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Executive Summary

1.0 Introduction

The forests in Cambodia, Myanmar, Thailand and Vietnam have significantly contributed to the socio-
economic development of the countries. As an important renewal resource, the forests still have a high
potential to provide goods and services and contribute to the long-term sustainable development of the
countries, including poverty alleviation in remote rural areas. Nevertheless, while natural forests will
continue to contribute to national development, in the coming years, forest plantations will
increasingly contribute to poverty reduction and in meeting domestic wood demand and for the export
market, especially in Thailand and Vietnam where a nation-wide logging ban on the natural forests has
been imposed since 1989 and 2016 respectively.

While several tropical countries have experimented with fiscal, non-fiscal and other tools (taxes,
subsidies, special economic zones, etc.) in trying to increase the domestic supply of wood, their
effectiveness has not been systematically examined. What is better known is that many governments
have used disincentives, such as the imposition of log export bans, quotas and fees, and set volume
targets for domestic processing to stem the economic leakage from the sector. Results have been
mixed and not always positive.

This paper will examine, among others, the type of incentives, both fiscal and non-fiscal, including
enabling incentives, that enhance the sustainable management of natural forest and in the
establishment and development of forest plantation in Cambodia, Myanmar, Thailand and Vietnam.
It includes disincentives that could be removed to further enhance sustainable forest management.
It will also provide recommendations to further enhance the sustainable management of natural forests
and in the development of forest plantations in Cambodia, Myanmar, Thailand, and Vietnam.

2.0 Institutions, Policy, Legislation and Land Tenure

Institutions
In Cambodia, the FA manages the Permanent Forest Reserves and Private Forests; while the Fisheries
Administration manages mangroves and inundated forests, and the Ministry of Environment manages
the Protected Areas and Ramsar sites. In Myanmar, the FD is responsible for managing the forests,
including biological diversity conservation, watershed protection, restoration of degraded forest
ecosystems, and research and development (R&D).
In Thailand the RFD manages forests outside of protected areas and promotes community forestry and
the establishment and development of forest plantations by the private sector. The DNP manages the
protected areas while the DMC manages the coastal flora and fauna, including mangrove forests.
In the case of Vietnam, the Vietnam Administration of Forestry (VNFOREST) is responsible for
managing the natural forest resources, including the rights to establish, manage, develop and exploit
products from forest plantations.

Policy and Legislation
All the four countries have promulgated policies and stringent laws, including decrees and regulations
in Cambodia and Vietnam, to manage, protect and conserve their forest resources, including water and
biological diversity, as well as in the establishment and development of forest plantations. They have
also developed and implemented forestry programs to enhance the sustainable use of all the natural
resources in the country.
The Cambodian National Forest Policy Statement (2002) underscores the government’s commitment
to conserve and manage of its forests sustainably and with the participation of local communities,
while the Myanmar Forest Policy (1995) identifies the need to practise sustainable forest management,
protect the forest ecosystems, and promote people’s participation in all forest activities. It has also
stipulated that up to 30% of the total land area of the country be gazetted as Reserved Forests,
including Protected Public Forests, and 5% as the Protected Area System.
The National Forest Policy (1985) of Thailand has set a target of 40% of the country area to be under
the permanent forest estate, comprising 15% as protected forests for nature conservation, recreation
and environmental quality protection, and 25% as production forests to produce timber and other
forest products. It also emphasizes the involvement of public and private sectors to develop and
manage the forest areas, especially the local community to reforest and afforest degraded forest land.
In Vietnam, the policy for the forest sector is expressed through various State decisions, instructions
and programs, such as the 2006-2020 Vietnam Forestry Development Strategy (VFDS) which focuses
on sustainable forest management and development.
In terms of legislation, the Forestry Law (2002) of Cambodia provides the regulatory framework for
the management, harvesting, use, development and conservation of forests, while the Forest Law
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(2018) in Myanmar empowers the FD to implement the forest policy and the plans relating to
conservation of water, soil, biological diversity and the environment.

In Thailand, the Forest Act, B.E. 2484 (1941) which was amended in 2019 and the National Forest
Reserve Act, B.E. 2507 (1964) that was amended in 1979 and 1985 address logging operations and
NWEFPs collection, transportation of timber and non-timber products and sawnwood production, as
well as the classification of national reserved forests into management categories.

The Forestry Law (2017) of Vietnam provides guidance to conduct forest survey and monitoring, and
the categorization of its forests and forest land by function, origin, geographical condition, tree
species, timber reserve, and forest land without forests planned for forestry to ensure the forest
resources are effectively managed to achieve sustainable forest management in the overall context of
sustainable development.

Recognizing the important role played by local communities in contributing towards the attainment of
sustainable forest management through their efforts to restore, protect and manage the forest land
allocated to them, as well as in improving their livelihoods and in rural development, the four
countries have also promulgated specific legislation to promote community forestry. In Cambodia, the
Community Forestry Guidelines (2006) and the Sub-decree on Community Forestry Management
(2003) provide the rules for the establishment, management and use of community forests, while the
Myanmar’s Community Forestry Instructions (CFI) (2019) provides communities the commercial
rights over timber and non-timber forest products and acknowledge their customary and traditional
land tenure rights.

In Thailand, the Forest Community Act, 2562 (2019) provides the right for the local community to
establish and manage community forests, while in Vietnam the interests of the community are
safeguarded under the Forest Protection and Development Law (1991) that was amended in 2004 and
2016, the Land Law (1993) which was amended in 1998, 2003 and 2013, and the Forestry Law
(2017).

The governments of Cambodia, Myanmar and Vietnam collect royalties on logs harvested from the
forest, based on their physical properties, durability, practical purposes and economic values.
In Cambodia, the royalties for roundlogs with a diameter larger than 30 cm range from US$ 275.00/m’
for Dalbergia cochinchinensis, a Luxury grade log, to US$ 27.50/m’ for Grade III roundlogs; while in
Myanmar, the royalties range from MMK 16,635/m’> (US$ 11.09) for teak to MMK 3,330/m’
(US$ 2.22) for the other four grades of logs.

In the case of Thailand, a permit is required to extract logs from reserved forest areas where the fee is
fixed at THB 15,000 (US$ 468.75) for teak wood and THB 7,500 (US$ 234.38) for wood from the
other tree species, while no fee will be charged for the permit to extract logs from trees planted on
privately owned land.

In Vietnam, timber species are grouped into eight Groups, from Group I to Group VII with the
highest value being Group I and the lowest being Group VIII. The royalties or tax rate is based on the
timber price at forest gate which ranges from 35% for timber in Group I to 12% for timber in
Group VIII.

In addition, the countries also collect various types of fee, such as for the movement of timber and
timber products and the use of chainsaws. In Cambodia, the transport permit is fixed at KHR 40,000
(US$ 10.00), while in Thailand the permit fee for teak is fixed at THB 50 (US$ 1.56), while wood
from the other species is fixed at THB 20 (US$ 0.62), and for forest products, it is fixed at THB 10
(US$ 0.31).

In addition, Thailand also imposed a fee for issuing certificates of origin for logs, wood products and
charcoal for trade in the domestic market or export to overseas market which ranges from THB 35,200
(US$ 1,100.00) to THB 1,400 (US$ 43.75).

In Myanmar all movement of forest produces must be accompanled by a removal pass and based on
the types of forest product, the fees vary from MMK 270/m’ (US$ 0.18) for timber from conversion
forests to MMK 495/consignment (US$ 0.33) such as a boatload of charcoal.

The annual permit fee for the use of chainsaws in Myanmar is fixed at MMK 10,000 (US$ 6.67),
while that in Cambodia it is fixed at KHR 60,000/unit (US$ 15.00).

A reforestation fee of US$ 2.50/m’ is levied for all species, while a forest maintenance fee at 5% of the
value of all timber and non-timber forest products are levied by the government in Cambodia.
In Myanmar, a maximum 10% of the domestic or export value of the forest produce must be paid to
the FD as an ecosystem services fee.

Cambodia also imposed an export tax for all timber and non-timber forest products which is fixed at
1% of FOB of the total value in the permit. In Myanmar, the exporter is required to pay for an export
declaration and a security fee per shipment at MMK 30,000 (US$ 20.00) and MMK 20,000
(US$ 13.33) respectively, while in Thailand, an export tax of 40% is imposed for the export of logs
and sawn timber to the overseas market.

Land Tenure

10
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The Land Law (2001) in Cambodia differentiates three types of property and ownership rights,
namely, State Public Property, State Private Property and Private Property. More specifically, it allows
the State to grant to private companies to harvest the production forests that are not being used, and
collective ownership to indigenous communities, but they are not allowed to transfer or dispose it to a
third party.

In Myanmar, the Forest Law (2018) allows the government to grant private ownership, including trees
planted in private plantations and those established outside forest land and community forests that are
registered at the FD district office. All teak trees remain formally under state ownership. In the case of
Thailand, all the natural forests regardless of their status as protected areas or National Forest Reserves
are owned by the State, whereas all trees established on private lands are private property.

The amended Land Law in 2003 in Vietnam stipulates that land is under public ownership with the
State acting as the representative. In this regard, the natural forest is under public ownership but
organizations, households and individuals may be allocated or leased natural forest for long-term
forestry use, but without private ownership. They cannot transfer, mortgage, and inherit the user
rights. Meanwhile, according to the Forestry Law (2017), organizations, households, individuals and
communities are allowed to own planted production forests established on their own land and forests
that they received from transfer, gifts or inherited from other owners. More specifically, the tenure of
forest can be divided into four types, namely, private tenure, state tenure, common tenure, and through
forest contracting.

3.0 Forest Management and Development

Natural Forest
In Cambodia, a logging moratorium was imposed on all natural-forest concession areas since 2002 due
to poor management and regulatory control, while Myanmar has imposed a nation-wide moratorium
on logging for one year in 2016-17 and for the Bago Ranges for 10 years starting from 2016-2017 to
2026-2027. In the case of Thailand and Vietnam, the governments have imposed a nation-wide
logging ban on the natural forests since 1989 and 2016 respectively. This is due to ineffective control
and over-exploitation in the past, often illegal, as well as the continued decline and degradation of the
forest areas.
In Cambodia, forest management through the use of a forest concession system was introduced after
1991 where the government granted 36 commercial forest concessions covering an area of seven
million ha or about 65 % of the county’s forests. However, as a result of the logging moratorium
imposed on all natural-forest concession areas in January 2002, there is currently about 3.3 million ha
of forest areas still under valid concession licences.
The number of trees allowed for harvesting or felling is based on the forest inventory and technical
guidelines as stipulated in the Code of Practice for Forest Harvesting. It should ensure natural
regeneration of the forest and protect wildlife habitats and the cutting cycle adopted is 25 years.
All selected trees for harvesting are marked for directional felling with the minimum felling limits
allowed varying from 45 cm dbh for Luxury grade timber species to 30 cm dbh for Non-Graded
timber species. A post-harvest survey is conducted to assess whether the forest concessionaire has
complied with the guidelines as provided in the Code of Practice for Forest Harvesting.

The natural forest in Myanmar is managed under the Myanmar Selection System (MSS) and has
adopted a felling cycle of 30 years. The prescribed minimum girth at breast height for felling of teak is
fixed at 6.5 ft (1.98 m) throughout the country, while the girth limits for the other hardwoods vary
with species and locations. It also involves girdling/green marking of teak, selection marking of other
non-teak hardwoods, enumeration of future yield trees down to a fixed girth limit and prescribing the
annual allowable cut (AAC) for teak and other hardwood species. Currently, the AAC for teak has
been reduced by 55% and that for non-teak hardwood species by 33% so as to ensure the sustainability
of future harvest.

During forest harvesting, MTE has to strictly adhere to the many adopted manuals, code, guidelines
and instructions for systematic felling and transportation of timber, such as the National Code for
Forest Harvesting Practices in Myanmar (2000), the Reduced Impact Logging Guidelines (2008), and
the Standard Operating Procedures for Timber Harvesting Operations (2020).

Post-harvest silvicultural treatment in Myanmar involves the felling of less valuable trees interfering
with the growth of teak, thinning of congested teak and other commercially important species,
protecting seed bearers, climber cutting, and felling of Ficus-bound trees.

As a result of over-exploitation in the past, uncontrolled shifting cultivation and illegal logging, a
nation-wide moratorium on logging for one year in 2016-17 and for the Bago Ranges for 10 years
starting from 2016-2017 to 2026-2027 was declared to allow the forests to recover.

In Thailand, logging became an important economic sector in the 1930s which peaked during the
period from the 1960s to mid-1980s. However, as a result of ineffective control and excessive logging,
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often illegal, the forest areas continued to decline at an alarming rate and this has led to a logging ban
of the natural forests since 1989.

Although the current National Forestry Policy states that efficiency in timber production should be
increased through appropriate forest management techniques using both selection and clear-felling
systems, with the logging ban in force, this provision has become irrelevant. Silvicultural treatments
such as thinnings are not allowed, and only the production of NWFPs is allowed which is mainly
being carried out by the local people.

Currently, the emphasis in forest management is on patrol, recreation and other services. There are no
management plans for the National Reserved Forest areas and the annual operational plan of these
forests covers activities such as protection, reforestation, nursery activity and land allocation.
There are also no records of national-level forest inventories and during the logging period,
inventories were regional or local in scale and they contained data only on teak.

The forest management practices adopted in Vietnam mainly focus on managing the Protection
Forests, the Special-use Forests, and the Production Forests. Logging the natural forests was dominant
before 1960, but by the 1990s, degradation and loss of natural production forest had become serious,
and this coupled with uncontrolled forest exploitation had led to a logging ban being imposed on the
natural forests in 2016.

Nevertheless, timber harvesting activities in Production Forests were clearly regulated by MARD.
The main prescriptions to ensure that the natural forests are managed sustainably are that at the time of
harvest, the natural forest must have a minimum timber volume ranging from 150 m’ha for the
evergreen broadleaved forest to 80 m*/ha for the mixed forest of timber with bamboo. The minimum
diameter of harvestable trees must be of at least having a dbh ranging from 45 cm for Timber Groups I
and II to 35 cm for Timber Groups VII and VIII, including Dipterocarp forest. In addition, the number
of marked trees that meet the minimum dbh for felling should not be greater than 30% of all
harvestable trees in the licensed area.

Upon completion of forest harvesting, a field inspection and evaluation will be conducted and based
on the results and the remedial action taken to address any shortcomings, the State authority will close
the forest.

Plantation Forest
All the four countries have embarked on large-scale forest plantation establishment and development
to supplement wood supply from the natural forests and to meet the demand of the wood-based
industry, as well as for the export markets.
Taking cognizance of the Agricultural Strategic Development Plan, 2019-2023, the FA of Cambodia
has set a target to establish at least 10,000 ha of forest plantations annually, inclusive of 9,000 ha by
the private sector, and to distribute annually 10 million tree seedlings to farmers, local communities,
landowners, and private sector companies.
To further promote and incentivize individuals or legal entities to plant trees on their own legally
acquired land, the procedures, legal requirements, and processes from registration to the application to
harvest established tree plantations have been streamlined and simplified. The dominant timber
species planted are A. mangium, A. auriculifomis, E. camaldulensis, a few varieties of Eucalyptus
hybrid derived from E. grandis and T. grandis; with the rest being native species, such as Hopea
odorata.
In Myanmar, among some notable forest plantation projects undertaken by the government were the
East Bago Yoma Project (EPP) from 1979 to 1984 and the Special Teak Plantation Program from
1988 to 2037 which was halted in 2005-2006 due to limited budget, shortage of manpower, weak
governance, etc.. However, the FD had managed to establish 64,777 ha of the special teak plantation
over the 8-year period.
The rotation adopted for special teak plantation is 40 years while that for commercial (normal)
plantation which is planted with teak is 60 years. For the industrial plantations which are planted with
Eucalyptus species, G. arborea, etc., the rotation is 10 years, and for village supply plantations which
are planted with Acacia catech, Cassia mimosoides and Eucalyptus species, the rotation is 5 years.
At the rotation age, the special teak plantations and commercial (normal) teak plantations will be
clear-felled and replanted, while the industrial and village supply plantations will be clear-felled and
coppiced.
At the end of 2018, a total of 1,049 thousand ha of forest plantations had been established in
Myanmar. Under the MRRP from 2017-2018 to 2026-2027, the government through the FD and
DZGD will establish a total of 142,685 ha of forest plantations or 55.3% of the target area of
258,111 ha, with the private sector establishing the balance of 115426 ha of commercial forest
plantations.
Since the 1980s, Thailand has embarked in developing commercial forest plantations mainly by
government agencies such as the RFD and FIO, corporate companies, landowners, and farmers. In this
regard, the government implemented the Private Tree Farm Incentive Plantation Promotion from 1994
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to 2002 (except 2001), with a planting target of 1.28 million ha. The program encouraged the private
sector and farmers to plant specified economic tree species on their lands at 1,250 seedlings/ha where
it was subsidized by the government at THB 15,008/ha (US$ 469.00).

An estimated 80,126 farmers joined the program and a total of 169,400 ha (1,058,750 rai) was planted
which represents 13.2% of the target. The program is still ongoing even though it was officially
planned to end in 2002.

It has been reported that teak trees grown in plantations on good soils may reach an average dbh of
60 cm and 30 m in height in about 50 years with the mean annual increment (MAI) reaching
13.52 m’/ha. Typically, 1,200 to 1,600 stems per hectare are planted with the first and second
thinnings carried out when the dominant height reaches about 9 m or 10 m and 17m to 18 m
respectively. At year 50, the final stand of about 62 trees/ha or 10 trees/rai will be felled.

At the end of 2018, a total of 1.55 million ha of forest plantations with 1.49 million ha or 96.1% being
are privately owned. The main industrial species planted are Eucalyptus camaldulensis and teak, with
smaller plantations of Acacia species, Gmelina arborea and Pinus merkusii. Other broadleaved species
such as Pterocarpus maccrocarpus, Dipterocarpus species, Swiettenia macrophylla and Hopea
odorata are also planted on a small scale.

In Vietnam, the development of forest plantation began in earnest in 1976 when the then Ministry of
Forestry conducted, among others, the national afforestation program that had increased the areas of
forest plantation from 219,000 ha in 1975 to an estimated 1 million ha in 1985. Other notable
programs were the Program 327 from 1993-1998 and its successor, the Program 661 or the
Five Million Hectare Reforestation Program from 1998-2010. In this regard, Program 327 had assisted
in protecting 1.69 million ha and restoring 700,000 ha of natural forest, as well as afforestation of
640,000 ha of degraded forest land; while Program 661 had increased the forest cover by
2.2 million ha comprising 900,000 ha of new plantations and 1.3 million ha of natural regeneration, as
well as 2.5 million ha of forest plantations consisting of 1.6 million ha of timber plantations and
900,000 ha of planted industrial trees.

As of 2018, the total planted forest is 4.24 million ha with 3.50 million ha or 80.5% located in the
Production Forests which are available for harvesting, while 741 ha located in Special-use Forests and
Protection Forests are restricted and/or not permitted to be harvested. An estimated 1.5 million ha of
the forest plantations established were of Acacia species, representing 47% of the total forest
plantation areas in Vietnam. The dominant tree species planted are Acacia mangium x A.
auriculiformis, E. camaldulensis and E. urophylla with a rotation of 5-7 years, either as monoculture
stands and/or in mixed-forest stands.

4.0 Incentives and Disincentives for Natural Forest

Incentives
All the natural forests in Myanmar, Thailand and Vietnam are owned by the governments, while in
Cambodia, an estimated 16.8% or 1.43 million ha of the total natural forests are privately owned.
In Cambodia, MAFF is allowed to reduce or waive the royalties and premiums for any forest products
collected for scientific purposes and those collected by local communities under customary use rights
or harvested in community forests. MAFF is also allowed to delay the payment of royalties and
premiums on forest products for a permit holder who the FA has recognized for practising sustainable
forest management under existing legislation, although this is rare in practice.
The other fiscal incentive is the exemption from import tax for the purchase of vehicles and other
equipment used in sustainable forest management related projects implemented between the FA and
its partners.
The government has also established a “National Forestry Development Fund” which is similar to the
Forest Development Fund established by Malaysia to further enhance sustainable forest management.
The Fund will be used for undertaking, among others, reforestation; silviculture and forest
rehabilitation; forest protection; community forestry development; and forest extension services.
Similar to Cambodia, the government in Myanmar provides an exemption from paying royalties on
tree species extracted for research, educational, public or religious work, and utilized within one year
and within 20 miles (32 km) from the area of the extraction. It also provides an exemption of land-
based fee for the community forests established on the forest lands; payment of tax for forest products
harvested by CFUGs or its members for personal use; and payment of tax on the sale of forest
products harvested from community forests and sold within the village.
The FD of Myanmar has assured that land tenure that is initially granted for 30 years to the CFUGs for
community forests will be extended for another 30 years at a time and as many times as appropriate.
They are also given the right to form enterprises which can harvest and commercialize wood and
NWFPs, and are free to sell their products at current market prices.
In Thailand, local villagers living in National Forest Reserves are granted the right to collect free of
charge dry and dead wood for use as fuelwood and construction timber, while in protected areas they
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are allowed to collect free of charge dry fuelwood and some NWFPs, for household consumption and
for sales.

A private company in Thailand could waive tax of 10% of its profit if the company provides support to
the forest community on forest conservation of up to THB 100,000 per year (US$ 3,125.00).
A company could also waive tax of up to 2% of its profit if it supports forest community projects to
mitigate climate change.

The RFD provides free seedlings to poor forest-dependent people who are permitted to live in reserved
forest areas to reforest their occupied land. In addition, community forest management committees and
community forest members are given the right to search for forest products and utilize the natural
resources and biological diversity for households’ consumption.

In Vietnam, households who are contracted by the State to protect the Production Forests and
Protection Forests will receive a payment of VND 400,000/ha/year (US$ 20.00). If they are contracted
to undertake the planting of forest trees to reforest the areas, they will also receive a grant of
VND 1.6 million/ha/year (US$ 80.00) during the first three years and VND 600,000/ha/year
(US$ 30.00) for the next three years for the purchase of seedlings and fertilizers, and in managing the
planted areas.

Households, individuals and communities who are contracted to protect and manage the Special-use
Forests and Protection Forests are also funded by the State through money collected from Payment for
Forestry Environmental Services (PFES). Currently, the environmental users such as hydropower
plants have to pay VND 36/kilowatt-hour (kwh) for using water to produce electricity; while the water
companies have to pay VND 52 /m’ of the water they sell. The State also provides grant at
VND 40 million/year (US$ 2,000.00) to communities and villagers who live in the buffer zone of
Special-use Forests to enable them to improve the production capacity of the forest land.

Poor households could access loans at the Vietnam Bank for Social Policies (VBSP), while others who
could not access loans from the VBSP could access them from the Agriculture and Rural Development
Bank (Agri-bank). Both banks provide loans of up to VND 50 million (US$ 2,500.00) for 10 years at a
preferential low-interest rate of 1.2% per annum.

Since the introduction of the Reducing Emissions from Deforestation and Forest Degradation (REDD)
initiative to Vietnam in 2010, the government has facilitated forest owners to manage natural forests to
meet the REDD requirements for payment from the World Bank since it has committed to pay for 40
million ton of carbon from emission reduction.

The allocation of production forest land to households, individuals and enterprises by the government
for 50 years will enable them to invest with a longer perspective in forest protection and development.
The LUC granted to them could be used as collateral in their application for bank loans which could
then be used to enhance the management and development of the forest land. In addition, the transfer
by state forest enterprises to households and communities through contracts to protect Special-use
Forests and Protection Forests should create benefits and encourage them to protect the natural forests
located in these forest land, albeit that they receive very little benefits as they are prohibited from
harvesting the forests.

The co-management scheme introduced in recent years in Special-use Forests has enabled local people
and communities to be involved in forest management as they are given certain rights, such as the
right to collect some NWFPs.

The government has also provided public extension services, including free training and technical
assistance, to forest owners and this has facilitated and enabled them to adopt the latest protocols and
techniques in forest management, protection and development, and thus contributing to sustainable
forest management.

Disincentives
In Cambodia, the logging moratorium imposed in January 2002 on all natural-forest concession areas
has adversely affected an estimated 3.3 million ha of concession forests not being able to be placed
under sustainable forest management even though the existing forest concession companies still hold
valid concession licences.
The successful annual coupe bidders harvesting production forests that are located outside forest
concession areas are not permitted to export the extracted forest products and by-products unless there
is a surplus from domestic consumption which require approval from MAFF. Besides, annual coupe
operators could not compete with operators involved in clear-felling of ELCs areas for agro-industry
purposes as they are not required to prepare sustainable forest management plans. These have impeded
the annual coupe operators from practising sustainable forest management.
In addition, the export ban imposed since 2006, among others, on roundlogs, sawnwood, fuelwood and
charcoal sourced from natural forests is seen as a disincentive for managers of natural forests to
enhance efficient forest utilization in the overall context of sustainable forest management.
The log export ban imposed in Myanmar since 2014 has to a certain extent impeded full forest
resources utilization and sustainable forest management practices to be applied, while the logging
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moratorium that is still enforced in the Bago Yoma region until 2026-2027 has also adversely affected
the natural forests not being able to practise sustainable forest management.

The action taken by MTE to reduce its annual allowable cut (AAC) of teak by 55% and for non-teak
hardwood species by 33% will not only affect its financial cash flow and thus its ability to undertake
environmentally sound forest harvesting practices, but also encourages illegal logging of the country’s
natural forests.

In Thailand, the logging ban enforced since 1989 has impeded the application of silvicultural
treatments of logged-over forests, especially those with abundant natural regeneration that requires
canopy opening to provide the much-needed sunlight for their growth.

Under the National Park Act, B.E. 2504 (1961), the RFD is not permitted to collect seeds from
protected areas to produce the seedlings for free distribution to forest communities to undertake
reforestation unless it has the agreement of the DNP. The poor forest-dependent people living in
protected areas are also not permitted to harvest NWFPs for commercial use which would have
provided the additional incomes to improve their livelihoods.

Private companies could not receive carbon credit from the trees that they have planted in degraded
areas under the various reforestation programs launched by the government, including on their own
land, since currently there are no laws and regulations on carbon credit and benefit-sharing
mechanisms in Thailand. There is also no mechanism and/or legal framework to implement and
incentivize the payment for ecosystem services (PES) from natural forests as those practised in
Vietnam.

The logging ban on natural forests imposed in Vietnam since 2016 has resulted in four state companies
that managed 88,000 ha of natural forests and which have been awarded the FSC certificates to cease
all forest operations.

Local people who receive their forest tenure through contracting arrangement do not receive any law
enforcement support from the relevant government agencies to effectively protect their forests from
encroachment or illegal logging. This has impeded their ability to manage and develop the forest areas
as they do not have the authority to enforce sanction or mete out punishment.

Communities that are allocated natural Production Forest areas do not receive any payment from the
government for their efforts in protecting the forests as compared with those allocated natural forests
in Special-use Forests or Protection Forests. As such, they have yet to undertake any significant
measures to protect and manage their allocated natural Production Forest areas.

The re-allocation of state-owned forest and agricultural enterprises’ (SFAEs) forest and forest land
that have been poorly managed or ineffectively used to local households and communities has been
very slow, especially customary land. As a result, local people still lack land for production, while
forests are still being poorly managed and forest land ineffectively used or even left abundant.

5.0 Incentives and Disincentives for Plantation Forest

Incentives
All the four countries have embarked on large-scale forest plantation establishment and development
to supplement wood supply from the natural forests and to meet the demand of the wood-based
industry, as well as for the export markets. They have provided a number of fiscal incentives to
encourage and support forest plantation establishment and development which include royalty
exemption, reduction of export tax, reduction or even free land rental fee, and other taxes and fees.
Non-fiscal incentives provided are often in the form of subsidies, preferential low-interest bank loans
as those provided in Thailand and Vietnam, and free seedlings provided by forestry agencies to
farmers, households and local communities to establish forest plantations or plant trees on their own
land or on legally allocated land by the governments.
In Cambodia, owners of private forest plantations registered with the FA are not required to pay any
licence fees to harvest and use timber and non-timber forest products from their plantations, including
royalty, permit fee for transportation and transport quota. The government provides preferential land
rental fees ranging from US$ 5.00 - US$ 10.00 /ha/year for the best soil type to being free for
deteriorated land. In this context, the collection of the concession land rental fee for long-term crop
and permanent crop, such as the planting of fast-growing tree species, will only commence from the
third or the fourth year of production.
In its efforts to further promote investors to invest in forest establishment and development, the
government has allowed a reduction of 50% of the total obligatory export fees for the export of
products from forest plantation and a 100% exemption of export fees for furniture and final processed
products produced from forest plantation. In this regard, a company that produces furniture and
fixtures using plantation wood and in the production of paper and paper products with capital
investment greater than US$ 500,000.00, the company is entitled to enjoy incentives such as profit tax
exemption and duty-free import of production equipment.
In addition, if a company investing in forest plantation establishment has received a Final Registration
Certificate, the company is entitled to a profit tax exemption period which consists of a Trigger Period
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+3 years + Priority Period. The maximum Trigger Period is the first year of the company gaining
profit or three years after the company earns its first revenue, whichever is sooner. The company is
also entitled to an import duty exemption on machinery and equipment; a 100% tax exemption for
export; and an exemption of visas and work permit fees for its employed foreign citizens.

The government of Cambodia, through the FA, provides free seedlings to the public for planting on
degraded public forest land and land confiscated from illegal encroachment. Furthermore, individuals
and corporate entities involved in forest plantation establishment and development could lease land
from the government of up to 50 years. The lease could be renewed, but the renewed term may not
exceed 50 years.

Under the Sub-decree on the Mortgage and Transfer of Rights, investor or economic land
concessionaire in forest plantation establishment and development are given the right to mortgage or
transfer his/her right over the land concession as well as the buildings and/or other immovable
properties that he/she has constructed on the land.

Individual or company that has been granted the right to use public forest land for tree planting in
partnership with the FA that is approved by MAFF is able to develop, utilize, sell and distribute their
products in accordance with the agreement with the FA and MAFF, albeit that the benefits derived
will have to be shared between the government and the individual or company as agreed in the
agreement which could be for a period not exceeding 50 years.

In addition, the Sub-decree on Economic Land Concessions authorizes MAFF to grant ELCs with
investment capital of US$ 2.5 million and area of more than 1,000 ha, while that by the provincial
authorities are with investment capital of below US$ 2.5 million and area of below 1,000 ha, mainly
for the establishment of agro-industrial crops where A. mangium plantation is established as an inter-
crop with cassava.

In Myanmar, if incentives are sought for a project valued between MMK 7.5 billion (US$ 5 million)
and MMK 150 billion (US$ 100 million) and requires the right to use the land, as well as approval
from a relevant ministry is needed, endorsements from the Myanmar Investment Commission (MIC)
headquarters is required; otherwise, endorsement by the Directorate of Investment and Company
Administration (DICA) State or Regional offices is sufficient. In this context, investments in private
forest plantation establishment and development are most likely to be in the category requiring a MIC
permit.

The fiscal incentives available in Myanmar include income and corporate tax holidays ranging from
7 years in Zone 1 which is classified as least developed and where the establishment of forest
plantations is likely to occur to 3 years for Zone 3 which is with adequate development. As such, this
incentive will only likely to be of interest for short-rotation plantations which could generate taxable
income within the 7-year tax holiday period.

In addition, the government also provides an exemption of land-based fee for the community forests
established on the forest lands; exemption of payment of tax for forest products harvested by CFUGs
or its members for personal use, and the payment of tax on the sale of forest products harvested from
community forests and sold within the village.

The FD of Myanmar provides free seedlings required for the establishment of the first rotation forest
plantation and annually about 10 million free seedlings of fast-growing species were distributed to
individual farmers, school children, local communities and non-governmental and governmental
organizations.

Since 2019, the government allows teak and other hardwood poles, posts and logs from state-owned
and private plantations to be exported to the international market, especially thinned poles and posts
from forest plantations.

In addition, the land leased for 30 years for forest plantation establishment is renewable of up to two
10-year periods, and can be inherited or sold to another person or organization according to the
existing laws and with the permission of the FD.

In the case of Thailand, persons extracting logs from trees planted on privately owned land are not
required to pay for a transport permit. For those who are transporting wood for personal use within the
area of the province where the wood was processed or if the wood is sourced from trees planted on
land that has been licensed by the relevant government agencies, they are also exempted from paying
any fee to the authorities.

The RFD provides an estimated 6 million free seedlings each year to local and poor people to plant
trees in their own land or on degraded forest land in forest reserves and protected areas that are legally
occupied by them. There is a plan to double the number of seedlings of up to 12 million seedlings by
next year.

Action is currently being taken to amend relevant laws and regulations to allow private sector
companies which are only allowed to trade in non-teak logs to be able to export teak logs to the
international market, which is presently the exclusive right of FIO. This is envisaged to be completed
by the end of 2020.
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For farmers who are registered with the RFD, they will be provided with THB 18,750/ha
(US$ 585.94) or THB 3,000/rai for establishing fast-growing tree plantation within three years or THB
31,250/ha (US$ 976.56) or THB 5,000/rai for slow-growing tree species within five years for areas
ranging from 0.1-8 ha (1-50 rai). FIO also provides THB 84,194/ha (US$ 2,631.01) for poor local
communities to plant teak on its land or THB 40,700/ha (US$ 1,271.88) for the establishment of
Eucalyptus plantation.

The Renewable Energy Department has been promoting private biofuel plants to buy wood chips from
farmers, especially from their planted fast-growing trees, such as Eucalyptus, Acacia auriculiformis
and A. mangium, where a farmer would receive THB 1,000 (US$ 31.25) for a metric ton of wood
chips from the biofuel company.

The Bank for Agriculture and Agricultural Cooperatives (BAAC) provides preferential loans to
farmers, farmer groups and agricultural cooperatives through its Tree Bank Project for the
establishment of forest plantations, similar to the Vietnam Bank for Social Policies (VBSP) and the
Agriculture and Rural Development Bank (Agri-bank) in Vietnam.

The first type of loan that used trees and land as collateral had just ended on 31 March 2020.
The second type of loan that uses only trees as collateral is still ongoing where the maximum loan
amount is THB 125,000 (US$ 3,906.25) per applicant and the annual interest rates charged for the
first, second and third year are 10%, 9.25%, and 8.50% respectively. When the loan enters the
4-5 years, the interest rates charged is between 6% and 7%. The payback period is between
15-20 years from the date of the loan. The grace period would not be more than 18 months to 1 year
and 6 months. These loan conditions were also applicable to the first type of loan which had just ended
on 31 March 2020.

The BAAC also provides loans through its Green Credit Project where the maximum loan that can be
given to a borrower would not be more than 80% of the project cost and not more than 50% of the
collateral value, such as land, guarantors, etc.. The current annual interest rate charged to farmers or
individuals is at 6%, while that for entrepreneurs, community enterprises, organizations, farmer groups
and agricultural cooperatives it is at 4.5%. The payback period should not exceed 15 years from the
date of the loan. The grace period that the bank could give would not be more than 1 year.

Through its Reforestation to Generate Income Loans scheme, the BAAC also provides loans to
farmers who are in debt and wish to have a career change. The maximum loan that can be given to an
applicant would not exceed THB 100,000 (US$ 3,125.00). The annual interest rate charged is at
3.875% for the first 3 years, 4.875% for year 4 to 6, 5.875% for year 7 to 9, and 6.875% for year 10
and onwards. The repayment of the loan would not be more than 15 years. In this regard, the
repayment of the principal of the loan could be waived for the first 5 years and the borrower only
needs to pay the interest on the loan.

The amended Article 7 of the Forest Act, B.E. 2484 (1941) in 2019 has enabled the private sector and
local communities to plant highly-economic-forest tree species on their own land and could harvest the
trees without having to apply and get approval from the RFD as was required in the past. In addition,
since 2015, the private sector, farmers and local communities who are approved to cultivate on
reserved forest areas are not required to pay the annual land rent of THB 94/ha (US$ 2.94) or THB 15
per rai (US$ 0.47 US$) which they used to pay before 2015. This has motivated the private sector,
farmers and local communities to plant forest trees on their own land.

In Vietnam, the State exempts land rent for the first 15 years, and halve the rent for the next 7 years
for enterprises and companies which are involved in afforestation, forest protection, planting of
medicinal plants and/or NWFPs in extremely poor communes and/or poor regions. If those enterprises
and companies’ businesses are not located in poor regions or areas, the State will only exempt land
rent for the first 11 years, and reduce it to 50% for the next 5 years.

In the case where enterprises and companies have rented land from households, individuals, or
communities, the State will provide funding which is equal to 20% of the land rent for the first 5 years.
In addition, enterprises are also exempted from paying rents on land used to build worker/labours’
accommodation or dormitory, constructing factories, warehouses, drying yards, and roads.

For small and medium enterprises (SMEs) which are engaged in forest plantation, the State will
exempt them from paying land rent for the first 5 years and reduces it to 50% for the next 10 years.
The State will only collect 10% of corporate income tax from agriculture-forestry enterprises and
companies that undertake forest plantation activities, including those involving forest nursery.
Furthermore, agricultural cooperatives are fully exempted from paying any tax if they are involved in
forest plantation or forest nursery activities.

A preferential corporate tax rate of 10% is given to enterprises and companies which are involved in
afforestation and forest plantation projects in difficult socio-economic areas. In addition, enterprises
and companies starting new investment in difficult socio-economic areas and are involved, among
others, in the production of energy-saving products, machines and equipment for agriculture, forestry
and fishery, and in developing traditional industries, will enjoy a corporate income tax rate at 17% for
10 years from the first year of income generation.
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For the period 2011-2020, the government has allowed enterprises and companies which rent Special-
use Forest areas for ecotourism development to be exempted from paying corporate income tax for the
first 5 years, and will only need to pay 50% of the corporate income tax for next 5 years. After these
periods, the enterprises and companies will need to pay corporate income tax at 10%.

For foreign direct investment (FDI) enterprises that are involved in forest plantation establishment and
development, the State will exempt them from paying corporate income tax for the first two years, and
they only need to pay at 50% for the next four years. After these periods, the FDI enterprises will have
to pay corporate income tax at 20%. They will also receive an import tax exemption on, among others,
equipment and supplies needed to execute their investment projects in Vietnam.

To encourage enterprises to employ a large number of ethnic minority labourers, enterprises are
allowed a reduction of their income tax equal to the additional expenses incurred in employing ethnic
minority labourers. Business entities in Vietnam are also allowed to set up a tax-deductible research
and development (R&D) fund where they can appropriate up to 10% of annual profits before tax to
the fund.

For households who are allocated forest land for planting trees, they could also access to loans of up to
VND 15 million/ha (US$ 750.00) at a preferential low-interest rate of 1.2% from the Vietnam Bank
for Social Policies (VBSP) or the Agriculture and Rural Development Bank (Agri-bank), similar to the
Bank for Agriculture and Agricultural Cooperatives (BAAC) of Thailand. The duration of the loan
will not exceed 20 years.

Depending on the tree species planted and the rotation adopted, the State will provide to households
that are allocated Production Forest areas for forest plantation development grants ranging from
VND 5 million/ha (US$ 250.00) to VND 10 million/ha (US$ 500.00) for the purchase of high-quality
seedlings to increase the productivity of their forests.

In cases where households, individuals and communities have forest plantations established on bare
land and/or bare hills, the State will provide an additional grant of up to VND 8 million/ha
(US$ 400.00) for planting large timber tree species with a rotation of more than 10 years, while for
small timber tree species with a rotation of less than 10 years, this additional grant is
VND 5 million/ha (US$ 250.00). If these forest plantations are located in the frontier regions the
households, individuals and communities would be granted a further VND 2 million/ha (US$ 100.00).

If households, individuals and communities use newly developed high-yielding forest seedlings in
planting on their allocated land for forest plantation development, the State will provide support
amounting to 60% of the total cost of production so to reduce the risk they might face in planting the
newly developed seedlings.

To ensure an adequate supply of quality forest seedlings for plantation establishment, the State
provides support at VND 50 million/ha (US$ 2,500.00) for newly established nurseries by state-owned
organizations, and VND 300,000/ha/year (US$ 15.00) for 5 years for them to manage and protect
existing nurseries. The State also grants VND 5 billion (US$ 250,000.00) to develop tissue culture
facilities, while VND 300 million (US$ 15,000.00) will be granted to communes having at least
1,000 ha of Forest Production areas for the development of their nurseries.

To overcome the lack of knowledge among the households in producing seedlings and managing
forest trees, the State provides VND 500,000/ha (US$ 25.00) for four years for extension workers to
render their services to communes. The State also provides tuition fee at
VND 2 million/month/employee (US$ 100.00) for three months to upgrade the skills of forest
plantation workers.

Furthermore, the State provides financial support of up to 50% of the marketing cost incurred by forest
enterprises to develop their markets both domestically and internationally, as well as 50% of the cost
for their personnel to attend trade fairs or exhibitions.

