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2 PAYCO

Foreword
Letter from the CEO

It is a great pleasure to present the second sustainability report of PAYCO’s –Paraguay Agricultural Corporation S.A-plantation forestry project (from here on
referred to as forestry project). This report provides
information about the economic, social and environmental performance of our plantation forestry activities throughout the year in 2014, while also highlighting the main goals and results achieved in cooperation
with our main strategic partner, UNIQUE Wood S.A.
Since the incorporation of the DEG – Deutsche Investitions- und Entwicklungsgesellschaft – as a major
shareholder, PAYCO S.A. has undergone a number of
changes and challenges on the institutional level that
materialized in the merger of three companies: Sociedad Agrícola Golondrina S.A.; Ganadera Corina S.A. and
Consorcio ForCerPa. These developments bring about

economic benefits and improve the efficiency of our
productive processes, providing the framework for a new
operational and organizational paradigm of PAYCO S.A.
In 2014 the foundations were set to strengthen our
corporate responsibility with the adoption of an environmental and social policy at company-level that
has a cross-cutting effect on our activities, permeating
all levels of management and operation. In the forestry sector, we have consolidated our commitment to
sustainability through the attainment of the Forest Stewardship Council® (FSC®) certification for our plantation activities. This achievement strengthens our trajectory in this regard in Paraguay, where we pioneered
the certified native forest management more than
10 years ago at the management unit Golondrina.
Throughout 2014, our plantation forestry project has
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In 2014 the foundations were set to strengthen our corporate responsibility with the adoption of an environmental
and social policy at company-level that has a cross-cutting
effect on our activities, permeating all levels of management
and operation.

“

successfully expanded towards the north of the country through the cooperation with cattle farmers in the
management units Rancho 068 and Ocampo Kue, incorporating an area of 1,858 ha to the project and
totaling 3,105 ha of established plantations to date.
This expansion brought about the growth of our team
to carry out operational activities and work with the
neighboring communities of our management units.
The conviction that our growth should generate a
common benefit in the communities surrounding
our project encouraged us to develop the outgrower
scheme, a model of forestry production based on the
cooperation with local smallholders. In 2014 we were
pleased to implement this model with an initial group
of 8 producers on 12 ha, and we are confident that
it will grow with new local partners in the area of in-

fluence of our project, fostering understanding and
trust between local communities and the company.
This report gives us the opportunity to fulfill our duties
towards our stakeholders, reporting transparently on
the benefits and challenges of our forestry project. The
positive reception of our sustainability report regarding
forestry activities in 2014 has encouraged us to increase
our outreach efforts, so that in 2015 we will also publish a comprehensive sustainability report comprising
the development of all of PAYCO’s production activities.
We begin 2015 motivated to continue working on
the development and the expansion of our forestry project, building new alliances and partnerships
with our stakeholders and continuing to contribute to
the national forest sector with its many opportunities.

Luis Enrique Arréllaga
Chief Executive Officer PAYCO
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ORGANIZATIONAL PROFILES

the companies involved in the forestry project are rioforte, pAYCO
S.A., the Deutsche Investitions- und Entwicklungsgesellschaft (DEG)
and UnIQUE forestry and land use.

Looking back, 2014 has been a prosperous year for
pAYCO in various sectors of production, strengthening
its growth in rice production along with enlarged forest
management areas. For more than 10 years, pAYCO’s
forestry sector continues to advance and strengthen its
successful partnership with UnIQUE. At the initial stage of their cooperation, the consortium ventured into
sustainable native forest management in the endangered Atlantic Forest in Eastern paraguay, positioning itself as a pioneer and innovator in the country, in which
the native forest was perceived as an economic loss
for land owners. After a decade, pAYCO and UnIQUE
continue to successfully manage 5,650 ha of native forests under FSC® certification in this region. Today, this
joint venture has extended its activities to new areas by
planting more than 3,100 ha of eucalyptus in paraguay.

It has been a challenging year for rioforte Investments S.A., the top holding company of the Espiritu
Santo Group that holds 100 % of the shares of EuroAmerican Finance S.A. (the main shareholder of pAYCO),
as it has been declared insolvent and it is currently in
the process of liquidating its assets. It is likely that the
outcome of this process will lead EuroAmerican Finance
S.A. to partially or totally sell its shares in pAYCO in the
short to medium term, resulting in a new shareholding
structure after the finalization of the liquidation process, which is in the hands of judicial nominations.
nonetheless, this situation does not directly affect
pAYCO’s activities and investments as it is a fully capitalized and profitable company, mainly financed by its
expanding operations.

PAYCO
Paraguay Agricultural Corporation S.A.

DEG
the Deutsche Investitionsund Entwicklungsgesellschaft
(DEG), member of KfW
Bankengruppe, is one of the
largest European development
finance institutions for longterm project and company
financing. In December 2012
DEG invested in rioforte to
boost three areas of rioforte’s
business: Forestry, agricultural production and livestock
breeding. Within this context,
pAYCO was founded.

Rioforte Investments
rioforte Investments is a holding company of the Espírito Santo Group (declared
bankrupt), responsible for its
non-financial investments. The
company is present in portugal, Spain, Brazil, paraguay,
Angola, Congo-Brazzaville
and other countries through
various companies operating in different economic
sectors. rioforte manages
more than 100,000 ha in
eastern paraguay. the main
activities are cattle breeding,
grain production (soybean,
rice, maize, wheat, etc.) and
forestry, operating in different
economic sectors.

UNIQUE
UnIQUE is a forest investment project developer and
provides consultancy services
for the forestry and timber
processing sector. UnIQUE
is based in Germany and
owns two companies abroad:
UnIQUE Wood paraguay S.A.
in paraguay and UnIQUE East
Africa in Uganda. UnIQUE is
responsible for the technical
management and implementation of FSC® standards of
pAYCO’s forestry investments
in paraguay.

