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Report of Independent Accountants

To the Board of Directors and Stockholders of
Aracruz Ceulose SA.

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements
of income, of cash flows and of changes in stockholders equity, expressed in United States dollars,
present fairly, in dl materid respects, the financid position of Aracruz Celulose SA. and its subsdiaries
at December 31, 1999 and 2000 and the results of their operations and their cash flows for each of the
three yearsin the period ended December 31, 2000, in conformity with accounting principles generdly
accepted in the United States of America. These consolidated financid statements are the

respong bility of the management of Aracruz Cdulose SA.; our respongbility isto express an opinion
on these consolidated financia statements based on our audits.  We conducted our audits of these
satements in accordance with auditing standards generdly accepted in the United States of America
which require that we plan and perform the audit to obtain reasonable assurance about whether the
financid datements are free of materid misstatement.  An audit includes examining, on atest bes's,
evidence supporting the amounts and disclosures in the financid statements, ng the accounting
principles used and sgnificant esimates made by management, and evauating the overdl financid
satement presentation.  We believe that our audits provide areasonable basis for the opinion
expressed above.

PricewaterhouseCoopers Vitdria, Brazil
Auditores Independentes January 12, 2001



Aracruz Celulose SA.

Consolidated Balance Sheets

Expressed in thousands of United Statesdollars

(except number of shares)

Assets

Current assets
Cash and cash eauivalents
Debt securities available-for-sale
Accounts receivable. net
Related partv
Other
Inventories. net
Deferred income tax. net
Recoverable income and other taxes
Prepaid expenses and other current assets

Propertv. nlant and eauioment. net
Investment in affiliated companv
Other assets

Advancesto sunnliers
Denosits for tax assessments
Deferred income tax  net
Recoverable income taxes
Other

— December 31,
1999 2000

312.590 18.091
189.480 323.032

5.892 9.530

78.085 84.536

69.639 80.976

6.488 6.736

22.323 72.081

8.462 7.956

79.698

15.993 16.659
21181 20.329
49 423 7163
114.430 54.868
4.270 8.481
205 297 100 673

Liabilitiesand stockholders eauitv

Current liabilities
Suppliers
Pavroll and related charaes
Income and other taxes
Current portion of lona-term debt
Related partv
Other
Short-term borrowinas - export financina and
Accrued finance charaes
Other accruals

Lona-term liabilities
I onn-term deht
Related partv
Other
Tax assessments and litioation continaencies
Other

Commitments and continaencies (Note 16)

Minoritv interest

_ December 31
199¢ 200C

21.158 29.31C

8.753 11.03€

7.35€ 13.41€

65.044 60.251
288.572 45.035
102.368 157.692

17.668 9.063

2.907 1.273

_ B1382€ _ 327077
175.593 109.367
216.7A1 169 50F
36.883 68.91C

4,255 6.115
433492 _ = 35389¢
373 367




Aracruz Celulose SA.

Consolidated Balance Sheets
Expressed in thousands of United Statesdollars

(except number of shares) (Continued)
Stockholders' eauitv
Share canital - no-par-val ue shares authorized and
issued
Preferred stock
Class A - 1999 - 40.941.849 shares: 2000 -
40.929.550 shares 33.465 33.455
Class B - 1999 - 581.587.165 shares: 2000 -
581.599.464 shares 581.031 581.041
Common stock - 1999 and 2000 - 455.390.699 297.265 297.265
shares
Treasurv stock
Class A oreferred stock - 1999 and 2000 —
35.301 shares: Class B oreferred stock -
1999 - 28.235.292 shares: 2000 -
45.330.292 shares: and common
stock - 1999 and 2000 - 483.114 shares (35.089) (57.807)
Total share capital 876.672 853.954
Other cumulative combrehensive income
Net unrealized aain (loss) on available-for-sale
securities 514 1.095
Anpproopriated retained earninas 203.425 340.250
Unaoorooriated retained earninas 572.701 5717.822
1.653.312 1.773.121
2.601.003 2.454 458 2.601.003 2.454 458

The accompanying notes are an integral part of these consolidated financial statements.




Aracruz Cdeulose SA.

Consolidated Statements of I ncome

Expressed in thousands of United Statesdollars
(except number of sharesand per-share amounts)

Operating revenues
Sales of eucalyptus pulp
Domestic
Export

Sales taxes and other deductions
Net operating revenues

Operating costs and expenses
Cost of sales
Sdling
Administrative
Other, net

Operating income

Non-oper ating (income) expenses
Equity in results of affiliated company
Financia income
Financial expenses
Loss (gain) on currency remeasurement, net
Other, net

Income (loss) befor eincome taxes and minority interest and
Incometax expense (benefit)

Current
Deferred

Minority interest in losses of subsidiary

Net incomefor theyear

Year ended December 31,

1998 1999 2000
Reclassified
Note 1
38,449 33,796 43,601
462,163 550,729 751,900
500,612 584,525 795,501
(39/490) (43/459) (63,240)
461,122 541,066 732,261
349,621 311,190 344,515
34,231 32,626 28,390
47,238 29,849 34,620
28,188 33,060 11,978
459,278 406,725 419,503
1,844 134,341 312,758
1,313
(104,840) (100,692) (64,849)
120,955 120,336 101,461
7,780 744 (8,812)
65 (146) (120)
23,960 26,952 28,993
(22,116) 107,389 283,765
(9,573) 8,980 40,461
(15,733) 7,699 41,604
(25,306) 16,679 82,065
257 63 11
3447 90,773 201,711




Aracruz Ceulose SA.

Consolidated Statements of |ncome

Expressed in thousands of United Statesdollars
(except number of sharesand per-share amounts)

(Continued)

Basic and diluted earnings per share
Class A preferred stock
Class B preferred stock
Common stock

Weighted-average number of shares
outstanding (thousands)

Class A preferred stock
Class B preferred stock
Common stock

The accompanying notes are an integral part of these consolidated financial statements.
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Year ended December 31,

1998 1999 2000
0.09 0.09 0.20
0.00 0.09 0.20
0.00 0.08 0.18
41,007 40,979 40,903
564,374 553,279 552,889
454,908 454,908 454,908



Aracruz Ceulose SA.

Consolidated Statements of Cash Flows
Expressed in thousands of United Statesdollars

Cash flows from operating activities
Net income
Adjustments to reconcile net income to cash

provided by operating activities:

Non-cash items
Depreciation and depletion
Equity in results of affiliated company
Provison for impairment of property,

plant and equipment

Deferred income tax
Loss (gain) on currency remeasurement
Provison for contingencies
Loss on sde of equipment
Other

Decrease (increase) in assets
Accounts receivable, net
Inventories, net
Interest receivable on debt securities
Recoverable income taxes
Other

Increase (decrease) in lidhilities
Suppliers
Payroll and related charges
Income and other taxes and litigation

contingencies

Accrued finance charges
Other

Net cash provided by operating activities

Cash flows from investing activities
Debt securities
Proceeds from sde of equipment
Acquistion of Terra Plana Agropecuaria Ltda
and Veracd Celulose SA.
Additions to property, plant and equipment

Net cash provided by (used in) investing activities

Year ended December 31,

1998 1999 2000
3,447 90,773 201,711
152,803 158,829 167,960
1,313
12,098 1,573
(15,733) 7,699 41,604
7,780 7,454 (8,812)
700
3,775 23,864 1,643
648
4,943 (16,000) (11,226)
(580) 13,303 (11,337)
(14,685) 11,606 (36,398)
(54,488) (14,015) (1,047)
12,821 (2,734) (890)
(19,145) 4,429 7,788
272 (4,021) 3,458
(4,747) 18,838 45,323
1,244 (11,739) (8,381)
(1,993) (1,898) 407
88,512 288,659 393,116
509,108 (96,165)
2,420 61,871 677
(101,215)
(88,306) (56,467) (118,152)
(85,886) 514,512 (314,855)




Aracruz Ceulose SA.

