771 1,743 590 3,104

SourceVeracel

The total number of jobs in reference to July 2888ws the generation of 1 direct employment
opportunity for every 68 hectares, given the tatelh ofVeracelin the region (211,689
hectares). Meanwhile, coffee cultivation, whiclaisommon farming practice in Brazil, can
generate 1 direct employment opportunity per 1drect As shown on Table 6, the majority of
jobs created are provided bgracel’'spermanent partners. These partners, which are
outsourcing partners, provide services in vari@et®s of the company, such as forestry,
transportation, security, maintenance, among others

The large percentage of outsourcing jobs, whichiamgesof 80%, is from a company policy to
strengthen local small and medium-sized enterpmsése region through employment and
income generation. While commendable, this policgginot always have the desired effect for
workers. In addition to having a lower remuneratioan jobs aVerace| labor rights are not
always guaranteed and the conditions of work gfterat risk the health of workers. The
implementation of herbicides is an example, despgestatement from these outsourcing
companies of the use of properly providing indiatprotection equipment.

According toVerace] 811 processes are in trial at the regional L&wmirt. Of these 811
processes, 85 fromMeracel'sown workers (10.5%) and 726 have been filed byethployees of
outsourced companies (89.5%). The types of coniglaire diverse. The most common
complaints are related to everyday labor rightshsas unpaid overtime hours, insalubrities,
unclaimed social rights, falsified medical recoraisd safety during the execution of activities
that can generate risk or harm.

Another important issue is related to immigratibnmigration associated with the
implementation of large-scale projects and the oyeaf job opportunities, which demands for

2 Newsletter N146 of the World Rainforest Movement, Septembet9200
25



jobs from the local people and from people fromeo@reas, is common in Brazil. This
phenomenon occurred in great intensity with thenopeofVeracelin the region, particularly

with the construction of the factory. Consequendlgspite the generation of jobs, the promise of
employment for the region has not been satisfa@srgompetition increased significantly.

Another problem that took place in these localjtesgpecially during the construction phase of
the factory, nearby the factory site, was causenh@le immigrant workers. These workers, who
did not have families or relatives in the regiathered children with local young girls. Today,
many children in these villages no longer have hafderowing their fathers as these workers
left the region once the factory was built.

6. The Energy Factor

Verace| like any large paper and pulp enterprise, is iclemed an energy intensive type of
venture. The factory is self-sufficient in eneggpduction. It generates 900,000 kWh per year.
This is energy can supply a city of about 400,00@bitants. The fuel used in the turbo-
generator is waste from the manufacturing procsd) as “black liqueur” and wood mulch.
Electrical energy from the public distribution netk is only used in the presence of technical
problems in the processing plant. The source ofgodwm this public power distribution center
is generated by hydroelectric power plants.

During the process of steam generation, the factomgumes fossil fuel, also called oil fuel BPF
Al. The other major energy consumption of this uents diesel fuel, which is used by the
transportation sector. The transportation sectoegponsible for the transport of timber and
pulp, from the factory to the Marine Terminal oflBente Terminal Maritimo de Belmonte

and from Belmonte to the state of Espirito Samdomther transportation cost is the cost
associated with the transport of workers to anthftiee industrial and forest sties.

Some measures are being considered to improveyea#irgency. The main measure is to
replace oil fuel BPF Al at the factory by naturasgThis replacement would reduce carbon
dioxide emissions. Prior to implementing such clesng is first necessary to assess the cost this
technological change and the availability of ndtgees in the region.

7. The Climate Issue
a) Emissions of Greenhouse Gases (EGG)

In 2007,Veracelconducted a study to assess greenhouse gas emiasgnciated with the
company’s activities and the amount of carbon sttngits forests. These assessments identified
the“Impacts generated, the contribution of Veracelidiaities with regards to the greenhouse
effect, and a balance between the emissions oboattoxide (CQ) and the carbon stock,
according to the performance of its routine actast 2.

This inventory also allowed for the achievemenawodther goal. The goal was‘tenable the
development of programs that reduce gas emissionstheir sources and programs that

2 veracel (Key Associates). Inventory of GreenhaBss Emissions and the Carbon Stock of Veracel @7 20
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provide voluntary compensation, by doing so, tiegrams would minimize the environmental
impacts that are inevitably generated through teeaedlopment of specific projects that best fit
the reality of company”

The adopted methodology of this study used thregesfies to calculate gas emissions:

Strategy 1: Direct Emissions of Greenhouse Gases

These emissions are from sources which belong émeocontrolled by the company. For
example, the combustion emissions of the boiledsas@ns, the company's vehicles or vehicles
controlled by the company, and emissions genefabedthe production of chemicals from
equipment owned or used by the company. Directsams of CQ resulting from the
combustion of biomass, should not be included iat8gyy 1.

