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Forest Footprint Disclosure is a special project of the Global Canopy
Foundation. Initiated in 2008 the project is designed to improve corporate
understanding of a ‘forest footprint’ generated by the use of forest risk
commodities: soy, palm oil, timber, cattle products and biofuels. FFD
designed a disclosure request asking about company policy on sustainable
supply chains for these products and sent it out to 217 international
companies in July 2009. This Annual Review describes the findings of that
disclosure request and provides some context on the subject.
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Key Challenges

Deforestation takes centre stage
According to the UN Food and Agriculture Organisation, global food production needs to increase
more than 40% by 2030 and 70% by 2050, compared to average 2005-07 levels. Over half of the
additionally available land is found in Africa, Latin America and SE Asia.
Companies offering legalised, sustainable and more intense production of forest risk commodities
have a remarkable opportunity to build profits and save forests, whilst also reducing emissions and
helping countries to develop on a sustainable basis.
Companies continuing to source products that, directly or indirectly, drive deforestation, are
contributing to CO2 emissions larger than the entire transport sector and are increasingly likely to
attract environmental scrutiny.
Curbing tropical deforestation has moved to political centre stage as the quickest, cheapest and
largest opportunity to mitigate and adapt to climate change by 2030.
Companies that understand their forest footprint, can build credibility with stakeholders that they
are stepping up to this new challenge and are tackling climate change intelligently.
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The challenge to companies

The challenge to investors

Companies should cease to accept delivery of
Forest Risk Commodities of unknown
provenance and take at least the first step to
finding out where their inputs really come from.
Certification bodies vary greatly in their maturity
but engaging with them more, rather than less,
will encourage progress towards sustainability.
By responding to the Forest Footprint Disclosure
Project, managements can recognise and then
avoid damaging links to deforestation, make
progress to higher product specification and help
build a genuinely sustainable supply chain.

Investors should more deeply question
investments in companies whose supply chains
damage forests, directly or indirectly. These
companies will increasingly be exposed to
damaged reputation, volatile costs, shortfalls in
supply and even legal prosecution. Supporting
the Forest Footprint Disclosure Request enables
investors to differentiate those companies who
are trying to do the right thing now to build
sustainable economic models and become the
pace setters of the future.

©: GCP/Katherine Secoy

Key Messages
from the 2009 FFD
Annual Review

A modest response rate in this first year reflects limited recognition that
deforestation is a significant influence on climate change.
This suggests that CEOs should examine more closely the linkage between
their operational forest footprint and their vision of being a participant in a low
carbon economy.
During 2009, policy changes towards formal, prosecutable regulation of
supply chains have increased significantly.
CEOs should engage with the voluntary bodies to better prepare for a
quantum leap in business risk associated with their supply chains.
Several major businesses who spend heavily on marketing their
‘environmentally-friendly’ product segments showed no commitment
to sustainability in their total purchasing.
There is a risk of greenwash where the commitments are only selective
across a corporation.
Mandated and subsidised biofuels may cut emissions at the point of use
but without ensuring that they are made from sustainable FRCs the
carbon problem is simply exported elsewhere at the taxpayers expense.
Customers should demand better disclosure of what they are putting in their
petrol tank.
Membership of voluntary certification bodies is often not backed up
with detailed time-bound commitments to implement targets.
Investors should not assume that being a member of any initiative is the same
as making a genuine commitment to implementing a sustainable supply chain.
Intermediaries in the trading world cite tracking difficulties as a reason
to avoid identifying sustainable product from farm to fork.
Buyers - both commercial and public sector - should use their ‘pester power’
to demand that these systems are implemented: the more big players get
involved in asking for the data the less costly the implementation will be
across all users.
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Foreword
by Minister Gareth Thomas
Forest Footprint Disclosure Project Annual Review
Global food production must increase to meet an expanding population and yet at the same time we
need to reduce carbon emissions substantially. Forests are caught in the crossfire and it is unlikely that
we will be able to achieve these two goals with a ‘business as usual’ approach. Companies that can
offer agricultural commodities produced without the need to cut down more forests will have the
opportunity to build profits whilst helping to conserve living carbon stocks. With the development of
systems that can tell consumers where products come from, consumers will also be able to express
their preference in buying from companies trying to make a difference. Companies that make the effort
to understand their ‘forest footprint’ can build credibility with stakeholders that they are stepping up to
this new challenge and are tackling climate change intelligently.
The request for information from companies has made encouraging progress during its first year of
operation but it is important that more businesses seize the initiative and engage with the Forest
Footprint Disclosure Project so that they can understand the environmental impact of their business. My
challenge to businesses is to get involved with the project and then take real steps to reduce their forest
footprint. The government would like to see companies taking up this new opportunity in the same way
as many have already done in relation to reducing their carbon footprint.

©: 2002 Andrea, Artaxi et. al. SMOCC

Gareth Thomas
Minister of State for International Development
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Natural Capital Going Up in Smoke
“It’s not what we eat but what we digest that makes us strong; not what we gain but what we save
that makes us rich.” The 17th century philosopher Francis Bacon’s quote is a good starting point to
consider why tropical forests - the most diverse terrestrial environment that evolution has created could be worthless capital today but possibly priceless tomorrow - and how this might affect the
way business itself evolves in the 21st century.
Consumers ‘eat’ rainforests daily in beef burgers, bacon and beauty products, but without knowing
it. The delivery mechanism is a global supply chain with its feet in the forests and its hands in the till.
Not all the hands are legal. Because of growing demand for beef, soy, and palm oil, which are in
much of what we consume, as well as timber and biofuels, rainforests are now worth more cut down than standing up.
Governments, which claim to own 70% of the world’s tropical forests, create prosperity for their countries through this
process. Investors fund businesses in every link up the chain from loggers to farmers to factories to commodity traders
to – you and me.
None of this would matter but for three things. Firstly, evolution is being altered forever. Most of us can live with that.
Secondly, burning tropical forests drives global warming faster than the global transport sector. So we won’t solve climate
change unless we stop deforestation. Finally, saving forests might initially cost governments and markets a few billion
dollars, but this is a small price to pay compared to the US$3-5 trillion annual environmental cost humanity is having to
pay today from deforestation.1
Forests act as giant ‘eco-utilities’, underpinning food, energy and climate security worldwide. The ecosystem services
tropical forests deliver are immense, such as absorbing carbon from the atmosphere (nearly 5 billion tonnes of CO2 per
year) or creating rain (the Amazon alone evaporates eight trillion tonnes of water annually). Agribusiness, the fastest
growing cause of deforestation, is at risk because it needs the moisture these forests provide. This is especially so in two
major breadbaskets of the world, southern Brazil and Argentina, which are dependent on rain generated further north in
the Amazon. Clearly, it makes no sense for business to cut off the branch on which it is sitting.
The urgent need to contain climate change has catapulted deforestation to political centre stage as the quickest,
cheapest and largest means of curbing greenhouse gas emissions this side of 2030. And the price tag is doable: around
US$17-33 billion annually, only slightly more than the bankers bonus pool. Tropical forests provide a gigantic carbon
capture and storage (CCS) system, removing CO2 from the atmosphere – for free. To bulldoze this existing and
irreplaceable ‘eco-infrastructure’ while at the same time building new CCS systems based on unproven technology, at
vast expense, suggests limited digestion of the facts.
Downsizing your forest footprint and banking on biodiversity could become good business. Are we at a tipping point in
history where this could actually happen? The opportunity costs of agriculture would say no. With the global population
rising to 9 billion, conservation will never out-compete commerce. But what if the true environmental cost of what we
consume was factored into products we buy? Markets today do not price tropical forest infrastructure, but tomorrow’s
might and change is happening faster now than ever before. The recent financial crisis has forced recognition that
creating wealth that is worth having may require a longer term and more regulated view. The market free-for-all proved
dangerous to everyone. Assuming that environmental services can continue to be provided free to all could prove even
more dangerous in the future.
The carbon market may be the first faltering step in a wholesale re-calibration of the world economy in which doing
business with natural capital in mind will be as commonplace as employing social and financial capital. Feeding and
fuelling our growing world is one of the greatest opportunities of the 21st century, but squandering ecosystems that
support the process will reverse the economics eventually. Businesses that understand this will be the rising stars of the
future. Investors would be wise to identify them now.

Andrew Mitchell
Steering Committee Chair, Forest Footprint Disclosure Project
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Does Sustainability Add Value to Business?
The global economic climate has made profligacy unacceptable: in the face of
accelerating climate change and dwindling natural resources, better housekeeping
to cut costs and save resources is now a business imperative. Yet unsustainable
businesses do continue to exist and even deliver growth in financial results for
investors that ask no questions. So why should Chief Executives and the investment
community, paid on financial performance, address the issue of deforestation?

‘Reputational Risk’ is by far the most widely cited
reason for companies to investigate the operational
and supply chain impacts of their organisation on
tropical forests. Companies have become acutely
aware of the damaging impact of poor practices, as a
result of disclosure by NGO campaigns and media
exposés. This review includes many examples of
negative publicity as a catalyst for corporate change
(see pp 38, 51). Business leaders need to understand
and manage their company’s forest footprint so that
they are equipped to take rapid and decisive action
should they be ‘named and shamed’ as drivers of
deforestation.
Sustainability is often assumed to influence a
company’s valuation only on the downside, as
consumers boycott brands exposed as poor
operators. In recent years, however, consumers are
increasingly favouring the ‘halo effect’ of trusted

brands2. This is most evident in brands that
demonstrate a clear link to sustainably sourced
commodities, for example FSC-certified garden
furniture or Fairtrade ingredients. Growing consumer
concern about the real quality of commodities sourced
globally needs the engagement of certification bodies
to provide brands with a credible badge of
sustainability. The majority of FFD’s sector leaders are
such trusted brands, addressing these challenges
ahead of their competitors, which gives them a
commercial edge as leaders in their industry.
On the other hand, large-scale, robust benefits to the
upside from delivering on sustainability issues have yet
to be clearly identified. However, several companies
that participated in the FFD survey stated that
sustainable sourcing and enlightened public
procurement policies are starting to deliver a real
competitive advantage. In particular, corporate
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contracts with local and national governments that set
high sustainability criteria are delivering quantifiable
benefits. Commercial channels to market can also
choke off contracts with businesses that cannot
meet new higher standards for a traceable supply
chain. Examples include retailers wanting to be
sustainable in their private label business and at
least one biofuel provider.
Does unsustainable business practice affect corporate
stock valuations? The FFD commissioned
EnviroMarket Ltd to undertake an analysis of the
individual stock prices of several companies against
relevant news coverage. An example is shown
opposite. In most cases, where stock prices dipped on
the day or week of a negative news report, that impact
was rarely robust: news relating to earnings delivery
outside expected ranges remained a more significant
driver of value change.
However, negative news can inflict longer term
damage. For instance, the Australian Green Party
exposed the fact that Gunns in Tasmania was building
a mill which they claimed would be supplied by
unsustainable timber. Both ANZ (May 2008) and
Nordea (Jan 2010) have since backed away from
financing the project.3 Companies that are exposed as
either covering up or failing to address their poor
environmental performance are also likely to find the
rest of their policies subject to greater scrutiny:
accounting, strategy, employment and remuneration
are likely to be treated with increasing scepticism.
Those companies that cite ‘unknowing’ bad
sustainability practice as the first defence, may also
find their risk assessment policies in other areas
become less credible.
In the wake of the global banking crisis, financial
institutions face closer monitoring than ever before
from both regulators and investors. With the growth in
ethical or stewardship funds, a small but increasing
pool of assets is becoming closed to unsustainable

companies. Even in the broader institutional
investment world, an increasing number of assetowners are asking for higher standards of CSR
reporting and compliance from the stocks in their
portfolio. In order to engage in best practice and stay
ahead of the issues, over 170 global institutions,
including banks, insurers and fund managers, are
working with the UNEP Finance Initiative to understand
the impacts of Environmental, Social and Governance
(ESG) considerations on financial performance.
Managers of some $18 trillion in assets have signed up
to the UN Principles for Responsible Investment (PRI)
which explicitly demands that due diligence on these
issues be exercised by signatories.
Trustees of pension funds also need to be alert to the
risks involved if they fail to incorporate ESG into their
mandate. According to a July 2009 Fiduciary
Responsibility Report by the UNEP Finance Initiative:4
“In tendering for investment mandates, it would be
expected that the investment consultant or asset
manager would raise ESG as an issue to be taken into
account and discussed with the client even if the
pension fund had not specified ESG considerations as
material to the tender. If the investment consultant or
asset manager fails to do so, there is a very real risk
that they will be sued for negligence on the ground
that they failed to discharge their professional duty of
care to the client by failing to raise and take into
account ESG considerations.”
Value creation is a keynote demand shareholders
make of the management of their companies and
pensioners of their investment managers. Stepping up
to the challenge of adding improved sustainability
awareness to a business model adds an extra tool to
deliver this.

Tracey Campbell
Director, Forest Footprint Disclosure
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What is the Risk of Business as Usual?
A sustainable business can continue indefinitely: an unsustainable business
means just that - at some point, sooner or later, it will fail. FFD highlights the
key risks of not taking sustainability seriously.

Companies that use Forest Risk Commodities in their
supply chains are dependent upon either yield
improvements or land expansion to grow and supply
ever-increasing volumes. As there is only one planet
and yield improvement potential is limited, new
productive land is needed but it does not have to be at
the expense of forest; see the discussion about
degraded land in the Soy pages, which start on page
48. In some instances agricultural expansion and
unacceptable land use change are being punished by
local regulation, see examples from several regions in
the sections covering Cattle (starts page 34) and
Timber (starts page 52).
Regulation is a quick fix when producers fail to move
with the times or when, through the inertia of buying
groups, there is a large gap between the priorities of
national governments and current market practice.
With increasing international pressure to address
climate change and to build a sustainable economic
model, more rapid regulatory change can only be
expected. Some examples that have had the effect of
choking off supply quite abruptly are shown on pages
39 and 56. In other instances the voluntary closing of
a market segment may arise when buyers are made
aware of their links to supporting unsustainable
practices and elect to take unilateral action. Examples
are given in the moratoria on Beef and Soy discussed
in these commodity sections. Voluntary actions by
channels to market, such as enlightened retailers or
government procurement specifications, can also divert
business from existing counterparties who have chosen
not to act on sustainability issues.
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All these influences may interrupt the supply chain and
generate increased pricing volatility. Changes in
agricultural intensity, such as those described at the
end of the Cattle section, can offset part of these
pressures but changes to the business model need the
support of key commercial buyers in order to make
sustainable practice mainstream and commercially
viable. The Disclosure Request Responses section,
presented on pages 15 to 29, highlights better practice
from industry leaders and offers a space where
industry participants are encouraged to exchange real
world experience with their peers. Industry participants
directly involved in implementing sustainable timber
supply chains have also shared their hard-won
experience on page 54.
Copenhagen may have been presented by the media
as disappointing but there was at least progress
towards increasing financial commitments to protect
forest cover (see the REDD+ insert inside back cover).
There is also increasing evidence of a willingness to
trade carbon around the world which necessitates
adapting existing business models to incorporate the
additional costs of using and converting ‘natural
capital’. Without adequate consideration of the complex
carbon calculation issues involved in analysing land use
change, managing land for crops or pasture or buying
in biomass for energy, the sudden introduction of these
new cost elements may well be a painful surprise (see
the comments from the Biofuel, Palm Oil and Cattle
industries in the relevant sections).