2014 Sustainability report

5

Review of the year

by the Head of the Sustainability Department

An annual report always gives us an opportunity to look back, review what has been accomplished, and to look at the challenges
ahead. When our sustainability team started systematically reviewing
our results in 2014 based on our annual plan, we surprised ourselves about the magnitude of successful implementation and overall
achievements. When you are involved in the day-to-day business
you tend to rather see the problems and not the achievements.
One of the major advancements throughout the year has been the
consolidation of our Sustainability Department team, which was only
established in early 2014. Our team now consists of Gisselle Villalba,
responsible for environmental management, maria Gauto in Golondrina (in charge of environmental and social activities for our natural forest management activities), Sergio Cantero in Lomas and Eder
Ocampos in rancho 068 and Ocampo Kue, responsible for community development and health and safety. Leading this team as the
Head of the Department, I feel confident regarding our competences
and our permanent presence in the communities and production
areas.

“

When our sustainability team started systematically
reviewing our results in 2014
based on our annual plan, we
surprised ourselves about the
magnitude of successful implementation.

“

As an entry point for establishing ongoing dialogue with all neighboring communities we were able to conduct participatory rural
Appraisals in order to jointly plan our future collaboration and vision
for the next years. We are glad to have encountered a lot of interest

in the communities to join forces in afforestation through the outgrower scheme, where families are given the opportunity to co-invest
in profitable plantations on a small scale, quite often as silvopastoral systems. PAYCO is assisting with technical and financial support.
Unfortunately unclear land tenure documentation is hampering the
process.
With women groups we were able to continue small scale kitchen
gardens and tree nurseries for the production of native tree species
and fruit trees, while men participated in sustainable sesame production.
Some of the notable achievements from the past year include the
achievement of the FSC® certification and the environmental baseline
study conducted by an international recognized environmental nGO
(Fundación moises Bertoni), which has not only provided baseline
data on flora and fauna, but has also recommended constant monitoring activities, which are currently being implemented in Lomas.
Among other measures, biological corri-dors have been identified
and are being rehabilitated with native tree species.
A concern quite often expressed by communities is the quality of
water. We were able to establish a baseline of water quality and a
monitoring system in order to guarantee that no negative impacts
will affect the communities and the environment.
With our team we were also able to materialize our first social monitoring system to better assess the compliance of sub contracted
companies with our high health and safety standards and now have
the tools to continually improve quality.
Our achievements in 2014 motivate us to start 2015 with an ambitious operational plan. the consolidation of our Department gives us
the framework to improve our work on all aspects of social and environmental responsibility. We are looking forward to be working on
Environmental and Social (E&S) projects co-financed by the Technical
Assistance Fund of the DEG: the implementation of wind and dust
protection hedgerows consisting of fruit trees and native trees along
the road in Lomas and the empowerment of indigenous communities
in Golondrina through stronger integration efforts by selecting and
training indingenous forest guards and supporting the indigenous‘
production of yerba mate. With these and many other projects we
are confident that our report in 2016 will reflect on another successful
year for pAYCO, local communities and regional development.

Gloria Helman
Head, Sustainability Department
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OUr prOJECt At A GLAnCE

We strive to build up and enhance the forestry potential in paraguay, which is still
largely unexplored, and contribute to the development of a sustainable and healthy
national forest and timber sector.

We establish silvopastoral production schemes by combining cattle
breeding with timber production, diversifying the paraguayan rural
economy, and fostering long-lasting partnerships with the large traditional cattle farming sector. Our aim is to install 9,000 ha of net
timber production on a total management area of around 12,000
ha, producing fuel wood on 3,000 ha of marginal lowland and 6,000
ha of quality timber on well drained sites. tree species being planted
are Eucalyptus grandis x camaldulensis for biomass production and

Eucalyptus grandis and its hybrids for the production of quality timber. In a small share we also plant Acacia mangium and native tree
species. We carefully plan project activities that are tailored to the
local ecosystem and social context, securing benefits for society at
large. natural forests and dense palm stands within the production
area will be conserved and restored, resulting in a mosaic of newly
planted forests and natural ecosystems.

2014 Sustainability Report

Production Targets
Product
Aim
Production Cycle
Mean Annual Increment

Quality Timber

Fuel Wood (Biomass)

6,000 ha by 2016

3,000 ha by 2017

12 to 15 years

6 to 7 years

30 to 38 m3 per ha

20 to 25 m3 per ha

In Context: Paraguay‘s Native Forests
The rapid extension of intensive agricultural and livestock production have caused the loss of almost 50 %
of Paraguay’s native forests in only a few decades. The highly threatened Atlantic Forest that once covered 8
million hectares of Eastern Paraguay has been reduced to only 13 %. The remaining forest is partly distributed in protected areas and across fragments that exhibit different stages of degradation. Eastern Paraguay’s
deforestation rate officially dropped by 85 % since the “Zero deforestation law” was issued in 2004. However,
deforestation continues in Western Paraguay (Chaco region). As the national demand for timber widely
exceeds sustainable timber production, illegal logging activities are still prevalent, further contributing to the
degradation of the forest.
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Our Management Units

With our newly incorporated management unit Ocampo Kue, we already secured
54 % of the target project area. Suitable land is being identified for lease through a
constant screening process with a focus on cattle farms in Eastern Paraguay.
Bolivia

Brazil

Paraguay

San Pedro

Argentina

The implementation of silvopastoral systems allows for strategic long-term partnerships and economic benefit-sharing between local landowners and PAYCO. The law N° 25,509 of “Derecho real de superficie forestal” separates
ownership of the land from the ownership of the forest, facilitating the ability to lease land for forestry production.
Our leasing requirements comprise soil conditions suited for quality timber, a minimum area of preferably 500 ha
per management unit and a leasing period for one timber production cycle that may vary between 12 to 15 years.

