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Executive Summary

What is forest certification? What does it certify? How is it used? What can you tellfrom a
certificate?

The answers to these questions are fundamental to understanding the relationship
between voluntary certification of forestproducts and the EU Timber Regulations.

This report presents the findings of a study conducted on the behalf of the European
Commission, to provide a better overview of forest-related certification schemes and the
differences between them. A better understanding of howwell certification schemes align
with the requirements of the EU Timber Regulation (EUTR), will benefitthe Operators of
the timber industry, as defined by the regulation, as well as the authorities responsible for
enforcing it.

The provisions of the EUTR and related implementing guidelines provide clarity that,
although certified material may play a role in the due diligence process, it is not an
automatic “green lane” to meet the due diligence obligations. Rather than being exempted
from the requirements of the regulation - like CITES or FLEGT licensed wood-products
placed on the EU market - Operators still must conduct a risk assessment of materials
carrying a certification claim.

The findings of this study can therefore be used in the following two ways:

o for certification schemes evaluated as part of the study, as a direct support to the
risk assessment, adding detail to this process by providing information on where
potential strengths as well as gaps may exist in the coverage of the specific
certification scheme,

o for other schemes not evaluated as part of the study, this summary report should
provide guidance as to howthe scheme should be evaluated, identifying both the
strengths and gaps which are common to many certification schemes.

Key findings

Through comprehensive analysis of scheme standards, combined with a review of
external studies and reports, several findings were made in order to highlight
recommendations for EU operators and competent authorities when dealing with certified
timber products.

The overall finding of the study is that certification can provide significant support to
Operators in their efforts to meet EU Timber Regulation obligations for due diligence. The
certification of forest products provides both assessment and assurance of most aspects
of legality and also provides systems to control and manage fraud and corruption. In
addition, the application of chain of custody systems on certified material claims, support
the ability to access supply chain information and control the flow of material through the
supply chain. It is concluded that certification is a key tool for Operators for meeting EUTR
due diligence obligations.

While being an important tool for Operators, the present study also identified several gaps
and weaknesses. These need to be considered when buying certified materials. This
study can serve as a guide to where such weaknesses are found in the schemes under
assessment.

The study indicates that certification schemes generally include requirements for certified
materials to be harvested and traded in accordance with applicable legislation. However,
the study also identifies the areas where the legal requirements applied by certification
schemes are limited in scope or ambiguous in nature. It also concludes that most
scheme standards have gaps in their legality definitions, that poses risks in relation to
them fully meeting the definition of applicablg legislation as set out in the EUTR.
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A second key gap to certification schemes relates to the traditional model of chain of
custody systems to track the claims of certification, from the forest to the end buyer. While
they do provide a systematic approach to transferring claims throughoutthe supply chain,
for the most part, they do not include the systematic ability to verify — in real time or
otherwise — transactions of volumes, species, and qualities between entities, thus leaving
the systems vulnerable to manipulation and fraud.

The findings of the study also show that even if certification schemes on the first look
appear relatively similar, there can be significant differences in what they cover, how they
operate and howwell they address risks of illegal harvesting and trade in certified supply
chains.

This report includes the detailed analysis of the normative frameworks of certification
schemes against a Scheme Assessment Framework developed as part of the study. It
also includes analysis of the performance of certification schemes based on publicly
available information or data which informs on the functioning of certification systems in
practice. Including the performance-based information which is important because the
scheme performance not only relies on the contents of normative standards, procedures
and their application, but also on other factors that affect the effectivenessor integrity of
schemes, such as corruption.

Corruption and fraud are key risks in timber supply chains from many countries — this
problem is not limited to certified timber. A key finding of this study concerning how well
certification schemes address corruption and fraud, is that although most schemes have
requirements related to detection of corruption, these are often insufficient. In general, the
following is applicable to all certification schemes:

e given the clandestine nature of corruption and the illegalities that stem from it,
schemes are challenged to identify and effectively handle corruption issues.

e the systems in place to identify cases of corruption are relatively limited.

In addition, the risk of fraud, e.g., in supply chains is generally poorly covered. There
seems to be no approach to enable auditors to detect and act on fraudulent practices by
forest managers or in the supply chain. So, while scheme do have systems in place to
control and manage fraud, this is an area where improvement can be made.

In summary, the findings show that none of these schemes are perfect or can provide
complete control of supply chains, but at the same time they are an essential tool to meet
EUTR requirements. Certification provides a range of safeguards that support legal trade
in timber products and definitely safeguards a higher degree of assurance to operators,
compared to non-certified material or supply chains.

Operators are therefore recommended to use certified material and make the best use of
this certificate schemes assessment in this study to identify potential gaps in the
certification schemes and to compare this with their risk assessment of the supply chain.
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Introduction

Certification of forest product has been used in the last decades to improve forest
management, secure supply chain traceability and make markets claims to buyers about
the certified status of the material. But with the implementation of the EU Timber
Regulation, market operators and buyers face new challenges in assuring that the timber
has been legally harvested and transported. These challenges have raised questions as
to the effectiveness of certification systems to assure legality, especially as defined by the
EUTR.

Specifically, for operators implementing due diligence systems, as required by the EUTR
as well as for the Competent Authorities enforcing the Regulation, questions remain
regarding the level of assurance that can be obtained from certified material. Also,
guestions are often raised about howthe information on certificates can be linked to the
legality and traceability of the product.

So, the questions emerging for the day-to-day implementation of the EUTR, focus on
areas such as how well a certification scheme ensures compliance with applicable
legislation and how well the scheme assure that certified material is not mixed with non -
certified materials. Also, how the certification scheme, in general, functions to avoid
fraudulent practices such as corruption and misuse of certification claims.

This report contains the findings from a study conducted by Preferred by Nature on behalf
of the European Commission. Its findings provide insight to these questions and deliver
recommendations to the EC on how a similar approach to assessing the efficiency of
certification schemes could be used to evaluate other issues for other types of
commodities.

About the study

Preferred by Nature is contracted by the European Commission (EC) to carry out Study
on Certification and Verification Schemes in the Forest Sector and for Wood-based
Products as part of the EU Communication on Deforestation.

The Study was awarded to Preferred by Nature in March 2020 and planned to run for 12
months.

As stated in the call for tenders® to which this study is responding:

“The EUTR (European Timber Regulation) is an EU legislative instrument to
address the global problem of illegal logging by acting on the side of the demand
for timber and timber products. While this instrument entered into application in
2013, more recently, in 2019, the European Commission adopted an EU
Communication on Stepping up EU Action to Protect and Restore the World’s
Forests. The Communication proposes actions to be implemented by the
European Commission to meet these priorities among others to encourage the
strengthening of standards and certification schemes that help to identify and
promote deforestation-free commodities through, among otherthings, studies on
their benefits and shortcomings and by developing guidance, including
assessment based on certain criteria to demonstrate the credibility and solidity of
different standards and schemes.”

" ENV/2019/0P/0013
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The European Timber Regulation (EUTR) was proposed in October 2008, adopted on 20
October 2010 as Regulation (EU) No 995/2010 and came into force on 3 March 2013. The
regulation prohibits the placement of illegal timber on the EU market and covers a wide
range of products set outin its Annex|.?

The EUTR establishes the following three key obligations:

1. It prohibits the placing on the market of illegally harvested timber or timber
products derived from such timber.

2. It requires operators who place timber products on the EU market for the first time
to exercise ‘due diligence’ (“DD”) not to source timber fromillegal sources.

3. ltrequirestradersin timber and timber products, which have already been placed
on the market, to keep records of their suppliers and customers.

Due Diligence requirements are designed to ensure that operators undertake a risk
management exercise to minimize the risk of placing illegally harvested timber, or timber
products containing illegally harvested timber, on the EU market.*

The challenge

The timber and wood-based industry widely use certification to meet their sustainability
commitments and as a tool in meeting the due diligence obligations of the EUTR.

As stated in the tender:

“The EUTR establishes that risk assessment procedures in the context of the
application of the DD System should include relevant risk assessment criteria,
including assurance of compliance with applicable legislation, which may include
certification or other third-party-verified schemes which cover compliance with
applicable legislation. Alongside forest certification systems, certifying bodies issue
certificates as “third-party” verifying the legality of timber and wood-basede.g., on
ISO standards, as part of Corporate Social Responsibility, or manage ment
systems. But the EU states that certification of a product standard or chain of
custody does not necessarily prove legality, as required by EUTR. It is therefore
useful to describe the differences in certification schemes and identify the
elements relevant under EUTR. Difficulties in understanding certificates and
certification and lack of clear information by companies/entities and organizations
issuing certificates may result in operators beingin breach with legal requirements
or at least paying for something with no or limited value. For authorities, the same
problem might result in waste of enforcement resources or even drawing wrong
legal conclusions during inspections. ”

Objectives

The study aims to provide a clear methodology for the evaluation of certification schemes
to facilitate alignment of the work by Operators and Competent Authorities regarding the
different legality definitions, criteria behind the certification, and how they relate to legal
obligations under the EUTR.

Specific objectives of the Study are:

% https://eur-lex.europa.eu/legal-content/ EN/TXT 2uri=CE LEX%3A32010R0995

® https://ec.europa.eu/environment/forests/timber_requlation.htm#diligence
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Create an overview of certification and verification schemes and certificates being
used for forest and wood-based products.

Develop and apply a framework for the evaluation of such certification and third
part verification schemes, including their respective strengths and weaknesses, in
relation to the EUTR.

Evaluate the applicability of the framework to other products originating from
converted land.

Identify options for further work at the EU level/for the Commission.

Key activities

The key activities of the Study were:

Establish the participation approach, including the Stakeholder Consultation
Forum, the Peer Review Committee and other stakeholders’ networks and
platforms and ensure continued patrticipation.

Create an overview of certification and verification schemes and certificates being
used to certify forest and wood-based products.

Develop an assessment framework.
Implement the assessment framework to assess selected schemes.

Evaluate the applicability of the framework to other products originating from
converted land.

Identify options for further work at the EU level/for the Commission.

Development of the Scheme Assessment Framework

To evaluate certification scheme documents and associated standards, a Scheme
Assessment Framework has been developed. This is described in detail in the section on
methodology.

The Scheme Assessment Framework contains several requirements for certification
schemes to evaluate how well they address legal harvesting and trade and how the
scheme audits certificate holders, how they approve certification bodies, and how the
scheme is managed. The framework is structured into a set of principles and criteria:

A: Requirements for Certificate Holders

A.1 Legal Requirements at the forest level

A.2 Legal requirements for supply chain entities
A.3 Requirements for material control

A.4 General requirements for Certificate Holders

A.5 Quality and procedural requirements for Certificate Holders

B: Requirements for Certification Bodies

B.1 General Certification Body requirements

B.2 Certification Body requirements for auditing and certification

C: Requirements for Certification Schemes

C.1 Transparency
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e C.2 Standard setting
e C.3 Accreditation
e C.4 Certification process

Each scheme was assessed against all indicators for each of the criteria, according to the
assessment procedure also developed for this study. The assessment procedure was
developed as one of the first activities of the study and finalised through stakeholder
consultation process.

About this report
This report contains separate parts as below:

PART |: Background and methodology

in this part of the report the background to certification is summarized and the
methodology used for the study is presented.

PART II: Cross cuttingissues

In this section general information and issues related to the performance of certification
scheme is discussed. The report includes an evaluation of evidence relating to scheme
performance, such as scientific articles, reports from civil society organisations and other
sources. There does not exist a large body of literature addressing impacts and
performance of certification schemes. However, such information as was found was
evaluated, in order to provide examples of where certification schemes provide value, but
also where examples may show weaknesses.

Issues related to the performance of certification schemes include howchain of custody
models are implemented and what challenges exist, also there is discussion on how
schemes deal with differences in legality definitions and how scheme governance affect
the performance on the ground.

This summary report provides a synthesis of this information, drawing on evidence from
external performance data to further analyse strength and weaknesses of schemes in
relation to their real-world performance, and the use of certified material within a due
diligence system.

PART Ill: Results related to forest certification scheme evaluations.

A summary of the key results from the assessments of five forest certification schemes
and standards against the Scheme Assessment framework developed for this study.

The Schemes/Standards included in the study are:

1. PEFC International, including national standards from Brazil, Romania, Russia and
China.

2. FSC International including national standard adaptation from Brazil, Romania,
Russia, and China.

3. Bureau veritas’s OLB

4. Sustainable Biomass Program, and

5. ISO Standard 38200 on chain of custody of forest products.
All reports are annexed to this report.

The assessments contain an overview of how well the schemes provide assurance that

certified material is legally harvested and traded and how this assurance could be used as
10
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part of Operators’ efforts to comply with the obligations of the EU Timber Regulation. The
detailed assessments were focused on evaluating the normative requirements of the
schemes and their procedures and systems to ensure consistency and integrity in the
implementation of the schemes. These issues centre around requirements for certification
bodies, accreditation, as well as scheme governance issues.

This summary report presents the overall analysis based on the results of the scheme
assessments.

PART IV: Analysis of the application of a similar scheme evaluation approach, to
other commodity certification schemes

As stated above, the study also includes an evaluation of how well the approach to
assessing forest certification schemes would work with covering certification of non -fore st
products from agricultural production. Special focus is given to products that have a high
risk of originating from land converted from natural forest or other natural ecosystems.

The following schemes were selected to evaluate how well the Scheme Assessment
Framework is functioning:

1. Soy certification by RTRS;
2. Cocoa certification by UTZ, and;
3. Palm oil certification by RSPO.

For each of these schemes, a revised assessment framework was tested to evaluate
which indicators would be relevant for other commodities and to evaluate if additional
indicators should be added.

PART V: Recommendations

The fifth and final part contains a brief overview of recommendations based on the
findings of the study.

study.
Annexes

As mentioned above this report contains the main findings and summary of scheme
assessments conducted as part of this study. In addition to this report several Annexes
are attached to this report.

The reports annexed to this report are as follows:

e Annex 1: Forest Certification Schemes: an overview — This report provides a
general overview of the structure and functioning of certification schemes. It
provides important information about schemes that will enable the reader to
understand the concepts and language used by certification schemes and the
structure set up to implement and govern them.

e Annex 2: Certification Scheme Assessment Procedure (SAP) —the procedure
used to asses certification schemes

e Annex 3: Certification Scheme Assessment framework (SAF) — the
Framework used to assess certification schemes.

e Annex 4: PEFC Scheme Assessment Report - results of the assessment of the
PEFC Scheme.

e Annex 5: FSC Scheme Assessment Report - results of the assessment of the
FSC Scheme

e Annex 6: SBP Scheme Assessment Report - results of the assessment of the
SBP Scheme

11
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e Annex 7:1SO 38200 Standard Assessment Report — results of the assessment
of the ISO 38200 Standard.

e Annex 8: 0OLB Scheme Assessment Report —results of the assessment of the
OLB Scheme.

12



REPORT : STUDY ON CERTIFICATION AND VERIFICATION SCHEMES IN THE FOREST
SECTOR AND FOR WOOD-BASED PRODUCTS

PART I. Background and methodology

1. History of forest certification

Concerns about deforestation, illegal logging, poor forest management and landrights of
forest-dependent peoples — particularly in tropical timber-producing countries - emerged in
the mid-1980s to early 1990s and supported through campaigns by NGOs and Indigenous
peoples’ organisations (FERN, 2001). At the same time, the concept of sustainable
development was gaining popularity in the wake of the 1987 Brundtland’s report and the
United Nations Conference on Environment and Development (‘Earth Summit’) of 1992 in
Rio. In 1990, international negotiations aiming at setting up a global forest treaty were
launched but this process failed as the international community never reached a
consensus for a binding multilateral instrument on forests and the necessary definition of
sustainable forest management and mechanism to enforce it (Perera & Vlosky, 2006).

In parallel, discussions between the forest products sector, consumers of wood products
and environmental and human-rights NGOs led to the development of a non-
governmental market-based approach, designed to provide a credible way of identifying
well-managed forests and timber products derived from those forests while meeting the
various needs and interests of actors involved (FERN, 2001). This started the
development of voluntary certification, which led the foundation of the Forest Stewardship
Council (FSC) in 1993, as an early ‘front-runner’. Set up as an independent non-profit
organisation with a global reach, FSC pioneered innovative decision-making processes
accommodating diverse interests and helped shape the form that sustainable forest
management certification would take through its ‘Principles for Forest Stewardship’
(Brown et al., 2008).

In the next few years, competition in the field of voluntary certification emerged, mainly
from national and regional initiatives; in the USA with the Sustainable Forestry Initiative
(SFI) in 1994, in Canada with the Canadian Standards Associationin 1996 and the Pan -
European Forest Certification (PEFC) in 1999 (Perera & Vlosky, 2006, Brown et al.,
2008).

The multiplication of such national or regional forest certification schemes soon brought
debates over mutual recognition. Based on its successfully working with European
industry and stakeholders, PEFC re-launched in 2003 as a global initiative called
“Programme for the Endorsement of Forest Certification schemes”, working as a bench-
marking scheme endorsing national certification schemes also outside Europe, such as
SFland CSA. By 2019, 48 national schemes were supported under PEFC (Brown et al.,
2008). PEFC is now the certification scheme with the largest area of certified forest,
followed by FSC, with around 325 million hectares and 210 million hectares certified,
respectively.

Given the timeframes required to achieve Forest Management (FM) certification and the
time taken to build a critical mass of certified forest, a gap emerged between the available
volumes of certified timber and the demand for certified material. One early obstacle to the
growth of the certified forest area, was the challenges faced particularly by wood chip and
fibre industries, as the requirement to physically segregate certified and non-certified
material is very costly. Another obstacle faced by producers of asse mbled products, for
whom it could be very challenging to acquire all product components from certified forests.
The resultin both cases was an either-or situation, where either all or nothing of a product
could be marketed as certified. To address these challenges, different procedures for
mixing certified and uncertified material were introduced, the two most common of which
is the mass balance system (credit system) and the threshold system (percentage
system).
13
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In the meantime, government-led action to fight unsustainable forest management and
deforestation emerged with several regulatory measures taken by countries or regions to
restrict the entry into their internal market of illegally harvested or traded products. In this
regard, the United States government amended its Lacey Act in 2008, Australia adopted
the llegal Logging Prohibition Act in 2012 and the European Union launched its Forest
Law Enforcement, Governance and Trade Action plan in 2003 and adopted its Timber
Regulation (EU 995/2010)* in October 2010.°

These newregulatory measuresrepresentan effort to ensure the legality of timber traded
both domestically and internationally. They mainly took the form of obligations of timber
businesses trading in forest products to exercise ‘due diligence’ or ‘due care’ in relation to
the potential risk of illegality in the country of harvest or during their trade.

Before aiming at sustainability, the push towards securing legality, alongside the
challenges of sustainability certification schemes, led to the development of other
certification or verification schemes, such as the Bureau Veritas’ OLB, geared toward
ensuring the legality of timber rather than the more demanding threshold of sustainable
forest management.

This new set of schemes encompasses the certification of legal harvesting directly at the
forestlevel as well as the certification of legality in trade and transport at various points
along the supply chain. Other schemes focus on certifying the robustness and
performance of due diligence practices conducted by an organisation on its timber
supplies.

These latter schemes have mainly been developed by organisations already involved in
delivering certification services for precursor schemes (for instance, Bureau Veritas
(OLB), Control Union (TLV), SCS (Legal Harvest) and Preferred by Nature (LegalSource).

Similarly, other certification schemes have emerged in relation to more specific forest
product groups or processes. Examples include the Sustainable Biomass Program (SBP) ¢
as a scheme for sustainable biomass production, schemes for non-timber forest products
(e.g. Fairwild’, the International Standard for Sustainable Wild Collection of Medicinal and
Aromatic Plants, etc.), as well as the ISO Standard specifically for the traceability of timber
products (ISO 38200/2018)¢, etc.

2. Key features of certification

Forest-related certification schemes may help operators comply with the EU Timber
Regulation (EUTR). It is explicitly stated in the regulation text that certification schemes
may be taken into account in risk assessment and mitigation procedures. Still, it is
important to emphasise that the regulation does not exempt certified products from the
EUTR requirements. While certification may significantly contribute to ensuring legality of
wood sourcing for operators, they still need to understand the strengths and limitations of
forest-related certification schemes in the context of complying with the EUTR
requirements.

* https://eur-lex.europa.ewlegal-content/EN/TXT /2uri=CELE X%3A32010R0995

® The EUTR entered into force inMarch 2013.

® https://sbp-cert.org/
" https://www.fairwild.org/

® https://www.iso.org/standard/70179.html
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Despite many similarities, each forest-related certification scheme comprises its own set
of requirements, a discrete set of certification and accreditation procedures, differing
approaches to quality assurance and a varying degree of transparency. These differences
result in a high level of complexity for certificate holders, who in some cases may be
simultaneously certified under several different certification schemes. This may lead to a
lack of understanding of the limitations of the individual certification scheme and cause
certificate holders to fail to understand that compliance with a voluntary forest certification
scheme does not necessarily equal compliance with all applicable laws in the country in
which they operate.

This report seeks to give its readers a much more comprehensive understanding of forest-
related certification schemes, their design, structure, and applicability with the EUTR.
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Figure 1: Overview of forest-related certification

2.1 Key features of forest-related certification

This paper focuses on legal and/or sustainable forest management certification and
traceability systems for forest products® and class them according to key differences in the
certification process. It may be helpful to distinguish between four distinct types of
certifications, depending on the process and object of certification. However, many
certification schemes share characteristics of more than just one of the following types of
certifications.

e Product certification is when the object of certification is the product itself. Product
certification seeks to ensure that a product meets predetermined specifications,
such as a certain quality level and composition. While most forest certification
schemes are not product certification systems per se since the product itself is not
subject to evaluation. The schemes permit on-product certification claims for
marketing purposes.

e System certification is when the object of certification is a system of procedures
designed to deliver a uniform product or outcome. Under a system certification, the
assessment focus on policies, processes, and systems in place rather than the

° Certification systemsdedicatedto productspecific attributes, such as wood quality or formaldehyde emissionsfrom wood
products, have omitted from thisreport.
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product or performance. The ISO 9000 family of quality management systems is
an example of a system certification regime.

Process certification focuses on specific steps in a production process to acquire
desired product properties. Chain of custody (CoC) certification can be described
as a process certification, as the goal is to ensure traceability in the production
flow through auditing.

Performance-based certification focuses on outcome rather than process.
Performance-based certification allows for flexibility in achieving a given outcome
to meet certain thresholds or objectives.

Most forest certification schemes contain elements of both performance-based and
system certification. Some criteria and indicators may set specific thresholds that need to
be met by the certificate holder, while other criteria and indicators may require certain
systems or procedures to be in place.
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Figure 2: Overview of Overview and roles of actors in certificationschemes

Actors commonly involved in certification

The following types of entities are usually presentwithin a certification scheme:

The Scheme owner is responsible for the development, administration, and
maintenance of a scheme. Their role usually involves developing a set of
normative requirements (standards) and ensuring that the standards are regularly
revised, appropriately interpreted and implemented. Scheme owners also establish
the requirements and procedures for certificate holders and develop an assurance
systemto ensure the proper functioning of the scheme.