Strategy 2: Indirect Emissions of Greenhouse Gasé®m Electricity:

Strategy 2 accounts for the emissions of greenhgases from the generation of electricity,
acquired and consumed, by the company. Acquiredrity is defined as the electricity that is
purchased or not brought into the company's orgéioizal limits. In Strategy 2, these emissions
physically occur where electricity is generated,éwample, by the suppliers of concessions of
the National Interconnected System.

Strategy 3: Other Indirect Emissions of Greenhous&ases:

Strategy 3 is a category that generates an optiepalt, which allows for the assessment of all
other indirect emissions. Emissions generated uthgebtrategy 3 are a consequence of
activities of the company, but occur from sourdest tio not belong to or are controlled by the
company. Some examples of these activities arextraction and production of purchased
materials, transportation of purchased fuel, usdiod-party products and services.

The results of the study can be viewed on Table 7:

Table 7: Emission of Greenhouse Gases dat@&icfcelin 2007.

Strategy CO emissions -ton COze
1 258,259
2 31
3 40,607
Total 298,898

Source: Veracel

Among the presented values (Table 7), 76% aressilforigin and 24% are not of fossil origin.
With regards to the origin, 63% are from stationsoyrces and 37% of mobile sources. This
percentage of fossil energy use needs to be eeallgtthe company to reduce the emission of
greenhouse gases.

In 2007, the enterpriseuzano Papel e Celulogg8uzano Paper and Pulp), which is similar to

Veracel'sin the extreme southern region Bahia, releasdiderair 792,000 tons @O2e EEGs.
This shows thaVeracelhas better record in respect to these emissiorhkidisame study,
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Veracelreports that carbon stocksVeracel'spermanent forests were appraised based
methodologies accepted by the IPCC (Intergovernah&#nel on climate change):

1) Planted Forests: 14,974,059 ton CO2e
2) Native Forests: 15,263,029 ton CO2e
Total Carbon Stock: 30,2388 ton CO2e

Based on the information provided, there was noitaong of this work by an independent
institution. The study was done voluntarily Ydgrace] which has become a common practice in
Brazil by companies that have a significant conititn to greenhouse gases emissions. The
Brazilian legislation still does not require thesenpanies to make such studies. Proposed laws
of such type are under discussion in Congress.dkpected that some standard is adopted this
year, before the Conference of the Parties on @ir€aange which will take place in December
2009 in Copenhagen. This achievement would estabtiacrete targets to be met by companies
such ad/eracel.

From these result¥eracelhas been adopted some initiatives to mitigatenaimémize the
emissions of greenhouse gases. Some of theseivatiare:

» Replacement of petrol cars for the transport ofkews for "flex" cars, hence use hydrate
alcohol as the fuel, which is less pollutant thetrg. This initiative is already in place.

* Look for ways to use biodiesel in diesel vehickefl(i.e. trucks).

* Conduct studies on alternatives for fuel oil BPFuskd in the lime oven and boiler for
charcoal generated from wastes of pulp and suge icethe form of pellets.

It would be interesting to know whether initiativaisned at the reduction of the impacts caused
by the company are taken place because the congiasyto reduce emissions or whether the
company prioritizes the reduction of costs, whichurn reduces gas emissions. This is a
guestion that we will unlikely have a correct answe

b) Adaptation

In the region, impacts caused by climate changestdrlow in intensity. This low intensity
seems to not create a concern for the people arefrgoent officials, who have yet to create
adaptive measures to address these changess@ti, government and grassroots institutions
are starting to discuss the issue and find relateonong socio-environmental impacts with
climate change.

But, in advance, we argue that the greatest reeierfer climate changes in the region is the
deforestation of Atlantic Forest, which has bedarnse in the last four decades. Loss of forest
cover and land use practices that replaced fom&ravith pasture and eucalyptus trees can be
changing the microclimate of the region. Observetiprovided by meteorologists and based on
observation accounts presented by local residsihtsy that some climate parameters have been
changing.
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Some of these indicators are:

» Precipitation and Rain Seasons
0 More irregular occurrences; longer droughts; stesrsgorms with shorter
duration.
* Relative Humidity:
o Lower relative humidity; sensation that the aidiger; different thermal comfort;
* Temperature:
0 Higher temperatures over most part of the year;
* Water availability and quantity:
o The number of springs, rivers, streams and porelgdegreasing; there is a
decrease in the level of the water table.