Climate change models sometimes vary in their
detailed forecasts but most recognise that extreme
weather events are likely to happen more often as
global warming increases. The old scourges of
agricultural production: weather, disease and
pestilence will be extended to include progressive
desertification and changes to the local water cycle.5
INPE (the Brazilian National Space Agency), using
models from the UK Hadley centre, have suggested
that 40% deforestation of the Amazon could trigger a
‘tipping point’ which induces a vicious cycle: increased
temperatures accelerate forest loss which impacts the
climate causing further forest loss and so on. Changes
to the Amazon water cycle would also affect the much
broader agricultural landscape of South America
shifting the prime yield territories and potentially
altering the viability of existing infrastructure
investment. Constraints on future land clearance will also
affect the choice of new supply locations, as indicated in
the Palm Oil section which starts on page 42.
The terms of international trade are shifting: thirty years
ago the major buying blocks for most commodities
were the US and the EU. As shown in the statistics
pages at the start of the commodity sections, that
dominance is no longer automatic, since developing
markets have grown so rapidly in terms of both
population and disposable income. China and Russia
have some clear food commodity deficits from
domestic production which must be addressed by their
political leaders. Add to this the impact of

deforestation on reducing the ability of the poorest in
many tropical countries to live from the land, which will
increase migration, and failure to manage the foodforest interface effectively increases the political risk for
all businesses. This implies commodity production is
going to go up the political agenda over the coming
decade, a process already highlighted by the 2008
food riots in many developing countries. The addition
of biofuel as a further source of demand is also
discussed in the section starting on page 58.
The risk for consuming companies is that failing to
develop a forward-thinking supply strategy for key
commodities puts the medium term ability to deliver
consistent revenue and earnings growth at risk.
Climate change, the global need to protect standing
forests for their eco-utility and carbon mitigation value
plus the demands of an increasing global population
for land are increasing price volatility, which must be
managed. As commodity inflation returns, addressing
these issues will become an increasingly necessary
part of strategic thought in the Boardroom.
Sticking with ’business as usual’ is likely to bring more
trouble than addressing these risks through developing a
well thought-out sustainable raw material and supply
chain strategy. For institutions seeking out market leaders
and well-managed brands, clear evidence that these risks
are being addressed effectively may be the cornerstone
of a successful long term investment strategy.
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Forest Footprint Disclosure
Request Methodology 2009

Forest Risk Commodities are a newly recognised grouping of commodity raw materials closely linked to
deforestation pressures around the world. The Forest Footprint Disclosure project aims, through the issue of
the Disclosure Request, to examine the extent to which businesses understand these connections. Since this
is a new field, FFD has assumed that the majority of companies are at an early stage of development in terms
of their strategies to assess and manage the relevant risks. The 2009 Disclosure Request therefore focuses on
policy design and implementation rather than quantitative measures of consumption.
Some participants have been taking these issues seriously for some time and quantified information was
offered voluntarily by a small percentage of respondents for a few commodities. Generally companies able to
respond at this level were also the ‘best in class’ in their sector, as might be expected.
The survey results are from self-disclosure: FFD is acutely aware of concerns that without third party
verification of the information provided to FFD, some companies may exaggerate their level of engagement or
under-report their involvement with key commodities. As awareness builds, it is hoped that companies will
seek assessments and external verification of their submissions. The Annual Review discusses many of the
certification bodies in the commodity sections of this report.
The 217 companies to whom the survey was sent in July were chosen from the Fortune 500, filtered via their
degree of exposure to FRCs, plus a commissioned piece of research by Profundo to nominate smaller
companies with meaningful exposure to FRCs. The list was by no means exhaustive and the selection for
2010 is likely to be extended further.
The 2009 Disclosure Request is broken down into eleven parts in order to track a company’s internal process
flow for management of risk in the supply chain. As a result, for companies new to these issues, the survey
provides a quick and easy introduction to assess the impact of forest risk commodities on a business. A pilot
survey was conducted and helpful feedback from this was built into the final version and the supporting
‘Guide to Disclosure’ document. A telephone helpdesk was also made available during the survey period.
In the pages following, the data returned to FFD is summarised in a series of tables. One lists respondents
and the commodities on which they reported, including an indication of the scale of the company's
operations. This table further indicates whether the FRC reporting covered in-house operations (Scope 1),
customer operations (Scope 2) and/or downstream operations (Scope 3). An indication of the companies
invited to participate is also given in a graphic which indicates whether the company disclosed or not and
highlights names where a clear refusal to participate was given. It is clearly understood by the FFD team that
in this first year many companies were reluctant to engage with an unknown venture: it is hoped that, having
seen this publication, the many indications of interest in responding in 2010 will be confirmed. This year the
‘Did Not Disclose’, and ‘Refusal to Disclose’ categories are separated but this approach may be subject to
amendment in future years to avoid any implication that there is a positive ranking benefit between the two only the ‘Disclosed’ names deserve recognition for tackling the issue of deforestation.
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The Scoring Methodology was designed to allow all participating companies to gain recognition for their
approach, irrespective of their level of sophistication or the number of FRCs handled. The fact that some FRC
certification options are more mature than others has been taken into account in the scoring process.
The Sections of the Disclosure Request are outlined below:
Profile of Materials Bought In: Which commodities are relevant to your business?
Risk Assessment: How important are they to your business model?
Review of Your Supply Chain: What processes exist already?
Public Commitments by Forest Risk Commodity: Are targets in the public domain?
Strategy Development: Direction and resources dedicated to these issues.
Managing For Performance Improvement: Which targets have been set?
Sustainable Supply Chain Development and Support: What help is there for your
suppliers to meet the new goals?
Scope and Coverage: What share of materials are covered now?
Public Reporting: How clearly do you communicate your commitments?
Governance Process: Where does reponsibility for implementing the policy rest
within the company?
Identifying Risks and Opportunities: Is becoming sustainable driven by particular
threats and opportunities?
Many of the sections were scored based on points for recognised key features of a response. In addition, where
supplementary policy information was supplied, these were assessed and awarded discretionary points. The 2009
Rating Matrix outlining this methodology in full, including scores per individual question and the criteria for
discretionary points, is available at www.forestdisclosure.com.
One important note: during the scoring process, it became clear that biofuels as a category of FRCs could not be
given equal status across sectors since some companies were producers and others forced buyers in order to
meet local regulations. The latter made it clear that they have very little control over which mixtures were available.
In order to reflect this discrepancy, we have, for 2009, given all biofuel scores discretionary point status.
Any companies that need support in addressing the issues raised should feel free to contact FFD via
info@forestdisclosure.com during the year. Additional feedback on the survey structure or content would
be welcome on responses@forestdisclosure.com as we assess the 2010 edition.
13

Total disclosure requests: 217
Responses received: 35
Refusals: 25

©: 2007 Djuna Ivereigh

2009 Disclosure
Request Highlights

• Many leading companies with exposure to one or more Forest Risk Commodities were unable to provide
information to FFD in this first year. Their commitment to building a better traceability system would be
invaluable in reducing deforestation pressures.
• Although the issue of deforestation has a global footprint the only region to show a good response rate
was Europe, particularly the UK.
• Across all commodities there is an imbalance between buyers’ demands for certified materials at price
points comparable with non-certified materials and the expectations of producers of a price premium for
certified options.

Timber
Companies in the timber sector demonstrated
the greatest maturity in addressing sustainability
challenges.
The widespread use of independently-certified
materials is encouraging, but the majority of
companies using wood and paper have yet to
set a specific timeframe to make the transition
to 100% certified materials.
Few raw material producers have indicated
recognition of the opportunities open to a
sustainable company created by new timber
trade regulations in the US and the EU.

Soy
The voluntary sustainable certification body for
soy is clearly less mature than for some other
commodities and the resulting responses by the
buyers were lukewarm.
The widespread use of Genetically Modified
varieties may have created additional regulatory
hurdles for European buyers which take precedence
over sustainability issues.
The complex animal protein feedstock supply chain
has many layers of intermediaries and so
traceability is at present very limited indeed for this
sector: key trading intermediaries are the weak link.
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Beef and Leather
At the time of the Disclosure Request, local beef
and leather suppliers were being targeted by NGOs
over their role in deforestation in the Amazon; this
may account for the low level of local response.
Some very large scale buyers of beef and leather
demonstrated little readiness to address the
deforestation risk implicit in these commodities due
to their being a small part of their total input costs.

Palm Oil
Respondents in the palm oil sector had
generally assessed the deforestation risks
but typically had not placed time-bound
commitments on future purchasing of
sustainable palm oil.
With one exception, local oil palm growers
failed to engage with FFD.
Buyers were much more responsive, for
most of them GreenPalm was the main
source of certification used.

Biofuels
Major companies involved with renewable fuel
operations did not participate.
Demand mandated by regulation in Europe
overrides sustainability criteria for buyers.

Oil and Gas Sector
Best performer: Neste Oil

Given the scale of the marketing spend on
publicising renewable fuel commitments in this
sector, the level of response is disappointing.
Use of renewable inputs does not necessarily
imply sustainability.
Commercial reluctance by corporations to stop
dealing in uncertified materials may be
compounded by concerns about adequate
availability of certified alternatives.

There is no incentive for companies to support
better practice if perverse incentives for
unsustainable biofuels continue to exist through
government subsidies.
Neste Oil deserves commendation for its
commitment to improve its sourcing of
sustainable palm oil.

Oil and Gas Sector Response
Disclosed
Neste Oil FIN

Did not disclose

Refusal to disclose

Chevron USA

ConocoPhillips UK

BP UK

China National
Petroleum HK

Exxon Mobil USA

ENI ITA

Total FRA

Royal Dutch Shell UK
Valero Energy USA

“

Recognizing the importance of reducing deforestation in the fight against Climate Change, Neste Oil
has developed a third party audited supply chain management system that provides us with the
exact origin of the palm oil we are using. We believe this could also act as a model for other
companies and industries using palm oil. FFD provides a useful forum for us to share this
experience and our aim is to have 100% third party certified sustainable materials in our supply
chain as soon as they are available, which we expect to happen by 2015.

”

Pekka Tuovinen, Director, Sustainability and Regulatory Affairs, Neste Oil.

2009
Respondent

2008
Revenues

Neste Oil

($20.9bn)

Scope 1:
Internal
activities

Scope 2:
Goods
for sale

Scope 3:
Impact of
Customer
Activities

Commodities
Reported

Yes
15

Food Products and
Soft Drinks Sector
Best performer: Danisco

Many of these companies are exposed to a broad
range of forest risk commodities in their supply
chain, which has forced prioritisation of some
commodities over others. More uniform standards
of risk assessment and management would be
desirable but are hindered by the difference in
maturity of the certification systems.

Palm oil certification is slowly being achieved,
largely through GreenPalm certificates .Five
out of six respondents have set targets for
100% certification.

Paying a premium for sustainably certified
materials is clearly an issue for the majority
of companies.

The demand for biofuels generated by mandated
renewable fuel obligations and the consequent
inflationary pressure on raw material pricing is
seen as a business risk by several respondents.

Governance levels rated highly for this sector
compared to Personal and Household
respondents while risks and opportunities
relating to the forest footprint of the company
rated poorly.
Beef supply chain analysis is still relatively
undeveloped, so standards vary widely.
Recent NGO campaigns to raise awareness
of this issue could accelerate the shift to
sourcing sustainable beef.
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Scope 1:
Internal
activities

No respondents have made a commitment to
sustainable soy certification.

Some companies in this sector have been very
pro-active in the development of multistakeholder initiatives.
Larger companies with a global reach clearly
have a more difficult task to implement uniform
sustainability policies than those with a
narrower focus.

2009
Respondent

2008
Revenues

Scope 2:
Goods
for sale

Cadbury

($8.0bn)

tbc

Cranswick Plc.

($0.9bn)

tbc

Danisco A/S

($2.3bn)

tbc

Nestlé SA

($103.4bn)

Yes

Northern Foods Plc.

($1.4bn)

Yes

Unilever

($56.7bn)

Yes

Scope 3:
Impact of
Customer
Activities

Commodities
Reported

Food Products and Soft Drinks Sector Response
Disclosed

Did not disclose

Refusal to disclose

Cadbury UK

AarhusKarlshamn SWED

Cranswick Plc. UK

Aceitera General Deheza
(AGD Group) ARG

Danisco A/S DEN
Nestlé SA SWIT
Northern Foods Plc. UK
Unilever UK

Indofood Agri
Resources SI

Groupe Danone FRA

Infinity Bio Energy UK

Archer Daniels
Midland USA

JBS BRA

Associated British
Foods UK

Kellogg USA

J-Oil Mills Inc JA
Kerry Group IRE

Bunge USA

Kraft Foods USA

Cargill USA

Louis Dreyfus FRA

CHS USA

Marfrig BRA

Companhia Brasileira de
Açúcar e Álcool BRA

Molinos Rio Plata ARG
PepsiCo USA

Copersucar BRA

Premier Foods UK

Cosan BRA

Santaelisa Vale BRA

Crystalsev BRA

São Martinho BRA

Dairy Crest Group UK

Tereos FRA

Del Monte Foods USA

Tyson Foods USA

Fuji Oil JA

Usina Coruripe BRA

General Mills

Vicentin ARG

Gruppo Cremonini ITA

Wilmar International SI

“

As a responsible company, we value good relations with suppliers and want to work with suppliers who
acknowledge the need to focus on sustainability. As part of our ongoing effort to develop and strengthen our
relationships with suppliers, we have established a series of basic requirements and guidelines for suppliers,
which serve as a useful framework for our business relationships. The FFD Questionnaire is likely to prove a
useful tool for this purpose in subsequent years.