Consolidated Statements of Cash Flows
Expressed in thousands of United Statesdollars (Continued)

Y ear ended December 31,

1998 1999 2000
Cash flows from financing activities
Short-term debt, net 171,832 (403,105) 57,134
Long-term debt
| ssuances
Related parties 59,939 2,703
Other 209,216 78,400
Repayments
Related parties (41,564) (52,020) (62,699)
Other (229,595) (231,6%4) (289,085)
Bank deposits, as compensating balances 4,442 1,195 2,589
Treasury stock acquired (26,400) (22,718)
Dividends paid (24,388) (18,196) (57,963)
Net cash provided by (used in) financing
activities 123,482 (622,677) (372,742)
Effect of changes in exchange rates on cash and
cash equivaents (1,960) (19,790) (18)
Increase (decrease) in cash and cash equivaents 124,148 160,704 (294,499)
Cash and cash equivalents, beginning of year 27,738 151,886 312,590
Cash and cash equivalents, end of year 151,886 312,590 18,091
Supplementary cash flow information
Financid charges pad 117,014 138,309 69,303
Income taxes paid, including escrow deposits
for tax assessments 329 19 20
Withholding income tax on financid income 99,629 64,909 25,825

The accompanying notes are an integral part of these consolidated financial statements.
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Aracruz Celulose SA.

Consolidated Statements of Changesin Stockholders' Equity

Expressed in thousands of United Statesdollars
(except number of shares and per-share amounts)

Shar e Canital
Preferred stock - Class A
Balance. Januarv 1
Conversion to Class B stock

Balance. December 31
Preferred stock - Class B

Balance. Januarv 1

Conversion from Class A stock

Balance. December 31

Common stock
Balance. Januarv 1 and December 31

Treasurv stock
Balance. Januarv 1
Treasurv stock acauired
Balance. December 31

Total share capital

Year ended December 31

1998

199¢ 2000

_ Shares __ US$

41.042.246 33.547

. Shares __ US$ _ Shares __ USS$

41.042.246

(100.397)

33.547 40.941.849 33.465
(82) (12.299) (10)

— 41042246 33547

— 40041849 33465 40929550 33455

581.486.768 580.949 581.486.768 580.949 581.587.165 581.031

100.397 82 12.299 10

581.486.768 580.949 581.587.165 581.031 581.599.464 581.041

455.390.699 297.265 455.390.699 297.265 455.390.699 297.265
(6.921.707) (8.689) (28.753.707) (35.089) (28.753.707) (35.089)
—(21.832,0000 ______ (26.400) — (17.095.000) ____ (22.718)
(28.753.707) (35.089) (28.753.707) (35.089) (45,848.707) (57.807)

1.049.166.006 876.672 1.049.166.006 876.672 1.032.071.006 853.954



Aracruz Celulose SA.

Consolidated Statements of Changesin Stockholders Equity

Expressed in thousands of United Statesdollars
(except number of shares and per-share amounts)

Ralancre hr niinht forward

Nleat 11inr ealized nain (1ne) Nn
availahla-far-cale ceciirities
Ralance Tannarv 1
I Inreali7zed nain (Inec) Nn availahla-far-cale
cariiritiee net nf reclaccificatinn adinietmentc
Tav effert nn ahnue

Ralanre Naremher 1
Aporooriated retained earninas

Unrealized income reserve
Balance. Januarv 1
Transfer from (to) unaporooriated retained earninas
Balance. December 31

Investments reserve
Balance. Januarv 1 ) ) )
Transfer from (to) unaonorooriated retained earninas
Balance. December 31

Fiscal incentive reserve
Balance. Januarv 1
Transfer to share canital
Balance. December 31

Leaal reserve
Balance. Januarv 1
Transfer from (to) unapprooriated retained earninas
Balance. December 31
Total anprooriated retained earninas

Balance carried forward

(Continued)
Year ended December 31.
1998 1999 2000
. Shares _ US$ _ = Shares __ US$ __ Shares __ USS$
1049166006 ___ 876672 _ 1049166006 ___ 876672 __ 1032071006 ___ 853954
(11 177\ B14
(16.420) 17.236 N 988 N
(407
— (11arn 514 109
19.687 N 8572 9.016 N
___ 8572 9016
376.362 N 313.942 N 143.917
313942 143917 282475
97
(97)
66.801 66.801 N 50.492
66.801 50.492 57.775
389315 203425 __340.250
~1049166.006 __ 1254810 _ 1049166006 __ 1080611 _1.032071.006 __ 1195299
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Aracruz Celulose SA.

Consolidated Statements of Changesin Stockholders' Equity
Expressed in thousands of United Statesdollars
(except number of shares and per-share amounts)

(Continued)

Year ended December 31,

1998 1999 2000
Shares Uu.ss Shares uss Shares U.S$
Balance brought forward 1,049,166,006 1,254,810 1,049,166,006 1,080,611 1,032,071,006 1,195,299
Unappropriated retained ear nings
Balance, January 1 259,822 312,354 572,701
Net income for the year 3,447 90,773 201,711
Cash dividends (per share: 1998 - U.S.$ 0.09 to Class A
preferred stock and U.S.$ 0.02 to both Class B
preferred and common stock; 1999 - U.S.$ 0.06
to Class A preferred stock and U.S.$ 0.01 to
both Class B preferred and common stock;
2000 - U.S.$0.06 to both Class A preferred and
Class B preferred stock and U.S.$ 0.05 to common stock) (24,450 ) (16,316) (59,765)
Transfer from (to) reserves 73,535 185,890 (136,825 )
Balance, December 31 312,354 572,701 577,822
Total stockholders' equity 1,049,166,006 1,567,164 1,049,166,006 1,653,312 1,032,071,006 1,773,121
Comprehensive income (loss) is comprised as follows:
Net income for the year 3,447 90,773 201,711
Net unrealized gain (loss) on available-for-sale securities
Unrealized gain (loss) arising during the year (11,177) 12,340 581
Less: reclassification adjustments for |osses
included in net income (649)
(11,177) 11,691 581
Total comprehensive income (loss) (7,730) 102,464 202,292

The accompanying notes are an integral part of these consolidated financial statements.
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Aracruz Celulose SA.

Notesto Consolidated Financial Statements

Expressed in thousands of United Statesdallars
(unless otherwise stated)

Summary of sgnificant accounting policies

The consolidated financia statements of Aracruz Ceulose SA. and its subsdiaries (the
Company) have been prepared in conformity with accounting principles generaly accepted in
the United States of America (“US GAAP”), which require management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenue and expenses during
the reporting periods and require the disclosure of contingent assets and liabilities as of the date
of the financid satements. The Company's consolidated financia statements therefore include
estimates concerning such matters as the selection of useful lives of property, plant and
equipment, provisions necessary for asset impairments, contingent liabilities, employee
postretirement benefits and other smilar evduations, actud results may vary from estimates.

Basis of presentation

The consolidated financid statements have been prepared in accordance with US GAAP,
which differ in certain repects from the Brazilian accounting principles gpplied by the Company
in its gatutory financid statements prepared in accordance with Brazilian corporate legidation.

The Company has reported in U.S. dollars since 1994 when the U.S. Securities and Exchange
Commission permitted foreign registrants to report in U.S. dollars rather than in the currency of
the country in which they areincorporated. The U.S. dollar amounts have been remeasured
from Brazilian reais (R$) in accordance with the criteria set forth in Statement of Financid
Accounting Standards N° 52 - "Foreign Currency Trandation" (“SFAS52”). The Board of
Directors and management have historically considered the U.S. dollar as the Company's
functiond currency as this has been, and remainsin their opinion, the currency in which it
principally operates as well as being the Company’s primary unit of economic measure.
Accordingly, the Company's management has concluded that the Company's functiona
currency is and will continue to be the U.S. dallar.