2014 Sustainability Report

Production Target
Quality Timber on 810 ha
Planted area
568 ha
Land Tenure
PAYCO holds a 15 year leasing contract since 2014 with
the landowner, Ganadera Piripucú.
Ecosystem
Atlantic Forest
(deforested decades ago)
Description
Open grassland for cattle farming

Ocampo Kue

Production Target
Quality Timber on 1,048 ha
Planted area
1,048 ha
Land Tenure
PAYCO holds a 15 year leasing contract since 2013 with
the landowner, Ramiro Maluf.
Ecosystem
Atlantic Forest
(deforested decades ago)
Description
Open grassland for cattle farming

Rancho 068

Production Target
Fuel wood on 3,000 ha
Planted area
1,518 ha
Land Tenure
Land ownership of PAYCO
Ecosystem
Transition between Atlantic Forest and humid Chaco
(natural conditions)
Description
Mosaic of open savannas, palm trees and forest islets

Lomas
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OUr prODUCtIOn SYStEm

Our first commitment is to sustainable forestry practices that are continuously improved through our own monitoring and research activities and ongoing exchange
with experts in the field.

Our project aims to ensure sustainable timber production, providing
quality timber and biomass for energy purposes to the national market. For biomass production, by the end of 2017 3,000 ha of new
forests will be established on marginal lowland sites (“campos bajos”).
After six to seven years of establishment, plantations will be clear cut
and regenerated by coppice management. For quality timber production, by the end of 2016 6,000 ha will be reforested on good
quality sites, generally located in areas which have been deforested

several decades ago. the production cycle is roughly 12 years and
mAI (mean annual increment) can reach up to 30 to 38 m3 per ha per
year with better site quality.
UnIQUE carries out research and development activities through
periodical measurements conducted on our permanent Sample
plots. Important growth- and production-related data are generated
annually, and used to adjust growth and yield tables.
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Milestones
achieved
2013

2014

Plantation establishment
1,000 ha of plantations
n 1,000 ha for biomass

2,143 ha of plantations
n 527 ha for biomass
n 1,616 ha for quality timber

Land Lease
n

First land lease on 1,074 ha in Rancho
068: Activities started in April 2013.

n

Second land lease on 810 ha in Ocampo Kue: Activities started in September 2014.

E&S Responsibility
Development of an E&S Policy
n Initiation of social projects in Lomas
n HCV forest study carried out in Lomas
n

Outgrower scheme started in Lomas
Environmental baseline conducted in
Lomas
n Contacts established with communities in Rancho 068 and Ocampo Kue
n
n

Monitoring System
n

Development of the Forest Information System (FIS) with production
relevant information

Extension of the FIS to new
production sites
n Conceptualization of E&S monitoring
n Implementation of social monitoring
n

FSC Certiﬁcation
n

Pre-audit in October

n
n

Main audit in May
FSC® certificate granted in July 2014
(GFA-FM/COC-002574)

2014 Sustainability Report
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Risk Management Approach

Pest management and genetic variability
We consider increased genetic variability to be paramount for risk
mitigation, and strive for a stronger genetic diversification within our
plantations. In this regard, one big challenge our forestry project faces is the lack of availability of suitable planting material. In 2014,
UNIQUE developed a strategy to enhance genetic variability. In this
context, new material providers, recently established in the Paraguayan market, were identified and contacted.

In addition, we conduct trials with alternative clones in Lomas in order to assess their resistance to Leptocybe invasa, a gall wasp that is
affecting our plantations in Lomas. Trials are carried out on areas that
have been subject to severe attacks and on areas with mild infestations in order to compare results. So far, all tested clones have shown
signs of infestation, although in varying degrees of severity.

Fire management
No fire incidents were recorded in our management units in 2014.
We carried out capacity building modules on fire fighting in all three
management areas, installed fire breaks and fire prevention and information signs. As we are aware of the great risk fire poses to forest
plantations, we also established first contacts with an experienced fire

management team from EFI (European Forestry Institute) that assists
forest plantations worldwide in their fire management strategies. We
expect to initiate a fruitful cooperation with them in 2015 and develop an integral fire management strategy for our project.

Reputational and social risks
We are proud to continuously make progress towards establishing
long-lasting local partnerships while embedding our forestry activities in the region. Over the last decades, Paraguay’s unresolved social
conflicts in rural areas, exacerbated by accentuated social inequality
and poor governmental presence, generated a negative public opinion of agro-industrial enterprises. Particularly in this context, stakeholder engagement ranks high in our risk management agenda. The
rural population in Paraguay is open to cooperation and partnership.
As our work with local stakeholders develops we acquire more expe-

rience and realize that a successful stakeholder engagement requires
a long term commitment and constant presence. Through the incorporation of new personnel assigned specifically to maintain close
relations and communication with local communities and authorities,
we aim to generate trust and establish a fruitful cooperation with
local stakeholders. Throughout 2014, we have established contacts
with the communities in the areas of the newly incorporated management units, set up grievance mechanisms, and initiated or given
the appropriate follow up to social projects.

Clone

Highly affected
blocks

Mildly affected block

Infestation of the gall wasp in Lomas
Since December 2012 a gall wasp has been observed in some plantation blocks in Lomas. The gall is produced by the wasp Leptocybe
invasa (Hymenoptera: Eulophidae) and mainly affected the clone PL
113 of E. grandis x camaldulensis. Damages can be observed in the
foliage and branches.
Growth in three blocks highly affected by the gall wasp has been
monitored since 2013. So far, the attack is not causing an increased mortality of trees. Blocks generally have shown improvements
in their overall status, nevertheless during the last months of 2014
the severity of the attack has increased, particularly in younger trees,
due to a greater activity of the gall wasp during its reproductive period, and presumably a greater stress on the trees related to high
temperatures.

72

Mild

Mild

84

Mild

Mild

114

Mild

Mild

2283

Medium to strong

Mild

78

Medium to strong

Mild

246

Strong

Mild

130

---

Mild

79

Strong

Medium to strong

86

Medium to strong

Medium to strong

88

Medium to strong

Medium to strong

Results of Clone Trial

Challenges faced in 2014
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Extreme weather conditions
During several periods of the year, we faced extreme weather
conditions that temporarily hampered production activities and
social projects. These events are particularly prominent in Lomas,
where periods of drought and flooding are more recurrent. While
Lomas experienced a drought during the first trimester which delayed the beginning of the planting season to April, heavy rains during
the months of June and July caused flooding, leading to the loss of
100 ha of established plantations. Although heavy rains did not cause
flooding in Rancho 068, they entailed some production losses by occasionally forcing the suspension of activities. Production loss in Lomas was
recovered throughout August and September, and did not prevent us from
successfully exceeding our production target of 500 ha.
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OUr E&S mAnAGEmEnt SYStEm

We ensure the stringent implementation of sound forestry practices and integrate
E&S considerations from the initial phase of business operations throughout the project cycle.