”

Annette Hansen, Global Quality Manager, Danisco
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Personal Care and
Household Sector
Best performer: L’Oreal

This sector had the highest rate of respondents,
mainly from companies based in Europe,
where the consumer base seems especially
sensitive to the issues.
While this sector is clearly a frontrunner on
sustainable sourcing, a broader assessment of
FRC involvement by the Boards of these
companies may be appropriate.
This sector scored relatively poorly on
Governance, Public Reporting and also on
Sustainable Supply Chain Development.
No companies have yet committed to 100%
sustainable supply for any of the commodities
covered by the survey.
Although many companies have a climate change
policy in place, they do not always make the link
between deforestation and climate change.
Selective publicity may obscure the extent to
which these policies are being implemented
across large groups.
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Scope 1:
Internal
activities

Recent publicity surrounding the reputational
risks from leather procurement has increased
membership and activity in the Leather Working
Group roundtable. However, most companies
involved in the leather industry still have much
work to do to improve sustainability standards as
the roundtable matures.
The swift policy response from several companies
whose supply chains contributed to deforestation
in the Amazon caused by cattle ranching is very
encouraging, however delivery against these
commitments will bear watching given the
amount of change required of the industry at
grass roots level.
Of note is the work being done at LVMH to
provide sustainable sourcing of essences for its
perfumes in Africa.

2009
Respondent

2008
Revenues

Scope 2:
Goods
for sale

adidas AG

($15.3bn)

Yes

Burberry Group

($1.7bn)

Yes

C & J Clark
International Ltd

($1.1bn)

tbc

Henkel AG

($19.9bn)

tbc

L’Oreal S.A.

($24.4bn)

tbc

LVMH S.A.

($23.9bn)

Yes

Nike Inc

($18.6bn)

Yes

Scope 3:
Impact of
Customer
Activities

Commodities
Reported

Personal Care and Household Sector Response
Disclosed

Did not disclose

Refusal to disclose

adidas AG GER

Bertin BRA

Puma GER

Geox ITA

Burberry Group UK

Colgate-Palmolive
Company USA

Reckitt Benckiser Group
UK

Johnson & Johnson USA

Gucci Group NV NETH

Reebok UK

L’Oreal FRA

Hilfiger USA

Moet Hennessy Louis
Vuitton S.A. FRA

Hugo Boss Pref GER

Rino Mastrotto Group
(RMG) ITA

Nike Inc USA

Prada ITA

Henkel GER

Procter & Gamble USA

C & J Clark
International Ltd UK

“

PZ Cussons UK

The Timberland
Company USA

Kimberly-Clark USA

L’Oreal uses multiple forest risk commodities, wood fibre for packaging being the most significant. We
explicitly demand that all our suppliers only use wood fibres from FSC or PEFC certified forests that are
managed sustainably and that provide appropriate traceability. We continuously work with our direct
suppliers to improve traceability: for palm oil, we have identified the point of origin of 100% of our supplies.
We recognise opportunities within our sector associated with sourcing and marketing sustainably sourced
materials, particularly for oil palm and timber products and we welcome the work of the FFD Project in
improving transparency across sectors for this complex issue.

”

Francis Quinn, Director of Sustainable Development, L’Oreal
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Farming and
Fishing Sector
Best performer: IOI Group

The response rate from the primary production
sector was disappointing: without commitments
made here the downstream users of FRCs can
make little progress.

Independencia recognised that government
regulation to curtail illegal cattle ranching in Brazil
over the next few years poses a potential risk to their
business, increasing competition for legal sources.

Given the amount of recent activity in the
agriculture sector in Brazil in 2009 the low
response rate here was particularly surprising.

IOI deserve credit for challenging other RSPO
members to put a clear timeframe on their
commitments to trade and use sustainable
palm oil.

Farming and Fishing Sector Response
Disclosed

Did not disclose

Refusal to disclose

Independencia S/A BRA

Arantes BRA

Grupo André Maggi BRA

IOI Group Loders Croklaan MAL

ArreBeef ARG

Imcopa BRA

Asianagro Abadi INDO

KL Kepong MAL

Asiatic Development MAL

Margen BRA

Astra Agro Lestari INDO

Mercosul BRA

Bakrie Sumatera
Plantations Tbk INDO

Minerva BRA

“

Caramuru BRA

Perkebunan
Nusantara INDO

Coamo BRA

Sampoerna Agro INDO

Golden Agri-Resources SI

Socfinal LUX

IOI group believes that the Roundtable on Sustainable Palm Oil (RSPO) offers the best road forward for the
palm oil industry. RSPO certification assures that producers of palm oil sourced from certified growing areas
have taken the proper steps to provide exceptional care for the people, wildlife and environment in and around
the palm oil supply chain. Consequently as an industry leader, IOI group has targeted to have all growing areas
under its control RSPO certified by the end of 2011.

”

Donald C. Grubba, Global Sustainability Director, IOI Group
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2009
Respondent

2008
Revenues

Independencia S/A

($1.0bn(e))

IOI Group
Loders Croklaan

($4.2bn)

Scope 1:
Internal
activities

Scope 2:
Goods
for sale

Yes
Yes

Yes

Scope 3:
Impact of
Customer
Activities

Commodities
Reported

Food and Drug
Retailers Sector
Best performer: Sainsbury’s

Respondents demonstrate strong commitments
to achieve credible third party certification across
a broad range of own-label products, but little
influence over the provenance policies of other
branded products on the shelf.
Both respondents cover a full range of FRCs in
their sourcing policies. Targets for full certification

differ by commodity, but all are clearly dependent
on upstream supply chain actors to make
certified materials available globally and without
major premiums.
Responses show a deep understanding of
strategic risks of FRCs both to reputation and
to longer term security of supply.

Utilities Sector Response
Disclosed

Did not disclose

Refusal to disclose

Carrefour Group FRA

CVS Caremark USA

Rite Aid USA

Alliance Boots UK

J. Sainsbury plc UK

Delhaize Group BELG

Royal Ahold NETH

George Weston CAN

Edeka Zentrale GER

Safeway USA

Kroger USA

Foncière Euris FRA

Supervalu USA

Greggs PLC UK

Sysco USA

William Morrison
Supermarkets UK

Groupe Auchan FRA

Tesco UK

Migros SWIT

Walgreen USA

Publix Super Markets USA Woolworths AUS

“

Good forestry management and the prevention of deforestation is a key component of Sainsbury’s sourcing
policies. We have always managed Sainsbury’s forest footprint through working with suppliers and industry
experts. We continually look for ways to improve how we respond to complex and evolving issues. That is why
we welcome the work of the Forest Footprint Disclosure Project and appreciate this opportunity to
demonstrate that we “Source with Integrity”, one of Sainsbury’s Corporate Responsibility values.

”

Fiona Wheatley, Brand Sustainability Research Manager, Sainsbury’s

2009
Respondent

2008
Revenues

Scope 1:
Internal
activities

Scope 2:
Goods
for sale

Carrefour Group

($122.8bn)

Yes

J. Sainsbury plc

($27.2bn)

Yes

Scope 3:
Impact of
Customer
Activities

Commodities
Reported
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General
Retailer Sector
Best performer: Marks and Spencer

The key challenge for this sector is finding
sustainable sources capable of delivering
sufficient volumes of raw materials in the markets
where products originate, particularly in the Far
East. This continues to be the case even for the
more developed certification schemes such as
the Forest Stewardship Council.
Two levels of policy engagement exist: products
for sale and operational activities such as HQ
services, catering and shop-fitting. Not all
respondents covered both areas.

Only sector leaders engage in multi-stakeholder
processes for new or emerging FRC issues;
others rely on mature third party certification
systems for proof of sustainability.
Differing levels of managing FRC risks were
demonstrated, in part due to the discrepancies
in available certification options. For example,
use of leather in this sector is much less
controlled than timber and paper, commodities
where third party certification has been in place
for over 20 years.

Motivation to manage FRC risk is clearly driven
by brand and reputational risks. Only modest
vision of the opportunities available or strategic
risk to supply was demonstrated.
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2009
Respondent

2008
Revenues

Scope 1:
Internal
activities

Kingfisher

($14.3bn)

Yes

Marks and Spencer plc

($13.3bn)

tbc

METRO Group

($96.5bn)

Next

($4.8bn)

Yes

WH Smith PLC

($2.2bn)

tbc

Yes

Scope 2:
Goods
for sale

Yes

Scope 3:
Impact of
Customer
Activities
Yes

Commodities
Reported

General Retailer Sector Response
Disclosed

Did not disclose

Refusal to disclose

Kingfisher UK

AEON JA

J.C. Penney USA

Coles Group AUS

Marks and Spencer plc UK

Arcandor GER

Macy’s USA

Lowe’s USA

METRO Group GER

Best Buy USA

Office Depot USA

PPR FRA

Next UK

Brown (N.) Group UK

Sears Holdings USA

Staples USA

WH Smith PLC UK

Costco Wholesale USA

Seven & I Holdings JA

Debenhams UK

Target USA

Home Depot USA

TJX USA

Home Retail Group UK

Wal-Mart Stores USA

IKEA SWE

“

Marks and Spencer is completely committed to ensuring that all of the key raw materials we use only
come from the most sustainable sources available. We work closely with all of our suppliers to ensure
that we only source from producers that promote the highest level of animal welfare, respect the
environment and, specifically, do not contribute to deforestation. Fundamental to this is that we put in
place robust traceability systems to track materials through our supply chain, as is the case with our
non-GMO soy, beef and timber, and we have clear plans in place for other commodities such as leather
and palm oil. We welcome the FFD project as an important step on the path to reducing deforestation
associated emissions and hope that our experience in supply chain management is useful to other
companies participating in the project.

”

Lauren Orme, Sustainable Development Manager, Marks and Spencer
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Basic
Materials Sector
©: GCP / Katherine Secoy

Best performer: Mondi PLC

This sector showed more disclosure over a
wider scope of operations than many others:
expanding to cover all bought-in materials.

Provision of eco-labelled product is seen as a
market differentiator, but consumers remain
unwilling to pay more for sustainable products.

All the respondents are exposed to timber, a
commodity with a well-established voluntary
certification scheme. As a result, all respondents
have a high percentage of their operations and/or
supply chains certified.

Recent changes to the regulatory framework for
sustainable timber products in the US (Lacey Act)
and Europe (FLEGT) may limit market access for
companies that fail to invest in sustainable
operations or sourcing practices.

The ability to trace and quantify sustainable
timber supplies more clearly than other secondary
products derived from forests means that
reporting standards are generally higher than
in other sectors and can be quantified.

Many companies are involved in multistakeholder initiatives to address their
impact on forest sustainability, climate
change and biodiversity.

Only two respondents make the link between
deforestation and their climate change policy.

Respondents also recognised the
opportunities for carbon sequestration by
conserving standing forests.

Despite this high level of achievement, only the
two Latin American companies Arauco and Fibria
have committed to using to 100% certified
materials in the near future and both use
plantation sourcing.
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2009
Respondent

2008
Revenues

Scope 1:
Internal
activities

Scope 2:
Goods
for sale

Scope 3:
Impact of
Customer
Activities

Arauco

($3.7bn)

Yes

Yes

No

Fibria

($2.9bn)

Yes

Yes

No

Mondi PLC

($8.8bn)

No

Yes

No

Stora Enso Oyj

($15.5bn)

Yes

Yes

No

Commodities
Reported

Basic Materials Sector Response
Disclosed

Did not disclose

Refusal to disclose

Arauco CHL

APRIL SGP

Oji Paper Co JA

AbitibiBowater Inc. CAN

Fibria BRA

Asia Pulp & Paper INDO

Paperlinx AU

M-Real FIN

Mondi PLC SAF

Croda International UK

Samling Global HK

Stora Enso Oyj FIN

Gpo Empresarial
Ence SP

Sappi SAF

Holmen AB SWED
Asia Pulp and
Paper/Indah Kiat INDO
International Paper USA

Shandong Chenming
Paper Holdings Limited
CHN
Sinopec CHN
UPM Kymmene FIN

Nippon Paper Group JA

“

Mondi’s minimum standard for the procurement of wood/fibre is the FSC controlled wood standard or
the PEFC equivalent. We are working with a number of stakeholders, including the Russian State and
Komi Forest Departments, WWF, Silver Taiga, Greenpeace and local communities to define and delineate
High Conservation Value areas accurately and develop an effective way of protecting their status. All
Mondi’s owned/leased land in South Africa is FSC certified and all Mondi leased areas (2.1m hectares) in
the Komi Republic in Russia have been FSC certified or are assessed and awaiting final certification.
Mondi is also working to increase the supply of credibly certified materials by working together with small
growers and relevant global forums. Gaining and maintaining market share by providing eco-labelled
products and/or products that are produced from sustainable sources is an opportunity that we
recognise. FFD participation provides a welcome opportunity for us to share our values.

”

Peter Gardiner, Natural Resources Manager, Mondi
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Industrials and
Autos Sector
Best performer: Weyerhaeuser

A disappointing number of outright refusals of
companies to respond in this sector, including
leading companies based in Europe, suggests
poor understanding by their exposure to forest
risk commodities.
Pending and current legislation to ban imports of
illegally sourced wood fibre in the EU and US
should improve awareness and prompt greater
disclosure of FRCs, particularly in the
construction and paper trading industries.
Again the paper industry sector participants
benefit from the relative maturity of the
certification systems for timber supply chains.
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Scope 1:
Internal
activities

According to the International Council of Tanners,
over 10% of all hides worldwide are used by the
car industry. Despite growing recognition that
cattle ranching drives deforestation in the
Amazon, only BMW in the auto sector
demonstrates awareness of its exposure to FRCs.
Leather seats are a fractional cost of a finished
car but positive action by the auto industry in this
area would have a meaningful impact on the
global leather industry’s contribution to
deforestation and add pressure for full traceability
back up the supply chain.
Many car companies are making concerted
efforts to position themselves as environmentally
friendly but gave no response to the FFD request
which raises the issue of whether consumers
might be being ‘greenwashed’.

2009
Respondent

2008
Revenues

BMW

($74.8bn)

Yes

Travis Perkins Plc.

($4.7bn)

Yes

Weyerhaeuser

($8.0bn)

Yes

Scope 2:
Goods
for sale

Yes

Scope 3:
Impact of
Customer
Activities

Commodities
Reported

Industrials and Autos Sector Response
Disclosed

Did not disclose

Refusal to disclose

BMW GER

Barito Pacific INDO

Hutchison Whampoal HK

Bunzl UK

Travis Perkins Plc. UK

Danzer SWIT

Rougier FRA

CRH IRE

Weyerhaeuser Company USA

DLH DEN

Saint Gobain FRA

Eagle Ottawa USA

Sime Darby BRA

Jardine Matheson
Holdings Limited UK

Ford Motor USA

Vicwood CHN

Toyota Motor JA

Honda Motor Co JA

“

One hundred percent of the forestland we own or manage in the U.S. and Canada is third party
certified and ninety-eight percent of the raw material used in our primary product manufacturing
facilities comes through a third party certified procurement system. In Uruguay and China, we are
working towards certification and in the interim, we apply our internal sustainable forestry policy to
ensure that Weyerhaeuser managed forestlands are managed to a consistently high level of
stewardship. In 2008 in the United States, Weyerhaeuser purchased wood directly from 2,209
private forest owners and provided them, along with 4,272 indirect suppliers, with information on
reforestation and best management practices. We support third-party certification as a means of
demonstrating our commitment to the responsible sourcing that our customers and the public
expect. Weyerhaeuser’s reputation depends on managing its forests sustainably and otherwise
purchasing wood from responsible sources.