On January 13 and 15, 1999, certain sgnificant changes occurred in the exchange rate policy
until then adopted by the Brazilian government, which resulted in the dimination of certain
exchange controls, previoudy carried out by means of a system of trading bands, when the
Central Bank decided to no longer intervene in the foreign exchange markets.  Following this
decision and the markets' reaction, the Red devalued to U.S.$ 1: R$ 1.7890 at December 31,
1999 from U.S.$ 1: R$ 1.2087 at December 31, 1998 (U.S.$ 1: R$ 1.9554 at December 31,
2000).

Gains and losses resulting from the remeasurement of the financid statements, aswell as those
resulting from foreign currency transactions, have been recognized in the statements of income.
The impact of the devauation of the Real on the Company’s monetary assets and lighilitiesin

12
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Aracruz Celulose SA.

Notesto Consolidated Financial Statements
Expressed in thousands of United Statesdallars
(unless other wise stated)

2000 was anet gain of U.S.$ 8.8 million (U.S$ 7.5 million lossin 1999 and U.S.$ 7.8 million
lossin 1998).

Stockholders equity included in the consolidated financia statements presented herein differs
from that included in the Company's statutory accounting records as aresult of the variationsin
the U.S. dollar exchange rate, the indexation mandated over the years up to December 31,
1995 for statutory financia statements and adjustments made to reflect the requirements of US
GAAP.

Basis of consolidation

The financid statements of mgority-owned subsidiaries have been consolidated, and all
sgnificant intercompany accounts and transactions have been diminated.  Accordingly, the
following companies were consolidated: Aracruz Trading SA., Aracruz Celulose (USA) Inc.,
Portocel — Termina Especidizado de Barrado Riacho SA., Mucuri Agroflorestal SA.,
Aracruz Produtos de Madeira S.A., Aracruz Empreendimentos S/C Ltda. and Terra Plana
AgropecuariaLtda..

Cash and cash equivalents

Cash and cash equivaents represent cash, bank accounts and short-term financid investments
with aready market and maturities when purchased of 90 days or less, and are stated at the
lower of cost plus accrued interest or market vaue.

Concentration of risk

Financid instruments which potentidly subject the Company to concentrations of credit and
performance risk are cash and cash equivaents, debt securities and trade accounts receivable.
The Company limitsits credit and performance risk associated with cash and cash equivalents
by placing its investments with highly rated financia indtitutions and in very short-term securities,
and the Company’ s debt securities are principaly comprised of U.S. dollar denominated notes
which are issued and guaranteed as to principa and interest by the Brazilian government.  An
alowance for doubtful accountsis established to the extent the Company’ s trade receivables
are esimated not to be fully collectible.

The Company's pulp sales are made substantially to the paper industry; consequently, its

performance is dependent upon that industry's worldwide demand for pulp and the related
supply, aswell asfluctuations in the market price for pulp which can be sgnificant.

13



Aracruz Celulose SA.

Notesto Consolidated Financial Statements

Expressed in thousands of United Statesdallars
(unless otherwise stated)

(e) Inventories

Inventories are Sated at the lower of the average cost of purchase or production, and
replacement or redizable values. Cogt is determined principally on the average-cost method.

() Investmentsin affiliated companies and debt securities available-for-sale
(i) Investmentsin affiliated companies

The Company uses the equity method of accounting for al long-term investments for which it
owns between 20% and 50% of the investee' s voting stock and/or has the ability to exercise
ggnificant influence over operating and financia policies of theinvestee. The equity method
requires periodic adjustments to the investment account to recognize the Company’s
proportionate share in the investee' s results, reduced by receipt of investee dividends and
amortization of goodwill.

(i) Debt securities available-for-sale

In accordance with SFAS 115 - “Accounting for Certain Investmentsin Debt and Equity
Securities’, the Company’s investments in securities are classified in accordance with their
nature and management’ sintentions. Available-for-sale debt securities are carried at cost plus
accrued interest, adjusted to market value. Any unredlized gains or l0osses, net of taxes, are
excluded from income and recognized as a separate component of stockholders equity until
redlized.

()] Property, plant and equipment

Timber resources are stated at cost, less accumulated depletion.  Tree development costs and
forest maintenance costs are capitdized. Depletion is determined on the unit-of-production
basis, excluding from the amount to be depleted the portion of tree-development codts that
benefits future harvests, such costs are deferred and included in the cost of those harvests.

Other property, plant and equipment are recorded at cost, including interest incurred on
financing during the congtruction period of major new facilities. Interest on loca currency
borrowingsis determined asthat part of the totd finance cost incurred on borrowings net of the
foreign currency trandation adjustments arising on such borrowings, and, on foreign currency
borrowings (including those denominated in U.S. dollars), a the contractud interest rates.
Depreciation is computed on the sraight-line basis at rates which take into consderation the
useful lives of the assets, principdly an average of 25 years for buildings, 10 yearsfor

14
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Aracruz Celulose SA.

Notesto Consolidated Financial Statements

Expressed in thousands of United Statesdallars
(unless otherwise stated)

improvements and ingalations, and 4 to 25 years for machinery and equipment and other
assets.

Environmental costs

Expenditures relaing to ongoing programs for compliance with environmenta regulaions are
generdly expensed but may be capitdized under certain circumstances. Capitdization is
considered appropriate when the expenditures relate to the acquisition and installation of
pollution control equipment.  These ongoing programs are designed to minimize the
environmental impact of the Company's pul p-producing activities.

Recover ability of long-lived assets

In accordance with SFAS 121 —* Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assetsto be Disposed of”, management reviews long-lived assets, primarily
property, plant and equipment to be held and used in the business, for the purposes of
determining and measuring impairment on arecurring basis or when events or changesin
circumstances indicate that the carrying value of an asset or group of assets may not be
recoverable. At December 31, 1998 and 1999 the Company recorded provisions of U.S.$
12.1 million and U.S.$ 1.6 million, repectively, for impairment relaed to plant and equipment
expected to be discontinued. The Company did not record a provision for imparment in 2000.

Employeeretirement and postemployment benefits

The cost of the retirement benefits plansis accrued currently.  Employee postretirement and
postemployment benefits as defined by SFAS 106 - “Employers Accounting for
Podtretirement Benefits other than Pensons’ and SFAS 112 - “Employers: Accounting for
Postemployment Benefits’, respectively, are not Sgnificant. The Company isrequired by law to
provide severance benefits to employees terminated without just cause.  No sgnificant amounts
were accrued at December 31, 1999 and 2000, since future severance costs are not

reasonably estimable.

Compensated absences

The liability for employees future vacation compensation is accrued as vacation vests during the
year.

15
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Aracruz Celulose SA.

Notesto Consolidated Financial Statements

Expressed in thousands of United Statesdallars
(unless otherwise stated)

Revenues and expenses

Revenues arise from annua and long-term contracts and from spot sales and are recognized
when products are invoiced. Expenses and costs are accrued as incurred.

Accounting for derivatives and hedging activities

The Company maintains an overdl risk management strategy to minimize significant unplanned
fluctuations caused by foreign exchange rate volatility. The Company may enter into forward
foreign exchange contracts to protect againgt exchange-rate movements affecting its non-US
dollar denominated export accounts receivable. Additiondly, the Company may enter into
foreign currency swaps and foreign currency options to manage risk in administering the
Company’s cash and cash equivdents portfolio. Findly, the Company may enter into contracts
to protect againgt exchange-rate movements affecting its non-US dollar denominated export
accounts payable and indebtedness. Market-vaue gains and |osses on these contracts are
recognized in income currently, offsetting foreign exchange gains and losses arising on the
accounts receivable and cash equivaent balances.