Accreditation bodies are tasked with accrediting other organisations (certification
bodies) to deliver qualified certification services under a predetermined set of
requirements. Accreditation bodies should regularly evaluate certification bodies'
performance to ensure their continuous technical competence and integrity when
conducting conformity assessment work. An accreditation body may be included in
a scheme’s institutional setup, in which case the scheme owner will usually choose
the accreditation body. One or more accreditation bodies may provide
accreditation services under a certification scheme. However, not all certification
schemes function with an independent accreditation body, as some scheme
owners directly accredit certification bodies.

Certification bodies (CBs) are the third-party entities that deliver certification
services, principally through auditing practices. A certification body usually
16
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2.3

employs individual auditors. Their role is to ensure that certificate holders conform
to the applicable set of requirements whilst following the relevant procedures set
by the scheme owner for CBs. Some private-sector legality verification schemes
are, however, also delivering certification activities themselves.

Certificate holders are the organisations committing to the conformity assessments
against one or more standards. As auditors regularly assess the certificate
holders, they are generally referred to as the “auditee”. However, some
certification bodies distinguish between the ‘certification client’, andthe ‘auditee’,
i.e. the client of certification can be the owner of a corporation with many
subsidiaries, while the auditee may be a specific entity of that corporation.

Stakeholders may play different roles within the functioning of a scheme. The
development of a standard can rest entirely in the hands of the scheme owner, or
it may be developed through a collective effort involving different types of
stakeholders.

Common characteristics of certification schemes

Schemes are international but not governed by sovereign states.

o Although environmental policies have historically been promoted through
government involvement via regulatory mechanisms, almost all forest-
related certification schemes are voluntary arrangements backed by a mix
of private enterprises, business associations, and/or civil society
organisations. Though public agencies may be involved at some level, they
are usually not part of the scheme's decision-making bodies.

Schemes develop their own standards.

o As similar international initiatives without governmental support, forest
certification schemes can apply to multiple countries without any formal
association between the sovereign statesincluded in their scope. A notable
trait of these non-governmental initiatives is their ability to develop
standards, guidelines, product specifications and requirements in
production methods to a common standard above what is required by
national laws.

Schemes are voluntary.

o Because of the sponsorship by non-governmental institutions, international
initiatives are proprietary systems where certificate holders participate
voluntarily. This aspect is shared across all present sustainable forest
management certification and timber-legality certification schemes.

Access to a scheme requires adherence to the requirements of the scheme.

o Schemes use standards to ensure a uniform application of requirements,
and prospective scheme participants will have to undergo an application
process. Depending on the applicants' place in the supply chain, it may set
different requirements. The evaluation process may be more performance -
based at the forest level, including implementing legal or sustainable forest
management practices. For operators in the supply chain, Chain of
Custody (CoC) requirements tend to be more system-based in nature,
usually providing normative requirements related to traceability and claims
about the status of certified products.

Certification bodies shall be independent and impartial.
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o The governing bodies of certification schemes are aspiring to maintain
independence and objectivity in certification decisions. The impartiality of
auditors, who evaluate conformance against a given standard, are core to
this mission. To ensure objectivity in conformance evaluations, certification
schemes rely upon an independent third party to conduct conformity
assessments and make certification decisions. In third-party audits, the
auditor is without any conflict of interest to the auditee and performs the
audit to verify conformance with requirements.

e ltis the certificate holders who pay for certification schemes.

o It is a key principle in forest certification schemes that the certificate
holders fund the costs associated with third-party auditing. A motive for
forest owners, operators and traders to participate in private certification is
the prospect of gaining market access or selling certified goods at a
premium, compared to competing products.

2.4 Definition of standard requirements for certificate holders

The key part of a certification scheme is the requirements to which a certificate holder
shall conform. The normative requirements listed within standards are usually structured
within a hierarchy according to the importance of the requirements. Acommon approach
is the use of principles, criteria, and indicators (see section 6). In addition to standards,
most certification schemes provide additional guidance, policies, procedures, and
interpretative documents to support the functioning of the scheme.

2.5 Understanding the scope of a certificate

Organisations usually need to define the scope of forestor forest products and activities
that the certification body shall evaluate. An organisation may wish to certify only a subset
of its forest operations or products.

A forest management certification may focus on a single site or multiple sites, usually
made up of individual Forest Management Units (FMU) owned or managed by a forest
management enterprise (FME). Depending on the scheme, specific rules may apply to
multisite certification. Special conditions or separate normative requirements, policies, or
procedures may also apply to the FMUs that are excluded from the certification scope not
included within the certification.

Another approach to certification is seen taken by the Sustainable Biomass Program,
which applies a sourcing standard. That means that the system is based on the buyer
conduction risk assessments and due diligence on the material sourced from specific
regions. This may include areas that are already certified by other certification schemes
but could originate from locations that are non-certified.

For processing or trade organisations, the scope of their CoC certificate may be limited to
certain products composed of certified raw material. It is left to the discretion of the
certificate holder to determine what products to include in the scope of certification.

It is important to keep in mind that the chain of custody in forest-related certification does
not necessarily provide an ability to trace wood products back to their specific FMUs or
forests of origin. CoC standards, however, do contain requirements designed to prevent
any mixing or substitution of products or materials not meeting the requirements of the
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scheme, in the supply chain. Each link in the supply chain must implement those
requirements for the whole system to function.

2.6 The certification process

The evaluation of the certificate holder’'s conformance with the relevant requirements
(standards) is conducted through audits. Audits often involve on-site visits, where
representatives (auditors) of the Certification Body conduct an evaluation of the
performance of the certificate holder (or prospective certificate holder), by reviewing
documents, conducting inspections, inventory assessments, interviews with staff and/or
consultation with stakeholders. The frequency of audits is detailed within the scheme’s
rules and procedures.

Certification schemes usually set rules on how audits should be conducted. Certification
Bodies are typically required to apply a documented methodology for the assessment of
organisations. In forest certification, an important distinction between schemes is whether
stakeholder consultation shall be a part of the audit or not.

Most schemes require the outcome of the audit findings to be documented as a
confidential audit report. A scheme may also require that a part of the report, typically a
summary of findings, be made publicly available to ensure transparency regarding the
performance of certificate holders and certification decisions. Transpar ency about audit
findings is important and a notable differentiator between certification schemes. The
publication of summary reports of certification audits can be valuable in relation to the
EUTR, as they may provide relevant information regarding the performance of certified
organisations and the scope of activities under evaluation.

Non-conformances can be considered the failure to implement and maintain systems or
procedures or not meeting a performance threshold that may jeopardize the well-
functioning and effectiveness of the certification scheme. Non-conformances can be
classified depending on their gravity and scale. Different categories of non-conformance
may have different deadlines for corrective measures to be implemented or may have a
different impact on a certification decision.

Based on the conclusion of an audit, a recommendation will be made on whether to award
or maintain the certification. The certificate will usually have a fixed period of validity, with
five years being the norm, after which the certificate would need to be renewed. Renewal
of a certificate will usually entail a full assessment of the certificate holder’s compliance
with the applicable standards.

2.7 Chain of Custody models

Traceability and chain of custody are not synonymous, despite their common use. A chain
of custody system includes measures that define the responsibility for the custody of
materials and products when these are transferred from one organisation to another within
the relevant supply chain. Its purpose is to ensure that specified characteristics (e.g. that
the product is certified) are indeed the onesthat are actually delivered in the output.

19



REPORT : STUDY ON CERTIFICATION AND VERIFICATION SCHEMES IN THE FOREST
SECTOR AND FOR WOOD-BASED PRODUCTS

2 E | N 0 1:;;;
£ 0 N L=
£° —em—%5
& [ | are
Cestifled materix! CoC Certificate Halder Cestafied product
/
Certified forest

e 3N | @ ':Z\ s chy [ N | n ©
Certified maters Goication ’ A 4’ 4 \ \e v
. | systemn ————— ce—— . ———— :'K'- T

o fcote Mix aof certafied and CoC Certificate Molder Cevtified rmux product

X) o N wncertified mienal
P—A z ’
. | N
Uncertified forest  Uncertafied matera/ m
s . -
Non-certified entity
Uincertified matersw Lncertiied pvixiuct
_' . Sale/delivory document Gamying PaN, Cortfication loga. Mix 3nd non-mix logos
A} certfication code/clasm ) mav be dentical for same schemes

Figure 3: Overview of the CoC system

Traceability, on the other hand, is defined as the ability to trace the history or location of a
product. It delivers the ability to follow the movement of a product and its components
through specified stages of production, processing, and distribution. These two systems
are not the same.

Most certification schemes make use of one or more different types of Chain of Custody
(CoC) models, but very few apply a traceability system.

There are different types of CoC that have different levels of assurance of the material’s
actual physical presence in the end product.

High overall physical presence Low overall No physical
physical presence
presence

Figure 4: lllustration of the different CoC modelsin terms of their ability to preserve the original physical presence of the
certified material.
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The different CoC models are described briefly below.

Inputs with specified Qutputs with specified
characteristics characteristics

Figure 5: llustration of the “identity preserved” model.

The identity preserved model is a chain of custody model, in which the inputs originate
from a single source. In this model, the material or product is kept physically separated
throughout the supply chain and the certification status maintained throughout the supply
chain. Materials or products are clearly identifiable throughout the supply chain as
originating from the single source.

The second model is the segregated or transfer system model.

000 .

Certified material Certified products
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Other material Other products

Figure 6: lllustration of the segregated or transfer model.

In the segregated or transfer model, the specified characteristics of a product are
maintained, throughout the supply chain. Inputs from different sources thatare all certified
by the same scheme may be mixed. In this model, which is a very commonly used model
in forest certification, the identity of the source is most often lost.

Next in list of CoC models are models that allow blending of material with different types
of certification status. For example, this is used in PEFC where PEFC certified material
can be mixed with non-certified material as long as this material is from Controlled
Sources.
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Figure 7: illustration of the controlled blending model with a percentage -based use

The controlled blending model is a chain of custody model in which certified materials or
products are mixed with non-certified materials or product, but oftenwith a set of criteria
such as Controlled Sources. This results in a known proportion of the certified material in
all parts of the final output. That means that the end user will know the percentage of

certified material in each product with that specific certification claim. This model applies a
percentage-based calculation.

Another CoC model that allows mixing is known as the mass balance model. In the mass
balance model certified materials or products are mixed with non-certified materials or
products, resulting in a claim on a part of the output that must be proportional to amount of
certified input. The calculation of volumes may be percentage based or managed in a

credit system. Importantly, in this model the end- use may buy a product with no certified
material in.

900 -

Claim contributing
Input 25 %

— 25 % certified
Eligible 75 %(non-claim
contributing input)

Figure 8: lllustration of the mass balance model.

The mass balance model can be used by applying a rolling average calculation of the
percentage of certified inputs over a period, or credit system where the output of certified
claim shall correspond to the volume of certified input for a specific credit period.

The last model described here is the book and claim system. The book and claim model
aim to ensure that for each purchase for which a certification claim is made, a
corresponding volume of certified materials is purchased.
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Figure 9: lllustration of the book and claimmodel.

The book and claim model is an alternative chain of custody model in which the
administrative record flow is not connected to the physical flow of materials or products
throughout the supply chain. After production of certified material, the information on
specified characteristics within the supply chain is decoupled from the actual material.
Credits are issued when materials or products enter the market. The credits can then be
traded and sold independently of the physical delivery of certified materials.

2.8 Certification claims and communication

Forest certification schemes usually permit certificate holders to market certified products
to consumers in the form of labels on the product itself (also known as ‘on-product claims’)
and/or communication to consumers about the certified status of the product or the
certificate holder (also known as ‘off-product claims’). Certification labels have increased
complexity as many certification schemes use differenton-product labels, depending on
the type of input material used (reclaimed material for example) and/or the method of
segregating/mixing certified and uncertified material (mass balance/threshold systems)
within the supply chain. A basic understanding of the meaning of the different certification
labels is necessary to understand their applicability under the EUTR.

Some certification schemes restrict the use of certain types of product claims to business-
to-business communication only, thus not permitting those certification claims towards
consumers. An example of this is FSC Controlled Wood (non-certified material of known
origin, with a low risk of origin from unacceptable harvesting practices), which may only be
marketed in business-to-business communication. In contrast, FSC Certified Wood (wood
products originating from a certified forest or wood products containing both FSC certified
material and FSC Controlled wood) may carry on-product claims (FSC 100% or FSC Mix
logos) directed towards consumers.

Unlike sustainability certification schemes, timber legality certification schemes do not
usually permit certificate holdersto make on-product claims on their certified products.
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2.8.1 Understanding certification claims, trademarks and labels

A certification “claim” refers to the language that a certification scheme allows certified
organisations to make about the productthey are producing or selling. This claim usually
refers to the product's certified status, such as “this product originates from sustainably
managed forests”. The claimis, therefore, a short description of the certification status of
the product.

A “trademark” is the logo of the certification scheme. This trademark will often be used
together with the claim to create a label. Still, it may also be used when publishing a
statement about the certification status of an organisation, for example, on their website.

The “label” refers to the sticker or graphic element that can be a combination of the
certification claim, the trademark of the certification scheme, and sometimes also a code
to identify the certificate holder’s unique license number.

Claims and labels are used differently by different schemes and standards to
communicate about the certification status of the material or systems covered by the
scope of certification.

It is important to understand the meaning of different claims which are possible within a
scheme, as each may hold a different weight and have different levels of meaning in
relation to the EUTR.

Types of claims

The word “claim” is used to describe the type of certification covering a specific product or
process.

Different types of claims are used and commonly certification schemes have claims that
cover the following:

1. 100% from certified forest - a claim that indicates that all the material in a product
originates from a forest that is certified against the FM standard.

2. A mixed claim, which cover material that is a mix of material from certified forest
and material that originates from non-certified sources (e.g. Controlled Sources of
the PEFC Scheme)

3. A recycled or reclaimed claim, which cover material that originates from material
that has been reclaimed either from pre- or post-consumer use. The exact
definition of reclaimed or recycled differs between schemes (see below).

The specific claims used by each scheme is addressed in part lll of this report a summary
of the findings for each of the schemes or standards included in the study are presented.

Types of trademark use

Some schemes allow certificate holders to use different forms of their registered
trademark (e.g. the PEFC logo) on-product labels and claims as well as off-product; some
only off-product claims. Claims or trademarks of the specific scheme can be used in
different ways:

1. On-product use: Labelling of certified products or their packaging.

2. Promotional use (off-product): Use of the trademarks for marketing purposes. E.g.
on homepages, stationary templates, product catalogues, trade fair banners, etc.

There may be different labels and requirements for the different types of trademark use. It
should also be mentioned that several schemes do not allow their certification logo and
claim to be used alongside claims from other certification schemes. This means that a
certificate holder that operates with both PEFC and FSC certification, cannot label the

material with both claims at the same time.
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2.9 Accreditation of Certification Bodies

Accreditation is the process of evaluating and approving certification bodies to function
under the scheme rules. The goals of providing robust and objective conformance
assessments imply consistency over time, locations, and between certification bodies with
similar audit conclusions reached — independently of the time, location, auditor, or
certification body in question. Many approaches for calibration, guidance or interpretation
have been employed by certification schemes to prevent or rectify threats to credibility and
objectivity — often in line with ISO or ISEAL® guidelines.

Schemes usually include requirements to ensure that certification bodies, auditors, and
other personnel relevant to the conformance evaluation of an organisation are competent
and impartial in their decision making. Risks to impartiality and conflicts of interest can be
prevented and monitored in various ways.

2.10 Transparency

Schemes differ in their level of transparency, some aspects of which are fundamental to
allow operators, competent authorities and other organisations to evaluate the applicability
of the certification scheme to their due diligence system. Examples of where transparency
is important to include:

e The provision of information on certificate scope (forests, manufacturing facilities)
and validity via publicly available official databases.

¢ Information of relevance to buyers of certified products (species and origin,
reclaimed content).

¢ Information on the different aspects of how a scheme is functioning (normative
scheme requirements for certificate holders). This is important for the evaluation of
the applicability of a scheme to the EUTR.

A good assurance system must also have detailed and consistently implemented
procedures to handle appeals and complaints. A complaints procedure allows the
expression of dissatisfaction over the functioning of a scheme, scheme-related entities
(certification bodies, accreditation bodies) or scheme participants (certificate holders).

3. Certification Schemes and the EUTR

Despite similarities, different scheme and standards aiming at certifying or verifying fore st
and/or timber legality encompass different requirements and definitions of legal, social
and environmental criteria. In addition, different schemes have varying levels of
transparency, different rules and procedures, and different quality assurance systems.
These can lead to different approaches to ensuring conformance among organisations
that participate (certify) in the scheme.

“ISEAL isa global membership organisation for developmentof sustainability systems.

https://www.isealalliance.org/about-iseal
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In the following sections, it is discussed how certification schemes may be used as a
component of the due diligence system applied by Operators to meet the EUTR
requirements.

The EUTR includes provisions to recognise third-party verification as a tool to mitigate
risks in supply chains. Implementing Regulation 607/2012 details four conditions
necessary for certification schemes to be considered when implementing risk assessment
and risk mitigation:

1. they shall have established and made available for third-party use a publicly
available system of requirements, which system shall at the least include all
relevant requirements of the applicable legislation;

2. they shall specify that appropriate checks, including field-visits, are made by a third
party at regular intervals no longer than 12 months to verify that the applicable
legislation is complied with;

3. they shall include means, verified by a third party, to trace timber harvested
following applicable legislation, and timber products derived from such timber at
any point in the supply chain before such timber or timber products are placed on
the market, and;

4. they shallinclude controls, verified by a third party, to ensure that timber or timber
products of unknown origin or timber or timber products that have not been
harvested according to applicable legislation do not enter the supply chain.

The EUTR guidance document (Commission Notice of 12.06.2016 - Guidance document
or the EU Timber Regulation) further details the role of third-party verification schemes in
risk assessment and risk mitigation.

These points form the basis for evaluating schemes in relation to the EUTR and defining
the factors that can affect scheme performance and credibility. Each scheme includes
different requirements, procedures, and assurance systems. Each will need to be
evaluated by the individual operator sourcing certified products to determine its value as
an indicator of negligible risk.

The operator needs to ensure that the certification scheme can provide a sufficient level of
risk mitigation as desired. Looking at certification schemes through the lens of due
diligence is therefore about understanding the make-up and functioning of the schemes
and their potential areas of strength and potential weaknesses to understand how these
might impact existing risks in timber supply chains.

3.1 Forest certification schemes and the EUTR

Whether related to certification schemes’ standards and requirements or to the schemes’
institutional and procedural arrangements, the following elements are considered in the
evaluation to understand the strengths and potential limitation of those schemes,
particularly given their use by Operators comply with EUTR requirements.

A comprehensive interpretation of the five categories of applicable legislation included in
the EUTR has been used in the study. The Preferred by Nature LegalSource indicators
has been used as the basis for providing a specific framework of legality issues to be
addressed.

" https://ec.europa.ew/environment/forests/pdf/C 2016 755 F1 ACT EN V6 P1 831439.PDF
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Often the first information available to an operator about a certified product is a copy of
the certificate itself — or a link to its publicly available online certificate database. Whether
related to certification schemes’ standards and requirements, or the schemes’ institutional
and procedural arrangements, the following list provides some key elements which should
be considered for evaluation to understand the strengths and potential limitation of those
schemes, given their use by operators to comply with EUTR requirements:

¢ Scheme normative requirements and the definition of legality

e Alignmentwith EUTR definitions, such as that for reclaimed material

e Chain of custody (CoC) requirements

e Certification claims and their specific meaning in relation to the EUTR
¢ Robustness of the scheme quality assurance systems

e Validity of certification (1-5 years)

e Level of scheme transparency in findings, audit results and complaints

o Stakeholder engagement in the certification scheme as indicators of the
robustness and credibility of the scheme.

3.2 Aligning with the EUTR definition of applicable legislation

Normative requirements of a certification scheme for specific standards should be well
formulated and organised, sufficiently clear to allow for consistent interpretation, and
implemented in a sufficiently rigorous way to provide strong assurance on systems and
performances. To ensure consistent conformance and evaluation of conformance by
certificate holders and auditors, schemes must clearly identify the specific types of legality
that should be complied with by certificate holders and audited against by auditors.

The EUTR has its own definition of forest-related applicable legislation, including national
legislation and international conventions. Therefore, it is important to determine if/where
schemes differ from this definition: some schemes might go beyond the EUTR definition,
while other schemes might fall short of aligning with this definition and provide clear
interpretations, in which case it is important to determine where exactly are the gaps (i.e.
where a scheme does not include an area of legislation included in EUTR).

The EUTR includes a broad global definition of the cate gories of the applicable legislation
that should be consideredrelating to the due diligence process of Operators. According to
Article 2 (h) in EUTR these are:

“applicable legislation’means the legislation in force in the country of harvest covering the
following matters:

(1) rights to harvest timber within legally gazetted boundaries,

(2) payments for harvest rights and timber including duties related to timber
harvesting,

(3) timber harvesting, including environmental and forest legislation including forest
management and biodiversity conservation, where directly related to timber
harvesting,
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(4) third parties’ legal rights concerning use and tenure that are affected by timber
harvesting, and

(5) trade and customs, in so far as the forest sector is concerned.”™

These categories have been purposefully worded as broad categories, which should be
interpreted at a national level to ensure that all relevant and applicable legislation is
included when considering the forest sector. For Preferred by Nature to evaluate, in de tail,
how well certification schemes and standard are covering these, the LegalSource
standard has been used as a reference. This has provided a comprehensive interpretation
of sub-categoriesthat are essential to comply with and to evaluate specifically to ensure
compliance with applicable legislation.

The Preferred by Nature interpretation of applicable legislation contains the following
specific sub-categories to provide details:

1. Legal rightsto 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 taxes, royalties and harvesting fees
2.2  Value-added taxes and other sales 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

4. Third parties” rights

4.1 Customary rights

4.2 Free, Prior and Informed Consent (FPIC)
4.3 Indigenous and traditional peoples' rights
4.4 Public rights to access forests

5. Trade and transport

5.1 Classification of species, quantities and qualities
5.2  Trade and transport

5.2 Offshore trading and transfer pricing

54 Customs regulations

55 CITES

2 EUTR, Article 2(h)
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Forest-related schemes usually include requirements on the legal compliance of forest
management units with applicable legislation, thereby defining boundaries of what legal
rules are considered for by the Scheme.

Requirements to ensure supply-chain legality have, to some extent, been included within
certification schemes as additions to standard requirements, which have historically
focused on demonstrating forest-level managementperformance. As the EUTR includes
legal requirements in trade and exports, it also becomes important to determine if the
scheme’s standards and systems to ensure legality in supply chain entities are robustly
implemented and monitored.

An important issue relates to howwell schemes manage the risk of corruption and other
types of fraud by potential certificate holders. The extent to which schemes are vulnerable
to different types of corruption which may impact the forest sector is evaluated, particularly
bribery and conflict of interest. External evidence from publicly available information has
been used to assess this aspect as corruption risks are mentioned explicitly by the EUTR
as a crucial risk factor to illegality.