Disincentives
In Cambodia, the full implementation of forest plantation workplans by concession companies are
often affected by local people staging demonstrations against them due to land conflicts as the
environmental and socio-economic assessments for granting of ELCs have been conducted with
limited consultation with the local community and indigenous people. This has led to the loss of local
community land to concession holders without compensation or final resolution to land ownership.
Under the Sub-decree on The Implementation of the Law on the Amendment of the Investment Law in
2005, teak plantation of less than 1,000 ha and tree plantation of mainly fast-growing species for the
pulp and paper industry of less than 200 ha will not be eligible for profit tax exemption, import duty
exemption on machinery and equipment, and the 100% tax exemption on export.
The majority of the ELCs areas granted is located in remote areas with limited developed
infrastructures and as such the concessionaires have to incur additional cost to develop the basic
infrastructures to facilitate their operations, including transportation of their products to the market
place. This has, to a certain extent, deterred concessionaires to extensively invest in forest plantation
establishment and development.
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There is also a lack of comprehensive, timely and readily available market information for investors.
This coupled with fluctuation of prices in the international market has created uncertainty and affected
efforts to promote the private sector to substantially invest in forest plantation development in
Cambodia.

In Myanmar, the current interest rate policy of the Central Bank of Myanmar (CBM) has severely
limited the option of debt financing for forest plantation establishment and development. The CBM
has fixed the maximum lending rate by state banks at 8.5% and that of commercial banks at 13% as of
late 2019. From February 2019, the CBM has allowed commercial banks to offer unsecured loans at
16% which includes a limit on lending which is fixed at 80% of a bank’s deposit base, strict collateral
demands on borrowers, and the requirement that lending terms do not exceed one year.

In addition, although the state-owned Myanmar Agriculture Development Bank (MADB) is mandated
to provide loans for the private sector to establish and develop forest plantations, it does not accept, at
present, leased state land or planted trees as collateral for loan application like those offered by the
Bank for Agriculture and Agricultural Cooperatives (BAAC) of Thailand.

Similar to Cambodia, the majority of the forest areas granted for forest plantation establishment is
located in remote areas with limited infrastructural development. As such, investors will incur high
cost to prepare their own basic infrastructures to facilitate their operations. This has impeded their
ability to extensively invest in forest plantation development in the country.

Marketing mechanisms for wood products from plantations by the private sector are still under-
developed in Myanmar. This coupled with the lack of market information and the current demand for
thinning products from forest plantations are affecting efforts to promote the private sector to
substantially invest in forest plantation development.

Current investors have also voiced a number of constraints that have impeded increased investment in
forest plantation development in Myanmar. These include the unavailability of large contiguous
blocks of land within reserve forest, or lack of access to such areas; land tenure issues, especially the
informal occupation of forest land for farming; complicated procedures to acquire land and to harvest,
transport, process and trade timber; lack of enforcement capacity to prevent encroachment and illegal
logging in plantation areas; and widespread availability of illegal timber, which depresses log prices
and reduces demand for plantation-grown wood.

In Thailand, the need to get approval from the RFD to harvest tree even though those trees were
planted on private land has deterred the private sector and local communities to plant highly-
economic-forest tree species on their own land in the past, although they are now able to freely harvest
their planted trees with the amendment to Article 7 of the Forest Act, B.E. 2484 (1941). With this
amendment, there is now also a high demand for good quality forest tree seedlings by the private
sector and communities who are eager to plant highly-economic tree species which could not be fully
met.

Companies in the private sector could only export teak wood products and other non-teak wood
products but not teak logs as the export of teak logs is only granted exclusively to FIO. This has
deterred them to embark on large-scale planting of the highly-priced teak.

The current 40% export tax imposed on logs and sawn timber exported to the international market is
seen as a barrier to encourage FIO and private investors to plant teak and other tree species for the
export market.

In Vietnam, households still face difficulty in accessing State’s support to develop certified forest
plantations for the production of sawlogs, although the government has set a target to have 300,000 ha
of forest plantations certified by 2020 and 1 million ha by 2030 and has also developed policies
supporting households towards this end.

The use of high-yielding Acacia seedlings in establishing forest plantation, especially in mountainous
areas, is still limited because of their high cost and the unavailability in economic quantity even
though the government has introduced and encouraged the use of these seedlings.

6.0 Recommendations

As the four countries are at different levels of socio-economic development, land and resource
endowment, and the extent, diversity and the quality of their forest resources, as well as the ease of
doing business, separate recommendations will be presented for each country, albeit that there are a
few similarities among them.

Cambodia
The government should contribute more funds to the National Forestry Development Fund to include
fines for forest offences and sale of confiscated wood, besides the current reforestation fee of
US$ 2.50/m” of inventoried standing volume, the forest maintenance fee at 5% of the value of all
timber and non-timber forest products, and the export tax of 1% of FOB on all timber and non-timber
forest products.
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An economic viability study should be conducted with a view to reducing the royalties on standing
tree volume and harvested timber so as to promote investment in natural forest management by private
companies.

The status of the estimated 3.3 million ha of natural forest under forest concessions that were
suspended in 2002 due to poor management and which are currently under review by the FA should be
resolved expeditiously so that the area could be placed under sustainable forest management.

The current restrictions that do not allow plantation companies, especially small-scale private
companies and local communities, to receive any fiscal incentives if they establish teak plantations of
less than 1,000 ha or develop tree plantations of mainly fast-growing species for the pulp and paper
industry of less than 200 ha should be reviewed and removed.

The annual economic concession land rental fees for the establishment and development of forest
plantation should be reduced by 30-50% from the current rates that range from US$2.00 -
US$ 10.00/ha so as to promote the development of forest plantation.

Equipment and machinery imported for the production of seedlings, construction of access roads,
bridges and buildings should be exempted of duty for the establishment and development for forest
plantation.

In addition, tax exemption on profit should be given to companies engaged in forest establishment and
development for a period of 12 years and for those qualified under QIPs, the tax exemption on the
profit should be up to 9 years.

The government should consider providing long-term soft loans directly to private companies and/or
through financial institutions with or without a government guarantee at low-interest rates to promote
investment in forest plantation establishment and development.

The government should also consider providing immediate write-off of plantation costs against profits
of another company within the same group as this would mean that plantation investments would be
entirely free of corporate tax obligations.

Private companies conducting in-house research in developing high-yielding and disease-resistant
planting stock, as well as on improved management practices should be given tax exemption on
investments made in such research which is currently not available to them.

Market mechanisms should be developed to facilitate timely access to market information, especially
on prices of timber and timber products in the international markets.

Procedures and guidelines should be developed to register private forest plantations in partnership
with relevant authorities so that technical support and extension services, including research results
and findings, could be extended to them.

A robust conflict resolution mechanism should be developed to resolve over-lapping land claims so
that conflicts could be resolved in a transparent and amicable manner and all decisions made are
respected by all the involved parties.

Forest plantation companies should be further supported to establish a strong industry domestically,
including the required infrastructures and a competent and trained workforce, as well as adopting best
practices and technologies for the development of the forest plantation industry.

Myanmar
To expeditiously establish a dedicated Forest Development Fund as recommended in the Myanmar
Forest Policy Implementation Strategies that sources its funds from grants from the government, aid
and donation from local and international organizations, payment of ecosystem services fee, fines
collected from forest offences and sale of confiscated wood. The fund will be used to carry out
silvicultural operations, community forest development, forest extraction services and training of
human resources in the forestry sector.
The government should conduct a comprehensive review of the currently reduced extraction of teak by
55% and the other non-teak hardwood species by 33% below the annual allowable cut (AAC) of the
natural forests as this could adversely affect the ability of MTE to undertake environmentally sound
forest harvesting practices, as well as affect the supply of timber and timber products to the domestic
market.
To study the possibility of using a competitive tender system to allocate management and harvest
rights of natural forest areas within areas identified for plantation establishment to private companies.
The study should also include management leases involving timber harvest rights for existing
government-owned plantations in combination with new plantation establishment on adjacent
Reserved Forest land; and management leases involving timber harvest rights for the natural forest in
Reserved Forest or VFV land in combination with new plantation establishment on adjacent Reserved
Forest or VFV land.
The security deposit or performance bond paid by investors to the FD before planting could
commence which is now fixed at MMK 123,450/ha (US$ 82.30) for both teak and hardwood species
and which will be returned to the investors if at the end of the planting season the survival rate
achieved is 70% should be reduced by 50 % to MMK 61,725/ha (US$ 41.15). Similarly, the lessees’
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performance bonds to guarantee that they will establish crops on VFV land within 4 years that range
from MMK 7,413/ha ($4.94) to MMK 24,710/ha ($16.47) should also be reduced by 50%.

The current ecosystem services fee paid to the FD is suggested to be reduced to a maximum of 5% of
the domestic or export sale value of the forest products from the current maximum rate of 10%. It is
further suggested that this fee be deposited in the Forest Development Fund as proposed above.

The government should consider providing long-term soft loans directly to private companies and/or
through state-owned banks with or without a government guarantee at low-interest rates to promote
investment in forest plantation establishment and development

The government should also consider providing immediate write-off of plantation costs against profits
of another company within the same group as this would mean that plantation investments would be
entirely free of corporate tax obligations.

Promote and develop transparent marketing mechanisms to facilitate timely access to market
intelligence and information, especially on prices of plantation wood and wood products in the
international markets.

The government should develop better access infrastructure, communication and sanitation facilities,
electricity, etc. in the forest areas where plantation establishment is carried out which are mostly in the
remote areas of the country.

Provision of training to nurture qualified and dedicated field staff to be more efficient in the
establishment and management of forest plantation.

Thailand
To conclude the ongoing process in preparing the memorandum of understanding between the RFD
and DNP expeditiously so as to allow the staff of the RFD to source and collect quality forest tree
seeds from the protected areas that are under the jurisdiction of DNP.
The current preparation of relevant by-laws or regulations coordinated by MNRE and Environment to
allow private exporters of teak to legally sell processed teak products, especially from forest
plantation, in foreign markets should be expedited.
The ongoing process to reduce the 40% export tax for logs and sawn timber to 10% or waive the
export tax for logs and sawn timber should be expedited so as to enable private sector enterprises to
compete with the other countries which have only imposed an export tax of between 0-10%.
To review the Cabinet Resolution issued on 11 January 2000 that grant exclusive right to FIO to
export teak logs abroad so that others in the private sector would not have to sell their teak logs to FIO
if they wish to export them to overseas markets.
Undertake a review of the 2006 regulations of the Ministry of Commerce on rules, procedures and
conditions for the export of plantation wood and teak from private plantation forests and on land that
has been approved by the State so as to create competitiveness among timber exporters and
opportunities for the development of high-value forest plantations by private investors.
Conduct a review on the use of wooden stamps by the private sector in view of the rapid advancement
in today's technology where information on the source and movement of wood could be traced and
tracked more efficiency, for example, through timber tracking systems.
Consider the exemption of royalty payment on the use of forest products by poor small-farmers who
are allocated arable land in the national reserved forest areas in view of the decline in the availability
of arable land.
To establish a dedicated Forest Development Fund that sources its funds from grants from the
government, aid and donation from local and international organizations, and payment of ecosystem
services fee. The fund will be used to carry out reforestation, silvicultural and forest rehabilitation,
forest protection, community forest development, forest extension services and training of human
resources in the forestry sector.
The government should also consider providing immediate write-off of plantation costs against profits
of another company within the same group as this would mean that plantation investments would be
entirely free of corporate tax obligations.
To develop a benefit-sharing mechanism, including law and regulations, to facilitate the payment of
carbon credit in a fair and transparent manner, especially to investors that have invested in the
establishment of forest plantations on their own land.
A review of the Chainsaw Act, B.E. 2545 (2002) should be conducted so as to enable the free
movement of registered chainsaws in the country.
Consider the establishment of a one-stop centre to facilitate the registration of forest plantations and
wood processing plants so as to simplify and reduce the need to apply to multiple agencies for
approval to plant high-valued economic tree species and to undertake wood processing.

Vietnam

To extend the PFES program to cover naturally regenerating forests that have yet to be considered as
forests, as currently the program is applied only to areas with forest cover.
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The payment from the State budget to communities allocated natural forests in Special-use Forests or
Protection Forests for their work in protecting and developing them should also be extended to those
who are allocated natural Production Forest areas.

The status of the estimated 88,000 ha of natural forests managed by the four state companies and
which have been FSC-certified should be resolved expeditiously so that the area could be placed under
sustainable forest management.

The State forest rangers or the local authorities should provide law enforcement support to effectively
protect privately-owned forest areas and those allocated through the forest contracting arrangement.
The government should establish a mechanism for Management Boards of Protection Forests to
collaborate with the business sector to invest in the establishment of forest plantations for timber
production in their areas. In addition, the Management Boards of Special-use Forests should be given
financial support to promote ecotourism and other certification of ecosystem services which will
enhance their income.

Urgent action should be taken by the government to effectively re-allocate land from state-owned
forest and agricultural enterprises (SFAEs) to ethnic minority communities, especially customary land,
through strengthening the legal framework for returning such land to them, as well as to empower
them to effectively participate in the re-allocation process.

To conduct an in-depth study on the legal framework required to encourage households, individuals
and communities to venture into establishing longer rotation forest plantations for the production of
sawlogs, as well as the development of an insurance scheme to mitigate risks in developing such
plantations.

The government should also consider providing immediate write-off of plantation costs against profits
of another company within the same group as this would mean that plantation investments would be
entirely free of corporate tax obligations.

The government should consider developing a legal framework and initiating tree out-grower schemes
where households, individuals and communities are guaranteed purchase of their trees at maturity by
the wood-base industry.

The government should consider the creation of a platform where smallholders, households and local
communities which need capital to invest in establishing and developing certified forest plantations
could meet with enterprises that produced certified timber and timber products. A legal framework
should also be considered to ensure that any agreement or commitment made between the wood
processing enterprises and investors in developing forest plantation is legally binding.

The government should build roads or upgrade existing poorly built roads, including other related
infrastructures, to further support investors to reduce the cost incurred in forest plantations
establishment and development and thus increasing their financial viability.

7.0 Conclusions

All the four countries have endeavoured to achieve sustainable forest management, but the progress
has been slow. Finance has often been cited as a major constraint as financing sustainable forest
management still faces a number of obstacles due to policy and market failures.

In this regard, the government could establish an investment promotion entity to mobilize and
facilitate financial resources for financing sustainable forest management by identifying investment
opportunities and potential investors, as well as assisting in risk mitigation, especially the structuring
of financial packages in the private sector for investment in sustainable forest management.

Future financing mechanisms for sustainable forest management should encapsulate a portfolio
approach which is based on a portfolio of resources, including products and services, that has the
capacity to capture the differential competencies of government agencies, civil society and the private
sector at different levels of involvement, as well as the flexibility to address the diverse and evolving
needs of sustainable forest management.
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1.0 Introduction

Forests are of key resources to the economic, ecological and social development of countries in the
Mekong region. Millions of people in the region depend on forests for food, medicines, incomes,
exports and employment. They also provide a wide range of critical environmental services including
the protection of arable land and water resources, conservation of biological diversity and in
ameliorating climate change.

At the international level, the public goods and services provided by forests are also increasingly being
recognized in terms of climate change mitigation, biological diversity conservation and watershed
management.

Unfortunately, the forests in the Mekong region are under increasing threat due to over-exploitation,
illegal logging, destructive and over-fishing, poaching and trafficking of wild plants and animals.
This is further exacerbated by a growing population, the rapid conversion of forest land for
agricultural development and the high incidence of poverty.

Notwithstanding the above, the 2030 Agenda for Sustainable Development Goal 15: “Protect, restore
and promote sustainable use of terrestrial ecosystems, sustainably manage forests, combat
desertification, and halt and reverse land degradation and halt biodiversity loss” has called, among
others, to “promote the implementation of sustainable management of all types of forests, halt
deforestation, restore degraded forests and substantially increase afforestation and reforestation
globally” by 2020 under its Target 15.2. It has also underscored the need to “mobilize significant
resources from all sources and at all levels to finance sustainable forest management and provide
adequate incentives to developing countries to advance such management, including for conservation
and reforestation” under its Target 15.b.

In recent years, several policy initiatives internationally and nationally have been taken by both the
public and private sectors to promote demand and trade of wood and forest products from legal and
sustainable supply chains (LSSC). In this context, appropriate and well-directed incentives for
sustainable forest management are an essential component of establishing and implementing an LSSC
platform.

While several tropical countries have experimented with fiscal, non-fiscal and other tools (taxes,
subsidies, special economic zones, etc.) in trying to increase the domestic supply of wood, their
effectiveness has not been systematically examined. What is better known is that many governments
have used disincentives, such as the imposition of log export bans, quotas and fees, and set volume
targets for domestic processing to stem the economic leakage from the sector. Results have been
mixed and not always positive. Several potential risks are involved, such as a shift of log supplies to
unsustainable or illegal sources, and negative unintended consequences to the condition of the forest,
livelihoods of the forest-dependent communities, and the dwindling of the forest-based economy and
tax revenue base.

The report will, among others, review the current incentives for sustainable natural forest management
and for the establishment and development of forest plantation in Cambodia, Myanmar, Thailand, and
Vietnam along with background information on such incentives in Malaysia. It will also provide
recommendations of both fiscal and non-fiscal incentives, including other enabling incentives, to
further enhance the sustainable management of natural forests and in the development of forest
plantations to meet the ever-increasing demand of wood for the domestic market and for export in
Cambodia, Myanmar, Thailand, and Vietnam.

2.0 Scope of Work

According to the Terms of Reference (ToR) as described in the Special Service Agreement (SSA) as
attached in Annex 1, the scope of work, among others, is to undertake case studies on incentives for
sustainable forest management in Cambodia, Myanmar, Thailand, and Vietnam along with
background information on such incentives in Malaysia.

Among the most pertinent activities to be carried out as in Annex 2 of the ToR are, as follows:

(1) review the current national sustainable forest management (SFM) framework, national
land-use plans and identifying the existing incentives for SFM in the public policies of
Cambodia, Myanmar, Thailand and Vietnam;

(i) analyse the land tenure and use rights legal frameworks of Cambodia, Myanmar,
Thailand and Vietnam and their likely influence for forest management;

(i) identify what can be considered as disincentives which could be removed through
changes in the regulatory or administrative framework to enhance sustainable natural
forest management, including forest plantation establishment and development in
Cambodia, Myanmar, Thailand and Vietnam;

@iv) undertake a dialogue with government policy-makers, key companies in the private
sector, non-governmental organizations (NGOs), and professional organizations on
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what measures they consider as achievable and which kind of policy mix (introduction
of incentives, removal of disincentives) would be the most appropriate, including the
commitments by the private sector, e.g. zero-deforestation pledges for agricultural
commodities, and certification processes; and
(v) develop a set of proposals with respect to fiscal incentives, non-fiscal incentives, and
enabling incentives that could be introduced to enhance sustainable natural forest
management and the establishment and development of forest plantation in Cambodia,
Myanmar, Thailand and Vietnam, as well as disincentives that could be removed.
Four local resource persons, one each in each country, were recruited in November 2019 to assist and
work closely with the consultant in the collection and preparation of a paper to serve as inputs to the
assignment. The four local resource persons recruited are as in Table 1.

Tablel: Recruitment of Local Resource Persons

Name Organization Date of Recruitment
Mr. Hort Sothea Deputy Director, Department of Wildlife | 20 November 2019
and Biodiversity, Forestry

Administration, Cambodia

Mr. Baber Choo Secretary, Myanmar Forest Certification | 7 November 2019
Committee (MFCC), Myanmar

Dr. Suchitra Changtragoon Expert on Forest Conservation Research, | 19 Novemberv2019
Forest and Plant Conservation Research
Office, Department of National Parks,
Wildlife and Plant Conservation, Thailand

Dr. Truong Quang Hoang Director, Centre for Rural Development | 7 November 2019
in Central Vietnam (CRD), Faculty of
Extension and Rural Development, Hue
University of Agriculture and Forestry,
Vietnam

In this context, the work of the consultant and the four recruited local resource persons was conducted
under difficult conditions, especially when the World Health Organization (WHO) declared the spread
of the SARS-CoV-2 virus (Covid-19) as a pandemic on 11 March 2020. This has led to the
governments in Cambodia, Malaysia, Myanmar, Thailand and Vietnam to restrict movement, practise
social distancing and close national borders. More specifically, the consultant was not able to travel
and meet with the recruited local resource persons to discuss and review in-depth the information
provided by them as input to the report. This is in view that the Malaysian Government had enforced
the Movement Control Order (MCO)/Conditional Movement Control Order (CMCQO) nation-wide
from 18 March until 9 June 2020 where, among others, the national borders were closed and
Malaysians were not allowed to travel abroad.

Nevertheless, a common template was prepared to guide the local resource persons to prepare the
input paper as in Annex 2 attached. In brief, it would cover the policies, laws and regulations
addressing permanent reserved forests, forest land tenure and use rights arrangements; descriptions of
natural forest management and forest plantation establishment and development practices; current
incentives for sustainable natural forest management and those for forest plantation establishment and
development; and recommendations of incentives for sustainable forest management.

In addition, a questionnaire dated 28 November 2019 was prepared to solicit from the four ITTO focal
points in Cambodia, Myanmar, Thailand and Vietnam as to whether their country and/or organizations
have provided incentives, including introducing new incentives, that motivate key companies to
produce legal and traceable timber products, and those from sustainably managed forests, including
disincentives that need to be removed to enhance sustainable forest management, as in Annex 3.

The questionnaire was sent by the ITTO Secretariat to the four focal points on 29 November 2019, but
only Myanmar had responded on 7 February 2020 despite the deadline being extended from
31 December 2019 to 14 February 2020.

A trip was made to Yangon, Myanmar, from 8 -10 December 2019 to meet and discuss with the
recruited local resource person, Mr. Baber Cho, and his colleges at the Myanmar Forest Certification
Committee (MFCC) office, on the background of the case studies on incentives for sustainable forest
management in the Mekong region countries, namely, Cambodia, Myanmar, Thailand, and Vietnam,
and on how the inputs from Myanmar should be prepared in accordance with the Annex 3 template.
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3.0 Incentives for Sustainable Forest Management

The goal of any incentive scheme should be to ensure that investment decisions direct the economy’s
resources to activities that have the highest net social value. Many governments use fiscal incentives to
promote sustainable forest management such as tax holiday where a firm is exempted from paying
taxes on its profit during the tax holiday period; investment tax allowance that permits a firm to have
its capital expenditure (access roads construction, silvicultural treatments of natural forests, including
enrichment planting, land clearing and preparation of land for planting, etc.) deducted from statutory
income; group relief which provides immediate write-off of plantation costs against other revenue
sources, especially for a company with substantial taxable income from other sources; reduction or
exemption of import tax/duty on materials and machinery used for enhancing environmentally sound
forest harvesting of natural forest or for forest plantation establishment and development; reduction of
obligatory taxes, fees and/or royalties for logs harvested from certified natural forests and/or forest
plantations; and reduction or exemption of export tax/duty for forest products produced from certified
natural forests and/or forest plantations.

Many governments also use non-fiscal incentives to promote sustainable forest management such as
direct subsidies through soft loans provided by the government or through financial institutions at low-
interest rates with or without government guarantee; free or subsidized seedlings; cost-sharing of
silvicultural works and/or planting expenses; compensation schemes; and specific/special forest fund
established by the government (usually) to support activities that enhance sustainable management of
natural forest and/or forest plantation establishment and development.

Other incentives which could be considered as indirect or enabling incentives are good governance,
clear land tenure arrangements, national security, research and technical assistance and well-
established markets which often have greater influence than direct incentives such as free seedlings,
subsidized credit or cost-sharing in managing the natural forests, including forest plantations.
Notwithstanding the above, incentives need to improve the relative comparative advantage of
sustainable natural forest management and forest plantation establishment and development and thus
stimulate investment in them. Incentives must also be provided in a timely, targeted and flexible
manner for them to be effective in enhancing sustainable forest management.

There are also strategies adopted by governments to ensure that there is adequate financing for
sustainable forest management besides the normal budget provided for their forestry agencies to
undertake forest law enforcement, administration, conservation, management and development of the
forest resources, especially in managing the natural forests which are government-owned.
These include the establishment of forest funds to finance specific activities for forest management
and development and the payment of ecosystem services (PES), such as the hydrological services
provided by forests which will assist governments to generate additional public funds for SFM.

Malaysia

In the case of Malaysia, all forest lands are owned by the government, except for a few thousand
hectares (ha) ha which is owned by the private sector. In this regard, the total forest areas in Malaysia
was estimated in 2014 to be 18.28 million ha of which 17.70 million ha or 96.8 percent (%) were
natural forests with the balance of 0.58 million ha being forest plantations. It was further estimated
that 11.67 million ha or 63.8% were located in the Permanent Forest Estate (PFE)' with the balance of
6.61 million ha located outside the PFE.

In its efforts to enhance the sustainable management of natural forests, the Government of Malaysia
has under Part IV, Chapter 8, Section 56 of the National Forestry Act (1984) allowed a Forest
Development Fund to be established by each State Authority, especially by the State Forestry
Departments in Peninsular Malaysia, which is funded through the following means:

(1) any sums that are annually appropriated by the State Legislative Assembly for the
purposes of the Fund;
(ii) any forest development cess collected in respect of any forest produce removed from

any forested area;

(iii) any loans or grants given to the State Authority by the Federal Government for the
purposes of the Fund;

(iv) any money paid to the State Authority for carrying out into effect a reforestation plan
when the forest licensee fails to implement it successfully; and

(v) all money collected under any previous forest law by the State Authority for the
purpose of financing research on forestry, silviculture works, forest surveys, inventory

' Permanent Forest Estate (PFE): Land, whether public or private, secured by law and kept under permanent forest cover.
This includes land for the production of timber and other forest products, for the protection of soil and water, and for the
conservation of biological diversity, as well as land intended to fulfil a combination of these functions, including privately
held forests.
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and other related operations connected with forest development in the State, which
remains unexpended.
In this regard, the Fund would be used for the following purposes as enunciated under Section 58 of
the Act:
(1) the preparation of the State forest management plans;
(ii) the preparation and implementation of reforestation plans;
(iii)  the reviewing of the State forest management plans and reforestation plans;
(iv) the preparation and implementation of programs relating to amenity forests; and
v) any expenses incurred by the State Authority in carrying into effect a reforestation
plan when a licensee fails to implement it.
Currently in Peninsular Malaysia, among all the legally prescribed fees, royalties, and taxes payable to
the authority during forest harvesting, a sum of MYR 30.00 per cubic meter (m’) (US$ 7.06)° is
collected to enable the State Forestry Departments in Peninsular Malaysia to undertake silvicultural
treatments (climber cutting, enrichment planting, etc.) of logged-over natural forests in the Permanent
Reserved Forests, including internal auditing according to the Malaysian Timber Certification Scheme
(MTCS).
In the State of Sarawak, among the forest charges collected during forest harvesting, a fee of MYR
5.00/m® (US$ 1.18) is collected and paid into the Timber Premium (Rehabilitation and Development)
Fund to be specifically used for the rehabilitation and development of the natural forests, while in the
State of Sabah, a Forest Rehabilitation fee of MYR 6.00/m> (US$ 1.41) is collected based on timber
harvested from its Forest Reserves.
Recognizing the potential and the need to sustain the future growth of the timber industries in the
country and to reduce investment risk and uncertainty, and cash flow problems often associated with
the long-term nature of forestry operations, the Government of Malaysia has also provided fiscal and
non-fiscal incentives to promote investment in forest plantation establishment and development as
well as to encourage greater participation of the private sector in the forestry sector.
The fiscal incentives for supporting and encouraging private sector investment in forest plantation
establishment and development are through the Promotion of Investment Act (1986); Income Tax Act
(1967); and the "New Strategies Towards Stimulating the Nation's Economic Growth" announced by
the government on 21 May 2003.
Under Section 4A of the Promotion of Investment Act (1986), an eligible forest plantation investor is
allowed to enjoy “Pioneer Status” or “Investment Tax Allowance”, and “Infrastructure Allowance”.
In this regard, the Pioneer Status allows an eligible investor a 100% exemption of income tax for a
period of 15 years which is given in two stages, namely, a first 5 years from production day and an
additional 10 years after expiry of the initial 5 years of tax relief. Dividends for shareholders are also
tax exempted.
Under the Investment Tax Allowance, an eligible investor is allowed deduction from statutory income
at the rate of 100% of qualifying capital expenditure incurred within 10 years for land clearing and
preparation, planting of timber seedlings (but not replanting), provision of plant and machinery, and
construction of access roads, bridges and buildings or purchase of buildings. Dividends for
shareholders are also tax exempted. Any unutilized allowance can be carried forward until fully
utilized against future statutory income, and hence it is attractive for projects which are capital
intensive and have long gestation periods.
Companies undertaking new plantations, existing companies with plantations which are yet to be
harvested, existing companies establishing new areas as plantations under new entities or companies
taking over existing plantations provided harvesting has not commenced, are eligible to apply for
Pioneer Status or Investment Tax Allowance.
The Infrastructure Allowance is an alternative to “Agricultural Allowance” and “Schedule 4A of the
Approved Agricultural Projects” under the Income Tax Act (1967). It allows an investor to deduct at a
rate of 85% of the statutory income of 100% of capital expenditure on construction, reconstruction,
extension or improvement of permanent structures, and the extension on construction and
reconstruction, including bridges, jetties, ports and roads. As with the Investment Tax Allowance, any
unutilized allowance can be deducted against future statutory income, and that dividends for
shareholders are tax exempted. This fiscal incentive can be enjoyed with those provided under the
Pioneer Status and Investment Tax Allowance.
Since a forest plantation is now recognized as an approved agriculture project under Schedule 4A of
the Income Tax Act (1967), an investor could also enjoy the incentives provided under the
“Agricultural Allowance” and those as stipulated under “Schedule 4A of the Approved Agricultural
Projects” list. In this regard, the Agricultural Allowance allows an investor to deduct capital
expenditure incurred on clearing and preparation of land; planting of crops and construction of roads
at a rate of 50% per annum; for construction of buildings for the welfare of persons or as living

? Exchange rate: MYR 4.25 (Ringgit) = US$ 1.00.
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accommodation at a rate of 20% per annum; and those for the construction of the other buildings used
for purposes of working the plantation at a rate of 10% per annum. A company granted this incentive
can deduct the allowance as long as the expenditure is incurred. This fiscal incentive is an alternative
to Infrastructure Allowance and Schedule 4A of the Approved Agricultural Projects, but companies
granted Pioneer Status or Investment Tax Allowance could also enjoy this incentive.

To further encourage the private sector to establish and develop forest plantations, effective from the
year of assessment of income 1999, additional incentives were granted by the Government of
Malaysia to enable private companies undertaking forest plantation projects to offset qualifying capital
expenditures, such as in the clearing and preparation of land, planting of timber seedlings but not
replanting, provision of plant and machinery, the building of access roads and bridges, and
construction or purchase of buildings, against income from other business sources of the company
under Schedule 4A of the Approved Agricultural Projects. The rotation cycle for the 75 approved
species as in Annex 4 varies from a minimum of 6 years to a maximum of 50 years depending on the
type of species planted, while the minimum area planted should be at least 50 ha and that it must be
undertaken on a sustainable basis. This incentive is provided as an alternative to Pioneer Status,
Investment Tax Allowance, Infrastructure Allowance, and Agricultural Allowance.

Notwithstanding the above, on 21 May 2003, the Government of Malaysia has also provided further
incentives to encourage the establishment and development of forest plantation by the private sector
through the “New Strategies Towards Stimulating the Nation’s Economic Growth”, where under the
“Group Relief” a company is allowed to reduce its tax burden by offsetting its losses from the profit of
another company within the same group. In addition to the qualifying capital expenditures as allowed
under Schedule 4A of the Approved Agricultural Projects, companies are also allowed to include
expenses incurred in pre-operating activities which include preparation of Forest Management Plans
and Environmental Impact Assessment (EIA) Reports; fees related to the procurement of timber
certification; surveying work; enrichment planting; silviculture treatments; pest and diseases control;
and fire management. In fact, this incentive allows a company to transfer its forest plantation
expenditure, in full or in a part, to another related company resident in Malaysia where the quantum of
expenditure to be surrendered in each fiscal year should be based on the area planted and maintained
for that year. However, a ceiling amount of group relief claim will be fixed for each plantation
company and this could be formulated by using the company's forest planting area as the basis for the
calculation.

Additional incentives are also provided to any eligible company that undertakes in-house research and
development (R&D) to further its business where an Investment Tax Allowance of 50% of the
qualifying capital expenditure incurred within 10 years is allowed. The company can offset the
allowance against 70% of its statutory income for each year of assessment. Any unutilized allowances
can be carried forward to subsequent years until fully utilized.

Companies in the wood-based industry that reinvest for the purposes of expansion, automation,
modernization or diversification of its existing business into any related products within the same
industry and on condition that such companies have been in operation for at least 36 months effective
from the year of assessment 2009, are allowed to apply for “Reinvestment Allowance” under Section
4F of the Promotion of Investment Act (1986). The Reinvestment Allowance will be given for a
period of 15 consecutive years beginning from the year the first reinvestment is made. Companies can
only claim the Reinvestment Allowance upon the completion of the qualifying project, that is, after the
building is completed or when the plant/machinery is put to operational use.

In this context, the Reinvestment Allowance is given at the rate of 60% on the qualifying capital
expenditure incurred by the company, and can be offset against 70% of its statutory income for the
year of assessment. Any unutilized allowance can be carried forward to subsequent years until fully
utilized, while assets acquired for the reinvestment cannot be disposed off within a period of five years
from the time of the reinvestment which is effective from the year of assessment 2009.

After the 15-year period of eligibility for Reinvestment Allowance, companies that reinvest in the
manufacture of promoted products are eligible to apply for “Accelerated Capital Allowance”.
This provides a special allowance where the capital expenditure is written off within three years, with
an initial allowance of 40% and an annual allowance of 20%.

In terms of non-fiscal incentives provided by the Malaysian Government and to aggressively
encourage the private sector to establish and develop more forest plantations to meet the demand of
the wood-based industry and for export, the Government of Malaysia on 13 February 2006 has
formed, through the Malaysian Timber Industry Board (MTIB), a Special Purpose Vehicle known as
the Forest Plantation Development Sdn. Bhd., to disburse soft loans for private companies willing to
establish forest plantations. Through this initiative, the Government of Malaysia plans to develop
375,000 ha of forest plantation in the next 15 years, at an annual planting target of 25,000 ha, which is
expected to yield 5 million m’, and at an estimated total cost of MYR 2.2 billion (US$ 0.52 billion).
Currently, a sum of MYR 1.045 billion (US$ 0.25 billion) has been approved.
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Under this initiative, the government provides MYR 10,000.00/ha (US$ 2,352.94) for the planting of
rubber timber-latex clones in Peninsular Malaysia whereas in the States of Sabah and Sarawak this
amount is increased to MYR 13,000.00/ha (US$ 3,058.82). For companies engaged in the planting of
the eight approved tree species, namely, Acacia mangium, Neolamarckia cadamba, Paraserianthes
falcataria, Tectona grandis, Octomeles sumatrana, Khaya ivorensis, and Azadirachta excels, and the
highly commercial bamboo species, a sum of MYR 8,000.00/ha (US$ 1,882.35) and
MYR 10,000.00/ha (US$ 2,352.94) respectively will be loaned to companies irrespective of their
locations in Malaysia. The maximum loan period is 20 years with a 3% annual interest rate. A grace
period of 15 years is also given and companies only commence paying back the loan from year 16 and
onwards.

As of 31 March 2019, the Forest Plantation Development Sdn. Bhd, has disbursed loans amounting to
MYR 861.9 million (US$ 202.8 million) or 82.4% of its approved allocation of MYR 1.045 billion
(US$ 0.25 billion) to 74 companies to establish a total of 120,213 ha of forest plantations. In this
regard, a total of 114,780 ha or 95.5% of the agreed planting target of 120,213 ha has been planted,
comprising five species, namely, rubber timber-latex clones, A. mangium, P. falcataria, N. cadamba,
and O. sumatrana.

To reduce investment risk and uncertainty in the sustainable management of natural forests in
Malaysia, enabling incentives are provided by the State Government of Sabah in 1997 through the
phasing out of short-term timber harvesting licences and replaced them with Sustainable Forest
Management Licence Agreements (SFMLAs) which provide long-term tenure of 100 years and cover
areas that average 100,000 ha each. A total of 34 SFMLs have been awarded to private sector
companies covering mostly logged-over production forest reserves. The SFMLA holders are required
to carry out their forest management activities based on a 10-year Forest Management Plan which
details how the area can be sustainably managed through multiple-use use forest management.

In the case of Peninsular Malaysia where a total of 439,189 ha of the Permanent Reserved Forests has
been approved for private sector companies to develop into forest plantations, a tenure of 30 years has
been granted which could be extended for another 30 years subject to evaluation of their performance.

4.0 Cambodia

4.1 Background

The Cambodian Constitution recognizes the importance of environmental protection and sustainable
management of natural resources and stipulates that the State should promote environmental
protection and sustainable natural resource management. In 1996, the Law on Environmental
Protection and Natural Resource Management was enacted that emphasizes on sustainable
management of natural resources and anticipated the need for the establishment of a network of
protected areas.

In Cambodia, the Forestry Administration (FA) manages the Permanent Forest Estate (PFE)
comprising Permanent Forest Reserves and Private Forests in accordance with the National Forestry
Policy Statement (2002) and the Forestry Law (2002), and in implementing the National Forest
Programme (NFP), including community forestry; while the Fisheries Administration manages
mangroves and inundated forests, both under the Ministry of Agriculture, Forestry and Fisheries
(MAFF). Rubber plantations that are located in the PFE are managed by the General Department of
Rubber Plantations, also within MAFF. Furthermore, the Ministry of Environment (MoE) manages the
Protected Areas and Ramsar sites, while the Ministry of Economy and Finance (MEF) regulates the
flows of finances to and from forests and the institutions that manage them. However, the jurisdiction
of managing protection forests and conservation areas between MAFF and MoE was changed in early
2016. In this regard, the government had transferred 13 protected forest areas and five production
forest areas, currently designated as protected areas, from MAFF jurisdiction to MoE, while 73
economic land concessions located in protected areas under MoE management were transferred to
MAFF.

The total forest area in Cambodia in 2014 was estimated to be 8.52 million ha, of which the extent of
natural forests and forest plantations were 8.48 million ha and 0.04 million ha respectively. Of the
total natural forests, an estimated 1.60 million ha or 18.9% was located in the PFE while the balance
of 6.88 million ha was located outside the PFE. Except for a few thousand hectares of forest
plantations established in the PFE, all the others were established outside the PFE. In addition, of the
total production forests of 3.07 million ha, an estimated 1.61 million ha or 52.4% was located in the
PFE while the balance of 1.46 million ha was located outside the PFE. The details of the extent of
natural forests and forest plantations in Cambodia are as in Annex 5.

In terms of ownership, it was estimated that 7.09 million ha or 83.2% of the total forest areas were
publicly owned with the balance of 1.43 million ha or 16.8% being privately owned. Of the total
publicly owned natural forest areas of 7.05 million ha, a total of 1.60 million ha or 22.7% were located
in the PFE with the balance of 5.44 million ha located outside the PFE. Except for a few thousand
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hectares of publicly owned forest plantations in the PFE, all the others amounting to 31.1 thousand ha
were located outside the PFE as in Annex 6.

In its efforts to promote the development of the domestic wood processing enterprises, the
Government of Cambodia has since 2006 imposed a ban on the export on roundlogs with or without
bark, sawnwood and squared wood with dimension thicker than 25 cm, fuelwood and charcoal sourced
from natural forests.

4.2 Policies, Legislation and Land Tenure Arrangements
The National Forest Policy Statement adopted in June 2002 which has been updated several times to
reflect the needs and interests of different groups underscores the government’s commitment to the
conservation and management of the country's unique forest resources in a sustainable manner now
and for the benefit of future generations; the participation of local communities in protecting and
managing forest resources; and an assessment and optimal allocation of land resources. It also
specifies the government’s role in promoting community forestry programs. The policy is based on the
following elements:

(1) dedicating appropriate forest areas as permanent forest estates;

(ii) promoting sustainable management with particular reference to conserving biological

diversity and soil and water resources;
(iii) assuring the traditional forest use rights and privileges of communities;
@iv) sustaining and increasing the supply of forest products for social and economic

growth;

(v) enhancing the contribution of forestry to human welfare;

(vi) strengthening the national economy, with special reference to equitable economic
development;

(vii)  increasing the participation of local communities and the private sector in forest
protection, management and improvement; and

(viii)  supporting community forestry programs.
In addition, the NFP, issued in 2009, provides the elements for a long-term forest policy for the period
2010-2029. It includes a Strategic Framework which sets an overall vision and programmatic and
policy priorities. Its overall mission statement “is to advance the sustainable management and
development of our forests for their contribution to poverty alleviation, enhanced livelihoods,
economic growth and environmental protection, including conservation of biological diversity and our
cultural heritage.” It aims to make Cambodia a producer of sustainable high-valued timber and non-
wood forest products (NWFPs) and a supplier to the carbon sequestration markets.
More specifically, the NFP consists of six major programs that will be implemented and monitored
over 20 years, as follows:

(i) forest demarcation, classification and registration;

(i1) conservation and development of forest resources and biological diversity;

(iii) forest law enforcement and governance;

@iv) community forestry;

(v) capacity and research development; and

(vi) sustainable forest financing.
The regulatory frameworks for the forestry sector in Cambodia, since the end of the 1990s, have
improved considerably. Various laws, decrees and sub-decrees related to forestry, land management
and environmental protection have been formulated and endorsed to strengthen the forestry sector
which include the preparation of a policy and legislative framework for long-term sustainable
management of its forest resources. Among them are the Land Law (2001), the Forestry Law (2002),
the Law on Protected Areas (2008), the Sub-decree on Community Forestry Management (2003), and
the Guidelines on Community Forestry and Related Policies (2006). Other related frameworks that are
of equally important include the National Forest Policy Statement (2002), the National Policy on
Development of Indigenous People (2009), the Policy on the Registration and Right to Use Land of
Indigenous Communities (2009), and the Sub-decree on the Procedure for Registration of Land of
Indigenous Communities (2009).
In addition, there are other supporting frameworks, inter alia, the Rectangular Strategy for Growth,
Employment, Equity and Efficiency that provides the platform for national development, the
Cambodia Sustainable Development Goals Framework 2016-2030, the National Biodiversity Strategy
and Action Plan (2016), and the draft Environmental Code that provides the foundation, among others,
for improved land-use management practices and addresses environmental degradation. Currently, the
National Environment Strategy and Action Plan (2017) is being updated.
The Land Law that was promulgated by a Royal Decree in 2001 provides the legal platform for the
management of land in Cambodia. It aims to clarify previous legislation related to ownership and the
use of land and other natural resources, regulates basic issues related to land management and tenure
and provides the legal framework for the allocation of use rights to individuals, communes, etc..
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It differentiates three types of property and ownership rights in Cambodia, namely, (i) State Public
Property, (ii) State Private Property and (iii) Private Property. State Public Property is land held by the
State in public trust and carries a public interest use. It includes properties of a natural origin, such as
the Permanent Forest Reserves, and cannot be sold or transferred to other legal entities, though it may
be subjected to rights of occupancy or use that are strictly temporary in nature. State Private Property
is land owned by the State or public entities that does not have a public interest use. The main
difference between State Private Property and State Public Property is that the State Private Property
may be sold or transferred to other legal entities. Land concessions whether for a social or an
economic purpose may only occur on State Private Property. Private Property is owned by individuals
or legal entities. It may be leased, used as collateral, inherited or transferred to other individuals or
entities.