In June 1998, the Financid Accounting Standards Board (FASB) issued Statement of Financia
Accounting Standards No. 133 - Accounting for Derivative Financia Instruments and Hedging
Activities (SFAS 133), asamended by SFAS 137 and SFAS 138. These standards are
effective for the Company as from January 1, 2001. FAS 133, as amended, requires that all
derivative instruments be recorded on the balance sheet a fair vdue. Changesin fair vaue of
derivatives are recorded each period in current earnings or other comprehensive income,
depending on whether the derivative is desgnated as part of a hedge transaction and, if it is,
depending on the type of hedge transaction. For fair vaue hedge transactions, in which the
Company is hedging changesin the fair vaue of an ass, liahility or firm commitment, changes
inthe far vaue of the derivative instrument will generaly be offset in the income statement by
changesin the hedged item’sfair vaue. For cash-flow hedge transactionsin which the
Company is hedging the variability of cash flows related to avariable-rate asset, ligbility, or a
forecasted transaction, changes in the fair vaue of the derivative ingrument will be reported in
other comprehensive income. The gains and losses on the derivative insrument thet are
reported in other comprehensive income will be reclassfied as earnings in the periodsin which
earnings are impacted by the variability of the cash flows of the hedged item. The ineffective
portion of al hedges will be recognized in current period earnings.
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Aracruz Celulose SA.

Notesto Consolidated Financial Statements
Expressed in thousands of United Statesdallars
(unless other wise stated)

Management estimates that, due to the limited number of unsettled derivative insruments as of
December 31, 2000, the adoption of FAS 133, as amended, as of January 1, 2001 will not
have a 9gnificant effect on the Company’s results of operations or itsfinancid pogtion.

I ncome taxes

The Company has adopted SFAS 109 - "Accounting for Income Taxes' for dl years

presented. Accordingly, the Company recognizes (i) the benefits of tax loss carryforwards
avallable to be offset againgt future taxable income and (ii) deferred tax assets and ligbilities for
the expected future tax consegquences of temporary differences between the tax bases and
financid reporting bases of assets and liabilities, as well as on the effects of adjustments made to
reflect the requirements of US GAAP. A vauation dlowance is provided to reduce deferred
tax assets when management considers that redlization is not reasonably assured.

Basic and diluted earnings per share

Badic and diluted earnings per share are computed by dividing net income by the weighted
average number of al classes of shares outstanding during the year, net of treasury stock, after
taking into consideration the dividend provisons gpplicable to Class A preferred and Class B
preferred stocks, assuming that al earnings for the year are fully distributed. There were no
dilutive securities outstanding in 1998, 1999 and 2000.

Comprehensiveincome

The Company has disclosed comprehensive income as part of the Statement of Changesin
Stockholders’ Equity, in compliance with SFAS 130 - "Reporting Comprehensive Income'.

Sale of the “ Electrochemical Plant”

On September 27, 1999, the Company formed Aracruz Eletroquimica Ltda., awholly-owned
subsdiary, and transferred to the subsdiary certain equipment comprising an "electrochemica
plant", at its net book value of U.S.$ 82.6 million, as payment of capital subscribed.

On December 17, 1999, Aracruz Eletrogquimica Ltda. issued debt securities in the international
market ("Fixed rate notes') in the amount of U.S.$ 58 million. In addition, at that date, the
subsdiary was split and cash in the amount of U.S.$ 54.9 million was retained by the twin
subsidiary Aracruz Empreendimentos S/C Ltda, aso wholly-owned, incorporated on
December 6, 1999.

17



Aracruz Celulose SA.

Notesto Consolidated Financial Statements

Expressed in thousands of United Statesdallars
(unless otherwise stated)

Aracruz Eletroquimica Ltda., which retained the dectrochemica plant assets and the liability for
the notes, with a net equity of U.S.$ 27.7 million, was then sold for

U.S.$ 6.1 million, on December 17, 1999, to CanadianOxy Chemicas Holding Ltd., a
Canadian group. Theloss on sale of the plant of U.S.$ 21.6 million (U.S.$ 13.6 million net of
taxes), was recorded in “Other operating costs and expenses’.

Pursuant to a contract signed by the Company and the acquirors of the eectrochemica plant,
the Company will purchase future production from the plant. See discussion of "take-or-pay™
contract in Note 16 (b).

Acquigtion of Terra Plana Agropecuéria Ltda

On June 1, 2000 the Company acquired Terra Plana Agropecuéria Ltda (“ Terra’) for

U.S$ 20,204. The acquisition has been accounted for using the purchase method of
accounting. The net assets of Terra are comprised solely of land, and at September 30, 2000
the Company has dlocated the purchase price to land (U.S.$ 13,169) and goodwill (U.S.$
7,035), based upon estimates of the fair value of the land. Goodwill will be amortized on a
graight-line basis over 7 years, which the Company bedievesis the estimated benefit period.

Investment in Veracd Celulose SA.

On October 10, 2000, the Company acquired a 45% interest in Veracd Celulose SA.
(Veracd) for U.S$ 81,011. Veracd is currently in the pre-operational stage, growing
eucayptus plantations in the state of Bahia in Brazil. Stora Enso OYJ and Odebrecht SA.
own the remaining 45% and 10%, respectively. At the end of 2002, the Company and Stor
Enso will jointly decide, based upon prevailing market conditions, whether to proceed with a
planned congtruction of Verace"s own green field.

Upon closing of the purchase agreement, the Company andVeracd entered into a three-year
wood supply contract to provide wood for the Company”s mill expansion currently in progress.
Under terms of the contract, beginning in 2002 Veracd will supply up to 3.85 million cubic
meters of wood at U.S.$ 40.50 per cubic meter.

The Company accounts for its investment in Verace using the equity method of accounting. At
December 31, 2000 the Company’s investment in Veracel included goodwill of U.S.$ 15,583,
which will be amortized over a period up to 7 years. Amortization is expected to commence in
2002, which corresponds to the estimated beginning of the period the Company believes it will
benefit from its investment. For the year ended December 31, 2000, the Company recognized
equity earnings of

U.S$1,313.
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Income taxes

Income taxes in Brazil comprise federal income tax and socia contribution (which isan
additional federa incometax). The statutory rates applicable for federal income tax and socia
contribution are presented as follows:.

Year ended December 31 - %

1998 1999 2000
Federd income tax rate 25.0 25.0 25.0
Socid contribution (*) 8.0 8.0t012.0 9.0t012.0
Compodite tax rate 33.0 33.0t0 37.0 34.0t0 37.0

(*) Pursuant to a provisona measure, the socid contribution rate was increased to 12% for the
period May 1, 1999 to January 31, 2000 and was reduced to 9% for the period February 1,
2000 to December 31, 2000. The socid contribution rate will continue to be 9% until
December 31, 2002 and will be reduced to 8% again effective January 1, 2003. Because
provisona measures are valid only for 30 days unless approved by the Congress, the enacted
rate continues to be 8% in accordance with the provisons of SFAS 109. Therefore, thisrate
was used to calculate deferred taxes at December 31, 2000 and 1999.
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The amounts reported asincome tax expense (benefit) in the consolidated statements of income

are reconciled to the statutory rates asfollows:

Income (loss) before income taxes and minority
interest

Federd income tax and socia
contribution a statutory rates
Adjustments to derive effective tax rate:
Effects of differences in remeasurement
from reaisto U.S. dollars, using
historicd exchange rates and indexing
for tax purposes:.
Trandation effect for the period
Depreciation on difference in asset basis
Vauation dlowance (reversa)
Operationsin Brazil
Operations outsde Brazil
Effects of changesin tax rates for 1999
Socia contribution recovered, net of federa
income tax effect of U.S.$ 2,601
(see Note 16 (a) (iv))
Other permanent items

