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welcomes pulp

Neighboring country mirrors Brazil and seeks competitiveness in the forestry

sector by attracting key foreign pulp players. The Botnia mill in Fray Bentos,

capable of producing one million tons/year, is the biggest private investment

in the country’s history

By Marina Faleiros
and Luciana Peregin

ey global producers are in

search of regions that offer

greater productivity in grow-
ing wood and, consequently, lower
production costs for pulp. Within this
context, Latin America Is standing
out, with Brazil traditionally in the
Jorefront. Recently, however, another
country in the region has also heen
attracting aftention of key players, in
spite of not having much of a history
in the sector: Uruguay. The country,
which only saw reforesiation gain mo-
mentum as of the 1990s, has been ac-
companying since November 2007 the
first major project in the sector begin

production: Finland's Botria mifl, with
an annual production capacity of one
million fons.

With a population of 3.3 million inhab-
itants, an arec of 176,000 sqguare kilomelers
ard an economy that is mainly agribusiness
oriented, in order o undersiand how this
small country became one of the most at-
tractive for big pulp producers, it iy neces-
Sary 10 look at ifs advaritages. According
to Raul de Castro, Head of Uruguay s
Technological Laboratory of Forestry
Projects Department (Latu), the countrys
main atlraction is its already established
Jorest base. " Prior to 1988, the country had
3.000 planted hectares and, by 1996, said
Jorests surpassed the 43,000 mark. Today,
planted forest areas tolal more than 800,000
hectares”, he said

The country stifl accumulates charac-

teristics that, in financial terms, cannol be
computed, but make the difference in making
decisions, as informed by Ronald Beare,
Botnias General Manager in Urnguay.
Despite the impasses faced by the company
(see box “The Paper Battle "), he says that
Uruguay is an easy-going country and less
bureaucratic, wheni compared to Brazil. “lt
was ¢ great surprise, for example, to find
oul that various pieces of equipment would
be cheaper and arrive quicker in Uruguay
Jrom Europe than it would from Brazil,
And it isn't only Botnia that has
acknowledged the country s compelitive
advantages. In spite of its small territo-
rial size — a factor that limits the rnumber
of pulp mills that can be installed in the
country — two other European companies
have already annownced plans in Urugiay
Spain s Ence has begun huilding its mill in
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the region of Coldnia, located 180 kilome-
ters from Montevideo. According to a report
released by the company in October 2007,
the invesiment will be of USS 1.23 hillion for
a mill with a dryv pulp production capacity
of I million tons per year

In August of this vear. however, a
controversy hovered over the project, with
accusations that the company had made
irregular culs to native vegetation and, on
account of this. Uruguay 5 goverament had
suspended the project’s authorization. In
turn, Ence alleges that only its investment
in the Pavsandit region is embargoed, but
rot construction of the mill. Until the clos-
ing dute of this edition, a final verdict about
this situation had not been reached for the
comparm: s project in Urnguay,

Yei in Augusi, Uruguay received the
news that it will be obtaining a major pulp
project from Portugal s Portucel which
will have an annual production capacity of
1.3 million tons of pulp. The company also
analyzed the possibility of installing a mill
in Brazil, but ended up deciding in favor of
its neighbor. In a note, Portucel stated tha,
in the future, i may also install a paper
production line in Urngiiay.

REFORESTATION ON THE RISE

The main reason for Uruguay to have
become a favorable region for doing busi-
ness for key players in the sector iy ils
solidified reforestation structure. According
to Castro, from Latu, forestry initiatives
in Uruguay date back to the 1970s. with
the first oil crisis, when wood became an
important source of energy. However. the
reforestation boom only occurred i the
1990s, when foreign companies sow the

“The Paper Battle”

market s potential and began planting along
the banks of the Prata River, inthe novth and
western ports of the country. “The region
possesses a fovorable climate, with g fem-
perature that is three degrees hotter than in
the south, as well as good rain periods.”

Orne of the main drivers for the forestry
sector came abowl with Lew No. 13,939, of
1987 which offeved tax incentives to com-
panies that engaged in reforestation and
established priority forest zones, pursuant
to the qualitv of soil and taking inic account
if the region possessed low agricultural
productivity. Said lew created a tax abate-
ment and a 30% return on plantation costs
aned, with this, began the forestry sector's
expansion”, says Casitro.

