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Why & how do your customers use
certification to reduce risk in
supply chains?

A What is legal timber?
A What is certification?

A How can customers use
certification as part of their due
diligence process?

A What are the differences between
certification schemes?
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Overview of the Due Diligence Process

Access supply Risk Risk
chain assessment mitigation
information
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What is Legal Timber?

Interpretation adopted by ETTF, NEPCon, and FSC.

Covers:

1. Legal rights to harvest
Taxes and fees
Timber Harvesting activities
Third Party Rights
Trade and Transport

a bk WD
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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
3.6 Conversion




it Bl @ nepcon E === ai:

Programme

uuuuuu

4. Third parties' rights
4.1 Customary rights
4.2 Free, prior and informed consent
4.3 Indigenous people rights

5. Trade and transport

5.1 Classification of species, quantities,
gualities

5.2 Trade and transport

5.3 Offshore trading and transfer
pricing

5.4 Customs Regulations

5.5 CITES
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Risk will be assessed throughout the supply
chai ne

Risk of legal violation in connection
1- > with the forest management and
FOREST harvesting operations
ORIGIN

Risk of legal violation during trade
and transport of the material
throughout the supply chain

v

SUPPLY
CHAIN

Risk of illegal material being
mixed with legal material

MIXING
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What is Certification?

Forest Management (FM) certification

~y

Retailer
Processor

“w

Forest

Chain of Custody (COC) certification

AUDIT AUDIT AUDIT AUDIT
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What is Certification?

If successful,
auditee receives
certificate

Auditor
Visits the
auditee

Malaysian Criteria and Indicators
for Forest Management €ertification (Natural Forest)

IMCE&I(Natural Forest)]

Auditor
assesses
auditee
conformance to
certification
standard

------
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How can customers use certification as
part of their due diligence process?

Becoming certified and selling certified materials
to your customers may help demonstrate that
products are legal.

For examp
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How can customers use certification as
part of their due diligence process?

Anindustiynchecs. @ |
S i e o i global witness A 2013 G |Oba| WItneSS report On
Sarawak timber industry

A Highlighted problem of logging
on steep slopes and close to
riverbanks in concessions

A Customers conducting due
diligence will take into account
this identified risk




How can customers use certification as
part of their due diligence process?

Can the risk be avoided?

Replacing
supplier
Avoid risk

by e Sourcing

Ves certified
Risk identified material

Specify risk Mitigate cause
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How can customers use certification as
part of their due diligence process?

MTCS/FSC:

6.5 Guidelines shall be prepared o vl
and Implemented tO:- ContrOI Malaysian Criferia and Indicators

for Forest Management €erfification (NaturaliForest)

erosion; minimise forest damage IMCRI(Ndliral Forcst)
during harvesting, road
construction, and all other
mechanical disturbances; and
protect water resources.




SUSTAINA
FORESTRY

\ Meets Rainforest Alllance
- z requitements for
¥ g Verified Legal Compliance

ST
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Wesian =
W) LEGAL

legals(mrw Uverivas]

Certified by NEPCon
NC-LS-0000XXX

Origine et legalité
du bois
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NEPCon Certification Scheme Evaluation

ANEPCon evaluation of certifice
provide assurance of legal harvest, transport and trade of
forest products

A Also includes evaluation of the level of transparency and
guality control

A Aims to support entities conducting due diligence to
understand where differences exist between certification
schemes.
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Summary of results

Category/Sub-category SVLK VLC OoLB FSC Sabah

Legality: right to harvest

Legality: taxes and fees

Legality: timber harvesting
Legality: 3parti esod r
Legality: trade and transport
Chain of custody

System requirements
Transparency

Auditing process

Key: - Full compliance Partial Compliance No Compliance
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Indonesia

Legality: right to
harvest

Legality: taxes and
fees

Legality: timber
harvesting

Legality: 39p ar t
rights

Legality: trade and
transport

Chain of custody

System
requirements

Transparency

Auditing process
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SVLK

A Number of gaps identified across the
system

A Recommendations:

I Analyse information and claims
received (SVLK website)

I Compare evaluation against relevant
risk assessments/risk information

I Ensure that risks identified on Global
Forest Registry (GFR) are covered by
the SVLK certificate or mitigated

I Assess where flaws or gaps have been
identified and mitigate specified risks
before purchasing
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Rainforest Alliance VLC

A VLC standards cover almost all
requirements used in the
evaluation

A One issue: No explicit mention of
verification of off shore tax evasion
or transfer pricing

A Recommendations:

I Separately evaluate risk of transfer
pricing manipulations in each
supply chain in DDS

I Info on GFR may help with this for
some countries

Legality: right to
harvest

Legality: taxes and
fees

Legality: timber
harvesting

Legality: 3¥9p ar t
rights

Legality: trade and
transport

Chain of custody

System
requirements

Transparency

Auditing process
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Bureau Veritaso OLB

A Significant gaps and flaws i does not

[FE e —— meet the most fundamental

harvest requirements for legality, traceability
fLeeegsality: taxes and and quality assurance

Legality: timber A Recommendation:

TS I Conduct analysis of the gaps in the
Legality: 3

system compared to potential risks in
the country of harvest e.g. compare
gaps vs risks identified on Global
Forest Registry

partiesao

Legality: trade and
transport

Chain of custody

System
requirements

Transparency

Auditing process
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Forest Stewardship Council (FSC)

Legality: right to
harvest

Legality: taxes and
fees

Legality: timber
harvesting

Legality: 3
partiesao

Legality: trade and
transport

Chain of custody

System
requirements

Transparency
Auditing process

A Due diligence does not cover trade
and transport legislation outside of
forest management/ origin of
material

A Recommendations:

I Assess risk of compliance with trade
and transport legislation in supply
chains

I Request information on origin i may
not be automatically made available,
but provision of information is
required
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Sabah TLAS
Category Sabah
Sub-category TLAS A Verification does not covers

Legality: right to
harvest

requirements in Appendix.

A Evaluation of COC not fully
Implemented.

A Handling of imported wood.

Legality: taxes
and fees

Legality: timber
harvesting

Legality: 3
partieso

Legality: trade
and transport

Chain of custody

System
requirements

Transparency

Auditing process
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Malaysian Timber Certification Scheme (MTCS)

Evaluation
findings

Legality: right to
harvest

Coming Soon!

Legality: taxes and
fees

Legality: timber
harvesting

Legality: 39p ar t
rights

Legality: trade and
transport

Chain of custody

System
requirements

Transparency
Auditing process
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NEPCon Certification Scheme Evaluation
Framework

N A Where no NEPCon
NEPCon ]
sy evaluation has been
compl et edeé

A Entities can use
NEPCon Certification
Scheme Evaluation
Framework to conduct

NEPCon LegalSource™ Procedure .
their own assessment

Certification Scheme Evaluation Framework

Version 1.0
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Summary of results

Category/Sub-category SVLK VLC OoLB FSC Sabah

Legality: right to harvest

Legality: taxes and fees

Legality: timber harvesting
Legality: 3parti esod r
Legality: trade and transport
Chain of custody

System requirements
Transparency

Auditing process

Key: - Full compliance Partial Compliance No Compliance
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Summary

A Certification is a useful risk mitigation
tool for Malaysian companies

A Certification has the power to lower
risk, where the scope of certification is
relevant to the risk identified

A All certification schemes cover different
legal categories and the gaps in each
should be recognised.