4. Assessment methodology

The schemes included in this study were assessed against the Preferred by Nature
Scheme Assessment Framework (SAF) - which include the EUTR criteria outline in
section 3.1 above - using a specially developed Scheme Assessment Procedure (SAP).

Please see these specific documents for details.

The Scheme Assessment Framework (SAF) has been used to assess the ability of
certification schemes to provide assurance that material traded via the scheme has a
negligible (low) risk of being illegally harvested or traded.

The framework and the assessment procedure have been developed as a comprehensive
interpretation of the legality definition of the EU Timber Regulation and the associated
Guidance Document and requirements for the use of third party certification schemes as
outlined in the Commission implementing Regulation (EU) No 607/2012. Preferred by
Nature has done that by using the LegalSource legality definition as a basis for developing
such a comprehensive interpretation.

There is also added requirements from ISO and ISEAL, and other quality assurance
systems, to address issues related to scheme implementation and governance.

4.1 Overview of assessment approach

The assessment framework (the SAF) has been applied to the Scheme standards. This
means that where the scheme is organised through national (or sub-national) standard-
setting and quality management schemes, these are the object of assessment.
International rules, procedures, or standards have been evaluated where they are relevant
to the Scheme implementation.

The framework includes requirements to assess how different timber certification schemes
provide assurance of low (negligible) risk of ‘legal non-compliance’ of certified material.

The assessment of each Scheme has been conducted using four broad sources of
information:

(1) Publicly available information from the scheme itself: in relation to
documented normative requirements (existing standards, policies and procedures)
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and documents that guide the operational functioning of the Scheme (such as
guidance® and other tools or resources which describe howrequirements should
be interpreted)

(2) Direct interviews and discussions with relevant Scheme personnel: the
application of the Framework will not be limited to desk-based review of
documents but will also include on-site interviews with relevant representatives
from the selected Schemes (and where relevant, related bodies such as
assurance providers, accreditation bodies and certificate holders) to ensure a
detailed representation of the functions of the schemes.

(3) Stakeholder inputviathe Stakeholder Consultative Forum: input solicited by
Preferred by Nature — or submitted independently by Stakeholders - via the
Stakeholder Consultative Forum.

(4) Outcomes or impacts information: Publicly available information or data
(research studies, stakeholder reports, competent authority data, certificate
databases) as well as expert or authority consultations, which inform the
evaluation of the Scheme in relation to the results or impacts that it has achieved,
or that relates to Schemes in general.

4.2 Certification Scheme Assessment Framework (SAF)

The assessment of each Certification Scheme has been conducted by applying the
criteria, indicators, and threshold guidance in the Scheme Assessment Framework (SAF).

The SAF is divided into separate sections aiming at evaluating different aspects of the
Scheme. These include:

A: Requirements for Certificate Holders
e A.llLegal Requirements at the forest level
e A.2 Legal requirements for supply chain entities

Evaluates if the scheme includes a comprehensive set of requirements enabling
evaluation of compliance with applicable legislation by the certificate holder. These
requirements are applicable to forest level, as well as supply chain entities.

¢ A.3 Requirements for material control

Evaluates if the scheme includes requirements to avoid that material from unknown
sources is mixed into the product flowincluded in the scope of the certification. This may
be via a CoC system using different forms of physical separation or using risk-based
approaches to supply chain management. It should be emphasized that it is not a
requirement of the SAF that schemes have a specific type of CoC system, but there does
need to be performance requirements that assure the absence of mixing.

e A.4 General requirements for Certificate Holders
e A5 Quality and procedural requirements for Certificate Holders

¥ Guidance is often contained within separate guidance documents or embedded in assurance requirements as
interpretation guidance that can be referred to. It provides necessary context and consistency for the interpretation of
standards.
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The SAF contains criteria that were used to assess how the scheme ensures that
Certificate Holders have systems, capacity and qualifications in place to meet the
Scheme requirements continually.

B: Requirements for Certification Bodies
e B.1 General Certification Body requirements
e B.2 Certification Body requirements for auditing and certification

These criteria were formulated to assess the system of the Scheme that should be in
place to manage processes like accreditation, oversight, competence and resources in
relation to Certification Bodies.

C: Requirements for Certification Schemes
e C.1Transparency
e (.2 Standard setting
e C.3 Accreditation
e C.4 Certification process

These criteria were formulated to assess the system of the Scheme that should be in
place to manage standard setting and revision, as well as on-going scheme maintenance
and development, including scheme transparency, managing complaints etc. in terms of
transparency, here the focus was to evaluate howthe scheme manages transparency in
terms of making the scheme requirements public, as well as having publicly available lists
of certified organisation, in addition to summaries of certification findings for certificate
holders.

4.3 Evaluation of indicators

For each of the indicators in the Scheme Assessment Framework, a conclusion will
indicate to which degree the Scheme or Standard covers the indicators. The following
differentiations were applied:

Table 1: Overview of categorisation of findings.

Covered When available Scheme Coverage is the ability of the
requirements and information ~ Scheme to provide assurance
- and any impacts evidence that material traded via the
available - indicate the Scheme has a low (negligible)

coverage of the SAF indicator. risk of being illegally
harvested, traded in line with
the legality definition of the
EU Timber Regulation.
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Partially Covered

Not Covered

Not Applicable (N/A)

When available Scheme
requirements and information
- and any impacts evidence
available - indicate only partial
coverage of the SAF indicator.

Alternatively, special concerns
about Scheme Standards,
credibility, rigor or coverage
may exist.

When available Scheme
requirements and information
- and any impacts evidence
available - indicate that there
is no coverage of the SAF
indicator.

NOTE: It is important to justify
a no coverage conclusion.

When, for whichever reason,

the SAF indicator does not
apply.
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Partial Coverage means the
Scheme is only partly able —
or may be compromised in
one or more ways — to
provide assurance that
material traded via the
Scheme has a low (negligible)
risk of being illegally
harvested, traded in line with
the legality definition of the
EU Timber Regulation.

The Scheme is not — or
inadequately — able to provide
assurance that material
traded via the Scheme has a
low (negligible) risk of being
illegally harvested, traded in
line with the legality definition
of the EU Timber Regulation.
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PART II: Cross-cutting issues — findings and
discussion

The findings from the assessment of specific schemes are presented in the following
sections along with observations reached from the review of other external information
which highlights challenges related to real-world performance of certification schemes.
The key issues identified regarding the functioning of certification to meet EUTR due
diligence obligations are outlined.

In relation to the EUTR, certification schemes and standards are often an important tool
for Operators to assess and mitigate risks in their supply chain, with the potential for the
Operator to achieve a high level of confidence in the supply, with minimal resources and
effort — thereby assuring an optimal option from a cost efficiency perspective.

The combination of activities which comprise forest certification schemes - including desk-
based evaluation, regular on-site assessment of performance, stakeholder consultation
and the requirement for systems of segregation and traceability - may not be readily
available or be practically impossible or commercially unviable, for the Operator to
conduct these by themselves. Additionally, other approaches (e.g., documentation
checks) conducted by the Operator themselves) will be far from effective to mitigating
risks in comparison.

Often importers in the EU have long supply chains and are significantly curtailed in their
ability to gain access to the forest or their sub-suppliers as required for them to conduct
effective risk mitigation within a reasonable — and commercially viable — timeframe. This is
for multiple reasons, notwithstanding the financial resources necessary to conduct
effective due diligence; the availability of in-house technical competences, as well as
language capacity of the country of harvest and supply-chain entities.

The result of these factors means that -for many companies — certification is an important
option available in the marketplace that approaches their ability to be assured of a
negligible risk conclusion for their wood material sources.

As mentioned above, the findings in this chapter also include an overview of existing
publicly available information concerning the performance of the certification schemes.
The assessments of certification schemes and their standards focused primarily on how
the normative requirements of certification cover specific issues (such as including a
comprehensive legality definition or have in place requirements for audit frequency), as
well as other important aspects of the performance of certification schemes. These
aspects include issues that are harder to evaluate, or measure basedonly on assessing
the normative requirements and procedures of the schemes, but relate to how these are
implemented, enforced, and interpreted in practice. To evaluate these issues, which have
profound importance on the integrity of certification, additional information available from
publicly available reports.

A desk-based literature study was conducted to identify observations and findings from
credible studies related to certification schemes performance in general or of specific
schemes of specific situations.

In general, the quantity of scientific studies and other impact data which speaks to the on -

the ground performance of certification is relatively low (Dasgupta, 2017). In addition, the

research available has been generally considered to be of varying quality and using

different methodologies, making it difficult to confirm the real impacts of forest certification.

Apart from scientific research, there is a wealth of reports available from a range of
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organisations with information on specific cases of the impacts or efficiency of certification
— mostly critical reports that address findings related to shortcomings of specific schemes
in countries or regions. Most of this information focuses on FSC, and PEFC certification —
very little has been published specifically about the OLB, SBP schemes and the ISO
38200 standard, which also have much less volume certified.

The outlining of the findings of the assessments combined with performance information
from external sources follows below.

5. Coverage of applicable legislation by the specific
certification schemes

This section outlines how the study's selected schemes cover specific categories of
applicable legislation and evaluate compliance by certificate holders.

The coverage of categories of applicable legislation is addressed in the Assessment
Framework Sections Al and A2.

The EUTR contains requirements that Operators evaluate the risk that timber products
placed on the internal market have been harvested or traded in violation of applicable
legislation in the country of harvest. The Regulation also contains a definition of what such
applicable legislation covers — broadly defined as:

“applicable legislation’ means the legislation in force in the country of harvest covering the
following matters:

(1) rights to harvest timber within legally gazetted boundaries,

(2) payments for harvest rights and timber, including duties related to timber
harvesting,

(3) timber harvesting, including environmental and forest legislation including forest
management and biodiversity conservation, where directly related to timber
harvesting,

(4) third parties’ legal rights concerning use and tenure that are affected by timber
harvesting, and

(5) trade and customs, in so far as the forest sector is concerned.”™

This definition is broad, not detailing specific areas or sub-categories of legislation that
should be considered. As outlined in the methodology section, a comprehensive
interpretation of applicable legislation was developed based on the EUTR definition. This
interpretation is used as the basis for the evaluation framework.

“ EURegulationNo 995/2010, Article 2(h)
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Box 1: Note on the selection of the legality framework used in the
assessments.

In relation to applicable legislation, it should be underlined that the study aimed at
evaluating if the schemes and standards included specific clear and unambiguous wording
that covered the requirements of the assessment framework. The objective was to identify
how well schemes included detailed normative requirements to ensure a consistent
interpretation of the scope of legality for the following purposes:

e consistent standard development, or adaptation of generic requirements to the
national or local levels.

e consistent interpretation by certificate holders over time and different geographies,
to understand exactly what types of legislation they have to be in compliance with

e ensuring auditors have a consistent basis with which to evaluate compliance by
certificate holders.

As a result of this approach, generic statements (e.g., “All applicable legislation shall be
met...”), were not considered sufficientto cover the assessment framework requirements,
as being too generic in nature and allowing for ambiguities or variation in the subsequent
interpretation of compliance requirements. As a comparison, one would also not consider
generic statements like “the forest shall be managed sustainably” as adequate to fulfil
objectives to attain sustainable forest manage ment — also here more specific issues need
to be comprehensively detailed.

It is also underlined that the Preferred by Nature definition of legal sub-categories was
developed in collaboration and with inputs from with FSC, ETTF and Client Earth back in
2010 - 2011 when the Preferred by Nature (then NEPCon) LegalSource standard was
developed. This definition formed the basis for the application —and subsequent approval —
as a Monitoring Organisation.

The study results showthat, while most schemes and standards include a range of legal
requirements that are considered too broadly cover the five categories of the applicable
legislation of the EUTR, there are specific issues that some schemes do not cover or only
cover partially.

The overview table (See PART Il of this report) of the assessment findings provides a
side-by-side comparison of the evaluation findings and can provide an overview of where
schemes are considered to include requirements that fully or partially cover the
assessment requirements.

5.1 Implications

A very stringent and detailed approach has been applied in this study to evaluate
coverage of the legal requirements of the schemes and standards. This means that most
of the schemes included in this study have areas in which they only have partial coverage
of very specific wordings from the assessment framework. So, in the following, the
implications of findings will be discussed. In terms of operator’s obligations to conduct due
diligence and evaluate the risk of specific applicable legislation being in non-compliance in
their supply chains, the information of this assessment can be used to detail their risk
assessment work.
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The EUTR is clear that, though certified material may play a role in the due diligence
process, it is not a “green lane” to meet the due diligence obligations. Operators also have
to conduct risk assessment on material carrying a certification claim.

Therefore, the findings of this study demonstrates that additional risk assessment may be
required for certification schemes, by Operators or MOs, to evaluate where potential gaps
may exist in the coverage of a specific certification scheme.

5.2 Recommendation/Guidance

Therefore, the findings of this study can be used as a support to risk assessment and add
detail to this process by providing information on where potential gaps may exist in the
coverage of the specific certification scheme. Thus, it can help by allowing operators and
competent authorities to ask specific questions related to the risks relevant to the
certification claims.

Therefore, it is recommended that the results are used as part of the risk assessment
process and applied in combination with an evaluation of the overall legality risks in the
country of harvest of the material. One may then be able to identify specific risks in the
country of harvest and evaluate if there are specific areas of risk that are not covered or
partly covered by the scheme in question.

An example of this could be certified timber sourced from a country where a risk
assessment has identified a high risk of illegal issues surrounding the issuing of harvest
licenses. If there are also gaps in the certification scheme in the same areas, this would
require additional risk mitigation actions to cover the gap in the certification scheme and
the identified risk. This example highlights the importance of managing fraud within
certification systems. The question is how well schemes address attempts to cheat the
systems — as discussed below, this is a key issue for many schemes, as they often
struggle to adequately address this in their systems and procedures.

6. Traceability and CoC

Without a relatively secure way of ensuring that material actually originates from a forest
that is certified or from a source which has been controlled for illegal harvesting and trade,
a scheme would not have credibility. Chain of custody (CoC) systems within schemes are
designed for this purpose, to provide the assurance that materials carrying certification
claims have not been contaminated or mixed (accidentally or intentionally) with material
not carrying such claims.

The question is if the traditional CoC systems used by most certification schemes provide
this assurance to a level that allows an Operator to have confidence that such mixing has
not taken place.

An answer to this question needs to consider the original purpose of chain of custody
systems. They have been set up to ensure that the claim of certification is transferred
between certified entities, while ensuring that material that does not meet the scheme
requirements is not mixed into the product flow. However, the systems were notintended
to provide traceability of the material back to the source of origin, or to provide verification
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of volumes between entities. These can be seen as four distinct aspects of the chain of
custody:

1. Information about origin.

2. Avoidance of mixing within and between entities.

3. Transferring correct claim information.

4. Validation of transactions (volume, species and qualities) between entities.

Most certification schemes have applied the chain of custody (CoC) certification as a way
of addressing points 2 and 3 above. The purpose of CoC certification is to control certified
material flows in each entity of the supply chain. This is intended to provide assurance for
the end consumer that the labelled product purchased, conforms to the rules of
certification schemes. This appliesto many land use schemes including forest certification
schemes.

As the schemes have expanded, various types of risk to the CoC system’s integrity have
also grown, and the CoC systems need to develop to provide assurance. Over the past
years, concerns among stakeholders have been raised over the efficiency and integrity of
CoC systems, partly because they are not designed or implemented to identify and
address fraud.

CoC auditing in timber supply chains is currently done through annual audits that normally
include on-site inspection, sample control of documents and staff interviews. While this
type of system is designed to verify compliance with system requirements, as well as to
audit the volume data and conversion factors provided by the certified entities, it is not
considered to be well adapted for detecting fraud in exchange of materials and the
volumes that are sold as certified.

In these traditional CoC systems, there is no way of tracking transactions between
certified companies, and that's where the biggest potential for double -dealing lies, by
opening up possibility to manipulate volumes, qualities and species within a unit, with no
real time ability for auditors to verify this information.

Box 2: China —the complicated mix.

China's unequivocal position as the workshop of the world is also prevalent within the global
timber products industries. The country ranks as the largest timber importer in the world.
Over 60 per cent of tropical logs on the global market are imported to into China, with much
of it being species at high risk of illegal harvesting or trade. A large proportion of the wood
China imports is processed and then re-exported. According to the NGFA, Chinaimported
USD 83.72 billion and exported USD 815.6 billion worth of wood products in 2018, including
imports of 59.67 million m3 logs and 36.74 million m3 sawn timber. It is noticeable that
approximately 17.5 per cent of total imported logs to China by volume and 45 per cent of
total imported sawn timber by volume were from Russia in 2019, adding further to the
caution market participants should take when engaging in trades on this market.

Another part of the industry that carries a significantly elevated risk is composite products
manufacturing. In 2015, the UK National Measurement and Regulation Office conducted
tests on plywood coming from China. Results showthat of the 13 samples tested, nine did
not match the wood species declared. Chinese authorities and the industry have been
making good progress towards curbing and reducing the illegal timber flowing in recent
year. However, China's timber processing sector is characterised by many small and
medium-sized enterprises who have little to no capacity in the areas of supply chain

37




REPORT : STUDY ON CERTIFICATION AND VERIFICATION SCHEMES IN THE FOREST
SECTOR AND FOR WOOD-BASED PRODUCTS

management and traceability, due diligence, or the ability to identify the presence of illegal
timber in their stock. Additionally, supply chains are usually a complex activity that adds to
the challenge of tracing the origin of timber and identifying potentially illegal timber sources.

So, it is unsurprising that a notable proportion of wood material imported into China within
timber-supplies found in the Chinese market are unknown origin and/or risk-profile.

China's governing bodies are aware of the issues in general and are introducing new
control measures. For instance, a newforest law came into force in July 2020, which, to a
degree, require due diligence of companies, although it is yet to be seen how the statute of
the law will be exercised. At present, China has only developed non-mandatory guidelines
for domestic enterprises to implement stricter oversight over supply chain management for
overseas sourcing. This leaves many Chinese companies in a precarious position, with
managers finding it necessary to forge documents to meet buyers' demand.

Under today’s CoC auditing regimes, a certified company can easily manipulate the
system and hide this from the auditor although the audit is conducted with the greatest
care and according to all procedures. The company may be selling products containing a
volume of ‘certified’ timber material that exceeds the volume of certified raw material that
they are buying. They can do this in spite of the audit, who has no way of checking this
except under very special circumstances.

While still providing a level of assurance compared to non-certified material, manipulating
CoC systems is relatively easy for those who wish to exploit the opportunity. The truth is
that the current CoC systems will be highly challenged to detect issues with certified
entities which are deliberately and fraudulently manipulating their data on volumes
purchased/sold or production data (conversion factors etc).

The results of this study also highlight the fact that only SBP, of the schemes evaluated,
have developed traceability systems that include a way to conduct volume reconciliation
between entities.

SBP have developed an online platform for volume reconciliation and claims transfer — the
SBP Data Transfer System (DTS). In the DTS the initial biomass producer enters the
volume supplied, and this volume cannot be changed. Volumes are always summarized
by biomass producers for annual audits and audited.

FSC have worked on developing different solutions to managing supply chains for a
number of years. Their Online Claims Platform project was initiated to create a B2B
volume reconciliation tool but was never implemented, mainly due to stakeholder
concerns about data security. It has since been replaced by the Transaction Verification
Procedure (FSC-PRO-10-201).* The Procedure and associated guidanceis intended to
react to stakeholder complaints, suspicion or concerns of fraud in specific sectors,
geographies or within specific products or industries. Transaction verification involves the
analysis of trade volumes within a sector and geography. This work is led by conducted
Accreditation Services International (ASI) with the required support of Certification Bodies
and certificate holders, by obtaining and analysing volumes and other transaction data.
Transaction verification also includes the requirement for certificate holders to support
fibre testing by surrendering samples and specimens of materials and information about
species composition.

' https://fsc.org/en/supply-chains/transaction-verification#updates
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The approach has been implemented on several supply chains, as can be seen on the
FSC website. FSC has developed a new advice note (ADVICE-40-004-18 Addressing
deliberate false claims- effective 6 April 2020%). The advice note specifies that
Certification Bodies shall actively register any potential “false claims” identified with FSC
and ASI at the certificate holder level. It also specifies the circumstances under which
certificate holders will be “blocked for up to 5 years”, should investigations corroborate the
false claim(s). The blockage of a certificate holder is now visible on the public FSC
certificate holder database. Furthermore, certificate holders can be held financially liable,
as outlined in the new Procedure: Calculating financial penalty/compensation fee and
processing evidence for blocked organizations (FSC-PRO-10-003 V1-0 EN, valid 6 April
2020).

While both the Transaction Verification and the Advice on false claims are steps in the
right direction to address the issues of supply chain fraud and manipulation of the
weaknesses in the CoC system, they are both reactive to where issues are identified
through concerns raised by auditors or complaints received from stakeholders or by
certificate holders themselves. Neither of them really addresses the actual problems of the
CoC system weaknesses.

OLB, ISO 38200 and PEFC entirely rely on a traditional CoC approach and without B2B
volume verification.

In SBP, all claims are transferred digitally in order to be valid. The systemused is called
DTS (Data Transfer System)” and is mandatoryto use when selling and buying biomass
with SBP-claims. In the system, auditors can extract summaries of transactions and
volume reconciliation.

6.1 New approaches

Several testing methods, such as stable isotope, DNA and wood anatomy, can provide
information on origin or species of wood products. Stakeholders are increasingly using
these methods to verify suppliers’ origin information. As these methodologies improve and
become more cost-efficient, they will most likely play an increasingly important role in
verifying species and origin information.

Block chain technology, combined with species testing may also be considered as a
potential tool to control volume data and basic information on species and originin future
CoC systems. Both FSC, Preferred by Nature, private operators, CAs and others explore
options to use this technology for volume and origin control in supply chains.

In general, there is a strong need to rethink the entire Chain of Custody system to address
the weaknesses related to volume fraud and mixing of certified with non-certified material.
So instead of implementing a CoC system, implementing a system that would provide the
assurance of traceability in the supply chain could be implemented. A system that would
allow and require B2B control of volumes, species, and qualities. Such systems contain a
great deal of challenges given the level of complexity of production systems and material
flows that may diverge and converge, all of this adding to supply chain complexities.

' ADVICE-40-004-18 Addressing deliberate false claims

Y https.//sbp-cert.org/data-transfer-system/
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The overarching question in independent certification must still be how well the
certification system can ensure that auditors, and the accreditation system ensuring
auditor integrity, maintain a high level of integrity, evaluate the actual performance in a
consistent manner and maintain independence from the certificate holders.

6.1.1 Use of non-certified material by certification schemes

All the schemes included in this study allows some form of non-certified material, in
addition to recycled materials, to be mixed with certified material and form part of a
certified product with a certified or mixed claim.

The Assessment Framework includes evaluating the legality definition included in the
schemes different versions of allowing non-certified materials to enter the supply chain in
Sections number Alb and A2b.

FSC and PEFC both have specific standards based on a risk-based due diligence
approach to sourcing non-certified materials. SBP is also applying a risk-based approach
and also includes an approach where certificate holders’ source FSC or PEFC certified
materials. ISO 38200 is primarily a due diligence standard, using a risk-based approach
and may also cover material certified against other certification schemes.