All production forests are owned by the government. However, the government may grant some part
of the production forests as forest concession or production forest not under concessions (annual
coupe) to an individual or legal entity, including access rights to harvest the forest resources in
accordance with the National Forest Policy Statement (2002), the Forestry Law (2002) and other
related forestry regulations and laws in Cambodia. More specifically, the Forestry Law states that the
government may grant an area of production forest that is not being used, to private companies
through public bidding consistent with the National Forest Management Plan and after consultation
with concerned Ministries, local authorities and communities.

Notwithstanding the above, the adopted Sub-decree on Economic Land Concession in December 2005
provides the criteria, procedures, mechanisms and institutional arrangements for initiating and
granting economic land concessions (ELCs), for monitoring the performance of all economic land
concession contracts, and for reviewing those that entered into force prior to the effective date of the
Sub-decree for compliance with the Land Law (2001).

It stipulates that ELCs may be granted to grow food and agro-industry crops, including the
development of tree plantation, animal farm and aquaculture, the establishment of enterprises and
construction of factory facilities, and installation of equipment for processing of domestic raw
materials. All these economic activities have to be based on the land-use plan for the area and should
be within the framework of natural resource management based on appropriate ecological systems.
It emphasizes the need for the ELCs to conform to the Land-use Plans adopted by the Provincial-
Municipal State Land Management Committees.

In addition, according to existing legislation, and in particular the Sub-decree on Forest Concession
Management (2000) and its guidelines, forest concessionaires are obliged to guarantee the traditional
rights of access to the forest resources within their concession areas that are of economic, subsistence
and spiritual value to local communities. Management plans should specify the community forests and
related programs with communities, as well as a Social Impact Assessment report.

The Forestry Law adopted in August 2002 provides the regulatory framework for the management,
harvesting, use, development and conservation of forests in Cambodia. It allows the State to grant
collective ownership to indigenous communities, but they are not allowed to transfer or dispose it to a
third party. It principally recognizes forest management by communities and private entities and the
customary use of forests. Communities or individuals can acquire user rights in Permanent Forest
Reserves based on an application to the FA at different levels’. More specifically, the Forestry Law
(2002) provides a comprehensive legal foundation for:

(1) establishing the role and power of government agencies in forestry administration and
enforcement;
(ii) classifying forest lands, including establishing a permanent forest estate;

(iii)  the rights and obligations of all parties involved in forest exploitation;

@iv) forest revenue collection;

(v) private and community forestry;

(vi) conserving and protecting forests and wildlife; and

(vii)  forest crimes and their penalties.
The adopted National Strategic Development Plan, 2019-2023, serves as the ‘roadmap’ for
implementing the Rectangular Strategy-Phase IV. It aims to support the sustainable use of all the
natural resources in the country. The Plan recognizes the need for special attention to be given to the
management of the environment and natural resources so as to minimize the negative impacts of
climate change. It also focuses on (i) forest management and development; (ii) strengthening forest
and wildlife research and development; (iii) management of wildlife rescue centres and rehabilitation;
(iv) strengthening forest law enforcement; and (v) strengthening the management and supporting
services of the FA.
In fact, Phase IV of the adopted Rectangular Strategy for Growth, Employment, Equity and Efficiency
(2018) is to continue the management of the forest and wildlife resources by maintaining the forest

* FA Inspectorate at the regional level, FA Cantonment at the provincial level, FA Division at the district level, and FA
Triage at the commune level.
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cover at more than 60% of the country land area. It includes the prevention of forest encroachment and
clearing for private ownership purposes, and in promoting the contribution of the community in
preventing forest fire, illegal logging and forest clearing, as well as combatting forest crimes and
wildlife trafficking.

The government also recognizes the importance of community forestry for forest management and
rural development. However, both the Forestry Law (2002) and Community Forestry Guidelines
(2006) lack the legal frameworks to support forest-based community enterprises and the livelihoods of
local people, although the latter provides practical strategies and operational guidance to further
develop community forestry in the country.

Nevertheless, the adopted Sub-decree on Community Forestry Management (2003) provides the rules
for the establishment, management and use of community forests. The objectives of the Sub-decree are
to (i) implement the Forestry Law and other legislation regarding local community management of
forest resources; (ii) establish procedures to enable communities to manage, use and benefit from the
forest resources, including to preserve their culture, tradition and improve their livelihoods; and
(iii) provide an effective means for a community to participate in the reforestation, rehabilitation and
conservation of natural resources, including forests and wildlife. The Sub-decree also prescribes the
manner in which a Community Forest Agreement is prepared between the community and the FA.
This includes setting the term limit of the agreement which is for a period of 15 years. The agreement
is renewable for another 15 years but is subjected to an assessment of its performance and the
management of the agreement, although there is no guarantee on its extension.

The Forestry Law (2002) requires an individual and legal entity to pay royalties and premiums when
harvesting timber and non-timber forest products. More specifically, Article 52 states that any
individual or legal entity harvesting forest products and by-products for commercial purposes within
the Permanent Forest Reserves shall pay royalties and premiums to the national budget through the
FA; while Article 56 states that anyone with legal possession of a permit to harvest forest products and
by-products shall pay all applicable royalties and premiums prior to transferring or selling any of these
rights to a third party.

Based on durability and potential utilization, tree species in Cambodia are economically classified into
four grades, namely, Luxury grade, Grade I, II and III, for which different royalties are applied.
In addition, there is a number of tree species which have been temporarily classified as “non-graded”
pending evaluation of their potential uses. In this regard, Luxury grade timber is wood that is very
durable and is used as long-term construction materials. The extraction of this timber grade is strictly
prohibited. However, in unavoidable circumstances when trees have to be cleared, special permission
from MAFF may be granted to extract timber of this grade. Grade I and II are wood that is durable.
They are dominated by Dipterocarp species where commercial exploitation is permitted; while Grade
IIT are non-commercial trees and are used as fuelwood.

The royalties levied on timber and non-timber forest products are revised from time to time based on
market demand. The Government of Cambodia had issued declarations on the royalties on timber and
forest products in 2000, 2009, and 2012. However, before 1995, there were no documents which
define the price of timber. It is probable that the timber royalties were based on the individual
agreement negotiated between the Government of Cambodia and the forest concession company.
Currently, the list of timber royalties declared in 2009 is still being used by the FA. Based on volume,
the royalties for roundlogs with a diameter larger than 30 cm range from US$ 275.00/m’* for Dalbergia
cochinchinensis, a Luxury grade log, to US$ 27.50/m’ for Grade III roundlogs. In addition, tree-based
royalties are also imposed according to grades and diameter at stump height. For Luxury grade trees, a
US$ 2.50/tree will be charged for trees with a diameter of less than 15 cm. For Grade I trees with a
diameter of between 15-30 cm the royalty is fixed at US$ 5.00/tree, while for Grade II and Grade 111
trees they are fixed at US$ 4.25/tree and US$ 3.75/tree respectively. A royalty at US$ 0.50/tree for all
species with a diameter of less than 15 cm will be levied, except for Luxury grade tree.

In 2012, MAFF and the Ministry of Economy and Finance issued a Joint Declaration on the Provision
of Public Services related to the forestry sector. The specific fees stated in the Declaration include the
service fee for the export of timber and non-timber products, and permit fees for transportation,
transport quotas, reforestation, forests maintenance, the use of any type of chainsaws to harvest forest
products and by-products, and export fee for all wood species. It also includes permit fees for the
establishment of sawmills or processing facilities for forest products and by-products, and timber
depots to distribute and sell forest products and by-products.

In this context, the export tax on all timber and non-timber forest products is fixed at 1% of FOB of
the total value in the permit, while the permit fee for the transportation of timber and non-timber forest
products is fixed at KHR 40,000 (US$ 10.00)* with its validity period stated in the permit and that for
the transport quota permit is fixed at KHR 100,000/year (US$ 25.00). The permit fee for establishing a

* Exchange rate: KHR 4,000 (Riel) = US$ 1.00.
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timber depot or sawmill is fixed at KHR 1,000,000/year (US$ 250.00), while the annual permit fee for
the use of a chainsaw is fixed at KHR 60,000/unit (US$ 15.00).

In addition, based on inventoried volume, a reforestation fee of US$ 2.50/m’ is levied for all species,
while aforest maintenance fee at 5% of the value of all timber and non-timber forest products are also
levied by the government.

4.3 Natural Forest Management Practices
Before 1991, Cambodia had experienced a long civil war. There were limited forestry laws and
regulations for the management of the country forest resources. Illegal logging was the main source of
finance to support the survival of both the government and Khmer Rouge where part of the forest
resources was controlled by the Khmer Rouge, especially in remote areas.
Forest management through the use of a forest concession system was introduced to the country in the
aftermath of the 1991 Paris Peace Accords and between 1990 and 1997, the government had granted
36 commercial forest concessions covering an area of seven million ha or about 65 % of Cambodia's
forests. By introducing a forest concession system, the government sought to delegate the
responsibility of forest management to the private sector, while at the same time to raise the much-
needed revenue for national development.
However, the system was unable to demonstrate efficient and economic timber harvesting in a
sustainable manner, and hence, in January 2002, all harvesting activities were suspended. The forest
concessionaires were then required to prepare operational and strategic forest management plans,
incorporating environmental and social impact assessments, and the planned responses to those
assessments. The current list of forest concessions remains officially suspended, and forest concession
areas, including those areas that have been revoked, have been re-allocated as community forests,
protected forests, ELCs, and social land concessions where the land is used specifically for rural
community development, such as for small-scale agricultural production and village expansion.
Notwithstanding the above, commercial logging is strictly controlled by the government and through
the enforcement of the Cambodian Code of Practice for Forest Harvesting that was prepared under a
loan from the World Bank and which was passed into law on 26 July 1999. The Code is designed to
ensure sustainable forest management in forest concession areas and prescribes harvesting practices
that protect the environment in line with the principles of sustainable development. These practices
aim to ensure resource sustainability through enhancing the capacity of the forests to regenerate,
protect sites of cultural significance, improve the economic and social contributions of forestry, and
ensure the health and safety of forest workers. Guidelines for implementing these practices cover the
following areas:

1) management planning systems;

(i1) inventories in the forest management cycle;

(iii)  conservation of biological diversity in protected forests;

@iv) social forestry in concession areas;

(v) management of timber theft;

(vi) forest engineering;

(vii)  environmental impact assessment;

(viii)  special management areas; and

(ix) selection of silvicultural systems and the management of wildlife habitats and water

catchments.

To enhance the sustainability of forest management, the Code of Practice for Forest Harvesting also
lays out three main phases of forest operations, namely, the pre-felling phase, the felling phase, and
the post-felling phase.
During the pre-felling phase, the forest concessionaire will have to conduct an Environmental and
Social Impact Assessment (ESIA) encompassing the technical, social, economic, and environmental
aspects of forest harvesting. Once the ESIA report is accepted by the relevant government authorities,
the forest concessionaire will have to identify the impacts of its forest operations and the mitigation
and preventive measures that have to be taken to address them. The forest concessionaire will then
have to conduct a forest inventory to assess the existing biological diversity resources within the
concession area, including watershed and soil, wildlife and its habitats, seed sources, historical and
cultural relics or sites, developed infrastructures, and general disturbance of ground vegetation and
soil. The identification of special management areas within the concession area, including protected
areas, and the provision for demarcation of all such areas.
A medium to long-term concession management plan together with an annual forest management plan
and an operational plan will be prepared. The management plan will include objectives, specific
activities, forest protection, budget, monitoring arrangements, and will be reviewed once every
five years. Attached to the concession management plan are planned harvesting blocks and maps
demarcating protected and management areas, as well as providing the criteria and indicators against
the guidelines of the Code of Practice for Forest Harvesting and those of the ESIA report. In addition,
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the harvesting plan should optimize harvesting production rates, minimize environmental impacts
associated with harvesting operations, accommodate the needs of local communities and making
provision for their participation in decision-making about safety and harvesting operations.

The number of trees allowed for harvesting or felling is based on the forest inventory and technical
guidelines as stipulated in the Code of Practice for Forest Harvesting. It should ensure natural
regeneration of the forest and protect wildlife habitats. The cutting cycle adopted is 25 years.

The demarcation of special management areas and protected areas will be carried out following the
guidelines for designating, among others, cultural areas, lakes, shorelines, water storage areas, landslip
areas, watercourse reserves, streams and buffer-zone requirements. Furthermore, the construction of
log landings, roads and skid trails will have to follow those stipulated in the Code of Practice for
Forest Harvesting so as to minimize the adverse impact on the forest environment.

During the felling phase, trees selection for felling will be done in compliance with the tree selection
regulations and guidelines. It should ensure the retention and protection of adequate residual growing
stock and seed trees of desirable species. MAFF regulates the minimum felling limits for tree species
in accordance with the category of timber grades. For Luxury grade timber species, the minimum
felling limit allowed is 45 cm diameter at breast height (dbh); for Grade I, II and III timber species, the
minimum felling limits vary from 30 cm to 60 cm dbh; while that for Non-Graded timber species, the
minimum felling limit is 30 cm dbh. Nevertheless, the regulation also stipulates that 15 rare timber
species, 11 tree species that local communities traditionally collect resin, and 10 high-valued
commercial timber species are prohibited from harvesting.

All selected trees for harvesting will be marked for felling and monitored by the FA’s officers, while
during logging operation, the practice is to maximize the log volume (stump height and the use of
machinery), and adopt directional felling and safe felling practices. Moreover, skidding, loading,
transporting, log scaling, the use of machinery and equipment, forest camp hygiene, stabilization of
logged areas, training of staff, and supervision of operations have to follow the guidelines as provided
in the Code of Practice for Forest Harvesting.

At the post-felling phase, a monitoring program will be developed to ensure that mitigation measures
are carried out and that difficulties and impediments identified during forest harvesting operation are
addressed. The monitoring which is reported to the FA will be based on the implementation of the
prescriptions as set out in the annual operational plan, harvesting block plan and the Code of Practice
for Forest Harvesting. In this regard, the monitoring report will assist the FA to:

1) maintain control over the implementation of wood harvest;

(i1) monitor unauthorized wood harvest and other illegal activities;

(iii)  evaluate forest management programs and managerial performance of
concessionaires;

@iv) adjust the annual operational plan in the light of achievements and difficulties in plan
implementation; and
(v) provide information for the revision of the management plan and trend of forest cover
condition in the long term.

During monitoring, the forest conditions at post-harvest or after felling will be assessed as to whether
the forest concessionaire has complied with the plan that regulates protection, inventory, yield
estimation, harvesting, silviculture, biological diversity and watershed conservation, as well as take
into account the interests of local communities and the affected people. If a concessionaire fails to
adhere to the standards of management and mitigation measures as elaborated in the ESIA’s
recommendations and the Code of Practice for Forest Harvesting, it could result in paying a fine,
including the possibility of cancellation of the concession agreement.
In this context, the authorized concessionaires in ELCs areas could be allowed to harvest timber only
on their own forest lands that are approved for development projects, based on the agreement signed
between the companies and the relevant government agencies. Therefore, the companies could clear
forest land, divided into sub-zones of the approved development area, and are allowed to collect
timber and pay tax, either through standing tree taxation based on the forest inventory or on the
processed wood as specified by the FA. In general, each sub-zone of the forest land that is allowed to
be annually cleared is around 1,000 ha. The companies have to apply to MAFF to clear the sub-zone
every year until all the sub-zones are cleared and fully planted with other crops or trees as agreed in
the development agreement. Generally, there is no limitation to the volume of timber removed, but a
forest inventory must be done prior to the clearing of the sub-zones. The FA is the only authority that
is allowed to certify the logs or volume of timber removed within ELCs’ development areas.
Currently, logging in Cambodia focuses on all commercially viable species in economic land
concession areas, albeit that some of the tree species are subjected to intensive logging which include
Afzelia xylocarpa, Pterocarpus macrocarpus, Dalbergia bariensis, Aquilaria crassna, Fagraea
fragrans, Heritiera javani and Hopea odorata.

4.4 Forest Plantation Establishment and Development
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Cambodia’s forest cover has undergone significant changes over the past several decades.
Between 1965 and 2016, Cambodia had lost almost one-third of its forest cover, primarily as the result
of the civil war, social dislocations, and the evolving roles of forest in national development priorities.
Hence, there is a need to increase its forest cover through the establishment and development of multi-
purpose tree plantations that have the potential to meet the domestic demand for timber, increase
incomes of local communities, and improve the environment through watershed protection and erosion
control. Species considered include Dipterocarpus alatus, H. odorata, Azadirachta indica, rubber
trees, Eucalyptus camaldulensis, Acacia auriculifomis, A. mangium and Sesbania grandiflora.
Large-scale investment in forest plantation establishment and development on public forest land has
been initially promoted through public-private partnerships. In 2017, this was further promoted
through the Declaration on Tree Plantation Development that facilitates the procedure for private
forest registration and encourages private sector involvement, especially on legally acquired private
land.
To contribute to the achievement of the sustainable development goal where the forest cover would be
maintained at 50% by 2030 as defined in the Framework for Cambodian Sustainable Development
Goals, the government has promoted the implementation of sustainable management of all types of
forests, halt deforestation, restore degraded forests, and promote afforestation and reforestation.
With the most recent declaration in the Agricultural Strategic Development Plan, 2019-2023, the FA
has set a target of at least 10,000 ha of forest plantations to be established annually, inclusive of
9,000 ha by the private sector. It also plans to distribute 10 million tree seedlings per year under its
Conservation of Genetic Resources from Forest and Establishment of Seed Sources for Planting
Program.
Reforestation has been carried out mainly on poor sites. An area of between 300 and 400 ha was
planted each year between 1915 and 1972. The species planted have included H. odorata,
Dipterocarpus species, Tectona grandis, Pinus merkusii, and fast-growing fuelwood species such as
Peltophorum ferrugineum and Combretum guadrangulare.
From 1985 to 2013, there had been 143,586 ha of forest plantations established in Cambodia,
comprising 119,170 ha of forest plantations that belong to the ELCs, public-private partnership
companies, and small-scale households; 24,107 ha were planted by public institutions such as the FA
and the army; and 309 ha by local NGOs.
Between 2014 and 2018, forest plantation areas amounted to 338,718 ha, inclusive of 337,046 ha
planted by the ELCs, private-public partnerships, and small-scale households, and 1,672 ha by the FA.
The dominant timber species planted are A. mangium, A. auriculifomis, E. camaldulensis, a few
varieties of Eucalyptus hybrid derived from E. grandis and T. grandis; with the rest being native
species, such as Hopea odorata.
With the current practices of establishment and registration of private forest plantation in compliance
with forestry policies, laws and regulations, MAFF has promulgated the Declaration on the
Establishment of Private Forests to promote and incentivize individuals or legal entities to plant trees
on their own legally acquired land as a means of increasing timber production and fuelwood supply for
both domestic consumption and export. The provisions of the regulation elaborate the procedure, legal
requirements, and processes from application to harvesting of the established tree plantation. In this
regard, private forests are categorized according to land sizes, as follows:

(1) household private forest of less than 10 ha;

(i1) small-scale private forest of between 10 ha to 100 ha;

(i11) medium-scale private forest of more than 100 ha to 1,000 ha; and

@iv) large-scale private forest of more than 1,000 ha.
From 2020 onwards, MAFF has allowed the FA to establish and develop state forest plantations with
fast-growing tree species, such as A. mangium, A. auriculifomis, E. camaldulensis and a few varieties
of Eucalyptus hybrid derived from E. grandis. The aim is to ensure a sustained supply of fuelwood for
domestic consumption and to meet the demand for industrial processing.
Since 2005, the FA has formulated and released a Guideline for Site Selection and Tree Planting in
Cambodia. The FA also provides technical support to practitioners and investors on how to prepare
plans for tree planting, including sites identification, so as to ensure their success in forest plantation
establishment and development.

4.5 Incentives and Disincentives for Sustainable Natural Forest Management
Incentives

There are only a few fiscal incentives provided in Cambodia for managing the natural forests
sustainably. Article 53 of the Forestry Law (2002) allows the Minister of MAFF to reduce or waive
the royalties and premiums for any forest products and by-products collected from the Permanent
Forest Reserves for scientific purposes or to create an economic incentive to efficiently use forest
products and by-products, as well as those collected by local communities under customary use rights
or harvested in community forests under the Community Forest Agreement. The other is Article 54
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which allows the Minister to approve a delay in the payment of royalties and premiums on forest
products and by-products for a permit holder who the FA has recognized for practising sustainable
forest management under existing legislation, although this is rare in practice.
The other fiscal incentive for sustainable forest management is the exemption from import tax for the
purchase of vehicles and other equipment used in projects implemented between the FA and
development partners, donors, international organizations, international financial institutions and other
agencies in providing technical support in policy development and other fields in the forestry sector
associated with sustainable forest management. This is granted based on Article 6 of the Law on
Customs (2007) where preferential tariffs may be granted in pursuant to international commitments,
agreements, treaties or conventions entered into by the Government of Cambodia.
In its efforts to further enhance sustainable forest management, the government has established a
“National Forestry Development Fund” which is administered and managed by the National Forestry
Development Committee and co-chaired by the Minister of the Ministry of Agriculture, Forestry and
Fisheries and the Minister of the Ministry of Economy and Finance. The National Forestry
Development Fund which is similar to the Forest Development Fund established by Malaysia derives
its funds from the following sources:

(1) grants from the Government of Cambodia;

(ii) payment of premium on forest products and by-products collected from Permanent

Forest Reserves;

(iii) fees collected from wildlife conservation;

@iv) grants given by international organizations;

v) donations from charitable individuals and national and international NGOs, and

(vi) revenue derived from the other services in the forestry sector.
Currently, a reforestation fee at US$ 2.50/m’ of inventoried standing volume and a forest maintenance
fee at 5% of the value of all timber and non-timber forest products, as well as an export tax of 1% of
FOB on all timber and non-timber forest products are collected and deposited in the National Forestry
Development Fund.
In this context, the Fund will be used for the following activities:

@) reforestation, silviculture and forest rehabilitation;

(ii) forest protection;

(iii) scientific and technical forest research;

@iv) forest extension services;

V) forest sector development;

(vi) community forestry development; and

(vii)  training of human resources for the forest sector.
In 2020, the FA has started using the Fund to undertake agroforestry activities under its Community
Forestry Program.
To encourage forest concessionaires to better manage the natural forests under sustainable
management principles, the Forestry Law (2002) allows the government to enter into Forest
Concession Agreements of up to 30 years with investors or any legal entity the right to manage and
harvest forest products and by-products within their concession areas. This is provided that their
operations do not interfere with the customary user rights on land owned by indigenous communities
that are registered with the State or customary access and user rights practised by communities
residing within, or adjacent to the forest concession areas.
Upon the expiration of the Forest Concession Agreement and based on an evaluation of the
concessionaire's performance by MAFF, the Agreement could be extended, but such an extension
could not exceed the original duration of 30 years.

Disincentives

Nevertheless, the Government of Cambodia in January 2002 had issued a logging moratorium on all
natural-forest concession areas due to poor management and regulatory control. Some of the
concession areas have been taken back by the Government, albeit that currently there is approximately
3.3 million ha of forest areas still under valid concession licences.

Although existing forest concession companies that still hold valid concession licences will be able to
operate, based on forest management plans that are prepared in accordance with international
standards that assured that the forests will be managed sustainably and upon renewal of their contract
agreements with the FA, they have yet to be permitted to conduct wood extraction, even though they
have submitted their sustainable forest management plans to the FA for review and assessment.
Furthermore, MAFF has indicated that these areas may be re-allocated as Protected Forests and
Community Forests. This has adversely affected an estimated 3.3 million ha of concession forests not
being able to be placed under sustainable forest management.

After the suspension of forest concessions in 2002, the government decided to establish a small
number of annual bidding coupes of the production forests that are located outside forest concession
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areas in order to supply timber for domestic consumption. However, forest products and by-products
extracted from the annual bidding coupes are not permitted to be exported. Nevertheless, if there is a
surplus from domestic consumption then the timber could be exported but would require approval
from MAFF. Besides, annual coupe operators could not compete with operators involved in clear-
felling of ELCs areas for agro-industry purposes as they are not required to prepare sustainable forest
management plans. The short-term nature of the operation and the inability to export products
harvested have impeded the annual coupe operators from practising sustainable forest management.

In addition, the export ban imposed in 2006 through a government Sub-Decree which is still enforced
today, among others, on roundlogs, sawnwood, fuelwood and charcoal sourced from natural forests is
seen as a disincentive for managers of natural forests to enhance efficient forest utilization in the
overall context of sustainable forest management.

4.6 Incentives and Disincentives for Forest Plantation Establishment and Development

Incentives
There are a number of fiscal incentives stated in the laws, sub-decrees and regulations in Cambodia for
encouraging and supporting forest plantation establishment and development. The incentives include
royalty exemption, export tax reduction, and other taxes and fees.
Article 52 of the Forestry Law (2002) states that the State will not require the payment of royalties or
premiums for the harvesting of forest products and by-products from private forest plantation.
In addition, Article 9 of the Declaration on the Development of Private Forest issued by MAFF in
2017 states that owners of private forest plantations registered with the FA are not required to pay any
licence fees to harvest and use timber and non-timber forest products from their plantations, including
royalty, permit fee for transportation and transport quota, except that they have to pay an export tax of
1% of FOB of the total cost in the permit that is levied on all timber and non-timber forest products.
In May 2000, a letter on the Fixation of Concession Land Rental Fee which is also applicable for land
used for forest plantation establishment was issued by the Council of Ministers of Cambodia. The fee
charged is based on an evaluation of the types of soil, region and geographic location. The preferential
price of the land is classified into four categories in accordance with the type of soils. The 1* type is
the fertile soil preferred by agricultural crops. The 2™ type is soil that is still good for agricultural
crops but on higher elevation. The 3™ type of soil will need to be improved by organic and chemical
fertilizers, while the 4th type of soil is relatively poor for agricultural crops. The land rental fee for the
four soil types are, as follows:

(1) 1* soil type at US$ 5.00- US$ 10.00 /ha/year;

(ii) 2" soil type at US$ 3.00- US$ 6.00 /ha/year;

(iii) 3" soil type at US$ 2.00- US$ 4.00 /ha/year; and

(iv) 4™ soil type is free as it is on deteriorated land.
In this context, the commencement date for collecting the concession land rental fee will be based on
the type of crops planted. For seasonal and annual crop, the fee will be collected from the second year
of production, while for long-term crop and permanent crop, the fee will be collected from the third or
the fourth year of production, such as the planting of fast-growing tree species.
In its efforts to further promote investors to invest in forest establishment and development, a set of
regulations on the reduction of export fees for products and processed products derived from forest
plantation was issued by the Council of Ministers of Cambodia in November 2019. This includes a
reduction of 50% of the total obligatory export fees for the export of products from forest plantation
and a 100% exemption of export fees for furniture and final processed products produced from forest
plantation.
Other laws related to incentives for forest plantation establishment and development include Article 12
of the Law on the Amendment to the Investment Law that states that Qualified Investment Projects
(QIPs), that is, investment projects that have received a Final Registration Certificate from the Council
for the Development of Cambodia which has the power to grant import duty exemptions to QIPs and
for specific industries are entitled to the benefits and incentives as provided in Article 14 of the Law
on the Amendment to the Investment Law. Each year, a Qualified Investment Proposal is required to
obtain a Certificate of Compliance from the Council for the Development of Cambodia to enjoy the
investment incentives. The Certificate of Compliance is intended to confirm that the QIP has complied
with the relevant tax regulations. If a company investing in the establishment and development of
forest plantation is registered and received a Final Registration Certificate, the company is entitled to
receive incentives as provided for under the Investment Law, which include:

1) a profit tax exemption period which consists of a Trigger Period +3 years + Priority

Period”. Priority Period shall be determined in the Financial Management Law.

3 Priority Period is determined within the period of 3 years, according to the type of project and investment capital. For light
industries: 0 year for investment capital of below US$ 5 million, 1 year for investment capital of between US$ 5 million and
US$ 20 million, 2 years for investment capital of over US$ 20 million. For heavy industries: 2 years for investment capital of
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The maximum Trigger Period is the first year of the QIP gaining profit or three years
after the QIP earns it first revenue, whichever is sooner;
(ii) an exemption of import duty on machinery and equipment;
(ii1) a 100% tax exemption for export; and
(iv) an exemption of visas and work permit fees for the employment of foreign citizens as
managers, technicians and skilled workers, and residency visas for their spouses and
dependants.
In addition, the Sub-decree on the Implementation of the Law on the Amendment of the Investment
Law which was issued in September 2005, among others, allows the production of furniture and
fixtures using plantation wood, as well as in the production of paper and paper products with capital
investment greater than US$ 500,000.00, to enjoy incentives such as profit tax exemption, duty-free
import of production equipment, and a 100% exemption of export tax.
The government also provides non-fiscal direct incentives through the distribution of free seedlings by
the FA to the public for planting on degraded public forest land and land confiscated from illegal
encroachment. Since 1989, a total of 101,145,834 seedlings was produced and distributed, with the
private sector contributing 32,497,125 seedlings or 32.1% of the total. In this regard, the FA has
established nine nurseries nation-wide and other smaller nurseries in the Cantonment of the FA in
25 provinces to produce the seedlings for free distribution to the general public.
The Government of Cambodia has also provided a number of enabling incentives to encourage and
support individuals and companies to invest in forest plantation establishment and development.
In this regard, individuals and corporate entities involved in forest plantation establishment and
development could lease land from the government of up to 50 years. However, if a lease that has been
granted previously after the adoption of the Land Law (2001) with a term exceeding 50 years, it will
be shortened to 50 years. The lease may be renewed, but the renewed term may not exceed 50 years
starting from the date of renewal. If the lessee fails to pay the stipulated rental for three years, the
government may cancel the lease.
However, if a long-term lease which was created prior to the adoption of the Land Law (2001) and has
a remaining period exceeding 50 years, such right will remain during the stipulated period of the
agreement. This also applies to a long-term lease with a remaining period of more than 99 years where
such right is deemed to remain during the full duration of the lease.
A Sub-decree on the Mortgage and Transfer of Rights over a long-term lease or an Economic Land
Concession was issued on 29 August 2007 to determine the principles and terms and conditions for
granting rights to investors, including those involved in forest plantation establishment and
development. Among the provisions are the rights given to the investor or concessionaire to be able to
mortgage or transfer his/her right over the land concession, as well as the buildings and/or other
immovable properties that he/she has constructed on the land except as otherwise specified in the
economic land concession agreement or as restricted by law. In all cases, the creditor cannot become
the owner and has no right to claim ownership of the immovable property rented by or conceded to his
debtor who has used his right over the concession as security. The creditor also has no right to dispose
off any immovable property.
In 2008, a Sub-decree on Measures for Granting Right to Use public forest land for tree planting was
issued by the government that aims to increase forest productivity and services, and ensure sufficient
wood supply to the general public. The Sub-decree authorizes MAFF to grant part of the public forest
land for tree planting as proposed by the FA.
More specifically, the Sub-decree states that tree planting on public forest land could be conducted by
the FA, local community, the FA with participation from the local community and private sector, local
people and an individual involved in small-scale or family-scale plantation, albeit that currently
individuals have only planted trees on their own land. The granting of the right to use public forest
land for tree planting by the FA in partnership with the private sector would need to be authorized by
MAFF. The individual or company that has been granted the right to use public forest land for tree
planting is able to develop, utilize, sell and distribute their products in accordance with the agreement
with the FA and MAFF. However, the benefits derived from tree planting on public forest land will be
shared between the government and the individual or company as agreed in the agreement during the
duration of the agreement which could be for a period not exceeding 50 years. However, before the
expiry of the agreement the individual or company has the right to propose for an extension of the
agreement to the FA
In addition, the Sub-decree on Economic Land Concessions (2005) authorizes MAFF to grant ELCs
with investment capital of US$ 2.5 million and area of more than 1,000 ha, while that by the
provincial authorities are with investment capital of below US$ 2.5 million and area of below
1,000 ha. If concessionaires hold ELCs of more than 1,000 ha, MAFF will require them to voluntarily
return to the government or try to negotiate with them to return the portion of the land that exceeded

below US$ 50 million and 3 years for investment capital of over US$ 50 million. For agriculture and agro-industry crops: 1
year for short term agriculture crops and 2 years for long-term agriculture and agro-industry crops.
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the limit of 1,000 ha. However, the Council of Ministers is authorized to exempt the reduction of the
concession land of more than 1,000 ha on condition that the economic land concessions were granted
before the Land Law (2001) went into effect and/or the reduction of the concession land may cause
damage to existing investments. The duration of the contract is up to 99 years but on average, 70 years
is contracted with concessionaires to use the land, mainly for the establishment of agro-industrial
crops and rubber plantation which is also a source of wood for the furniture industry. In this regard,
A. mangium plantation is established as an inter-crop with cassava and on a smaller scale. The duration
of the economic land concession agreement was reduced to 50 years after 2012 when the government
started to review the effectiveness of economic land concession agreements with the aim to strengthen
the management of economic land concession areas.

Disincentives
There are land conflicts that lead to local people staging demonstrations against concession companies
which resulted in damage to their properties and disruption of their operations, as well as hindering the
full implementation of their master plans and annual workplans, for example, in the development of
forest plantation. This is because the procedures of granting ELCs were not fully followed and
implemented and there is a lack of transparency in the process. Furthermore, environmental and socio-
economic assessments for granting of ELCs have been conducted with limited consultation with the
local community and indigenous people which have led to the loss of local community land to
concession holders without compensation or final resolution to land ownership. Nevertheless, the
government claims that ELCs have had a positive impact on Cambodia in contributing to the major
development of the country and have provided employment to the local community.
In May 2012, the government placed a moratorium on the granting of new ELCs and call for a review
of all existing ELCs. As a result, economic land concession contracts or agreements that were not in
compliance with the law, especially if the concessionaires have been involved in land grab that
belongs to the community or villagers and have affected their livelihood, they could have their
contracts or agreements terminated. The seizure of land concessions may have a negative impact on
the implementation of existing master plans and annual operational workplans of the concessionaires.
The Sub-decree on the Implementation of the Law on the Amendment of the Investment Law in 2005
has placed undue restrictions on timber plantations. For example, teak plantation of less than 1,000 ha
and tree plantation of mainly fast-growing species for the pulp and paper industry of less than 200 ha
will not be eligible for incentives provided under Article 14 of the Law on the Amendment to the
Investment Law, such as profit tax exemption, import duty exemption on machinery and equipment,
and 100% tax exemption on export. This restrictive policy may discourage small-scale private
company and the local community to participate in developing tree plantations for commercial
purposes.
There is currently not enough infrastructural development by the Government of Cambodia.
The majority of the ELCs areas granted is located in remote areas with limited developed
infrastructures. As such, concessionaires have to prepare and develop their own basic infrastructures to
facilitate their operations, including transportation of their products to the market and final destination.
This will incur an additional high cost for the concessionaires in addition to their operational costs.
Moreover, commercial production of plantation timber requires high initial establishment cost and it
takes many years before it could achieve a positive return. This has, to a certain extent, deterred
concessionaires to extensively invest in forest plantation establishment and development.
Market information is not comprehensive, timely and readily available for investors in forest
plantation establishment and development in Cambodia. Consumption and the use of forest plantation
wood for house construction by the local community are limited, especially those derived from fast-
growing species like the eucalyptus. This coupled with fluctuation of prices in the international market
has created uncertainty and thus affecting efforts to promote the private sector to substantially invest
in forest plantation development.

5.0 Myanmar

5.1 Background

Myanmar is endowed with a diversity of natural resources, both renewable and non-renewable.
Among them, the forests have significantly contributed to the socio-development of the country and to
the national economy. Over 70% of the country population living in rural and remote areas are still
dependent on the forest resources for their basic needs such as food, fodder, fuel and shelter.

The extent of forest cover in Myanmar was estimated to be 27.96 million ha or 41.32% of the country
area in 2018. Of this total, an estimated 26.91 million ha or 96.2% was natural forests with the balance
of 1.05 million ha being forest plantations. A total of 22.16 million ha or 79.3% was located in the
PFE with the balance of 5.80 million ha located outside the PFE as in Annex 7. In terms of ownership,
it is evident from Annex 8 that of the total forest areas, 27.80 million ha or 96.9% were public forests
with 155 thousand ha being privately owned. Of the publicly owned forests of 27.80 million ha, a total
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of 22.01 million ha or 79.2% was located in the PFE with the balance of 5.80 thousand ha located
outside the PFE.

Currently, five governmental institutions under the Ministry of Natural Resources and Environmental
Conservation (MONREC) are responsible for the forestry sector in Myanmar, as follows:

) the Forest Department (FD) is responsible for sustainable forest management,
biological diversity conservation, watershed protection, restoration of degraded forest
ecosystems, and research and development (R&D);

(ii) the Myanma Timber Enterprise (MTE) is responsible for timber harvesting, milling,
downstream processing and marketing of forest products;

(iii)  the Dry Zone Greening Department (DZGD) is responsible for reforestation of
degraded lands, protection and conservation of the remaining natural forests and
environmental restoration in the Central Myanmar dry zone;

(iv) the Environmental Conservation Department (ECD) is responsible for implementing
the National Environmental Policy, strategy, planning and action plan for the
integration of environmental conservation into the national sustainable development
process; and

v) the University of Forestry and Environmental Sciences (UFES) which provides
technical and tertiary education in forest and forest-related fields, including
environmental sciences.

A trip was made to Yangon, Myanmar, from 8 -10 December 2019 to meet and discuss with the
recruited local resource person, Mr. Baber Cho, and the designated Team from the Myanmar Forest
Certification Committee (MFCC), headed by Mr. Shwe Kyaw, the current Advisor and former
Director-General of the Forest Department, Myanmar, on the background of the case studies on
incentives for sustainable forest management in the Mekong region countries, namely, Cambodia,
Myanmar, Thailand, and Vietnam. Detailed elaboration on how the inputs from Myanmar should be
prepared, including my write-up on natural forest management and forest plantation establishment and
development practices in Myanmar, as well as institutional arrangements for the forestry sector in
Myanmar.

From the response to the questionnaire sent by the ITTO Secretariat to its focal point on
29 November 2019, it was evident that the log export ban enforced since April 2014 should not be
seen as a disincentive, but rather as a policy to promote the production of value-added timber products
and to utilize the forest resources more efficiently, as well as to support sustainable forest
management. In addition, the private sector often claimed that the need to pay the FD a performance
bond to establish forest plantation is a burden or disincentive for the investors since the initial cost in
plantation establishment is high, but this is deemed necessary to prevent investors from just grabbed
the land without planting the agreed tree crops as was experienced in the past when such performance
bond was not imposed.

52 Policies, Legislation and Land Tenure Arrangements

The history of Myanmar forest policy is one of the continued struggles between different actors,
institutions and community groups. This involves whether forests should be managed for economic
development and commercial gain, for local community use, or be placed under sustainable forest
management.

Notwithstanding the above, the Myanmar Forest Policy was adopted in 1995, while the 1992 Forest
Law was replaced by the updated Forest Law in 2018. The Protection of Biodiversity and
Conservation of Natural Areas Law was also enacted in 2018 in place of the Protection of Wildlife and
Wild Plants and Conservation of Natural Areas Law of 1994.

In order to promote participatory forest management, the Community Forestry Instructions (CFI) of
1995 was revised and the new CFI was issued in 2019. Other related legislation that are of equally
important are the Environmental Conservation Law (2012), the Myanmar Canal Act (1992), the
Myanmar Dams Act (1992), the Myanmar Freshwater Fisheries Law (1991), the Myanmar Marine
Fisheries Law (1993), the Myanmar Pearl Law (1995) and the Myanmar Mines Law (2015).