”

Cassie Phillips, Vice President, Sustainable Forests & Products, Weyerhaeuser
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Other Consumer
Sector Response
Best performer: Reed Elsevier

This category is comprised of a broad spread of
industry sectors, which are exposed to a range of
different FRCs.
Once again the longer lifespan of the timber
and paper certification scheme benefited
respondent rankings, relative to companies
exposed to other FRCs.

The lack of any response from the hotel,
restaurant and catering sectors was surprising
and disappointing given the speed with which
other sustainability initiatives have been
publicised, such as recycled napkins and towel
washing only on request. This may possibly, as a
result, be a misleading indicator of the importance
of sustainability to managements in this sector.

Utilities Sector Response
Disclosed

Did not disclose

Refusal to disclose

British Airways UK

Bertelsmann GER

Restaurant Group UK

Carnival UK

Compass Group PLC UK

Burger King
Holdings Inc. USA

SNCF FRA

McDonald’s USA

Sodexo FRA

Domino’s Pizza
UK & IRL plc UK

Thalys
International BELG

Millennium &
Copthorne Hotels UK

Eurostar UK

Time Warner USA

InterContinental
Hotels Group UK

Trenitalia ITA

Reed Elsevier UK

Kentucky Fried
Chicken Japan JA
KFC Holdings MAL
News Corp. USA

“

Thomas Cook Group UK
TUI Travel UK

Walt Disney USA
Wendys/Arbys
Group USA
Whitbread USA
Yum Brands USA

At Reed Elsevier we use the Publishers database for Responsible Ethical Paper Sourcing (PREPS) system to
identify the sustainability and risk associated with our products made from forest sources. As one of the
world’s largest scientific publishers, climate change and sustainability issues represent an important growth
area for our business. We are keen to engage with other FFD participants to share experiences in improving
the sustainability of supply chains and the associated benefits that accrue.

”

Mark Gough, Global Environmental Manager, Reed Elsevier
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Scope 1:
Internal
activities

Scope 2:
Goods
for sale

2009
Respondent

2008
Revenues

British Airways

($12.9bn)

Yes

Compass Group PLC ($21.3bn)

Yes

Reed Elsevier

Yes

($7.7bn)

Scope 3:
Impact of
Customer
Activities

Commodities
Reported

Utilities Sector
Best performer: Drax Group

Only UK based companies with renewable fuel
obligations responded.

There would appear to be reputational risks
associated with calling an end-product ‘green’,
without ensuring the sustainability of the raw
materials in the supply chain. Some renewable
energy businesses who elected not to respond
could be challenged on whether they have a
consistent policy to back up this labelling in the
consumer market.

Both respondents focused on their wood inputs.
This tends to support the thesis that imminent
regulatory pressure promotes management of FRC
risks and may also encourage public disclosure.
No other renewable energy company responded on
the sustainability of their input materials. This raises
serious issues on the transparency of the energy
sector supply chain.

Utilities Sector Response
Disclosed

Did not disclose

Refusal to disclose

Drax Group UK

Centrica UK

Iberdrola SP

National Grid plc UK

Chubu Electric Power JA

State Grid CHN

Électricité de France FRA

Vattenfall SWE

Energie Baden-Württemberg GER

“

As a responsible energy provider we are committed to procuring biomass on a sustainable basis. Through
diversifying into biomass we have the potential to become a major supplier of renewable electricity and a
key contributor to the UK’s renewable target. We have set ourselves robust sustainability principles to be
applied to our biomass procurement activities and we aim to procure biomass only from supply chains that
comply with these principles. Our sustainability policy applies to all our biomass suppliers and commits us,
among other things, to reducing emissions of greenhouse gases by at least 70% compared to coal-fired
electricity generation. Completing the FFD questionnaire has helped us to think more broadly about our
procurement policy impacts.

”

Dr N A Burdett, Head of Environment, Drax Power

Scope 1:
Internal
activities

Scope 2:
Goods
for sale

2009
Respondent

2008
Revenues

Drax Group

($2.6bn)

Yes

National Grid plc

($22.5bn)

Yes

Scope 3:
Impact of
Customer
Activities

Commodities
Reported
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Deforestation Due to Agriculture
is a Global Issue - but regional
awareness varies greatly

UK
Number of questionnaires sent: 42
Number of responses received: 16
Number of refusals: 9
North America
Number of questionnaires sent: 54
Number of responses received: 2
Number of refusals: 7

Developing Markets
Number of questionnaires sent: 43
Number of responses received: 4
Number of refusals: 0
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Continental Europe
Number of questionnaires sent: 58
Number of responses received: 13
Number of refusals: 7

Mature Australasian Markets*
Number of questionnaires sent: 20
Number of responses received: 0
Number of refusals: 2

*Japan, Australia, New Zealand, Singapore, HK
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Stepping Up to Certification
Throughout the Disclosure Request process the issue of
challenges for voluntary certification bodies has come up
repeatedly. Many issues are common to all and deserve comment.
Aspiring to immediate perfection is not realistic but this should not
deter forward-thinking executives from taking the vital first step.

Voluntary bodies, populated by those with diverse
commercial and political agendas, are inevitably going
to find it hard to reach consensus quickly. However to
allow stalemates to develop cannot be in any
member’s interest lest the whole body become an
irrelevance. Buyers who are unhappy with the
roundtables need to engage with the process in an
active way to help to get issues resolved rather than
ignore them. In their reponses to the disclosure
request several major companies cited ‘membership of
the RSPO’ (to pick only one commodity) as a sign of
their action on sustainability issues. However few of
these companies disclosed any time-bound targets for
moving towards fully certified product usage so
presenting ‘membership’ as a shorthand for action on
the issue is possibly misleading.

the norm and so tends to be crafted according to local
needs. For the same commodity the special interests
to be accommodated may vary substantially between
the buying and selling ends of the chain and so a
voluntary traceable supply chain that has some
internal coherence can end up as a dislocated process
flow, amended at each end by local regulation. The
timber market is a case in point: FSC and PEFC
systems have been running for well over a decade and
have generated modest penetration of all global trade.
However the Lacey Act and the proposals for FLEGT
(page 56) focus on illegal product rather than
encompassing sustainable legal product. Will industry
players drop their standards back to the minimum the
regulation prescribes or keep the momentum of the
voluntary higher codes of conduct?

Certification can only lead to a sustainable supply
chain once the full ‘Chain of Custody’ is established.
GreenPalm (see p 45) has presented an alternative
option which allows each end of the supply chain to
recognise sustainable production via a tradeable
voucher system. This gets producers motivated to
upgrade their practices which is a good result but,
according to critics, removes the pressure on the rest
of the supply chain to implement full traceability of the
physical product.

Consumers can only act on their preferences between
products when sustainability has a publicly
recognisable ‘badge’. Without effective signalling to
the end user any scope for extracting a premium along
the value chain is minimal and since implementing
sustainable systems has extra costs the economics
don’t add up.

Whether voluntary coalitions of the willing have put in
place good practice traceability and sound sustainable
production systems or not, regulatory formulation of
what is to be done must take precedence for any
company. At this frontier the potential for huge
efficiency losses are clear. National regulation is still

Unknown source product
32

Governments aren’t solely a source of potential
prosecutions in this context. Public procurement
specifications can add useful volumes of demand that
can help sustainable trade in a commodity attain
critical volume. This adds to pressure on
intermediaries to see higher standards of traceability
as necessary to keep market share. This is already
happening but to a limited extent in a few countries.

Known source but
unsustainable product

Finally, delivering full certification along the entire
length of the supply chain used in 100% of all
products is a very tall order. The task is daunting and
complex to embrace. This should not deter
enlightened managements from beginning the task; it
simply requires a breakdown into manageable steps
in which real progress can be made within a
recognisable time frame.
The first step must be to find out where existing
products come from. FFD recommends that this
should go back to the land from which the product is
sourced and companies consider rejecting
consignments from recently deforested land. This
should be straightforward but often is not:
intermediaries would have to put in place significantly
tighter stock management systems and some will
prefer the obscurity of sourcing from unknown
sources. Managements should ask themselves what
their purchasing policy is saying if it fails to require
provenance as part of its contract specification?
Without this basic knowledge of origin, it is not
possible to move up the certification ladder by
engaging with counterparties to discuss production
methods, especially the chosen way to expand
production into new areas. These interactions can,
over time, build towards a fully certified supply chain
and engagement with the round tables will also
mature if the company participates in them with
an active voice.

Known source
product increasingly
managed to higher
sustainability standards

Companies invited to respond to the disclosure
request may have felt that without a ‘gold star’
response to offer, they should refrain from
engagement. However, any small step towards
known provenance product is an improvement from
the status quo.The greater the volume of product that
moves away from ‘unknown origin’ the more likely it
is that the whole industry can upgrade. Even for
companies who believe the impact on their own
business will be modest, setting higher specifications
can help to close off markets for unacceptably
produced FRCs. FFD does not expect perfection: the
disclosure request also gives credit to managements
that are taking that first important step. Those who
have already taken it will score higher if they then
move on to higher standards. Whole industries will
gain from the networking effect of an increasing
number of committed participants who, acting
together, can reduce the pressure on our forests
to a meaningful extent.
FFD would like to thank ProForest for their help in
analysing the many certification schemes available.

Fully certified
sustainable product
with full chain of
custody traceability
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The Cattle Industry
The rise in meat consumption due to increasing global
population and higher disposable incomes in
developing markets is well documented. However,
production costs are already high in some OECD
countries, so that along with continuing agricultural
policy reforms, the incentive to raise animals is
decreasing.6 Consequently, growth in meat production
over the next decade is expected to take place
predominantly outside the OECD area. Unless reforms
occur the increasing pressure to extend pasture areas,
is likely to stimulate clearance of tropical forests.
The major beef trade participants have some
anomalies when compared to the USDA calculation
of where the largest cattle herds exist. For example,
many of the cattle in the EU are held as dairy herds
and in India cultural constraints on slaughter moderate
available beef volumes. While the USA has a large,
often intensively reared herd, the deforestation
impact here arises largely from the use of CAFO
(concentrated animal feed operations) that have high
demand for soybeans and other animal feed inputs
increasingly sourced in the tropics. Elsewhere, it is
the pasture-based producers who have the greatest
impact on deforestation.
Although the economic crisis and phytosanitary
measures relating to BSE and foot and mouth have
moderated demand for beef volumes in recent years,
the major beef producers have remained consistent.
Domestic consumption rates within these countries
vary greatly due to different disposable income levels,
population and local tastes. This gives rise to a more
concentrated export trade with Brazil and Australia the
largest players.

The provenance of any beef is difficult to track as its
point of origin is easily concealed within ready meals,
canned and pre-packed goods. Currently, labelling
requirements for meat in the EU do not include its
place of origin: imports and cuts packaged in Europe
are labelled as European although amendments to this
policy have been initiated.
Brazil is the biggest producer and exporter of hides
from cattle in the world.7 Most of these hides end up in
footwear, furniture,cars and garments. Much of the
exported hide trade goes via a second party for
processing, which can make traceability complex. For
example, Chinese produced leather garments,
accessories and footwear carry the label ‘Made in
China’ rather than show the provenance of the hides
from which the leather was processed.

Leather Production by End User 2007 (e)
Other 9.4%

Gloves 4.4%

Furniture 14%

Autos 10.2%
Footwear 52%
Garments 10%
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Source: International Council of Tanners

Global spread of Cattle Herds 2009 (m head of cattle)
India
Brazil
China
USA
EU-27
Argentina
Australia

Source: USDA
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The UN Food and Agriculture Organization (FAO) has
estimated that livestock-related emissions account for
about 18% of the world’s total greenhouse gas
emissions, due to deforestation, energy use, and
methane emissions from cattle.8 The method of
husbandry, however, plays an important part in any
comparative calculation. CAFO systems are
demanding in terms of the grain feedstock need, the
corresponding fertilizer use and manure management.
Solely pasture-fed cows generate more methane per
cow but have low impact from inputs. However the
total carbon footprint calculation becomes very high if
deforestation is the source of additional pasture. For
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food manufacturing and service companies who
are sensitive to climate change and seeking to
mitigate their emissions, both land source and
herd management practice must be optimised.
It is worth highlighting that a recent study (not
yet published) by Carlos Nobre from INPE and
Roberto Smeraldi of Amigos Da Terra presented in
Copenhagen in December 2009 suggested that at
current market prices the value of the embedded
carbon in one kg of beef is more than the value of
the beef itself in cases where the cattle was raised
at the expense of tropical forest.9

Share of Beef Production Exported

Canada
19.7%

EU-27
-3.2%

Russia
-85.6%

USA
-1.2%
Mexico
-22.9%

China
0.8%

India
26.6%

Brazil
19.6%
Australia
67.0%
Argentina
13.3%
Source: USDA
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The Brazilian Cattle Industry

Most beef expansion has been on
illegally cleared land
The Brazilian Amazon is characterised by a high
degree of uncertainty regarding land tenure and
ownership rights:10 approximately one-third of the
Legal Brazilian Amazon (158 million hectares) consists
of private land claims yet to be fully verified by the
federal land agency. High deforestation associated
with livestock expansion generally occurs in areas that
are illegally occupied and then cleared for pastures, a
process historically recognised as representing an
“improvement” of public lands by federal and state
authorities and a formal means of gaining land title.
Such policies have encouraged forest clearing, in
direct contravention of environmental legislation and
contributes to the ongoing expulsion of traditional
populations and landless migrants by speculators and
ranchers. Forest conversion to pasture has also
increased the degree of land ownership concentration,
with the extension of large estates belonging to everfewer landowners.11
The major players in the domestic market
Key actors in the beef supply chain in Brazil include:
Cattle ranchers, who vary considerably in terms of
landholding and herd size. Small scale farmers with
a few dozen head of cattle make up the majority of
the approximately two million rural producers in the
Amazon region.
Meat-packing plants (slaughterhouses),
concentrated among a few large companies
(Marfrig, Bertin, JBS-Friboi and Independência).
Processing plants, which mainly export canned
beef to foreign markets.
Distributors, who act as middlemen between
meat-packing houses and retailers on the
domestic market and buy products to sell on
to foreign markets.
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Brazil has the largest commercial beef cattle herd in
the world (over 180 million head in 2008). In the last
five years, it has consolidated a position as a major
beef producer for both the domestic and overseas
markets thanks to a major increase in slaughterhouse
and packing capacity, funded to a significant extent by
public funding sources. Trade has grown rapidly,
particularly with emerging markets.