Although these statements are not based on enipi@dings, they are, nonetheless, based on
years of observation of the climate dynamics ofréggon. Existing monitoring data for the
region are not available for a reliable longitudiiaaalysis and more accurate evaluation of
regional climatic changes to be done. This limtatemphasizes the urgent need for such
information to be collected, evaluated, and acegsdability. Currently, GAMBA is demanding
such data from the Institute for Water and Clin(#&GA; Instituto de Gestdo das Aguas e do
Clima), a state run agency responsible for monitoringewand climate.

The importance of these types of discussions i®asingly more necessary, particularly on a
broader scope, in order for public policies to beeloped and relevant to climate change issues
at the global and local scales. Empirical studis investigate, with greater clarity, the causes
and the consequences of the climate changes ¢itee aas well as others that may be
happening in the region, should be encouragedirkisdrom such studies can help clarify some
of the pending questions and provide valuable m&dron used in the development of impact
mitigating strategies as well as adaptive stratetgienore significant changes.

Government and enterprises, Ierace] are still very shy in adopting concrete measueesn

with the importance and the urgency of the issudiofate change is requiring at all levels. The
ability of people to adapt to these changes islsttrable, but the expected scenario can be
worrying if nothing is done. The restoration of #iantic Forest, as has already been said, must
be a priority in order to address the issue mdieiently.

c) Vulnerabilities

The possibility of wildfires and fires of greataetensity and frequency in the region are the
largest vulnerability in the region. This vulner#piis the outcome of monoculture farming (i.e.,
eucalyptus cultivation), which causes loss of bredsity, decrease in the relative humidity, and
increase the length of droughts associated withatk change. The consequences of these
outcomes, natural or human-induced, may increasedterity of the impacts caused by climate
change and land use and land tenure in the region.
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d) Proactive Actions

Some sectors of the government, business and etigus, and civil society in Brazil have been
working in ways to establish measures to addressagjlvarming. These initiatives are

mitigation and adaptative management initiativeslitnate change. The Brazilian Forum of
Climate ChangeRorum Brasileiro de Mudancas Climatigasas established to provide a venue
for discussions about climate change. The Foruiorised by representatives of several sectors.

In 2008, the Federal Government organized the dtidthal Conference of the Environment. The
theme of the conference was Climate Change. Dih@gonference, a series of
recommendations, programs, and projects aimednonize the effects of climate change were
proposed. Still in 2008, the Federal Governmemdaed the National Plan of Changes in the
Climate Plano Nacional de Mudancas do Clim& he Plan aims to encourage the development
and improvement of mitigating actions in Braziltians that collaborate with the global effort to
reduce greenhouse gases. Furthermore, the Plahéhabjective to create internal strategies
used to better address the impacts caused by gititvate chang@.

In 2009, the Federal Government proposed a BtthéoNational Congress that created a
National Climate Change Polici¢litica Nacional de Mudancas Climatigag he Bill is under
revision by the House of Representatives and by#rate. Also in 2009, the State Government
of Bahia drafted a Bill for the creation of a Clim&hange State Polici¢litica Estadual de
Mudancas Climaticas The Bill is being discussed within the societyhien be evaluated by the
Legislative Assembf.

The business sector, including the paper and pualpsitry, has also participated in these debates.
It has been fostering opportunities for discussmasevents and by signing pledges to reduce
emissions of greenhouse gasésracelhas been one of the signatory firms of these jgedg

The civil society, through NGOs and social movengoups, has prepared several propositions
aimed at receiving concrete measures to addrebalgh@rming and effective strategies to better
mitigate and adapt to the impacts caused by clictaage. These actions have been coordinated
by the Brazilian Forum of NGOs and Social Movemédatghe Environment and Development
(F6érum Brasileiro de ONGs e Movimentos Sociais gaheio Ambiente e Desenvolvime)ffo

2 \www.mma.gov.brAccessed September 20009.
2 \www.meioambiente.ba.gov.bAccessed September 2009.

> GT Climate of the FBOMS: Climatic Changes and BrazContributions and Guidelines to Incorporateitss
Regarding Climate Change on Public Policies. 2@@silia e Sdo Lourenco da Ser@aGrupo de Trabalho sobre
Mudancas Climéticas (GT Clima) do FBOMS (Forum Hea® de Organizacdes Ndo Governamentais e
Movimentos Sociais para o Meio Ambiente e o Dedeinventq.
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8. Conclusions and Recommendations

In this document data from various sources werertakto consideration. Among the included
sources are empirical data from scientific reseatata provided byeracel,information

provided by local residents and by conservatiorgatiered during interviews, and by personal
observation during visits to the area. The docungeah attempt to gather various inputs without
neglecting the importance and the value that eaalte has in complementing the overall vision
and perspective about the presented case study.

