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About NEPCon
Engaged in legal and sustainable forest management

v" Danish non-profit organisation

v Twenty years experience nature conervation and
sustainable forest management practices

v Market based approaches to transforming producing,
processing and purchasing behavior

v Recognized EUTR Monitoring Organization, August
2013

v Working with the Chinese Academy of Forests
v Partner of Rainforest Alliance
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Case Study: Furniture Retailer
Key characteristics

Furniture and houseware retailer
160 stores in 11 countries

1200 permanent staff

Under current control by CA



Case Study: Furniture Retailer
Supply chain overview

App. 606 articles containing wood

68 different suppliers in 14 countries

Wood originating from at least 11 countries
270 Articles containing MDF

25 species (reported)

Only 39 articles FSC certified



Case Study: Furniture Retailer
Distribution of origin of material (reported per
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Case Study: Furniture Retailer
Observations during evaluation

« General DDS

— Staff of company not competent to evaluate forest-related
Information

— No documented procedures

« Access to information
— Supplier self-declarations not precise and not verifiable
— Species and origin information often incorrect

— Some documents form supply chain (DDS certificates, other
documents)

— Often complex and opague supply chains
* Risk Assessment and mitigation
— Not implemented
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Case Study: Furniture Retailer
DDS development STEP 1...

« Communicate and inform suppliers (online training)
« Development of action plan to address gaps in DDS
« Supplier visits (China)

— Inform on requirements

— Evaluate ability to provide information

— Evaluate information available

— Map supply chains (if possible)



Case Study: Furniture Retailer
Supplier audits China: findings (1)

« Information made available by Suppliers regarding supply
chain, species and forest origin was (with few exceptions)
Incorrect and incomplete.

Species
« Wide-ranging levels of confidence in information:
— High: some solid wood and veneer components

— Medium-very poor: other solid wood/veneers and
composite or multi-specie mixes (plywood and MDF).

« Multi-specie products: suppliers mostly unable to facilitate a
list of species where this is the case.




Case Study: Furniture Retailer
Supplier audits China: findings (2)

* Integrity of the information provided to company on
existing supply chains.

Origin of materials

* Wide-ranging levels of confidence in Suppliers’ knowledge of
- and abillity to verify - origins of materials.

Recycled Material

« Suppliers lacked measures to improve supply chain
transparency and verify the recycled nature of the material.

L eqgality of Material

« Suppliers lacked measures to consistently provide access to
legality documentation.




Case Study: Furniture Retailer
Conclusions

Not possible currently to provide full access to
iInformation about many supply chains

Great uncertainty about species and origin

Some material groups like MDF may not be
possible to conduct DDS on — due to complexity of
Input

Alot of material sourced | China, but also from
other countries.

Based on gaps in information — not possible to
conduct thorough risk assessment or risk
mitigation
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Case Study: Furniture Retailer
Next Steps

« National and regional level risk assessment in China
* Mapping supply chains

« Species and source identification

« Species and product specific risk assessment

* Follow-up with suppliers

» Further development of DDS procedures to ensure continued
implementation by ratiler purchasing staff.

* Risk mitigation
— Onsite forest level legality verification
— Document verification and supply chian mapping
— Source certified
— Change suppliers



:Some notes on
:Due Diligence




The Role of Documents

Questions an operator should be able
to answer regarding documentation:

 How is it related to the applicable products
or supply chains?

« Can the validity of the documents be
verified/tested?

« What is the actual content/purpose of the
document?

« Relevance in relation to applicable
legislation and risk assessment?

« Language staff understands?
e Continuity in documentation




Risk Assessment
The Forest Legality Assessment Framework

FSC CW system: Global Forest Reqgistry
www.globalforestreqistry.org

Global database with information on

applicable legislation, and forest sector
risks.