Retailers, dominated by a few large supermarket
chains (Pão-de-Açucar, Carrefour, Walmart).
Financial institutions (both public and privately
owned), which provide credit and are often
shareholders in the cattle industry.
Federal (IBAMA) and state environmental
institutions, responsible for monitoring, licensing
and enforcement of legislation, particularly with
regard to forest protection.
The Ministry of Agriculture, responsible for
agricultural policies that include research and
implementation of a tracking system originally
designed to control foot-and-mouth disease
and brucellosis.
The Public Prosecutor’s Office, responsible for
defending the public interest, including respect for
environmental legislation and oversight of public
financial institutions.
Civil society organisations concerned with
promoting sustainability and respect for
environmental and human rights legislation
within the cattle sector.

Government sends a mixed message
The Brazilian Ministry of Agriculture forecasts that in
the next decade livestock production will increase by
52%12 and that beef exports will increase 93%. At the
same time, the Environment Ministry has stated that
about half of Brazil’s proposed 40% reduction in
carbon emissions by 2020 will come from reducing
deforestation.13 One of the biggest challenges for Brazil
will be how to reconcile this increase in livestock
production with its deforestation target.
Intensification and land restoration offer a solution
However, increased beef production does not
necessarily depend on a large expansion of cattle
pastures; it could be achieved through intensification
of productivity and using degraded land instead of
clearing forests. This will however require changes to
the commercial framework of the industry.
Studies by the Brazilian Agricultural Research
Corporation (EMBRAPA) indicate that the restoration of
degraded lands could potentially allow for 100 million
head of cattle to be raised on 40 million hectares of
pasture, representing a 42% increase in herd size
compared to 2007 and a 35% reduction in land use
compared to 2006. Working with ranchers in several
Brazilian states, EMBRAPA has successfully
demonstrated that it is possible profitably to increase
stocks to 3 animal units per hectare (from an average
base of 1 AU/Ha), without any additional deforestation.
The range of intensification practices are adaptable to
different farm sizes. However, so far, the low levels of
investment in the restoration of degraded pastures and
lack of focus on small-scale production have hindered
widespread implementation of these practices.

The need for a quality certification system
Greater concentration of retail customers has
pressured meat-packing plants to lower prices
and caused a chain reaction by further
depressing prices paid to ranchers. According to
a working paper by Anthony Hall, Reader in
Social Planning at the London School of
Economics: “A certification system would allow
ranchers and farmers to command higher prices
for their products by directly supplying major
supermarkets and restaurant chains. This could
provide positive incentives to encourage the adoption
of sustainable practices and reduce deforestation
rates.” However, others dispute that certification will
change the terms of trade and believe that influencing
middlemen will have greater impact.
Adoption of consistent and transparent procurement
policies by major local downstream buyers who
engage with the whole supply chain will be necessary
to introduce an effective and equitable certification
system. This would greatly assist buyers of imports in
the EU and elsewhere to avoid reputation risk and
secure sustainable, certified supply chains of
competitively priced beef and leather and reduce
deforestation pressures locally while increasing
revenue and job creation.
Steven Ripley, Senior Project Manager at FFD
travelled to Brazil in August 2009 to meet with
industry participants and compile the sources
from which this section was written.
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Civil Society Drives
Corporate Actions in 2009
In 2008, Amigos da Terra Amazônia Brasiliera exposed
the negative environmental impacts of cattle
production in Amazonia. In 2009, this work was
followed up by two reports - ‘Time to Pay the Bill’14
published by Amigos da Terra in April and
‘Slaughtering the Amazon’7 published by Greenpeace
at the end of May. These documents highlighted the
links between major US and European meat and
leather companies and deforestation in the Brazilian
Amazon. Most of the companies named said that they
had previously been unaware of the scale of their
‘forest footprint’. International press coverage was
widespread and the response from the corporations
involved was rapid as illustrated by the selection of
press release announcements below:

properties. Satellite data of the forest cover will
be made publicly available so that companies can
identify farms engaged in ongoing deforestation
and stop buying cattle products from them.” Since
then Bertin, Brazil’s top leather exporter and secondlargest beef exporter, signed a pact with Greenpeace
to clean up its production chain by disowning ranches
identified with slave labour and to no longer buy cattle
reared in areas of the Amazon deforested after June
2009. By 2011, the company has pledged to expand
systems that will enable it to trace cattle from the
farm to its facilities.

On June 12th Major supermarket chains in Brazil (Pão
de Açúcar, Carrefour and Wal-Mart) announced they
would stop selling meat sourced from ranches
involved in deforestation.

On 22nd July Nike committed to ensuring that none
of its leather raw material came from deforested areas
in the Amazon. Suppliers were given 12 months to
put in place the necessary traceability schemes.15
Timberland, C&J Clark and adidas have also made
similar commitments and both Clark’s and Adidas
participated in the disclosure request.

On June 23rd Greenpeace further reported: “The
world’s fourth largest beef trader, Marfrig, announced a
moratorium last night on buying cattle from farms that
deforest the Amazon from now on… The Governor of
the Brazilian Amazon state of Mato Grosso, Blairo
Maggi, is supporting Marfrig’s implementation of the
moratorium by pushing farmers to map their

By 5th October All four of the largest players in the
Brazilian cattle industry- JBS Friboi, Bertin, Minerva
and Marfrig joined forces to ban the purchase of cattle
from newly deforested areas of the Brazilian Amazon
from their supply chains. It is notable that only
Independencia, a smaller participant in the local
industry completed the disclosure request this year.

Rapid Regulatory Change
in the Cattle Industry
Voluntary Associations are Playing Catch Up
Criteria for sustainable cattle production in Brazil
do not yet exist, although several initiatives have
accelerated as a result of recent unfavourable
publicity on the industry.
The Sustainable Agriculture Network (initiated by The
Rainforest Alliance) along with Imaflora is developing
Standards for Sustainable Cattle Ranching, as is The
Working Group on Sustainable Cattle Ranching
(GTPS). The Hide Working Group (HWG) is also
working to assess hide traceability.

Originally convened in 2007, the GTPS brings
together 18 institutions, including Brazil’s largest
companies in the sector (JBS-Friboi, Bertin,
Minerva and Marfrig), who have drawn up a
three-year plan to introduce certification and
monitoring to ensure that beef and leather
production do not cause deforestation.
However, questions about how a credible
traceability scheme will be financed and how it
will operate in practice have yet to be resolved.
The issue of differential pricing for certified beef is
another major challenge for a sector which has
tended to take supply chain benefits into margins
at the end of the supply chain, rather than
remunerating the originators of the product for
improved management practices.

But Regulators are Acting Faster
New legislation is accelerating action to improve
environmental and social standards in Brazil’s cattle
industry. In 2007, the Brazilian government passed a
law that imposes fines for buying or trading goods
produced on illegally deforested land. At the time,
Environment Minister Marina Silva commented: “This
applies to international traders as much as local
butchers in the Amazon.”16
Since then, Daniel Azeredo, a Federal Public
Prosecutor from Belem in Para State, has filed legal
actions totalling over US$1 billion against 22 ranches
and 13 meat-packing plants for non-compliance
with federal laws governing deforestation. By the end
of 2009, 13 meat packers and the Agricultural
Federation of Pará, (representing the local cattle
ranchers) had signed extra-judicial accords to ensure
that all their beef complies with environmental, land
tenure and labour laws. The State government of
Pará has created a fund to support compliance with
traceability requirements in the beef sector, mainly
via a consolidation and improvement of the rural
land registry.
As the main provider of credit for the beef industry
and co-owner of the meatpacking facilities of Bertin,
the National Bank for Economic and Social
Development (BNDES) was implicated in the judicial
process. BNDES has recently announced stricter

procedures for the approval of credit for
meatpackers and has committed to building a full
traceability system by 2013.
The Public Prosecutor’s office also issued a
‘recommendation’ direct to supermarkets to stop
buying beef from areas of illegal deforestation. Faced
with looming legal action and adverse publicity, the
Brazilian Association of Supermarkets (ABRAS)
reacted quickly. In December 2009, ABRAS
announced it would stop purchases from
slaughterhouses in the Amazon and pledged to
establish a certification system for responsible beef
production. All the major supermarket chains have
now pledged to participate in the scheme.
In order to be effective, this certification process
calls for the active participation of all key actors in
the supply chain and the introduction of premium
prices for farmers who comply with environmental
and social guidelines. Tracking and transparency in
the financing of production is equally important.
According to Azeredo: “Investors in these companies
have an important role to play in requiring the
managers to comply with environmental legislation.
It is very important for the public prosecutor’s office
to have closer contact with investors, in order to
explain what local companies are doing and what
benefits companies may gain through compliance.”
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The Outlook for the Brazilian Cattle Industry
New Techniques for Ranching in Acre State
By Judson Ferreira Valentim, Director General of EMBRAPA, Acre State, Brazil

In the last 30 years, increased
productivity in the Legal Brazilian
Amazon has avoided the
incorporation of an estimated
147.5 million hectares of the
Cerrado grassland and Amazon
forest into cattle production
systems. The states with the
highest contribution were Mato Grosso, Para and
Rondonia, although these states continued to have
the high levels of deforestation.
Increasing demand for beef and milk from Asia, Latin
America and Africa in the coming decades will be a
powerful incentive to increase cattle production in the
tropics. In Brazil, and particularly in the Legal Brazilian
Amazon, this is likely to arise principally through
intensification of productivity through a combination of
reclamation of degraded land, integrated agricultureforest-cattle production systems, and genetic
improvements to livestock. These innovations will result
in higher animal and land productivity and will ensure
access to markets with higher quality standards and
premium prices for certified products, thus increasing
profitability in the production chain and making farmers
more committed to complying with environmental and
social guidelines of sustainable production.
Innovation will also provide significant environmental
benefits from the local to global scale. Higher quality
pastures are more nutritious and digestible and will
therefore provide higher animal weight gain, resulting
in lower methane emissions per kilogram of product
sold. Well managed grass-legume pastures do not
require chemical nitrogen fertilisers; this increases
nutrient recycling and the volume of organic matter
and carbon stocks in the soil.
In 2006 the highest stocking rate in the Amazon region
was in Acre State with 1.8 Animal Units per hectare
compared with 0.94 AU/ha nationally. Active studies
conducted in Acre show that improved mixed pastures
of tropical grass species with the addition of
appropriate legumes, if managed correctly, allow
farmers to sustainably maintain stocking rates of 2.52.7 AU/ha, with no need for nitrogen fertiliser. The
difference between actual and potential stocking rates
in the Legal Brazilian Amazon is due mainly to the high
degree of pasture degradation and the low technology
level of the cattle production system.
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Investment to achieve these improvements is a
fundamental issue. Policies aimed at increasing
regulation of land tenure, improvement of
transportation and energy infrastructure, subsidies for
acquisition of agricultural machinery, implements, and
farm inputs and increasing support for qualified
extension services (agricultural advisers to the local
farmers) are also essential to facilitate the transition to
more sustainable practices.
With the wide adoption of these technologies and
policies, it would be possible to increase stocking rates
by 175%, which would allow farmers to increase cattle
by 104 million without any additional deforestation in
the Legal Brazilian Amazon.

Pathways to a Sustainable Brazilian Cattle Industry
By Roberto Smeraldi, Founder and Director, Amigos da Terra Amazonia Brasiliera

Representing approximately 50%
of the total Brazilian emissions
of greenhouse gases and
concentrated in a single sector,
Brazil’s livestock activities provide
an unparalleled opportunity for
mitigation. In various multistakeholder dialogues in Brazil,
a general consensus has emerged that with
concerted action it is now possible to promote both
the rehabilitation of degraded land and the spatial
intensification of livestock activities with higher
land productivity.
Mitigation options arising from the sector do not imply
cutting back on current production. Actually, they can
be compatible with a moderate increase in production.
Regenerating forests, recovering degraded pasture,
improving the diet of animals, and eliminating burning
for pasture management are also vital measures that
require substantial investment. Most of the investments
needed to this end would increase economic returns
as well as promote job generation, thereby bringing
local economic and social benefits, as well as meeting
environmental targets.
The key challenge is to ensure that much needed
measures to increase productivity do not end up
displacing less capital-intensive, smallholder ranching.
There is a consensus that policy measures to this end
should be coordinated, and mutually supportive,
between public and private sectors, with harmonisation
of credit and procurement policies.
A primary focus of action to influence the sector must
be at the slaughterhouse level, alongside the public
banking system. Establishment of industrial capacity
(large meatpacking plants) should be subject to proper
zoning on both territorial and biophysical criteria, since
this has been a key driver of the uncontrolled and
unprecedented expansion of ranching activity. Zoning
regulation inevitably implies public policy intervention
because most of the financing for this segment comes
from State development banks.
In 2008, Brazil’s National Bank for Economic and
Social Development (BNDES) invested an
unprecedented US $3.4 billion in the meatpacking
industry - a sum equal to all of the bank’s investments
across all other industrial sectors. BNDES sees this
consolidation as strategic, based on the expectation
that the exposure of these large firms to foreign
markets will force them to upgrade their production

practices, while also raising the socio-economic
standards of their suppliers. BNDES has recently
proposed that all cattle should be acquired from
certified ranches by 2013. Independent
monitoring of such initiatives is vital, as is the
continuing flow of credit and working capital to
livestock expansion and the meatpacking
industry. Measures to increase organisation and
transparency throughout the supply chain would
facilitate the adoption of price differentiation by
quality instead of just one fixed price, a move
which is essential to incentivise and reward
investments undertaken by ranchers to improve
sustainability standards.
The financial sector should harmonize its policies
towards ranchers and meatpackers, so as to facilitate
the establishment of low carbon trade chains. The
sector might even benefit as a result of bundling and
underwriting the resulting carbon credits in official or
voluntary markets. Carbon benefits in cash should be
focused on improving revenues at the farm gate and
not only at slaughterhouses.
The role of the retail sector is equally critical, since
this is where the biggest value is added. Thus the
adoption of consistent procurement policies can
have a significant impact. Procurement policies
must be based on transparent criteria and should be
backed by traceability and independent, third-party
verification or certification.
The establishment of a broad, sustainable and longterm UNFCCC REDD+ framework (including avoided
deforestation, conservation of forest stocks and forest
and pasture regeneration) would have a favourable
impact on the transition to a low carbon livestock
sector in Brazil (and in other countries). However
REDD+ should be seen as a catalyst to adopt best
practices and improve national policies, rather than
an outright solution in itself.
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Palm Oil
Global palm oil supply is dominated by Malaysia and
Indonesia. Yields per hectare in large South East Asian
oil palm plantations are more successful than palm in
its native home in West Africa, due to the use of
hybrids, better management, and low pest and disease
presence in these new ecosystems. However,
performance is not uniform and small holders, which
still provide much material, have lower yields. Both
yield growth and new plantings have driven supply
increases to date.
If forest conversion is restricted in light of efforts to
reduce global carbon dioxide emissions, both Malaysia
and Indonesia will see new constraints on the palm oil
industry, which is a major source of export income. As
a result, there is considerable resistance to external
interference in their economic, developmental and
social strategies.
Palm oil and deforestation
As a perennial tree crop, palm oil does not require
tillage and can be defined as a ‘carbon-friendly oil
crop’, compared to annually ploughed cereal
alternatives. This ignores the important issue of land
conversion when new plantations are established.
Forests are cleared and burning stumps release
carbon into the atmosphere, as well as destroying vital
habitats and ecosystems. Much of the remaining land
for conversion in Indonesia and Malaysia is on peat
soils, which release carbon when disturbed. Some
areas of forest on peatland have been awarded as part
of government policy to manage population densities.