An analysis olerace| according to the various issues presented thautghe report, shows
that this enterprise is not a model of sustaindbleelopment. This premise is based on a series
of indicators.

These indicators are as follow:

* The use of the monoculture farming model whichitbglf, does not ensure
sustainability;

» Loss of biodiversity and availability of water asdrface water resources;

» Contribution to changes in the regional microclienahd global climate;

» Centralized land ownership and fostering of rurghagration;

» Generation of low employment opportunities per aecbf cultivated forest;

» Lack of incentives for the cultivation of food pratts at the local level and family
farming systems;

* Land use conflicts;

» Difficulty in creating an environment allows for partunities for an agrarian reform
program because, among other factors, the abusivease of the price of land;

» Generation of urban violence and impoverishmenhefurban areas, such as the creation
of shantytowns.

Since the EIB participates in this enterprise tigfotinancial support, the EIB also contributes to
the impacts generated Mgraceland with the climatic changes associated Wighacel's
activities. The same happens with other finanansgitutions, the BID and BNDES. The
information concerning loans granted is, howevificdlt to access. The established conditions
are also not available to the public.
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Regarding climate change, qualitative analyseb®frhpacts caused by the paper and pulp
industry are greater than the potential benefas tinese companies claim to generate. Despite
Veraceldisplay data that does not charactekeeacelas an enterprise that generates large
amounts of greenhouse gases, if compared with etiméiar projects, it causes considerable
social and environmental impacts, as previouslpmeg. Veracel’sactivities contribute to the
deforestation of the Atlantic Forest in the regiaith the decline of biodiversity, with changes

in rainfall regime, and decline of water resourddse existing carbon stock in its native and
planted forests, based on data provide¥esace| does not outweigh the environmental impacts
generated frorWeracel’sactivities.

It is necessary to establish another developmeudehfor the region, an alternative to this
model, which is centered in monoculture and ceizedlland ownership. An alternative model is
a model that prioritizes sustainable options, Sadty fairer and economically more viable for

all of the population, and enhances environmestalial and cultural heritage.

Following are some suggestions in this line of titdu

» Conduct a more aggressive program to restore tlamift Forest with the establishment
of ecological corridors and conservation units fediased on mosaic-type landscape;

» Develop an effective program for agrarian reforrd promote family farming with
financial credit, technical assistance, and diseation agro-ecological practices that
reduce the emission of greenhouse gases;

» Develop community-based sustainable tourism progrannch as ecotourism, rural
tourism/agritourism, cultural tourism, and heritagerism;

» Strengthen the management of protected areas aat&cerew units of conservation;

» Associate to any such initiatives environmentaloadion activities. These environmental
education initiatives should inform local commuegtiabout enterprises, upon their
creation, their impacts and socio-environmentakeguences. Environmental education
can also help communities to be better preparg@atiicipate and be represented at
political parties;

* Provide the infrastructure for an independent netemitiative in the region. This

initiative, conducted in partnership with univeiesst would conduct further research on
the aspects highlighted by the perceptions andreéigens provided by local residents.
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Regarding the EIB investments in its lending pobeyl for a better social control on the flux of
international capital, we highlight some recommeiuates:

* The EIB should create an Inspection Panel to gireatgr access and social control over
its investments. This initiative is already beingpiemented by the World Bank, even if
adjustments to improve its effectiveness arerstiided;

» Support initiatives that maintain standing foreabt®ugh environmental services
generated by these forests;

* Look for mechanisms that provide financial compépsafor communities who preserve
forests;

* Include impact indicators to measure the efficieatinvestments in relation to climate
change.

For the Brazilian Government and National Congri¢ss fundamental to establish concrete
goals to address climate change at the NationaRa&gibnal Plans of Climate Change, which
have yet to be properly defined.

The moment is especially important and strategexdidress global warming. We are on the eve
of COP 15, the Conference of the Parties on Clir@&@nge in Copenhagen, Denmark, in
December. During this Conference, the world expéetssions to be made to reduce emissions
of greenhouse gases and that development may\usndry an economy of low carbon and
social, environmental, and environmental justice.

The large national and international investmentstragree with this path. The risk of provided
investments will be much lower. The safeguardspigetonsidered a problem for Multilateral
Financial Institutions, can now be incorporate@dpgortunities for improvement in socio-
environmental performance of projects, with greagaurity in the applications and
responsibilities regarding the directions of tharfeit.
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