OLB has a different approach to allowing non-certified material, as they allow material
included under what is called a “Supplier Verification Program”. Certificate holders
themselves implement this Supplier Verification Program. Even though the OLB standard
requires minimum documentation checks and onsite audits by qualified (as defined by the
own company) staff, the quality and robustness of these assessments may vary. Also, itis
not possible from the claim on verified material to identify which material is from 100%
certified areas and which include material from sources covered by the “Supplier
Verification Programme”.

6.2 Definition of applicable legislation applicable to non-
certified material

Both PEFC and FSC apply comparable systems to enable non-certified material to be
mixed with certified materials — however there are fundamental differences in how these
are implemented.

PEFC uses a due diligence approach within its CoC standard, which is mandatory for all
certificate holder to apply, in the case of non-certified materials. Under this system,
certificate holders can source non-certified material and mix with certified material when
the non-certified materials are found, according to the risk assessment process, to meet
the ‘PEFC Controlled Sources’ requirements. The Controlled Sources requirements do
include requirements to exclude materials originating fromillegally harvested and traded
sources, as follows:

“a) Activities not complying with applicable local, national or international
legislation on forest management, including but not limited to forest management
practices; nature and environmental protection; protected and endangered
species; property, tenure and land-use rights for indigenous peoples, local
communities or other affected stakeholders; health, labour and safety issues; anti -
corruption and the payment of applicable royalties and taxes.”
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The study found that the PEFC Controlled Sources system only partially covers the
applicable legislation at the forest level of the assessment framework and has some
significant gaps that should be noted. (See belowthe discussion on the implementation of
the risk assessment process used by schemes to reduce the risk of non-compliant
material entering the supply.) However, PEFC Controlled Sources does not contemplate
at all risks of legal non-compliance in relation to trade and transport in the supply-chain.

FSC implements the Controlled Wood system. This system is a mandatory due diligence
process that sits apart from the FSC Forest Management and CoC standards. The
Controlled Wood system can be applied both by forest managers, as a forest certification
standard, or it can be used through a risk-based process by CoC certified entities sourcing
wood materials.

In terms of the FSC Controlled Wood standard definition, it was found that the standard
and the risk assessment framework contain a legality definition that fully covers the
requirements of the Assessment framework at the forest level. However, the FSC
Controlled Wood system s still not fully aligned with EUTR, in that it does not contemplate
risks of legal non-compliance in relation to trade and transport in the supply-chain.

OLB also allows non-certified timber through their Supplier Assessment programme. This
system is based on suppliers conducting their own evaluation of legality based on the
OLB CoC standard criteria. It is based on the verification of a set of criteria to be assessed
at the forest level. Therefore, it is required that the company implementing the Supplier
Evaluation Program is close enough to the forest or thatit can prove traceability from the
intermediaries to the forest level.

Only a list of criteria is provided in the standard, without clear indicators or guidance to
ensure that Certificate Holders consistently implement it and objectively evaluated by
Bureau Veritas auditors.

Both ISO 38200 standard and the SBP scheme allow material from other schemes to be
included as part of material covered by the scope of their standards. In this case, any
material from non-certified forest from other schemes included can be mixed into the
certified material stream.

6.3 Quality of due diligence systems or risk management of
the non-certified materials

Related to the above issues of how well schemes cover specific and detailed legality
categories in the non-certified material inputs, the quality of the process surrounding the
implementation of risk-based approaches to allowing non-certified material into certified
material stream is considered.

Important lessons about the integrity of the use of non-certified material, through a risk-
based approach, have been made by FSC. FSC was one of the first certification schemes
to implement the use of “mixed” claims. They did this by allowing non-certified material to
be mixed with certified material through a policy on allowing “Percentage Based Claims”.
Non-certified material was required to NOT have originated from what is called
Controversial Sources”.
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Controversial Sources include:

timber of illegal origin

timber harvested in contravention of local and international forestry legislation
timber extracted without payment of appropriate taxes and royalties

timber extracted without the knowledge or permission of land owners
genetically modified timber

timber resulting from the conversion of certified forest to other land uses.

TmooOw>

The initial Controlled Wood system of the FSC was primarily based on the ability of
companies to conduct their own risk assessments and their own verification of the risks on
the ground. The systemwas found to have a range of challenges including:

1. An inconsistentinterpretation of the requirements in the Controlled Wood Standard
by certificate holders, as well as by certification bodies

2. Difficulty in tracking wood back to the forest of origin using invoices and shipping
documents

3. A low level of stakeholder confidence in company-developed Risk Assessments
and in company field verification in areas of “unspecified risk”

4. An inconsistent level of verification and enforcement by CBs and ASI

5. Limited transparency

(FSC, 2011)

These findings clearly point to challenges of systems where companies are tasked with
conducting their own risk assessments and their own verification. Also, the finding that
certification bodies and the accreditation body (ASI) had challenges in interpreting the
requirements consistently underline that such systems are complexand require clear and
comprehensive rules and definitions.

FSC has since revised their CW system significantly and have developed national and
centralized risk assessments (developed by FSC International or national FSC offices,
according to set rules and procedures) and revised the certification standards to create
less room for interpretation, which is considered to have a higher level of integrity and
transparency than previous system.

However, the findings by FSC in 2011 of their own evaluation of the Controlled Wood
system might be considered still relevant today, to other schemes who have developed
and implemented comparable systems. The challenges listed above for FSC back in
2011, could be considered relevant for schemes who are still implementing a less
developed system for allowing non-certified material to be mixed with certified, such as
OLB and PEFC. This is particularly the case, when it comes to:

e ensuring a consistent interpretation of the requirements of the DDS procedures, by
certificate holders, as well as certification bodies;

¢ having confidence in company-developed Risk Assessments and in company field
verification;

e ensuring consistentlevel of verification and enforcement by CBs; and,

e transparency in relation to risk assessment results and procedures

For OLB, this study has also highlighted that the Supplier Verification Programme used to
allow non-verified material into the certified supply chain is considered inadequate to meet
or align with the EUTR. Also, the OLB system does not allow buyers to identify which
materials or products may originate from OLB verified sources or from non-verified
sources evaluated by the suppliers themselves, through the Supplier Evaluation
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Programme. This indicates a significant gap in the OLB scheme, signifying a lack of
alignment with the EUTR.

PEFC implements the Controlled Sources system, as part of their due diligence
requirements in the Internationally applicable CoC standard. This allows certificate holders
to implement a risk-based approach to sourcing non-certified material and mix with
certified materials.

The gaps identified in the legality definition, resulted in the conclusion that it is not fully
aligned with EUTR. The Controlled Sources system of PEFC has, apart fromthis, further
challenges.

The DDS procedures defined in the COC standard are formulated in a way that it is not
clear that the system will always capture risks. The following observations are made on
the process to conduct the risk assessment within the PEFC due diligence system:

e The DDS risk indicators allow those supplies verified by governmental or non-
governmental verification or licensing mechanisms (other than forest certification
systems) can be considered as low risk, as long as they address the activities
covered by the term controversial sources. However, there are no requirements or
guidance on what basis — or how - the schemes shall be evaluated by the
certificate holder other than that they cover the activities included in the term
controversial sources and are covered by third-party certification.

e Itis notclear how the DDS would be able to detect all risks within supply chains in
line with the definition of negligible and non-negligible risk as outlinedin the EUTR
and prohibition of illegal material or material with a non-negligible risk category. As
examples, the following issues are observed:

1. There is no clear definition of the term ‘significant risk’.

2. Table 1, point ¢) of the table considers as negligible risk wood coming from
sources with “documents, including contractual agreements and self-
declarations, or other reliable information indicating that products do not
originate from controversial sources”. Scenarios may exist that allow for
wood sources to be considered as negligible risk even though risks exist.
E.g., in relation to tenure rights. It is not always possible to ascertain a risk
conclusion from such documents, or even from documents alone.

3. A low-risk conclusion may be possible in some cases where this may not
be warranted. For example:

e Table 2 a) I-IV, can be used to conclude negligible risk of wood
from countries where the CPI is 50 or higher. This may lead to false
conclusions as illegality risks may also be found in countries with a
CPI above 50. An alternative database that is cited includes the
World Justice Project (WJP) Rule of Law Index. Again, countries
with a score lower than 0,5 may also contain illegality risks.
Examples include India and Thailand, both with a score of 0.51.
PEFC includes a note that “These indices might not always be
appropriate for forestry. Where more appropriate indicators exist,
these can be used with a prior agreement with the PEFC Council.
These alternative indicators will be listed in the chain of custody
guidance document”.

e Table 3 (List of indicators for significant risk at supply chain level)
includes in c¢) as a significant risk indicator, evidence of illegal
practices concerning controversial sources by any company in the
supply chain. However, again, the definition of controversial
sources only applies to applicable local, national or international
legislation on forest management and does not make reference to

43



REPORT : STUDY ON CERTIFICATION AND VERIFICATION SCHEMES IN THE FOREST
SECTOR AND FOR WOOD-BASED PRODUCTS

the trade and transport laws. So, there is no requirement to
consider a supply-chain entity that had been sanctioned for illegal
trading of wood-products, for example.

The PEFC due diligence system, and in particular the methodology to score risks, is seen
as being too open to interpretation and may allow users to arrive at a false “negligible risk’
conclusion.

As can be seen fromthe above, the nature and extent of due diligence processes within
certification schemes can vary considerably and warrants attention by Operators as to
both their strengths and potential shortfalls in their robustness.

7. Reclaimed material

One issue where inconsistencies appear to remain, between the EUTR and some of the
certification schemes, relates to the use of reclaimed and/or recycled materials.

The following resources are available from the European Commission in relation to
reclaimed material:

e EU Timber Requlation (995/2010)*
EUTR Guidance document on Recycled timber and timber products®

The EUTR excludes, from the requirements to conduct due diligence, waste materials.
The EUTR defines reclaimed materials as follows:

o “Article 2 (a) 'timber and timber products ' means timber and timber products set
out in the Annex, with the exception of timber products or components of such
products manufactured from timber or timber products that have completed their
lifecycle and would otherwise be disposed of as waste, as defined in Article 3(1) of
Directive 2008/98/EC of the European Parliament and of the Council of 19
November on waste.

e 'Directive 2008/98/EC Article 3(1) ' 'waste ' means any substance or object which
the holder discards or intends or is required to discard.”

The EUTR does not use the specific wording for recycled raw materials that is often used
by certification schemes (namely pre- or post-consumer reclaimed material). However, the
EUTR Guidance document on Recycled timber and timber products reinforces the
EUTR’s exemption only for material generated by end users of a product that can no
longer be used for its intended purpose — a post-consumer reclaimed definition - by
describing that this exemption:

e “applies to timber products of a kind covered by the Annex, produced from
material that has completed its lifecycle and would otherwise have been

'8 https:.//eur-lex.europa.ewlegal-content/EN/TXT /2uri=CELEX%3A32010R0995

 https://ec.europa.euw/environment/forests/pdf/Guidance %20 -%20Re cycle d%20timber%20and%20timber%20products. p d f
EUTR Guidance document on Recycledtimberandtimber products: “By-products’ from another production are not waste
but are to be regarded asa raw material inthe production. Material ina regulatedtimber prod uctisnotrecycled material if
the material isthe by-product of a manufacturing process. Example: Sawdust or off-cutsfrom sawn timber used to make
particle board ormedium density fibreboard.
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disposed of as waste (e.g., recycled paper, timber retrieved from dismantled
buildings, or products made from waste wood)”.

e “does not apply to by-products of a manufacturing process that involves
material which has not completed its lifecycle and would otherwise have been
discarded”.

Providing some scenarios as an example, the Guidance document describes that: ““By-
products”from another production are not waste but are to be regarded as a rawmaterial
in the production. Material in a regulated timber product is not recycled material if the
material is the by-product of a manufacturing process”. The following examples are given:
“Sawdust or off-cuts from sawn timber used to make particle board or medium density
fibreboard”.

This study shows that all, except OLB, include a definition of reclaimed materials.

SBP and ISO 38200 all apply a definition of reclaimed or recycled materials that arein line
with the definitions of the EUTR — in that they only allow post-consumer recycled material
into the definition.

The study of PEFC and FSC schemes concluded that there was not alignment between
these scheme’s definitions of reclaimed material and the EUTR. As a result, some
material deemed as reclaimed by the schemes may in fact be subject to EUTR
requirements.

In the case of PEFC, material deemed a by-product of a manufacturing process is not
considered exempt from the EUTR due diligence obligation. The PEFC definition of
recycled material is found in standard PEFC ST 2002: 2020, 3.35) and has two parts.
Part a) describes material recovered from waste during a manufacturing process, correctly
excluding certain types of material that would not be considered as waste according to the
definition of the EUTR. Examples of excluded material from the definition include materi al
capable of being reclaimed within the same process that generated it, and by-products
resulting from primary production processes. Part b) describes material that can no longer
be used for its intended purpose would be considered as waste according to the definition
of the EUTR. This includes material generated by households or by commercial, industrial
and institutional facilities in their role as end users of the product that can no longer be
used for its intended purpose.

The combination of parts a) and b) appear to define residues from secondary
manufacturing processes as reclaimed material. However, given the descriptions within
the guidance, itis not clear that such material is necessarily exempt fromthe EUTR.

The FSC scheme’s definition of post-consumer reclaimed material — and the examples
given in Annexes | and Il (pages 10/11 of the Reclaimed Standard, FSC-STD-40-007) —
appear to overlap with the definition described in the EUTR, as any material described
would have: i) completed its lifecycle AND ii) would otherwise be disposed of as waste.
However, FSC descriptions of pre-consumer reclaimed material described in Annexes |
and Il are more nuanced and the evaluation of the scheme concluded that some materials
are included within the scope of the EUTR, based on the consideration that while the
materials may have been disposed of as waste, they may not have completed their
lifecycles. Some examples include:

e ...discontinued items not used for their intended purpose.

e Offcuts, shavings, sawdust, and the like, generated during secondary
manufacture....

e Some of the paper scrap example materials for Annex|l
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FSC itself has commented on this issue®: “FSC considers “pre-consumer reclaimed
materials from secondary manufacturing”as waste...However, the EU defines part of this
(e.g. sawdust, wood chips, off-cuts from untreated wood) as by-products for which the
legality of harvesting needs to be investigated.” FSC thus acknowledges the gap, and the
guidance goes on to state: “This problem does not exist for reclaimed materials coming
from primary manufacturing, because both FSC and the EUTR consider these co-
products, for which the origin is verified as from certified sources or as controlled wood.

However, in the above mentioned FSC guidance describes how “the problem does not
exist for recycled paper or paper scrap, as these are explicitly excluded from the scope of
the EUTR.”.

8. General requirements for certificate holders

The Assessment Framework used in this study also included evaluation of aspects of
certification related to requirements placed on certificate holder regarding conflict
resolution and managementof corruption. These requirements lie outside specific legality
definitions, and quality management of certification implementation, but are essential to
ensuring responsible practices by certificate holders. They are a key factor, when it comes
to illegalities perpetrated in the forest sector is hampered by corruption.

The issues are addressed in the Assessment framework part A4 and A5.

8.1 Corruption

Transparency International defines corruption broadly as “...the abuse of entrusted power
for private gain”. Corruption may range in forms, from direct payment of bribes to different
types of conflict-of-interest situations. Examples may range from: public servants
demanding or taking money or favours in exchange for services; politicians misusing
public money or granting favours, such as contracts, licences or access, to their sponsors;
friends and families, or corporations bribing officials to obtain lucrative deals or special
advantages outside of normal processes.

The key is that corruption can be used as a way for forest sector operatorsto act in non -
compliance with the law to increase their profitability or ability to compete and operate. As
a clandestine activity, corruption is hard to detect, as corporations may have all the correct
licenses, permits and documents in place, even if these has beenissued with the use of
corrupt practices.

Most schemes require certificate holders to follow the law, but there are only limited
requirements that address corruption and evaluate the risk of corruption by certificate
holders. To differing extents, audit practices focus on the availability of legally required
documents, licenses or permits, as a proxy for ensuring legal compliance. However, given
the challenges in detecting corruption as described above, as well as natural limits of
resources or time which can be channelled into the audit process, this may inhibit the
ability of the auditor to evaluate how such documents have been issued and whether
there are any indications that due processes have not been followed or that corruption

® httpsi/fic.fsc.org/file-download.eu-timber-requlation-im plementation-quide.a-13 pdf
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may be at play. This is an important point in relation to the EUTR, and even relevant in
relation to non-certified supplies: operators are often provided with documents to show
compliance with applicable legislation. Experience shows that such documents can be
prone to fraud and corruption, particularly in countries with low levels forest-governance or
high corruption.

As seen in the examples in the Box 3, malpractice by companies, under cover of
corruption, may take many shapes and forms. It may include operating under illegal
licenses, or under inadequate permits and procedures allowed by bribing officials. It may
include overharvesting or harvesting of areas or species not legally permitted for
harvesting. It may include illegal imports of timber from abroad or export of illegally
obtained materials.

The challenge for certification schemes is to include detection of such corrupt practices in
their auditing — a very difficult undertaking, as corruption is obviously rarely done openly.
is underlined that the challenges of corruption are applicable also for material not sourced
with a certification claim, and that certification scheme in most cases add some level of
evaluation or precautions in this regard, that does not exist without the certification
system.

Box 3: Romania —domestic disturbance to the EU's timber supply chain

Romania is regrettably claiming a prominent position on timber legality issues among the
EU-27. The country's abundant forest resources have been harvested for millennia to
benefit its domestic users and neighbouring buyers.

Much to the concern of monitoring organisations, recent revelations have uncovered
fraudulent behaviour by international corporations headquartered amongst fellow EU
member states. The Romanian State authorities and non-governmental organisations
have investigated several FSC or PEFC certified enterprises for including illegal wood in
the supply chain. More alarming is the Romanian authorities inadequate action on
preventing such criminal activities, as recognised in a letter of formal notice** presented
by the EC to the Government of Romania in February 2020. -

Schotarsfound-inasurvey on timber legality issues that 54% of identified non-conformities
constituted a violation of national laws. lllegalities in harvesting operations is an obvious
place to focus risk mitigation by improved supply chain management by relevant actors,
but also recognised"... the Romanian exhaustive legal frameworks with no flexibility in
terms of compliance coupled with the governmental enforcement failures create a risky
business environment for the companies operating in the forest industry."

Despite Romania's shortcomings in timber legality, the country is making positive progress
on several key issues. For example, it boasts the "Wood Tracking" information system,
which gives its users an opportunity to track wood products in real-time through GNSS
technology. The IT system vastly improves the accountability of the timber trade industry's
future.

FSC have implemented changes to their standards to include requirements that
organisations have in place anti-corruption measure. These steps are outlined in the
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report “FSC & Corruption” from 2017%. FSC is also implementing a risk based due
diligence approachto evaluating applicant for FSC certification. Applicants arerequested
to submit as self-evaluation. In certain cases where the applicant has other non-certified
holdings and is in a country with a high perceived level of corruption, FSC will conduct
additional screening againstthe FSC Policy of Association.

PEFC does not have a “policy of Association” but implements a procedure to receive and
manage complaints at all levels of the certification process.

Through such measures, certification has the potential to address corruption through
several levels of the scheme implementation.

Firstly, schemes can include direct requirements to ensure that licenses, right of tenure
and management rights, have beenissued according to the legally prescribed proce dure
and with absence of corrupt practices. In the study, only FSC and SBP normative
requirements conformed fully to an indicator on this topic. FSC and PEFC specifically
require that the Certificate Holder shall comply with anti-corruption legislation where this
exists. In the absence of anticorruption legislation, FSC requires the Certificate Holder to
‘implement other anticorruption measures proportionate to the scale and intensity of
management activities and the risk of corruption”. Others schemes partially covered this
topic only.

Secondly, as a general requirement for all certificate holders, the scheme can include
requirements to ensure that certificate holders do not engage in corrupt practices related
to illegal harvesting. In the study, the certification schemes addressed this requirement to
greater or lesser extents, with some notable exceptions (ISO 38200)

Thirdly, schemes can include mechanisms to identify - or for the Certification Body to do
SO - companies sanctioned for engagement in corrupt practices relevant to the forest
sector. Remarkably, none of the schemes evaluated have in place any active system or
procedure, to identify sanctioned companies. In the case of FSC, mechanisms exist which
could identify and deal with corrupt practices by Certificate Holders: the scheme has
procedures for processing complaints, which can be used for complaints regarding
corruption of organisations already associated with FSC. Furthermore, a clause within its
Policy of Association states that FSC shall conduct due diligence “to evaluate the
existence of objective evidence that an organization is directly or indirectly involved in any
of the unacceptable activities” prior to entering into an association with them. However,
despite the above there are no normative requirements or formal processes, for identifying
organisations sanctioned for engagement in corrupt practices proactively or otherwise,
and prior to (or post) association with FSC.

Finally, within Forest certification schemes, contact between stakeholders can be fostered
attwo levels: via the implementation of a clear and transparent complaint mechanism and
by robust stakeholder consultation. Stakeholder consultation — if carried out effectively —
can serve as a tool to widen the opportunity to capture corrupt practices. It raises the
opportunity to capture issues and allowthe limited time and financial resources available
to conducting audits to be targeted or focussed to where concerns may arise.

All schemes — with the exception of ISO 38200 — have complaints mechanisms in place,
although perhaps with varying levels of transparency and robustness. Most schemes —
again with the exception of ISO 38200 — include processes for stakeholder consultation.

? https://dk.fsc.org/preview.hvad -gr-fsc-for-at-forhindre -korruption.a-159 1. pdf
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However, the extent and use of stakeholder consultation varied. FSC requires that CBs
conduct stakeholder consultation for Forest management certificates as well as for entities
implementing controlled wood due diligence systems. PEFC has requirements for
stakeholder consultation in case of forest management certification. However, although
the requirement applies to all countries it appears that it is not followed by all assessed
national standards. For chain of custody, there is no requirement to conduct stakeholder
consultation.

The role of environmental NGOs and civil society organisations is not to be
underestimated in raising issues of malpractice and corruption in the forest sector to
certification schemes. NGOs focused on forest certification can engage in whistleblowing
when they perceive social and/or environmental criteria to be compromised by a particular
certificate holder — this is a strong measure that has been shown to function through
critical review of specific certification examples. One may discuss the effects on certificate
implementation overall, but investigations and the exposure of malpractices by CSOs
shows that external monitoring of scheme implementation can help by identifying scheme
failures.

Such interventions could be viewed as one way of controlling corruption when new
certificates are issued in poor governance settings. Yet those forest managers who are
first to engage in certification in poor governance settings are unlikely to be among the
worst offenders in corruption terms, and indeed may be among those most motivated to
raise forest management standards.

The annual audit process forming part of certification procedures offers a relatively regular
local check on forest management practices in certified areas. This practice is likely to
reduce certain types of logging activity (potentially facilitated by corruption) which are
contrary to the established scheme criteria. “Clear-cutting” trees in a certified area
contrary to the agreed criteria would, for instance, probably be made visible through such
audits. However, evidence shown above indicate systemic issues in schemes that
indicates challenges of the audit process to address certain types of malpractice by
certificate holders.