Risk and impact assessment
the scope and scale of the E&S risk and impact
assessment process adjusts to the type, scale
and location of business operations. the risk
and impact assessments undertaken are the
following:
Technical and E&S Risk
Assessment

Diffusion through internal
and external
communication

Forest Management
Planning based on Risk
Assessment

Introduction of
improvements, reporting,
and involvement of relevant
stakeholders

Establishment of the FIS and
E&S Monitoring

Annual assessment of
monitoring results

Lomas: besides the Environmental Impact
Assessment process required by paraguayan law, additional environmental baseline
studies were commissioned and carried out
in 2013 and 2014. this included a study
to analyse Lomas´ natural forests against
the criteria of High Value Conservation
Forests carried out by an independent
consultant in 2013, and a complete environmental baseline study developed
by the Fundación moisés Bertoni in
2014. Also, participatory rural Appraisals with local communities were carried out in 2013.
Rancho 068/Ocampo Cue: in these
management units forestry activities
are integrated in the productive
system of another landowner and
established on implanted pastures.
Forestry activities are planned respecting environmental safeguards entailed in the Environmental Impact Assessment of each
management unit. In 2014,
participatory rural Appraisals were carried out with the
neighboring communities.

Sustainable forestry activities can only be established through an effective management system,
a dynamic and continuous process that entails a methodological approach to manage technical,
social and environmental risks and impacts in a structured and on-going way, and the inclusion of
relevant stakeholders. In 2014, we made signiﬁcant progress by setting the ground for the full integration of E&S aspects into our management system.

2014 Sustainability Report
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Forest management planning

Monitoring

Forest operations are carefully planned and implemented according
to a sound forest management plan. In 2014, the first “Plan Integral
de Producción Forestal PAYCO” was developed, a comprehensive
forest management plan that outlines land use planning, forest operations and procedures for each management unit according to its
specific conditions. The management plan is subject to annual revisions and updates throughout the project cycle.

Throughout 2014, the FIS was extended to include newly acquired
management units, allowing us to capture growth-related parameters in Permanent Sample Plots. Data is analyzed annually to adjust
our estimations regarding biomass stock and growth rates (Mean
Annual Increment).
In addition, an E&S monitoring system was conceptualized. The
E&S monitoring system fosters quick reactions to potential negative
impacts that may be overlooked during the planning period:
n Evaluation systems of the technical, social and environmental 		
performance of contractors and job satisfaction of all workers;
n Evaluation systems for impacts on soil, water and biodiversity.
n Control of the correct and safe application of health and safety,
waste management and pollution prevention regulations.
n Registration procedures and record structures to capture acci-		
dents, grievances, reports, meetings and minutes.
Implementation of the social monitoring system started in 2014,
while environmental monitoring will start in 2015. Long-term E&S
indicators were developed that guide our monitoring activities. Results of the monitoring system are carefully analyzed and reported
on.

Reporting and disclosure
As a company that works with natural resources, and in line with
our commitment to transparency, we understand it as our duty to
disclose information about our technical and E&S performance to
the broader public. This information is made available through our
annually published Sustainability Report, a public briefing about our
management plan and the results of our technical and E&S monitoring system through PAYCO‘s webpage.
Furthermore UNIQUE, as a forestry service provider, is subject to
monthly reporting duties towards PAYCO, internally keeping a record
of our business activities and their contribution to formulated goals.
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Our business model is underpinned by PAYCO’s E&S Policy and the FSC® principles and
criteria. In 2014, PAYCO set in place and officially endorsed its E&S policy, integrating nature conservation, biodiversity protection and
social safeguard components with productive
objectives. Annually, an Environmental and
Social Action Plan with E&S goals and budget lines is developed to help plan the E&S
activities of the year, in line with set longterm indicators. In addition, we are proud to
have achieved an important milestone with
the FSC® certification in 2014. After a successful audit in May, our afforestation project
was granted the FSC® certificate in July. The
commitment to adhere to FSC® principles and criteria provides a normative
framework to our management
system. Our adherence to
these principles is annually examined by external audits.

2014 Sustainability Report
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Governance and Decision-Making

Sustainable business operations and corporate responsibility are cornerstones of
PAYCO’s forestry project.

The highest decision making body at PAYCO is the Board of Directors,
to which we respond to. PAYCO’s Executive Direction works in close
cooperation with UNIQUE. UNIQUE assumes the technical management of forestry-related operations, the continuous introduction of
innovative know-how and technologies, and the management of the
FSC® certification.
E&S related activities are carried out by PAYCO’s Sustainability Department. The Sustainability Department and UNIQUE work closely
together in order to guarantee smooth and synchronized activities,

particularly in the fields of FSC® certification and E&S management.
PAYCO’s Sustainability Department was established in 2014 in order
to design and implement the E&S management system across PAYCOS’ productive operations (agriculture, cattle farming and forestry).
To effectively incorporate E&S considerations within the management
system, the newly established Sustainability Department initiated its
activities at an intense pace in 2014 with a team of three people. With
the expansion of business activities and the incorporation of additional management units, the team was expanded to five people.

PAYCO
BOARD of Directors

PAYCO
Executive Direction

Sustainability
Department

Administration &
Finance

n
n

Accounting
Public Relations

n
n

E&S management
Health & Safety

UNIQUE

n
n

Technical management
FSC management
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ECOnOmIC pErFOrmAnCE

Long-term investments can only generate economic returns when based on a solid
financial model and when they are embedded in a framework that aims at securing
triple bottom line benefits. In 2014 we substantially leveraged resources designated
for Corporate Social responsibility.