More specifically, the Myanmar Forest Policy (1995) has identified six imperatives, which must be
given the highest priority in order to achieve broader national goals and objectives of forest resource
management, as follows:

(1) Protection: to protect soil, watersheds, ecosystems, biological diversity, plant and
genetic resources, and scenic and national heritage sites;
(i1) Sustainability: to manage forests on a sustainable basis for the benefit of the present

and future generations;

(ii1) Basic needs: to satisfy the basic needs, such as fuel, water, fodder, food and recreation
of the people;

@iv) Efficiency: to harness the full economic potential of the forest without compromising
the interests of future generations;
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(v) Participation: to promote people’s participation in all forest activities; and
(vi) Public awareness: to educate the community, politicians and decision-makers about
the important roles of forest in the conservation of biological diversity and the
environment, and in the sustainable development of the nation.

However, there are a number of constraints impeding the implementation of the imperatives.
They include inadequate information and planning, inefficient wood processing and utilization of the
resource, inconsistent policies and policy conflicts, inappropriate pricing policy, inadequate budgetary
resources and institutional framework.
In order to overcome the above-mentioned constraints, the Myanmar Forest Policy (1995) further
identifies ten strategic objectives covering land use, protection and management, regeneration and
afforestation, forest industry marketing and trade, forest research, forestry planning, intersectoral
coordination, institutional strengthening, budget and finance, and people’s participation and public
awareness.
The Myanmar Forest Policy has stipulated that up to 30% of the total land area of the country be
gazetted as Reserved Forests, including Protected Public Forests, and 5% of the total land area as the
Protected Area System. The National Forest Master Plan, 2001-2031, has targeted 10% of the total
land area of the country as the Protected Area System in the long term. Up until November 2019,
5.85% of the total land area has been designated as the Protected Area System.
The new Forest Law (2018) stipulates that the Law be enforced to (i) implement the forestry and
environmental policies; (ii) promote public cooperation in all forestry activities and contribute to the
national economy and needs of the public; (iii) observe international commitments relating to the
conservation of forests and the environment; (iv) conserve biological diversity; and (v) establish forest

plantation.

The Forest Law together with its Forest Rules prescribe inter alia the following:
(1) procedure for creating permanent forest estate;
(i1) function and responsibilities of the FD;

(iii))  establishment of forest plantation and the wood-based industry;
@iv) rights and responsibilities of individuals and organizations permitted to establish
plantations and/or to extract and move forest produce; and
(v) procedure for search, arrest and administrative action against forest offences,
including penalties.
The Forest Law (2018) empowers the FD to implement the forest policy and the plans relating to
conservation of water, soil, biological diversity and the environment; sustainable yield of forest
produces and protection of forest-covered land; as well as to manage the forest land in accordance
with the provisions of the Forest Law. The establishment of the PFE, comprising Reserved Forests,
Protected Public Forests and the Protected Area System, is fully protected under the Forest Law.
The following categories of Reserved Forests can be constituted by demarcation on the land at the
disposal of the Government:
(i) commercial reserved forest;
(i1) local supply reserved forest;
(iii))  watershed or catchment protection reserved forest;
@iv) environment and biological diversity conservation reserved forest; and
v) other categories of reserved forests.
The areas outside the Reserved Forests could be gazetted as Protected Public Forests for the protection
of water and soil; conservation of arid-zone forests, mangrove forests, biological diversity and the
environment; and for sustainable production.
While all teak trees remain formally under state ownership, the Forest Law (2018) allows the
government to grant private ownership, including trees planted in private plantations established on
forest land permitted by the government, and private plantations established outside forest land and
community forests registered at the FD district office. More specifically, the Forest Law provides for
the following categories of plantation lease:
(1) 500 acres® (202.3 ha) of a private teak plantation may be approved by the Union
Government through MONREC;
(ii) 100 acres (40.5 ha) of a private hardwood plantation may be approved by the Director-
General of the FD with the consent of the Union Minister of MONREC;
(ii1) 50 acres (20.2 ha) of a private hardwood plantation may be approved by the FD
Director of States/Regions; and
@iv) 100 acres (40.5 ha) of a private industrial plantation may be approved by the Union
Minister of MONREC.
The plantation land lease of 1,000 acres (404.7 ha) and more needs competitive bidding by open
tender. Currently, the duration of the land lease is 30 years which can be renewed of up to two ten-

61 acre = 0.4047 hectares (ha).
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year periods. The land lease could be inherited by other individuals, while the land lease right and the
planted trees can be sold or transferred to other individuals or organizations with the approval of the
FD.
Within the legal framework, a new Community Forestry Instructions (CFI) was issued in 2019 by
MONREC under Section 57(b) of the Forest Law to replace the earlier CFI that was issued by the FD
in 1995. The CFI (2019) provides communities the commercial rights over timber and non-timber
forest products and acknowledges customary and traditional land tenure rights. The CFI (2019) defines
Community Forestry as "all sustainable forest management and utilization activities, in which the local
community itself is involved. This expression includes establishing new plantations and managing
existing forests to create employment and income opportunities from subsistence to commercial
purpose to generate food, to stabilize the ecosystem and to improve the environmental conditions".
In this regard, the CFI clearly demonstrates the sharing of forest management responsibilities towards
the rural communities through user groups activities and efforts with in-kind and technical assistance
from the FD. It also focuses on the flow of benefits to the rural poor, participating in forest
management activities.
The CFI (2019) stipulates that community forests can be established on any land at the disposal of the
government, Reserved Forests, Protected Public Forests, buffer zones of the Protected Area System,
forest-covered lands managed by government organizations and natural forests conserved by the local
communities. The land tenure is initially granted for 30 years and can be extended for the duration of
30 years at a time and as many times as appropriate, and the land tenure right is inheritable.
The new Protection of Biodiversity and Conservation of Natural Areas Law that was enacted in 2018
aims to:

(1) implement the national policy concerning the protection of wildlife and wild plants;

(ii) implement the national policy concerning the conservation of protected areas;

(iii)  conserve wildlife, wild plants, nature and migratory birds in accord with the standards

set by international conventions acceded to by the government;
@iv) protect and conserve endangered wildlife species and wild plants and their habitats;

(V) contribute to research on natural sciences; and
(vi) protect wildlife and wild plants by establishing zoological gardens and botanical
gardens.

In this regard, the Protected Area System consisting of scientific reserves, national parks, marine
parks, nature reserves, wildlife sanctuaries, national heritage sites, etc., as deemed necessary, is
administered according to the Protection of Biodiversity and Conservation of Natural Area Law
(2018). This is to conserve in perpetuity, wildlife, wild plants, scenic sites and natural areas of geo-
physical or cultural significance for posterity.

Section 21 of the Forest Law (2018), among others, states that a person who has obtained permission
for the extraction of forest produce will have to pay royalties, security deposits and advances due to
the government, including affixing a property-mark which is registered with the FD.

The royalties are collected based on volume for logs extracted, by number and weight for pole, post
and some non-timber forest products such as bamboo, rattan, barks, resin, and by ad valorem for other
forest products. The royalty collected are paid to the national budget through the FD. The royalty rates
levied on timber and non-timber forest products are revised periodically based on market demand.
The FD issued the latest notifications on royalty rates for timber and non-timber forest products in
2009 and 2017.

The right to extract both teak and other hardwoods from the Reserved Forests and Protected Public
Forests, including land at the disposal of the government, is only granted to MTE. As such, the royalty
to be paid to the FD for timber extracted is based on the joint measurement of logs carried out by the
FD and MTE personnel in the forests from where the timber is extracted. The royalty rates levied for
teak and other non-teak hardwood logs extracted by MTE are categorized by Tectona grandis (teak)
and the other five hardwood Groups from 1 to 5, based on their wood properties (durability, colour,
hardness, etc.), end-uses and market prices.

In this context, the species in Group 1 are mostly heavy and durable species and are used mainly as
construction timber in the domestic market. Pterocarpus macrocapus (Padauk) and Dalbergia oliveri
(Tamalan) are the most valuable species as they are utilized by the furniture industry as well as facing
high demand from the overseas market. Hence, the royalty rates for these two species are the same as
those applied to teak.

Group 2 species are fairly durable and are utilized as indoor construction timber, whereas the species
in Group 3 are less durable and are used in construction works with some kinds of treatment.
The species in Group 4 are mainly softwood species and are used in the packaging industry and the
lesser-used species in Group 5 are used in temporary formwork.
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In brief, the royalty rate for teak, and P. macrocapus (Padauk) and D. oliveri (Tamalan) in Group 1is
fixed at MMK 16,635/m’ (US$ 11.09)7, while the other hardwood species in this Group is at
MMK 11,100/m*> (US$ 7.40). For hardwood species in Group 2, the royalty rate is fixed at
MMK 5 550/m (US$ 3.70),while for the hardwood species in Groups 3, 4 and 5, the royalty rate is at
MMK 3,330/m’ (US$ 2.22). Royalty rates for teak posts and other hardwood post are fixed at
MMK 795/piece (US$ 0.53) and MMK 495/piece (US$ 0.33) respectively.

The movement of forest produces for commercial purpose from one township to another within the
country needs to be accompanied by a removal pass issued by the FD. The fees for issuing removal
passes vary with the types of forest produce from MMK 270/m’ (US$ 0.18) for timber from
conversion forests to MMK 495/consignment (US$ 0.33) such as a boatload of charcoal. However, the
movement of MTE timber is carried out following its own procedures without having the need for a
removal pass from the FD.

In this regard, MTE is responsible mainly for timber harvesting, milling, downstream processing and
marketing of forest products. MTE sells mainly logs of different species, including teak, with foreign
currency to the private sector through open tender. The successful companies need to pay a 5%
specific goods tax and another 5% as a commercial tax of the bid price to the government through
MTE. The value-added or semi-finished products made from the logs purchased from MTE are
allowed to be exported to the international markets, mainly through the Yangon port.

The private sector is only allowed to extract non-timber forest produces, such as bamboo, rattan,
firewood, charcoal, different kinds of bark, fibre, resin, honey, bat guano, orchid and bird nest, and
requires a licence or permit issued by the FD as well as pay the required royalties to the FD.
The amount or number of different kinds of non-timber forest produce that can be extracted annually
at the Union, State/Region and District levels are based on the district forest management plans.

With regard to the establishment of the wood-based industry, the Forest Law (2018) states that a
private entrepreneur has the right to establish any wood-based industry, including sawmills, plywood
mills, veneer mills and furniture mills, after obtaining approval from the relevant government
agencies.

The annual licence fee for a big sawmill is fixed at MMK 100,000 (US$ 66.67) and for a small
sawmill it is fixed at MMK 50,000 (US$ 33.33), based on different kinds of machine and total horse-
power used in the mill. The annual fee for having a hand-held chainsaw is fixed at MMK 10,000
(US$ 6.67).

A private company which wishes to export any kinds of forest product needs to obtain a
recommendation from the FD to certify that the products are legal. The fee for each recommendation
for timber export is fixed at MMK 500 (US$ 0.33), and for bamboo and rattan, it is fixed at MMK 250
(US$ 0.17). For the other non-timber product, it is fixed at MMK 100 (US$ 0.07).

With the recommendation from the FD, the private company needs to apply for an export licence from
the Ministry of Trade, where the fee for each export licence and stamp duty to be paid is fixed at
MMK 2,500 (US$ 1.67) and MMK 600 (US$ 0.40) respectively. The company also needs to pay for
an export declaration and a security fee per shipment at MMK 30,000 (US$ 20.00) and MMK 20,000
(US$ 13.33) respectively. In addition, the company has to pay an income tax at 2 % of FOB of the tax
and fee payable to the Customs Department. There is no commercial tax and customs duty to be paid
as they are zero-rated.

Logs and timber and timber products for further processing in Myanmar are rarely imported into
Myanmar. Nevertheless, the current commercial tax and customs duty are fixed at 5 % and 15 % of
CIF value respectively, while specific goods tax is fixed at 5 % of CIF value and advance income tax
at 2 % of CIF value plus the commercial tax, customs duty and specific goods tax. In fact, there is no
clear policy or procedure on how such taxes and duties will be exempted or refunded if the imported
timber is processed in the country and re-exported in the form of value-added products.

53 Natural Forest Management Practices

The Mixed Deciduous Forests which represent 37%* of the total forest areas in Myanmar are the most
important forest type as they contain teak and other valuable tree species. Almost of equally important
are the Dipterocarp forests that occur extensively throughout the country. They regenerate freely and
profusely forming plantation-like stands with stately clean boles and reaching towering heights.
Pine forests flourish naturally in the Shan, Kayah, Chin and Kachin States where Pinus merkusii and
P.insularis are indigenous to Myanmar.

Each State or Region is divided into forest districts and currently, there are a total of 68 forest districts,
each being a Forest Management Unit (FMU) with a 10-year forest management plan, prepared in two
parts. The first part covers, among others, baseline information on land use, forest resources, NWFPs,
past management for wood and non-wood production, silvicultural and management systems, and
research and development. The second part deals with policies and legislation, management goals and

! Exchange rate: MMK 1,500 (Kyat) = US$ 1.00.
8 Forestry in Myanmar, October 2011.
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objectives, management planning covering natural production forests, planted production forests,
community forests, watershed forests, NWFPs and protected areas, including the wood-based
industries, and monitoring and evaluation. In this context, the revised district forest management plans
which cover 2016-17 to 2025-26 are being implemented throughout the country.

The natural forest in Myanmar is principally managed under the Myanmar Selection System (MSS)
which is an exploitation-cum-silvicultural system. It is designed to maintain a high yield of quality
timber while enhancing the natural regeneration of commercially valuable trees. As such, the main
objective of the MSS is to harvest an annual yield on a sustainable basis and to work out an estimated
future yield. It is based on selection logging of mature trees while nurturing the residual forest stand
for future harvest.

The MSS has adopted a felling cycle of 30 years, prescription of exploitable sizes of trees of different
species, girdling/green marking of teak, selection marking of other non-teak hardwoods, enumeration
of future yield trees down to a fixed girth limit and prescribing the annual allowable cut (AAC) for
teak and other hardwood species. The prescribed minimum girth limit at breast height for felling of
teak is now fixed at 6.5 ft’ (1.98 m) throughout the country, while the girth limits for the other
hardwoods vary with species and locations. For example, in the Mawlaik District the prescribed
minimum exploitable girth limit for Dipterocarpus species is 7 ft (2.13 m) and for non-teak-hardwood
species in Groups 1 to 5, it is 6 ft (1.83 m).

As for silvicultural treatment, it involves the felling of the less valuable trees interfering with the
growth of teak, thinning of congested teak and other commercially important species, protecting seed
bearers, climber cutting, and felling of Ficus-bound trees. The repair of reserve and compartment
boundaries are carried out together with the girdling/green marking of teak and during the selection
marking of the other hardwood species.

In addition, Simple Coppice or Coppice with Standard System is applied in the local supply forest
reserves. Natural regeneration, including planting, to enhance the quality of degraded forests, as well
as enrichment planting in natural forests where natural regeneration is insufficient are carried out with
available fund.

In terms of timber harvesting, Section 18 of Myanmar Forest Law (2018) states that if the extraction
and sales in and outside the country are carried out by a state-owned enterprise then the FD would not
be required to adopt a competitive bidding system. As such, MTE being a state-owned enterprise has
the legal right to extract teak and other hardwoods, milling, downstream processing and marketing of
timber in Myanmar, but is not involved in any forest plantation establishment and development.

In this context, before an area is logged by MTE, a pre-harvest enumeration is carried out by the FD in
the compartment to be harvested and all trees that have reached the minimum prescribed girth limit at
breast height are marked for felling. Teak trees that are to be extracted as dry teak will be girdled three
years ahead of the extraction. After completion of the girdling and selection marking operations, a
detailed report on the trees and species marked, together with a map showing the boundaries of the
compartment and the location of the marked trees is prepared. MTE is required to sign a contract with
the FD before the commencement of any timber harvesting operations.

Royalty payment on the cut logs is jointly assessed by the FD and MTE after which the logs are
transported to the delivery depots outside the forest and then to the sawmills, wood-based factories and
terminal depots in Yangon.

The FD will carry out a post-harvest assessment to ensure that no marketable timber is left behind or
wasted, as well as no excessive damage to the residual stand due to bad logging practices or careless
felling. A fine can be imposed on MTE if it does not comply with the requirements of the contract.
In this regard, MTE has developed and implemented manuals, code, guidelines and instructions for
systematic felling and transportation of timber. Some of these are the State Timber Board Extraction
Manual (1948), the Standing Orders for Extraction Staff (1970), the Departmental Instructions (1986),
the National Code for Forest Harvesting Practices in Myanmar (2000), the Reduced Impact Logging
Guidelines (2008) and the Standard Operating Procedures for Timber Harvesting Operations (2020).
The silvicultural operations such as enrichment planting, felling of Ficus-bound trees, thinning,
climber cutting, and improvement felling are carried out by the FD in the natural teak bearing
production forests. With the directives from MONREC, MTE has now started carrying out enrichment
planting since 2017 with its own budget to improve the condition of the logged-over forests.
Nevertheless, despite every endeavour of the FD to ensure the sustainable management of Myanmar's
forests, deforestation and forest degradation continue as a result of over-exploitation in the past,
uncontrolled shifting cultivation and illegal logging, conflict of interests between forest sustainability
and the need to generate forest income, and policy inconsistency between the forest sector and the
other sectors of the economy, such as agriculture, livestock breeding and mining.

Hence, in its efforts to promote the development of domestic wood processing enterprises in
Myanmar, the government declared a log export ban in 2014. A nation-wide moratorium on logging

1 ft = 0.3048 m.
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for one year in 2016-17 and for the Bago Ranges for 10 years starting from 2016-2017 to 2026-2027
was also declared to allow the forests to recover. To further ensure the sustainability of future harvest,
the annual extraction of teak has been reduced by 55% and that for non—teak hardwood species by
33% of the annual allowance cut.

The government, among others, has adopted two master plans related to the forestry sector, namely,
the 30-year National Forest Master Plan from 2001-2002 to 2030-2031, and the 10-year Myanmar
Rehabilitation and Reforestation Program (MRRP) from 2017-2018 to 2026-2027.

In this context, the long-term National Forest Master Plan was formulated and adopted in 2000-2001
for the development of the forestry sector in Myanmar by considering the economic, social and
environmental aspects of sustainable forest management where at that time the private sector was not
allowed to establish forest plantations. The Plan which is only available in the Myanmar language
comprises 19 chapters including policies and legislation, natural forest management, forest plantation
development, people participation, biological diversity conservation, and the development of the
wood-based industry. Some of the pertinent targets related to natural forest management and the
establishment and development of forest plantation are, as follows:

@) establish 30% of the land area of the country as Reserved Forests and Protected Public
Forests and 10% as the Protected Area System in the long term;
(i1) conduct management inventory covering 2.4 million ha of forest areas annually;

(iii) select and mark 3.72 million teak trees and 20.4 million non-teak hardwood trees for
felling over the 30-year period;
@iv) undertake climber cutting and felling of Ficus-bound trees of over 2.43 million ha
during the Plan period;
(v) carry out enrichment planting and improvement felling covering 2.12 million ha and
0.29 million ha respectively over the 30-year period; and
(vi) establish 748,987 ha of state-owned plantations by the FD and 919,000 ha of
community forests during the Plan period.
More importantly is the medium-term MRRP which was formulated and is being implemented mainly
to restore biological diversity and ecosystem services in areas affected by deforestation and forest
degradation through the application of appropriate silvicultural operations. Within the fiscal year from
2017-2018 to 2026-2027, the estimated budget required for forestry operations, infrastructural
development, vehicles, fuel and other necessities, including staff emolument, is estimated to be
MMK 573,581.86 million (US$ 382.39 million). This budget would be provided by the government in
addition to the normal budget and from international support. In this regard, forestry maintenance
activities under the program would account for about 85% of the total budget. The targets for the
various forest operations over the 10-year period under the MRRP are as in Table 2.

Table 2: Forest Operations to be carried out between 2017-18 to 2026-27"

No. Description of Activity Unit Target

1 Assisted natural regeneration (through coppicing, thinning, ha 331,392
seeding, fire protection, etc.)

2 Enrichment planting in natural forest ha 59,623
3 Establishment of plantation ha 142,687
4 Establishment of community forest ha 331,875
5 Rehabilitation of old plantations ha 45,083
6 Seedling distribution for public planting no. (million) 97.09
7 Natural regeneration in central dry zone (DZGD) ha 202,429
8 Establishment of seed production areas ha 1,731
9 Reservation of forest areas square km 16,160
10 | Establishment of private plantations ha 115426
11 | Training for staff/public no. 38,120

In the coming years, community forestry could be a potentially powerful driver of positive change
within the forestry sector of Myanmar for achieving the sustainable forest management goals.
However, the progress in establishing community forests is not yet satisfactory mainly due not only to
a lack of motivation of the FD field staff, but also to a lack of awareness of communities about the
multiple benefits that could accrue to them. Up until November 2019, 4,931 Community Forestry User
Groups (CFUGs) have established a total of 264,670 ha of community forests of which 104,949 ha are
natural forests and the balance of 159,721 ha being plantation forests. The MRRP has set a target to
establish 311,875 ha of community forests during its 10-year program from 2017-2018 to 2026-2027.

1 Myanmar Reforestation and Rehabilitation Programme, MONREC, 2016.
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In the long term, sustainable forest management in Myanmar must ensure that the forest resource is
able to maintain a continuous flow of forest goods and services from legal and sustainable sources and
conserve biological diversity, including soil and water resources. It should also contribute positively to
national income and in job creation in the forestry sector, in the overall context of achieving
sustainable development of the country.

54 Forest Plantation Establishment and Development

Establishment of forest plantations in Myanmar started as early as in the late 1850s. Forest resources
being abundant in those days, the policy was only to enrich the existing natural forests. Hence, before
1960, teak plantations were established to enrich the natural forests and the annual forest plantation
target had never exceeded 700 ha. In this regard, at the age of about 40 years, a final heavy thinning is
carried out after which it is regarded as a natural forest and is allowed to be merged with its natural
surroundings. The forest is then managed according to the Myanmar Selection System.

However, the last three to four decades have seen a rapid increase in deforestation and forest
degradation of the natural forests as a result of shifting cultivation, excessive fuelwood cutting and
expansion of agricultural lands and infrastructural development. As a result, extensive block-wise
planting schemes were implemented since the early 1970s in order to rehabilitate the degraded forests,
restore the lost forest areas, supplement the yield from the natural forests and improve the
environment. Nevertheless, according to the Myanmar Forest Policy (1995), forest plantations should
not be substitutes for natural forests and should be established with the aim to rehabilitate degraded
forest lands in the country.

Among some notable forest plantation projects undertaken by the government were the East Bago
Yoma Project (EPP) and the Special Teak Plantation Program. In this regard, the EPP Project which
was implemented from 1979 to 1984 with financial support from the World Bank was to establish teak
and other commercial species plantations in the Bago Region to meet the local demand for timber and
timber products.

The Special Teak Plantation Program which was launched by the FD in 1998 was to increase teak
yield and thus reducing harvesting pressure on the natural forests. Its objective was to plant 8,090 ha
each year, and based on a 40-year rotation it was envisaged that at the end of 2037 where 323,600 ha
would have been planted, it would be able to yield a final harvest of about 1.8 m’ annually, besides
intermediate thinning yields. However, when the program was halted in 2005-2006 due to limited
budget, shortage of manpower, weak governance, etc., the FD had only managed to establish
64,777 ha of the special teak plantation over the 8-year period.

Overall, at the end of the financial year 2017-2018, the total area of forest plantations established by
the FD was estimated to be 894,215 ha. Of this total, an area of 498,933 ha or 55.8% was established
as commercial plantation; 182,019 ha (20.4%) as village supply plantation; 138,121 ha (15.4%) as
watershed plantation; 72,519 ha (8.1%) as industrial plantation; and the balance of 2,623 ha (0.3%) as
mangrove forests.

The planting spacing adopted for teak in the special teak plantation with a rotation of 40 years and for
those in the commercial (normal) plantations which are planted with teak, Xylia xylocarpa (Pyinkado),
Pterocarpus macrocarpus (Padauk), Pinus insularis (Htinyu), Gmelina arborea (Yemane) and
Chukrasia tabularis (Yinma) with a rotation of 60 years is 9 x 9 ft (2.74 x 2.74 m).

For the industrial plantations which are planted with Eucalyptus species, G. arborea, Bombas ceiba
(Letpan) and Bombax insigne (Didu) with a rotation of 10 years, the planting spacing adopted is 8.5 x
8.5 ft (2.59 x 2.59 m). In the case of village supply plantations which are planted with Acacia catech
(Sha), Cassia mimosoides (Mezali) and Eucalyptus species with a rotation of 5 years, the planting
spacing adopted in areas with heavy rainfall is 6 x 6 ft (1.83 x 1.83 m), while in areas with less rainfall
itis 12 x 12 ft (3.66 x 3.66 m).

The special teak plantations are thinned heavily until they reach the age of about 25 years, leaving
only around 40 trees per acre (98 trees/ha). Silvicultural operations are carried out until the plantations
reach the age of 40 years, after which they are regarded as natural forests and are allowed to be
merged with their natural surroundings. In this context, at the rotation age, the special teak plantations
and commercial (normal) teak plantations will be clear-felled and replanted, while the industrial and
village supply plantations will be clear-felled and coppiced. The sites for the special teak plantations
are better than those for the commercial or normal teak plantations and hence it is envisaged that the
planted teak in the special teak plantations will enjoy better growth. Watershed plantations established
in critical catchments of dams and reservoirs will not be harvested. The major constraint faced in
developing commercial forest plantations is the lack of seed supply due to poor access to quality seed
sources as a result of legal/illegal over-exploitation that removes seed bearers. The FD is now
formulating a more robust forest plantation policy and strategy for the country.

Under the MRRP from 2017-2018 to 2026-2027, the FD will establish a total of 134,306 ha of forest
plantation or 52.0% of the target area of 258,111 ha. Of this total, an estimated 65,951 ha will be
commercial plantations, while the Dry Zone Greening Department (DZGD) will establish 8,379 ha or
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3.3% of the target area. The balance of 115,426 ha or 44.7% will be established by the private sector
as commercial plantations.

The state-owned plantations established mainly by the FD in the Reserved Forests and Protected
Public Forests are for watershed conservation, industrial wood production and fuelwood production
for the local community. The Dry Zone Greening Department (DZGD) also establishes small areas of
plantation forest. In addition, it also protects the forests in the Protected Public Forests and reforests
the degraded lands in the arid zone of central Myanmar, as well as to supply fuelwood and small-
dimension timber to the local community. Its main responsibility is the protection and conservation of
the remaining natural dry forests and restoration of the environment in areas under its jurisdiction.
Taking cognizance of the extent of established state-owned forest plantations and with the decreasing
availability of logs from natural forests, the government has encouraged the private sector to invest in
forest plantation establishment and development since 2005.

In this context, the current annual land lease fee that an investor has to pay to the FD is fixed at
MMK 2.,460/ha (US$ 1.64) for teak and MMK 1,230/ha (US$ 0.82) for the other hardwood species.
A security deposit or performance bond of MMK 123,450/ha (US$ 82.30) has also to be paid to the
FD before any work could commence. This is to ensure the successful planting in the first year for
both teak and hardwood species. The security deposit will be returned to the investor if the survival
rate of planting has achieved 70% at the end of the planting season. A maximum of 10% of the
domestic or export value of the forest produce must be paid to the FD as an ecosystem services fee.
For acquisition of land for forest plantation development of 1,000 acres (404.7 ha) and larger that are
offered through competitive bidding by open tender, the successful bidder will have to pay the land
premium and land lease fee according to its bid. Evaluation of tenders is based on the land lease fees
and the bid premium offered, as well as an assessment of the bidder’s investment and technological
capacity, its plan for local development and the per-unit costs (ha) in establishing the forest plantation.
The accepted land premium in the open tender ranges from MMK 24,690/ha (US$ 16.46) to
MMK 74,100/ha (US$ 49.40), while the land lease fees vary from MMK 4,935/ha/year (US$ 3.29) to
MMK 14,820/ha/year (US$ 9.88).

In addition, the Virgin, Fallow and Vacant (VFV) Lands which are under the control of the
Department of Agriculture, Land Management and Statistics could also be leased for forest plantation
establishment and development. Under the 2018 Virgin, Fallow and Vacant Land Law, VFV land of
less than 300 acres (121.4 ha) may be decided at the State or Regional level and for areas of up to
3,000 acres (1,214.1 ha) by a Union-level National Land Management Committee. The annual land
rental fee for long-term species, including forest trees, is fixed at MMK 7,413/ha (US$4.94); while for
horticultural crops it is fixed at MMK 4,935/ha (US$3.29); and that for seasonal crops at
MMK 2.470/ha (US$1.65).

In this regard, the lessees are required to post performance bonds to guarantee that they will establish
the approved crops on the area granted within 4 years. These are fixed at MMK 7,413/ha (US$4.94)
for areas of less than 400 acres (161.7 ha) and MMK 24,710/ha (US$16.47) for areas of up to
3,000 acres (1,214.1 ha). If development has not been completed within 4 years the bonds will be
forfeited and the land returned to the State. Forest plantations established on the VFV land must be
registered with the FD and royalties on trees harvested must be paid to the FD.

It has been reported that there is only 1,619 ha of forest plantation established by the private sector on
VFV land. A total of 1.5 million ha of VFV land that had been allocated to investors and cleared of
timber, but never developed had been taken back by the government. This land could potentially be
used for forest plantation establishment and development by the private sector.

Notwithstanding the above, up until 2018, a total of 151,976 ha of teak and other hardwood
plantations has been established by the private sector. The species planted are mainly teak,
X. xylocarpa, A. mangium, A. auriculiformis and G. arborea. As mentioned earlier, under the MRRP,
a total of 115,427 ha of forest plantation is planned to be established by the private sector.

During the trip to Myanmar, a discussion was also held on 8 December 2019 with Mr. Hugh Speechly
who was conducting a study on “Incentivising Sustainable Private Sector Investment in Timber
Plantations in Myanmar: Possible policy options” with funds provided by the Korea Green Growth
Trust Fund. The focus of the discussion was not on incentives for sustainable forest management per
se, but on possible forest plantation models that could incentivizing forest establishment and
development in Myanmar, such as the use of management leases, including timber harvest rights, for
the natural forest in Reserved Forest land or VFV land in combination with new plantation
establishment on adjacent Reserved Forest and VFV land.

55 Incentives and Disincentives for Sustainable Natural Forest Management

Incentives
Provisions in the Forest Law (2018) states that tree species extracted not on a commercial scale, such
as for research and educational purposes, and work beneficial to the public or religious work will be
exempted from paying royalties, except for reserved species that are grown on land at the disposal of
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the government, and utilized within one year and within 20 miles'' (32.2 km) from the area of the
extraction.
There are also some fiscal incentives offered by the government in establishing community forests and
utilizing and marketing forest products from these forests. They are, as follows:
1) exemption of land-based fee for the community forests established on forest lands;
(ii) exemption of payment of tax for forest products harvested by CFUGs or its members
for personal use; and
(iii))  exemption of payment of tax on the sale of forest products harvested from community
forests and sold within the village.
To enable the CFUGs to adopt long-term approaches in managing community forests, the FD has
assured that land tenure that is initially granted for 30 years will be extended for another 30 years at a
time and as many times as appropriate. They have also the right to form independent legal enterprises
which can harvest and commercialize wood and NWFPs, as well as to freely sell the products of the
community at current market prices.

Disincentives
The log export ban imposed by the government in 2014 and which is still enforced today has to a
certain extent impeded full forest resources utilization and sustainable forest management practices to
be applied.
The logging moratorium enforced by the government due to over-exploitation in the past, illegal
logging and uncontrolled shifting cultivation for one year in 2016-2017 throughout the country and for
10 years in the Bago Yoma region from 2016-2017 to 2026-2027 has adversely affected the
sustainable forest management of natural forests.
The action that was taken by MTE to reduce its annual extraction of teak by 55% and for non-teak
hardwood species by 33% of its annual allowable cut (AAC) of the natural forests would not only
reduce the supply of timber for domestic consumption and export, but would also affect its financial
cash flow and thus its ability to undertake environmentally sound forest harvesting practices.
The extraction of wood below the AAC by MTE could also affect the development of the wood
processing industries and would further encourage illegal logging of the country’s natural forests.

5.6 Incentives and Disincentives for Forest Plantation Establishment and Development
Incentives
The Directorate of Investment and Company Administration (DICA) administers the 2016 Myanmar
Investment Law, which clarifies the process for investment and offers a number of tax breaks,
incentives and guarantees, and rights and protections for business ventures.
To acquire a permit, investors need to submit a proposal to the multi-agency, the Myanmar Investment
Commission (MIC), if their investment activities (i) are essential to the national strategy; (ii) involve
large capital intensive projects; (iii) likely to cause a large impact on the environment and local
communities; (iv) use state-owned land or building; and/or (v) designated by the government to
require a proposal to be submitted to MIC.
If incentives are sought for a project that requires the right to use the land, it is stipulated that for
investments of between MMK 7.5 billion (US$ 5 million) and MMK 150 billion (US$ 100 million)
where approval from a relevant ministry is needed, an endorsement from MIC headquarters is
required; otherwise, endorsement by DICA State or Regional offices is sufficient. In this context,
investments in private forest plantation establishment and development are most likely to be in the
category requiring a MIC permit. Nevertheless, the fiscal incentives available include the following:
(1) income and corporate tax holidays, depending on the geographic/economic zones and
based on townships, as follows:
(a) Zone 1 - least developed: 7 years,
(b) Zone 2 - moderate development: 5 years, and
(c) Zone 3 - adequate development: 3 years.
(i1) tax-free profit if reinvested within one year, including if invested in a similar business;
(iii) accelerated depreciation to start from the date of commercial operation;
(iv) income tax rates are the same as those applied to resident citizens;
(v) right to deduct research and development costs from assessable income;
(vi) exemption of customs duties for imports of machinery, equipment and materials that
cannot be purchased locally;
(vii)  exemption from customs duties and other local taxes on raw materials and semi-
finished goods for businesses which export their entire production; and
(viii) refund of import duties and other local taxes paid on import of raw materials and
semi-finished goods when the goods manufactured from those imports are exported.

"1 mile = 1.6095 km.
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In this regard, investment in forest plantation establishment and development, forest conservation and
other forest businesses is regarded as a priority sector and most plantation areas are likely to be located
“Zone 1”. However, the tax incentives cannot be extended to other businesses of the group which
could, in fact, provide immediate write-off of plantation costs against other revenue sources, especially
for a company with substantial taxable income from other sources in an investor’s group.
Therefore, this fiscal incentive will only likely to be of interest for short-rotation plantations which
could generate taxable income within the 7-year tax holiday period. The FD will need to assist the
lessee to apply to MIC for a number of tax breaks, incentives and guarantees.

As community forestry is becoming an important contributor to sustainable forest management, the
FD has provided a number of non-fiscal incentives to the CFUGs, including free seeds and seedlings
required for the establishment of the first rotation forest plantation; technical assistance for managing
community forests and harvesting of forest products, including the trade in such products, as well as
assistance in resolving conflicts concerning community forests and in law enforcement in cases of
encroachment, illegal extraction of wood, etc.

The FD has been distributing free seedlings of fast-growing species to individual farmers, school
children, local communities and non-governmental and governmental organizations since the launched
of the nation-wide tree planting program to green "non-forest" areas in 1977. As the program gained
momentum, more than 10 million seedlings were distributed annually. According to the MRRP, over
97 million seedlings will be distributed during the 10-year period of the program.

To enable the private sector to invest in forest plantation establishment and development, the
government has allowed the land to be leased for a period of 30 years which is renewable of up to two
10-year periods. In addition, the lease to establish forest plantation and the planted trees can be
inherited or sold to another person or organization according to the existing laws and with the
permission of the FD.

With the notification of MONREC in 2019 that allows for the export of teak and other hardwood
poles, posts and logs from state-owned and private plantations according to the rules and regulations
of the FD, investors of forest plantations can now sell their products, especially thinned poles and
posts from their plantations to the international markets.

Disincentives
Among the disincentives faced by investors to develop private forest plantations is the current interest
rate policy. As of late 2019, the Central Bank of Myanmar (CBM) has fixed the maximum lending rate
by state banks at 8.5% and that of commercial banks at 13%. However, from February 2019, the CBM
has allowed commercial banks to offer unsecured loans at 16% which includes a limit on lending
which is fixed at 80% of a bank’s deposit base, strict collateral demands on borrowers, and the
requirement that lending terms do not exceed one year. However, given the long gestation period of
forest plantations before they could provide returns, this has severely limited the option of debt
financing for forest plantation establishment and development in Myanmar.
Although the state-owned Myanmar Agriculture Development Bank (MADB) is mandated to provide
loans for the private sector to establish and develop forest plantations, it does not accept, at present,
leased state land or planted trees as collateral for loan application. Therefore, it is imperative that
private investors are able to obtain soft loan financing from state-owned banks or overseas
development banks routed through local state-owned banks in view that financial returns from the
established forest plantations will only be realized when the crop is mature for harvest.
The majority of the forest areas granted for forest plantation establishment is located in remote areas
with limited infrastructural development. As such, investors will have to prepare their own basic
infrastructures to facilitate the operation of their work which will incur high cost in addition to the cost
in establishing and developing the plantations. This has impeded their ability to extensively invest in
forest plantation development in the country.
Marketing mechanisms for wood products from plantations by the private sector are still under-
developed in Myanmar. The privately produced teak and other plantation hardwoods are now starting
to produce poles and posts from thinning. It is pertinent to find markets for these products as well as
for logs which will be coming into production soon. Lack of market information and the current lack
of market demand for thinning products from forest plantations are affecting efforts to promote the
private sector to substantially invest in forest plantation development.
Current investors have also voiced a number of constraints that have impeded increased investment in
forest plantation development in Myanmar. These include (i) availability of large contiguous blocks of
land within reserve forest, or lack of access to such areas; (ii) land tenure issues, especially the
informal occupation of forest land for farming; (iii) complicated procedures to acquire land and to
harvest, transport, process and trade timber; (iv) insufficient FD staff with training to promote forest
sector investment and promotional materials; (v) lack of enforcement capacity to prevent
encroachment and illegal logging in plantation areas; and (vi) widespread availability of illegal timber,
which depresses log prices and reduces demand for plantation-grown wood.
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6.0 Thailand

6.1 Background

The Kingdom of Thailand shares a common border with Myanmar, the Lao People’s Democratic
Republic, Cambodia and Malaysia. In the past, the environment and natural resources, including
forests, had contributed to the economic growth of the country and in meeting the needs of the
majority of the rural population. Increasing environmental awareness and continued strengthening of
civil society in the 2000s led to a more stable arena for forest protection, with much reduced
deforestation rates recorded and improvements in watershed conservation. Forests in Thailand still
have a high potential to contribute to the long-term sustainable development of the country, provide
and secure environmental services and will contribute to poverty alleviation in rural areas.

The Royal Forest Department (RFD) was founded in 1896 to consolidate the exploitation of forests.
As a result, the ownership and control of all forests were transferred from the feudal chiefs to the
government. The RFD, under the purview of the Ministry of Natural Resources and Environment
(MNRE), is responsible for managing forest areas outside of protected areas, as well as promoting
community forestry and private sector plantations. The management of protected areas in Thailand is
under the jurisdiction of the Department of National Parks, Wildlife and Plant Conservation (DNP),
while the Department of Marine and Coastal Resources (DMC) is responsible for the management of
coastal flora and fauna, including mangrove forests, through conservation and rehabilitation.
Both Departments are also under the purview of MNRE.

At the end of 2018, the extent of forest cover in Thailand was estimated to be 16.39 million ha or
31.94% of the country area. Of this total, an estimated 14.84 million ha or 90.5% was natural forests
with the balance of 1.55 million ha being forest plantations. All the natural forests were located in the
PFE while the forest plantations were located outside the PFE as in Annex 9. In terms of ownership, it
is evident from Annex 10 that all the natural forests were publicly owned, while 1.49 million ha or
96.1% of the forest plantations were privately owned with the balance of 63 thousand ha being
publicly owned.