9. Requirements for certification bodies

An integral part of a certification schemes is the functioning of the certification bodies. A
certification body is an independent organisation that evaluates conformance of
companies to the requirements of the applicable standards. Certification bodies are
usually accredited by an accreditation body, either at a national level or at an international
level.

FSC and SBP collaborates with an international accreditation organisation called ASI, who
is responsible for accreditation of all FSC and SBP CB'’s worldwide, while PEFC relies on
national accreditation organisations to accredit certification bodies at a national level.

The Assessment framework includes assessment of requirements on certification Bodies,
by each of the schemes in section B.
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9.1 Conflict of interest

An often-cited criticism of certification schemes is that the certificate holders pay
certification bodies for the auditing. While this is true, there is limited evidence that this
relationship between certificate holders and their auditors should particularly inflict on
auditors' independence directly. Auditors are used to verify other types of business
performance, such as e.g. financial accounts, and these systems do seem to work.

There is perhaps a higher-level argument about certification regarding the efforts of
certification schemes to be competitive in a market with competing schemes. Questions
have been raised as to the objective of certification schemes to secure clients to remain
competitive, thus allowing or ignoring non-conformances among clients to maintain the
volume of certificates and area under certification.

In national certification schemes, such as those operating under PEFC recognition, the
issue of conflict of interest could be argued to be even more relevant. In the PEFC
scheme the certification standard is often developed and managed by the national
government. An example is the Belarus PEFC national scheme. In Belarus, the standard
is developed by State entities and managed by the ministry of Forestry. The accreditation
is managed by the Belarusian State Center for Accreditation. There is a single accredited
Certification Body, which the Ministry of Forestry also governs, and cetrtificate holders are
state forests. Even if these entities operate according to specific procedures for theirroles
in certification, itis clear that conflict of interest could likely arise from an apparent lack of
independence.

10. Scheme Governance

Scheme governance requirements of this study’s Scheme Assessment Framework
include issues such as transparency, scope of the standards used, accreditation of CBs
and certification process management.

This aspect of the study is covered in the Scheme Assessment Framework Section C.

Schemes differ in their level of transparency, some aspects of which are extremely
important to allow operators, competent authorities, and other organisations to evaluate
the applicability of the certification scheme to their due diligence concems.

A good assurance system must also have detailed and consistently implemented
procedures to handle appeals and complaints. Appeals refer to the possibility for the
(applicant) certificate holder to obtain the reconsideration of a certification decision taken
by the certification body. The Complaints procedure refers to permitting the expression of
dissatisfaction over the functioning of a scheme, scheme-related entities (certification
body, accreditation body) or scheme participant (certificate holder).

Schemes also differ in their approaches to standard setting and the level of transparency
that comprises the standard-setting process. Furthermore, schemes can range in the level
to which stakeholders are able to influence, participate in or support the standing setting
process.

Management of certification bodies refer to the process by which the scheme ensures that
certification bodies providing certification against scheme standard ensure a consistent
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approach to evaluation of conformance and how certification bodies operate to secure the
integrity of the scheme.

The requirements put on certification bodies known as the accreditation process, are
evaluating and approving certification bodies to function under the Scheme rules. The
goals of providing robust and objective assessments implies consistency over time,
locations and between certification bodies (two similar situations shall be assessed the
same way — with similar audit conclusions reached — independently of the time, location,
and auditor in question). Many approaches for calibration, guidance, or interpretation,
have been employed by certification schemes to prevent or rectify threats to credibility and
objectivity —in line with ISO or ISEAL guidelines.

Even where a certification scheme does not accredit independent certification bodies
(such as where the scheme owner is also the auditing organisation, as in the case of
many timber-legality certification schemes) an oversight systemwill be appliedto ensure
the continued competence and performance of certification auditorsto carry on conformity
assessments to a particular standard (in short, measures to monitor the integrity of the
audit process).

Schemes usually include some requirements to ensure that certification bodies and their
auditors, and other personnel relevant to the conformance evaluation of an organisation,
are impartial to the entities under evaluation. Risks to impartiality and conflicts of interest
can be prevented and monitored in various ways.

10.1 Conformance or performance

The auditing of certificate holders, and the accreditation requirements for CBs, are in most
certification schemes based on ISO standards. Both PEFC and FSC uses ISO standards
as a basis for development of their accreditation systems. In FSC accreditationis done by
ASI at an international level, while in PEFC accreditation is done at national level by local
accreditation bodies.

ISO standards are primarily seen as focused on systems and existence of procedures to
manage such systems. While an important aspect of implementing activities, both at forest
level, but also in the auditing and certification process, in a consistent and documented
way, the culture of considering all requirements of a standard as equally important, seems
to have shifted focus away from the actual performance on the ground — the real
achievements of responsible forestry, towards focus on being in conformance with all
procedural and documented requirements of the standards.

The result of the ISO approach is that CB auditors need to spend more time on checking,
double checking, and triple checking documents to ensure that nothing is forgotten,
instead of focusing on verifying management performance in the forest.

The approach thus forces the CBs to focus on non-essential issues when they carry out
client auditing, and thereby also forcing certified companies to spend considerable time
and resources on maintaining and updating administrative systems, which is likely to
detract from the actual performance of the organization.

A record documenting the fact that a training occurred becomes more important than
ensuring that the staff understand their obligations; a date on the risk assessment
becomes more important than the content of the risk assessment; a map of HCVF
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becomes more important than the management of the HCVF; a list of group members in
the FSC database becomes more important than whether the group is certifiable.

Solving this issue would require certification schemes to re-focus standards on critical
performance issues of the certificate holders, as well as ensuring that auditors have
strong competencies in evaluating performance issues, rather than evaluating the
existence of procedures and systems.

Box 4: Russia/Ukraine —illegal logging at EU's doorstep

The Russian Federation and Ukraine account for a dominant part of EU's annual
consumption of timber products, but accountability is missing in a significant proportion of
it.

Amongst important issues is the exploitation of sanitary felling permits. While a sanitary
logging permit may be entirely legal ,forest managers across Ukraine and Russia
are widely suspected of inflating the size of impacted areas to increase their allowance fora
higher profit. The discrepancy between what is harvested out of necessity and what is
actually being felled, is very hard to document, according to Preferred by Nature's own

research. Corruption within the agencies tasked to issue the permits is also a plausible
cause for inappropriate timber sourcing based on sanitary felling permits.

With the proliferation of third-party timber auditing schemes such as the FSC, some of the
illegal logging taking place might have been curbed. Thoughthere are still plenty of gaps
to slip through. "Personally, | am not confident that all the sanitary logging done by FSC
certified companies is good sanitary logging that makes sense in terms of fighting pests. |
am sure all the official paperwork these FSC certified companies are producing is fine.
However, there is legality in terms of official documents, and there is legality in terms of
common sense," said Nikolay Shmatkov, director with FSC in Russia. The country has
become the world's number one FSC certified area with more than 53 million hectares of
FSC certified forest.

Despite auditing schemes such as the FSC appear to positively affect prospective timber
traders' ability to perform due diligence as required by the EU Timber Regulation, the
challenge ultimately lies with weak institutions and an absence of policing the law in both
countries. "We are, of course, particularly attentive to any signs thatthe documentation has
been tampered with. We can, for instance, check that the actual state of the forest
corresponds with the data inthe documents. However, if the whole system is corrupt, it
becomes more difficult," said Justinas Janulaitis, Director of Traceability at Preferred by
Nature. As a direct consequence of the legality challenges, the number of FSC certified
forest units has grown to around four million hectares in Ukraine alone. Although the
certification boom has undoubtedly improved Ukrainian forestry, certification schemes have
their blind spots too by design as FSC is based on voluntary participationand itself does
not provide compliance with the EUTR. "If someone wants to commit fraud intentionally,
they can do that very easily by making two copies of the sales invoice. One
with incorrect information regarding FSC status, which they send to the customer, and
another one, without FSC claims, which they showto us," noted Mr. Janulaitis.

10.2 Conformance evaluation allowing for improvement

Most schemes operate with a similar approach to addressing non-conformances by
certificate holders or applicants to be certified. During assessments auditors may identify
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where the auditee is not meeting a specific requirement and issue a non-conformance
report (NCR), as either a major or a minor issue. Based on the NCR the certification body
will then formulate a Corrective Action Request (CAR) outlining the specific corrective
actions the organisation under evaluation will have to conduct, as well as the timeline —
depending on the grading as either major or minor there will be a set timeline to act and
show conformance, from 3 to 12 months.

Certificate holders are thus allowed to remain certified where both minor and major non-
conformances are identified if they address these within the allotted timeline. Such an
approach would not be in line with the EUTR, where a non-compliance with applicable
legislation is considered to constitute a risk. It should be mentioned that cases where
procedural changes are needed to ensure improved performance could be considered low
risk.

A study published in 2019 (Buliga and Nichiforel 2019) analysed corrective actions issued
by FSC auditors in Romania. The study evaluated how much of the Forest Stewardship
Council (FSC®) standard used for forest management certification is contingent on legal
rules, and it was concluded that 69% of the standard requirements are addressed in
national legislation. The authors also evaluated, from a legal perspective, the non-
conformities identified between 2008 and 2017 in the 108 FSC audit reports. They
document that de facto, the implementation of the legal system faces essential
enforcement problems since 54% of the identified non-conformities represent a violation
of laws. The three main non-compliances with the legal requirements are related to
harvesting operations.

Other studies have conducted comparable analysis of nonconformities, primarily based on
FSC data (Trishkin et al. 2015; and Aureliu-Florin, et al 2016). Both evaluated the number
and distribution of NCRs over the different principles of the FSC standard in Russia and
on other European countries. They arrived at similar conclusions related to the aspects of
certification responsible for most NCRs. Most or around 50% of NCRs are issued for
Principle 6 (Environmental impact) of the FSC standard, while around 10% of all NCRs
are issued for legal compliance as covered in Principle 1 (Compliance with the laws and
FSC principles). Note that the studies are based on the former version of the FSC
standard, which did not include as detailed a legality definition as the current version.

The evidence discussed above indicates that the procedure for addressing non-
conformances in certification may mean that certificate holders are in fact allowed to
operate even where legal non-compliance may have been identified. Such a system may
in fact mean that some timber is certified even where legal non-compliances are present,
in which case this would not be in line with the EUTR requirements.

The conclusion related to this structure of most certification schemes is that it poses a risk
of allowing timber potentially harvested in violation of applicable legislation to enter the
supply chain as certified. This would mean that such timber would not meet the EUTR
obligations related to illegal timber if placed on the EU market. Therefore, it must be part
of the due diligence process to evaluate the risks that timber form certified forest are low
risk of non-compliances with applicable legislation.
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10.3 Transparency

In the context of the EUTR, certification-scheme transparency is important to Operators
and other organisations relevantto the proper application of the regulation. In practice, it
comprises several related elements which are discussed in turn below. These are:

e Public availability of scheme requirements for both Certificate Holders and
Certification Bodies, including general information on scheme governance, how
stakeholders may engage with the scheme.

e publicly accessible register Certificate Holders and Certification Bodies.

¢ publicly accessible public summaries of audits carried out on Certificate Holders.

Operators benefit from being able to understand the requirements for certificate holders,
to evaluate what the scheme covers in terms of applicable legislation. It is also important
for Operators to understand quality aspects of the scheme, such as the level and extent of
oversight by Certification Bodies. As a natural part of scheme transparency, most of the
schemes evaluated in this study were observed to ensure the public availability online of
Scheme requirements, in terms of normative requirements for both Certificate Holders.

This transparency extended to scheme requirements for Certification Bodies also,
although there were some gaps. For example, PEFC failed to make available some
procedures related to the accreditation process. The exception to the rule, however, was
ISO 38200. The standard ISO 38200:2018 is not supported by a scheme, and it is not
possible to easily obtain a full overview of the scheme requirements for certificate holders
and certification bodies. Systems implemented by certification bodies and accreditations
bodies might differ between organisations, as there are no requirements specified related
to the implementation of ISO 38200:2018. In addition to ensuring the normative
requirements, it would aid evaluation buy Operators and other stakeholders, if the
schemes made publicly available impacts information about their schemes and aspects of
these which are relevant to the EUTR. In the study, it was observed that the availability of
such information by schemes themselves was patchy.

Equally as critical to scheme transparency is ensuring that an up-to-date register of
certified or verified organisations is publicly available. Having access to real-time
information is essential to operators — data on a certificate must be up-to-date and
accurate. Although it was not always clear how quickly new information was inputted into
certificate databased, all schemes evaluated were aligned in providing a least a basic
register of certified or verified organisations externally, with the exception of ISO. There is
no complete online register for organisations certified under ISO 38200.

However, there was room for improvement across a number of schemes in relation to the
broader quality of data available publicly, which would be of interest to Operators in
conducting due diligence. For example, while PEFC makes available a register of
certified/verified organisations, the online database does not include information about
forest area or locations within the scope of forest management certificates. All schemes
lacked clear data on any certification gaps (periods where the company many have been
suspended) in the databases.

Besides basic information on certified or verified organisations, a list of other
data/information of interest to Operators includes the following:

e Scope of certification, including:
o Specific products or productgroupings
o Relevant species
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o Additional information where products are comprised of recycled material
(type of reclaimed material, quantities)

o Claim or claims methods or systems used? (e.g., Credit system, controlled
sources/wood, etc...)

o Information about forest area(s)/location(s) within scope — as well as
specific areas excised from the certification for whatever reason.

e Periods of suspensions or terminations, to allow operators to be aware of times
when the company was not certified.

e Information relating to materials sourced via a controlled sourcesmood system or
DDS, such as the location of the forests/suppliers, the risk conclusions reached by
the certificate holder conducting due diligence, as well as the risk mitigation
actions implemented.

e The names and locations of members or facilities included within group/multisite
certificates.

Finally, the study evaluated if - and what - each scheme made available on the internet, in
relation to summary reports or other information derived from the actual audits of
Certificate holders. Such information provides a window into the actual performance of the
certificate holder. For example, findings of auditors on areas of potential or actual non -
conformance by the certified entity, may provide useful information in relation to good-
performance by the certified organisation or - on the other hand - areas where legal non-
compliances may have been identified, issues related to tenure-rights or relationships with
local communities, locations of actual harvest, etc.

Overall, schemes within the study performed differently. In the case of FSC, summaries of
forest management (and FM Controlled Wood) evaluations are made available on the
FSC certificate database. Information in relation to the content and language of the public
summary is governed by scheme requirements. No public summary report (other than
basic data in relation to the certification scope) is required for COC certificates — in line
with all schemes included in the study. However, in the case of FSC Controlled Wood
(DDS) certification for supply-chain entities, summaries of basic information with relevant
Certification Body findings are required and are available on the FSC certificate database.
In the case of PEFC, reports are not available in the online platform developed by the
PEFC International. While it has been observed that PEFC Germany uploads public
summary reports on their national website, overall the Scheme at the international level is
not responsible for making reports publicly for Forest Manage ment Certificates. As can be
seen from practice, summary audit reports are not available on the internet for PEFC
certificates in almost all countries. There are no requirements for public summaries of
audits in relation to controlled sources materials.

SBP ensures the latest public summary report is available on its website. This includes
main results, evaluation process, any stakeholder consultations that has taken place, and
any open non-conformities. The supply base report is also available on this we bsite, which
declares the sourcing area, number of suppliers, type of biomass sources and relevant
forest resource information relevant for that area. In the case of Bureau Veritas OLB,
forest management audit reports are available upon request via e-mail (not directly
available on the internet).

55



REPORT : STUDY ON CERTIFICATION AND VERIFICATION SCHEMES IN THE FOREST
SECTOR AND FOR WOOD-BASED PRODUCTS

PART lll: Summary of Forest Certification Scheme
Assessments

In the following a summary is provided for each of the forest certification schemes
included in the study. Details of the assessment of each scheme assessment can be
found in the respective scheme assessment reports.

This summary is intended to provide a quick overview of findings which should allow the
reader to gain an overview of the key strength and weaknesses of specific schemes. This
allows the reader quickly to identify a relevant scheme and access the findings.

The Forest Stewardship Council (FSC) is one of the World’s largest voluntary forest
certification schemes with over 220 million certified hectares and 45,000 certified supply
chain entities. It is also one of the oldest, having been legally established in 1994. FSC
operates a third-party system, whereby its main functions are to set the normative
requirements and guidance, and to manage the strategic direction and day to day running
of the scheme. FSC operates two approaches to certification: i) certification at the forest
management level and the supply chain level; and ii) a risk-based approachto managing
non-certified materials to FSC claim, through the Controlled Wood programme. Out of the
84 indicators of the scheme assessment framework evaluated within the study, 58 was
concluded as covered, 22 as Partially Covered and 2 as Not Covered. 2 indicators were
concluded as Not Applicable. FSC is a fully developed scheme with systems for
transparency and oversight built in. There are mostly robust processes and systems in
place, covering all the key components of the certification scheme.

The Programme for the Endorsement of Forest Certification (PEFC) is one of the
World’s largest voluntary forest certification schemes with over 320 million certified
hectares and 27,000 certified supply chain entities. It is the largest forest certification
scheme in terms of certified forest area. PEFC operates a third-party certification system,
whereby it sets the normative and benchmark standards together with guidance and
procedural documents. PEFC operates two certification approaches which apply to
forests: i) certification of forest— and forest management — organisations and supply-chain
entities; and ii) certification of a risk-based due-diligence mechanism for managing non-
PEFC-certified material inputs into PEFC-certified products. Out of the 84 indicators of the
scheme assessment framework evaluated within the study, 30 were concluded as
covered, 39 as Partially Covered and 14 as Not Covered. One indicator was concluded as
Not Applicable. PEFC is a fully developed certification scheme, which includes many of
the processes and elements that would be expected of such a global certification scheme.

The SBP (Sustainable Biomass Program) is a certification scheme that accepts input
from other large and well-known certification schemes (currently FSC, PEFC and PEFC
endorsed schemes), as well as input sourced under the scope of its own evaluation
framework. The sourcing through its own scheme is based on risk assessments for SBP’s
indicators. The objective is to have one system for certified biomass. In total, out of the 84
indicators of the scheme assessment framework evaluated within the study, 65 were
concluded as “Covered’, 13 as “Partially Covered” and 5 as “Not Covered”. One indicator
was concluded as “Not Applicable”.

The overall finding of the assessment is that SBP is a transparent scheme that covers
many critical parts of the EUTR. It should be noted that the coverage of the SBP scheme
is dependent, to a large extend, on the strength of the schemes they approve — currently
FSC and PEFC endorsed schemes.
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The BV OLB (Origine et Légalité des Bois) verification scheme was developed in 2004
by Bureau Veritas Certification (BV), an international independent certification body
headquarteredin Paris, France. The purpose of OLB verification is to verify that a forest is
managed legally, the origin of forest productsis controlled, and the transfer of certificate
claims along the supply chain is ensured. Chain of custody certification aims to ensure
that the certification claim is transferred along the value chain. The system is based on
two main standards: 1) forest management (FM) standard for forest enterprises, and 2) a
chain of custody (CoC) standard for supply chain entities (processors and trade
companies). The BV OLB scheme is assessed to be a comprehensive scheme that
covers many critical parts of the EU Timber Regulation.

The standard “ISO 38200:2018 Chain of custody of wood and wood-based
products” sets requirements for a chain of custody systemto enable the exchange and
tracking of information on wood and wood-based products throughout a supply chain. It
includes traceability measures (CoC) as well as due diligence requirements to ensure that
only legal input material is included in the CoC system. ISO 38200 is an international
standard and not a forest certification scheme. This means there are no normative
requirements developed for the accreditation of certification bodies certifying against the
standard, and it is important to note, that the standard is not intended for certification only.
The due diligence system of ISO 38200 shall include the elements of information
gathering, risk assessment and mitigation measures. The ISO 38200 CoC standard
provides a flexible approach to controlling supply chains using multiple different
certification claims under one CoC system. ISO 38200 partially cover the indicators of the
evaluation framework. 11 indicators are covered, 48 indicators are partially covered, while
25 are not covered. The standard is clear in requiring that only legally harvested and
legally procured material can enter the chain of custody system of a company.

The following table provides an overview of the study findings at a Criterion level.

These colour condes are used to indicate the assessment findings:

Covered:
Partially covered:
Not covered:

Not applicable:
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Table 2: Overview of certification scheme assessment findings (see findings for individual schemes below for details).

Requirement Section PEFC PEFC Non- FSC FSC FSC Non- SBP 1ISO 38200 OLB OLB Non-certified
certified EM CW-EM certified material
material G (CHARRY material

(CW-CoC)
A. Requirements for Certificate Holders
A.1 Legal Requirements at the forest level

A.1.1 Rights to harvest timber within legally | Partially Partially Partially Partially Covered Partially Partially Partially covered Partially covered

gazetted boundaries covered covered covered covered covered covered

A.1.2 Payments for harvest rights and | Partially Partially Partially Covered Covered Partially Partially Covered Partially covered

timber including duties related to timber | covered covered covered covered covered

harvesting

A.1.3 Timber harvesting, including | Partially Partially Covered Partially Covered Covered Partially Covered Partially covered

environmental and forest legislation | covered covered covered covered

including  forest ~management and

biodiversity conservation, where directly

related to timber harvesting

A.1.4 Third parties’ legal rights concerning | Covered Partially Covered Covered Covered Partially Partially Partially covered Partially covered

use and tenure that are affected by timber covered covered covered

harvesting

A.1.5 Trade and customs, in so far as the | Partially Not covered Partially Covered Covered Partially Partially Partially covered Partially covered

forest sector is concerned covered covered covered covered

A.2 Legal requirements for supply chain entities

A.2.1. Legal registration Not Not covered Not covered Not covered Not covered Covered Partially Covered Covered

covered covered
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Requirement Section PEFC PEFC Non- | FSC FSC FSC Non- SBP ISO 38200 OoLB OLB Non-certified
certified EM CW-EM certified material
material G (CHARRY material

(CW-CoC)

A.2.2 Taxes and fees Not Not covered Partially Partially Not covered Partially Partially Covered Partially covered

covered covered covered covered covered

A.2.3 Trade and transport Partially Not covered Partially Partially Not covered Partially Partially Partially covered Partially covered

covered covered covered covered covered
A.3 Requirements for material control

A.3.1 Material control Partially covered Partially covered Covered Partially Covered Partially covered

covered

A.3.2 Recycled material Partially covered Partially covered Covered Covered Not covered Not covered

A.4 General requirements for Certificate Holders
A.4.1 Conflict resolution Partially covered Covered Covered Not covered | Partially covered
A.4.2 Corruption Partially covered Covered Covered Not covered | Covered

A.5 Quality and procedural requirements for Certificate Holders

A.5.1 Internal procedures for Certificate | Covered Partially covered Partially Covered Partially covered

Holders covered

A.5.2 Qualification and competence Covered Partially covered Covered Covered Covered

A.5.3 Risk based approaches to sourcing, | Partially covered Covered Partially Partially Partially covered

trade or production covered covered
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Requirement Section PEFC PEFC Non- FSC FSC FSC Non- SBP ISO 38200 OoLB OLB Non-certified
certified EM CW-EM certified material
material G (CHARRY material

(CW-CoC)
B. Requirements for Certification Bodies

B.1 General Certification Body | Covered Partially covered Covered Partially Partially covered

requirements covered

B.2 Certification Body requirements for | Partially covered Partially covered Covered Partially Partially covered

auditing and certification covered

C. Requirements for Certification Schemes

C.1 Transparency Partially covered Partially covered Covered Partially Partially covered

covered

C.2 Scheme & standard scope Partially covered Partially covered Partially Partially Covered

covered covered

C.3 Accreditation and oversight Partially covered Partially covered Partially Partially Partially covered

covered covered

C.4 Certification process Partially covered Partially covered Partially Partially Partially covered

covered covered
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11. PEFC

The Programme for the Endorsement of Forest Certification (PEFC) is one of the World’s
largest voluntary forest certification schemes with over 320 million certified hectares and
27,000 certified supply chain entities. It is the largest forest certification scheme in terms
of certified forest area.