High level of detail — based on EUTR
legality categories

Basis for mitigating risks

Global Forest Registry
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http://www.globalforestregistry.org/

Forest Legality Assessment Framework

1. Legal rights to harvest
1.1 Land tenure and
management rights
1.2 Concession licenses
1.3 Management and
harvesting planning
1.4 Harvesting permits

2. Taxes and fees
2.1 Payment of harvesting
royalties and fees
2.2 Value added taxes and
other sales taxes
2.3 Income and Profit Taxes

3. Timber harvesting
activities
3.1 Timber Harvesting
Regulations
3.2 Protected sites and
species
3.3 Environmental
requirements
3.4 Health and safety
3.5 Legal employment



Forest Legality Assessment Framework

4. Third parties' rights 5. Trade and transport
4.1 Customary rights 5.1 Classification of species,
4.2 Free, prior and informed guantities, qualities
consent 5.2 Trade and transport

4.3 Indigenous people rights 5.3 Offshore trading and
transfer pricing
5.4 Customs Regulations
5.5 CITES



Risk determination

(Description,

Control measures and verifiers
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— Land registry shall confirm ownership and validity of property deed.

— The business register shall confirm valid business licenses to operate within the
jurisdiction.

— In areas with land ownership conflicts, consultation with neighbours, the local
communities and others shall confirm that land tenure rights are clear.

— Stakeholder consultation can be used to confirm legal status of the operation; or that
the rights established for conducting activities are not subject to court orders or other
legally established decisions to cease operations.

— The management contract or other agreements with the owner shall indicate clear
management rights.

— Valid business registration documents shall exist.

— Inspections of harvesting site shall confirm that harvesting (including felling, transport
and log landings) takes place within property limits.

— A map with the traditional communities close to forest areas should be created to
help identify potential conflicts over land use, depending on the size of the enterprise.
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Forest, plantation & species information

According to FAQ (2010) China has amound 207million
ha of forested land, comprising approximately 27% of
the country's land area. China Foresiry Dotsbose
[!Dl 1) figures are lower by 10 million ha (and 1.7%).

Al land, Including forest land, Is owned by the Chinese
o nt, with o Thar q  rights
being assigned or leased to state-owned !
collective farms or private enterprises
farmers. Collectives manage about 58% of fo
while 4% Is managed by the state In the form
forest farms or state forest bunes

Natural forests

s are sHll active In
following species:
oak [Qmmw:.ﬂl (A Fpe.), birch | Satui
sa0.) and linden | ¥ sa0.).

Plantations

According to FAD, planted forest may now cover as
much as 77m ha (37% of all forest area) wikth amnual
Increases ranging between 2 8% and 4.3% In the last
10years.
China’s prindpal plantation species indude:

Maagan Pisse (M b ok i)

1
¥

KEY RISK FERTUEES
CORRUFTION PERCEFTION TNDEX

»  Chisese Fir | Redweod { Civingharnds & dni)

Arournd 40% of Chinese domestic timber production
hexs derived from plantations, with the rest coming from
mesthara| forests (EIA 2003). This may be decreasing.

Timber imports

China has become the worlds largest importer,

consumer, procucer and exporter of wood products. It
Is @ leading wood-processing hub on a global scalke.

Chira imparts annually 10-12million m® FWE of wood
products from tropial cowntries (GLAJ.  The wast
majarity & In the form of round logs then, secondly, as
sawn timber. China sources tropical timber from a wids
range of countries and i renowned for Importing e

Euchlpins S8
Laeth (Lars spg.) wolames from countries with high risk of llegal logging-
i)
This Country Prafle b deveoped under NEMCon' s LigalSosrce™ Programms l‘mls“rnn (_
Frbroaey 2024
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COUNTRY PROFILE: Ghina

China Imports app. 20-25million m? RWE of temperate
hardwoods and softwoods from Russia annually (GLA).
Imports are mosthy in the form of round logs oF Sawn
Hrmiber, with the sawn Hmber proportion Increasing to
ower 50% in proportion over the last decade. Principal
source of supply 1 the Russian Far East and East
Slberia.

A rapidly increasing volume of temperate raw materials
are deriving From lower-risk countries such as Canada,
USA, EU27, Australla and New Zealand. Imports of logs
and sawn Hmber have incregsed S-fold in the last 5
years. Imports now stand at around 20millicn m? RWE
for logs and 1amillion m? RWE for sawn timber (GLA).

CITES specdes
Currently, no commonly commerciglly traded tmber

species from China are listed on any of the CITES
appendices. Following are listed on CITE appendices:
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Forest Legality Risks

Domestic material

some regions (e.9. suulhm coliective forest reglon)
50mMe problems exist where ownership by forest farmers
s often encroached.
s Quastions regarding potential irmegularities with regards
to land allccation processes for the plantation sector
remain (FT 2011, ART 2010).