Our ﬁnancial model

Site and soil
preparation
20%
Inputs
30%
Plantation
10%

Production costs
Current operation costs for forest production vary between 1,400 to
1,700 USD/ha until first revenues are generated. Site and soil preparation comprise about 20 % of the total operation costs. production costs vary to a high degree, largely depending on the former
land use and the necessity of site improvement (e.g. drainage). Labor
costs for planting accounts for approximately 10 % of total costs, while maintenance entails 40 % of the expenses, including fire prevention, pruning, thinning, and the application of agro-chemicals. Inputs,
in particular seedlings, correspond to 30 % of total costs.

Maintenance
40%

Production costs distributed by operation

Investments in forestry exhibit a particular cash flow due to their
long-term perspective. Uncertainties are part of the business and
a realistic financial architecture is paramount for the viability of the
project. Our financial model is based on current timber prices in the
paraguayan market, although national prices for timber are likely to
increase due to the growing demand for timber and biomass on the
national market. Furthermore, higher revenues due to price development in international markets and further vertical integration of production activities do not form the basis of our calculations.

2014 Sustainability Report

OUR INVESTMENT IN SUSTAINABILITY

Institutionalizing sustainability

Cost positions for E&S management

In 2014, PAYCO officially adopted guidelines to further strengthen
their overall performance on Corporate Social Responsibility, establishing that 3 % of the free cash flow of a given year shall be allocated
exclusively for this purpose the next year, with a minimum annual
budget of USD 120,000. In addition, the Sustainability Department
is assigned a separate budget for environmental management, E&S
monitoring, certification and operating costs (see cost positions in
the next column).
PAYCO spent USD 91,267 on the Sustainability Department and
Corporate Social Responsibility in 2014, comprising 1.5 % of the free
cash flow of the company. From this amount, USD 39,523 was spent
on community projects. With a total amount of USD 413,000 for
2015, the budget allocation in this regard increased by a factor of 4
and represents 5.2 % of the company’s free cash flow.

n 
Water

monitoring

n 
Environment
n 
Corporate

Social Responsibility
- Communication and publications
- Health and safety
- Community projects
- Outgrower scheme
- Trustfund Desarrollo Rural Participativo
- Support to indigenous communities
- Training
- Research and development
- Other donations
n 
Certification and standards
n Other
n Operation costs of the Sustainability Department
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EnVIrOnmEntAL pErFOrmAnCE

We undertake great efforts to fulfill our duty towards the environment and seek to
maintain ecosystem’s functions that provide essential conditions to sustain life.

Our environmental framework
Due to the nature of our productive activities, we believe ecosystems
and their diversity are our biggest assets, and at the same time, the
environmental component we are at greater risk to harm. By directing conservation efforts towards the maintenance of the mosaic of
different habitats and their connectivity, we seek to contribute to wider landscape functions. this approach is especially valuable in our
forest production activities in Lomas, a site with numerous ecologi-

cal communities, largely left to its natural conditions, where wildlife
is still present. In rancho 068 and Ocampo Kue, plantations have
been established on land that has been deforested decades ago and
converted into artificial pastures. The remaining natural forests on
the properties comprise legal reserves and gallery forests, which are
protected by the landowners.

Maintaining natural ecosystems in Lomas
Lomas is located at the margin of the paraguay river and displays a
mosaic of open savanna vegetation consisting of palm trees (mainly
Karanday, Copernicia alba) and tall grass areas, alternated with natural forests distributed in islands and along streams and rivers.
After comprehensive studies undertaken in Lomas, the Fundación
moisés Bertoni recommended the establishment of biological corridors through the conservation of two different landscape elements:
linear habitat corridors, such as water streams and its adjacent ecosystems, and forest islets and dense palm stands.
the management unit of the forestry project in Lomas only entails
5,335 ha and is managed within the vicinity of other productive activities such as cattle ranging and rice farming. these activities make
up the productive land-use system of Lomas, a property of 36,000
ha. In our management unit, the mosaic of local habitats on the site is

protected through the careful planning of our production areas and
the establishment of a conservation area of 1,654 ha, which is going
to be integrated into the wider biological corridor. the conservation
area includes all natural forest areas, dense natural palm vegetation
on savannas and the areas adjacent to streams and rivers. thus, the
mosaic environment found in our project area contains 3,000 ha of
planted forest destined for forestry production, 343 ha of dense palm
stands, 1,122 ha of native forests and 190 ha of transition areas between plantations and natural forests, and next to streams and rivers,
where native species are being planted (190 ha). the remaining area
of the management unit is distributed on lowlands seasonally affected by floods and infrastructure. In 2014, we planted 50 ha of native
species in transition areas between plantations and local ecosystems.
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Lomas

LANDUSE IN OUR MANAGEMENT UNITS

Ocampo Kue

rancho 068

Management unit
Agriculture, livestock and other
native forest
Suitable areas for forest production

Lomas

Rancho 068

Agriculture, livestock and
782other
haareas

Ocampo Kue

2,426 ha

6,661 ha

Native forests

1,096 ha

2,951 ha

1,372 ha

Productive areas

3,137 ha

1,051 ha

779 ha

310 ha

-

-

-

984 ha

-

Dense palm stands

Dense palm stands

Streams and rivers

Streams & rivers
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Managing Environmental Impacts

The mitigation hierarchy

Chemical and pesticide management

All of our activities operate according to the following set of prioritized principles known as the mitigation hierarchy:
n 
Avoid impacts as far as possible: Careful planning of forestry activities according to wider landscape and watershed dispositions.
n 
Minimize impacts that cannot be completely avoided: Appropriate waste management, careful application of chemical inputs and
pesticides, and implementation of protection measures for water
and soil during forestry operations.
n 
Restore detrimental impacts to the environment:Planting native
species in transition areas.

Application of pesticides, herbicides and fertilizers is carried out with
great care and respecting the recommended dosage of each product. Efforts are being undertaken to minimize chemical applications
wherever possible, for example using application methods and procedures that better allow for specific targeting and that respect vulnerable sites, such as margins of water bodies. Adequate facilities for
the safe storage of these products are provided in all management
units. In Lomas, a new depot is currently under construction. The
correct placement and washing of plastic containers used for agrochemicals takes place in a confined area, and an accredited company
has been contracted for withdrawing and recycling plastic containers.