PEFC operates a third-party certification system, whereby it sets the normative and
benchmark standards together with guidance and procedural documents. The scheme
has support from International Accreditation Forum (IAF) in recognizing bodies allowed to
accredit the certification bodies. In addition to the accreditation process, certification
bodies shall be notified by PEFC* before issuing certificates. Evaluations of Certificate
holders include field audits.

The scheme recognises national forest certification system standards. The recognition
process and incorporation into the PEFC family of new national forest certification systems
is known as ‘endorsement’ and includes assessments made by an independent assessor
and recognition of PEFC Council. After five years of the approval date, endorsed systems
shall initiate a standard review process in relation to their standards.

PEFC National Governing Bodies (NGBs) play multiple roles in assuring the credibility of a
system in a specific country. NGBs conduct notification of certification bodies (CBs),
without that CBs cannot issue PEFC FM certificates. Simultaneously, NGBs have arole in
forest certification system setting, appointing a standardizing body or acting themselves as
a standardizing body and responsible for maintaining the forest certification system. At the
international level, NGBs are part of PEFC Council Board together with International
Stakeholders, accepting new National Governing Bodies and changes of Scheme,
including normative and Benchmark standards. Similarly, Accreditation Bodies are part of
IAF, involved in accepting new Accreditation Bodies.

Certification Bodies conduct assessments and issue certificates to organisations. Various
organisations can apply for certification at the forest or supply chainlevel, from single to
groups of forestry companies; smallholders and community groups; from sawmills,
traders, manufacturers and printers.

PEFC operates two certification approaches which apply to forests: i) certification of forest
—and forest management — organisations and supply-chain entities; and ii) certification of
arisk-based due-diligence mechanism for managing non-PEFC-certified material inputs
into PEFC-certified products.

PEFC's Forest Management (FM) standard is a benchmark standard based on 6 criteria
(chapter 8) and 94 requirements. Certification at the forest level is based on standards
developed by the national forest certification system, which conformto the set of rules and
requirements defined by PEFC International®. The development of PEFC standards
includes consultation with stakeholders.

? PEFC International or National Governing Body

# PEFC ST 1003:2018 Sustainable Forest Management, isthe latest benchmarkstandard developed by PEFC International
to which national standardsare independently assessed against and must conform to, in orderto become PEFC endorsed.
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PEFC’s Chain of Custody (CoC) standard is a global standard, applied as-is,to all supply
chain entities wishing to sell PEFC certified products with a PEFC claim. PEFC has
integrated a due diligence mechanisminto its CoC standard to allowthe mixing of PEFC -
certified material and non-PEFC-certified material in the manufacture of PEFC-certified
products, whilst at the same time avoiding raw material from controversial sources.
PEF C’s definition of controversial sourcesincludes illegally harvested and traded wood.

Finally, the system provides for the inclusion of recycled wood material via the Chain of
Custody standard.
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11.1 Summary of PEFC findings

In total, out of the 84 indicators of the scheme assessment framework evaluated within the study, 30 were concluded as “Covered”’, 39 as “Partially
Covered” and 14 as “Not Covered”. One indicator was concluded as “Not Applicable”.

Table 3: Summary of PEFC findings

PEFC (a) — coverage of applicable

PEFC (b) — Cov erage of applicable legislation

PEFC - Cov erage of other requirements for

PEFC - Cov erage of requirements for scheme

legislation of certified material of non-certified material (Controlled Sources) | certificate holders governance

(Forest Management - FM)

Criteria Indicator Criteria Indicator Criteria Indicator Criteria Indicator

Al.1Rights to harvest = A1.1.1.1 Al.1Rights to harvesttimber ALI.1.1 | A3.1Material control A3.1.1.1 [ C1 Transparency Cil.1.1

timber Al.1.1.2 Al.1.1.2 A3.1.1.2 Ccl1.1.2
A1.1.1.3 A1.1.1.3 A3.1.1.3 C1.1.3
Al.1.2.1 Al.1.2.1 A3.1.1.4 Cl.1.4
Al1.1.3.1 A1.1.3.1 | A3.2Recycled material A3.2.1.1 ci1.2.1
A1.1.3.2 Al1.1.3.2 A3.2.1.2 C1.3.1
Al.1.4.1 Al.1.4.1 A3.2.1.3 C2 Scheme & standard scope c2.1.1
Al.2.1.1 | Al.2Payments for harvestrights =~ Al.2.1.1 | A4.1Conflict resolution A4.1.1 Cc2.2.1

Al.2 Payments for Al.2.2.2 | andtimber Al.2.2.2 | A4.2 Corruption A4.1.2 C2.3.1

harvestrights and Al1.3 Timber harvesting Al.3.1.1 | A5.1Internal procedures for A5.1.1 C2.4.1

timber Al1.3.1.1 Certificate Holders

Al1.3 Timber A1.3.1.2 A1.3.1.2 A5.1.2 C3 Accreditation and ov ersight C3.1.1

harv esting Al1.3.2.1 A1.3.2.1 | A5.2Qualification and competence A5.2.1 C3.1.2
Al1.3.2.2 Al.3.2.2 | A5.3Risk based approaches to A5.3.1 C3.1.3
A1.3.3.1 A1.3.3.1 sourcing, trade or production A5.3.2 C3.1.4
Al.3.4.1 Al.3.4.1 A5.3.3 C3.2.1
Al1.35.1 Al1.35.1 A5.3.4 C3.2.2
Al1.3.5.2 Al1.3.5.2 C3.2.3
Al4.1.1 A1.4 Third parties’ legal rights Al41.1 C3.2.4

A1.4 Third parties’ Al.4.1.2 Al.4.1.2 C4 Certification process C4.1.1

legal rights Al.4.2.1 Al.4.2.1 C4.1.2
Al.4.3.1 Al.4.3.1 C4.1.3
Al5.1.1 Al.5 Trade and customs Al5.1.1 C4.1.4

Al.5 Trade and Al15.2.1 Al5.2.1

customs Al15.3.1 A1.53.1
Al54.1 Al54.1
Al155.1 Al1.55.1
Al1.5.6.1 Al1.5.6.1
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A2.1.1.1 A2.1 Legal registration A2.1.1.1
A2.1Legal A2.2 Taxes and fees A2.2.1.1
registration A2.2.1.1
A2.2 Taxes and fees A2.2.2.1 A2.2.2.1
A2.3.1.1 A2.3 Trade and transport A2.3.1.1
A2.3 Trade and A2.3.2.1 A2.3.2.1
transport A2.3.3.1 A2.3.3.1
A2.3.3.2 A2.3.3.2
A2.3.4.1 A2.3.4.1
A2.3.5.1 A2.3.5.1
A2.3.6.1 A2.3.6.1

64




REPORT : STUDY ON CERTIFICATION AND VERIFICATION SCHEMES IN THE FOREST
SECTOR AND FOR WOOD-BASED PRODUCTS

Coverage by the scheme of legal requirements at the forest level
Strengths

The first part of this study addressed legal requirements at the forest level for forest
management certification, evaluating how PEFC ensures that Certificate Holders comply
with all applicable legislation. The study concluded that legal requirements at the forest
level are mostly Covered by PEFC Forest Management standard (PEFC ST 1003: 2018),
and Partially Covered as far as the Controlled Sources requirements within the COC
standard (PEFC ST 2002: 2020) are concerned. Of the 27 indicators assessed, 15 were
evaluated as covered, 9 were partially covered and 3 are not covered for PEFC Forest
Management. On most occasions, the four national forest certification standard
evaluations conducted (for Brazil, China, Russia and Romania) corroborated the findings
of the international level evaluation. Although, it must be noted that these standards had
not yet been updated to the current version of the international Sustainable Forest
Management (FM) benchmark standard (PEFC ST 1003: 2018).

Gaps or areas of lower coverage

Across the same 27 indicators in the case of Controlled Sources requirements, only 6
were evaluated as Covered, 15 as partially covered and 6 as not covered. In both cases,
many of the identified gaps related to ambiguities, omissions, or cases where no clear
reference was made within PEFC standard requirements to an aspect of forest legality
included in the framework.

For Controlled Sources, however, all indicators related to trade and customs are not
covered. The definition of controversial sources does not appear to cover legal
compliance in relation to trade, transport and customs®, for non-certified forest entities
included within the due diligence requirements of the scheme. This represents a
significant gap within the scheme.

PEFC requires that the international Sustainability benchmark standard is adapted to the
national context in which it is being implemented by forest organisation. As of the date of
this report, no countries have yet an approved national standard that has been updated
from the previous version of the international FM benchmark standard (PEFC ST 1003:
2010) to the current version. At the same time, two approved standards (Brazil and
Ireland) are still developed based on the initial version of the standard, developed in 1998
- “Pan European Operational Level Guidelines”, although both schemes are currently in a
process of review for compliance with PEFC ST 1003:2018. However, the delays in
updating all national FM standards to meet updated benchmarks, represents a significant
gap in the PEFC system.

Coverage by the scheme of legal requirements at the supply chain level
Gaps or areas of lower coverage

The study addressed requirements for legal compliance by Certificate holders which are
supply chain entities, focussing on the PEFC CoC standard. This standard is applicable to
all certified supply chain entities within the PEFC system. Of the 10 indicators evaluated, 3
were concluded as Partially Covered, while 7 as Not Covered. This is considered a
significant gap within the PEFC system. While the normative requirements of the

* Note: in the context of the EUTR, trade, transport and customslawsare only relevant withinthe country of harvest.
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accreditation standard require Certificate bodies to collect information related to the legal
status of the certificate holder, the requirement for legal business registration and the
holding of other relevant legally required licenses is not made a requirement of Certificate
Holders within the CoC standard. Certificate holders are not required to comply with
legislation concerning taxes and fees, how products are classified, trading permits,
offshore trading, transfer pricing, export/import licenses.

A second major gap within the due diligence requirements is for non-certified material
entering the PEFC system that form part of the PEFC Controlled Source requirements for
supply-chain entities. Here, the PEFC due diligence process does not include the
evaluation of risks of legal non-compliance in relation to: legal business registration; trade,
transport and customs, or the payment of taxes and fees within the country of origin. As a
result, of the 10 indicators within this principle, all were evaluated as Not Covered.

Material control
Strengths

Via the PEFC CoC standard and other normative requirements, the PEFC system
maintains a system of material control, tracking and traceability, similar to other fully
developed certification schemes. PEFC standard requirements include clear and effective
measures to prevent material from non-negligible risk, unverified or potentially illegal
sources from entering the supply chain.

Gaps or areas of lower coverage

The CoC system does not include any validation of certified volumes transferred from
sellers to purchasers vertically up and down supply chains, meaning that risks of errors -
or even fraudulent activity — exist in relation to the volumes of PEFC-certified products
sold along supply chains. However, itis also not a concern specific to PEFC, but many of
the schemes evaluated within this study.

A further gap to be noted regards reclaimed timber. PEFC descriptions of recycled
material described in Terms and definition of the COC standard (PEFC ST 2002: 2020),
do not entirely align with the definition of waste material as defined in —and excluded from
the requirements of — the EU Timber Regulation and associated guidance documents.
This discrepancy between PEFC and EU definitions means material might enter the PEFC
systemwithout the required due diligence.

Other requirements for certificate holders
Strengths

General requirements for certificate holders related to Quality and procedural
requirements are mostly addressed within the PEFC system. Documented systems and
procedures covering all requirements of the relevant standards are required both for
Forest Management and Chain of Custody certification.

In the case of requirements that certificate holders do not engage in corrupt practices
related to illegal harvesting, this is addressed within the PEFC system for FM certification.

Gaps or areas of lower coverage

Requirements for CoC certificate holders related to conflict resolution — specifically that
disputes are identified, recorded and managed in a robust and transparent way — are

covered. However, conflict resolution is assessed as partially covered for FM certification
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because standard requirements do not extend to requiring the exclusion from the scope of
a certificate situations or forestareas where the legality of tenure or management is not
defined, unclear or disputed.

For CoC certification, there is no requirement that certificate holders do not engage in
corrupt practices related to illegal harvesting.

In relation to requirements for risk-based approaches to sourcing (Due Diligence Systems)
for non-certified material, PEFC was concluded as partially covering the quality indicators.
Due diligence procedures are described in Annex 1 of the PEFC CoC standard. However,
there are no requirements or guidance on what basis — or how — other certification
schemes shall be evaluated by the certificate holder other than that they cover the
activities included in the term controversial sources and are covered by a supported by
third-party certification. At the same time, DDS procedures definedin the COC standard
are such that itis not clear that the system will always capture risks present within supply -
chains.

Requirements for Certification Bodies
Strengths

Quality requirements for Certification Bodies were generally evaluated as Covered (6
indicators), based on PEFC normative requirements, with some notable exceptions
(resulting in 2 Partially Covered indicators, 1 not covered).

Gaps or areas of lower coverage

Important indicators that are partially covered are related to the frequency of audits, as
these may exceed 12 months in the case of CoC certification. In the case of forest
management, it is not clear if standards consistently include the ability for unannounced or
short-notice audits in case of substantiated claims or for other reasons.

At the same time, stakeholder consultation is concluded as partially covered. For forest
management, not all national schemes include stakeholder consultation for evaluating
compliance of certificate holders. In the case of Chain of custody, there is no requirement
to conduct stakeholder consultation. 1 indicator is partially covered.

One important gap was identified: there are no mechanisms or formal processes for the
scheme - or requirements for Certification Body - to proactively identify companies
sanctioned for engagement in corrupt practices relevantto the forest sector.

Other requirements of the Certification scheme
Strengths

In relation to issues of accreditation and oversight, most indicators were evaluated as
covered based on the normative requirements. PEFC has in place a system for the
accreditation and oversight of Certification Bodies to ensure that CBs have in place the
required procedures, capacity and competencies.

Gaps or areas of lower coverage

In relation to scheme transparency, 1 indicator was assessed as covered. Of the 4
indicators evaluated as partially covered and 1 not covered, some of these cover
important issues:
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e Most of the procedures and standards related to the Scheme are publicly available
on internet. However, some procedures related to the accreditation process and
impact information are not publicly available.

o A register of certified/verified organisations is publicly available. The database
allows a user to identify the certification status of named companies from their
name or certification code. However, the database does not include information
about certified forest areas or locations within the scope of the certificate. At the
same time, the Scheme is not requiring that summary audit reports are publicly
available on the internet.

o Some of the procedures used for accreditation are publicly available, however not
all of them. For example, standards used in the assessment of Accreditation or
Certification Bodies applicants, are not publicly available.

The PEFC system includes an oversight mechanism which is independent of the
Certification Bodies and includes requirements to ensure the frequency of oversight or a
procedure for determining the frequency. However, while the PEFC system includes in
field evaluation of Certification bodies, stakeholder consultation does not form part of the
accreditation or evaluation process.

Certification bodies may issue corrective actions to certificate holders for non-
conformances (up to 3 months for major non-conformities and up to 12 months for minor
non-conformities, according to different audit types). This approach ensures that non-
conformances in relation to PEFC requirements are addressed syste matically and within a
specific timeframe. It is also an approach similar to that employed by almost all forest
certification schemes.

In the case of surveillance and re-certification audits, the timeframes permitted to address
and close non-conformities are such that there is a possible risk that illegal (or non-
negligible) wood products may enter the EU market without mitigation having taken place.
This could occur if a non-conformity which represented an infringement of legislation was
issued to a certificate holder. It is possible the non-conformity would not be addressed for
a period of up to 3 or 12 months, during which production or trade was still taking place.
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Table 4: PEFC International findings

Requirement Section

Conclusion

Summary

Conclusion

Summary

A. Requirements for Certificate Holders

A.1 Legal Requirements
at the forest level

a - Forest management certification

b - Input from non-PEFC certified forest

A.1.1 Rights to harvest
timber w ithin legally
gazetted boundaries

Partially covered

5 indicators are
covered

2 indicators are
partially covered

Indicators related to land tenure, management

rights, and concession license are almost covered.

Standard requires to cover legislation but not
explicitly requiring legal methods to obtain these

documents. 2 indicators are covered and 2
partially covered.

PEFC standard requirements cover legislation
related to forest management, harvesting planning
and permits. 3 indicators assessedas covered.

Partially covered

1 indicator is
covered

6 indicators are
partially covered

Indicators related to land tenure and management

rights, and concession licenses are partially covered.
The standard includes applicable legislation on forest
management as w ellas tenure and land-use rights for
indigenous peoples, local communities or other affected
stakeholders. How ever, a specific reference to
legislation in the case w henthere are no indigenous
peoples, local communities or other affected
stakeholders is not made.

For other indicators of this criterion, the PEFC
international standard includes compliance w ith
applicable local, national or international legislation on
forest management. How ever, it does not make clear
reference to legally-gazetted boundaries and legal
business registration.

Indicators related to management and harvesting
planning are partially covered. Indicator related to
harvesting permits is covered.

The PEFC standard includes compliance w ith applicable
local, national or international legislation on forest
management but does not make clear references to
certain aspects of management planning; the
requirement forlegally required planning documents to
be approved before the implementation; legislation
regulating the issuing of harvesting permits, licenses or
other legal documents required for specific harvesting
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operations.

A.1.2 Payments for
harvest rights and
timber including duties
related to timber

Partially covered

2 indicators are
partially covered

PEFC standard includes compliance with
legislation related to the payment of applicable
royalties and taxes but does not explicitly request
compliance w ith legislation regulating value-added

Partially covered

2 indicators are
partially covered

The PEFC standard includes compliance w ith legislation
related to the payment of applicable royalties and taxes
but does not explicitly request compliance w ith
legislation regulating value-added taxes; stumpage fees,

harvesting taxes; stumpage fees, other volume-based fees, other volume-based fees, land area taxes.
land area taxes.
A.1.3 Timber Partially covered Indicators related to timber harvesting regulations Partially covered Indicators related to timber harvesting regulations are

harvesting, including
environmental and
forest legislation
including forest
management and
biodiversity
conservation, w here
directly related to timber
harvesting

5 indicators are
covered

3indicators are
partially covered

are almost covered. Note that the PEFC standard
requires control of potential illegal activities by
third parties w ithin the managed area. At the same
time, it requires compliance withforest
management legislation. How ever, clear
references to compliance w ith legislation

regulating harvesting techniques and technologies
is not made. 1 covered and 1 partially covered.

Indicators related to protected sites and species
are almost covered. The PEFC standard requires
compliance w ith legislation regulating protected
and endangered species, but does not include
clear referenceto legislation regulating the
identification of protected areas. 1 covered and 1
partially covered.

Indicator related to environmental requirements is
partially covered. Specific references to
compliance w ith legislation regulating
environmental impact assessments is not made. 1
indicator partially covered.

Indicators related to health and safety and legal
employment are covered by the national
standards, although the international standard is
not clear for legal employment. These 3 indicators

3 indicators are
covered

5 indicators are
partially covered

almost covered. Standard requests comply with forest
management legislation. How ever, an explicit request to
compliance w ith legislation regulated harvesting
techniques and technology is not made. 1 covered and
1 partially covered.

Indicators related to protected sites and species are
almost covered. Standard includes compliance with
legislation regulating protected and endangered
species, but not clearly reference legislation regulating
the identification of protected areas. 1 covered and 1
partially covered.

Indicator related to environmental requirements is
partially covered. Specific references to compliance w ith
legislation regulating environmental impact assessment
is not made. 1 indicator partially covered.

PEFC standard requirements cover the indicator related
to health and safety. Indicators related to legal
employment are almost covered. Standard requests
comply withforestmanagement legislation. How ever, a
specific referenceto compliance w ith legislation
contracts and w orking permits, obligatory insurances,
certificates of competence and other training
requirements, and payment of social and income taxes,
is not made w ithin the PEFC normative requirements. 1
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how ever w ere concluded as covered.

indicator covered and 1 partially covered.

A.1.4 Third parties’
legal rights concerning
use and tenure that are
affected by timber
harvesting

Covered

4 indicators are
covered

Indicators related to customary rights; Free, Prior
and Informed Consent; and Indigenous and
traditional peoples' rights are covered by the
standard requirements. 4 indicators covered.

Covered

4 indicators are
covered

Indicators related to customary rights; Free, Prior and
Informed Consent; and Indigenous and traditional
peoples’ rights are covered by the standard
requirements. 4 indicators covered.

A.15 Trade and
customs, in so faras
the forestsector is
concerned

Partially covered

1 indicator is
covered

2 indicators are
partially covered

3 indicators are not
covered

Indicators related to the classification of species,
guantities, qualities; and trade and transport are
partially covered.

There is a requirement to comply w ith applicable
local, national and international legislation on
forest management. How ever, clear reference to
complying w ith legislation regulating how
harvested material is classified or related to trade
and transport is not made. 2 indicators partially
covered.

Indicator related to CITES is covered. The
international PEFC standard does not have explicit
requirements related to CITES permits, but all

national standard assessed have requirements
related to CITES. 1 indicator covered.

Indicators related to offshore trading; transfer
pricing; customs regulations; and legislation
requiring due diligence / due care procedures are
evaluated as not covered. While there is a
requirement to comply with applicable local,
national and international legislation on forest
management, no clear reference is made to
compliance in relation to these areas of law .3
indicators concluded as not covered.

Not Covered

6 indicators are not
covered

Indicators related to the classification of species,
quantities, qualities; trade and transport; Offshore
trading and transfer pricing; Customs regulations;

CITES and Legislation requiring due diligence / due care
procedures are not covered.

The definition of controversial sources (3.7) includes
forestand tree-based material sourced from activities
not complying w ith applicable local, national, or
international legislation on forest management, including
forestmanagement practices and other areas of law .
How ever, the definition does not appear to cover legal
compliance in relation to trade, transport and customs,
for non-certified forest entities included w ithin the due
diligence requirements of the scheme.
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A.2 Legal requirements
for supply chain entities

a - Certificate Holders

b - Input from non-PEFC certified forest

A.2.1. Legal registration

Not covered

1 indicator is not
covered

Indicator related to legal registration is assessed
as not covered. The certification body is collecting
information related to the legal status of the
certificate holder. How ever, legal business
registration or other relevant legally required
licenses are not specifically required to be
ascertained or evaluated. Simultaneously, there is
no requirement in the chain of custody standard to
ensure the existence of legal business registration
or other relevant legally required licenses.