24%

Concerted NGO lobbying to protect peat landscapes
and the habitats of orang-utans (one of many major
endangered South East Asian species) has raised
awareness of these issues in Europe. However,
European demand for sustainable materials may have
limited influence, as the balance of buyers is shifting
towards developing countries, where palm oil of
unknown provenance remains entirely acceptable.
Given these constraints the supply chain will broaden
over time, particularly in Latin and Central America and
Africa. Careful management of these new industries is
required to ensure that new plantations are developed
on fallow land or converted from other pre-existing
agricultural lands.
What drives global demand for palm oil?
Demand for palm oil in Europe has traditionally been
for use in processed foods and table fats, boosted in
recent years by the move away from trans-fats on
health grounds.

Yields of palm oil per hectare in new growing regions
Yields shown in tonnes/Ha
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The second major driver of demand in Europe is the
energy and transport sectors. The EU’s 2009
Renewable Energy Directive/Fuel Quality Directive
mandated the use of renewables in energy and
transport. This has significantly increased demand for
biodiesel blends, which use a combination of imported
palm oil, regionally supplied rapeseed, and some soya
oil. All these ‘first generation’ biofuels compete directly
with the parts of the plant also destined for human
consumption. Volumes used are relatively low, but will
continue to expand unless EU biofuel policies are
amended. The absence of mandatory criteria covering
the sustainability of biofuel feedstocks - which should
address both land conversion and the greenhouse gas
EU-27
emissions ofEU-27all raw materials, backed up by public
6000
reporting 6000
from all major players in these markets - is a
serious
5000 oversight by public policy bodies.
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In developing markets, palm oil is predominantly used
for food products given its high calorific value. It
contains key nutrients, including a Vitamin D precursor
particularly valued in the Indian market. An increasing
appetite for fried and processed foods means that the
growth trends in Asia will remain high for the
foreseeable future. As a dietary staple for those on low
incomes, governments are highly sensitised to inflation
in palm oil pricing. Tariffs in many Asian countries have
been significantly adjusted to counterbalance more
expensive imports and reduce fluctuations in price for
the domestic food market. Among developing markets,
biodiesel demand for virgin (rather than recycled) oils is
concentrated in palm oil producing countries. The prime
a typically as very low-level mandated blends for
useChinis
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Palm Oil Update

Due to the complexities of the supply chain, the
Roundtable for Sustainable Palm Oil (RSPO) has
elected to accept various models of traceability for
palm oil through its system: Segregated/IP, Mass
Balance or Book and Claim. Each system has its own
management process, resulting in considerable
administrative complexity. To date, many companies
have felt unable to progress with using CSPO (certified
sustainable palm oil) because the RSPO did not

What is GreenPalm?

17

GreenPalm is a system of ‘book and claim’ to
show support for certification. Certified mills
gain a GreenPalm certificate for every tonne of
sustainable palm oil they produce. These tradable
certificates are then sold on to manufacturers and
retailers through a web-based trading platform
restricted to RSPO members only. This system is
very similar to carbon offsetting or green energy,
where the buyer of a credit has no direct link
to the underlying physical material: the two
elements of the sustainable product trade in
quite distinct marketplaces.
The aim of this scheme is to encourage take-up of
certification among willing producers and endusers, as an interim measure until the supply chain
can manage segregation along its length. There has
been criticism of the GreenPalm system since it
does not, of itself, increase the volume of labelled
and visible CSPO in the food and biofuel supply
chains or increase market pressure on companies
44

finalise its formal Chain of Custody (CoC) system until
November 2009 and the rules for how to make claims
were difficult to understand. Many NGOs have
therefore criticised the lack of pace in taking up CSPO,
although this should improve in 2010. The publication
in October 2009 of the WWF’s ‘Palm Scorecard’ is the
most rigorous attempt to evaluate companies’
performance in this area and stimulate more interest.
(see box below).

continuing to use unsustainable sources. It also
fails to generate any incentive for other parties in
the supply chain beyond the growers to become
RSPO certified.
In 2009, the price of publicly traded GreenPalm
certificates fell from the $40 highs of 2008 and
fluctuated between $11.75 and $5.25, with an
average price of $6.91. Given the contrast with
the price premium of $40 to $50 demanded by
refiners and growers for CSPO, the growth of
GreenPalm in 2009 is not surprising at a time
of recession. Last year, there was more take up
of GreenPalm certificates than physical CSPO:
238,960 metric tonnes (MT) via GreenPalm
as against 104,897.14 MT trades for CSPO
(according to the RSPO).18 In the absence of a
viable Chain of Custody system downstream,
willing users of CSPO had no option but to use
Greenpalm certificates. The new CoC certification
scheme will enable traders, manufacturers and
retailers to use both segregated and mass
balance traceability systems.

The WWF Palm Oil
Buyers Scorecard

of the estimated one million tonnes of CSPO
produced to date, or less than 5% of the
EU’s total annual consumption of palm oil.

Last year WWF, a founding member of the
RSPO, conducted research to assess the
progress of 59 European companies on
sustainable palm oil sourcing against a range
of objective criteria. The work was conducted
during March-September 2009 and the final
report published in October 2009.
The results were perhaps depressing: although
the WWF estimated that RSPO certified
plantations could supply 1.75 million tonnes of
sustainable palm oil per year - more than one
third of the European Union’s annual uptake of
palm oil - only a small portion of this had been
bought at a sustainable premium. In October
2009, WWF estimated that 195,000 tonnes of
CSPO had been traded, representing about 19%

“

Although WWF reported good performances
from some major retailers (notably Sainsbury’s,
Marks and Spencer, Migros) and Fast Moving
Consumer Goods brands (including
Young’s/Findus, Unilever and Cadbury),
the majority of companies polled had not
engaged significantly with the sustainable
palm oil agenda.
In their defence, companies argued that rules
for supply chain certification standards were not
yet available (these were only approved by the
RSPO in November 2009) and that the premiums
demanded by growers for certified oil (up to 50%
in some cases) were unachievable during the
global recession.

Our leadership position in the scorecard reflects the considerable
energy and investment that the company has committed to
sustainable palm oil sourcing over many years. It was enormously
beneficial to have this effort publicly acknowledged by a respected
independent organisation like WWF. The scorecard has also been
extremely useful in motivating a wider range of companies to engage
in sustainable palm oil procurement.

”

Judith Batchelar, Brand Director of Sainsbury’s

Negative publicity, generated by poor results on the
WWF Palm Oil Scorecard, spurred some companies to
take action. Recently, a number of major companies
have upgraded their strategies to address sustainable
palm oil, membership of the GreenPalm trading
network has increased, and trading in certificates
at the start of 2010 has been brisk.
According to WWF Scorecard publication:

“

Consumers play a significant role in encouraging companies to change
their practices. By requesting that retailers and manufacturers use
sustainable palm oil in everyday products, consumers can help
motivate companies to increase their commitments.

”
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Certification Update
Product Availability Increasing
2009 brought significant improvements in the
availability of sustainable palm oil. Although the first
shipment of Certified Sustainable Palm Oil (CSPO)
produced under the Roundtable on Sustainable Palm
Oil (RSPO) certification system reached Europe in
November 2008, it became more widely available
during 2009. By the close of 2009, a combined total
of almost 350,000 metric tonnes of CSPO and
GreenPalm had been traded, 100,000 tonnes
of which was CSPO.

Lack of Demand
An estimated 1.27 million tonnes of RSPO certified
crude palm oil (CPO) is reaching the European market,
but buyers are not electing to pay the $40-50 per
tonne premium required to label and market it, so
certified product is being mixed with uncertified for resale at normal market price. This lack of a willingness
among consumers to pay the sustainability premium
has led to considerable debate within RSPO circles.
The global recession and downward price pressure
across the board have reduced margins and seen a
shift towards value proposition products. Coupled with
low awareness of the RSPO’s system and lack of a
consumer facing brand, this has made it difficult for
buyers to create a compelling case to pay the
premium demanded.

Tension Over Premium Levels
Growers have expressed resentment that the
anticipated payback in terms of a high premium to
cover the costs of certification and the performance
improvements required (including land set aside for
conservation) has failed to materialise. Purchasing
companies, on the other hand, are concerned by the
high premiums demanded for certified materials from
existing supply lines - premiums which often appear
higher than the actual costs of implementing a
certification system.
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Certification Scheme Updates
The RSPO’s Supply Chain of Custody Certification
Scheme was finalised in November 2009. This
control mechanism is designed to monitor trade in
RSPO certified palm oil beyond the refinery stage,
including use of third party certification and
accreditation schemes.
The RSPO has improved internal governance
by introducing mandatory progress reports as
part of a more rigorous Code of Conduct for
Members. Until now, companies were not under
any obligation to identify publicly their use of
RSPO certified materials.
The New Plantings Working Group
recommendations, operational from 1
January 2010, clarified procedures for new
planting. This includes undertaking a variety
of impact assessments on areas of High
Conservation Value, Primary Forest and peatlands.
These recommendations also call for the local
population’s land holdings to be taken into
account and evidence of free, prior and informed
consent from anyone whose land is used.
These recommendations for action prior to any
planting have significant cost implications for
new operations and for the holders of large land
banks of ‘plantations-in-waiting’.

Dealing (or not) with
Greenhouse Gas Emissions
The Status Quo in November 2009

Regulation Running Ahead

A major challenge for the RSPO is to resolve conflicts
over proposed changes to include Greenhouse Gas
(GHG) Criteria. Despite detailed recommendations
from an RSPO Working Group and widespread
lobbying, the Executive Board deferred bringing formal
recommendations on this issue to the November
meeting, under pressure from growers concerned by
the escalating costs of compliance. Within the RSPO,
there is no consensus on a framework for measuring
and reducing GHG emissions from palm oil production,
or how to incorporate such measures into the RSPO’s
global standards. Key obstacles include avoiding peat
land for new planting, measuring and managing
emissions from existing peat lands under cultivation,
and controlling methane production from waste and
inorganic fertiliser use.

For companies in the bio-energy and bio-fuel
sectors in Europe, submission of GHG data will
soon be mandatory under the Renewable Energy
Directive (RED). Upgrading the RSPO
certification system to include data for GHG in
the RED format is therefore vitally important to a
sizeable minority of RSPO members.

Monitoring Needs to be Robust

Damages Roundtable Credibility

The unresolved issue of rigorous monitoring of RSPO
members also needs to be addressed, in light of a
Greenpeace report that revealed that an Indonesian
member, Sinar Mas, is still engaged in extensive land
clearance without pre-assessments, in defiance of
RSPO principles. On December 11th 2009, Unilever
announced that it had decided to suspend all future
purchases of palm oil from the Indonesian company
PT SMART, part of the Sinar Mas group, until such
time as they can provide verifiable proof that none of
their plantations are contributing to the destruction of
high conservation value forests and expanding onto
peat lands. The company added “If PT SMART are
able to come forward with concrete proof that they are
not involved in unacceptable environmental practices
then we would certainly re-consider our position.”

The majority of growers in Indonesia and Malaysia –
who have significant peat land holdings awaiting
conversion to palm oil plantations - refuse to accept
land conversion changes to the certification scheme.
However, RSPO’s credibility as an effective certification
body is at risk if it fails to address the acceleration of
climate change through deforestation and the
commercial exploitation of deep peat.

GHG criteria are not a major commercial concern
for most other RSPO members, since provision
of this data is optional. However, this could soon
change for those supplying Europe: Sweden is
introducing mandatory labelling of the carbon
footprint of food, and in January 2010, the UK
government also requested voluntary use of
carbon labelling for all food products.

©: GCP / Katherine Secoy

The EU and other regulators committed to voluntary
certification as a means of evaluating compliance with
selected sustainability criteria were clearly
disappointed by the RSPO’s failure to engage with the
climate change agenda on this occasion.
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Soy
A staple food in much of Asia, soy has a high quality
nutritional profile, containing all the major amino-acids.
However, in Europe and North America, soy is largely
used as an animal feed which ends up on the dinner
plate as meat. Higher disposable incomes in
developing countries have greatly increased the
demand for meat and poultry. As the chart below
implies, this drive for animal protein requires huge
animal feed acreage expansion in the absence of
dramatic yield improvements. In Brazil, the land
conversion is part of a two-phase process: soy is
planted on land already degraded by extensive cattle
ranching while ranchers move on into virgin forest. The
article on p50 highlights the scale of degraded land as
an alternative source, although additional investment
will be needed.

Feed Conversion Rates

(kg feed to kg liveweight)

Source: Nutreco NV
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Global demand for soy has grown significantly at 3.8%
per annum in the last decade. Between 1980 and
2007, the area of soy plantations in the US remained
constant at around 26-27m hectares. By contrast,
Brazil and Argentina’s combined soy plantation over
this period has increased from just under 10m
hectares to just over 36m hectares. These three
countries together now account for close to 80% of
global soy production. Within this very concentrated
supply base, there has been a clear shift towards the
southern hemisphere, which has significantly increased
the pressure to deforest Amazonia.