Though not reperted bo be a large scale or high Impact
Issue, it must be considered that sorme risks do exist in
China‘s dormestic forest harvesting.

Imported material

The rmain risk fector orginates from imports -
especially for tropikcal hardwood Imperts (FT 2013).

This Couniry Proflie ks developed under NEPCon's Legattource™ Programmae
February 2004
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Various studies have estimabed the proportion of lllegal
tirber in Impants; from 20-25% (CH 2010) to 30-40%
of Imports and industrial production {GLA)

Steps have been taken by China bo address its role in
the fllegal Himber trade, including the (in progress)
development of & timber legality verification scheme
and collaborations with other countries to tackle trade
and mﬂl‘tﬂl COMOSTTS. These demonstrabe
China's capacity and activity to ralse awareness - and
influence the procurement - of legally-harvested wood

. There are no plans at this moment in Bme
trading-blocks such &s the EU,
Lo enact national legislation.

52% of log and 41% of sawn tmber

af comples &nd opaguee supply chains dus
forest sources (domestic and imported),
and middle men and composite
volumes of imber processed in China
ried, often with litte or no information an
Torest origin (TFT 2011).
Mizing of similar and/or same specles 5 common in the
supply chain. E.g. Russian hardwoods such as aak are
mixed with cak from Chinese northeastern forests and
timber imported frorm the US and EL.

Chinese Customs Processing Trade Book (“Customs
Book™) records raw materals imports intended for
processing and subsequent export. There sppears bo
e widespread fraud throughout this system, to reduce
the payment of taxes and duties (EIA 2013).

A very significant proportion of China’s imports of wood
products from troplcal countries and Russia are likely
to be illegal.

Fraud In Eechnical specifications and product
description add another lzyer of lllegality.

Species risks for China relates to & very
high degree on the orgin of the spedes.

teplsoure




Country Profiles

Description of the key risks
Overview of nominally legal sources
Documents used on full supply chain
List of applicable legislation



Risk Mitigation

Specified risk shall be mitigated accoring to control
measures.

Use of documents if:
- Supply chain can be verified
- Documents can be independenly verified
- Suppliers are willing and able to support
- Need for local level verification

On-site orest level verification of legality (for high risk in
most legality categories)

Sourcing certified timber
Change suppliers



Risk mitigation: Controlling the

cause of risk
Process overview

Identify risks

Verify
effectiveness of Specify risks
risk mitigation

Mitigate non- Verify presence of
compliances non-compliance
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: implementation
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Reports from Operators
Challenges and view

Varying sense of necessity to meet EUTR

Varying levels of enforcement between EU
Member states — confusion as to what the
correct level 1s?

Significant steps taken by some companies, but
majority rely solely on documents (or nothing).
What about EU forests?

Requests for more guidance on risk assessment |
— Thresholds, methods
— The more you ook, the more issues will arise

— Dealing with legal compliance is not a simple
matter

>




Reports from Operators
The role of the MO

« Relatively low interest in MO services — most
comanies seek advice and technical support

« MO function is unclear to Operators and
benefits not clear

« Industry reacts to increase in control by
authorities
— However, the use of long stepwise phase in

enforcement has created a feeling that there are
No consequences.



General Observations
Challenges of the role of MO

* Public access to MO standards and systems
— Lack of transparency "we can get you EUTR compliant”
« Communication with CA
— No formal procedures
 Ability of MOs to provide support to Operator’s up
stream suppliers
— Some challenges the "certification approach”
— Transparency is the key



General Observations
FLEGT VPA and EUTR?

 Resources available to the VPA process — no clear
support for EU industry
« EU industry challenged with legal obligations — trade
continues
— Synergies?
— New approaches?
— Connect between VPA and EUTR



Key Conclusions

 Little incitement for importing operators to join an MO -
risk of reporting.

* Need for uniform and strong enforcement
* Need for clarity

— DDS
— Risk information

« Varying interpretations of the regulation within different
countries — risk threshold, role of documents



Thank you
Christian Sloth

Forest Legality Programme Manager
cs@nepcon.net
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NEPCon works to ensure responsible use of
natural resources and secure sustainable

livelihoods by transforming land-use, business
practises and consumer behaviour.