Income tax expense (benefit) per consolidated
Satement of income
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Year ended December 31,

1998 1999 2000

(22,116) 107,389 283,765

(7,298) 39,734 93,642

(5716) (14,797) (4,688)
1,074 29,025 22,406

(4168) (38924) (5394)
(4389) 2617 (29,737)
(1,116)

(7,806 )
2,997 140 5836

(25,306) 16,679 82,065
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The mgjor components of the deferred tax accounts in the balance sheet are asfollows:

December 31,
1999 2000
Assets
Tax loss carryforwards
Operationsin Brazil 22,777 63
Operations outsde Brazil 32,211 2,474
Depreciation - book over tax 10,961
Expenses not currently deductible 22,235 7,100
Others 6,488 6,736
Vaudion dlowance (38,761) (2,474)
55,911 13,899
Current assets 6,488 6,736
Long-term assets 49,423 7,163

Although redlization of net deferred tax assetsis not assured, management believes that, except
where a va uation alowance has been provided, such redization is more likely than not to
occur. Theamount of the deferred tax asset considered realizable could, however, be reduced
if estimates of future taxable income during the tax |loss carryforwards period are reduced. Tax
loss carryforwards do not expire and are available to offset againg future taxable income limited
to 30% of taxableincome in any individud yeer.

In addition, at December 31, 2000, the Company had recoverable taxes in the total amount of
U.S$ 126,949, rdaing mainly to the withholding income tax on financia income (U.S$
63,974), which can be offset with future income tax payable, and to the value-added tax credits
(U.S.$41,056) for which management is studying aternatives of recovery with the Government
of the Espirito Santo State.
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Cash and cash equivalents
December 31,
1999 2000
Brazilian reais 13,934 704
United States dollars 288,743 15,768
Other European currencies 9,913 1,619

312,590 18,091

Cash equivaents in Reais represent principaly short-term investmentsin certificates of deposit
placed with mgor financid ingtitutionsin Brazil. The amount invested in United States dollars at
December 31, 1999 consigts of participationsin an investment fund whose assets are basically
denominated in U.S. dollar. The amount invested in United States dollars a December 31,
2000 cong g primarily of time deposits with prime financid indtitutions.

Debt securities available-for-sale

The Company’ s debt securities available-for-sale are comprised of Notas do Tesouro Nacional
(“National Treasury Notes’) Series D, and Notas do Banco Central (“ Central Bank Bonds”)
Series E, which are issued and guaranteed by the Brazilian Federd Government. These
securities have maturity dates ranging from May 2001 to June 2004.

During the first haf of 1999 the Company sold National Treasury Notes for an amount of U.S.
$ 80,313, redizing losses of U.S. $648, net of taxes, calculated on an identified security basis.
The redlized loss that had been previoudy recorded as a component of other cumulative
comprehensive income in sockholders' equity was classfied asfinancid expensein the
gatement of income. Additiondly, in accordance with the maturity schedule of the Nationa
Treasury Notes, U.S. $94,398 were redeemed in September 1999 and partidly reinvested.

During October and November of 2000, National Treasury Notes with avaue of U.S. $

119,768 matured and the Company partially reinvested proceeds of U.S. $34,924 into Central
Bank Bonds, Series E with a maturity date in June 2004.
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At December 31, 2000, the fair value of the Company’ s debt securities available for sde
amounted to U.S. $323,032 (1999 — U.S. $189,480), with an unredlized gain, net of tax, of
U.S. $1,095 recorded as a component of other cumulative comprehensive income.

Accountsreceivable, net

December 31,
1999 2000

Customers - pulp sales
Domedtic 6,999 8,149
Export 71,074 80,887
Advancesto suppliers 1,223 3,432
Other 5171 2,044

84,467 95,512
Allowance for doubtful accounts (490) (446)

Tota, net 83,977 94,066

At December 31, 2000, one customer accounted for 30% of total customer receivables (1999
- two customers accounted for 37%) and no other accounted for more than 10%.

Export recelvables are denominated in the following currencies:

December 31,

1999 2000

United States dollars 41,416 77,439

European currency units- EURO 29,399 3,448
British pounds 259

71,074 80,887

Export receivablesin currencies other than U.S. dollars are swapped into U.S. dollars through
forward foreign exchange contracts as discussed in Note 17.
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I nventories, net

Finished products

Work in process

Timber

Raw materids

Spare parts and maintenance supplies, less dlowance
for lossof U.S.$4,841 (1999 — U.S.$ 3,522)

December 31,
1999 2000
24,054 34,151
853 824
3,181 5,737
7,694 10,731
33,857 29,533
69,639 80,976

Spare parts include parts which, when utilized, are expected to extend the useful lives of plant

and equipment and will be capitdized.
Property, plant and equipment

December 31, 1999

December 31, 2000

Accumu- Accumu-
lated lated
depre- depre-
Cost ciation Net Cost ciation Net
Land 134,581 134,581 178,192 178,192
Timber resources 454,491 296,038 158,453 482,164 327,680 154,484
Buildings,
Improvements,
and inddlations 462,092 244,295 217,797 467,231 264,275 202,959
Equipment 1,842,545 759,931 1,082,614 1,831,744 830,576 1,001,168
Information
tecnology
equipment 41,572 24,635 16,937 41,898 28,082 13,816
Other 135,444 76,620 58,824 144,617 95,331 49,287
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3,070,725 1,401,519 1,669,206 3,145,849 1,545,943 1,599,906

Condructionin
progress 33,541 33,541 64,416 64,416
Total 3,104,266 1,401,519 1,702,747 3,210,265 1,545,943 1,664,322

During the second quarter of 2000, the Company commissoned a technica report from
engineering experts in order to dign, for accounting purposes, the remaining ussful life of the
plant assets to their prospective economica use. Based on that report, which considered
aspects such as the useful economic life edtablished by the assts manufecturers, the
Company’s maintenance standards and the generd conditions of use and conservation,
management concluded that the Company should depreciate its industriad assets at higher annual
rates to reflect the actual wear of the assets by their use. Accordingly, as aresult of this change,
which was effective April 1, 2000, the depreciation charge for the year ended December 31,
2000 increased by U.S.$ 17.8 million. For the year ended December 31, 2000 U.S.$ 15.6
million, respectively, was charged againgt cost of sales, net income was reduced by U.S$ 10.5
million, respectively, and earnings per share were reduced by U.S$ .02 per Class A and B
shares U.S.$ .02 per common share for the year ended December 31, 2000. Assets acquired
in the future will be depreciated at the same rates as those determined in the technical report,
taking into consderation the nature of the assets.

Short-term borrowings

The Company's short-term borrowings are principaly from commercia banksfor export
financing and are substantialy denominated in U.S. dollars. Average annud interest rates at
December 31, 1999 and 2000 were, respectively, 8.2% and 7.4%.