Not Covered

1 indicator is not
covered

Indicator related to legal registration is assessed as not
covered. Standard requirements include forestand tree-
based material sourced from activities not complying

w ith applicable local, national or international legislation
on forest management, including forest management
practices and other areas of law . This definition is
specific to forest management only. It does not appear
to include compliance relevant to the supply chain
legality, covering legislation relevant to business

registration and other relevant legally required licenses
that applies to supply chain entities.

A.2.2 Taxes and fees

Not Covered

2 indicators are not
covered

Standard has no requirement to ensure

compliance w ith legislation covering taxes and
fees.

Not Covered

2 indicators are not
covered

Standard has no requirement to ensure compliance w ith
legislation covering taxes and fees.

A.2.3 Trade and
transport

Partially covered

2 indicators are
partially covered

5 indicators are not
covered

Standard has no requirement to ensure
compliance w ithlegislation regulating how
products are classified, trading permits, offshore
trading, transfer pricing, export/import licenses. 5
indicators not covered.

Indicator related to CITES is assessed as partially
covered. When CH is not implementing a DDS,
there is no requirement to ensure compliance with
CITES legislation, but if the Certificate Holder is
implementing a DDS, then the requirement is
included. 1 indicator partially covered.

Indicator related to due diligence/ due care
procedures is assessed as partially covered.
There is no specific reference ensuring
compliance w ith legislation covering due

Not Covered

7 indicators are not
covered

Standard requirements include forest and tree-based
material sourced from activities not complying w ith
applicable local, national or international legislation on
forest management, including forest management
practices and other areas of law . This definition is
specific to forest management only. It does not appear
to include compliance withtrade and transport
legislation (Classification of species, quantities,
qualities; Trade and transport; Offshore trading and
transfer pricing; Customs regulations; CITES;
Legislation requiring due diligence / due care
procedures). 7 indicators not covered.
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diligence/due care procedures. Appendix 1 is
effectively a due diligence mechanism, but it does
not apply to all certificate holders themselves. 1

indicator partially covered.

Requirement Section

Conclusion

Summary

A.3 Requirements for material control

A.3.1 Material control

Partially covered
1 indicator is covered

3indicators are partially
covered

Indicators related to material origin and identification are partialy covered. PEFC standard
requirements enable the identification of the country of harvest and species included in materials or
products through Due Diligence system used in case of non-certified material — Controlled Sources.
In case that PEFC-certified products are used, it is only voluntary to implement a Due Diligence
system and obtain information related to the country of harvest and species. 2 indicators partially
covered.

PEFC standard requirements include clear and effective measures to prevent material from non-
negligible risk, unverified or potentially illegal sources from entering the supply chain. How ever, the
CoC system does not include any validation of volumes transferred from sellers to purchasers
(verification of volumes) vertically up and dow n supply chains, w hich is considered as a major gap in
the system. 1 indicator covered and 1 indicator partially covered.

A.3.2 Recycled material

Partially covered

3 indicator are partially
covered

Indicators related to waste material are assessed as partially covered. PEFC standard requirements
include a definition of recycled material that is not entirely aligned with the definition of waste material
as described by the EUTR and associated guidance document. For this reason, other indicators
relating to systematic processes to enable the identification, and segregation of, waste material are
assessed as partially covered.

A.4 General requirements for Certificate Holders

A.4.1 Conflict resolution

Partially covered

Forest Management: 1

For forest management certification, standard requirements do not extend to requiring the exclusion
from the scope of the certificate situations or areas or forest where the legality of tenure or
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indicator is partially
covered.

Chain of custody: 1
indicator is covered.

management/harvesting is not defined or is unclear and disputed.

In the case of chain of custody, standard requirements require exclusion from the scope of the
certificate, material for w hich there are unresolved substantiated concerns. Basic requirements exist
in relation to the transparency of dispute/complaint resolutions processes.

A.4.2 Corruption

Partially covered

Forest Management: 1
indicator is covered.

Chain of custody: 1
indicator is not Covered.

For forest management, corrupt practices related to illegal harvesting is directly addressed in the

normative requirement at the level of PEFC International. For chain of custody, there is no
requirement that certificate holders do not engage in corrupt practices related to illegal harvesting.

A.5 Quality and procedural requirements for
Certificate Holders

A.5.1 Internal procedures for Certificate Holders

Covered

2 indicators are covered

Indicators related to internal procedures for Certificate Holders are assessed as covered.

Documented systems and procedures covering all requirements of the relevant standards are
required both for Forest Management and Chain of Custody certification.

A.5.2 Qualification and competence

Covered

1 indicators is covered

Requirements are included that certified organisations have personnel with sufficient competencies to
implement Scheme requirements.

A.5.3 Risk based approaches to sourcing, trade
or production

Partially covered

2 indicators are covered

2 indicators are partially
covered

Indicators related to risk-based approaches to sourcing, trade or production are partially covered.
Normative requirements are described for the consistent implementation of a DDS for sourcing non-
certified material and whenever there is a change in the risk related to illegal harvest, trade or
transport in a supply chain — or a supply chain covered by a DDS - the risk shall be assessed and
mitigated prior to shipping and sale.

The standard describes due diligence procedures in Annex 1. The DDS determines that supplies
verified by governmental or non-governmental verification or licensing mechanisms (other than forest
certification systems) can be considered as low risk, as long as they address the activities covered by
the term controversial sources. How ever, there are no requirements or guidance on w hat basis — or
how - the schemes shall be evaluated by the certificate holder other than that they cover the activities
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included in the term controversial sources and are covered by a supported by third-party certification.

At the same time, DDS procedures defined in the COC standard are such that it is not clear that the
system will always capture risks. Controversial sources is applicable just to the chain of custody
standard.

B. Requirements for Certification Bodies

B.1 General Certification Body requirements

Covered

4 indicators are covered

Indicators related to competence and qualifications are assessed as covered. For forest
management, auditors and other relevant personnel of the Certification Body, are qualified and
competent to evaluate organisations’ compliance with specific Scheme requirements is indirectly
(through ISO standards) addressed in the normative requirement. For Chain of custody, auditors and
other relevant personnel of the Certification Body, are qualified and competent to evaluate
organisations’ compliance with specific Scheme requirements is directly addressed in the normative
requirement.

Indicators related to impartiality are assessed as covered. The impartiality of auditors is directly (in
chain of custody) and indirectly (in forest management through ISO 19011 and ISO 17021) addressed
in the normative requirement.

B.2 Certification Body requirements for auditing
and certification

Partially covered
2 indicators are covered
2 is partially covered

1is not covered

Indicators related to auditing process are almost covered. The documented methodology for the
evaluation (assessments and audits) of clients is directly addressed in the normative requirement.
Procedures for evaluation of conformity of organisations to the Schemes; review and certification
decision; issuance of a certificate and periodic re-assessment are addressed for Forest management,
through ISO 17021, and directly addressed in PEFC ST 2003:2020 the normative requirement Chain
of custody certification.

How ever, in case of forest management, it is not clear if standards consistently includes the ability for
unannounced or short-notice audits in case of substantiated claims or for other reasons. In the case
of Chain of custody, frequency of audits may exceed 12 months. 2 indicators covered and 1 partially
covered.

Indicator related to stakeholder consultation is partially covered. At the forest management level, not
all national schemes include stakeholder consultation for evaluating compliance of certificate holders.
In the case of Chain of custody, there is no requirement to conduct stakeholder consultation. 1
indicator is partially covered.

Indicator related to corruption is not covered. There are no mechanisms for the scheme - or for the
Certification Body - to identify companies sanctioned for engagement in corrupt practices relevant to
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the forest sector. 1 indicator is not covered.

C. Requirements for Certification Schemes

C.1 Transparency

Partially covered

1 indicator is covered

4 indicators are partially
covered

1 indicator is not covered

Indicators related to transparency are mostly partially covered. Scheme requirements ensure that
relevant information related to development of the Scheme; how the system is governed; how the

scheme is working; who is evaluated and process; impact information and the various ways in w hich
stakeholders can engage is freely available.

How ever, some procedures related to the accreditation process and impact information are not
publicly available. A register of certified/verified organisations is publicly available. The database
allows a user to identify the certification status of named companies from their name or certification
code. However, the database does not include information about certified forest areas or locations
within the scope of the certificate. The Scheme does not require summary reports to be publicly
available on the internet. 3 indicators partially covered and 1 not covered.

Indicator related to impartiality is covered. Procedures for complaints and appeals are publicly
available and steps for submitting a comment or complain are clear. 1 indicator covered.

Indicator related to conflict of interest and corruption is partially covered. Corruption and conflict of
interest is not mentioned at all levels of the scheme. 1 indicator partially covered.

C.2 Scheme & standard scope

Partially covered
1 indicator is covered

1 indicator is partially
covered

1 indicator is not covered

1 indicator is not applicable

Indicator related to international standard application to the national or subnational context is partially
covered. While there is a system in place for national certification standards to be updated to the
latest version of the international Benchmark Standard PEFC ST 1003: 2018, there are currently no
national standards developed in conformance with this standard and a small number of standards. At
the same time, two approved standards (Brazil and Ireland) are still developed based on the initial
version of the standard, developed in 1998 - “Pan European Operational Level Guidelines”, although
both schemes are currently in a process of review for compliance with PEFC ST 1003:2018. PEFC
explains that national adaptation is an ongoing process and a number of standards will be updated to
the new est version of the international Benchmark Standard in the near future. 1 indicator is partially
covered.

Indicator related to international conventions and treaties is not covered. There is no requirement to
develop a list of the relevant international conventions to w hich the country has ratified, and w hich
hold legal force in the country for forest management or chain of custody certification. 1 indicator is
not covered.

Indicator related to the use of contractors is covered. PEFC International requirements include a
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reference to normative requirements for certificate holders also being applicable to the organisation’s
contractors and outsourcing facilities. 1 indicator is covered.

Indicator related to endorsing and recognising of other Schemes and systems is not applicable. PEFC
does not endorse 3rd party private voluntary certification schemes. 1 indicator is not applicable.

C.3 Accreditation and oversight

Partially covered
5 indicators are covered

3indicators are partially
covered

Indicators related to accreditation are almost covered. PEFC International includes a system for
accreditation of Certification Bodies. This system includes requirements to develop procedures,
capacity and competencies.

A list and details of all accredited Certification Bodies is publicly available.

PEFC International includes a system to ensure qualificaton and competence of National
Accreditation Bodies. Some of the procedures used for accreditation are publicly available, how ever
not all of them. 3 indicators covered, and 1 partially covered.

Indicators related to oversight mechanisms are almost covered. PEFC International includes an
oversight mechanism which is independent of the Certification Bodies and includes requirements to
ensure the frequency of oversight or the procedure for determining the frequency.

PEFC International includes in-field evaluation, but stakeholder consultation is conducted for the
accreditation process. In the case of surveillance and re-certification audits, the definition of non-
conformities is such that there is a potential risk that a non-conformity may represent an infringement
of legislation. As a result, ilegal wood may enter the EU market without mitigation measures to
prevent this from occurring for a period of up to 3 or 12 months. 2 indicators covered and 2 partially
covered.

C.4 Certification process

Partially covered

3 indicators are covered

1 indicators are partially
covered

Indicator related to Compliance evaluations is partially covered.

PEFC International includes requirements that ensure that the Certification Bodies apply a clear basis
for establishing conformance; raising corrective actions, and certification decision making. The
decision process to certify organisations or maintain certification is free from conflict of interest and
includes checks and balances.

PEFC International includes a system to assess conformity with the standard. How ever, in the case of
surveillance and re-certification audits, the definition of non-conformities is such that there is a
potential risk that a non-conformity may represent an infringement of legislation. As a result, illegal
wood may enter the EU market without mitigation measures to prevent this from occurring for a period
of up to 3 or 12 months. 3 indicators covered and 1 indicators partially covered.
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11.2 Understanding PEFC labels and claims

PEFC have introduced a new trademark standard (PEFC 2001:2020)*. This standard
contains the rules for using the PEFC trademark, as well as the labels and claims to be
used on — and off-product by certificate holders, as well as other entities in the PEFC
system.

The claims used on labels provides information about the composition of the material or
product in terms of the certification status of the material. This can include material from
certified forest, material from Controlled Sources and recycled materials. Clams may
cover a mixture of these material categories, as outlined in the details on claims below.

Claims are transferred between certified entities on the invoice of the material.

The generic PEFC on-product label looks like this:

r B
PEFC Certified

This product is from
L ’ sustainably managed

forests, recycled and
controlled sources

www.pefc.org

. S

The PEFC certified label may be used whenever at least 70% of the forest and tree -based
material included in the product is PEFC certified material and the content of recycled
material is lower than 100%. The label message that shall accompany the PEFC certified
label is: “[This product] is from sustainably managed forests, recycled and controlled
sources”. This means that material with this label may include bot certified material, non-
certified Controlled Sources and recycled materials.

Where the product does not include PEFC certified material from recycled sources, the
label message may be used without the word “recycled”.

r s

PEFC Certified

/ ‘
This product is from
sustainably managed
forests and controlled

sources

www.pefc.org

» PEFC Trademark Rules — requirements. https://cdn.pefc.org/pefc.org/media/2020-02/d1ad5a21-0267-4db4-a41b-
07fd577ffdea/3abf07e8-b7f9-5{42-ba2a-9cab08ee4 15f. pdf
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Where the product includes only material from PEFC certified forests, i.e. material
delivered with the claim “100% PEFC Origin”, the label message may be used with the
wording: “[This product] is from sustainably managed forests”.

/\ PEFC Certified

" This product is from
sustainably managed
forests

rEFC

PEFC/XX-XX-XX www.pefc.org

A

The PEFC recycled label shall be used when the product includes only recycled material.
The label name is “PEFC Recycled” and the label message: “[This product] is from

recycled sources”.

a 3
PEFC Recycled

"‘ ’ This product is from

recycled sources
rEFC

PEFC/XX-XX-XX www.pefc.org
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12. Forest Stewardship Council (FSC)

The Forest Stewardship Council (FSC) is one of the world’s largest voluntary forest
certification schemes with over 220 million certified hectares and 45,000 certified supply
chain entities. It is also one of the oldest, having been legally established in 1994.

FSC operates a third-party system, whereby its main functions are to set the normative
requirements and guidance, and to manage the strategic direction and day to day running
of the scheme. Assurance Services International (ASI) conducts assessments and issues
accreditations to independent Certification Bodies which, in turn, conduct assessments
and issue certificates. Organisations can apply for certification at the forest and supply
chain levels, from smallholders and community groups to large forestry companies, from
sawmills, to traders, manufacturers and printers. Evaluations of both Certificate Bodies
and Certificate Holders are performance-based and, thus, include field and witness audits.

FSC operates two approaches to certification: i) certification at the forest management
level and the supply chain level; and ii) a risk-based approach to managing non-certified
materials to FSC claim, through the Controlled Wood programme.

FSC’s Principles and Criteria for Forest Stewardship standard (FSC-STD-01-001), is the
principal forest management (FM) standard for the scheme. Itis an international standard
based on 10 principles and 70 criteria. The currentversion of this standard is version 5-2,
published in July 2015. The international standard of Principles and Criteria is adapted to
regional or national certification standards by local balanced working groups following
detailed processes mandated by FSC, including consultation with a full range of
stakeholders.

FSC’s Chain of Custody Certification (CoC) standard, FSC-STD-40-004 V3.0, is also a
global standard, applied as is, to all supply chain entities wishing to sell FSC certified
products with an FSC claim.

The FSC scheme includes the FSC Controlled Wood (CW) system, of which the principal
standard is Requirements for Sourcing FSC Controlled Wood (FSC-STD-40-005 V3-1).
This system allows for the use of non-certified, yet ‘controlled’, wood material to be mixed
with FSC-certified material, in the manufacture of FSC-certified products. FSC Controlled
Wood basically comprises a due diligence system which is put in place by FSC CoC
certified supply-chain companies, in order to avoid thatany non-certified material entering
into production derives from five different categories of ‘unacceptable sources’. The first
category of unacceptable sources is illegally harvested wood.

Once the sources of non-certified material have been assessed for risks of deriving from
the unacceptable sources, and any identified risks have been mitigated, the raw material
is considered to be ‘controlled’. The FSC Controlled Wood standardis a global standard
that mandates the use of National Risk Assessments which have been developed
according to FSC’s detailed procedure and which also often contain defined mandatory
risk mitigation actions.

Besides via the use of a due diligence process at the supply chainlevel, ‘Controlled Wood
material can also enter into the FSC system via certification at the forest management
(FM) level. In this case, the FM Controlled Wood standard (FSC-STD-30-010 V2-0 FSC
Controlled Wood Standard for Forest Management Enterprises) is applied to a forest area,
using a similar approach to the FM standard with field audits. The FM CW standard is not
adapted to the national context in the same way.
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Whether in relation to FM certification or FM CW certification, reduced requirements exist
for Small and Low Intensity Managed Forests (SLIMFs). SLIMFs are also subject to
reduced requirements for external auditing. Within the FSC system, groups of small
organisations (both at the forest and supply chain levels) may seek group (FM or COC)
certification, which carries with it the advantage of reducing the intensity of external audits
by the Certification Body (and therefore external costs of certification).

Finally, the FSC system provides for the inclusion of recycled timber via a dedicated

Reclaimed Wood standard (Sourcing reclaimed material for use in FSC Product Groups or
FSC Certified Projects, FSC-STD-40-007 V2-0) which is applied at the supply chain level.
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12.1 Summary of FSC findings

In total, out of the 84 indicators of the scheme assessment framework evaluated within the study, 58 were concluded as Covered, 22 as Partially
Covered and 2 as Not Covered. 2 indicators were concluded as Not Applicable.

Table 5: Summary of FSC findings

82

FSC (a) — Coverage of applicable . . .
legislation of certified material FSC (a) — Coverage of applicable FSC (b) — Coverage of applicable FSC - Coverage of other FSC — Coverage of requirements for
(from forest management certified | legislation of certified material legislation of non-certified material requirements for certificate holders scheme governance
forest) (from CW certified forest) (Controlled Wood CoC)
Criteria Indicator Criteria Indicator Criteria Indicator Criteria Indicator Criteria Indicator
Al.1 Rights to Al.1.1.1 Al.1 Rights to Al1.1.1.1 Al.1 Rights to harvest Al1.1.1.1 A3.1 Material control A3.1.1.1 B1 General B1.1.1
harvest timber Al1.1.1.2 harvest timber Al1.1.1.2 timber Al1.1.1.2 A3.1.1.2 Certification Body B1.1.2
A1.1.1.3 A1.1.1.3 A1.1.1.3 A3.1.1.3 requirements Bl1.2.1
Al.1.2.1 Al.1.2.1 Al.1.2.1 A3.1.1.4 B1.2.2
Al1.1.3.1 A1.1.3.1 A1.1.3.1 A3.2 Recycled A3.2.1.1 B2 Certification B2.1.1
A1.1.3.2 A1.1.3.2 A1.1.3.2 material A3.2.1.2 Body requirements B2.1.2
Al.14.1 Al.14.1 Al.14.1 A3.2.1.3 for auditing and B2.1.3
Al1.2 Payments for A1.2.1.1 Al1.2 Payments for A1.2.1.1 Al1.2 Payments for harvest A1.2.1.1 A4.1 Conflict Ad.11 certification B2.2.1
harvest rights and harvest rights and rights and timber resolution
timber Al.2.2.2 timber Al1.2.2.2 Al1.2.2.2 A4.2 Corruption A4.1.2 B2.2.2
Al1.3 Timber Al1.3.1.1 Al1.3 Timber Al1.3.1.1 Al1.3 Timber harvesting Al1.3.1.1 A5.1 Internal A5.1.1 C1 Transparency Cli1.1
harvesting A1.3.1.2 harvesting A1.3.1.2 A1.3.1.2 procedures for A5.1.2 Cl1.1.2
Certificate Holders
Al1.3.2.1 Al1.3.2.1 Al1.3.2.1 A5.2 Qualification A5.2.1 Cl1.1.3
and competence
Al.3.2.2 Al.3.2.2 Al.3.2.2 A5.3 Risk based A5.3.1 Cl.1.4
Al1.3.3.1 Al1.3.3.1 Al1.3.3.1 approaches to A5.3.2 Cl.2.1
A1.34.1 Al1.34.1 Al1.34.1 sourcing, trade or A5.3.3 C1.31
A1.35.1 A1.35.1 A1.35.1 production A5.34 C2 Scheme & C2.11
A1.3.5.2 Al1.3.5.2 Al1.3.5.2 standard scope c22.1
A1.4 Third parties’ Al4.11 A1.4 Third parties’ Al4.11 A1.4 Third parties’ legal Al4.11 C2.3.1
legal rights Al1.4.1.2 legal rights Al1.4.1.2 rights Al1.4.1.2 Cc241
Al.4.2.1 Al4.2.1 Al4.2.1 C3 Accreditation C3.11
A1.4.3.1 Al.4.3.1 Al.4.3.1 and oversight C3.1.2
Al1.5 Trade and Al15.1.1 Al1.5 Trade and Al15.1.1 Al1.5 Trade and customs Al15.1.1 C3.1.3
customs Al1.5.2.1 customs Al15.21 Al1.5.21 C3.14
A153.1 A153.1 A153.1 C3.21
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A2.1 Legal
registration
A2.2 Taxes and
fees

A2.3 Trade and
transport

Al1.54.1
A1551
A1.5.6.1
A2.1.1.1

A2.2.1.1
A2.2.2.1
A23.11
A23.21
A2.3.3.1
A2.3.3.2
A234.1
A2.35.1
A2.3.6.1

A2.1 Legal
registration
A2.2 Taxes and fees

A2.3 Trade and
transport

Al1.54.1
A1.55.1
A1.5.6.1
A2.1.1.1

A2.2.1.1
A2.2.2.1
A23.1.1
A23.21
A23.3.1
A2.3.3.2
A2.34.1
A2.35.1
A2.3.6.1

A2.1 Legal registration

A2.2 Taxes and fees

Al1.54.1
A1.55.1
A1.5.6.1
A2.1.1.1

A2.2.1.1
A2.2.2.1

C4 Certification
process

C3.2.2
C3.2.3
C3.2.4
C411
C4.1.2

C4.1.3
C4.1.4
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Coverage by the scheme of legal requirements at the forest level

Strengths

The first part of this study reviewed legal requirements at the forest level for forest
management certification, evaluating how FSC ensures that Certificate Holders comply
with all applicable legislation. The study concluded that legal requirements at the forest
level are largely Covered by both FSC FM and FM CW certification. Of the 27 indicators
assessed, 24 were concluded as Covered, while 3 were concluded as Partially Covered.
Furthermore, for most indicators in this study, the findings of the evaluation of the four
national forest management standards corroborated the findings of the international level
for forest management certification.