Environmental monitoring

Pesticide derogation process

Environmental monitoring procedures have been developed throughout 2014, and implementation will start in 2015. Monitoring activities encompass biodiversity monitoring through annual observations, water monitoring through annual assessments of water quality,
regular evaluations of appropriate pesticide and waste management,
quantification of input use (already conducted through our FIS in
2014) and the control of illegal activities, such as hunting or burning.
Our environmental monitoring system will be analyzed against
following set long term indicators:
n 
The average area affected by fire will not surpass 50 ha in
Lomas, 30 ha in Rancho 068 and 10 ha in Ocampo Kue in a timeframe of 10 years (2014-2024).
n 
Water quality will be maintained or improved with regard to
baseline studies in Lomas in 2014.
n 
By 2018, 70 % of all water courses are protected in every
management unit.
n 
The area of native forests will be maintained in Lomas.
n 
The average number of species of fauna observed by the means
of environmental monitoring shall be maintained between 2014
and 2024.
n 
By 2018, 70 % of all management units will implement adequate
waste management.

Among the products we apply in our forestry project, Fipronil - the
active ingredient for ant control - is the only one considered harmful
in environmental terms due to its recently proven toxicity to honey
bees and its ban from the European market. Unfortunately our efforts in searching for replacement products were not successful. To
date there are no alternative products in the market.
We embarked on the FSC®’s pesticide derogation process, a process which requires certified companies that are using products considered hazardous to:
n Prove the need for the hazardous product.
n 
Conduct public consultation processes with relevant stakeholders
to share information about the need for the derogation process,
the use of the product and mitigation measures set in place.
n 
Undertake efforts to find alternative products to Fipronil
for ant control.
Public consultations were carried out in May with our personnel, local
communities and other stakeholders from the forestry and environmental sector in the country. In addition, a comprehensive monitoring program to reduce the use of Fipronil and field trials to test
alternative biological products for ant control will start in 2015.

Active Principle

Lomas

Rancho 068

Ocampo Kue

Insecticide (ant
control)

Fipronil (dilution powder)

5,059 gr.

7,880 gr.

7,800 gr.

Fipronil (baits)

2,997 gr.

161,656 gr.

27,000 gr.

Herbicide

Glyphosate

4,610 l

1,121 l

904 l

Fertilizer

NPK

59 t

72 t

-----

Lime

Calcium

-----

185,788 Kg.

173,040 Kg.

Gel

Water

194,900 gr.

-----

87,000 gr.

Total Input Use in 2014

Input
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Water monitoring
In 2014, first water analyses have been undertaken in Lomas and
Rancho 068, while in Ocampo Kue, water monitoring activities will
start in 2015. These first results are going to be used as baseline
scenario to assess future results of water monitoring activities.
Water quality across Lomas was assessed in 22 sampling points
across superficial and underground water bodies, in addition to
atmospheric water. Most of the tested parameters showed to be
within allowable limits by national law, except for a few parameters
on 4 sampling points in the Paraguay River, where phosphorus,
iron and arsenic slightly exceeded permitted concentrations. The
causal agent of this result cannot be determined based on one
analysis. However, it could be attributed to hydrogeological conditions of the river or contaminant sources located upstream of Lomas. In addition, the presence of total coliform was determined on
a very low concentration in 4 dwell samples. As no fecal coliforms
were present, the experts indicated that this may be attributed
to a possible contamination of the sample. Based on first results,
a comprehensive water monitoring plan has been established in
Lomas, paying particular attention to results which deviate from
national standards. Regular water analyses include an assessment
of important physical and chemical parameters, and tests designed for identifying traces of the pesticides and herbicides used
on the management unit.
In Rancho 068, three water samples have been taken on water
courses, upstream and downstream of forest plantations. The water in Rancho 068 turned out to be of very good quality, although
samples taken from all three sampling points were determined to
be slightly acidic.

Invasive potential of eucalyptus
According to the environmental baseline study, no eucalyptus
seedlings have been found outside of the plantation area. While
eucalyptus species have not been reported as invasive in Paraguay, monitoring activities of its invasive potential will be undertaken
in 2015.
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Results of the environmental
baseline study in Lomas

Fauna

Registered species

Conservation status (IUCN)

Recommendations

Birds

144 species (148 species when
considering previous studies)

n mild

Strange-tailed tyrant (Alectrurus risora)
– Vulnerable
n Greater rhea (Rhea americana)
– nearly
threatened

n maintain

Mammals

18 species

n Giant

anteater (Myrmecophaga tridactyla)
– Vulnerable
n maned wolf (Chrysocyon brachyurus)
– nearly threatened
n Lowland tapir (Tapirus terrestres) – Vulnerable
n marsh deer (Blastoceros dichotomus)
– Vulnerable

n Annual

Fish

36 species of fish, in 3 natural
water bodies and 5 artificial ones.

none

n Protection

Reptiles &
anurans

11 species of reptiles and 16
species of anurans

none

n maintenance

the mosaic of ecosystems
a special conservation area for
Alectrurus risora
n monitoring once a year in the springtime
(October)
n Establish

monitoring through established
transects

of the Paraguay rivers´ floodplains

of natural water bodies
in winter and summer, or once a
year during the rainy season

n monitoring
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Vegetation
In the grassland area surrounding the forest plantations, a partial loss of the primary vegetation was detected. None of the
encountered species were rare or threatened,
except for Rhynchospora corymbosa (Cyperaceae), a perennial plant growing along streams
and on the shores of lakes, often found in shallow
water, categorized as Least Concern by the IUCN.
The natural forest in Lomas has been used as shelter
for livestock for many decades, and as such, it shows
signs of degradation in certain areas and an inhibited
natural regeneration. Following the recommendation
of the Fundación Moisés Bertoni, some forest islets of
representative forest will be confined to exclude livestock
and their development will be monitored. In the natural
forests at Lomas, the following species were identified as
rare on the national level: The flowering plant Handroanthus
heptaphyllus, the orchid Trichocentrum cebolleta and the shrub known as cangorosa, Maytenus ilicifolia.