6.2 Policies, Legislation and Land Tenure Arrangements
In an attempt to consolidate sectoral policy in the country and to place forestry within the context of
overall national development, a National Forest Policy was formulated in 1985. The Policy reduced
the forested area target to 40% of the country area (original target was 50%), comprising 15% as
protected forests for nature conservation, recreation and environmental quality protection, and 25% as
production forests to produce timber and other forest products'?. Prior to this, the forest policy was
expressed primarily through pieces of legislation where in the first phase, forests were brought under
State ownership and management. The legal status of the permanent forest estate was established
either as protected areas or forest reserves. In the latter phase, logging concessions were given to
private operators and the state-owned Forest Industry Organization (FIO) which was founded in 1947.
All logging concessions were subsequently cancelled when the logging ban was enforced in 1989
where all the natural forests are protected by law from commercial exploitation. FIO is now
focusing on managing forest plantations, especially of Tectona grandis (teak), Hevea brasiliensis
(rubber) and Eucalyptus species.
Under the National Forest Policy (1985), the public and private sectors would develop and manage
forest areas, including reforestation and afforestation to meet the demand in both the domestic and
export markets. Community forestry on public land by the private sector and the establishment of
forest woodlots for household consumption would be promoted. Incentive systems will be established
to promote reforestation by the private sector. The Policy identified the need for partnerships between
the public and private sectors. It also urged various government agencies and the private sector to
collaborate in forest management and development.
Taking cognizance of the 20-year National Strategy that was approved by the Cabinet on
30 June 2015, the RFD has developed a 20-year Royal Forest Department Strategic Plan covering the
period 2017-2036 which defines the vision, mission and seven strategies of the Department.
In brief, the vision is to manage the forest sustainably and ensure its stability. Its mission, among
others, is to conserve, preserve, protect and restore forest areas. It also includes enhancing forestry
operations and forest land use. The seven strategies are to:

(1) protect and preserve the remaining forest areas and ensure their sustainability;

(ii) increase and restore forest areas efficiently taking into account the economic, social

and environmental aspects of forests;
(iii)  promote forestry and economic forestry businesses in afforestation and increase urban
and rural green areas;

2 This was reversed by the Seventh National Economic and Social Development Plan (NESDP), 1992-1996, where forest
areas for conservation were increased to 25% and 15% were allocated for timber production.
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(iv) resolve conflict of interests among the people on the use of forest land, both
systematically and fairly;

(v) support and promote research in the development of best management practices and
the sustainable use of forest resources;

(vi) further strengthen the integration and promotion of participation from all stakeholders
in the forestry sector; and

(vii) develop organization-management systems, including information systems, to
optimize forest land management.

In implementing the Plan, the RFD envisaged to:

(1) achieve at least 40% of the country's area under forest cover within 20 years;

(ii) preserve forest area amounting to 8.6 million ha'® (53.80 million rai);

(iii) restore forest and other plantations totalling 2.2 million ha (14.02 million rai); and

(iv) plant economic tree species amounting to 1.4 million ha (8.68 million rai).

The Government of Thailand has established stringent laws and amended several acts towards the
management, protection and conservation of its forest resources, including water and biological
diversity, as well as promote the establishment and development of economic forest plantations.
Overall, there are more than 20 laws and several Cabinet decisions on forest resource management.
Notwithstanding this, the most significant development has been the 1997 and 2007 Thai Constitutions
that recognized the rights and roles of the Thai people to participate in formulating national policy and
in the management, development and conservation of natural resources. The Constitution clearly notes
the rights of civil societies in managing natural resources and the roles of actors.

Currently, there are nine main forestry legislation that underpinned the forestry sector in Thailand, as
follows:

(1) the Forest Act, B.E. 2484 (1941) that addresses logging operations and NWFPs
collection, transportation of timber and non-timber products and sawnwood
production as well as forest clearing, while the amended Forest Act B.E. 2562 (2019)
allows the private sector and public to use restricted tree species that are grown on
legally acquired land and to ease the movement of forest products and strengthen
industrial promotion;

(ii) the Wildlife Conservation and Protection Act, B.E. 2535 (1992) that establishes,
among others, provisions for national wildlife conservation, the establishment of
special territories and the possession and trade in wildlife;

(iii) the National Park Act, B.E. 2504 (1961) that provides for the determination,
protection and maintenance of national parks land, and the establishment of a
national parks committee;

@iv) the National Forest Reserve Act, B.E. 2507 (1964) which was amended in B.E. 2522
(1979) and B.E. 2528 (1985) provides for the determination of national reserved
forests and assigns responsibility for their control, management and maintenance to
the RFD, while the amended National Forest Reserve Act, B.E. 2522 (1979) increases
the penalties for forest offences, and that of the amended National Forest Reserve Act,
B.E. 2528 (1985) allows people to use or live in the National Reserved Forests for
both short and long term;

v) the Forest Plantation Act, B.E. 2535 (1992) which was amended in B.E. 2558 (2015)
aims to provide support and encourage private sector investment in forest
plantations development, as part of the RFD’s goal to expand planted areas in
Thailand, as well as addresses reforestation and land registration of private
reforestation rights, ownership and exemption from payment of royalty on forest
products from reforested areas;

(vi) the Tambol (sub-district) Council Act and the Tambol (sub-district) Administration
Organization (TAO) Act, B.E. 2537 (1994) that aim to strengthen the role of local
governments in natural resources use, planning and decision making;

(vii)  The Decentralization Act, B.E. 2541 (1998) that provides guidelines for the election
of community representatives to the Tambol Council where natural resource
management is one of the major duties of the Tambol Administration Organization;

(viii) the Forest Community Act, B.E. 2562 (2019) that provides the right for the local
community to manage community forests which are located outside protected forest
areas or other state areas that are also outside the protected forest areas; and

(ix) the Chainsaw Act, B.E. 2545 (2002) that regulates the use and the area where the
chainsaw having 1 horsepower and above and with chainsaw plates larger than
30.5 cm is permitted to be used, including its movement outside the permitted area.

131 ha=6.25rai.
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In Thailand, all the natural forests regardless of their status as protected areas or National Forest
Reserves are owned by the State and controlled and managed by the RFD, DNP or the DMC, whereas
all trees established on private lands are private property. In this context, the National Forest Reserves
are into classified into three categories, as follows:

) Conservation Forest (C-Zone) which consists of areas formerly designated as
protected forests and natural forests where human activities are minimal.
Nevertheless, some of these areas are still being used for agriculture and shifting
cultivation. Different forest management activities are also taking place in this
zone, including the establishment of protected areas, such as class 1 watershed
areas '*, national parks, wildlife sanctuaries, forest parks, non-hunting areas,
biosphere reserves, botanical gardens and arboreta. By law, people are not allowed
to live in, cultivate or utilize these gazetted areas. However, a significant number
of people have been occupying these areas prior to their gazettement and their
eviction is widely controversial at both the local and national levels. In this regard,
it has been reported that more than one million households still live in national parks,
wildlife sanctuaries and national reserved forest land that, by law, are illegal. As a
compromise, the government has introduced community forestry in an attempt to
motivate those living in or adjacent to such areas to become involved in resource
management.

(ii) Economic Forest (E-Zone) is designated for commercial plantation and reserved area
for landless farmers. The forest is absent, scarce or in poor condition, with cattle
grazing in the open fields. Various stakeholders are looking to this zone to
expand production forest, establish community forest, or use it for agriculture or
agroforestry.

(iii) Agricultural Uses (A-Zone) is designated as suitable for agriculture and for
allocation to landless farmers by the Agricultural Land Reform Office (ALRO).
In fact, in 1993, the jurisdiction over some of the smallholder agricultural land located
within National Forest Reserves was transferred to ALRO.

More specifically, local villagers have the use rights to collect free of charge dry and dead wood for
use as fuelwood and construction timber in National Forest Reserves, but the felling of any living tree
species in natural forests or clearing of land for new agriculture is legally prohibited. In plantation
forests, felling of reserved tree species, such as teak, for household use or for village development
activities may be allowed, but requires a permit from the RFD. In protected areas, the local
communities are allowed to collect free of charge some basic forest products, such as dry fuelwood
and some NWFPs, for example, mushrooms, rattan, bamboo and bamboo shoots, and medicinal plants,
for household consumption and sales, but they have no formal use rights. All decisions related to the
use of protected areas are made by the DNP authorities.

Different policies have also been developed to address the situation of smallholder farmers and
villagers living within National Forest Reserves. First, in 1975 a Cabinet decision was taken to provide
recognition to farmer’s agricultural holdings made previous to that year. Secondly, a ‘Forest Village’
program was also launched in 1975 to enlist farmers living in National Forest Reserves into planned
settlements as a way of limiting forest clearance and to be involved in reforestation programs in
exchange for use rights to 2.4 ha or 15 rai of agricultural land. Thirdly, in 1982, a Cultivation Rights
Project was implemented (khrongkan sithi thamkin - the STK project) that provided partial legal use
rights (through STK certificates) to farmers cultivating up to 2.4 ha in National Forest Reserves.
According to the Cabinet Resolution 2018 issued on 11 January 2000, forest-dependent people who
are granted permission to live in class 1 and class 2"> watershed areas as defined by the National Land
Policy Committee before 30 June 1998 will have to plant forest trees of at least 20% of any occupied
land. This could save the government the cost for undertaking forest rehabilitation (reforestation)
which usually amounts to THB 24,375/ha (US$ 761.72)'® or THB 3,900/rai (US$ 121.88)
The government will provide free seedlings to the forest-dependent people for meeting their obligation
to reforest their occupied land. Based on the forest survey, there are about 336,000 ha (2.1 million rai)
that could be reforested using this approach.

Regarding the poor forest-dependent people who live in watershed areas after 30 June 1998 but before
2014, they could enter into an agreement with the government to allow them to stay in the forest
reserves, but they will have to plant at least 200 forest trees for every 0.16 ha land they occupied.

' Area that is specifically reserved as a watershed because it may have an adverse effect on the environment from changes in
land use, including area where the forest conditions have been destroyed, modified or changed for development or other
forms of land use before 1982.

15 Area suitable for watershed at a secondary level from class 1 watershed. The area can be used for other important benefits
such as for forestry and mining activities, but with strict land use practices and its use for agricultural activities is absolutely
not permitted.

'® Exchange rate: THB 32 (Baht) = US$ 1.00.
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They can decide the tree species they choose to plant on the occupied land, such as teak, Pterocarpus
macrocarpus, Hopea odorata, Azadirachta excelsa and Aquilaria malaccensis, and the government
will provide them with the free seedlings. They can harvest the planted trees and NWFPs, such as
leaves and fruits as food or medicinal products, from the tree-planted areas in their occupied land.
The rest of the occupied land could be planted with any agricultural plants or crops of their choice.

In addition, a local community of more than 50 people has the right to submit a request to establish a
community forest in forest areas that are outside conservation areas to the governor under the
Community Forest Act (2019). The request must have explicit objectives regarding forest resource
conservation, environmental protection and biological diversity conservation; restoration of forest
areas in the community forest areas by reforestation; enhancing cooperation from all sectors in the
management of the community forest; and a balanced and sustainable use of the natural resources in
the community forest. It should include a list of the members of the community forest management
committee, a map of the area, and a community forest management plan.

The request is then processed by the Local Forest Resources Management Office assigned by the
Director-General of the RFD, including soliciting views from government agencies, state enterprises
and the public, with regard to its establishment. The outcome is submitted to the provincial community
committee for its consideration and approval, as well as to propose to the Director-General of the RFD
for the requested community forest to be gazetted.

In this context, the Director-General of RFD has the power to order the revocation of the established
community forest in whole or in part through the publication in the Government Gazette based on
(i) upon the request of the community forest management committee; (ii) if the community forest
management committee neglects to not manage the restoration of the community forest;
(iii) the community forest management committee does not comply with the rules or regulations as
stipulated in the Community Forest Act (2019); and (iv) when the area is needed for national security
interest and with the approval of the Council of Ministers.

Under the Community Forest Act (2019), the community forest management committee and members
of the community forest have the right to use the community forest to (i) promote education and raise
awareness about conservation and restoration of natural resources and the environment in the
community forest; (ii) enhance recreational activities and tourism; (iii) search for forest products;
(iv) use wood from designated use zones by members of households of the community forest or by the
community for developing common facilities within the community; and (v) utilize natural resources
and biological diversity in the community forest for consumption by households and members of the
community forest.

However, the Act prohibits any person involved in the community forest to (i) possess or use the place
or land for cultivation; (ii) construct, clear and burn forests; (iii) dig for minerals; (iv) hunt protected
wildlife; and (v) carry out activities which are detrimental to the condition of the community forest;
except when it is an act carried out by a competent official for the purpose of maintenance and
prevention or reducing damage to the community forest or an act carried out by the community forest
management committee.

Under the Forest Act (2019), anyone transporting wood must pay fees as stipulated by the Minister of
MNRE, except for wood transported for personal use within the area of the province where the wood
was processed or if the wood is sourced from trees planted on land that has been licensed by the
relevant government agencies. Nevertheless, a transport permit issued by the RFD is required for any
movement of timber or forest products for the purpose of trade. In addition, a certificate of origin is
also required for trade in the domestic market and for export of logs, wood products and wood
charcoal to the international market where the certificate is issued by the RFD.

In this regard, based on the RFD's regulations, the transport permit fee for teak is fixed at THB 50
(US$ 1.56), while wood from the other species is fixed at THB 20 (US$ 0.62), and for forest products,
it is fixed at THB 10 (US$ 0.31). In addition, the registration fee for the wooden stamp that is used to
mark and trace the origin of the log to its stump is fixed at THB 20 (US$ 0.62).

The fee imposed by the RFD for issuing the certificate of origin for logs, wood products, and charcoal
for trade in the domestic market or export to overseas market is based primarily on a combination of
volume, weight and maximum round-trip distance. It ranges from THB 35,200 (US$ 1,100.00) for
product volume greater than 80 m’and weighs more than 60,000kg and with a maximum round-trip
distance of 500 km to THB 1,400 (US$ 43.75) for product volume of less than 27 m’ and weighs less
than 20,000 kg and with a maximum round-trip distance of less than 200 km.

Before commercial logging in reserved forest areas could commence, a person needs to obtain
permission from the RFD for its approval which costs THB 20 (US$ 0.62). Upon its approval, a permit
granted by the RFD is required to extract logs from reserved forest areas where the fee is fixed at
THB 15,000 (US$ 468.75) for teak wood and THB 7,500 (US$ 234.38) for wood from the other tree
species. In this regard, no fee will be charged for the permit to extract logs from trees planted on
privately owned land.
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Based on market prices, an export tax of 40% is imposed for the export of logs and sawn timber to the
international market, except for those belonging to Casuarina junhuniana, C.equisetifalia
Dendrocalamus asper, Bambusa multiplex, B. blumeana, Anacardium occidentale, Acacia
auriculiformis, Leucaena leucocephala, Azadirachta excels, Pinus caribaea, P. ocarpa and Eucalyptus
species, while that for veneer is fixed at 10%.

6.3 National Forest Management Practices

Historically, from the mid-1890s to the early 1930s, commercial logging was undertaken to meet the
domestic and export demand for teak, especially the teak forests of the North. From the 1930s to the
early 1960s, logging became an important economic sector generating foreign exchange and providing
capital for national development and revenue to the government, as well as making land available for
agriculture. The RFD attempted to bring forest exploitation under management by enacting forest
laws, staff training and enforcement efforts. From the 1960s to the mid-1980s, logging peaked, export-
oriented agriculture expanded and national economic development gained momentum. But, as a result
of ineffective control and excessive logging, often illegal, the forest areas continued to decline at an
alarming rate. Desperate measures were introduced to rationalize sustainable forest management but
were not successful. This led to a logging ban of the natural forests from 1989 onwards as a result of
widespread awareness of the adverse effects of excessive forest exploitation on the well-being of the
nation.

In this regard, before the logging ban in 1989, the annual timber production was about 2 million m’,
sufficient for national consumption and export. However, as a result of rapid economic development in
the 1990s, the supply of hardwood and other industrial wood products, such as sawn timber, plywood,
veneer sheets, wood panels and particleboard, could not meet domestic demand. By 2009, Thai
traders imported 4 million m’ of logs and sawn timber from more than 50 countries to satisfy domestic
demand, mainly from the Republic of Congo, Malaysia and Papua New Guinea, although some timber
is available from forests that are cleared for infrastructural development, confiscated illegal logs, and
from forest plantations, including old rubber plantations due to replanting.

There are no management plans for the National Reserved Forest areas. The annual operational plan of
the reserved forests covers activities such as protection, reforestation, nursery activity and land
allocation. There are no provisions for silvicultural treatments and aided natural regeneration.
The emphasis in forest management is on patrol, recreation and other services. In fact, Thailand has
never had a long-term silvilcultural-management system as compared to its neighbouring countries
with similar forest types, such as in Myanmar. There are no records of national-level forest inventory
and during the logging peak period, inventories were regional or local in scale and they only contain
data on teak.

Nevertheless, three forest restoration approaches were adopted in Thailand to reforest forest area,
especially in the area which will take a very long time for the forest to regenerate by itself.
These approaches will require the area to be easily accessible as newly planted seedlings would need
constant monitoring, including the use of fertilizers, watering, eradication of weeds and wildfire
protection. The approaches are, as follows:

(1) reforestation with additional tree planting in the area where natural regeneration exists,
but does not cover the area evenly or in the area where the preferred species of natural
regeneration are inadequate or even not present at all;

(ii) reforestation through natural regeneration in the area where there is adequate natural
regeneration, but does not grow well due to, among others, an abundance of weeds
and annual wildfire, and thus requires intervention including wildfire prevention and
weeds eradication; and

(iii)  natural rehabilitation where trees and plants are left to grow naturally, especially along
cliffs.

Although the current National Forestry Policy states that efficiency in timber production should be
increased through appropriate forest management techniques using both selection and clear-felling
systems, with the logging ban in force, this provision has become irrelevant. Silvicultural treatments,
such as thinning, are not allowed because of the logging ban and only the production of NWFPs is
allowed which is mainly being carried out by local people in addition of being employed by the RFD
to carry out forest rehabilitation and reforestation work when funds are available.

Notwithstanding the above, as early as the 1970s, the RFD has recognized community-based forest
management involving local villagers as a strategy for sustainable management of the nation’s forest
resources. The RFD provincial and district offices assist local communities to demarcate community
forest areas and prepare operational plans. The RFD also provides free planting materials, such as
seeds and seedlings (mainly eucalyptus), to the villagers, as well as impart basic forestry skills in
nursery establishment, planting and maintenance, including enrichment planting and fire protection.
Currently, with the promulgation of the Community Forest Act in 2019, the local community is given
the right to manage its forest and this has strengthened and incentivized the local community to
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conserve and utilize the community forest sustainably. In addition, field implementation of community
forestry in Thailand has also been strengthened and the community forest is better managed through
the five-year community forest management plan which is reviewed and updated regularly.

Currently, the overall management approach is directed towards the expansion of the forest resource
base by developing forest plantations to supplement wood supplies from natural forests, expansion of
designated protected areas, and the development of community forestry.

6.4 Forest Plantation Establishment and Development

The establishment and development of forest plantations in Thailand is undertaken by government
agencies such as the RFD and FIO, corporate companies on purchased or leased land, medium-scale
landowners and smallholder farmers. Businesses also support tree planting through their corporate
social responsibility programs. In fact, teak planting in Thailand started in 1906 by applying the
taungya system with modifications to suit the surrounding areas, both economically and socially,
where small areas were planted annually until 1960.

However, since the 1980s, Thailand has embarked in developing commercial forest plantations that
now produce large quantities of timber for both the domestic and export markets. It has been reported
that teak trees grown in plantations on good soils may reach an average of 60 cm dbh and 30 m in
height in about 50 years. Typically, 1,200 to 1,600 stems per hectare are planted and canopy closure
takes place between the third and fourth year of planting and this suppresses the development of
weeds. Pruning is carried out near the time of canopy closure. This will also reduce the chance of
ground fires reaching the crowns and facilitate access to the stand. The first thinning generally takes
place when the dominant height reaches about 9 m or 10 m and the second when the dominant height
reaches 17 m to 18 m. The final felling is at year 50 with a stand of about 62 trees/ha or 10 trees/rai.

In response to the deteriorated wood supply situation, the Ministry of Agriculture and Cooperatives,
upon the initiative of the RFD, launched the Private Tree Farm Incentive Plantation Promotion that
was implemented from 1994 to 2002 (except 2001) with a planting target of 1.28 million ha.
The program encouraged the private sector and farmers to plant specified economic tree species on
their lands at 1,250 seedlings/ha. The purpose was to make use of all unutilized marginal farmland and
areas for environmental benefit, and to reduce rural poverty, as well as to meet the increasing demand
for wood by the wood-based industries. Planting was subsidized by the government at THB 15,008/ha
(US$ 469.00) and the farmers were free to manage the standing stock and harvest the timber at the
beginning of year six of planting when the contract ends.

An estimated 80,126 farmers joined the program and a total of 169,400 ha or 1,058,750 rai was
planted which represents 13.2% of the target. The program is still ongoing even though it was
officially planned to end in 2002.

During 1994-1996, a national reforestation program was also launched with a planting target of
800,000 ha. It involved the planting in degraded forest areas, parks, recreation areas, dams,
reservoirs, roadsides, riverbanks, premises of schools, government offices and religious places.
Corporate companies such as Double A (1991) Public Company Limited and the Siam Cement Group
(SCG) (Thailand) Company Limited have also engaged farmers to plant eucalypts where they sell their
wood chips during thinning at year four of planting to the companies at THB 100,000/ha
(US$ 3,125.00) or THB 16,000/rai (US$ 500.00). These companies use wood chips as fibre for paper
production. Other companies such as the Charoen Pokphand (CP) Group, Thailand, has planted
32,000 ha or 200,000 rai of forest trees on their own land, while the Thai petroleum company, PTT
Public Company Limited, has planted an estimated 160,000 ha or 1,000,000 rai on degraded forest
lands as well as on their own land. Both companies expect to receive carbon credit payment on their
investments.

In conjunction with a seminar held in Thailand on 7 June 2018, a campaign was launched to further
encourage and motivate stakeholders to plant 3,000 million trees in five years or at a rate of
600 million trees a year. At present, the campaign is still is ongoing. This low-cost investment would
also help to mitigate climate change.

The main impediment to forest plantation development in Thailand has been the poor and often
indebted farmers who often need quick financial returns than what timber tree species could offer.
As such, they are more interested in planting agricultural crops or short-rotation tree species.
For slower-growing timber species, only the medium to larger-scale farmers who have the financial
capability to wait for returns will be able to undertake the planting of these species because of their
long gestation periods, for example, 50 years for teak.

Both the private and public sectors (e.g., the RFD and FIO) have been involved in forest plantation
promotional schemes. Although teak is the highest-demand timber species, especially for the furniture
and boat industries, its long gestation period has dampened the extent of the area planted. In this
regard, the RFD has assisted the private sector to establish teak plantations of about 100,000 ha from
1994 to 2000. Planting spacing adopted are typically at 2x4 m or 4x4 m whereas the mean annual
increment (MAI) is reported to reach 13.52 m’/ha.
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The three primary industrial species planted are rubber, Eucalyptus camaldulensis and teak, with
smaller plantations of Acacia species, Albizzia lebbeck, Leucaena leucocephala, Gmelina arborea and
pine species such as Pinus merkusii. Other broadleaved species, such as Pterocarpus maccrocarpus,
Dipterocarpus species, Swiettenia macrophylla and Hopea odorata, are also planted on a small scale.

6.5 Incentives and Disincentives for Sustainable Natural Forest Management

Incentives
There are only a few fiscal incentives provided in Thailand for managing the natural forests
sustainably. In this regard, local villagers living in National Forest Reserves have the use rights to
collect free of charge dry and dead wood for use as fuelwood and construction timber. In the case of
protected areas, the local communities are allowed to collect free of charge dry fuelwood and some
NWPEFPs, such as mushrooms, rattan, bamboo and bamboo shoots, and medicinal plants, for household
consumption and for sales.
According to the collaboration between the RFD and the Revenue Department, a private company
could waive tax of 10% of its profit if the company provides support to the forest community on forest
conservation of up to THB 100,000 per year (US$ 3,125.00). In this regard, there are about 11,700
registered forest communities in Thailand, and any forest communities that were established before
25 November 2019 were automatically registered. However, their registration needs to be extended
once every 10 years. A private company could also waive tax of up to 2% of its profit if the company
supports forest community projects to mitigate climate change.
To enable the poor forest-dependent people who are permitted to live in reserved forest areas to
reforest their occupied land, the government through the RFD has been providing free seedlings for
them to meet their obligation to reforest their occupied land. Based on a forest survey, it was estimated
that 336,000 ha or 2.1 million rai could be reforested through this approach.
The amended National Forest Reserve Act, B.E. 2507 (1964) in 1985 has enabled people, especially
the poor forest-dependent people, to use or live in the National Forest Reserves for both short and long
term. The Cabinet Resolution 2018 has also enabled forest-dependent people to legally live in class 1
and class 2 watershed areas as defined by the National Land Policy Committee, while the Forest
Community Act, 2562 (2019) has enabled community forest management committees and community
forest members to have the right to search for forest products and utilize the natural resources and
biological diversity for households’ consumption.

Disincentives
The logging ban enforced since 1989 has impeded the attainment of sustainable management of
natural forests in Thailand. This is in view that timber harvesting from natural forests for domestic and
international trade is not allowed which would have provided the resources required to further enhance
sustainable forest management. The logging ban has also impeded the application of silvicultural
treatments of logged-over forests, such as canopy opening to provide sunlight for the many seedlings
under the big mature trees in moist evergreen or pine forests, including new seedlings, to grow as
natural regeneration.
The National Park Act, B.E. 2504 (1961) does not allow the harvesting of NWFPs in protected areas
for commercial use which would have provided additional income to the poor forest-dependent people
permitted to live there to improve their livelihoods. It also disallows the RFD to collect seeds from
protected areas to produce the seedlings for free distribution to forest communities to undertake
reforestation, unless the RFD has a memorandum of understanding with the DNP.
Private companies could not receive carbon credit from the trees that they have planted in degraded
areas of some national parks under the various reforestation programs launched by the government,
including on their own land. This is in view that currently there are no laws and regulations on carbon
credit and benefit-sharing mechanisms in Thailand which could emanate from REDD+'"" activities,
especially in the enhancement of forest carbon stocks.
Even though there are many studies conducted in Thailand which show that there are a number of
ecosystem services provided by natural forests to the environment, social and economic development
of the country, there is no mechanism and/or legal framework to implement and incentivize the
payment for ecosystem services (PES) from natural forests.

6.6 Incentives and Disincentives for Forest Plantation Establishment and Development

Incentives
In terms of fiscal incentive, any person extracting logs from trees planted on privately owned land is
not required to pay for a transport permit issued by the RFD under its forest rules. In addition, any
person transporting wood for personal use within the area of the province where the wood was

" Reducing emissions from deforestation and forest degradation, conservation of existing forest carbon stocks, sustainable
forest management and enhancement of forest carbon stocks.
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processed or if the wood is sourced from trees planted on land that has been licensed by the relevant
government agencies is also exempted from paying any fee to the authorities.

Action is currently being taken to amend relevant laws and regulations to allow private sector
companies which are only allowed to trade in non-teak logs to be able to export teak logs to the
international market, which is presently the exclusive right of FIO. This is envisaged to be completed
by the end of 2020.

Action is also currently being taken to review and to abolish the 40% export tax for logs and sawn
timber which is also envisaged to be resolved at the end of 2020. This would further motivate the
private sector to plant forest trees and further develop the wood-based industries to produce more
value-added forest products for export to overseas market.

There are a number of non-fiscal incentives provided in Thailand to encourage and support forest
plantation establishment and development. The incentives include subsidies for tree planting, free
planting materials and soft loans provided by the cooperative bank.

In the past and until today, the RFD has been providing subsidy for the local community to plant forest
trees. Each farmer who is registered with the RFD would be provided THB 18,750/ha (US$ 585.94) or
THB 3,000/rai for establishing fast-growing tree plantation within three years and THB 31,250/ha
(US$ 976.56) or THB 5,000/rai for slow-growing tree species within five years for areas ranging from
0.1-8 ha (1-50 rai). The registration of individual farmer and household with the RFD could be done
online.

The FIO has provided incentives to poor local communities to plant trees on FIO’s land where they are
also allowed to plant agricultural crops for additional income. In this regard, the total amount provided
by FIO to the local community to carry out (i) seedlings planting, (ii) weeding and fire prevention,
(iii) tree thinning, and (iv) silvicultural management for teak plantation is estimated to be
THB 84,194/ha (US$ 2,631.01), while that for the establishment of Eucalyptus plantation amounts to
THB 40,700/ha (US$ 1,271.88).

The Renewable Energy Department under the Ministry of Commerce has been promoting private
biofuel plants to motivate farmers to plant trees and sell wood chips as biofuel for their plants where a
farmer could receive THB 1,000 (US$ 31.25) for a metric ton of wood chips from the biofuel
company. In this regard, fast-growing trees such as Eucalyptus, Acacia auriculiformis and A. mangium
could be used as 12,000 metric tons of raw wood chips would be able to produce one megawatt of
electricity.

The RFD, through its established nurseries in the provinces and regions throughout the country,
provides an estimated 6 million free seedlings each year to local and poor people to plant trees in their
own land or on degraded forest land in forest reserves and protected areas that are legally occupied by
them. There is a plan to double the number of seedlings of up to 12 million seedlings by next year.
The species provided include Dipterocarpus alatus, Dalbergia cochinchinensis (Siamese rosewood),
Afzelia xylocarpa, Xylia xylocarpa, T. grandis, P. macrocarpus, H. odorata, Sindora siamensis and
Shorea roxburghii.

The Bank for Agriculture and Agricultural Cooperatives (BAAC), a state enterprise established under
the Bank of Agriculture and Agricultural Cooperatives Act, provides low-interest rate loans to
farmers, farmer groups and agricultural cooperatives through its Tree Bank Project.

The first type of loan which started in early 2009 and had just ended on 31 March 2020 used trees and
land as collateral for the loan. The maximum loan amount was THB 125,000 (US$ 3,906.25) per
applicant subject to the valuation of the land which did not exceed 50% of the land value while that for
trees did not exceed 25% of the value of the trees.

The second type of loan which started on 1 April 2020 and is still ongoing uses only trees as collateral
for the loan where the evaluated trees must be registered with the Department of Business
Development under the Ministry of Commerce. The maximum loan amount is THB 125,000
(USS$ 3,906.25) per applicant subject to the valuation of the trees which should not exceed 50% of the
value of the trees, similar to the first type of loan.

In this regard, the annual interest rate charged for the loan is 10% for the first year and for the second
year it is charged at 9.25%, while for the third year the interest rate charged is at 8.50%, subject to the
discretion of the bank and the repayment history of the borrower. When the loan enters the 4-5 years,
the interest rates charged is between 6% and 7%. The payback period for the loan is between
15-20 years from the date of the loan. The grace period that the bank could give would not be more
than 18 months to 1 year and 6 months, subject to, among others, the creditworthiness of the borrower.
These loan conditions were also applicable to the first type of loan which had just ended on
31 March 2020.

The trees used as collateral for the bank loan must be those planted on own land or approved
community land, and the trees must be the property of the loan applicant. The assessed tree must be
older than 1 year and have a height of 130 cm and a girth of not less than 3 cm. The benchmark used
for tree valuation is classified according to four groups of trees according to their rates of growth and
the expected values of the wood, as follows:
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(1) Group 1: Trees with fast growth rates, short rotation and the wood is low in value,
such as Acacia species and Azadirachta species. At the age of 1 year, on average, the
tree will have a girth of 15.40 cm at a height of 130 cm with an estimated value of
THB 6/tree (US$ 0.19), and after 25 years, the average girth will increase to
139.54 cm with an expected value of THB 6,877/tree (US$ 214.91).

(ii) Group 2: Trees with medium growth rates, long rotation and the wood is quite high in
value, such as Pterocarpus macrocarpa, D. alatus and H. odorata. Atthe age of
3 years, on average, the tree will have a girth of 3.14 cm at a height of about 130 cm
with a value of THB 1/tree (US$ 0.03), and after 25 years, the girth is expected to
increase to 115.66 cm and with a value of THB 4,212/tree (US$ 131.63). If the tree is
allowed to grow to 50 years, the value will increase to THB 8,787/tree (US$ 274.59).

(iii)  Group 3: Trees with medium growth rates, long rotation and the wood is of high
value, such as 7. grandis. At the age of 1 year, on average, the tree will have a girth of
8.80 cm at a height of 130 cm with a value of THB 17/tree (US$ 0.53), and after
25 years, the girth is expected to increase to 97.11 cm and with a value of
THB 5,838/tree (US$ 182.44). If the tree is allowed to grow to 50 years, the value will
increase to THB 37,360/tree (US$ 1,167.50).

(iv) Group 4: Trees with slow growth rates, long rotation and the wood is very high in
value, such as D. cochinchinensis and A. xylocarpa. At the age of 3 years, on average,
the tree will have a girth of 3.08 cm at a height of 130 cm with a value of THB 0.3/tree
(US$ 0.01), and after 25 years, the girth is expected to increase to 71.97 cm and with a
value of THB 7,766/tree (US$ 242.69), while at the age of 50 years, the value of the
tree is expected to increase to THB 23,000/tree (US$ 718.75).

Currently, there are 6,804 communities with 115,217 members participating in the Tree Bank Project
of the BAAC. They have planted an estimated 11.7 million trees.

The BAAC also provides loans through its Green Credit Project to farmers, farmer groups, community
enterprises, organizations and agricultural cooperatives. The project started on 1 January 2018 and is
expected to end on 31 March 2021. Based on the feasibility study of the project and the expected
returns, the maximum loan that can be given to a borrower would not be more than 80% of the project
cost and not more than 50% of the collateral value, such as land, guarantors, etc..

Under the Green Credit Project, the current annual interest rate charged to farmers or individuals is at
6% or at MRR"-1, while that for entrepreneurs, community enterprises, organizations, farmer groups
and agricultural cooperatives it is at 4.5% or at MLR"-0.5. The payback period should not exceed
15 years from the date of the loan. The grace period that the bank could give would not be more than
1 year, subject to, among others, the capability of the borrower to repay the loan.

In addition to the Tree Bank Project and the Green Credit Project, the BAAC also provides loans to
farmers who are in debt and wish to have a career change through its Reforestation to Generate
Income Loans scheme. In this regard, the criteria used to assess the loan applicant are whether
(1) the farmer is in debt and wishes to change its career; (ii) the applicant is a professional; and
(iii) the area is located in the upstream forest area of the 11 provinces. The provinces are Chiang Mai,
Chiang Rai, Nan, Phayao, Phrae, Mae Hong Son, Lamphun, Lampang, Phetchabun, Phitsanulok and
Loei. The scheme started in early 2019 and is expected to end on 31 July 2021.

Under the Reforestation to Generate Income Loans scheme, the maximum loan that can be given to an
applicant should not exceed THB 100,000 (US$ 3,125.00). The annual interest rate charged is at
3.875% or at MRR-3 for the first 3 years, while the interest rate charged for year 4 to 6 is at 4.875% or
at MRR-2, and for year 7 to 9, the interest rate charged is at 5.875% or to MRR-1. From year 10 and
onwards, the annual interest rate charged is at MRR or 6.875%. The repayment of the loan is by
instalments based on the capability of the borrower to service the loan but should not be more than
15 years. In this regard, the repayment of the principal of the loan could be waived for the first 5 years
and the borrower only needs to pay the interest on the loan.

In view of the current Covid-19 pandemic, BAAC has reduced the annual interest rate charged on
loans given to farmers and individuals from 6.625% to 6.50%. In this context, during the Covid-19
pandemic the government has also provided financial relief of THB 15,000 (US$ 468.87) to registered
farmers involved in developing economic forest plantations or planting trees covering areas of 1 rai or
0.16 ha and with 15 trees or more.

It has also been reported that the BAAC has been developing the methodology, procedures, and the
legal framework to issue reforestation and afforestation bonds later in 2020 once the current Covid-19
pandemic in Thailand stabilizes and economic activities return to normal. This would provide further
economic instruments for financing the establishment and development of forest plantations in
Thailand.

® MRR (Minimum Retail Rate) refers to the minimum interest rate that the bank charges on loan given to its retail customers.
" MLR (Minimum Loan Rate) refers to the minimum interest rate that the bank charges on loan given to its premier
customers.
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The amended Article 7 of the Forest Act, B.E. 2484 (1941) in 2019 has enabled the private sector and
local communities to plant highly-economic-forest tree species, such as 7. grandis, X. xylocarpa,
A. xylocarpa, Chukrasia velutina, Toona ciliata, Shorea obtusa, Shorea siamensis, D. alatus,
D. cochinchinensis and Dalbergia oliveri, on their own land and could harvest the trees without
having to apply and obtain approval from the RFD as was required in the past. This is based on the
decision of the National Land Policy Committee and the RFD. In addition, since 2015, the private
sector, local communities and farmers who are approved to cultivate on reserved forest areas are not
required to pay the annual land rent of THB 94/ha (US$ 2.94) or THB 15 per rai (US$ 0.47) which
they used to pay before 2015, although they will still need to pay royalties on the use of forest
products. This will motivate the private sector, local communities and farmers to plant forest trees on
their own land. It has also the potential to reverse the establishment of rubber plantations to teak
plantations as there is a high demand of the latter.

Disincentives
The need to get approval from the RFD to harvest tree even though the trees were planted on private
land has deterred the private sector and local communities to plant highly-economic-forest tree species
on their own land, resulting in many teak plantations being replaced with rubber plantations. This is in
view that it took over 23 years for the Forest Plantation Cooperatives to have the government agreed
to amend Article 7 of the Forest Act, B.E. 2484 (1941) that allows the private sector and local
communities to harvest trees planted on their own land without the need to obtain approval from the
RFD.
With the amendment to Article 7 of the Forest Act, B.E. 2484 (1941), there is now also a high demand
for good quality forest tree seedlings by the private sector and communities who are eager to plant
highly-economic tree species which could not be fully met.
Currently, only FIO is allowed to export teak logs and teak wood products, as well as other wood
species to the international market, while companies in the private sector could only export teak wood
products and other non-teak wood products but not teak logs. This has deterred them to embark on
large-scale planting of the highly-priced teak.
The current 40% export tax imposed on logs and sawn timber exported to the international market that
FIO and the private sector have to pay to the Ministry of industry is seen as a barrier to encourage
them to plant teak and other tree species for the export market.

7.0 Vietnam

7.1 Background

The Government of Vietnam considers forests as an important renewal resource, valuable for the
socio-economic development and well-being of communities throughout the country. Currently, the
forests in Vietnam contribute up to 20% to 40% of yearly household income of about 25 million
Vietnamese and directly provide livelihood resource to around 10 million people.

In this regard, following the establishment of the Democratic Republic of Vietnam in 1945, the
Ministry of Agriculture was established and 10 years later in February 1955, the Ministry became the
Ministry of Agriculture and Forestry, including the Department of Forestry. By July 1976, the
Ministry of Forestry was established and in November 1995, three ministries, namely, the Ministry of
Agriculture and Food Industries, the Ministry of Forestry, and the Ministry of Hydrology were merged
under the Ministry of Agriculture and Rural Development (MARD). In 2007, the Ministry of Fisheries
was merged with MARD which is responsible to the government, among others, for nation-wide forest
management, protection and development.

The government regulates organizational structure, tasks and authorities of professional forestry
agencies from the central to the district level and forestry officers working in communes and towns.
Under MARD, the Vietnam Administration of Forestry (VNFOREST) is responsible for managing the
natural forest resources and forest products, as well as in implementing the law to protect forests.
It also has the authority to establish, manage, develop and exploit products from forest plantations.
Over the last two decades, the government in general and the forestry sector, in particular, has focused
on sustainable forest management. In 1991, the then Ministry of Forestry launched four development
strategies to reform the forestry sector, namely:

(1) realign forestry from focusing on the harvest of forest resources to forest resource
establishment and sustainable development;

(ii) restructure forestry from state and public management to multi-sector economic
management involving households, individuals, communities, the private sector and
others;

(iii)  refocus the forestry sector from timber harvest in natural forests and wood plantations
to an economic sector with a variety of products developed and enhance exports; and
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(iv) develop from investment in extensive plantations with limited application of science
and technology to intensive plantations with greater scientific and technical
application.

To support the development of the forestry sector in Vietnam, the Forest Science Institute of Vietnam,
the main forestry research institute, was established in 1961 with departments specializing in forest
resources and vegetation, silviculture, forestry economics, forest restoration, forest protection and
forest product processing. In 1964, the National University of Forestry in Xuan Mai that specializes in
forestry education was also established. There are other similar establishments including the
University of Agriculture and Forestry in Thu Duc, the Highland University, the University of
Agriculture and Forestry in Thai Nguyen, and the University for Agriculture and Forestry in Hue.
There are also centres for the study of seeds, biotechnology, ecology, special forest products and the
forest environment, as well as centres for the study and transfer of forest technologies and application
of silviculture.

At the end of 2018, the extent of forest cover in Vietnam was estimated to be 14.49 million ha or
43.74% of the country area. Of this total, an estimated 10.25 million ha or 70.7% was natural forests
with the balance of 4.24 million ha being forest plantations. Of the natural forests, a total of
4.25 million ha or 41.5 % was production forests, while 3.49 million ha or 82.3% of the forest
plantations were production forests. An estimated 11 million ha or 75.9% of the total forest areas was
located in the PFE with the balance of 3.50 million ha located outside the PFE as in Annex 11.
In terms of ownership, it is evident from Annex 12 that of the total forest areas, 12.01 million ha or
82.9% were public forests with 2.48 million ha being privately owned. Of the publicly owned forests,
a total of 7.12 million ha or 59.3% was located in the PFE with the balance of 4.89 million ha located
outside the PFE.