At December 31, 2000, U.S.$ 125,203 of short-term borrowings fal due within 90 days,
U.S.$ 29,440 from 91 to 180 days and U.S.$ 3,050 from 181 to 365 days.
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Long-term debt
December 31,
1999 2000
Denominated in Brazilian currencv - term loans with
varvina interest rates. nrincipdlv the "Lono-term
Interest Rate" (TJLP) nlus 5.5% to 11.5%
(1999 - 5.5% to 11.5%). due 2000 to 2006 162.330 117.464
Denominated in foreian currencies
Term loans - 9.26% to 12.37% (1999 - 8.45% to
12.23%). due 2001 to 2004 193.354 136.640
Securitization of receivables - 7.98% (1999 - 7.98%
to 9.89%) due 2001 to 2002 69,572 39,547
Import financina - 6.56% to 7.31% (1999 - 5.55%
to 7.08%). due 2001 to 2007 40,197 34,227
Imoort financina - LIBOR blus 1.4%. due 2001
to 2004 73.167 56.281
Pre-export financina - 1999 - 5.54% to
10.7%. due 2000 207.350
583.640 266,695
Tota 745,970 384,159
Less current maturities 353,616 105,286
392.354 278.873

In January 1994, the Company issued U.S.$ 120 million of 10.375% unsecured notes (the
"Notes') maturing 2002. The Notes were redeemable on January 31, 1997 at 94.527% of
face valueif redeemed at the option of the Company, or at 93.710% of face vaue if redeemed
at the option of the bondholder. On January 31, 1997, the terms of the Notes were
remarketed and amended, through a purchase and resale operation under which they were
redeemed at 94.527% of their face value and reissued at 104.75% of face vaue on the same
date. The gain on the redemption was recognized currently in financia income in 1997 while the
premium on reissuance is being amortized over the remaining term of the Notes.  Interest, fees
and commissions on the Notes are exempt from Brazilian withholding tax. However, should the
ingruments be redeemed prior to their origina fina maturities, the Company will be obligated to
pay such tax on both past and future payments at rates from 12.5% through 15%, depending
upon the country to which such payments are remitted.

In November 1994, the Company, through Aracruz Trading SA. entered into a U.S.$ 100
million Euro-Commercia Paper program, guaranteed by the Company, with maturities through
1997 and with interest negotiated as each trancheisreleased.  The Company has drawn down
and repaid severa tranches under this program. On September 2, 1998, renewal of this
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program was gpproved by the Brazilian Central Bank for a 3-year term, in conjunction with an
increase in the amount from U.S.$ 100 million to U.S.$ 200 million. The Company did not
draw down on this facility during 2000.

In February 1995, the Company, through Aracruz Trading SA., Sgned afinancing agreement
with a specia-purpose entity (SPE) under which such entity received from atrust and advanced
to the Company, as afirst phase of a U.S.$ 200 million program, U.S.$ 50 million, representing
funds received by the trust through the private placement of trust certificates. In return, the
Company securitizes the financing by sdlling to the SPE its current and future accounts
receivable from designated customers. Concurrently, the SPE has assigned itsright, title and
interest on the certificates to the trust. Each month such collections in excess of contractua
funding requirements are trandferred to the Company.  The financing bears fixed annud interest
of 9.89% and has been fully repaid. The net proceeds were transferred to Aracruz Celulose
S.A. as advances for future purchases of pulp. In July 1995, the Company completed the
remaining U.S.$ 150 million phase of the securitization program, which has been structured
smilarly to the first phase described above.  This second phase comprehends U.S.$ 38 miillion
of five-year certificates with interest equd to one-month LIBOR plus 1.75%, which were fully
redeemed during 1997, and U.S.$ 112 million of seven-year certificates, with interest of
7.98%, and repayments beginning, respectively, in December 1996 and June 1999, with
monthly interest payments which began in July 1995. In August 1995, Aracruz Trading SA., a
wholly-owned subsidiary of the Company, used the funds to purchase the full amount of an
issue of US$ 150 million of Aracruz Celulose SAA.'s unsecured 9% notes, due August 2003;
accordingly these amounts have been offset against each other in the consolidated financid
Satements.

During 1998, the Company, through Aracruz Trading SA., entered into a U.S.$ 65 million
long-term debt, with maturities from September 2000 to November 2000. This debt was fully
paid a each maturity date during the year 2000.

At December 31, 2000, the Company had outstanding debt with the Banco Naciona de
Desenvolvimento Econdmico e Socid - BNDES, a stockholder, in an amount equivaent to
U.S.$ 170 million (1999 - U.S.$ 241 million) maturing up to 2006; loca currency loans bear
interest at varying rates based on the TILP plus 5.5% to 11.5% and foreign currency loans are
linked to a basket of foreign currencies. The loans are secured by liens on the Company's
property, plant and equipment and on its timber resources.

At December 31, 2000, the Company had in treasury and available for resde dl of its

debentures (approximately U.S.$ 140 million at December 31, 2000 vaues) issued in 1982 and
1990, which were repurchased in the market in 1992.
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The long-term portion of the Company's debt at December 31, 2000 becomes due in the
fallowing years.

2002 196,045
2003 46,363
2004 17,935
2005 1,274
2006 and thereafter 11,256
Tota 278,873

Stockholders equity

The Company's principal common stockholders and their common stock ownership interests,
either direct or indirect, are asfollows. Argpar SA. (a Company associated with the Chairman
of the Board of the Company), S.O.D.E.P.A. - Sociedade de Empreendimentos, Publicidade e
Participacéo S.A. (SODEPA) (an dffiliate of Banco SafraS.A.), and Mondi Internationa for
28% each; Banco Naciona de Desenvolvimento Econémico e Socid - BNDES for 12.5%.

At December 31, 1999 and 2000, SODEPA and the Banco Naciona de Desenvolvimento
Econdmico e Socia - BNDES dso owned preferred stocks which in total amounted to 16.4%
and 23.5%, respectively, of the total preferred stocks.

Class A preferred stock may be converted into Class B preferred stock at any time at the
option of the stockholder. Preferred stock does not have voting rights but has priority in the
return of capital in the event the Company isliquidated. Stock dividends payableto Class A
preferred stockholders are effected through issuance of Class B preferred stock. Class A
preferred sock has priority in the distribution of aminimum annud cash dividend equivaent to
6% of the related capitd. Additiondly, in order to comply with Law 9457/97, the Company's
By-laws were changed to grant Class B preferred stock the right to receive an annud dividend
in an amount that is 10% greater than dividends paid to common stockholders (“Dividend
Ratio”); earnings, if any, in excess of the Class A preferred stcock minimum dividend will be
distributed as dividends to Class B preferred stock and common stock, up to the equivalent on
a per-share basis to those paid to Class A preferred stock, while maintaining the Dividend Retio
between Class B preferred stock and common stock.  Any earnings remaining for distribution
thereafter are shared ratably among Class A preferred, Class B preferred and common stocks
while maintaining the Dividend Ratio between Class A and Class B preferred stock and
common stock . In the event that Class A preferred stock is not paid dividends for three
consecutive years, holders of that stock are entitled to voting rights until the dividends in arrears
for those three years are paid.
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Basic and diluted earnings per share ("EPS") as of December 31, 1998, 1999 and 2000, as
presented in the Company's statement of income, have been calculated on the above basis
taking into consderation the Dividend Ratio between Class A and Class B preferred sock and
common stock. However, the per share amounts have been rounded to two decimal places.
The following presents the earnings per share cdculations:

1998 1999 2000
Net income 3,447 90,773 201,711
Lesspriority Class A preferred stock dividends (3561) (2,429) (2,219)
Less Class B preferred stock and common stock
dividends up to the Class A preferred stock
dividends on a per-share basiswhile
maintaining the Dividend Ratio 114  (57,308) (52,429)
Remaining net incometo be equdly dlocated to
Class A and Class B preferred stock and
common stock while mantaining the
Dividend Ratio 31,036 147,063
Weighted average number of shares
outstanding (thousands)
Class A preferred 41,007 40,979 40,903
Class B preferred 564,374 553,279 552,889
Common 454,908 454,908 454,908
Badc and diluted earnings per share
Class A preferred 0.09 0.09 0.20
Class B preferred 0.00 0.09 0.20
Common 0.00 0.08 0.18

Brazilian law permits the payment of cash dividends only from retained earnings and certain
reserves registered in the Company's statutory accounting records. At December 31, 2000,
after considering appropriated retained earnings which can be transferred to unappropriated
retained earnings, the earnings and resarves available for distribution as dividends, upon
gpprova by the Company's stockholders, amounted to the equivaent of U.S.$ 239 million.
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Retained earnings that represent unredized income (principdly inflationary income recognized
up to December 31, 1995 in the Company's statutory financia statements) are transferred to
unrealized income reserve and are transferred back to retained earnings as financia resources
become available for dividend ditribution.