28

pAYCO

SOCIAL pErFOrmAnCE

We believe that open communication and transparency are the key to success, and
seek not only to support our partners and stakeholders, but also learn and improve
our business operations through cooperation and active social involvement in the
regions where we work.
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Long-term indicators for our social
performance
50 % of PAYCO’s permanent and temporary employees come from local communities.
At least one member of 50 % of the
neighboring families finds a temporary
job at PAYCO.
80 % of the families of Segunda Reconstrucción will have access to safe
drinking water by 2016 (basline in
2014 is 0 %).
80 % of the families of Segunda Reconstrucción have access to threephase-electric power.
In each community, at least one value
chain of one product supported by
PAYCO has been developed.
In each community, at least one
public-private partnership will be
established by 2016.
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Stakeholder Engagement and Communication
Seeking a fruitful dialogue with our most vulnerable stakeholders

Comunity development projects

The foundations of our social activities lay in building trust and seeking a permanent dialogue with all of our stakeholders, particularly
the most vulnerable ones: our sub-contracted field workers and the
local communities located in the area of influence of our project area.
Our community development staff is permanently engaged in developing strong local networks. All of our community development
and health and safety managers are showing to be highly competent
for this task due to their origins and experience in rural Paraguay,
their knowledge of local customs and their proficiency in Guarani,
the local indigenous language. As an example of our permanent
communication with local communities, 25 meetings were registered
in 2014 with community members: 15 at Segunda Reconstrucción
and Kerambú (Lomas), 4 in Kororo’i (Rancho 068) and 6 in San José
(Ocampo Kue). The meetings touched upon different topics. Most of
the meetings at the neighboring communities of Lomas were held to
discuss community projects, while most of the meetings in the other
communities where either held to provide information about our
project and/or to assess the local communities’ needs and capacities.
An essential part of our work is to create a space where complaints, critiques and suggestions can be openly discussed with our
staff and our neighbors. A grievance mechanism is operating since
May 2014 in the management units Lomas and Rancho 068 through
our community development managers. The grievance mechanism
consists of structured procedures to handle and give due follow-up
to eventual complaints. Complaints are received through direct communication with our staff for community development or through
mailboxes placed in local schools and at publicly accessible places at
the management units. Although it has been diffused through local
radios and recurrently promoted by our personnel, it has not been
consistently used by the staff, contractors or community members,
and grievances are still largely handled on an informal basis. Despite
this obstacle, we will continue to promote our grievance mechanism,
extend it to cover our new management units and seek to improve it
to better reach out to our stakeholders.

We are committed to supporting the communities in their efforts
to improve their livelihoods. Our aim is to tap into the social and
economic potential of local communities and design sustainable
projects that generate long term benefits. In the long run, we hope
that our work empowers people and transcends towards establishing
economic activities that are based on an equitable partnership. For
planning and developing community activities, Participatory Rural
Appraisals were conducted in the two neighboring communities of
Rancho 068 and Ocampo Kue, Kororo’i and San José, respectively.
More than just providing demographic information, Participatory
Rural Appraisals are designed to understand community member’s
needs and perceptions. According to the community members´ interest, PAYCO agreed to assist communities with agricultural projects
and initiate outgrower schemes. Specific projects are currently being
conceptualized and will be initiated in 2015. In Lomas, the establishment of tree nurseries and vegetable gardens with community members initiated in 2013 and continued throughout 2014. In addition, in
2014 we initiated the sesame production project in addition to the
outgrower scheme.
Participatory
Appraisal and
other topics
32%

Information
16%

Outgrower scheme
12%

Education and
training
8%

Community
projects
32%

Meetings with communities in 2014

Communication

Grievances registered in 2014
Management
Unit

Grievance

Issued by

Measures taken

The lack of maintenance of the access road
to the community of Segunda Reconstrucción, also used by Lomas‘ personnel to
access the management unit

Members of
Segunda
Reconstrucción

Lomas

We are permanently cooperating with the local city
council, providing fuel for the machinery to carry
out maintenance, and attentively following up on
administrative procedures in this regard.

The dust generated by the vehicles and
trucks on the road entering Lomas.

Members of
Segunda
Reconstrucción

Lomas

We wet the roads during the dry season, and allow
the circulation of trucks and heavy vehicles only
during certain hours. In 2015 we will establish a
hedgerow with native species on the road entering
Lomas.

Working conditions provided by the contractor are not satisfying, such as healthy
varied food and appropriate and timely
payment of salary.

Sub-contracted Ocampo Kue
personnel in
Ocampo Kue

We established and are now following stricter controlling procedures: requiring the contractor to present weekly invoices of their expenses; requiring the
sub-contracted personnel to sign the invoice of their
payment; and presenting a weekly menu.
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OUR LOCAL PARTNERS

LOMAS

RANCHO 068

OCAMPO KUE

Forestry Manager

Forestry Manager

Forestry Manager

Alvaro Ramirez

Diana Quiroz

Ismael Rojas

Samuel Mujica

Reinerio Benitez

Permanent: 14

Permanent: 11

Permanent: 14

Origin of workers

Origin of workers

Origin of workers

Contractor

Contractor

Nº ofsub-contracted personnel
Peak of the season: 45

Nº ofsub-contracted personnel
Peak of the season: 43

Villa del Rosario (8 Km. away)

Kororo‘i

Segunda Reconstrucción, Kermabu

Kororo‘i

Local communities where we work

Contractor

Local communities where we work

Mariano Agüero

Nº of sub-contracted personnel
Peak of the season: 30
San José

Local communities where we work
San José

Kerambu
13 families

Segunda
Reconstrucción
109 families

Kororo‘i

70 families

San José
65 families
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Labor Practices

We undertake great efforts to foster fair and healthy working relations with our own
staff and our contractors.

Labor management relations

Job satisfaction of sub-contracted personnel
Salary; 4.1

Job satisfaction; 4.3

Food; 4.1

Transport; 4.1

Accommodation; 4.0
2

Job satisfaction of3 sub-contracted personnel
for forestry activities
4
5
was assessed based on 15 interviews in Lomas and 29 in Rancho
068. Overall, the results are positive. Most parameters were given
a score between 4 and 5, in a scale from 1 to 5, with 5 being
the best result. The assessment is going to be extended to cover
Ocampo Kue in 2015.