7.2 Policies, Legislation and Land Tenure Arrangements

In pursuit of State decisions and instructions, the forestry sector has promulgated various policies and
regulations that provide guidance on sustainable forest management, including the 2006-2020 Vietnam
Forestry Development Strategy (VFDS) which focuses on sustainable forest management and
development. The most pertinent forest and forestry objectives in the Strategy to 2020 are to:

@) establish, manage, protect, develop and use 16.24 million ha of land planned for
forestry to increase the forested cover to 42-43% by 2010 and 47% by 2020;
(i1) manage, protect, develop and sustainably use 8.4 million ha of production forest

comprising 4.15 million ha of plantation forest, 3.63 million ha of natural production
forest and 0.62 million ha of rehabilitating natural forest for agroforestry;

(iii) afforest 1 million ha by 2010 and 1.5 million ha from 2010-2020, as well as to conduct
reforestation after harvest of 0.3 million ha per year, and plant 200 million scattered
trees per year; and

@iv) certify at least 30% of production forest areas as being sustainably managed by 2020.

The Forestry Development Strategy has also included a number of programs to be implemented to
2020, including the sustainable forest management and development program which aims to:

6))] allocate or lease all forests and forest land to forest owners by 2020;

(ii) improve the quality of 0.5 million ha of poor natural forests by enrichment and
planting 200 million scattered trees annually to meet fuelwood demand in rural areas;

(iii) establish 1 million ha of plantation forest by 2010, including 0.75 million ha of
production forests and 0.25 million ha of protection forests; and

(iv) supply 3.7 million m’ of large diameter timber to the wood processing industry from
forest plantation forests by 2010 and increase it to 10 million m’ by 2020.

Since 1992, the government has promulgated policies to encourage investment and development of
forests. Accordingly, forest owners may borrow capital with preferential interest rates if they include
NWFPs management. In addition, the government has tax reduction policies related to activities such
as forest plantation establishment and tree planting on bare land and denuded hills.

A number of legal documents addressing, among others, sustainable forest management and protection
have been issued, as follows:

@) the Forest Protection and Development Law in 1991 (amended in 2004 and 2016);

(ii) the Land Law in1993 (amended in 1998, 2003 and 2013);

(iii) the Water Resource Law in 1998;

@iv) the Environmental Protection Law in 2005 (amended in 2014);

v) the Biodiversity Law in 2008; and

(vi) the Forestry Law in 2017.

According to the Forestry Law (2017) and Circular No. 33/2018/TT-BNNPTNT dealing with forest
survey and monitoring, forests and forest land in Vietnam are categorized by function, origin,
geographical condition, tree species, timber reserve, and forest land without forests planned for
forestry.
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In terms of forest functions, the forests are classified into three types, namely:

(1) Protection Forests which are mainly used to protect water streams and soils, prevent
soil erosion and mitigate natural disasters, combat desertification, regulate climate and
protect the environment;

(ii) Special-use Forests which are mainly used for nature preservation, protect historical
and cultural relics and places of scenic beauty, tourism, and to some extent the
environment, as well as to conserve forest biological diversity; and

(iii)  Production Forests which are mainly used to produce, supply and trade in timber and
NWFPs and protect the environment.

By the origin, the forests are classified into (i) natural forests which exist in nature or are restored
through natural regeneration, including primary and secondary forests; and (ii) forest plantations that
include, forest plantations on land without forests, forest plantations on land after exploitation of
existing forest plantations, and forests naturally regenerated after exploitation of forest plantations.

In terms of geographical conditions, the forests are classified into (i) soil mountain forests that grow
on soils in hills and mountains; (ii) rocky mountain forests that grow on rocky mountains or rocky
areas with or without a sparse soil surface; (iii) floodplain forests that grow on regularly or
periodically flooded areas; and (iv) dune forests that grow on sand dunes or sandbanks.

The forests in Vietnam are also classified by species, namely, (i) timber forests which comprise
mainly timber trees; (ii) bamboo forests that consist of bamboos; (iii) palm forests where the major
component are palms from many families; and (iv) mixed forests which comprise timber trees and
bamboos.

In terms of timber reserves, the forests are classified into five types, namely, (i) rich forests with a
growing stock of 200 m*/ha; (ii) average forests with a growing stock of between 100 to 200 m”ha;
(iii) poor forests with a growing stock of between 50 to 100 m’/ha; (iv) extremely poor forests with a
growing stock of between 10 to 50 m’/ha; and (v) non-stock forests with a growing stock of less than
10 m’/ha and with trees of less than 8 cm in diameter.

On forest land without forests planned for forestry, it is classified into four groups, as follows:

@) land with forest plantations not yet constituting forests where the forest plantations
only reach an average height of less than 1.5 m for slow-growing trees or 3 m for fast-
growing trees, and a density of fewer than 1,000 trees/ha;

(ii) bare land with regenerated timber trees where they cover brushy plants, grass
expanses, canebrakes and regenerated timber trees with a height of at least 0.5 m and a
density of at least 500 trees/ha which are planned for forestry purposes;

(iii) bare land without regenerated timber trees which are planned for forest use, such as
afforestation, protection for nature rehabilitation, and forestry research and
experimentation, including bare land and land with brushy plants, grass expanses,
canebrakes, red flower banana, tiger grass and silver grass; and

@iv) rocky mountain without trees which are mainly located in areas of bare rocky
mountain with trees that fail to meet the criteria for being considered as forests.

The functions of the forest could be changed among Special-use Forests, Production Forests and
Protection Forests, but should be done in accordance with forestry and land-use planning at the
national level. This will be decided by the Prime Minister or Provincial People’s Committee.

In accordance with the Enterprise Law 68/2014/QH13, enterprises that carry out business in the forest
sector in Vietnam will have to pay six types of tax, namely, (i) licence tax; (ii) corporate income tax;
(iii) value-added tax; (iv) import tax; (v) export tax; and (vi) natural resource consumption tax.

Forest licensee who harvests timber from the natural forest will have to pay a natural resource
consumption tax in accordance with the guidance on severance tax in the Circular No. 152/2015/TT-
BTC. The tax rates which are based on timber values are stipulated in the severance tax schedule of
Resolution No. 1084/2015/UBTVQH13 dated 10 December 2015. In this context, timber species are
grouped into eight Groups, from Group I to Group VIII based on physical properties, durability, end-
uses and economic values. The highest value being Group I and the lowest being Group VIII where
the tax rate is based on the timber price at the forest gate. For timber in Group I, it is fixed at 35%; for
timber in Group 11, it is fixed at 30%; while timber in Group III and Group IV, they are fixed at 20%
and 18% respectively. For the other timber in Groups V to VIII, it is fixed at 12%.

More specifically, Group I timber species are woods with decorative and beautiful grain and colour,
and with high durability and economic values. Group II timber species are woods that are heavy and
hard, and with high density and load-bearing capacity. Group III timber species are woods that are
lighter and softer than the ones in Group I and II but have high durability and load-bearing capacity.
Group IV timber species are woods with fine grain and are relatively durable and easy to process.
Group V timber species are woods with moderate density and are widely used in construction and
formwork. Group VI timber species are woods which are light, easy to process, and are resistant to
insect infestation and decay. Group VII timber species are woods with low load-bearing capacity,
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light, and are susceptible to decay and insect infestation. Group VIII timber species are woods with
low load-bearing capacity, light, and are highly susceptible to decay and insect infestation.

In Vietnam, land, including forest land, belongs to the people with the State acting as the owner’s
representative and uniformly manage the land. The State will hand over land use rights to land users in
accordance with the Land Law (2013).

Nevertheless, for a long time, forests in Vietnam belonged to state-owned entities for management and
utilization. These entities included state forest enterprises, the Special-use Forest Management Board,
the Protection Forest Management Board and cooperatives.

In this regard, when the Vietnamese government decided to shift away from a centrally-planned
economy to a market-oriented one in the late 1980s, a number of major reforms occurred, including
the promulgation of the Forest Protection and Development Law in 1991 (amended in 2004 and 2016),
the Land Law in 1993 (amended in 1998, 2003 and 2013) and the Forestry Law in 2017. These laws
govern forest resource ownership and use. The Land Law covers issues related to land and the
Forestry Law, including the Forest Protection and Development Law, covers forest-related areas.

The amended Land Law in 2003 stipulates that land is under public ownership with the State acting as
the representative. The State may allocate, lease and recognize land use rights to organizations,
households and individuals who use land in a stable manner for long-term forestry use. In this regard,
the natural forest is under public ownership but organizations, households and individuals may be
allocated or leased natural forest for 50 years with possible extension for stable long-term forestry use
with entitlement to utilization, but without private ownership. As such, they cannot transfer, mortgage,
and inherit the user rights.

The State may also allocate, lease and recognize forest use rights to forest owners and rights or
ownership rights over planted production forests in forest plantations with ownership rights remaining
with the forest owners. In this context, the Land Law allows renewable long-term forest-use titles,
typically 50 years or more. This transferred to the titleholder five basic property rights to exchange,
transfer, inherit, mortgage and lease of the allocated forest land. Hence, the government must provide
appropriate compensation to the legitimate tenure holders in the case of expropriation of allocated
forest land for public purposes.

According to the Forestry Law (2017), the State will be the owner representative of public forests
including natural forests; planted forests invested by the State; and planted forests appropriated by or
given to, or whose forest ownership is transferred to the State. Meanwhile, organizations, households,
individuals and communities are allowed to own planted production forests established on their land
and forests that they received from transfer, gifts or inherited from other owners.

The transfer of forest tenure to individual households, and to much lesser extent entire village
communities, has been achieved through a nation-wide program of forest land allocation. In this
regard, the State also leases forest and forest land to other economic sectors for business and
production purposes.

More specifically, the tenure of forest can be divided into four types, namely, (i) private tenure;
(ii) state tenure; (iii) common tenure; and (iv) forest contracting. For private tenure, households,
enterprises or companies are allocated forest up to 50 years through the issuance of Land Use
Certificate (LUC). The LUC is a legal document to recognize the responsibility and the use rights of
the private entities. Different from private tenure, state tenure involves forest allocated to and/or
managed by State entities, people’s committee, army units, state companies and state forest
management units, such as the Special-use Forest Management Boards and the Protection Forest
Management Boards. The forests tenured to the State entities include Special-use Forests and
Protection Forests. In contrast, common tenure involves forest being allocated to and/or managed by
groups of individuals who have the same rights and responsibilities. This type of tenure became very
common when the government promulgated a policy to allocate forests for communities to protect and
manage. The last type of tenure arrangement is through forest contracting where an arrangement is
made between Special-use Forest Management Boards, Protection Forest Management Boards, state
forest companies, or commune’s people committees that manage natural forests signing contracts with
groups of household or villagers to protect the forest.

According to the Forestry Law (2017), forest owners, in general, include Special-use Forest
Management Boards; Protection Forest Management Boards; economic organizations including
enterprises, cooperatives and unions of cooperatives; units of the People's Armed Forces (armed
units); science and technology institutions; vocational education and training centres in forestry;
households and individuals in the country; and enterprises with foreign investment which the State
leases land for forest plantation development and production.

They have rights to enjoy (i) the forest products from natural/planted Special-use Forest areas and
Protection Forest areas that they have invested in; (ii) the benefit arising from the environmental
services provided by forests; and (iii) the benefit arising from the construction works serving forest
protection and development invested by the State. They are also entitled to receive (i) guidance in
implementing technical prescriptions for the protection and development of forests, and in the
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conservation of forest biological diversity; (ii) compensation provided by the State for the forest value
or assets that they have invested in or developed legally from the day the decision on forest
expropriation is given; and (iii) funding provided by the State if their production forests are damaged
by natural disasters.

Notwithstanding the above, for the Special-use Forests which are mostly held by the Special-use
Forest Management Boards, the Boards have the right to be granted with the State budget for the
protection and development of the Special-use Forests; harvest dead wood, fallen trees and other forest
products in permitted forest areas; contract local households, individuals and local communities to
protect and develop the forests; and lease out the aesthetic values of the forest, such as the beautiful
forest landscape or waterfalls for recreational use and in the development of ecotourism products.

For the Protection Forests which are largely held by the Protection Forest Management Boards, the
Boards have the right to harvest the planted forest invested by the State and enjoy the benefit arising
from them; have ownership of the inter-cropped plants, livestock and other assets on protection forest
land; and the right to harvest forest products produced through their own investment. This is in
addition to the rights enjoyed by those allocated with Special-use Forests. For households and
individuals who are allocated Protection Forests, they can exchange the allocated forest areas with
others in the same locality and transfer the forest user rights to their heirs.

For the Production Forests which are primarily allocated to households, individuals and communities,
although some of these areas are also allocated to Forest Management Boards and armed units, they
have the right to harvest timber and forest products from the natural production forests, receive
benefits from afforestation undertaken by the State and have ownership of the plants, animals and
other assets associated with the planted forests invested by them. They also have the right to transfer
the allocated forest area to another household or individual in the same commune or town or transfer
the forest use rights to an heir if the forest owner is an individual. However, the community does not
have the right to divide the allocated forest areas to its members or to assign, lease, mortgage and
transfer the forest use rights, including using the forest as collateral in loans application.
However, business entities, household and individuals whose production forest land is allocated or
leased by the State to establish forest plantation with their own investment will have the right to
transfer and lease the planted production forest, use the forest as collateral in loans application and
transfer the forest ownership to an heir if the forest owner is an individual. The State also allows
enterprises, cooperatives, unions of cooperatives, households and individuals to lease production forest
land to undertake agroforestry production and ecotourism activities.

Although a policy of decentralizing management to the grassroots level has been implemented where
large areas of production forest have been allocated to individual households, state forest enterprise
and local communities, many of them have not been granted LUCs and thus their legal status to the
land has not been formalized. This has constrained them from entering into economic transactions
related to their land.

7.3 Natural Forest Management Practices

The forest management practices adopted in Vietnam were aimed to achieve the objectives of
managing the three forest functions, namely, the Protection Forests, the Special-use Forests, and the
Production Forests. In this regard, the natural forest was the dominant source of forest products
produced before 1960 as the established forest plantation was young and the areas planted were small.
By the 1990s, degradation and loss of natural production forest had become serious and in 1997 the
government began limiting natural forest exploitation.

In 2016, a logging ban on the natural forest was imposed by the Prime Minister in view of significant
deforestation and forest degradation and that uncontrolled forest exploitation had become rampant.
There was also a need to restore the poor natural forest and strengthen biological diversity
conservation, as well as the protective function of forests. Notwithstanding this, timber harvesting
activities in Production Forests were clearly regulated through the Circular No. 35/2011/TT-
BNNPTNT dated 20 May 2011 issued by MARD on guidance on logging and full exploitation of
timber and non-timber forest products, as well as Decree No. 32/ND-CP dated 30 March 2006 issued
by the Prime Minister on the management of endangered, rare and valuable forest plants and animals
species. The main prescriptions to ensure that the natural forests are managed sustainably are, as
follows:

(1) the approval to harvest timber in natural forest is given to forest licensee who has a
project on sustainable forest management and is permitted by the Prime Minister;
(i1) at the time of harvest, the natural forest that has never been harvested before, or has

recovered from one harvesting cycle with a minimum timber volume of (a) 150 m*/ha
for the evergreen broadleaved forest, gb) 130 m’/ha for the semi-deciduous broadleaf
forest and coniferous forest, (¢) 110 m’/ha for the dipterocarp forest, and (d) 80 m*/ha
for the mixed forest of timber with bamboo;

62



TS48

(iii) the minimum diameter prescribed for harvestable trees is 45 cm dbh for trees in

Timber Groups I and II, 40 cm dbh for trees in Timber Group III to Group VI, and

35 cm dbh for trees in Timber Groups VII and VIII, as well as for the Dipterocarp

forest; and

@iv) the number of marked trees that meet the minimum dbh for felling should not be

greater than 30% of all harvestable trees in the licensed area.
Before the commencement of forest harvesting, the forest licensee needs to submit the proposed
logging plan, tree marking record and relevant maps of the area to be logged to the provincial-level
Department of Agriculture and Rural Development (DARD). If the logging area is larger than 200 ha,
the licensee must undertake an assessment of the socio-economic and environmental impact of the
logging activities which has to be approved by DARD and only then forest harvesting operations
could be initiated.
The felled logs are transported to a log landing where they are marked, measured and the volume
calculated, and all logging activities must be completed 15 days before the expiry of the logging
licence. In this regard, the total volume of harvested timber for the entire logging area should not
exceed 15% as compared with the estimated volume of timber before harvesting. In the event that it
exceeds 15%, the forest licensee must report the matter to DARD for an inspection to be carried out to
resolve the discrepancy.
Upon completion or expiry of the logging licence, the licensee must report to DARD for a field
inspection and evaluation to be conducted. Based on the inspection results and the remedial actions
taken to address any shortcomings, if any, the State authority will close the forest. When the decision
to close the forest is made, the licensee must take measures to manage, protect and regenerate the
forest as regulated in the Decision No. 186/2006/QD-TTg dated 14 August 2006.
The Circular No. 35/2011/TT-BNNPTNT provides guidelines for conducting salvage logging in
Special-use Forests, Protection Forests and Production Forests where dry dead trees or burnt trees are
felled. It also includes felling of trees in areas needed for permanent non-forestry use, such as for
infrastructural development.

74 Forest Plantation Establishment and Development

Vietnam is known for its attempts to increase the forest cover through rehabilitation of natural forest
and developing forest plantation. In this context, the development of forest plantation began in earnest
in 1976 when the then Ministry of Forestry conducted five national programs, including a national
afforestation program funded through the national budget. The program had increased areas of forest
plantation from 219,000 ha in 1975 to an estimated 1 million ha in 1985.

After the successful national afforestation program, the government launched two mega plantation
projects, namely, (i) Program 327 from 1993-1998, following the Decision No. 327/QD-CT dated
15 September 1992; and (ii) Program 661 or the Five Million Hectare Reforestation Program from
1998-2010, based on the Decision No. 661/QD-TTg dated 29 July 1998.

Under Program 327, forests had been well protected and deforestation from slash and burn cultivation
and illegal and uncontrolled logging had been reduced. Through contracts, investment and lending to
households, the program had enabled the establishment of mixed forests and planted large native tree
species and fruit trees to meet economic needs and alleviate poverty. This included the establishment
of new Protection Forests and Special-use Forests. It had assisted in protecting 1.69 million ha and
restoring 700,000 ha of natural forest, as well as afforested 640,000 ha of degraded forest land.
These efforts had increased the forest cover from 28% in 1995 to 33.2% in 1999, based on the Report
145/BC-CP dated 3 November 2006.

Program 661 that began in 1998 had contributed greatly to the restoration of forests throughout the
country through the establishment of new Protection Forests, Special-use Forests, and industrial wood
plantations; the planting in many bare areas to control erosion, floods and natural disasters and to
mitigate climate change; as well as restored and increased natural forests for watershed protection.
In fact, many nurseries, forest roads, guard stations and fire-fighting stations had been built through
the program.

More specifically, Program 661, the successor to Program 327, had almost achieved its target in
establishing a total of 4.7 million ha of forests. Of this total, Protection Forests and Special-use Forests
had increased 2.2 million ha comprising 900,000 ha of new plantations and 1.3 million ha of natural
regeneration; as well as 2.5 million ha of forest plantations consisting of 1.6 million ha of timber
plantations and 900,000 ha of planted industrial trees, such as rubber trees, cashew-nut and other fruit
trees, as reported in the Report 143/BC-CP dated 26 October 2011.

As of 2018, the total planted forest is 4.24 million ha with 3.50 million ha or 80.5% located in the
Production Forests which are available for harvesting, while 740 ha located in Special-use Forests and
Protection Forests are restricted and/or not permitted to be harvested. In fact, the forest plantation in
Vietnam had increased from 3,886 thousand ha in 2015 to 4,235 thousand ha in 2018, or at an average
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annual rate of 116,333 ha. Plantation forests are mainly established in the Northeast, Central North and
Central South Coast of the country.

The dominant tree species planted in plantations are Acacia mangium X A. auriculiformis, Eucalyptus
species, mixed-stand of Acacia and Eucalyptus species, mixed-stand of Acacia and other species,
mixed-stand of Eucalyptus and other species, and rubber trees. Most of the commercial plantations are
planted with the fast-growing A. mangium x A. auriculiformis, Eucalyptus camaldulensis and
E. urophylla with a rotation of 5-7 years, which are then harvested to produce wood chips, pulpwood
and poles for the construction industry. In contrast, large-scale enterprises may adopt a longer rotation
of 10-12 years to produce small sawlogs.

Acacia species, which is planted in monoculture stands and/or in mixed-forest stands, mainly by an
estimated 250,000 small growers, is the main species used in forest plantation establishment and
development in Vietnam because of its short gestation period and relative ease in management. In fact,
Acacia plantations recorded the highest percentage increase of established forest plantations in
Vietnam from 1,500 thousand ha in 2015 to 1,920 thousand ha in 2018, a percentage increase of 28%
during the period 2015-2018. The data from MARD reveal that 1.5 million ha of the total forest
plantations established in Vietnam were of Acacia species. In this regard, individuals and households
accounted for 46% of the established Acacia plantations, while management boards and state
enterprises accounted for 17% and 15% respectively. A small percentage of the Acacia plantations of
approximately 12% were managed by people’s committees.

The second and third highest forest species used in plantation establishment in Vietnam are rubber
trees and native tree species comprising, among others, Hopea pierrei (Merawan giaza), Talauma gioi
(Menghundor), Erythrophloeum fordii (Ironwood), Fokiania hodginsii (Vietham Hinoki), Quercus
species (Oak), Shorea roxburghii (Lauan meranti) and Afzelia xylocarpa (Redwood), covering 23%
and 24% respectively of the total areas planted in 2015. Other species planted include Pinus merkusii,
P. massoniana, P. khasya, P. dalatensis, P. krempfii, Dacrycarpus imbricatus, Glyptostrobus pensilis,
and Podocarpus neriifolius. In recent years, the area of planted eucalypts has decreased due to the
change in land-use planning. In 2001, the area of planted eucalypts stood at 348 thousand ha which
was reduced to 210 thousand ha in 2015 and to 150 thousand ha in 2018.

Technological developments in relation to high yielding clone species, cutting and tissue culture and
intensive plantation establishment practices have also led to increased plantation growth rates.
Eucalyptus plantations using cutting and tissue culture have increased productivity from
8-10 m’/ha/year to 20-25 m’/ha/year while Acacia plantations (A. mangium and Acacia hybrids) could
reach productivity levels of 15-20 m’/ha/year and more. Many of these high yielding varieties have
been put into production and this has greatly increased the productivity of the forest plantations in
Vietnam.

7.5 Incentives and Disincentives for Sustainable Natural Forest Management

Incentives
In recent years, the State has implemented a range of policies to attract investments in the forestry
sector and for sustainable forest management. These policies are mainly on incentives for enterprises
investing in the agriculture (including forestry) and rural development sectors and in the development
of timber and NWFPs processing industry as enunciated in the Decree No. 57/2018/ND-CP and
Directive No. 08/CT-TTG respectively, as well as the promotion of forest plantation development as
in the Decision No. 38/2016/QD TTg.
For households who are contracted by the State to protect the Production Forests and Protection
Forests, they will receive a payment of VND 400,000/ha/year (US$ 20.00)* which is another source
of income to improve their economic livelihoods. If these households are contracted to also undertake
planting or replanting of forest trees in the forest areas, they will be able to receive a grant valued at
VND 1.6 million/ha/year (US$ 80.00) during the first three years and VND 600,000/ha/year
(US$ 30.00) for the next three years for the purchase of seedlings and fertilizers, and in managing the
planted areas as stipulated in the Decree No. 75/2015/ND-CP. The grant contributes to households’
investment in undertaking forest tree planting and in supporting them to overcome any cash flow
difficulties.
Households, individuals and communities who are contracted to protect and manage the Special-use
Forests and Protection Forests are also funded by the State through money collected from Payment for
Forestry Environmental Services (PFES). Currently, the environmental users such as hydropower
plants have to pay VND 36/kilowatt-hour (kwh) for using water to produce electricity, while water
companies have to pay VND 52/m’ of the water they sell. The provincial Forestry Protection and
Development Fund (FPDF) which is managed by the Vietnam Forest Protection and Development
Fund (VNFF),” but under the control of the Provincial People Committee will collect the money and

0 Exchange rate: VND 20,000 (Dong) = US$ 1.00.
2l A state financial institution established under the Ministry of Agriculture and Rural Development (MARD) on 28
November 2008 through the Decision No.114/2008/QD-BNN.
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then pay to the environmental service providers who are the forest owners to assist them to improve
their forests. In 2018, the PFES collection amounted to VND 1,804,543 million (US$ 90.23 million),
representing 22% of the total budget for the forestry sector, and 6,398,772 ha of forests were protected
using the funds from the VNFF. These funds not only contribute to the improvement of households’
incomes and in meeting their financial needs so that they can protect the forests more effectively, but
have also reduced the financial burden of the State to protect and manage its forests.

The VNFF also mobilizes and utilizes the financial resources of society to conduct training programs
and supports capacity building for local people who are involved in forest protection and development.
These capacity-building programs provide knowledge and skills to communities and households on
forest resource management so that they can better protect and develop their forest land. Moreover, as
a State financial institution, the VNFF also conducts livelihood development program for the local
people so as to reduce their dependence on harvesting the forest, and hence, increase and diversify
their households’ incomes.

The State provides grant at VND 40 million/year (US$ 2,000.00) to communities and villagers who
live in the buffer zone of Special-use Forests. The grant will be used for investing in improving the
production capacity of the forest land, such as in undertaking work involving agricultural extension,
forestry extension, improved plant varieties and animal husbandry, as well as in purchasing small-
scale agroforestry processing equipment and construction materials for villagers to undertake public
works of the community, including clean water, electric lighting, communication, village roads and
traditional houses. The grant will also support improvement to the communities’ living condition,
create the condition to increase household incomes, as well as to encourage protection and
management of the Special-use Forests as encapsulated in the investment policy on the development
of Special-use Forests in the Decision No. 24/2012/QD-TTg.

Poor households could access loans at the Vietnam Bank for Social Policies (VBSP), a government
bank, while other households who could not access loans from the VBSP could access them from the
Agriculture and Rural Development Bank (Agri-bank). Both banks provide loans of up to
VND 50 million (US$ 2,500.00) for 10 years at a preferential low-interest rate of 1.2% per annum in
accordance with Article No. 8 in the Decree No. 75/2015/ND-CP. The loan is used, among others, to
develop animal husbandry so that households could increase their income and be less dependent on
harvesting the forest.

Since the introduction of the REDD? initiative to Vietnam in 2010, many activities were undertaken
to build the capacity of stakeholders, including forest owners, involved in sustainable forest
management. In this regard, based on the national REDD program, the government has developed and
implemented a mega program on emission reduction from forests in northern and central Vietnam.
Through this program the government has facilitated forest owners to manage natural forests to meet
the REDD requirements for payment from the World Bank since it has committed to pay for
40 million ton of carbon from emission reduction.

The allocation of production forest land to households, individuals and enterprises by the government
for 50 years will enable them to invest with a longer perspective in forest protection and development.
In addition, the LUC granted to them could be used as collateral in their application for bank loans
which could then be used to enhance the management, protection and development of the forest land.
The transfer by state forest enterprises to households and communities through contracts to protect
Special-use Forests and Protection Forests should create benefits and encourage them to protect the
natural forests located in these forest land, albeit that they receive very little benefits as they are
prohibited from harvesting the forests.

In the past, local people living around Special-use Forests were not allowed access to the forests and
without direct benefit from the forests, the people do not protect the forests and even went against the
forest management boards. However, in recent years, co-management scheme has been introduced in
Special-use Forests where local people and communities have been involved in forest management.
This has enabled them to benefit from protecting the forests as they are given certain rights, such as
the right to collect some NWFPs as provided for in the Decision No. 07/2012/QD-TTg on policies to
enhance forest protection.

The government has also provided public extension services, including free training and technical
assistance, as well as conducted forestry experiments or demonstrations to introduce new tree and
seedling varieties, and new technical protocols for nursery and seedlings management to forest
owners. This has facilitated and enabled them to adopt the latest protocols and techniques in forest
management, protection and development, and thus contributing to sustainable forest management.

Disincentives
The logging ban on natural forests in 2016 which aims to protect the natural forests has resulted in
four state companies that managed 88,000 ha of natural forests in a sustainable manner and which

2 Reducing Emissions from Deforestation and Forest Degradation.
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have been awarded the Forest Stewardship Council (FSC) certificates to cease all forest operations.
This has led to more illegal logging activities and the companies are facing difficulties in their
financial cash flow as they have invested substantially to enable their forests to be certified.

The current allocation of natural forests to local communities has focused on forest tenure
arrangements and without much emphasis on operational support. For the private and forest
contracting tenure, local people receive the tenure over forests, but they do not receive any law
enforcement support to effectively protect their forests from encroachment or illegal logging.
Without appropriate support from State forest rangers or the local authorities, the local people could
hardly prevent illegal logging and encroachment into their forest areas since they do not have the
authority to enforce sanction or mete out punishment.

Communities who are allocated natural forests in Special-use Forests or Protection Forests are entitled
to payment from the State budget for their work in protecting and developing the allocated natural
forest areas. However, communities who are allocated natural Production Forest areas do not receive
any payment from the government for their efforts in protecting the forests. As most of the forests
allocated to them are so poor that they could not derive any benefits from protecting them, they have
yet to undertake any significant measures to protect their allocated natural Production Forest areas.
There have been several policies on restructuring state-owned forest and agricultural enterprises
(SFAEs) such as the Communist Party’s Resolution No. 30/NQ-TW issued on 12 March 2014, the
Government’s Decree No. 118/2014/ND-CP issued on 17 December 2014, and the National
Assembly’s Resolution No. 112/NQ-QH issued on 27 November 2015. According to these policies,
SFAEs should re-allocate their forest and forest land that have been poorly managed or ineffectively
used to local households and communities, especially customary land. However, the allocation process
has been very slow. As of 2018, a total of 402,612 ha or 85% of the identified area for re-allocation
was still held ‘temporarily’ by SFAEs or by local authorities. Consequently, local people still lack land
for production, while forests are still being poorly managed and forest land ineffectively used or even
left abundant.
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7.6 Incentives and Disincentives for Forest Plantation Establishment and Development

Incentives
The Vietnamese government provides location-based incentives for regions based on the levels of
development and investment. The most common incentives are those available for investments made
in specialized locations, industries, or investment zones in the country.
In this regard, Vietnam’s Law on Investment specifies three forms of incentives that are available to
companies operating within the country, as follows:

(1) application of a lower rate of corporate income tax for a certain period or throughout
the project execution or corporate income tax exemption;
(ii) exemption or reduction of import tax on goods imported as fixed assets on raw

materials, supplies, and parts used for the project; and

(iii) an exemption or reduction of land rents and land levy.
More specifically, the State exempts land rent for the first 15 years and halve the rent for the next
7 years for enterprises and companies that are involved in afforestation, forest protection and in the
planting of medicinal plants and/or NWFPs in extremely poor communes and/or poor regions. If those
enterprises and companies’ businesses are not located in poor regions or areas, the State will only
exempt land rent for the first 11 years and reduce it to 50% for the next 5 years. In the case where
enterprises and companies have rented land from households, individuals or communities, the State
will provide funding which is equal to 20% of the land rent for the first 5 years. In addition,
enterprises are also exempted from paying rents on land used to build worker/labours’ accommodation
or dormitory, constructing factories, warehouses, drying yards and roads, based on the Decree No
57/2018/ND-CP that addresses policies for enterprises investing in the agriculture and rural
development sectors. The money saved from the exemption of paying land rent could be used to invest
in upgrading the enterprises and companies’ facilities and other internal infrastructures and re-invest in
forest plantation establishment and development.
For small and medium enterprises (SMEs) which are engaged in forest plantation, the State will
exempt them from paying land rent for the first 5 years and reduces it to 50% for the next 10 years.
This will allow the SMEs to better manage their investments.
The Decree No. 218/2013/ND-CP dated 26 December 2013 that addresses the implementation of the
law on corporate income tax and Circular No. 96/2015/TT-BTC on guidelines for corporate income
tax state that the government will only collect 10% of corporate income tax from agriculture-forestry
enterprises and companies that undertake forest plantation activities, including those involved in forest
nursery establishment and development. Furthermore, the Decree also states that for agricultural
cooperatives involved in forest plantation or forest nursery activities they are fully exempted from
paying any tax.
Enterprises and companies which are involved in afforestation and forest plantation projects in
difficult socio-economic areas will be given preferential corporate tax rate of 10%. This preferential
corporate tax rate is also applicable to enterprises that conduct socialization activities in the fields of
education and vocational training, including cultural and environmental activities, related to Special-
use Forests and Production Forests.
In addition, enterprises and companies starting new investment in difficult socio-economic areas and
are involved in, among others, the production of energy-saving products, machines and equipment for
agriculture, forestry and fishery, as well as in developing traditional industries will enjoy a corporate
income tax rate of 17% for 10 years from the first year of income generation.
The Prime Minister Decision No. 24/2012/QD-TTg on investment policies for the development of
Special-use Forests for the period 2011-2020 has allowed enterprises and companies which rent
Special-use Forest areas for ecotourism development to be exempted from paying corporate income
tax for the first 5 years and will only need to pay 50% of the corporate income tax for next 5 years.
After these periods, the enterprises and companies will need to pay corporate income tax at 10%.
The State also provides fiscal incentives such as land rent exemption and reduction for foreign direct
investment (FDI) enterprises and companies that are engaged in afforestation, forest development and
protection. To receive these incentives, the FDI enterprises need to meet one of the following
requirements, namely, (i) setting up the business in extremely poor areas; (ii) the capital investment is
more than VND 6,000 billion (US$ 300 million); or (iii) have more than 500 local employees.
According to the Decree No. 210/2013/ND-CP on incentive policies for enterprises investing in
agriculture and in rural areas, the investment law in 2014 and the Decree No. 118/2015/ND-CP, the
FDI enterprises that meet one of the above requirements are exempted from paying land rent for
11 years. After 11 years, the State will just collect 30% of the land rent. This incentive encourages FDI
enterprises to invest in forest plantation development in Vietnam.
In addition, FDI enterprises that are involved in forest plantation establishment and development, the
State will exempt them from paying corporate income tax for the first two years and they only need to
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pay at 50% for the next four years. After these periods, the FDI enterprises will have to pay corporate
income tax at 20% to the government according to the Amendment of Taxation Law No.
32/2013/QH13 and the Decree No. 92/2013/ND-CP dated 13 August 2013, together with its
implementation guidance in the Circular No. 141/2013/TT-BTC. The FDI enterprises will also receive
an import tax exemption on, among others, equipment and supplies needed to execute their investment
projects in Vietnam.

To encourage enterprises to employ a large number of ethnic minority labourers, they are allowed a
reduction of the enterprise income tax equal to the additional expenses incurred in employing ethnic
minority labourers. Business entities in Vietnam are also allowed to set up a tax-deductible research
and development (R&D) fund where they can appropriate up to 10% of annual profits before tax to
the fund.

Notwithstanding the above households who are allocated forest land for planting forest are provided
loans of up to VND 15 million/ha (US$ 750.00) from the Vietnam Bank for Social Policies (VBSP) or
the Agriculture and Rural Development Bank (Agri-bank) at an annual preferential low-interest rate of
1.2%. The payback period of the loan should not exceed 20 years. This is in accordance with the
Decree No. 75/2015/ND-CP and Decision No. 38/2016/QD-TTg on mechanism and policy on
sustainable and rapid poverty reduction and assistance to ethnic minorities.

For households, individuals and communities that have forest plantations established on bare land
and/or bare hills, the State will provide a grant of up to VND 8 million/ha (US$ 400.00) for planting
large timber tree species with a rotation of more than 10 years, such as E. urophylla, E. camaldulensis,
A. mangium x A. auriculiformis and Aquilaria crassna; and native tree species, such as Syzygium
aromaticum, Madhuca pasquieri, Prunus arborea and Manglietia conifera. For small timber tree
species with less than 10 years rotation, such as Hopea odorata var. flavescens, P. kesiya, and
Melaleuca cajuputi, this grant is VND 5 million/ha (US$ 250.00). If these forest plantations are
located in the frontier regions in Son La, Lai Chau and Dien Bien provinces, and the Central
Highlands of Vietnam, the households, individuals and communities would be granted a further
VND 2 million/ha (US$ 100.00).

For households that are allocated Production Forest areas for forest plantation development and
depending on the tree species planted and the rotation adopted, the State will provide grants ranging
from VND 5 million/ha (US$ 250.00) to VND 10 million/ha (US$ 500.00) for the purchase of high-
quality seedlings to increase the productivity of their forests.

If households, individuals and communities use newly developed forest seedlings in planting and/or
conduct experimental trials on them in forest land allocated to them for forest plantation development,
the State will provide support amounting to 60% of the total cost of production so to reduce the risk
they might face in planting the newly developed seedlings.

To overcome the difficulties faced by households, individuals and communities in accessing to quality
forest seedlings for plantation establishment, the State provides support at VND 50 million/ha
(US$2,500.00) for newly established nurseries by state-owned organizations and
VND 300,000/ha/year (US$ 15.00) for 5 years for them to manage and protect existing nurseries.
In addition, the State also grants VND 5 billion (US$ 250,000.00) to develop tissue culture facilities.
For communes which have at least 1,000 ha of Forest Production areas, the State will grant
VND 300 million (US$ 15,000.00) for the development of their nurseries. Furthermore, to overcome
the lack of knowledge among the households in producing seedlings and managing forest trees, the
State provides VND 500,000/ha (US$ 25.00) for 4 years for extension workers to render their services
to the communes.

In its efforts to overcome the shortage of experienced and skilled workers faced by forestry enterprises
and companies which have forest plantations, the State provides tuition fee for employees at
VND 2 million/month/employee (US$ 100.00) for three months according to the Decree No.
57/2018/ND-CP. The trained employees should then be able to apply their knowledge to increase the
efficiency and effectiveness in forest plantation management through good management practices.

To improve wood and sawnwood consumption, the State provides grants ranging from VND 5 billion
(US$ 250,000.00) to VNDI10 billion (US$ 500,000.00) for investors to establish wood processing
factories with an annual production capacity of at least 20,000 m’ in the Northwest, Central Highlands
and in the extremely poor provinces of Vietnam. This grant is mostly used to upgrade and build
infrastructures and other facilities such as blade sawing machine, panel sawing machine, etc..
With increased efficiency and cost-effectiveness in their production, it would enable them to purchase
wood from forest plantation owners at higher prices.

The State also provides financial support of up to 50% of the marketing cost incurred by forest
enterprises to develop their markets both domestically and internationally, as well as 50% of the cost
for their personnel to attend trade fairs or exhibitions as provided for in the Decree No. 57/2018/ND-
CP.

Disincentives
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The government has set a target to have 300,000 ha of forest plantations certified by 2020 and
1 million ha by 2030. Towards this end, it has developed policies supporting households to develop
certified forest plantations for the production of sawlogs which require a longer rotation.
However, households still prefer to establish forest plantations for the production of wood chips and
pulp materials which require short rotation of only 4 to 5 years than venture into establishing forest
plantations for the production of sawlogs as they face difficulty in accessing State’s support.

Although the government has introduced high-yielding Acacia seedlings, for example, produced
through tissue culture, the use of these seedlings in establishing forest plantation, especially in
mountainous areas is still limited because of their high cost and the unavailability in economic
quantity. As such, the productivity of forest plantations is still quite low, averaging about
7-10 m’/halyear as reported in Decision No. 774/QD-BNN-TCLN.

Roads to forest land where forest plantation could be established and developed are often poorly built
or not built at all. This has resulted in a higher cost to establish forest plantation and thus discourages
those who wish to invest in establishing forest plantation.

8.0 Discussion

All the four countries have promulgated policies and stringent laws, including decrees and regulations
in Cambodia and Vietnam, to manage, protect and conserve their forest resources, including water and
biological diversity, as well as in the establishment and development of forest plantations. They have
also developed and implemented forestry programs to enhance the sustainable use of all the natural
resources in the country.

The four countries have also promulgated specific legislation to promote community forestry.
In Cambodia, the Community Forestry Guidelines (2006) and the Sub-decree on Community Forestry
Management (2003); in Myanmar, the Community Forestry Instructions (CFI) (2019); in Thailand, the
Forest Community Act, B.E. 2562 (2019); and in Vietnam, the Forest Protection and Development
Law (1991), the Land Law (1993) and the Forestry Law (2017). This is in view that they recognized
the important role played by local communities in contributing towards the attainment of sustainable
forest management through their efforts to restore, protect and manage the forest land allocated to
them, as well as in improving their livelihoods and in rural development.

In terms of land tenure, all the natural forests in Myanmar, Thailand and Vietnam are owned by the
governments, except in Cambodia. However, they do provide long-term leases for forest plantation
establishment and development. In Cambodia, forest land could be leased through forest concession
agreements of up to 30 years which could be extended for another 30 years, while in Myanmar, the
land lease is also for 30 years which could be renewed of up to two ten-year periods. In addition, the
land lease could be inherited by other individuals, while the land lease right and the planted trees can
be sold or transferred to other individuals or organizations. In Vietnam, long-term forest-use titles are
typically for 50 years or more. This transferred to the titleholder five basic property rights to exchange,
transfer, inherit, mortgage and lease of the allocated forest land.

This is pertinent as insecurity of land tenure could inevitably lead to premature liquidation of the
established forest plantations, while constraints on the transferability of tenure rights would reduce the
value of the standing timber and anticipated rates of return on the investment. With longer-term land
tenure, investors will be encouraged to plant long-term plantation for the production of sawlogs
instead of short-term rotation of only four to five years to produce small-dimension logs and wood
chips.