Why has this happened?
Firstly, in Brazil and Argentina there is more land area
available for use. Perverse national incentives on tax
credits and land ownership recognition have actually
encouraged deforestation in these countries. The
presence of international wholesalers ADM, Cargill and
Bunge, as well as domestic player Grupo Maggi, who
offered cheap credit, seed supply and purchasing
contracts, made the soy industry financially robust.
These issues were widely publicised in Greenpeace’s
2006 report ‘Eating Up the Amazon’19, which also
flagged the issue of land clearance using slave labour
and triggered the Brazilian Amazonian soy moratorium
which is still in force today (p51).
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Secondly, in the US federal subsidies for biofuel
production made corn (maize) a more commercial
growing proposition than soy. Consequently, many
farmers have planted corn on acreage that used to be
soy fields. As a result, the middlemen sought out new
high volume sources and accelerated the expansion of
the industry in Latin America, greatly increasing
deforestation pressures there. Under the new US
administration, which has taken a more vocal role in
addressing climate change, these biofuel subsidies
appear perverse: trying to reduce carbon emissions in
the US, while at the same time subsidising the
destruction of natural stores of sequestered carbon in
the rainforest in another country.
Thirdly, BSE outbreaks in Europe in the mid-1990s
discouraged animal-sourced protein in livestock feed,
leading to a switch in demand across the region for
soy protein sources.
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In 1980, the EU accounted for 60% of global soybean
imports with 16m tonnes, a level which has remained
roughly the same ever since.20 Japan has been
similarly stable at just over 40m tonnes. However,
these markets combined accounted for just under
29% of all soybean imports by 2007. Demand from
several developing nations showed high teens growth
rates over the same period. China now accounts for
45% of all soybean imports.

Voluntary mechanisms for
responsible soy
The Round Table for Responsible Soy (RTRS) was
set up in 2005. In May 2009, the RTRS approved

2007
standards limiting land clearance, although the
accompanying monitoring system is still under
development. The other key multi-stakeholder group
acting to monitor the soy moratorium-discussed on
p 51- is the GTS (Grupo de Trabalho da Soja), a
combination of both domestic and international
participants in the soy supply chain. The push towards
GM soy has further complicated the sustainability
movement: unless GM is accepted as a sustainable
product, the RTRS will only be dealing with a sub-set of
the major soy producing countries. Brazil was GM-free
until 2003 and Europe still pays a 10% price premium
for this product, however since then has adopted both
forms of soy, as have the US and Argentina.
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The Scope of Agricultural
Expansion on Degraded Land
By Andreanne Grimard, Prince’s Rainforests Project

“The UN Food and Agriculture Organization (FAO)
predicts that 80% of the increase in food production
by 2050 will come from yield enhancement and 20%
from cultivating new areas. It is widely agreed that
there is sufficient land outside forested areas to
accommodate the required agricultural expansion, with
a particular emphasis on degraded land. Yet expanding
agricultural production into forests is often easier and
more economically attractive to producers. Hence,
cultivation outside of forested areas needs to be
explicitly mandated and supported by governments
and the private sector.
Degraded land is used to refer to areas which have
been deforested or cultivated in the past and left
fallow. Bringing these areas back into production is
often cited as a way to increase agricultural production
while relieving pressure on forests. Because definitions
and methodologies used to identify degraded lands
vary, so do their estimated extent. To further
complicate matters, the terms idle, marginal and
available land are also used to identify areas suitable
for agricultural expansion.
In Brazil, estimates of available agricultural land
range from 77 million to 106 million hectares.
In Indonesia, 10 million to 20 million hectares of
non-forested land have been identified to be
suitable for palm oil cultivation.
In the Democratic Republic of Congo,
approximately 2 million hectares of abandoned
cash crop plantations could be rehabilitated.
While the above figures give good reason to be
optimistic, three additional factors must be considered
when assessing the potential of degraded lands to
reduce pressure on forests:
Ecological viability. Degraded lands may be unsuitable
for agricultural production due to poor soil quality or
low water availability. Greenhouse gas emissions from
land use change in non-forested areas can also be
significant and should be considered when identifying
areas for agricultural expansion.
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Timber felled

Economic viability. Agricultural production on
degraded land may not be profitable due to low
yields or distance from transport, storage or
processing infrastructure.
Social viability. Local populations may derive their
livelihoods from degraded land. Therefore, free, prior
and informed consent of local populations should be
sought by governments and/or businesses seeking to
rehabilitate and develop degraded lands.
In addition, the legal status of degraded land will
need to be clarified so that incentives to bring them
back into production can be appropriately tailored
and targeted.
Despite the above considerations, the rational
rehabilitation of degraded land, will remain a
key instrument in addressing food security,
poverty alleviation, deforestation and climate
change mitigation.
In 2010, the Prince’s Rainforests Project will convene
regional workshops in Asia, Africa and South America
to bring agricultural producers, NGOs and
governments together to identify interventions by
which interim finance for avoided deforestation might
be applied in the agricultural sector to reduce pressure
on forests. This will include interventions to catalyse
sustainable yield increases and rehabilitation of
degraded land.
An example of this is the land in the Brazilian Cerrado
which features different levels of degradation, resulting
in declining productivity of soy cultivation and
increased pressure on forests. Application of
phosphate and lime fertilizers can be used to restore
soils’ fertility. Subsequently, productivity could be
maintained through an integrated crop and livestock
system, developed by Embrapa, the Brazilian
Agricultural Research Corporation. This integrated
system enables yield increases, improved economic
returns for farmers and reduced land degradation.”

Cattle graze

Soy harvested

The Soy Moratorium in the
Amazon: a Voluntary Ban
In April 2006, Greenpeace published a report,
‘Eating up the Amazon’, that exposed how
McDonald’s and other major international food
companies were implicated in deforestation by
sourcing soy from the Amazon.
The food industry’s response to resolve this issue
and take action was rapid. A European alliance of soy
consumer companies, led by McDonald’s, Marks &
Spencer and Carrefour, put pressure on their suppliers,
the ‘big five’ soy traders - Cargill, ADM, Bunge,
Dreyfus and Gruppo Maggi – to implement more
sustainable sourcing policies. For example,
McDonald’s agreed to stop selling chicken fed on
soy grown on deforested land.
In July 2006, the Soy Working Group (GTS) announced
a two-year moratorium on the purchase of soya grown
on newly deforested land in Brazil. Other countries in
the region, including Argentina are not included. The
moratorium has since been extended until July 2010,
pending the development of a tracking mechanism to
ensure crops come from environmentally responsible
producers. GTS members include the Brazilian
Vegetable Oil Industry Association (ABIOVE) and the
Brazilian Grain Exporters Association (ANEC) - who
together account for 90 percent of all Brazilian soy
exports – as well as environmental organisations such
as WWF, Greenpeace, Conservation International and
The Nature Conservancy.

The Soy Working Group is also working with the
Brazilian government on land zoning policies
and enforcement strategies. “Inspired by the
success of this initiative, the Brazilian
government is negotiating similar approaches
with the timber and beef industries,”22 Brazil’s
Environment Minister Carlos Minc told Reuters.
“The decision to extend the moratorium against
the backdrop of rising commodity prices and the
food crisis shows that government and industry now
understand that it is possible to protect the forest,
combat climate change and still ensure food
production,” said Paulo Adario, campaign director for
Greenpeace in Brazil. “We are delighted
to see the new environment minister take an active
role in ensuring the continuation of the moratorium.
Such high level support helps ABIOVE and the traders
convince farmers to support the initiative. His support
also serves as a warning to those who continue to
destroy forests that their soya will be rejected by
the market.”

This successful joint initiative by civil society and the
soy industry has dramatically reduced the expansion
of soybean farming in the Amazon. Independent
verification using satellite-based mapping and
monitoring was announced by Brazil’s Ministry of the
Environment in April 2009. This showed that only 12
of 630 sample areas (1,389 of 157,896 hectares)
deforested since the moratorium took effect were
planted with soy.21 This year, the Soy Working
Group will focus its efforts on enhancing its
monitoring system (by satellite, airplane, and field
visits), to cover areas smaller than 100 hectares.
The moratorium is holding up well, despite pressures
from rising soy prices and from producers pushing
for new soy plantations.

Feed for animals

Food for us
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Timber is a very broad category of product, deriving
from different species, categories of wood, form
factors and biomes. Certified wood tends to be
sourced from boreal and temperate regions rather than
the Tropics. The greatest deforestation pressure comes
from illegal logging practices which exist in all regions.
Land conversion to commercial agriculture probably
remains as great a threat to tropical forests as those
seeking to extend the practice of commercial logging
even from legal land holdings. To date, the prevalence
of poor governance, limited institutional capacity in
producer countries and lack of political will in
importing countries have contributed to widespread
illegality in key producer countries.
Illegal timber includes products which are logged,
milled or traded in violation of national or sub-national
laws. It is also identified where access to forest
resources, trade in wood-based products or the
construction of mills is either fraudulent or authorised
through corrupt practice. ‘Legality’ tends to be used as
a proxy for sustainability (which, ultimately, is the more
important ambition) but legality in itself does not
include rate of regeneration considerations, water table
impacts or social factors which investors in a
sustainable supply chain should also examine.
Trade in illegal timber is known to substantially
depress market prices, making it difficult for
reputable enterprises to compete. Non-payment
of relevant duties and taxes by the illegal
participants also damages the economy of the
producer countries directly.
Eastern Russia is a substantial producer
and exporter of illegal timber in increasing
quantities since the turn of the century.
Volumes from Russia dwarf most tropical
producers in scale, but the priority in
this document is to focus on the damage
to the rainforest biomes.
Accurate statistics on the volume of illegal
logging and illegal timber are very hard to obtain,
given the remoteness of the regions involved and lack
of transparency in the global supply chain. Far more
illegal timber is exported from tropical countries at the
western rim of the Pacific than from tropical Africa or
Amazonia (estimates exceed 70 m m3 roundwood
equivalent (RWE) volume in 2008). Indonesia is the
leading supplier but is atypical in that it also exports
large quantities of illegal timber as pulp and paper.
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Timber

China and Japan are the leading destinations for illegal
timber. The EU and the USA import little illegal timber
directly from the region, but they are primary
destinations for China’s subsequent exports of
manufactured products. Many of these are likely to be
comprised of composites of imported and locally
grown raw material. China’s imports of tropical timber
leave little value-added in the economy of the
producer countries – logs account for most of the total
and, depending on the country, these tend to be
supplied either by Malaysian logging groups or
Chinese enterprises with little prior expertise in tropical
forestry who in turn tend to import much of their
workforce, thus depriving local populations of
employment opportunities.

Certified Forest Area by Region, June 2009 (M Hectares)
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The quantity of illegal timber exported from
tropical Africa and Amazonia is comparable in
scale and together amounted to 6-7m m3 RWE
in 2008. Although Brazil is probably the leading
supplier in Amazonia, other countries there – notably
Peru – are increasingly significant sources. While
the total quantity of illegal timber exported from
tropical countries has tended to decline during
the last year or so, this is probably due more to
recession than concern about sustainability
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or legality. Forest exhaustion is also, regrettably,
an increasing factor.
The USA’s extension of the Lacey Act coverage to
wood-based products will increasingly close this
market to poorly sourced product. For the EU, the
proportion of illegal timber in its imports is already
declining due to increased certified wood availability
and this should accelerate with increasing visibility of
the FLEGT Action Plan.
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Certification is a Long Road –
the Practitioners’ Experience
The first voluntary international certification scheme,
the Forest Stewardship Council (FSC), was founded in
1993 by NGOs and the forest products industry. In
1999 the Programme for the Endorsement of Forest
Certification schemes (PEFC) was also launched. With
two longstanding certification groupings the timber
industry offers important lessons to other industries
working towards sustainable production.
What prompted the establishment of a timber
certification system?
The need for better practice to improve forest
management and conservation worldwide was
highlighted at the 1992 United Nations Conference on
Environment and Development. In the mid-1990s,
reports by NGOs such as Greenpeace and Global
Witness drew attention to the use of illegally logged
tropical hardwoods in garden furniture sold by many
Western retailers. Consumer-facing brands were
particularly vulnerable to this bad publicity. In Norway,
retailers’ stores were daubed with red paint by activists
who burnt garden furniture in the streets. Jamie
Lawrence, Forests and Timber Adviser at Kingfisher
plc, says: “A media enquiry back in the 1990s originally
brought these concerns into the public domain and it
was at this time that the management of Kingfisher’s
main operating company, B&Q, initiated a corporate
social responsibility (CSR) department to look at the
issue of timber sourcing”. Consequently, B&Q was a
founding partner and promoter of the FSC.
At that time, CSR was not well-developed in the timber
sector. This encouraged a rather naive assumption
among some companies that it would be
straightforward to become 100% FSC certified within a
limited number of years. More than fifteen years later,
retailers continue to experience supply challenges,
particularly for FSC-certified tropical timber to achieve
100% certification for major product lines.
How easy is it to get buy-in for the move towards
timber sustainability?
Leadership from the top is vital: certification initiatives
need to be part of reportable performance objectives
across a range of key departments with board level
buy-in. There is a natural tension between commercial
directors seeking to optimise their cost base and CSR
departments who may be seen as restricting the use of
unacceptable raw materials. There must be a point of
arbitration between these two demands. “Peer group
pressure is increasingly helpful in changing industry to
adopt responsible practices… however there is a need
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for a level playing field’ says Scott Poynton, Executive
Director of The Forest Trust. ‘Projects such as Forest
Footprint Disclosure will help level the playing field by
educating shareholders about the companies who are
trying to do the right thing”, says Lawrence.
Many primary producers for other raw materials
assume that becoming sustainable will deliver
advantages along the length of the supply chain.
Is this the case for timber products?
Timber buyers who have received FSC certification
pay a fee to the FSC and carry their own audit costs.
These have to be absorbed in buyer’s own margins. In
the early days, FSC certification had limited consumer
recognition. However, within the last five years, as
paper companies have also switched to certified raw
materials, the FSC logo has become increasingly
visible on everyday products. Consumers now have a
choice at the point of purchase - but so far with little
sign of willingness to pay any significant premium.
In the case of Vietnam, some local participants
adapted extremely quickly to the demand for
sustainable garden furniture rather than lose their
manufacturing industry. An unexpected consequence
was that more careful accounting for scarce
sustainable timber inputs forced a new assessment
of production systems. The reduction in wastage
as a result of these changes cut costs in the
medium term, after a short-term increase.
On the upside, enlightened public procurement
policies which specify certified product have allowed
continued access to valuable market niches for
enlightened suppliers and reduced competition from
those who have lagged in implementing suitable
policies. According to Kingfisher, these effects are
most visible in the UK and Germany so far and so in
both countries Kingfisher has obtained FSC
certification for their stores. In the future, as
sustainability indices become preferred benchmarks
for long term performance by owners of investment
funds, a company included in such an index will
continue to have access to a broad capital base.
However sustainability index inclusion needs to be
based upon real implementation of policy, rather
than a perfectly scripted policy which never makes
it into practice. Some public service pension funds
are taking the lead, but disappointingly few
consultants advising funds bring up this topic for
consideration by the trustees.