Occupational Health & Safety

Training modules carried out in 2014
Other
9%

Pesticide
management
37%

Security
Equipment
27%

Each management unit operates under the direction of one forestry
manager, who assures the implementation of the management plan
and manages all plantation-related aspects. Field work operations
are coordinated by an independent contractor, who manages field
work personnel. The number of the contractors´ personnel varies
seasonally, reaching its peak between March and October, depending on weather conditions.
All of PAYCO’s and UNIQUE’s staff obtain legal working contracts, automatically incorporated into the Paraguayan social security system.
They are granted a healthy working environment and provided with
the appropriate tools to fulfill their duties. However, we acknowledge
that it is the sub-contracted personnel in the rural areas who are at
greater risk of suffering from unfair labor relations. For that reason
in 2014, we set in place several instruments to take responsibility
over our sub-contracted personnel. In April 2014, we included E&S
and occupational health and safety aspects in the standard working
contract, committing service providers to our E&S standards. As part
of the implementation of the social monitoring system, we evaluated the attainment to basic ILO conventions, such as the freedom of
association and collective bargaining and appropriate living wages,
access to basic services and E&S and health and safety guidelines by
the service providers and the sub-contracted personnel.

Fire prevention
27%

11 trainings were carried out in 2014 with the personnel. Most
trainings covered topics regarding security measures and equipment, pesticide management and fire prevention measures.

Personal safety equipment was purchased for field workers, and
capacity building modules were carried out in every management
unit regarding the appropriate management of pesticides and the
use of the safety equipment. The health and safety manager of each
management unit undertakes due follow-up and provides assistance to field workers in the correct use of safety equipment and the
appropriate handling of chemical products. In addition, we compiled
working procedures for all field work operations that were appropriately disseminated and communicated; to which all workers have
permanent access to.
Procedures were set in place to give strict follow-up to occupational
accidents as part of our social monitoring system. Since then, in June
2014, no accidents have been registered in the forestry project. We
will continue to communicate and foster the correct implementation
of these procedures amongst our workers and contractors, in order
to collect information that can guide us to continuously establish better working conditions.
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Accommodation
To improve working and living
conditions of field workers,
housing facilities have been
built in 2014 in Lomas, and
existing facilities in Ocampo
Kue have been remodeled
to provide appropriate
accommodation for the
personnel. New housing
facilities have been provided with running water,
electricity and separate
rooms for dining,
sleeping and cooking.
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Community
development projects
Lomas

Providing native seedlings to restore
ecosystems through tree nurseries

Improving the rural household`s
economy through vegetable gardens

Throughout 2014, we already reaped many benefits from our two
tree nurseries established in 2013 in Segunda Reconstrucción and
Kerambu, managed by six families. First native trees were planted in
April, and, since then, the nurseries have provided us with a more
than 20,000 plants to establish biodiversity corridors and protect
waterways. The nurseries received ongoing technical support and
inputs, provided by our local forest engineer and our community development staff.

We cooperated with community members of Segunda Reconstrucción and Kerambu to re-establish ten vegetable gardens, following
-up on the same project initiated in 2013. As vegetable gardens cannot be maintained every summer due to drought and high temperatures, the project is established seasonally. Between July and November 2014, vegetables gardens contributed to the income of 29 rural
households and the Segunda Reconstrucción school.

Outgrower scheme: Sharing what we know
best with our local stakeholders
We initiated an outgrower scheme for eucalyptus plantations in silvopastoral production schemes in July. The contract was signed with 4
producers, encompassing an area of 7 ha, on which soil preparation
and planting was carried out.
In Rancho 068 interested producers were identified, but project initiation has been delayed due to the lack of land tenure certificates of
project participants. The appropriate follow-up entails a long administrative process that shall be resolved in 2015. In Ocampo Kue, a
large group of interested producers with regulated land occupation
certificates is eager to start planting trees. Project execution will begin in 2015.
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Establishing agricultural
projects with
smallholders
In July a cooperation agreement was established with 20 producers, encompassing
31 ha for sesame production in the context of the trust fund Desarrollo Rural Participativo, in which PAYCO has invested in
together with other companies. In this context, farmers receive financial and technical
support for agricultural production. Technical training modules took place with the
farmers throughout the second half of 2014.
By December 2014, plots were prepared and
sawing had been carried out on 24 ha.

Hedgerow Project at
Segunda Reconstrucción
We are proud to have initiated our first social
project in cooperation with the Deutsche Investitions- und Entwicklungsgesellschaft (DEG).
Through the DEG’s Technical Assistance Fund,
the bank leverages investments in E&S measures that are in line with its E&S guidelines by
50%. Within this framework, we initiated the Live
Barrier Project in Segunda Reconstrucción.
The objective is to improve the quality of life of
the local population by planting native species
and fruit trees on the side of the road and thereby
establishing a protective barrier against dust and
noise, and providing more shaded areas. The project is expected run for two years starting in 2015.
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OUtLOOK AnD FUtUrE
pErSpECtIVES

In sum, 2014 was a year of many achievements:
We were able to strengthen our partnership with
the cattle farming sector, established more than
2,000 ha of plantations, obtained the FSC® certification and consolidated our E&S performance. the
great deal of responsibility bound to every one of
these achievements is a challenge that we face with
optimism. The year has also brought difficulties,
such as the institutional changes faced by pAYCO
and the persistence of the gall wasp infestation in
Lomas. nevertheless the challenges we face foster
a steep learning curve that pushes us to innovate

and to be at the forefront of knowledge, research
and development in the field of plantation forestry.
We are motivated to face 2015 with all that it may
bring and will continue to work hard to improve our
business practices. In the end, it is the perception of
our stakeholders that shall guide us in our endeavor
for sustainable practices. We hope that this report
reflects our efforts to be transparent in our communication with our stakeholders, as we strongly believe that it is only through exchange and cooperation
that we continuously grow and improve.
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