In Cambodia, a logging moratorium was imposed on all natural-forest concession areas since 2002 due
to poor management and regulatory control, while Myanmar has imposed a nation-wide moratorium
on logging for one year in 2016-17 and for the Bago Ranges for 10 years starting from 2016-2017 to
2026-2027. In the case of Thailand and Vietnam, the governments have imposed a nation-wide
logging ban on the natural forests since 1989 and 2016 respectively. This is due to ineffective control
and over-exploitation in the past, often illegal, as well as the continued decline and degradation of the
forest areas.

In this regard, the imposed logging moratorium on all natural-forest concession areas in Cambodia has
adversely affected an estimated 3.3 million ha of concession forests not being able to be placed under
sustainable forest management even though the existing forest concession companies still hold valid
concession licences.

The logging ban in Thailand has rendered forest management techniques using both selection and
clear-felling systems become irrelevant. Silvicultural treatments, such as thinning, and canopy opening
to provide sunlight for the many seedlings under the big mature trees in moist evergreen or pine
forests, including new seedlings, to grow as natural regeneration are not allowed; while that in the
Bago Ranges in Myanmar has impeded sustainable forest management being practised in the area.

In the case of Vietnam, the logging ban has resulted in four state companies that managed 88,000 ha of
natural forests and have been awarded the Forest Stewardship Council (FSC) certificates to cease all
forest operations.
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The log export ban imposed in Myanmar since 2014 and the export ban on roundlogs, sawnwood,
fuelwood and charcoal sourced from natural forests in Cambodia, as well as the high export tax of
40% on logs and sawn timber in Thailand, have to a certain extent impeded the full utilization of the
forest resources and the application of sustainable forest management practices. This would also limit
market opportunities and cause artificial under-pricing of timber in the market which would
discourage private investments in forest plantation development, as well as the funds needed to
practise sustainable forest management.

There are only a few fiscal incentives provided for managing the natural forests sustainably in the four
countries. In this regard, the governments generally waive the payment of royalties for any forest
produces collected for scientific and educational work and those that are collected by local
communities for personal use or used for the benefit of the community.

Notwithstanding the above, in Cambodia, the reforestation fee at US$ 2.50/m’ of inventoried standing
volume and aforest maintenance fee at 5% of the value of all timber and non-timber forest products,
as well as an export tax of 1% of FOB on all timber and non-timber forest products collected are
deposited in the established National Forestry Development Fund, similar to the Forest Development
Fund established in Malaysia. The Fund is to undertake, among others, reforestation; silviculture and
forest rehabilitation; forest protection; community forestry development and forest extension services.
Although establishing such a fund provides a ready source of financing, it is often being criticized that
this impedes optimal allocation of public funds as well as making the public financing system
inflexible and resource allocation inefficient.

In Myanmar, a maximum of 10% of the domestic or export value of the forest produce must be paid to
the FD as an ecosystem services fee. In the case of Vietnam, the government, through the Vietnam
Forest Protection and Development Fund (VNFF), collect Payment for Forestry Environmental
Services (PFES) from environmental users, such as hydropower plants and water companies, to fund
households, individuals and communities who are contracted to protect and manage the Special-use
Forests and Protection Forests. In 2018, the PFES collection amounted to VND 1,804,543 million
(US$ 90.23 million), representing 22% of the total budget for the forestry sector, and 6,398,772 ha of
forests were protected. The use of this market-based instrument should be replicated in the other three
countries, especially in Thailand where many studies have been conducted but have yet to be
operationalized.

In Vietnam, households who are contracted by the State to protect the Production Forests and
Protection Forests will receive a payment of VND 400,000/ha/year (US$ 20.00). If they are contracted
to undertake the planting of forest trees to reforest the areas, they will also receive a grant of
VND 1.6 million/ha/year (US$ 80.00) during the first three years and VND 600,000/ha/year
(US$ 30.00) for the next three years for the purchase of seedlings and fertilizers, and in managing the
planted areas.

All the four countries have embarked on large-scale forest plantation establishment and development
to supplement wood supply from the natural forests and to meet the demand of the wood-based
industry, as well as for the export markets. They have provided a number of fiscal incentives to
encourage and support forest plantation establishment and development which include royalty
exemption, reduction of export tax, reduction or even free land rental fee, and other taxes and fees.
Non-fiscal incentives provided are often in the form of subsidies, preferential low-interest bank loans
as those provided in Thailand and Vietnam, and free seedlings provided by forestry agencies to
farmers, households and local communities to establish forest plantations or plant trees on their own
land or on legally allocated land by the governments.

More specifically, in Cambodia, owners of private forest plantations are not required to pay any
licence fees to harvest and use timber and non-timber forest products from their plantations, including
royalty, permit fee for transportation and transport quota, as well as a reduction of 50% of the total
obligatory export fees for export of products from forest plantation, and a 100% exemption of export
fees for furniture and final processed products produced from forest plantation. It also provides
preferential land rental fees ranging from US$ 5.00 - US$ 10.00 /ha/year for the best soil type to being
free for deteriorated land.

In addition, if a company investing in forest plantation establishment has received a Final Registration
Certificate, the company is entitled to a profit tax exemption period which consists of a Trigger Period
+3 years + Priority Period where the maximum Trigger Period is the first year of the company gaining
profit or three years after the company earns its first revenue, whichever is sooner. The company is
also entitled to an import duty exemption on machinery and equipment; a 100% tax exemption for
export; and an exemption of visas and work permit fees for its foreign employees and their
dependants.

In Myanmar, the fiscal incentives available include income and corporate tax holidays ranging from
7 years in Zone 1 which is classified as least developed and where the establishment of forest
plantations is likely to occur to 3 years for Zone 3 which is with adequate development. As such, this
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incentive will only likely to be of interest for short-rotation plantations which could generate taxable
income within the 7-year tax holiday period.

In addition, the government in Myanmar also provides an exemption of land-based fee for community
forests established on forest lands, payment of tax for forest products harvested by CFUGs or its
members for personal use, and the payment of tax on the sale of forest products harvested from
community forests and sold within the village.

A private company in Thailand could waive tax of 10% of its profit if the company provides support to
the forest community on forest conservation of up to THB 100,000 per year (US$ 3,125.00).
A company could also waive tax of up to 2% of its profit if it supports forest community projects to
mitigate climate change.

Since 2015, the private sector, local communities and farmers who are approved to cultivate on
reserved forest areas are not required to pay the annual land rent of THB 94/ha (US$ 2.94) or
THB 15 per rai (US$ 0.47) which they used to pay before.

In Vietnam, a preferential corporate tax rate of 10% is given to enterprises and companies which are
involved in afforestation and forest plantation projects in difficult socio-economic areas. For the
period 2011-2020, the government has also allowed enterprises and companies which rent Special-use
Forest areas for ecotourism development to be exempted from paying corporate income tax for the
first 5 years, and will only need to pay 50% of the corporate income tax for next 5 years, and thereafter
at 10%.

The State also exempts land rent for the first 15 years and halve the rent for the next 7 years for
enterprises and companies that are involved in afforestation, forest protection and in the planting of
medicinal plants and/or NWFPs in extremely poor communes and/or poor regions. If those enterprises
and companies’ businesses are not located in poor regions or areas, the State will only exempt land
rent for the first 11 years and reduce it to 50% for the next 5 years.

In the case where enterprises and companies have rented land from households, individuals or
communities, the State will provide funding which is equal to 20% of the land rent for the first 5 years.
In addition, enterprises are also exempted from paying rents on land used to build worker/labours’
accommodation or dormitory, constructing factories, warehouses, drying yards and roads.

For the period 2011-2020, the government has allowed enterprises and companies which rent Special-
use Forest areas for ecotourism development to be exempted from paying corporate income tax for the
first 5 years and will only need to pay 50% of the corporate income tax for next 5 years. After these
periods, the enterprises and companies will need to pay corporate income tax at 10%.

For foreign direct investment (FDI) enterprises that are involved in forest plantation establishment and
development, the State will exempt them from paying corporate income tax for the first two years and
they only need to pay at 50% for the next four years. After these periods, the FDI enterprises will have
to pay corporate income tax at 20%. They will also receive an import tax exemption on, among others,
equipment and supplies needed to execute their investment projects in Vietnam.

To encourage enterprises to employ ethnic minority labourers, enterprises are allowed a reduction of
their income tax equal to the additional expenses incurred in employing ethnic minority labourers.
Business entities in Vietnam are also allowed to set up a tax-deductible research and development
(R&D) fund where they can appropriate up to 10% of annual profits before tax to the fund.

The granting of corporate tax reduction will only benefit enterprise that has taxable incomes which in
the case of establishing and developing forest plantation it will take a couple of years at least before
any taxable income could be realized even with fast-growing species. Hence, it is pertinent for the
countries to consider providing immediate write-off of plantation costs against other revenue sources,
especially for large investors with substantial taxable income from other sources as this would mean in
effect that plantation investments would be entirely free of corporate tax obligations. A case in point is
the Group Relief provided in Malaysia which allows a company to reduce its tax burden by offsetting
its losses from the profit of another company within the same group.

In addition, the granting of the tax holiday, for example in Myanmar, will not allow an enterprise to
carry forward any tax losses that accrue during the tax holiday period, and thus, an enterprise without
any taxable profits during the tax holiday period gains no benefits from the tax holiday. In fact, by
losing the opportunity to carry forward any losses and depreciation allowance incurred during the tax
holiday period, it might well suffer a net loss as a result of the tax holiday. As such, the enterprise will
not benefit from growing long gestation tree crops if the tax holiday is just granted for a couple of
years.

In Thailand, farmers who are registered with the RFD will be provided with THB 18,750/ha
(US$ 585.94) or THB 3,000/rai for establishing fast-growing tree plantation within three years or
THB 31,250/ha (US$ 976.56) or THB 5,000/rai for slow-growing tree species within five years for
areas ranging from 0.1-8 ha (1-50 rai). FIO also provides THB 84,194/ha (US$ 2,631.01) for poor
local communities to plant teak on its land or THB 40,700/ha (US$ 1,271.88) for the establishment of
Eucalyptus plantation.
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Households, individuals and communities in Vietnam that have forest plantations established on bare
land and/or bare hills, the State will provide a grant of up to VND 8 million/ha (US$ 400.00) for
planting large timber tree species with a rotation of more than 10 years, while for small timber tree
species with a rotation of less than 10 years, this grant is VND 5 million/ha (US$ 250.00). If these
forest plantations are located in the frontier regions the households, individuals and communities
would be granted a further VND 2 million/ha (US$ 100.00).

Depending on the tree species planted and the rotation adopted, the State will provide to households
that are allocated Production Forest areas for forest plantation development grants ranging from
VND 5 million/ha (US$ 250.00) to VND 10 million/ha (US$ 500.00) for the purchase of high-quality
seedlings to increase the productivity of their forests.

If households, individuals and communities use newly developed high-yielding forest seedlings in
planting on their allocated land for forest plantation development, the State will provide support
amounting to 60% of the total cost of production so to reduce the risk they might face in planting the
newly developed seedlings.

To ensure an adequate supply of quality forest seedlings for plantation establishment, the State
provides support at VND 50 million/ha (US$ 2,500.00) for newly established nurseries by state-owned
organizations and VND 300,000/ha/year (US$ 15.00) for 5 years for them to manage and protect
existing nurseries. A sum of VND 300 million (US$ 15,000.00) will also be granted to communes
having at least 1,000 ha of Forest Production areas for the development of their nurseries.

In this context, Cambodia, Myanmar and Thailand through their forestry agencies have been providing
free seedlings to farmers and communities to establish forest plantations, as well as to reforest
degraded forest land. For example, the FD of Myanmar and the RFD of Thailand have been providing
annually an estimated 10 million and 6 million free seedlings respectively.

The Bank for Agriculture and Agricultural Cooperatives (BAAC) in Thailand provides preferential
loans to farmers, farmer groups and agricultural cooperatives through its Tree Bank Project for the
establishment of forest plantations. The first type of loan which started in early 2009 and had just
ended on 31 March 2020 used trees and land as collateral for the loan. The second type of loan uses
only trees as collateral for the loan which started on 1 April 2020 is still ongoing where the maximum
loan amount is THB 125,000 (US$ 3,906.25) per applicant and the annual interest rates charged for
the first, second and third year are 10%, 9.25%, and 8.50% respectively. When the loan enters the
4-5 years, the interest rates charged is between 6% and 7%. These loan conditions were also applicable
to the first type of loan that had just ended on 31 March 2020.

The BAAC also provides loans through its Green Credit Project where the maximum loan would not
be more than 80% of the project cost and not more than 50% of the collateral value, such as land,
guarantors, etc.. The current annual interest rate charged to farmers or individuals is at 6%, while that
for entrepreneurs, community enterprises, organizations, farmer groups and agricultural cooperatives it
isat4.5%.

Through its Reforestation to Generate Income Loans scheme, the BAAC provides loans to farmers
who are in debt and wish to have a career change. The maximum loan that can be given to an applicant
would not exceed THB 100,000 (US$ 3,125.00). The annual interest rate charged is at 3.875% for the
first 3 years, 4.875% for year 4 to 6,5.875% for year 7 to 9, and 6.875% for year 10 and onwards.

In Vietnam, households who are allocated forest land for planting forest could access to loans of up to
VND 15 million/ha (US$ 750.00) at a preferential low-interest rate of 1.2% from the Vietnam Bank
for Social Policies (VBSP) or the Agriculture and Rural Development Bank (Agri-bank), similar to the
Bank for Agriculture and Agricultural Cooperatives (BAAC) of Thailand.

In In the case of Myanmar, although the Myanmar Agriculture Development Bank (MADB) is
mandated to provide loans for the private sector to establish and develop forest plantations, it does not
accept, at present, leased state land or planted trees as collateral for loan application.

To further encourage the private sector to embark on large-scale forest plantation establishment and
development in the four countries, the governments should consider providing soft loans directly to
private companies which are willing to establish forest plantations with favourable interest rates and
payback period, including grace period for paying back the loan, similar to loans provided by the
Forest Plantation Development Sdn. Bhd. that was established in Malaysia in 2006.

In Vietnam, business entities are allowed to set up a tax-deductible research and development (R&D)
fund where they can appropriate up to 10% of annual profits before tax to the fund. The government
also provides VND 500,000/ha (US$ 25.00) for four years for extension workers to render their
services to communes and tuition fee at VND 2 million/month/employee (US$ 100.00) for three
months to upgrade the skills of forest plantation workers. In terms of market promotion, the
government supports up to 50% of the marketing cost incurred by forest enterprises to develop their
markets both domestically and internationally, as well as 50% of the cost for their personnel to attend
trade fairs or exhibitions. These types of indirect subsidies can greatly improve the attractiveness of
plantation investments.
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Achieving sustainable management of forest is the ultimate goal of any forest managers. All forest
organizations and forest owners, especially those directly involved in the management, conservation
and development of forest resources, are responsible to ensure that the forests are sustainably
managed. In this context, given that the four countries are at different levels of socio-economic
development, land and resource endowment, and the extent, diversity and the quality of their forest
resources, as well as the ease of doing business, separate recommendations will be presented for each
country, albeit that there are a few similarities among them.

In this regard, the World Bank’s ease of doing business scores that measure the processes for business
incorporation, getting a building permit, obtaining an electricity connection, transferring property,
getting access to credit, protecting minority investors, paying taxes, engaging in international trade,
enforcing contracts, and resolving insolvency which was published in 2020* show huge differences
between the four countries studied. Among the 190 countries assessed by the World Bank, Myanmar
was ranked 165" with a score of 46.8, Cambodia at 144" with a score of 53.8, Vietnam at 70" with a
score of 69.8 and Thailand at 21* with a score of 80.1, as compared with New Zealand which was
ranked first with a score of 86.8.

9.0 Recommendations

9.1 Cambodia

To further manage and develop the natural forests sustainably, the Government of Cambodia should
contribute more funds to the National Forestry Development Fund to include fines for forest offences
and sale of confiscated wood, besides the current reforestation fee of US$ 2.50/m” of inventoried
standing volume, the forest maintenance fee at 5% of the value of all timber and non-timber forest
products, and the export tax of 1% of FOB on all timber and non-timber forest products.

An economic viability study should be conducted with a view to reducing the royalties on standing
tree volume and harvested timber so as to promote investment in natural forest management by private
companies, especially in using environmentally sound technology in forest harvesting that
significantly reduces damage to the residual stand and the forest environment and thus promoting
natural regeneration of the logged-over forest.

The status of the estimated 3.3 million ha of natural forest under forest concessions that were
suspended in 2002 due to poor management and which are currently under review by the FA should be
resolved expeditiously so that the area could be placed under sustainable forest management.
Nevertheless, it has been reported that a large part of the forest concession areas has been allocated as
community forests, protected areas, and social and economic land concessions.

The current restrictions that do not allow plantation companies, especially small-scale private
companies and local communities, to receive any fiscal incentives under Article 14 of the Law on the
Amendment to the Investment Law if they establish teak plantations of less than 1,000 ha or develop
tree plantations of mainly fast-growing species for the pulp and paper industry of less than 200 ha
should be reviewed and removed so as to further encourage them to participate in developing tree
plantations for commercial purposes.

In view of the long gestation period involved in forest plantation investment, the annual economic
concession land rental fees for the establishment and development of forest plantation should be
reduced by 30-50% from the current rates that range from US$ 2.00 - US$ 10.00/ha. This is to further
promote the development of forest plantation to supply wood and wood products to meet both the
national and international markets and to reduce pressure from over-harvesting the natural forests.
Equipment and machinery imported for the production of seedlings, construction of access roads,
bridges and buildings should be exempted of duty for the establishment and development for forest
plantation.

In addition, tax exemption on profit should be given to companies engaged in forest establishment and
development for a period of 12 years and for those qualified under QIPs, the tax exemption on profit
should be up to 9 years. This is in view that the current maximum tax holiday of up to 6 years together
with the trigger period could only result in the possibility of a tax exemption on the profit of up to
9 years.

The government should consider providing long-term soft loans directly to private companies and/or
through financial institutions with or without a government guarantee at low-interest rates to promote
investment in forest plantation establishment and development.

The government should also consider providing immediate write-off of plantation costs against
revenue of another company within the same group, especially for a company with substantial taxable
income from other sources, due to the long gestation of the planted trees. For large investors with
substantial taxable incomes from other sources, this would mean in effect that plantation investments
would be entirely free of income tax obligations.

» World Bank. 2020. Doing Business 2020. Washington, DC: World Bank. DOI:10.1596/978-1-4648-1440-2. License:
Creative Commons Attribution CC.BY 3.0 IGO.
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Private companies conducting in-house research in developing high-yielding and disease-resistant
planting stock, as well as on improved management practices should be given tax exemption on
investments made in such research which is currently not available to them.

Market mechanisms should be developed to facilitate timely access to market information, especially
on prices of timber and timber products in the international markets.

Procedures and guidelines should be developed to register private forest plantations in partnership
with relevant authorities so that technical support and extension services, including research results
and findings, could be extended to them.

A robust conflict resolution mechanism should be developed to resolve over-lapping land claims,
especially those involving the local community, indigenous people and forest-dependent people so that
conflicts could be resolved in a transparent and amicable manner and all decisions made are respected
by all the involved parties.

Forest plantation companies should be further encouraged and supported to establish a strong industry
domestically, including the required infrastructures and a competent and trained workforce, as well as
adopting best practices and technologies for the development of the forest plantation industry.

9.2 Myanmar

To expeditiously establish a dedicated Forest Development Fund as recommended in the Myanmar
Forest Policy Implementation Strategies that sources its funds from grants from the government, aid
and donation from local and international organizations, payment of ecosystem services fee which is
currently fixed at a maximum of 10% of the domestic or export value of the forest produce, fines
collected from forest offences and sale of confiscated wood. The fund will be used to carry out
silvicultural operations, community forest development, forest extraction services and training of
human resources in the forestry sector.

The government should conduct a comprehensive review of the currently reduced extraction of teak by
55% and the other non-teak hardwood species by 33% below the annual allowable cut (AAC) of the
natural forests as this could adversely affect the ability of MTE to undertake environmentally sound
forest harvesting practices, as well as affect the supply of timber and timber products to the domestic
market. Consequently, this might also lead to increased illegal logging of the natural forests in
Myanmar.

To study the possibility of using a competitive tender system to allocate management and harvest
rights of natural forest areas within areas identified for plantation establishment to private companies.
The advantage of this approach is the establishment of smaller discrete forest management units
involving a combination of natural forest and forest plantation management leases.

The study should also include management leases involving timber harvest rights for existing
government-owned plantations, including degraded or failed plantations, in combination with new
plantation establishment on adjacent Reserved Forest land; and management leases involving timber
harvest rights for the natural forest in Reserved Forest or VFV land in combination with new
plantation establishment on adjacent Reserved Forest or VFV land.

The security deposit or performance bond paid by investors to the FD before planting could
commence which is now fixed at MMK 123,450/ha (US$ 82.30) for both teak and hardwood species
and which will be returned to the investors if at the end of the planting season the survival rate
achieved is 70% should be reduced by 50 % to MMK 61,725/ha (US$ 41.15). This will reduce the
initial cost in undertaking forest plantation establishment by the private sector and in making the
plantation more economically viable. Similarly, the lessees’ performance bonds to guarantee that they
will establish crops on VFV land within 4 years that range from MMK 7.413/ha ($4.94) to
MMK 24,710/ha ($16.47) should also be reduced by 50%.

The current ecosystem services fee paid to the FD is suggested to be reduced to a maximum of 5% of
the domestic or export sale value of the forest produce from the current maximum rate of 10%. It is
further suggested that this fee be deposited in the Forest Development Fund as proposed above.

The government should consider providing long-term soft loans directly to private companies and/or
through state-owned banks with or without a government guarantee at low-interest rates to promote
investment in forest plantation establishment and development.

The government should also consider providing immediate write-off of plantation costs against other
revenue sources, especially for a company with substantial taxable income from other sources, due to
the long gestation of the planted trees which incur a high initial cost in the establishment and only be
able to harvest the final crop in year 7 or 15 for fast-growing tree species, for example. For large
investors with substantial taxable incomes from other sources, this would mean in effect that
plantation investments would be entirely free of income tax obligations.

Promote and develop transparent marketing mechanisms to facilitate timely access to market
intelligence and information for wood products from both thinnings and final harvests from forest
plantations, especially on prices in the international markets. This will further promote the
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marketability of timber and timber products and thus reduce wastage of harvested materials, especially
small-dimension logs.

The government should develop better access infrastructure, communication and sanitation facilities,
electricity, etc. in the forest areas where plantation establishment is carried out which are mostly in the
remote areas of the country.

Provision of training to nurture qualified and dedicated field staff to be more efficient in the
establishment and management of forest plantation with funds and cooperation from national and
international NGOs.

93 Thailand

To conclude the ongoing process in preparing the memorandum of understanding between the RFD
and DNP expeditiously so as to allow the staff of the RFD to source and collect quality forest tree
seeds from the protected areas that are under the jurisdiction of DNP. This will enable the RFD to
produce sufficient high-yielding seedlings for distribution to members of the Forest Plantation
Cooperatives and the public.

The current preparation of relevant by-laws or regulations coordinated by MNRE together with other
relevant departments to allow private exporters of teak to legally sell processed teak products,
especially from forest plantation, in foreign markets should be expedited. This is in view that teak
products processed from forest plantation have varied quality wood, size and anatomy as compared
with processed teak products in the past from natural forest, both in terms of wood features and
external physical characteristics, such as heartwood, sapwood and wood colours. This will be an added
incentive for them to further develop teak plantation and thus increasing the forest area of the country.

The ongoing process to reduce the 40% export tax for logs and sawn timber to 10% or waive the
export tax for logs and sawn timber should also be expedited. This will further motivate private sector
enterprises to invest in forest plantation establishment and development, as well as to enable them to
compete with the other countries which have only imposed an export tax of between 0-10%.

To review the Cabinet Resolution issued on 11 January 2000 that grant exclusive right to FIO to
export teak logs abroad so that others in the private sector would not have to sell their teak logs to FIO
if they wish to export them to overseas markets.

Undertake a review of the 2006 regulations of the Ministry of Commerce on rules, procedures and
conditions for the export of plantation wood, such as sawn timber, as well as the export of teak from
private plantation forests and on land that has been approved by the State. This is to create
competitiveness among timber exporters and opportunities for the development of high-value forest
plantations, especially by private investors.

Conduct a review on the use of wooden stamps by the private sector as stipulated under Section 35 of
the Forest Act B.E. 2562 (2019) where "Private wooden stamp" will be used only when the owner of
the stamp has been registered and licensed. This is in view of the rapid advancement in today's
technology where information on the source and movement of wood could be traced and tracked more
efficiency, for example, through timber tracking systems developed using Radio Frequency
Identification (RFID) or Quick Response code (QR code), than in using wooden stamps and
documents to monitor the movement of wood.

Consider the exemption of royalty payment to the RFD on the use of forest products by poor small-
farmers who are allocated arable land in the national reserved forest areas in view of the decline in the
availability of arable land.

To establish a dedicated Forest Development Fund that sources its funds from grants from the
government, aid and donation from local and international organizations, and payment of ecosystem
services fee. The fund will be used to carry out reforestation, silvicultural and forest rehabilitation,
forest protection, community forest development, forest extension services and training of human
resources in the forestry sector.

The government should also consider providing immediate write-off of plantation costs against
revenue of another company within the same group, especially for a company with substantial taxable
income from other sources, due to the long gestation of the planted trees. For large investors with
substantial taxable incomes from other sources, this would mean in effect that plantation investments
would be entirely free of income tax obligations.

To develop a benefit-sharing mechanism, including law and regulations, to facilitate the payment of
carbon credit in a fair and transparent manner, especially to investors that have invested in the
establishment of forest plantations on their own land, as well as forest-dependent people who are
allowed to live in watershed areas and reserved forest areas where they are required to plant forest
trees of at least 20% of any occupied land in the former and 200 forest trees for every 0.16 ha land
they occupied in the latter.

To facilitate and permit logging service providers who are registered with chainsaws to provide their
services to tree growers across licensed areas and regions, a review of the Chainsaw Act, B.E. 2545
(2002) should be conducted so as to enable the free movement of registered chainsaws in the country.
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Consider the establishment of a one-stop centre to facilitate the registration of forest plantations and
wood processing plants in accordance with the Forest Plantation Act, B.E. 2535 (1992) and its
amendment in 2015. This is to simplify and reduce the need to apply to multiple agencies for approval
to plant high-valued economic tree species and to undertake wood processing.

94 Vietnam

Currently, the payment under the PFES program is applied only to areas with forest cover. This should
be extended to naturally regenerating forests that have yet to be considered as forests. This is to
encourage forest owners to invest in forest areas having the potential to regenerate naturally.

The payment from the State budget to communities allocated natural forests in Special-use Forests or
Protection Forests for their work in protecting and developing the allocated natural forest areas should
also be extended to those who are allocated natural Production Forest areas. This is in view that they
currently do not enjoy such support for their efforts in protecting the forest areas. Furthermore, most of
the forests are so poor that the people could not derive any benefits from protecting them.

The status of the estimated 88,000 ha of natural forests managed by the four state companies and
which have been FSC-certified should be resolved expeditiously so that the area could be placed under
sustainable forest management, taking cognizance that the logging ban on natural forests in 2016 is
still enforced.

The State forest rangers or the local authorities should not only provide law enforcement support but
should also strengthen their support to effectively protect privately-owned forest areas and those
allocated through the forest contracting arrangement. This is in view that the local people could not
prevent any illegal logging or encroachment into their forest areas since they do not have the authority
to enforce sanction or mete out punishment.

The government should establish a mechanism for Management Boards of Protection Forests to
collaborate with the business sector, especially the furniture companies, to invest in the establishment
of forest plantations for timber production in their areas. In addition, the Management Boards of
Special-use Forests should be given financial support to promote ecotourism and other certification of
ecosystem services which will enhance their income.

Urgent action should be taken by the government to effectively re-allocate land from state-owned
forest and agricultural enterprises (SFAESs) to ethnic minority communities, especially customary land.
To support this action, the legal framework for returning such land to ethnic minority communities
should be strengthened with clear technical guidelines on the process of returning the land to them.
At the same time, support should also be given to ethnic minority communities to empower them to
effectively participate in the re-allocation process.

To encourage households, individuals and communities to venture into establishing longer rotation
forest plantations for the production of sawlogs and taking cognizance of the inherently higher risk
involved, such as (i) tropical cyclones, (ii) the lack of income between planting and first harvest, and
(iii) pests and diseases, as compared with establishing short-rotation plantations for the production of
wood chips and pulp materials, an in-depth study should be conducted to examine the legal framework
as well as the development of an insurance scheme to mitigate such risks. This will encourage
smallholders and enterprises to establish longer-rotation forest plantation.

The government should also consider providing immediate write-off of plantation costs against
revenue of another company within the same group, especially for a company with substantial taxable
income from other sources, due to the long gestation of the planted trees, for example, for the
production of sawlogs. For large investors with substantial taxable incomes from other sources, this
would mean in effect that plantation investments would be entirely free of income tax obligations.

The government should consider developing a legal framework and initiating tree out-grower schemes
where households, individuals and communities are guaranteed purchase of their trees at maturity by
the wood-base industry, especially the furniture industry. This approach has been employed by paper
companies in Thailand, where in 2012 some 60,000 contracted and independent farmers were growing
336,000 ha of eucalypts.

In view of the increasing demand by the wood processing enterprises to ensure that their supply chains
are both legal and sustainable, it is opportune for the government to consider creating a platform
where smallholders, households and local communities which need capital to invest in establishing
and developing certified forest plantations could meet with enterprises that produced certified timber
and timber products, especially for the export market. A legal framework should also be considered to
ensure that any agreement or commitment made between the wood processing enterprises and
investors in developing forest plantation is legally binding.

The government should build roads or upgrade existing poorly built roads, including other related
infrastructures, to further support investors to reduce the cost incurred in forest plantations
establishment and development and thus increasing their financial viability.

10.0  Conclusions
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All the four countries have endeavoured to achieve sustainable forest management, but the progress
has been slow. Finance has often been cited as a major constraint as financing sustainable forest
management still faces a number of obstacles due to policy and market failures as unsustainable forest
practices seem to be more profitable.

In addition, current market prices of timber and timber products do not reflect the full values of forest
goods and the services provided by forests, while the public goods and benefits of sustainable forest
management do not generate income for the private investor. As such, they do not provide incentives
for investment in the forestry sector to the investors, including the perceived low returns and higher
risk in natural forest management as compared to the development and management of plantation
forests.

Nevertheless, the goal of any incentive scheme should be to ensure that private investment decisions
direct the economy’s resources to activities where they have the highest net environmental and social
value, besides being economically viable. It needs to improve the relative attractiveness of sustainable
natural forest management and forest plantation development.

However, it would be unwise indeed to create incentives for plantation forests that have the effect of
detracting from necessary and even more socially beneficial investments in natural forests. At the very
least, some incentives should be provided to investors who engage in improving harvesting practices
and silvicultural management of natural forests. For many degraded areas, this might be a much more
effective and socially beneficial way of achieving the government’s goal of reducing and recovering
from the massive amount of deforestation that has already occurred.

Governments should further enhance the environment for forestry investment, especially by the
private sector, by ensuring stability and consistency of policies and laws, streamlining bureaucratic
processes, and improving forest governance and transparency in the forestry sector. This could include
establishing an investment promotion entity to mobilize and facilitate financial resources for financing
sustainable forest management by identifying investment opportunities and potential investors, as well
as assisting in risk mitigation, especially the structuring of financial packages in the private sector for
investment in sustainable forest management.

Future financing mechanisms for sustainable forest management should encapsulate a portfolio
approach which is based on a portfolio of resources, including products and services, that has the
capacity to capture the differential competencies of government agencies, civil society and the private
sector at different levels of involvement, as well as the flexibility to address the diverse and evolving
needs of sustainable forest management. Funds should be disbursed based on results-based
management framework, using the funding as a catalyst to address the additional incremental costs
required by the four countries to achieve sustainable forest management.
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Annex 1

Special Service Agreement

As part of the work program activity “Incentives for green-growth value chain incentives in tropical

forests” facilitated by funding from the Government of Germany, the consultant will:

1. Undertake case studies on incentives for sustainable forest management in Mekong region
countries (Cambodia, Myanmar, Thailand, Vietnam) along with background information on such
incentives in Malaysia as per the attached Terms of Reference;

2. Contribute to a timber supply-demand gap study to be carried out independently under the overall

activity, in particular by reviewing findings relevant to Mekong region countries;

Submit a progress report to the ITTO Secretariat by 15 January 2020;

Submit a draft report to the ITTO Secretariat by 1 May 2020; and

Taking account of comments received, submit a final report to ITTO by 15 May 2020.

W

TERMS OF REFERENCE
INCENTIVES FOR GREEN-GROWTH VALUE CHAIN INVESTMENTS IN
TROPICAL FORESTS
CASE STUDIES: MEKONG REGION (CAMBODIA, MYANMAR, THAILAND, VIETNAM)
AND REFERENCE INFORMATION ON MALAYSIA

Description of the activity:

The activity will:

1. Review the current national SFM framework, national land-use plans and identifying the existing
incentives for SFM and deforestation-free commodities in the public policies of the Mekong
region countries which are significant timber producers and members of ITTO (Cambodia,
Myanmar, Thailand and Vietnam).

2. Identify what can be considered as disincentives for the “complying economic actors”, which
could be removed through changes in the regulatory or administrative framework.

3. Consider, describe and simulate the costs and the potential impact of fiscal incentives (multiple
scenarios) for “sustainable timber” and deforestation-free commodities in the Mekong region.

4. Consider, describe and assess the potential impact of non-fiscal incentives that could be foreseen
(e.g. concessions duration length, fast track lanes for export, etc.) for these countries.

5. Undertake a dialogue with government policy-makers, with NGOs and with professional
organizations on what measure they consider as achievable and which kind of policy mix
(introduction of incentives, removal of disincentives) would be the most appropriate.

6. Liaise with and assist overall activity coordinator (Alain Karsenty; alain.karsenty@cirad.fr) to
allow him to prepare a comprehensive report on incentives for fostering SFM and deforestation-
free commodities for all three tropical regions.

Expected Outputs:

A final report will be produced, including:

1. A review and a comparative analysis of national SFM frameworks for the targeted countries.

2. Analysis of the land tenure legal frameworks for the targeted countries and their likely influence
for forest management.

3. Analysis of national land-use planning processes, including procedures for creating permanent

forest estates (gazetting, registration...), national REDD+ strategies and development policies in

the two countries.

An analysis of the forest taxation structure, revenues collected and declared (transparency).

An analysis of the existing incentives/disincentives for SFM and deforestation-free commodities.

A summary of the commitments by the private sector (e.g. zero-deforestation pledges for

agricultural commodities, certification processes, etc.). Needs and motivations of key companies

will be explored, along with their expectations on incentives that could be introduced and
disincentives to be removed.

7. A set of proposals with respect to fiscal and non-fiscal incentives that could be introduced and
disincentives that could be removed. Fiscal measures will be quantified and their impact on
national budget discussed.

8. Recommendations for desirable and realistic mixes of measures (fiscal and non-fiscal, incentives
vs disincentives) proposed for the Mekong region countries.

ok

Duration and timing:
The study will take place during the period November 2019 — May 2020 with the following tentative
timetable.
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November 2019: Discussions with ITTO, A. Karsenty and Unique (consultants carrying out
supply-demand timber gap analysis described in Annex 1) to prepare detailed work plan
November/December 2019: Visits to gather data and establish contacts for the case study of
Mekong region countries

January 2019: Submission of progress report

January 2020: Examination of preliminary results of the supply-demand timber gap analysis to be
undertaken as part of the larger overall activity and its impact for Mekong region countries
February 2020: Second visit to Mekong region (as necessary) for gathering required data for case
study of Mekong region countries

March-April 2020: Preparation and submission of draft report

May 2020: Submission of final report

Follow up work with ITTO 2020: Facilitate dialogue with Mekong region country governments on
the recommendations of report
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Annex 2

Template for Preparing Input Paper by Resource Person
“Incentives for Sustainable Management of Natural Forest and
Forest Plantation Establishment and Development”

1.0

2.0

30

4.0

5.0

6.0

Extent and Categories of Forest Resources
- the policies, laws and regulations for constituting/gazetting/registration of permanent
reserved forests, and for the establishment and development of forest plantations, etc. in
the overall context of sound land-use planning
- the policies, laws and regulations governing forest land tenure and use rights arrangements
- description of all statutory charges related to timber harvesting and timber trade, that is,
payment of all applicable and legally prescribed fees, royalties, taxes and other charges to
the appropriate authority
- complete “Table 1: Extent of Natural Forests and Forest Plantations” and “Table 2: Extent
of Forest Land Ownership” as attached
Natural Forest Management Practices
- description of natural forest management practices in the overall context of sustainable
forest management (pre-felling activities, prescribed felling/cutting diameter limits,
felling/cutting cycle, area and/or volume control, post-felling silvicultural activities, etc.)
Forest Plantation Establishment and Development
- rationale for embarking on forest plantation establishment and development
- current practices of forest plantation establishment and development for commercial
purposes, watershed protection, coastal protection (mangroves) supply of
firewood/fuelwood, etc. (main tree species planted, rotation length/cutting cycle, etc.)
Incentives and Disincentives for Sustainable Forest Management
- detailed description of the economic instruments and the type of fiscal and non-fiscal
incentives that are currently provided by the government to attain the sustainable
management of the natural forests, take cognizance that they are mainly owned by the
government
- detailed description of other economic instruments and enabling incentives that enhance
sustainable management of natural forests
- detailed description of disincentives that impede the attainment of sustainable
management of natural forests
Incentives and Disincentives for Forest Plantation Establishment and Development
- detailed description of the economic instruments and the type of fiscal and non-fiscal
incentives that are currently available to encourage and strengthen efforts in the
establishment and development of forest plantations
- detailed description of other economic instruments and enabling incentives that are
currently available to encourage and strengthen efforts in the establishment and
development of forest plantations
- detailed description of disincentives that impede efforts in the establishment and
development of forest plantations
Recommendations
6.1 Incentives for Sustainable Natural Forest Management
- detailed description of a set of proposed fiscal and non-fiscal incentives that could be
introduced and disincentives that could be removed to enhance sustainable
management of natural forests
6.2 Incentives for Forest Plantation Establishment and Development
- detailed description of a set of proposed fiscal and non-fiscal incentives that could be
introduced and disincentives that could be removed to encourage and strengthen
efforts in the establishment and development of forest plantations
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(1,000 ha)
Natural Forests Forest Plantations Sub-Total
PFE Non-PFE PFE Non-PFE PFE Non-PFE
Production | Protection | Production | Protection | Production | Protection | Production | Protection | Production | Protection | Production | Protection
Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests

Total

Source: (provide the source)

Note:

1. PFE (Permanent Forest Estate): Land, whether public or private, secured by law and kept under permanent forest cover. This includes land for the
production of timber and other forest products, for the protection of soil and water, and for the conservation of biological diversity, as well as land

intended to fulfil a combination of these functions, including privately held forest in the PFE.

2. Plantation Forests: Include short-rotation plantation for wood, fibre and energy, and forest planted for protection of soil and water or ecosystem

restoration.

3. Production Forests: Natural forests (including natural regeneration forests and protected areas in production forests) or plantation forests managed
for the production of wood, fibre and energy.

4. Protection Forests: Include natural forests or plantation forests managed for the protection/conservation of soil, water and biological diversity.
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Table 2: Extent of Forest Land Ownership

(31.12 2018)

(1,000 ha)
Natural Forests Forest Plantations
Total
PFE Non-PFE PFE Non-PFE
Publicly Privately |Indigenous |Publicly |Privatel |[ndigenous | Publicly | Privately [Indigenous- |Publicly |Privatel [Indigenous |Publicly |Privatel |Indigenous
owned owned -owned owned |y owned | -owned owned owned owned owned |y owned | -owned owned |yowned | -owned

Source: (provide the source)

Note:

1.

Publicly owned: National, state and regional governments (including subnational states or provinces, where applicable) or government-owned
corporations, including share designated as leasehold; and municipalities, cities, communes or public associations.

Privately owned: Private forestry or wood-processing industries, private corporations, cooperatives or institutions (religious, educational, pension or
investment funds, nature conservation societies, etc.), foundations, private associations of smallholders, individuals and families.
. Indigenous-owned: Indigenous and tribal peoples whose social, cultural and economic conditions distinguish them from other sections of the national
community, and whose status is regulated wholly or partly by their own customs or traditions or by special laws and regulations.

Private-owned plantation does not include rubber plantation.
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Annex 3

uestionnaire

Survey on Incentives for Sustainable Management of Natural Forests and the
Establishment and Development of Forest Plantations

The International Tropical Timber Organization (ITTO) is undertaking a survey of fiscal, non-fiscal
and other incentives for sustainable management of natural forests and the establishment and
development of forest plantations in the Mekong region countries. The objectives of the survey,
among others, are to (i) identify the incentives that enhance sustainable natural forest management and
forest plantation establishment and development that government policy-makers, non-governmental
organizations (NGOs) and professional organizations consider achievable, and disincentives that need
to be removed which impede the achievement of sustainable forest management; and (ii) identify the
incentives that motivate key companies to produce legal and traceable timber and timber products,
including those from sustainably managed forests, for example through legal and/or sustainable forest
management certification schemes, and disincentives that need to be removed.