Legal requirements at the forest level for non-certified material entering the FSC system
via Controlled Wood due diligence systems were also reviewed. These due diligence
systems are implemented by CoC certificate holders. Fully, all 26 indicators concerning
legal requirements at the forest level were evaluated as Covered. Thisindicates that FSC
ensures that forest organisations within the Country of Harvest which are included within a
Controlled Wood due diligence system, are comprehensively evaluated for legal
requirements at the forest level.

Gaps or areas of lower coverage

The principal international forest management (FM) standard for the scheme, Principles
and Criteria for Forest Stewardship (FSC-STD-01-001 v5.2), is effectively an international
standard. FSC requires that this standard be adapted to the national or subnational
context in which it is being implemented by forest organisations. Information provided by
FSC shows that, to date, 40 countries have an approved national standard which has
been updated from the previous version (version 4-0) to the current version of the
international Principles and Criteria. For another 38 countries the process is ongoing, to
be completed in 2021 according to FSC International. However, the delays in updating all
National Forest Stewardship Standards (NFSS) to meet the updated international
Principles and Criteria represents a gap in the FSC system.

Coverage by the scheme of legal requirements at the supply chain level
Gaps or areas of lower coverage

The study reviewed requirements for legal compliance by Certificate holders which are
supply chain entities, focussing on the FSC CoC standard. This standard is applicable to
all certified supply chain entities within the FSC system. Of the 10 indicators evaluated,
only 1 was concluded as Covered, 7 as Partially Covered, while 2 as Not Covered. This is
considered a significant gap within the FSC system. The normative requirements of the
CoC standard do require Certificate holders to ensure the import/exportof FSC certified
products conforms to all applicable trade and customs laws. However, there were
omissions in relation to other areas of trade and transport law.

A second significant gap is within the due diligence requirements for non-certified material
entering the FSC system, that form part of the FSC Controlled Wood requirements for
supply-chain entities. Here, the risk of illegal trade and transport within the country of
origin is not considered at all. The FSC Controlled Wood system limits the due diligence
process to the evaluation of risks of legal non-compliance at the forest level and to the
evaluation of risks pertaining to the mixing of controlled wood with wood of illegal or
unknown origin. As a result, of the 10 indicators within this principle, all were evaluated as
Not Covered.
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Material control
Strengths

Of the 7 indicators evaluated in relation to material control, 5 were concluded as Covered
and 2 as Partially Covered. Via the FSC CoC standard and other normative requirements,
the FSC system maintains a system of material control, tracking and traceability, similar to
other fully developed certification schemes. This system includes systematic processes to
enable the identification of the country of harvest of the material as well as the species
included in certified materials or products. Clear systems and measures are required to
prevent material from non-negligible risk, unverified or potentially illegal sources from
entering the supply chain and mixing with conforming material.

Where there is suspicion or concerns regarding inaccuracy in relation to volumes of
products or materials sold with FSC claims, FSC conducts mechanisms such as
transaction verification investigations, in which the traded volumes along supply-chains
are analysed. These programs provide important and valuable support to ensuring the
integrity of the FSC system in relation to material control.

Gaps or areas of lower coverage

However, the validation of volumes transferred from seller to purchaser is not conducted
systematically by FSC on an ongoing basis across all supply chains, which means that
risks exist of errors - or even fraudulent activity — in relation to the volumes of FSC-
certified products sold along supply chains. This is considered as a major gap in the FSC
system. However, it is not a concern specific to FSC, but many of the schemes evaluated
within this study and also a major concern for material that is not certified under any
certification scheme. It is also one which FSC is aware of, and the scheme is exploring
ways of improving supply chain integrity, although these improvements are still under
development.

A further gap to be noted regards reclaimed timber. FSC descriptions of pre -consumer
material described in Annexes | and Il of the FSC reclaimed materials standard FSC-STD-
40-007, do not entirely align with the definition of waste material as defined in — and
excluded fromthe requirements of — the EU Timber Regulation and associated guidance
documents. This discrepancy between FSC and EU definitions means material might
enter the FSC system without the required due diligence.

Other requirements for certificate holders
Strengths

FSC was evaluated according to 9 indicators concerning conflict resolution, corruption and
other quality and procedural requirements for Certificate Holders. Of these, 6 were
concluded as “Covered”, 2 as “Partially Covered” and one as “Not Applicable”.

Importantly, covered indicators included general requirements for certificate holders
relating to conflict resolution and the control of corruption are addressed within the FSC
system. FSC has requirements to ensure that disputes — including those relating to
customary tenure rights - are identified, recorded and managed in a robust and
transparent way. This includes the cessation of operations whilst disputes of a significant
magnitude or duration are being resolved.

In relation to requirements for risk-based approaches to sourcing (Due Diligence Systems)
for non-certified material, FSC was concluded as covering all the quality indicators. The
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scheme includes clear requirements to ensure consistent implementation of the Due
Diligence System and ensures that risks are assessed and mitigated prior to shippingand
sale.

In relation to risk assessments, one important factor is the requirement that certificate
holders are obliged to use a risk assessment that has been developed by FSC according
to their own procedures which determine the methodology for developing, maintaining and
approving risk assessments.

Requirements for Certification Bodies
Strengths

Of the 9 indicators covering quality requirements for Certification Bodies were generally
evaluated as Covered (7 indicators), based on the normative requirements, with just a
couple of exceptions (resulting in 2 Partially Covered indicators).

Covered indicators concerned Certification Bodies having mechanisms to ensure that
auditor (and other relevant personnel of the Certification Body) qualifications and
competence, as well as to ensure impartiality in the conformance evaluation process. FSC
ensures that Certification Bodies have and apply a documented methodology and
procedures for the evaluation of conformity of organisations and issuance of a certificates.
The procedures address topics such as: auditfrequency; the requirement for on -site (field)
visits where applicable; sampling protocols; unannounced or short-notice audits, and other
aspects of auditing.

Importantly, FSC also ensures that Certification Bodies conduct consultation with
stakeholders, as appropriate, for evaluating compliance of certificate holders in relation to
Forest management audits, as well as some audits for Controlled Wood.

Gaps or areas of lower coverage

One important gap was identified: there are no normative requirements nor formal
processes (to be conducted by FSC or Certification Bodies) for identifying Organisations
sanctioned for engagement in corrupt practices proactively and priorto association with
FSC.

Other requirements of the Certification scheme
Strengths

In relation to scheme transparency, FSC scored highly, with five of the six indicators
evaluated as Covered, based on its normative requirements. These concerns, collectively,
issues such as ensuring scheme requirements for Certificate Holders and Certification
Bodies are publicly and freely available online, as well as providing a publicly availability of
an up-to-date register of certified/verified organisations. Critically, summaries of Forest
Management and Controlled Wood audit reports, with relevant findings from the audits,
are available on the same online register.

Procedures for handling complaints and grievances are in place, publicly available and
implemented.

To ensure consistency of implementation of requirements, the FSC scheme includes a list
of the relevant national laws and international conventions to which the country has
ratified, and which hold legal force in the country. Requirements for forest manager s and
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supply chain entities are also applicable to the organisation’s contractors and outsourcing
facilities.

In relation to issues of accreditation and oversight, most indicators were evaluated as
covered, based on the normative requirements. FSC has in place a system for the
accreditation and oversight of Certification Bodies to ensure that CBs have in place the
required procedures, capacity and competencies. The requirements and the process for
accreditation are publicly available, as is an up-to-date list and details of all accredited
Certification Bodies. Mechanisms are in place to ensure that relevant personnel are
gualified and competent to evaluate the performance of Certification Bodies.

Furthermore, the competence and consistent performance of Certification Bodies is
regularly evaluated, employing both stakeholder consultation and in-field evaluation of
performance.

Gaps or areas of lower coverage

FSC ensures that the oversight mechanism for Certificate Holders applies a clear basis for
establishing conformance, raising corrective actions for non-conformance, ensuring
closure within defined timeframes, and certification issue/maintenance decision making.
Certification bodies are required to define a timeframe (up to 3 months for major non-
conformities and up to the next audit for minor non-conformities) in the case of annual
surveillance audits. This approach ensures that non-conformances in relation to FSC
requirements are addressed systematically and within a specific timeframe. It is also an
approach employed by almost all forest certification schemes.

However, the same approach also raises a potential risk that some non-conformities
which relate to — or imply - a legal infringement of legislation, may result in products or
materials being traded from the Certificate Holder for a period of time, of which the
identified non-conformance was not addressed and verified as closed. These products or
materials may potentially be interpreted as illegally harvested or non-negligible risk. This
itself carries a risk that wood products might be placed on the EU market, without
mitigation measures to reduce the risks having been implemented.
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Table 6: FSC assessment findings

Requirement Section

Conclusion Summary

Conclusion

Summary

A. Requirements for Certificate Holders

A.1 Legal Requirements at
the forestlevel

a - Forest management certification

b - Input from non-certified forest

General findings for Al.

A.la relates to legal requirements at the forest level and, in particular,
forest management certification. It evaluates how the scheme ensures that
Certificate Holders comply with all applicable legislation. It covers full FSC
FM certification (FSC-STD-01-001, FSC-STD-60-004 and associated
documents) and FM CW certification (FSC-STD-30-010 and associated
documents).

Legal requirements at the forest level are largely covered for FSC FM
certification. Of the 27 indicators concerning legal requirements at the
forestlevel, 24 w ere evaluated as covered, w hile 3 as partially covered.

Some of these relate to small ambiguities or omissions in requirements,
w here areas of legality defined in the Scheme Assessment Framew ork may
not be explicitly specified in standard requirements.

On most occasions, the four national forest certification system evaluations
corroborate the findings at the international level evaluation.

A.lb concerns non-certified material entering the FSC system via the
Controlled Wood due diligence system which is implemented by CoC
certificate holders (FSC-STD-40-005 and associated documents).

It relates to legal requirements at the forest level, but specifically input
from non-certified forest (Controlled Wood). It evaluates if the scheme
ensures that entities within the Country of Harvest which are included
within a Controlled Wood due diligence system, are evaluated for legal
requirements at the forestlevel.

All 26 indicators concerning legal requirements at the forest level were
evaluated as Covered.

A.1.1 Rights to harvest timber

w ithin legally gazetted
boundaries

Partially
covered

Based on the normative requirements, six out of the

seven indicators for this criterion are Covered by the
scheme.

The indicators concluded as Covered encompass legal
requirements concerning such areas as: land tenure
and management rights; the issuing of licences; legal
business registration and other relevant legally
required licenses; management planning and the
issuing of harvesting permits.

Covered

Based on the normative requirements all seven

indicators of this criterion are evaluated as covered
by the Scheme.

These encompass legal requirements concerning
such areas as: land tenure and management rights;
the issuing of concession and harvesting licences;
legal business registration and other relevant legally
required licenses; management planning and the
issuing of harvesting permits.
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Partial coverage is concluded for one indicator
(A.la.l.2.1), in the case of FM and FM CW
certification. While the International FM standards
include requirements that ensure compliance with
legislation regulating procedures for the issuing of
concession licenses (where they exist), they do not
explicitly include the requirement that licenses shall
only cover legally gazetted areas.

A.1.2 Payments for harvest
rights and timber including
duties related to timber
harvesting

Partially
covered

Based on the normative requirements, one indicator
been evaluated as Covered, the other Partially
Covered.

The first indicator is evaluated as Partially covered for
FM certification but covered for FM CW certification. In
the case of FM certification, while normative
documents include  requirements that ensure
compliance  with legislation regulating royalties,
stumpage fees and other volume-based fees, land
area taxes or fees are not specifically mentioned
(A.la.2.1.1).

The second indicator encompassing legislation related
to value-added taxes and other sales taxes, is covered
for both FM and FM CW certification.

Covered

Based on the normative requirements all two
indicators of this criterion are evaluated as covered
by the Scheme.

These encompass legal requirements concerning
the payment of royalties and harvesting fees, as well
as value-added taxes and other sales taxes.

A.1.3 Timber harvesting,
including environmental and
forest legislation including
forest management and
biodiversity conservation,
where directly related to
timber harvesting

Partially
covered

Of the eight indicators for this criterion all but one has
been evaluated as covered, based on the normative
requirements.

The indicators concluded as Covered encompass legal
requirements concerning: harvesting regulations and
all affiliated topics; protected areas and habitats;
environmental impact assessment and  other
environmental requirements, as well as health & safety
and legal employment.

In the case of requirements to control potential illegal

Covered

Based on the normative requirements all seven
indicators of this criterion are evaluated as covered
by the Scheme.

These indicators encompass legal requirements
concerning: harvesting regulations and all affiliated
topics; protected areas and habitats; environmental
impact assessment and other environmental
requirements, as well as health & safety and legal
employment.
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activities by third parties within the area managed by
the operation, full coverage is concluded for FM
certification, but partial coverage is concluded for FM
CW certification w here the control of illegal activities by
third parties is limted to illegal conversion only
(A.1a.3.1.2).

A.1.4 Third parties’ legal
rights concerning use and
tenure that are affected by
timber harvesting

Covered

All four indicators for this criterion have been evaluated
as Covered, based on the normative requirements.
These encompass legal requirements which concern
among other things: respect for customary tenure
rights; benefit sharing; principles of 'Free, Prior and
Informed Consent' in connection with granting rights to
forest management, as well as the tenure rights of
indigenous and tribal peoples to forestland.

Covered

Based on the normative requirements all four

indicators of this criterion are evaluated as covered
by the Scheme.

These indicators encompass legal requirements
which concern among other things: respect for
customary tenure rights; benefit sharing; principles
of 'Free, Prior and Informed Consent' in connection
with granting rights to forest management, as well
as the tenure rights of indigenous and tribal peoples
to forestland.

A.1.5 Trade and customs, in
so far as the forest sector is
concerned

Partially
covered

Of the six indicators included within this criterion, all
but one has been evaluated as covered, based on the
normative requirements.

The indicators concluded as Covered encompass legal
requirements concerning: the classification of species,
quantities and qualities; trade and transport; offshore
trading and transfer pricing; CITES and legislation
requiring due diligence or due care procedures.

In the case of Ilegislation covering Customs
regulations, full coverage is concluded for FM CW
certification, but partial coverage is concluded for FM
certification. Whilst the international framew ork of the
scheme provides for full coverage, this has not been
followed through in the example of the National
Standard for Romania (A.la.5.4.1).

Covered

Based on the normative requirements all six
indicators of this criterion are evaluated as covered
by the Scheme.

These indicators encompass legal requirements
concerning: the classification of species, quantities
and qualities; trade and transport; offshore trading
and transfer pricing; CITES; customs regulations
and legislation requiring due diligence or due care
procedures.
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A.2 Legal
supply  chain
Certificate holders

entities

requirements for

a - Legal requirements for supply chain entities — Certificate holders

b - Legal requirements for supply chain entities — Non-certified supply
chains

General findings for A2

A.2a relates to legal requirements for Certificate holders based within the
Country of Harvest, which are supply chain entities. The legal requirements
in question concern trade and customs law s, in so far as the forest sector is

concerned.

This section focuses evaluation on the CoC standard, w hich is applicable to
all certified supply chain entities within the FSC system (FSC-STD-40-004
and associated documents).

Of the 10 indicators w ithin this principle, 1 was evaluated as Covered, 7 as
Partially Covered, w hile 2 as Not Covered.

While the normative

requirements of the CoC standard do require

Certificate holders to ensure the import/export of FSC certified products
conforms to all applicable trade and customs law s, broadly the language of
the requirements is such that they either did not fully cover the indicators in
this framew ork, or there were some omissions in relation to specific areas

of trade law .

A.2b relates to legal requirements for supply chain entities based w ithin
the Country of Harvest, within the non-certified supply chains. The legal
requirements in question concern trade and customs laws, in so far as
the forest sector is concerned.

This section focusses evaluation on non-certified material entering the
FSC system via the Controlled Wood due diligence system
implemented by CoC certificate holders (FSC-STD-40-005 and
associated documents) and refers to the non-certified supply chain
entities betw een the forest gate and the point of export in the country of
harvest.

Of the 10 indicators within this principle, all were evaluated as Not
Covered.

The normative requirements of the Controlled Wood standard FSC-
STD-40-005, do not cover trade/transport legal requirements applicable
to supply-chain entities included w ithina certified due diligence system.

A.2.1. Legal registration

Not Covered

Based on the lack of applicable normative
requirements the one indicator for this criterion,
concerning the existence of legal business registration
and other relevant legally required licenses, has been
evaluated as not covered (A.2a.1.1.1).

Not Covered The normative requirements applicable to supply-
chain entities (w ithin the country of harvest) included
within a due diligence system certified according to
the Controlled Wood standard FSC-STD-40-005, do

not cover this criterion.

The one indicator is included within this criterion,
concerning the existence of legal business
registration and other relevant legally required
licenses.

A.2.2 Taxes and fees

Partially
covered

Based on the normative requirements this criterion has

been evaluated as partially covered. This is based on
the follow ing conclusions for the tw o indicators:

Not Covered The normative requirements applicable to supply-
chain entities (w ithin the country of harvest) included
within a due diligence system certified according to

the Controlled Wood standard FSC-STD-40-005, do
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A Partial coverage conclusion is made for the
first indicator (A.a2.2.1.1) which addresses
compliance with legislation covering payment
of all legally required taxes, royalties and
fees. The normative requirements applicable
to supply-chain certificate holders do not fully
cover this indicator.

The second indicator (A.2a.2.2.1) addresses
compliance with legislation covering value-
added taxes and other sales taxes. Based on
the lack of normative requirements applicable
to supply-chain certificate holders, it has been
evaluated as Not Covered.

not cover this criterion.

Two indicators are included within this criterion,
concerning compliance with legislation covering
payment of all legally required taxes, royalties and
fees, as well as value-added taxes and other sales
taxes.

A.2.3 Trade and transport

Partially
covered

Normative requirements applicable to supply-chain
certificate holders, do require them to ensure the

import

and/or export of FSC certified products

conforms to all applicable trade and customs laws.
Still, only one indicator within this criterion has been
evaluated as Covered, whilst the other six indicators
have been evaluated as Partially Covered. In relation
to the partial coverages:

normative requirements do not fully cover
indicator A.2a.3.1.1 with regards to legislation
regulating how products are classified.
normative requirements do not fully cover
indicator A.2a.3.2.1 which concerns ensuring
compliance with required trading permits and
documents that accompany the transport of
w ood.

for indicators A.2a.3.3.1/2, normative
requirements do not explicitly refer to
legislation regulating offshore trading or
transfer pricing.

the CoC standard does not explicitly
reference CITES permits or legislation, at

Not Covered

The normative requirements applicable to supply-
chain entities (w ithin the country of harvest) included
within a due diligence system certified according to
the Controlled Wood standard FSC-STD-40-005, do
not cover this criterion.

The criterion comprises seven indicators concerning
the follow ing topics:

e classification  of
qualities

e trade and transport law s

e offshoretrading and transfer pricing

e customs regulations

e CITES

e legislation requiring due diligence / due
care procedures

species,  quantities,

92




REPORT : STUDY ON CERTIFICATION AND VERIFICATION SCHEMES IN THE FOREST SECTOR AND FOR WOOD-BASED PRODUCTS

export from the country of harvest, by a
supply chain entity. Hence, A.2a.3.5.1 has
been evaluated as Partially Covered.

e normative requirements do not make explicit
reference to legislation covering due
diligence/due care procedures. Hence,
A.2a.3.6.1 has been evaluated as Partially
Covered.

For indicator A.2a.3.4.1 w hich concerns compliance by
supply-chain certificate holders in relation to customs
regulations, full coverage is concluded.

Requirement Section Conclusion Summary
A.3 Requirements for material
control
A.3.1 Material control Partially Of the four indicators for this criterion three have been evaluated as covered and one as partially covered, based on the
covered normative requirements.
Full coverage is concluded for indicators covering the follow ing topics:
e systematic processes to enable the identification of the country of harvest of the material (and w here applicable to a
higher level of detail) as wellas the species included in certified materials or products.
e clear and effective measures to prevent material from non-negligible risk, unverified or potentially illegal sources from
entering the supply chain and mixing w ith conforming material
Partial coverage is concluded because there is limited validation of volumes transferred along the supply chain (and A.3.1.1.4). Ik
is noted that the FSC system includes mechanisms such as transaction verifications - conducted by its certification body and
Accreditation Services International — w here there is suspicion or concerns regarding inaccuracy of volumes. This comprises a
number of activities, including volume data analysis and fibre testing. How ever, despite these efforts, FSC CoC certification does
not include systematic validation of volumes transferred from seller to purchaser, which is considered as a major gap in the
system.
A.3.2 Recycled material Partially Of the three indicators for this criterion two have been evaluated as covered and one as partially covered, based on the
covered normative requirements.

Partial coverage has been concluded because FSC descriptions of pre-consumer material described in Annexes | and Il of the
FSC reclaimed materials standard FSC-STD-40-007, may not entirely align with the definition of waste material as described by
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the EUTR and associated guidance document (A.3.2.1.1).

Full coverage is concluded for indicators covering processes to enable the identification of waste and to prevent mixing of
reclaimed material that would qualify for an exemption under the EUTR from being missed w ith material that w ould not qualify.

A.4 General requirements for
Certificate Holders

A.4.1 Conflict resolution Covered The indicator for this criterion has been evaluated as Covered, based on the scheme normative requirements. It concerns conflict
resolution — specifically that disputes are identified, recorded and managed in a robust and transparent w ay.

A.4.2 Corruption Covered The indicator for this criterion has been evaluated as Covered, based on the scheme normative requirements. It requires that
certificate holders do not engage in corrupt practices related to illegal harvesting.

A.5 Quality and procedural

requirements for Certificate

Holders

A.5.1 Internal procedures for | Partially Based on the normative requirements this criterion has been evaluated as partially covered. This is based on the following

Certificate Holders covered conclusions for the tw o indicators:

e A full coverage conclusion is made for the first indicator (A.5.1.1). FSC includes requirements for Certificate Holders to
have in place - and implement - systems and procedures covering all requirements of the Scheme. Partial coverage has
been concluded for the second indicator. The FSC Scheme requires that Certificate Holders regularly review the proper
functioning of their own procedures, in the case of certification at the forest level and in relation to the controlled w ood
DDS implemented according to standard FSC-STD-40-005. How ever, the scheme does not require the same of CoC-
certified companies, certified to FSC-STD-40-004 only (A.5.1.2).

A.5.2 Qualification and | Partially Partial coverage has been concluded for the indicator within this criterion, because the scheme does not have a requirement that

competence covered organisations certified to the FM CW standard have personnel with sufficient qualifications and competencies (A.5.2.1).
Requirements covering this indicator exist in all other parts of the scheme and certification types.

A.5.3 Risk based approaches [ Covered Of the four indicators for this criterion, three have been evaluated as Covered and one Not Applicable to the FSC Scheme, bas ed

to sourcing, trade or
production

on the normative requirements.

Full coverage is concluded for indicators covering risk based approaches to sourcing non-certified material (Due Diligence
Systems), w hich concern the need for:
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e clear requirements to ensure consistent implementation of the Due Diligence System
e a requirement that ensures that whenever there is a change in the risk related to illegal harvest, trade or transport in a
supply chain —or a supply chain covered by a DDS - the risk shall be assessed and mitigated prior to shipping a