The investments reserve represents discretionary appropriations, ratified by the stockholders,
for plant expansion and other capital projects, the amount of which is based on an gpproved
capital budget presented by management.  After completion of the projects, the Company may
elect to retain the gppropriations until the stockholders vote to transfer dl or aportion of the
reserve to capita or to retained earnings, from which a cash dividend may then be paid.

Thefiscd incentive reserve results from an option to invest a portion of income tax otherwise
payable in the acquisition of capital stock of companies undertaking specified government-
approved projects.  The amount so gpplied is credited to non-operating income and
subsequently appropriated from retained earnings to this reserve.

The legd reserve results from gppropriations from retained earnings of 5% of annua net income
recorded in the statutory accounting records.  Such appropriations are required until the

bal ance reaches 20% of the balance of capita stock, based on the statutory accounting

records. At December 31, 2000, such capita stock was R$ 1,855 million and the balance in
the legd reserve was R$ 113 million.

Thefiscal incentive and legal reserves may be used to increase capital and to absorb losses, but
are not available for digtribution as cash dividends.

Pension plans

The Company sponsors aretirement plan covering substantiadly al of itsemployees.  Prior to
May 1, 1992, the program (“Plan 1”) consisted of afind-pay, defined-benefit pension plan
with benefits based on years of service and sdary so as to complement the government socia
security benefits. Asof May 1, 1992, anew program (“Plan 2") was created under which the
retirement benefits were based principally on defined-contribution accumulations and the
disability and desth benefits were based on a defined-benefits formula. On attaining retiremen,
participants could ether opt for a defined monthly retirement benefit or withdraw a capita sum,
both determined on the basis of the contributions accumulated relating to the participant.
Substantidly, dl active employees eected to transfer to Plan 2 while the retired employees
remained in Plan 1.

In September 1998, the Company implemented another plan (“Plan ARUS’), which
automaticaly replaced Plan 2, with retirement benefits based solely on defined contribution
accumulations. Upon implementation of Plan ARUS, each participant was assigned an
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individua account with hisher accumulated benefit a the date of implementation; aso, the
option for adefined monthly retirement benefit provided under Plan 2 was dliminated.

The net effect of U.S.$ 1,395 resulting from the transfer of the benefit obligation and related
assets from Plan 2 to Plan ARUS was accounted for as a settlement gain in accordance with
SFAS 88 - “Employers Accounting for Settlements and Curtailments of Defined Benefit
Pension Plans and for Termination Benefits’, and credited to income for the year ended
December 31, 1998.

The Company and digible employees make monthly contributions under the plan to a private,
government-approved pension fund, whose sponsors are Aracruz Celulose SA. and its
subsidiary companies and whose board of adminigtratorsis composed principaly of officers of
Aracruz Ceulose SA. Contributions by employees to the new plan are optiona.  The fund
owns and administers (or places with atrustee) its investments and other assets, which
comprise, principaly, bank certificates of deposit, investments funds, marketable equity
securities and red edtate.

Contributions made by the Company to the plan amounted to U.S.$ 1,211, U.S.$ 1,266 and
U.S.$ 1,183 in 1998, 1999 and 2000, respectively, and represented the annua pension
expense of the Company for this plan.

After the implementation of Plan 2, and its subsequent subgtitution by Plan ARUS, few
participants remained in the defined-benefit plan (Plan 1), and it no longer represents a
ggnificant ligbility for the Fund.  Accordingly, the Company’s management consdersthat it is
no longer necessary to disclose the plan’s funded status and other information required by
SFAS 132 —“Employers Disclosures about Pensions and Other Posretirement Benefits’.

Employee benefits

In addition to the pension plans, the Company makes monthly contributions, based on totdl
payroll, to government pension, socia security and severance indemnity plans and such
payments are expensed asincurred.  Also, certain severance payments are due on dismissa of
employees, principaly notice of one month's sdary and a severance payment calculated at 40%
of the accumulated contributions made to the government severance indemnity plan on behaf of
theemployee. Based on current operating plans management does not expect that amounts of
future saverance indemnities will be materid.
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Commitments and contingencies
Contingencies
Labor Proceedings

The Company has been involved in legd proceedings with labor unions in respect of wage
adjustments to incorporate inflation for the period February 16, 1990 through March 15, 1990.
Such suits, however, have been denied by the Superior Labor Court, based on rulings by the
Federa Supreme Court.

The Company has recelved an unfavorable judgment in respect of a suit brought by certain
industrid employees represented by their union, claming additiona compensation for dleged
hazardous conditions at the mill. The Court’s decision established a framework for computing
the amount of liability. Five other collective suits of the same nature have their repective
technica expertise proceedings concluded although not yet decided by the local court. At
December 31, 2000, the Company had recorded a provision for eventua losses, based on the
Court’s computation framework and existing labor jurisprudence, in the amount of U.S.$
16,849 regarding these claims, and deposited U.S.$ 4,180 in an escrow account.

Administrative Proceedings

The Company has been involved in an adminigrative clam regarding the enlargement of Indian
reservations in an area. owned by the Company. In April 1998, the Indian communities signed
two Terms of Settlement recognizing the legitimacy of the Ministry of Justice Edicts 193, 194
and 195, dated March 6, 1998, that restricted expansion of the reservation to 2,571 hectares
of land belonging to the Company. Additiondly, the Company committed itsdlf to afinancia ad
program to be implemented through socid, agricultural, educationd, shelter and hedlth projects,
up to an amount of gpproximatdy R$ 13.5 million (equivaent to U.S.$ 6.9 million a December
31, 2000), to be dishursed within atwenty-year period, conditioned to the accomplishment of
certain obligations by the Indian communities.

If the Indian communities breach any of their obligations, Aracruz will be released from the
obligations defined by the Terms of Settlement. Decrees approving the enlargement of the
Indian reservations have extinguished the aforementioned adminidtrative clam.  Asof
December 31, 2000, the Company had donated to the Indian Associations approximately R$
2.6 million (U.S$ 1.8 million) (U.S. $ 445 in 2000) under the Terms of Settlement.
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Fiscal Proceedings

In March 1997, the Company received natification from the INSS (the Brazilian Socid Security
System) relating to the value of housing allowances paid to certain employees over a period of
severd years. At December 31, 2000, the Company is contesting this notification and has
placed approximatdy U.S.$ 9,942 in an escrow account to cover this claim. Based on the
opinion of itslegd advisors, the Company’ s management does not believe that the ultimate
resolution of this maiter will have amateria adverse impact on the Company, and accordingly,
no provision has been made therefor.

Incometax and social contribution related to the Plano Veréo

In December 1994, the Company petitioned the Tribunal Regiond Federa da 22 regi&o (the
“Tribund™) to include in the determination of income tax and socia contribution the IPC
difference in January 1989 of 70.28%. The Tribuna subsequently accepted the use of 42.72%.
Beginning in the third quarter of 2000 with the substantid utilization of the Company's net
operating losses in Brazil, the Company began remitting income tax using the 42.72% deduction
and hasincluded a provision for contingencies of U.S.$ 20,362.

P1S and COFINS contributions

The Company is questioning in Court certain changes in the rates and rules for the calculation of
the PIS and COFINS contributions determined by Law 9718/98. The Company recorded a
provision in the amount of U.S.$ 26,981 in relation to these contributions, which it believesis
sufficient to cover any possible loss which could arise from this case.

Others

The Company has, based on the advice of itslega counsd, recorded additiond provisonsin
the amount of U.S.$ 4,690 relating to severa other legd disputes and has aso made depositsin
the amount of U.S.$ 6,003 in escrow accounts.