Today, these laws have changed but
the incentives were not eliminated, whereby
other requisites. such as enviromnental
ones, were included. Al present, any plan-
tationwith more than 100 hectares requires
an environmental impaci studv”, says
Castro. The country, he says, began to gain
experience in the global forestry market as

Botnia has started its pulp production in November, 2007

of 2000, when the company Eufores shipped
its first order of wood chips in 2003. “Soon
afier, other companies began to export.”
With this profile, it’s only natural that
Uruguay 5 next step would be to receive
major pulp producers. According (o Beare,

Jrom Botnia, Uruguay is atiractive because

it has achieved good level in forestry devel-
opment. " This occurved after first happening
in Brazil, with changes being implemented
in the forestry secior as of 1987. Now, four
sovernment administrations have gone b
all ofwhich maintained the same investiment
conditions, allowing the country to go from
a forestey invesiment stage to an indusirial
investment phase”, he said. Additionalh;
ke says that Urnguay possesses good inter-
national logistics, good ports and highway
infrasiructive, as well as cconomic siability
and investment incentives.

THE BIGGEST PRIVATE INVESTMENT IN
URbGUAY

The 300 kilometers that separate
Montevideo from the clty of Fray Bentos

It was with this title that El Pais, Uruguay’s main newspaper, defined the movements that started near Fray Bentos in 2005.
While Botnia was concerned about having a clear communication process about the pulp mill’s construction, on the other side
of the Uruguay River Argenfina was trembling. The opposifion against the mill was concentrated in the city of Gualeguaychd,
27 kilometers from Fray Bentos. The concern was that the mill was going to pollute the air and water and, consequently, scare
away tourists in the region. The Argentine side even resorted to closing the passage through San Martin international bridge,
in an escalation of accusations that led the Argentine government on January 25, 2006 to ask the United Nations’ International

Gourt of Justice to decide the case.

On the Botnia side, the climate was one of apprehension, but Ronald Beare, the company’s General Manager in Uruguay,
said that the project continued on its normal schedule. “To this day, a final decision on the case has not been handed down, and
the mill is operating 100%. Environmental studies show that this is one of the best mills in the world.”

For Timo Piilonen, Botnia's Senior VP of Operations in Uruguay, the crisis generated by the mill’s construction was a
deception. “This type of business always results in different opinions in different countries, but | didn't expect that it would
gscalate to the governmental sphere as it did”, he said.
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stitl allows the small town in the western
part of the country and along the banks
of the Uruguay River to muaintain its air
of small rural iown. In spite of now being
the headquarters for one of the biggest
companies in the couniry, Fray Benlos
follows its countryside atmosphere and
even the few trade establishments vemain
closed during their two-howr lunch for the
so-called siesta. There are no big consiruc-
tions either that resemble the tall modern
buildings in the capital,

When approaching the Botnia mill,
however, the calm image of Uruguay s
countryside changes. From the distance,
the pulp mill painted blue and gray draws
attention. The figures invalved in the mill &
construction phase denote a change not
only for this city that isnt accustomed (o
a lot of movement, but also for the entire
country: the mill is the biggest private
investment in the country, vesponsible for
a 1.6% increase in GDP. and 30% of the
Rio Negro region’s GDP. where the mill is
located, Additionaflly, It gencrated 3,000
direct jobs in the industry, forest and logis-
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Fanapel used to be the biggest company of the secior in the country, produc-

ing 40,000 tons of pulp per year

tics, as well as 5,000 other indirect jobs.
Itwas precisele Botnia that opened the
doors for pulp production on a large scale
in Uruguay. In November 2007, it produced
the country 5 first bales of eucalvptus pulp
Jfor export. According to Time Piilonen,
Baotniay Senior Vice-President of Opero-
tions in Uruguay; the compary was looking
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Jor places around the world that had a good
Jorest base and compelifive advantages in
this area. " The company already had a con-
nection in Uruguay throngh UPM, Botnia s
holding company, which sold planiations it
had in various countries and began buving
up areas in Urngucy: in 20037

The company works with 120 thousand

Teadit possui a mais completa linha de produtos e servicos em vedacao industrial
que garantem o melhor desempenho, com a maxima selabilidade.

Sem vazamentos, sua planta e o meio ambiente agradecem e quem lucra com isso é vocé.
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