Has the certification process resulted in disruption
to existing supply chains?
At the outset there was very little FSC-certified timber
from mature natural forests. Therefore alternative
sources, such as eucalyptus from plantations in the
Solomon Islands and Brazil, were used as substitutes.
Lawrence says: “Communicating a clear preference for
certified supply and promoting the FSC scheme has
been key since the early days but initially there was
actually little opportunity to change from non-certified
suppliers to certified sources as very few companies
had initiated the certification process, therefore
bilateral action plans of co-development with the
supplier base were required.” This required
implementation of traceability schemes from timber
companies to the factories supplying global
corporations. For tropical timber and timber sourced
from many other countries this collaborative, codevelopment approach is still very necessary, but in
the case of many European or North American species
there is now a sufficiently broad choice of suppliers to
be able to state full certified status as an entry
requirement. One of the additional costs for a
company seeking sustainability of supply chains is the
need to cross-check and verify suppliers regularly:
“Unfortunately, it’s not a case of ‘job done’ after the
first round of inspections, communication of
preference is important but good data and clear,
verifiable targets are key to long-term integrity of the
system” says Lawrence.
Can timber sustainability be held to the same
standards internationally?
In the UK, where the certification process has been in
place for over 15 years, the market for certified
products is mature, eg 90% of B&Q’s timber is
certified, with 70% covered by FSC certification. In
countries with only two years of corporate
implementation, the share of certified timber is
inevitably lower. In these countries the initial focus
must be on the avoidance and discontinuation of any
product lines where vendors are unable to supply
sufficient evidence of the forest source. Poynton
argues that pockets of FSC standards of procurement

practice within a company can be a source of
‘greenwash’ for other operations; he suggests
that a time limit and goals to improve
underperforming areas should be agreed, as is
the case for all The Forest Trust members.
Kingfisher has done just that through the ‘Steps’
programme, an award-winning management
system which tracks progress and includes key
performance indicators to ensure that all of
Kingfisher’s businesses achieve a defined level
of performance within specific timeframes.
Do tracking technologies help verify that chains
of custody are reliable?
Timber tracking has always lagged behind food
companies, where provenance tracking is mandated
by consumer and health authorities. “New tracking
technologies for timber remain prohibitively expensive
for mass usage and so tend to be justified only in
areas where the market due diligence processes
remain immature,” says Poynton. Most timber
companies rely on the FSC for verification.
Both Poynton and Lawrence note that the cost
advantages of the existing paper tracking system despite the limitations - mean that this is likely to
remain the primary modus operandi, especially
from plantation sources.
Does the recent introduction of legally enforceable
rules for timber sourcing in the US (The Lacey Act)
and Europe (FLEGT) help or hinder moves towards
a sustainable supply chain?
Regulation is considered as very helpful since it
escalates the importance of sustainability within both
producers and suppliers to the senior management
level. For companies to move forward with confidence
to change their business model, legislative clarity is
always preferred.
Tracey Campbell, FFD Director, interviewed Jamie
Lawrence, Scott Poynton and Duncan Brack
(p57) on this topic and would like to thank them
for their contribution.
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Timber - the Arrival of Legal Enforcement
In 2008, legal enforcement on trading illegal timber
was ratified in the US with the extension of the
Lacey Act to timber products. Enforcement is set
to be implemented in Europe, on a somewhat
different footing, with the FLEGT Action Plan in the
next few years.

THE LACEY ACT is one of the oldest wildlife
protection statutes, codified into law in May
1900, prohibiting trade conducted in illegally
sourced products. Initially covering hunting and
trapping for commercial business, it has
extended into illegally killed game and the
introduction of harmful exotic species. Timber
was introduced as a category on May 22, 2008
with phased implementation of relevant import
documents required after December that year.
The Act now requires an import declaration for
plants and plant products that includes the
scientific name of any plant, a description of the
value, quantity, and the name of the country
from where the plant was taken. On October 1st,
2009 wood pulp and some primary products
such as plywood became subject to import
declarations. As of April 1st ,2010 so will paper
products and furniture. Very highly processed
products (the ‘lipstick and lemonade’ category)
are currently exempted, but these fardownstream categories may be re-examined for
inclusion later. The Lacey Act also specifically
excludes ‘common food crops’ and ‘common
cultivars’ and so extension into other
deforestation linked FRCs is not envisaged in the
near term. Live trees for replanting are also
exempt. Under the statute it becomes a federal
offence to deal in illegally harvested timber at
any point down the supply chain. The first
investigation into Gibson guitars in October 2009
included a German sub-supplier, so the
enforcement has full international reach if the
Department of Justice deems it appropriate.
Penalties reduce on a sliding scale from jail
terms for ‘knowing non-compliance’ – a criminal
felony - down to faulty implementation of good
due diligence procedures - a civil penalty.
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The FLEGT (Forest Law Enforcement,
Governance and Trade) Action Plan was initiated
by the EU in 2003. This seeks to block European
market access to illegally logged timber, tropical or
otherwise. In this instance, however, the only
enforcement opportunity lies at the initial point of
import. Producers can sign up to legally-binding
Voluntary Participation Agreements (VPAs) through
which a country may be given funds to develop
capacity to ensure a legally traceable supply chain
and to better regulate forest practices. In return a
license is given, allowing access for its timber
products into the EU market. So far, only two
countries have gone through the full process of
qualifying (Ghana and Congo). Monitoring
organisations, which may be centrally
administered, will be set up to verify the system
using partner country and EU resources. VPA
policy will exist alongside the current voluntary
certification systems as an overlay to improve the
quality of trade channels but it does not set, under
the current proposals, any sustainability targets.
The Action Plan also exhorts central
governments to use public procurement
standards to stipulate purchase of legal and
sustainable paper and timber products, which
could be a meaningful demand pull for the
construction and paper industries, particularly at
a time of economic consolidation. Local building
regulations can also be a relevant public policy
lever if they insist upon sustainable sourcing for
key timber elements. To date these influences
have been very helpful in exerting a demand pull
for certification.
It must be noted, however, that the EU
Parliament version of the FLEGT regime is
markedly different from the version proposed by
the Commission at the outset, so substantial
renegotiations over the due diligence procedures
required to monitor the scheme will have to take
place in 2010 before FLEGT policy is finalised.
The uncertainty that this generates may fuel
some further delays in corporate action to
address the issue.

FFD interviewed Duncan Brack, Senior Research
Fellow at Chatham House, on the subject of both
regulatory changes, which he views positively.24

“

Where FLEGT will help particularly is for
tropically sourced woods, given that the vast
majority of FSC and PEFC certified hectares
are in developed markets.

”

Brack cites the recent increase in certified
timber importing as reported by the Timber
Trade Federation Study which shows an increase
from 56% of UK total wood imports in 2005 to 81%
of imports in 2008 as a sign that commercial
operators are changing their business models
as a response to public procurement policy
and in anticipation of further regulation.

“

Since the FLEGT VPA system applies to whole
countries, it can establish local capacity in good
forest governance that no single corporate
supplier would have the resources to build. While
currently only the legality of timber is the specific
constraint on trade, it is not inconceivable that
further elements of broader sustainability might
be met as part of the same process of improving
traceability upstream.

”

The following announcement appeared in mid-December:
“EU Member States reject prohibition of the sale of illegal timber
The long battle to get a law in place to halt the sale of
illegally sourced timber in the EU was dealt a blow on
15 December 2009 when the Council rejected calls for
a prohibition coming from the European Parliament,
civil society and sections of the timber industry.
Member State governments including the Swedish EU
presidency, Finland, Germany, Austria and Portugal
rejected a prohibition, leading the Council to approve
the European Commission’s initial proposal instead,
which only required traders to set up ‘due diligence
systems’ (FW 131). Spain, the UK, Denmark, the
Netherlands and Belgium had been pushing for a
prohibition on the sale of illegal timber but this failed
due to what UK minister Huw Irranca-Davies described
as ‘unjustified worries’ over the administrative burden
on smaller forest owners and timber traders.

In its first reading of the Commission proposal,
the European Parliament called for all traders in
the supply chain to bear responsibility for stopping
the sale of illegal timber (FW 136), not just traders
placing products on the EU market for the first time.
The Parliament also demanded tough penalties for
breaking the rules, including criminal sanctions,
although they did not specify what these penalties
should be.
The battle is not yet over. The second reading
will require both the Parliament and Council to
reach a compromise so as to have an agreed
text, and the prohibition issue is likely to be a
key point in negotiations between these two
European Institutions.”25
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Biofuel
Unlike the other Forest Risk Commodities in this
report, biofuels represent a specific channel to
market, which has greatly increased deforestation
pressures from soy and palm oil production.
Mandated additional volumes of demand have added
to profit margins made by operators who change
land use from forest to agriculture.
Why did the market for biofuels arise? Increasing
concern with the evidence that the world had reached
‘peak oil’ (new oil discoveries no longer exceed or
match annual extraction volumes) brought greater
interest and investment in alternative sources of
energy. Agriculturally-derived fuels can be regenerated
on a vastly shorter cycle than fossil fuels. Solar
generation, wind, wave power and biomass burning
were all seen as alternative sources for electricity
generation where the power produced feeds into a
distribution grid. However, the predominance of the
internal combustion engine sets particular form factor
demands for a liquid fuel if the vast installed car park
of vehicles is not to become obsolete. Brazil had for
many years promoted ethanol derived from sugar cane
as an alternative to petrol and vegetable oils have
been substituted for diesel during wartime fuel
shortages. The current issue is the scale on which
these conversions are being encouraged.
During 2009 the United Nations Environment
Programme published an extensive report ‘Assessing
Biofuels: Towards Sustainable Production and Use of
Resources’23 which elaborates on many details of the
industry. Statistics given in the report indicate that
between 2000 and 2007 bioethanol volumes increased
from 17 billion litres to 52 billion. Over the same period
biodiesel volumes increased from less than 1 bn litres
to almost 11 billion. These rates of growth meant that
by 2008 2.3% of global cropland was covered by
biofuel crops.
Europe has been the largest proponent of biofuels and
has already mandated their inclusion in transport fuel
to a share of 5.75% by 2010 and 10% by 2020. As a
result over 60% of biofuel demand comes from this
region. Certification of biofuels is still in the making,
since the various national European initiatives have
been overtaken by the Renewable Energy Directive,
officially published in June 2009. The text of this
incorporates elements of sustainability in sourcing and
also of the need for a price premium for achieving this
but the detailed implementation by each member state
may vary considerably.
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However, it is important to remember that current
biofuels markets are a construct of political will:
without subsidies it is highly unlikely that these
products would reach the market in any commercially
viable form. As such, the demand pattern can change
within fairly short periods. For example, in Germany
the tax credit for biodiesel from recycled fats and oils
was withdrawn in 2006. The chart opposite shows
what happened to Swiss quoted company Biopetrol
AG’s share price when this news was announced on
22nd June, 2006. The net cost to the German Treasury
of the biofuel tax break was replaced by a no-cost
mandated blending requirement in line with the EU
standard of 5.75% oil equivalent share by 2010.
The second key element of the biofuel industry is that
given the presence of subsidies it is a highly sensitive
trade. In 2009, the European Biodiesel Board brought
action against the US ‘blender’s credit’ regulations
introduced with the American Jobs Creation Act of
October 2004. Whether intentionally or otherwise, this
regulation applied the ‘blender’s credit’ both to
supplies of biodiesel to meet US domestic demand
and to exports for other countries. There was no
implicit requirement to source the input vegetable oils
from US farmers,so imported tropical vegetable oils
plus 1% mineral diesel, mixed in at a US port, could
be re-exported to Europe at extremely favourable
prices. This triangular trade became colloquially known
as ‘splash and dash’. Although the US Congress
removed the re-export loophole in October 2008, it
remains the case that the US biodiesel industry still
produces largely for export. As a result of this lower
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Biofuel - an Industry Participant’s
Perspective
FFD asked Barbara Bramble, Current Chair of the
Roundtable for Sustainable Biofuels for her
comments on the industry:
“Biofuels are not automatically ‘good’ or ‘bad’: their
production and use may have positive or negative
social, environmental and economic outcomes
depending on a wide variety of circumstances. In order
to reduce the negative potential and boost the positive
potential, biofuels production and use should be
carefully planned and implemented under the guidance
of sustainability criteria such as those established by
the Roundtable on Sustainable Biofuels (see web site
http://cgse.epfl.ch/page65660-en.html).
The current generation of biofuels can be produced
from many kinds of feedstocks, which currently are
most often [food] crops -- such as sugar cane, sweet
sorghum, yams and maize for ethanol; and soy, palm,
rapeseed and jatropha oil for biodiesel. Processing
methods vary widely for both gasoline and diesel
substitution, using a variety of technologies. Each of
these different crops and processing technologies has
different land and fertilizer requirements, and different
potential social and environmental impacts, such as
water consumption. As a result of these differences,
each type of biofuel can have a different outcome with
regard to its land use (including the forest footprint)
and its net greenhouse gas emissions.
The greatest impact stems from the fact that biofuel
production adds a new land use to all the existing
competing uses for land. Productive land, particularly
arable land, is a finite resource. Any specific land use is
in competition with all other land uses -- it's not solely
a question of 'food versus fuel'. The net impact is
reduced when fuels are produced by restoring
degraded lands, and /or increasing productivity
through inter-cropping, as opposed to substituting
biofuel for food production.
On a positive note, local production of biofuels can be
a useful boost to rural development, especially in poor
communities, and can produce many benefits. For
example, biofuels can bring extra income and supply
modern cooking fuel to families that suffer the
household air pollution effects of traditional biomass
cooking fires. This inherently is a local or regional
production activity, however, with modest output.
Totally different are the projects that convert large tracts
of land for industrial scale production, usually for export.
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These projects must be carefully evaluated for
their impacts. For example, they may threaten the
livelihoods of the existing occupants who depend
on that land for subsistence foraging of livestock.
Any use of irrigation may reduce water availability
to nearby communities. Many experts warn that
large-scale projects may have indirect impacts on
forests through the phenomenon of "indirect land
use change" (displacing crop production from
the site where the biofuel is now produced to
what may be considered "unused" land, inducing
deforestation).
Government mandates to substitute biofuel for a
significant percentage of fossil fuel demand (especially
to provide transportation fuel for industrialized
countries) imply a massive amount of production. This
cannot currently be implemented without massive
impacts on land and water resources, and on the
current patterns of global agricultural production.
A variety of advanced biofuel feedstocks and
technologies are in the demonstration or experimental
stage, and several of these are expected to reduce
land requirements, and thus reduce the conflict over
forests and other natural resources. These could
include oils from algae or other micro-crops produced
in polluted rivers or estuaries, and cellulosic ethanol
made from waste fiber.
At the current time, there are few options that have a
positive forest footprint or GHG outcome from large
scale production of biofuels, but net positive outcomes
can be expected if the crop is produced by restoration
of degraded land or is the result of increased yields per
hectare, as is the case through inter-cropping.”
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