“Take-or-pay” contract

In connection with the sdle of the eectrochemica plant (see Note 2), the Company and
CanadianOxy ChemicasHolding Ltd. (CXY) entered into along-term contract for chemical
products supply. The contract includes clauses of performance incentives such as sharing of
productivity gains, preference prices and "take-or-pay", by which the Company is committed to
acquire from the electrochemica plant purchased by CXY avolume of chemica products
conservatively projected for the next 6 years.  Volumes purchased by the Company in addition
to the minimum agreed for a given year may be compensated with lower volumes acquired in
subsequent years. For the take-or-pay quantities, the Company will pay unit prices which equa
cost plus margin as determined in the contract.
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Compliance with Regulations

The Company’ s forestry and manufacturing operations are subject to both Federd and State
government environmenta regulations. The Company’ s management believesthat it isin
compliance, in dl materid respects, with al gpplicable environmenta regulations.

Derivative Instruments, Hedging and Risk Management Activities

The Company is engaged in the exportation of market pulp to various markets throughout the
world. Management considers the Company’ s functiond currency to be the U.S. dollar and
gpproximately 22% of the Company’ s indebtedness was Red-denominated, conssting of loans
bearing interest at variable rates. These activities expose the Company to credit and foreign
currency fluctuation risks, as well as risks associated with the effects of changes in floating
interest rates. The Company maintains an overd| risk management strategy to minimize
sgnificant unplanned fluctuations caused by foreign exchange rete volatility.

The Company’s Treasury assesses, at least on aweekly basis, macroeconomic issues and the
implications of these issues on the Company’ s financid performance. The Treasury reportsto
the Chief Financia Officer. The responghilities of the Treasury includes the proposa of the
Company’ s corporate risk management policy and its implementation, and the eva uation of the
effectiveness of the Company’s overal risk management Strategy.

The Company may use derivative and non-derivative insruments to implement its overdl risk
management sirategy. However, by using derivative insruments, the Company exposes itsdlf to
credit and market risk. Credit risk isthe failure of a counterparty to perform under the terms of
the derivative contract. Market risk is the adverse effect on the value of afinancia instrument
that results from a change in interest rates, currency exchange rates, or commodity prices. The
Company addresses credit risk by redtricting the counterparties to such derivative financia
ingrumentsto mgor financid inditutions. Market risk is managed by the Treasury. The
Company does not hold or issue financid instruments for trading purposes.

Foreign Currency Risk Management

The Company’ s foreign currency risk management sirategy may use derivetive insruments to
protect againg foreign exchange rate volatility, which may impair the value of certain of the
Company’ s assets. The Company may use foreign currency forward-exchange contracts,
foreign currency swaps and forward currency options contracts to implement this Strategy.
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At December 31, 2000, the Company had entered into five forward foreign-exchange contracts
to protect its foreign currency denominated accounts receivable and bank balances againgt
exchange rate movements in the aggregate amount of EUR 3,103 thousand (1999 — EUR
23,840 thousand), equivalent in aggregate to U.S.$ 2,885 (1999 — U.S.$ 24,173). The
contracts expire in January, February and March 2001. The Company redlized anet lossin
2000 associated with its forward foreign exchange contractsof  U.S.$ 227 (1999 - U.S.$
144).

Additiondly, the Company has been investing substantidly al of itsfinancid resourcesin long-
term U.S. dollar denominated or U.S. dollar indexed available-for-sale debt securitiesto
protect againgt the exchange risk of adevauation of the Brazilian red in relation to the U.S,
dollar.

Interest Rate Risk M anagement

The Company’s srategy for interest rate management has been to maintain adiversified
portfolio of interest ratesin order to optimize cost and volatility. The Company’ s interest rate
risk management Srategy may use derivative insruments to reduce earnings fluctuations
atributable to interest rate volatility. The Company may use interest rate swaps to implement
thisstrategy. At December 31, 2000 the Company had no outstanding interest rate swap
contracts.

Commaodity Price Risk Management

The Company is exposed to commodity price risks through the fluctuation of pulp prices. The
Company currently does not utilize derivative financid instruments to manage its exposure to
fluctuations in commodity prices, but may utilize them in the future.

Nonderivative financial instruments

Fair vdue - the Company consders that the carrying amount of its financia instruments
generdly approximates fair market value. Fair vaue have been determined asfollows:

Cash - the carrying amount of cash is areasonable estimate of itsfair value.
Cash equivaents and short-term investments and bank deposits - cash equivalents are
represented, principally, by short-term investments.  Their fair value, and that of other bank

deposits not meeting the definition of cash equivaents, were estimated using the rates currently
offered for depodits of amilar remaining maturities.

35



19

Aracruz Celulose SA.

Notesto Consolidated Financial Statements

Expressed in thousands of United Statesdallars
(unless otherwise stated)

Debt securities - the fair vaue of the Company's debt securities was estimated by obtaining

quotes from mgor financid inditutions and brokers.

Short-term debt and long-term debt - interest rates that are currently available to the Company
for issuance of debt with amilar terms and remaining maturities are used to estimate far vaue.
The Company’sfinancid structure does not require any subgtitution of such financing or the

contracting of amilar fundings.

The estimated fair vaue amounts have been determined by the Company using available market
information and gppropriate vauation methodologies. However, consderable judgment is

necessaily required in interpreting market datato develop the estimates of fair vaue.

Geographical information

The Company's exports from Brazil, classfied by geographic destination, are asfollows:

Year ended December 31,

1998 1999 2000
North America 181,439 252,078 267,859
Europe 193,608 194,640 368,992
Asa 83,472 94,847 109,122
Other 3,644 9,164 5,927
Total 462,163 550,729 751,900

Sdes to one unaffiliated customer represented 25% of net sdlesin 2000, salesto one

unaffiliated customer represented 26% in 1999 and 2 unaffiliated customers represented 30% in

1998. Sdesto no other individua customers represented more than 10% of net sales.
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20 Related parties

Transactions with related parties resulted in the following balance sheet and income statement

balances;
December 31,
1999 2000
Assets Liabilities Assets Liabilities
Balance sheet
Current assets
Cash and cash equivalents 35 2
Accounts recegivable 5.892 9,530
Current liahilities— suppliers
Lona-term debt (includina
current portion and accrued
finance charaes) 242 847 171,133
5,927 242 847 9,532 171,133
Year ended December 31,
1998 1999 2000
Income Expense  |ncome _Expense Income _Expense
I ncome statement
Operatina revenues 34,108 36,855 44,555
Financid expenses 25.304 78.168 14,152

34,108 __25.304 36.855 78,168 44,555 14,152
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Supplementary information -

Valuation and qualifying accounts

Description

2000
Allowances deducted from
related balance sheet
accounts:
Accounts receivable
Inventories
Investments (other assets -
othen)
Prooertv. nlant and
eouipment. net
Deferred income tax

1999
Allowances deducted from
related balance sheet
accounts:
Accounts receivable
Inventories
Investments (other assets -
othen)
Prooertv. nlant and
eauipment. net
Deferred income tax

1998
Allowances deducted from
related balance sheet
accounts:
Accounts receivable
Inventories
Investments (other assets -
othen)
Prooertv. nlant and
eouipment. net
Deferred income tax

Balance at
bedinnina
__ ofvear

490
3.522

801

20.164
38.761

112
3.522

802

18.591
75.068

122
3.485

802

6.500
83,625

38

Additions
Charoed to
Costs and
__Expenses

1.319

400

1.573

1.664

12.098

Deductions
credited to
costsand
___expenses

20.164

36.287

22

36.307

10

1.627

8,557

Balance at
_end of vear

446
4.841

801

2474

490
3.522

801

20.164
38.761

112
3.522

802

18.591
75,068
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