The rational for this survey is that while several tropical countries have experimented with fiscal,
non-fiscal and other tools (taxes, subsidies, etc.) trying to increase domestic supply of wood, their
effectiveness and impact have not been systematically examined. What is better known is that many
governments have used disincentives, that is, imposed log export bans, quotas and fees, and set
volume targets for domestic processing to stem the economic leakage from the sector. Results have
been mixed and not always positive. In the long term, with the right mix of incentives it will lead to
improved forest management leading to healthier forests and improved habitat for forest biodiversity;
and contribute positively to employment and incomes, especially of people living in or near forests.

For answering the questions, please use check boxes [ ] and fill in text fields . Please note
that:

* Examples of fiscal incentives that deal with taxes or tax cuts and expenditure are
(1) tax holiday where a firm is exempted from paying taxes on its profit during the tax holiday
period; (ii) investment tax allowance that permits a firm to have its capital expenditure (access
roads construction, silvicultural treatments of natural forests, including enrichment planting,
land clearing and preparation of land for planting, etc) deducted from statutory income;
(iii) group relief which provides immediate write-off of plantation costs against other revenue
sources, especially for a company with substantial taxable income from other sources;
(iv) reduction or exemption of import tax/duty on materials and machinery used for enhancing
environmentally sound harvesting of natural forests or for forest plantation establishment and
development; (v) reduction of obligatory taxes, fees and/or royalties for logs harvested from
certified natural forests and/or forest plantations; and (vi) reduction or exemption of export
tax/duty for forest products produced from certified natural forests and/or forest plantations;
etc.

* Examples of direct non-fiscal incentives include (i) direct subsidies through soft loans
provided by the government or through financial institutions at low-interest rates with or
without government guarantee; (ii) free or subsidized seedlings; (iii) cost-sharing of
silvicultural treatments and/or planting expenses; (iv) compensation schemes; and
(v) specific/special forest funds established by the government (usually) to support activities
that enhance sustainable management of natural forest and/or forest plantation establishment
and development.

e Examples of indirect non-fiscal incentives (enabling incentives) are (i) clear tenure
arrangements; (ii) resource security; (iii) transferrable management rights through long-term
leases or management agreements; (iv) research and technical assistance; (v) concession
duration length; and (vi) well-established markets.

e Examples of disincentives are (i) log export bans; (ii) strict quotas and fees; and (iii) set
volume targets for domestic processing. Most of these disincentives could be removed through
changes in the regulatory and/or administrative framework.

. Incentives that enhance sustainable natural forest management

1. Does your country/organization provide incentives, including introducing new incentives, which enhance
sustainable natural forest management? [] Yes |[]No If yes, please provide information on the type of
incentives that government policy-makers, non-governmental organizations (NGOs) and professional organizations
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consider achievable.

Are there disincentives that impede the achievement of sustainable natural forest management that need to be
removed? []Yes []No If yes, please provide information on the type of disincentives that government
policy-makers, non-governmental organizations (NGOs) and professional organizations consider achievable.

Comments and further information:

Incentives that support forest plantation establishment and development

Does your country/organization provide incentives, including introducing new incentives, that encourage and
support forest plantation establishment and development? [] Yes []No If yes, please provide information on
the type of incentives that government policy-makers, non-governmental organizations (NGOs) and professional
organizations consider achievable.

Are there disincentives that impede the establishment and development of forest plantations that need to be
removed? []Yes []No If yes, please provide information on the type of disincentives that government
policy-makers, non-governmental organizations (NGOs) and professional organizations consider achievable.

Comments and further information:

Incentives that motivate companies to produce legal/sustainable timber products

Does your country/organization provide incentives, including introducing new incentives, that motivate key
companies to produce legal and traceable timber products, and those from sustainably managed forests? [] Yes
[1No If yes, please provide information on the type of incentives that motivate key companies to produce legal
and traceable timber, as well as those from sustainably managed forests, for example through legal and/or
sustainable forest management certification schemes.

Are there disincentives that impede key companies to produce legal and traceable timber products, and those from
sustainably managed forests that need to be removed? []Yes []No If yes, please provide information on the
type of disincentives that need to be removed.

Comments and further information:

Iv.

Background and personal information

Name:

Position:

Organization:

Country:

Telephone:

E-mail:
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Annex 4

List of Species for Forest Plantation Establishment under the Approved Agricultural Projects in
Malaysia (GP - gestation period in years)
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Species

Gigantochola levis (Bamboo
poring)

Calamus (Rotan)

Acacia (Acacia)

Anthoceplahus (Kelempayan)
Ceiba (Kapok)

Duabanga (Sawih)
Endospermum (Sesendok)
Macaranga (Mahang)

Mallotus (Balik angin)
Octomales (Binuang)
Paraserianthes [Albizia] (Batai/
Kayu Macis)

Peronema canescens (Sungkai)
Pterospermum strafianum (Bayor)
Agathis (Damar minyak/Bindang)
Alstonia (Pulai)

Araucaria (Hoop pine/Klinki Pine)
Artocarpus (Cempedak Terap)
Azadirachta (Sentang/Ranggu)
Bischofia (Javan Cedar)
Camnosperma (Terentang)
Cinnamomum (Pokok Teja)
Cratoxylon (Geronggang)
Dacrydium (Sempilor)

Dillenia (Simpoh)

Dyera (Jelutong)

Endospermum (Terbulan)
Eucalyptus (Eucalyptus)
Gmelina (Yemane)

Hevea (Rubber)

Kharya (Khaya)

Ilex (Kordam)

Mangifera (Machang)
Palaquium (Nyatoh)

Parkia (Petai)

Pinus (Pine)

Pterocorpus (Angsana)
Pterocymbium (Melembu)
Petrospremum javanicum (Bayor
Batu)

Santiria (Kedondong)

Schima (Gegatal)

Sandoricum (Kelampu)
Swietenia (Mahogany)

Tectona (Teak/Kayu Jati)
Terminalia (Talisai)

GP
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No.
45

46
47
48
49
50
51
52
53

Species
Anisoptera (Mersawa)

Cylophyllum (Bintangor)
Cananga (Kenanga)
Canarium (Kedondong)
Casuarina (Ru)
Chukrasia (Surian Batu)
Caelastegia (Punggai)
Dactylocladus (Jongkong)
Dipterocarpus (Keruing)
Dryobalanops (Kapur)
Durio (Durian)

Eusideroxylon zwageri (Belian)
Gonystylus (Ramin)

Heritiera (Mengkulang)

Hopea (Merawan)

Instia (Merbau)

Kokogna (Mata Ulat)
Koompassia (Kempas)
Neobalanocarpus (Chengal)
Parashorea (Urat Mata/Gerutu)
Pentace (Melunak)

Pentaspadon (Pejon)
Pithecellobium (Kungkur)
Pterocymbium javanicum (Teluto)
Sandoricum (Sentul)

Scapium (Kembang Semangkok)
Scapium sindora (Sepetir)

Shorea (Meranti/Engkabang/Majau)
Tetramerista (Punah)

Toona (Surian)

Vatica (Resak)

GP
50

50
50
50
50
50
50
50
50
50
50

50
50
50
50
50
50
50
50
50
50
50
50
50
50
50
50
50
50
50
50



FISCAL AND NON-FISCAL INCENTIVES FOR SUSTAINABLE FOREST MANAGEMENT

Annex 5
Extent of Natural Forests and Forest Plantations in Cambodia
2014
(1,000 ha)
Natural Forests Forest Plantations Sub-Total Total
PFE Non-PFE PFE Non-PFE PFE Non-PFE
Production | Protection | Production | Protection | Production | Protection | Production | Protection | Production | Protection | Production | Protection
Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests
1,602 2 1,433 5442 8 0 29 2 1,610 2 1,462 5444 8,518

Source: All the forest areas are based on forest cover 2014 which was published in 2016.

Note:

1.

PFE (Permanent Forest Estate): Land, whether public or private, secured by law and kept under permanent forest cover. This includes land for the
production of timber and other forest products, for the protection of soil and water, and for the conservation of biological diversity, as well as land
intended to fulfil a combination of these functions, including privately held forest in the PFE.
Plantation Forests: Include short-rotation plantation for wood, fibre and energy, and forest planted for protection of soil and water or ecosystem

restoration.

Production Forests: Natural forests (including natural regeneration forests and protected areas in production forests) or plantation forests managed
for the production of wood, fibre and energy.

Protection Forests: Include natural forests or plantation forests managed for the protection/conservation of soil, water and biological diversity.
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Annex 6
Extent of Forest Land Ownership in Cambodia
2014
(1,000 ha)
Natural Forests Forest Plantations
Total
PFE Non-PFE PFE Non-PFE

Publicly Privately |Indigenous |Publicly |Privatel |[ndigenous | Publicly | Privately [Indigenous- |Publicly |Privatel [Indigenous |Publicly |Privatel |Indigenous
owned owned -owned owned |y owned | -owned owned owned owned owned |y owned | -owned owned |yowned | -owned
1,604 0 0 5442 1,433 0 8 0 0 31 0 0 7,085 1,433 0

Source: All the forest areas are based on forest cover 2014 which was published in 2016.

Note:

1. Publicly owned: National, state and regional governments (including subnational states or provinces, where applicable) or government-owned
corporations, including share designated as leasehold; and municipalities, cities, communes or public associations.
2. Privately owned: Private forestry or wood-processing industries, private corporations, cooperatives or institutions (religious, educational, pension or
investment funds, nature conservation societies, etc.), foundations, private associations of smallholders, individuals and families.
3. Indigenous-owned: Indigenous and tribal peoples whose social, cultural and economic conditions distinguish them from other sections of the national
community, and whose status is regulated wholly or partly by their own customs or traditions or by special laws and regulations.

&9




FISCAL AND NON-FISCAL INCENTIVES FOR SUSTAINABLE FOREST MANAGEMENT

Annex 7
Extent of Natural Forests and Forest Plantations in Myanmar
2018
(1,000 ha)
Natural Forests Forest Plantations Sub-Total Total
PFE Non-PFE PFE Non-PFE PFE Non-PFE
Production | Protection | Production | Protection | Production | Protection | Production | Protection | Production | Protection | Production | Protection

Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests
17,194 3917 5,797 0 1,045 0 4 0 18,239 3917 5,801 0 27,957

Source: Myanmar Statistical Yearbook, 2018.

Note:

1.

PFE (Permanent Forest Estate): Land, whether public or private, secured by law and kept under permanent forest cover. This includes land for the
production of timber and other forest products, for the protection of soil and water, and for the conservation of biological diversity, as well as land
intended to fulfil a combination of these functions, including privately held forest in the PFE.

for the production of wood, fibre and energy.
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. Plantation Forests: Include short-rotation plantation for wood, fibre and energy, and forest planted for protection of soil and water or ecosystem
restoration.
. Production Forests: Natural forests (including natural regeneration forests and protected areas in production forests) or plantation forests managed

. Protection Forests: Include natural forests or plantation forests managed for the protection/conservation of soil, water and biological diversity.
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Annex 8
Extent of Forest Land Ownership in Myanmar
2018
(1,000 ha)
Natural Forests Forest Plantations
Total
PFE Non-PFE PFE Non-PFE

Publicly Privately |Indigenous |Publicly |Privatel |[ndigenous | Publicly | Privately [Indigenous- |Publicly |Privatel [Indigenous |Publicly |Privatel |Indigenous
owned owned -owned owned |y owned | -owned owned owned owned owned |y owned | -owned owned |yowned | -owned
21,111 0 0 5,797 0 0 894 151 0 0 4 0 27,802 155 0

Source: Myanmar Statistical Yearbook, 2018.

Note:

1.

2.

Publicly owned: National, state and regional governments (including subnational states or provinces, where applicable) or government-owned
corporations, including share designated as leasehold; and municipalities, cities, communes or public associations.

Privately owned: Private forestry or wood-processing industries, private corporations, cooperatives or institutions (religious, educational, pension or
investment funds, nature conservation societies, etc.), foundations, private associations of smallholders, individuals and families.

community, and whose status is regulated wholly or partly by their own customs or traditions or by special laws and regulations.
plantation

Private-owned

does

not
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FISCAL AND NON-FISCAL INCENTIVES FOR SUSTAINABLE FOREST MANAGEMENT

Annex 9
Extent of Natural Forests and Forest Plantations in Thailand
2018
(1,000 ha)
Natural Forests Forest Plantations Sub-Total Total
PFE Non-PFE PFE Non-PFE PFE Non-PFE
Production | Protection | Production | Protection | Production | Protection | Production | Protection | Production | Protection | Production | Protection
Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests
0 14,846 0 0 0 0 1,552 0 0 14,846 1,552 0 16,398

Source: Primarily from the Forest Land Management in Forest statistics, RFD (Royal Forest Department), 2018.

Note:
1.

PFE (Permanent Forest Estate): Land, whether public or private, secured by law and kept under permanent forest cover. This includes land for the
production of timber and other forest products, for the protection of soil and water, and for the conservation of biological diversity, as well as land
intended to fulfil a combination of these functions, including privately held forest in the PFE.

Plantation Forests: Include short-rotation plantation for wood, fibre and energy, and forest planted for protection of soil and water or ecosystem

restoration.

. Production Forests: Natural forests (including natural regeneration forests and protected areas in production forests) or plantation forests managed

for the production of wood, fibre and energy.

. Protection Forests: Include natural forests or plantation forests managed for the protection/conservation of soil, water and biological diversity.

92




TS48

Annex 10
Extent of Forest Land Ownership in Thailand
2018
(1,000 ha)
Natural Forests Forest Plantations
Total
PFE Non-PFE PFE Non-PFE
Publicly Privately |Indigenous |Publicly |Privatel |[ndigenous | Publicly | Privately [Indigenous- |Publicly |Privatel [Indigenous |Publicly |Privatel |Indigenous
owned owned -owned owned |y owned | -owned owned owned owned owned |y owned | -owned owned |yowned | -owned
0 0 0 63
14,846 0 0 0 0 0 1,489 0 14,909 1,489 0

Source: Primarily from the Forest Land Management in Forest statistics, RFD (Royal Forest Department), 2018.

Note:

1.

2.

Publicly owned: National, state and regional governments (including subnational states or provinces, where applicable) or government-owned
corporations, including share designated as leasehold; and municipalities, cities, communes or public associations.

Privately owned: Private forestry or wood-processing industries, private corporations, cooperatives or institutions (religious, educational, pension or
investment funds, nature conservation societies, etc.), foundations, private associations of smallholders, individuals and families.

community, and whose status is regulated wholly or partly by their own customs or traditions or by special laws and regulations.
plantation

Private-owned

does

not
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Indigenous-owned: Indigenous and tribal peoples whose social, cultural and economic conditions distinguish them from other sections of the national
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FISCAL AND NON-FISCAL INCENTIVES FOR SUSTAINABLE FOREST MANAGEMENT

Annex 11
Extent of Natural Forests and Forest Plantations in Vietham
2018
(1,000 ha)
Natural Forests Forest Plantations Sub-Total Total
PFE Non-PFE PFE Non-PFE PFE Non-PFE
Production | Protection | Production | Protection | Production | Protection | Production | Protection | Production | Protection | Production | Protection

Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests Forests
4,252 2,130 0 3,874 0 740 3,495 0 4252 6,744 3,495 0 14,491

Source: Adapted from data in Decision No. 911/QD-BNN-TCLN on Public announcement of the forest status in 2018 dated 19.03.2019 by the Minister of
Ministry of Agriculture and Rural Development of Vietnam.

Note:

1. PFE (Permanent Forest Estate): Land, whether public or private, secured by law and kept under permanent forest cover. This includes land for the
production of timber and other forest products, for the protection of soil and water, and for the conservation of biological diversity, as well as land
intended to fulfil a combination of these functions, including privately held forest in the PFE.

2. Plantation Forests: Include short-rotation plantation for wood, fibre and energy, and forest planted for protection of soil and water or ecosystem
restoration.

3. Production Forests: Natural forests (including natural regeneration forests and protected areas in production forests) or plantation forests managed

for the production of wood, fibre and energy.

4. Protection Forests: Include natural forests or plantation forests managed for the protection/conservation of soil, water and biological diversity.
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Annex 12
Extent of Forest Land Ownership in Vietnam
2018
(1,000 ha)
Natural Forests Forest Plantations
Total
PFE Non-PFE PFE Non-PFE
Publicly Privately |Indigenous |Publicly |Privatel |[ndigenous | Publicly | Privately [Indigenous- |Publicly |Privatel [Indigenous |Publicly |Privatel |Indigenous
owned owned -owned owned |y owned | -owned owned owned owned owned |y owned | -owned owned |yowned | -owned
0 0 0 1,013
6,382 0 0 3,874 740 0 2,482 0 12,009 | 2482 0

Source: Adapted from data in Decision No. 911/QD-BNN-TCLN on Public announcement of the forest status in 2018 dated 19.03.2019 by the Minister of
Ministry of Agriculture and Rural Development of Vietnam.

Note:

1.

2.

Publicly owned: National, state and regional governments (including subnational states or provinces, where applicable) or government-owned
corporations, including share designated as leasehold; and municipalities, cities, communes or public associations.

Privately owned: Private forestry or wood-processing industries, private corporations, cooperatives or institutions (religious, educational, pension or
investment funds, nature conservation societies, etc.), foundations, private associations of smallholders, individuals and families.

community, and whose status is regulated wholly or partly by their own customs or traditions or by special laws and regulations.

Private-owned plantation does not include rubber plantation.
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Project to Regularize Degraded Areas (Projeto de Regularizacdo de Areas
Degradadas)

Industrial and Commercial Development Program of Mato Grosso (Programa de
Desenvolvimento Industrial e Comercial de Mato Grosso)

Amazon Deforestation Calculation Program (Programa de Caélculo do
Desflorestamento da Amazdnia)

Pagamento por Servicos Ambientais

Registration and Tracking of the Performance

Annual Report of Potentially Polluting Activities (Relatério Annual de Atividades
Potencialmente Poluidoras)

Reducing Emissions from Deforestation and Forest Degradation

Registration of Exporters and Importers

Brazilian Federal Revenue (Receita Federal do Brasil)

Real Estate Registry (Registro Geral de Imdveis)

Legal Reserve (Reserva Legal)

Ronddnia State

Private Reserve of Natural Heritage (Reserva Particular do Patrimo6nio Natural)
Sustainable Development Goals

Secretariat of Foreign Trade

Secretary of State for Sustainable Development and Tourism

State Secretary for the Environment (Secretaria de Estado do Meio Ambiente)
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SENAR
SEPROR
SFB
SFM
SFMP
SH
SICAR

SINAFLOR

SINMETRO
SMA/SP

SISA

SISCOMEX
SISFLORA

SISNAMA
SNIF

SNUC

SP

SPP
SPU
STCP
SW4SwW
TAC
TCFA

TEC
TCRA

TFA
TIPI

TNC
TOR
ucC
UFEMG

UNCDB
UNCCD
UNFCCC
VMA
VRC
WWF
ZEE

National Rural Learning Service (Servigo Nacional de Aprendizagem Rural)

State Secretariat for Rural Production

Brazilian Forest Service (Servigo Florestal Brasileiro)

Sustainable Forest Management

Sustainable Forest Management Plan

Harmonized System (Sistema Harmonizado)

National Rural Environmental Registry System (Sistema Nacional de Cadastro
Ambiental Rural)

National System of Control of the Origin of Forest Products (Sistema Nacional de
Controle de Origem de Produtos Florestais)

National System of Metrology, Standardization and Industrial Quality

Secretariat of Environment of Sao Paulo (Secretaria de Meio Ambiente de Sao
Paulo)

State System of Incentives for Environmental Services (Sistema Estadual de
Incentivos por Servigos Ambientais)

Integrated Foreign Trade System (Sistema Integrado de Comércio Exterior)

System of Forest Products Commercialization and Transport (Sistema de
Comercializacio e Transporte de Produtos Florestais)

National Environment System (Sistema Nacional do Meio Ambiente)

National System of Forest Information (Sistema Nacional de Informagdes
Florestais)

National System of Conservation Units (Sistema Nacional de Unidades de
Conservac¢ao)

Strategic Priorities

Sustainable Procurement Policy

Union Heritage Secretariat (Secretaria Publica da Unido)

STCP Engenharia de Projetos Ltda

Sustainable Wood for a Sustainable World

Conduct Adjustment Terms (Termos de Ajustamento de Conduta)

Environmental Control and Inspection Fee (Taxa de Controle e Fiscaliza¢do
Ambiental)

Common External Tariff (Tarifa Externa Comum)

Environmental Recovery Commitment Terms (Termos de Compromisso de
Recuperacdo Ambiental)

Tropical Forest Alliance

Table of Incidence of the Tax on Industrialized Products (Tabela de Incidéncia de
Imposto sobre Produtos Industrializados)

The Nature Conservancy

Terms of Reference

Conservation Units (Unidades de Conservagdo)

Fiscal Unit of the State of Minas Gerais (Unidade Fiscal do Estado de Minas
Gerais)

United Nations Convention on Biological Diversity

United Nations Convention to Combat Desertification

United Nations Framework Convention on Climate Change

Annual Minimum Value (Valor Minimo Anual)

Contract Reference Value (Valor de Referéncia do Contrato)

World Wildlife Foundation

Ecological-Economic Zoning (Zoneamento Ecolégico Econdmico)
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1. BACKGROUND

1.1 Project Context

The "Sustainable Wood for a Sustainable World" (SW4SW), adopted in 2018, is a joint initiative of
the Collaborative Partnership on Forests by FAO together with the International Tropical Timber
Organization (ITTO), World Bank, Center for International Forestry Research (CIFOR) and
World Wildlife Foundation (WWF).

This initiative aims at strengthening sustainable wood value chains to enhance their social, economic
and environmental benefits from production to consumption. ITTO members have identified
production forests and harvested wood products (HWP thereof) as a promising sector contributing to
Sustainable Development Goals (SDG) and Nationally Determined Contributions (NDC) under the
Paris Climate Agreement.

In this context, as part of the work program, the activity “Incentives for green-growth value chain
investments in tropical forests” is facilitated by funding from the Government of Germany.
BMEL (Federal Ministry of Food and Agriculture) of Germany has granted project financing to ITTO
for further promotion and operationalization of legal and sustainable supply chains (LSSC).
This activity is the next step towards assessing, formulating and proposing fiscal, non-fiscal and
taxation incentives, subsidies and other macroeconomic tools for enhancing investments in tropical
production forests for meeting the growing challenges in wood demand and supply in the future.

By proposing and carrying out this action, ITTO assists its producer countries to formulate and
implement effective and efficient incentives for the sustainable development of their forests.
Moreover, it facilitates the countries to find channels to, and participate in, legal and sustainable
supply chains which are gaining more importance from the proliferation of deforestation-free (DF)
initiatives by major corporate and public entities.

This activity is in conformity with objectives and priorities of the ITTA 2006 and with the ITTO
Strategic Action Plan, which mandate to promote legal and sustainable trade in tropical forest products.
It is relevant to the Strategic Priorities (SP) 1, 2, 3 and 4 of the ITTO Strategic Action Plan and SDG
10, 13, 15 and 17, as follows:

* SP 1 - Promote Good Governance and Enabling Policy Frameworks for Strengthening
SFM and Related Trade, and Enhancing SFM Financing and Investment;

* SP 2 — Increase the Contribution of Tropical Forests to National and Local Economies,
Including through International Trade;

*  SP 3 — Enhance the Conservation and Sustainable Use of Biodiversity in Tropical Timber
Producing Forests;

*  SP 4 — Reduce Tropical Deforestation and Forest Degradation and Enhance the Provision
of Environmental Services;

*  SDG 10 — Reduced Inequalities;
* SDG 13 - Climate Action;
* SDG 15 - Life on Land;

*  SDG 17 — Partnership for the Goals.
Similarly, this activity is also relevant to all other ITTO members providing an up-to-date analysis and
recommendations on fiscal, non-fiscal incentives and other tools such as taxes and subsidies that are
proven effective to the members’ adoption with national adjustments. Therefore, this will be a relevant
tool in suggesting the scope and type of incentives which is also beneficial to all ITTO members.

1.2 Objectives of the ITTO Study and Strategic Approach
The major objectives of the study are:

i. To create improved capacities and collaborative mechanisms in ITTO producer countries
to plan, analyze and deploy fiscal, non-fiscal and other incentives and tools in an effective
and fair manner for creating a supply change in tropical timber/wood products; and,

ii. To establish a future vision on foreseeable demand-supply gap for sustainable tropical
wood products in global markets, which will convince producers of the market scale and
concrete terms of access through Legal and Sustainable Supply Chains (LSSC).

The specific objective of the study is fo assess, model and propose templates of fiscal and non-fiscal
incentives and other effective means to promote sustainable forestry practices in tropical countries,
taking into account the likely shortfall between timber supply and demand that many tropical
countries are likely to face over the next 30 years.

The strategic approach is to stimulate forest sector stakeholders through strengthened analytical skills
and exemplary cases that can be emulated in a national re-thinking process on incentives.
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Innovative incentives should be perceived as a key tool to attract new forest investments that would
help attaining progress in SFM and supply change through LSSCs into growing markets that are
increasingly deficient of wood.
The ITTO Project Outputs includes:
i. Review of fiscal, non-fiscal and other incentives for SFM of two existing case studies in
major tropical producer countries;
ii. A study to establish global demand-supply gap for sustainable tropical timber in the next
30 years;
iii.  Six new case studies on models / templates of fiscal and other incentives for promoting
SFM and LSSCs.

1.3 Case Studies

In order to facilitate ITTO’s Dialogue with participating countries and to help engage producers with
ITTO’s work, case studies of producer countries were selected in the three tropical regions to give a
geographical depth to the analysis. Case studies covers, basically:

— A cost-benefit analysis and an assessment grid (template) of technical aspects of current
fiscal incentives to conclude on their effectiveness;

- Feasibility of other (non-fiscal, taxes, subsidies) incentives given individual country
situation/policies/timber sector characteristics;

- Narratives on pilot implementation of most promising incentive(s) in case countries or
forests concessions in conjunction with other anti-deforestation policies in place.

As the executing agency and organizational structure, ITTO Secretariat assumed the leadership in
refining the TORs, overseeing the achievement of the expected objectives and outcomes, quality
assurance and liaising with the donor and the partners such as the World Bank and KfW.
ITTO Secretariat and donor made the final choice of case study countries (Brazil and Peru for Latin
America Region) in consultation with the partners and Project Coordinator. The Coordinator was
responsible to prepare reports regularly, and to present to the ITTO Project Manager on agreed
milestone. Sub-contractors for analytical report part, case studies and demand-supply gap analysis
reported to the Coordinator.
Finally, in order to collect relevant information on Brazil and Peru, ITTO hired the Consultant STCP
Engenharia de Projetos Ltda. to undertake case studies on fiscal and non-fiscal incentives for fostering
sustainable forest management (SFM) and deforestation-free commodities in these Latin American
countries. Based on the TOR, the Consultant was requested to prepare a report, covering information
on the current national SFM framework, land tenure legal framework, land use planning process,
forest taxation structure, incentives and disincentives for SFM, commitments by the private sector,
undertaking a dialogue with relevant stakeholders in both countries, and other related aspects.
Furthermore, aside from collecting above-mentioned data/information, the report also includes
interviews with representatives of government institutions, wood industry, environmental NGOs and
other relevant organizations to support the collected information (See Annex 1).
This document is the Final Report for Brazil prepared by the Consultant, Dr. Ivan Tomaselli, with the
support of Dr. Sofia Hirakuri.

2. NATIONAL SFM FRAMEWORK
2.1 Forest Resources
Brazil has a total of 488.1 million hectares of natural forests and 9.9 million hectares of planted forests
(SFB-SNIF, 2019). The natural forests in Brazil is divided into 6 biomes: Amazon (Amazdnia),
“Caatinga”, Savannah (Cerrado), Atlantic Forest (Mata Atlantica), “Pampa” and Wetland (Pantanal).
The biomes of Amazo6nia, Caatinga and Cerrado are responsible for 94% of the total forest covered
area.
Table 1 presents the biomes and their corresponding area in hectares and Figure 1 presents a map of
the distribution of biomes in Brazil.
Table 1 — Forest area by biome (2018)
Biome Area (Ha) %
Amazonia 334,611,999 68.6
Caatinga 36,268,803 74
Cerrado 90,207,755 18.5
Mata Atlantica 19,260,873 39
Pampa 2,271,969 0.5
Pantanal 5,445,547 1.1
Total 488,066,946 100
Source: SFB — SNIF (2019), compiled by STCP.
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In Brazil, natural forests are most predominant in northern region such as Acre, Rondonia, Pard,
Amazdnia, Mato Grosso and Roraima states. On the other hand, planted forests are mostly found on
southeast (Minas Gerais and S3ao Paulo), northeast (Bahia), centerwest (Mato Grosso do Sul) and
southern regions (Parand and Santa Catarina).

Figure 1 — Map of the distribution of Biomes in Brazil

Source: Prepared by STCP (2020).

Figure 2 illustrates commonly traded wood species in the country. Brazil has a long history of forest
plantations using exotic species, such as Eucalyptus and Pine trees for commercial purposes. Most of
the industrial timber supply, around 90%, is currently from plantations. According to SNIF, based on
IBA (2018). Eucalyptus plantations (7.5 million ha) are located mainly in the states of Minas Gerais,
Sao Paulo and Mato Grosso do Sul, while pine plantations (2.4 million ha) are mostly located in the
states of Parand, Santa Catarina and Rio Grande do Sul. In recent years, the country has made efforts
on investing in plantation of native timber species like Paricd (Schizolobium amazonicum) and rubber
wood (Hevea brasiliensis). Investments have also been made in plantations of Teak (Tectona grandis),
as well as other valuable species such as African Mahogany (Kaya spp), aiming to replace the
industrial timber supply from natural forests.
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Figure 2 — Commonly traded wood species in Brazil (native and planted)

Source: Data bank STCP (2020).

22 Overview of SFM Regulation

The main law involving land use and forests managementin Brazil is the Brazilian Forest Code (Law
N°. 12.651/2012). Article 31 of the Forest Code sets out that harvesting in natural forests, on public or
private land, requires a permit issued by the competent authority, upon prior approval of a Sustainable
Forest Management Plan (SFMP). The Plan defines techniques for harvesting, forest replacement and
management compatible with diverse ecosystems.

Table 2 presents a summary of the laws and other legal instruments applied to management of natural
forest, harvesting permits and other forestry-related activities.

Table 2 — Laws and regulations related to forest management

Laws and
Regulations

Law N°. 6.938 1981 Provides for the National Environmental Policy Act, its
purposes and formulation and application mechanisms,
and provides for other matters.

Law N°7.804 1989 Changes Law N° 6.938/1981, which provides for the
National Environmental Policy Act.

Law N°. 11.284 2006 Deals with the management of public forests with the

objective of sustainable production and establishes
principles for the administration of public forests,
relating forest management and sustainable management.

Normative 2006 Regulates technical procedures for the preparation,
Instruction MMA presentation, execution and technical evaluation of
N°. 05 Sustainable Forest Management Plan — PMFS, among
other measures such as succession on the Legal Amazon.

Decree N°. 6.063 2007 Regulates provisions of Law N° 11.284/2006, which

deals with the management of public forests for
sustainable production (forest concessions).
Law N°. 12.187 2009 Establishes the National Policy on Climate Change -
PNMC and makes other provisions, such as carbon
markets for Climate change mitigation. It includes Forest
Carbon for International and National Market.
Decree N° 6.874 2009 Establishes the Federal Community and Family Forest
Management Program — PMCF, whose objective is to
promote sustainable management in forests that are used
by family farmers, land reform settlers and traditional
peoples and communities.

Normative 2011 Regulates the guidelines and administrative procedures
Instruction ICMBio for the approval of the Community Sustainable Forest

N° 16 Management Plan (PMFS) for logging within the

Extractive Reserve, Sustainable Development Reserve
and National Forest.

Law N°. 12.651 2012 It is the Brazilian Forest Code. It establishes general
rules on the protection of vegetation, Permanent
Preservation areas and Legal Reserve areas; forest
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Laws and
Regulations
harvesting, the supply of forest raw material, the control
of the origin of forest products and the control and
prevention of forest fires, and provides for economic and
financial instruments to achieve its objectives.
Normative 2014 It establishes the National Forest Products Origin Control
Instruction IBAMA System - SINAFLOR, with the purpose of controlling
N°21 the origin of wood, charcoal and other forest products
and by-products and integrating the respective data of the
different federative entities.
Normative 2014 It deals with the Forest Origin Document - DOF for the
Instruction IBAMA control of origin, transport and storage of forest product
N° 21 and by-product
Decree N°. 8.375 2014 Deals with the Agricultural Policy for planted forest,
among other measures.

Source: Compiled by STCP (2020).

According to the Forest Code and complementary legal instruments, harvesting in natural forest
requires:

- Preparation of a SFM;
—  Forest Census and georeferencing of each commercial tree;
—  Preparation of an Annual Operational Plan (POA);

—  Issuance of the forest harvesting /logging permits (AUTEF'/AUTEX).
AUTEF and AUTEX show the volumes allowed to be harvested by species, based on the POA.
Because of the nature of jurisdiction in Brazil, individual States might consider particularities in their
legislation regarding forest management and the issuance of permits. Documents/control systems
involve:

*  DOF (Document of Forest Origin)

DOF is a document created by Normative Instruction N° 21/2014, by IBAMA, applies only to native
timber from natural forests. It is issued based on information on timber volumes defined in the
AUTEX, which is based on information of SFMPs and Census/POA of natural forests (private natural
forests and public forest concession). The DOF can also be based on permits of land use change or
vegetation suppression authorization™ It is noteworthy that indigenous people are not allowed to
commercialize lo%s from their lands, however, other tradltlonal communities are allowed to sell logs
from their forests.” Yet, this activity is practically inexistent*

* SINAFLOR System (National System for Control of the Origin of Forest Products)

This system integrates the control of the origin of wood and forest products, under the coordination of
IBAMA. SINAFLOR was established by Normative Instruction N° 21/2014 in compliance with
Art. 35 and Art. 36 of Law N° 12.651/12 and is being gradually implemented across Brazil.
SINAFLOR?’ controls and report volumes from Sustainable Forest Management Plans (private and
public land), land use changes, vegetation suppression permits, forest repositions®and isolated trees
cut. Forest management projects authorized prior to the implementation of SINAFLOR will be
managed under the DOF. According to IBAMA (2018), twenty-one states are ready to operate the
system, with the exception of the states of Bahia, Pard, Mato Grosso, Espirito Santo, Sao Paulo and
Santa Catarina, which are still completing the stages of training for its implementation.

'Logging permit in Pard and Mato Grosso States use the terminology AUTEF (Autorizagio de Explorac¢do Florestal) instead
of AUTEX.

? Vegetation Suppression Authorization (Autorizagio de Supressio Vegetal - ASV) refers to the suppression of native
vegetation in undertakings of public or social interest subject to environmental licensing by IBAMA.. It seeks to guarantee the
control of exploitation and commercialization of the forest raw material actually exploited in the undertakings licensed by
IBAMA and the control of flora specimens.

*In Brazil, indigenous people fall within the category of traditional communities, which are represented by indigenous
people, quilombola communities, extractivists/rubber tappers, “ribeirinhos”, nomads and others who develop activities such
as Brazilian nut collection, handicrafts, etc. Nonetheless, there are specific regulations for some categories, such as “rubber
tappers” “indigenous people”, and others. In case of indigenous people, they are under the administration of FUNAI

“Interviews held in Brazil with several experts/ stakeholders (Project 0SITT0118).
3Planted trees (native and exotic) do not need authorization, according to Art 35 of Law N° 12.651/2012; however, a prior
notice is required by registering at SINAFLOR system.

% The forest reposition is the compensation of the volume of raw material extracted from natural forests by the volume of raw
material resulting from forest planting for recovery of forest cover. (https://www.ibama.gov.br/flora-e-madeira/reposicao-
florestal/o-que-e-reposicao-florestal)
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¢  SISFLORA System (System of Forest Products Commercialization and Transport)
SISFLORA is the State System of Commercialization and Transport of Forest Products, exclusively
used in the States of Pard and Mato Grosso for monitoring and control. Those States have
decentralized system due to the high volumes harvested from natural forests, being responsible for the
supply of over 70% of tropical timber produced in the country. SISFLORA covers volume from SFMP
(private and public land), land use changes, vegetation suppression authorizations, forest repositions
and isolated trees cut.

23 Institutions involved in forests

The Brazilian Forest Code (Law N° 12.651/12) sets out the responsibilities of agencies/institutions in
charge for forest-related activities. The management of forests in Brazil involves, in some cases,
different institutions at three levels of government (federal, state, and municipality).

The main institutions are federal and state, including:

*  Federal Level
At the federal level, forest management is under the responsibility of Ministry of Agriculture,
Livestock and Supply (MAPA) and the Ministry of the Environment (MMA). The main governmental
institutions involved with natural forest management are the Brazilian Forest Service (SFB), Brazilian
Institute of the Environment and Renewable Natural Resources (IBAMA) and Institute Chico Mendes
of Conservation and Biodiversity (ICMBio). These organizations issue permits, control and supervise
operations.
There are other institutions, at federal level that influence the forest sector. Examples are the National
Institute of Colonization and Land Reform (INCRA) and the Ministry of Labor and Employment
(MTE).
In addition, some institutions that promote forest research and development can be underscored.
For instance, the Brazilian Agricultural Research Corporation (EMBRAPA) is linked to MAPA and is
characterized as a technological innovation company, focused on generating knowledge and
technology for Brazilian agriculture, including research for the forestry sector (EMBRAPA
FLORESTAS).

e  State Level

At State level the responsibility is generally under the State Secretariat for Environment (SEMA).
Major responsibilities of these organizations, involving the forest sector, include: establishing
regulations and monitoring forest management, issuance of logging permits, carrying out timber and
timber products inspections, varying according to each State.

At some states there are State Forestry Institutes (IEFs), which are usually linked to the SEMA and
play major role in the forest sector. The main objective of these institutions is developing activities
related to forest development and conservation, encouraging scientific research related to biodiversity
conservation and management of protected areas and state conservation units. Only a few Brazilian
states have IEF, such as Minas Gerais, Amapa and Sao Paulo.

The role of the municipalities involving forests is generally less important, but in some cases might be
important, for instance to issue of specific permits. Table 3 shows relevant federal and state
governmental institutions identified regulating forest management, timber processing and related trade
activities.

Table 3 — Major institutions and their role on forest management, timber processing and trade

Level

Ministry of Federal
Environment
MMA
Ministry of Federal
Agriculture
MAPA

Brazilian Forest Federal

Service — SFB

Brazilian Federal
Institute of the
Environment
and Renewable

Formulate and implement national environmental public
policies, having as its area of competence the National
Environmental Policy and its instruments, among others.
Responsible for the management of public policies to
promote agriculture, the promotion of agribusiness and
regulation of services related to the agricultural sector, also
involving the forest sector.

Currently under MAPA, it is responsible for managing
federal public forests, generating knowledge, promoting
sustainable use and expansion of forest cover and sustainable
production of goods and services, making the forest agenda
strategic for the country's economy.

Responsible for environmental control and inspection, and
licensing. It has the following areas of competence: national
environmental policy; policy for the preservation,
conservation and sustainable use of ecosystems, biodiversity
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Level

Natural and forests, sustainable use of natural resources, international
Resources strategies and instruments to promote environmental policies,
(IBAMA) among others.

Institute Chico Federal Responsible for proposing, implementing, managing,
Mendes of protecting, inspecting, and monitoring the Conservation
Conservation Units; principally when involving sustainable forest
and Biodiversity management in extractive reserves, national forests and
(ICMBio) others.
National Federal It is major role is to implement land reform and carry out
Institute of national land planning.
Colonization
and Land
Reform
(INCRA)
State Promote integrated, shared and efficient environmental
State Secretariat management compatible with sustainable development,
of for the ensuring the preservation, conservation of the environment
Environment and improvement of the quality of life.

(SEMA)
Source: Compiled by STCP (2020).

24 Managing and Harvesting Tropical Forests

In Brazil, as already mentioned, timber harvesting can occur in public lands (Forest Concession) or
private lands. Legal requirements for forest managing and harvesting are laid out in the Brazilian
Forest Code (Law N° 12.651/12), complemented by the Forest Concession Law N° 11.284/06, in the
case of public lands, and their regulations.

In terms of forest concession, commercial harvesting requires the Annual Forest Concession Plan
(PAOF)’, prepared and proposed by SFB and approved by the Ministry of Environment. At State level
(state public forests), PAOF is prepared and proposed and approved by the state government
authorities, generally by the State Environment Secretariat (SEMA).

In Brazil, 311 MM hectares of public forests are currently registered in the National Public Forest
Registry (CNFP). Every year, SFB publishes the PAOF (Annual Forest Concession Plan), which
contains information on the areas subject to forest concession in that year. For example, the 2019
PAOF published areas eligible for forest concession, equivalent to 2.6 million hectares as a net area
available for forest concession. On the other hand, the areas currently under forest concession contract
represent 1.05 MM hectares (See Table 4).

Table 4 — Areas under forest concession contracts in Brazil's FLONAS (2019)

Jamari (RO) 95,656
Jacunda (RO) 87,772

Subtotal Rondonia State 183,428
Saracd-taquera (PA) 48,703
Saracd-taquera / Lote Sul (PA) 86,306
Crepori (PA) 194,012
Altamira (PA) 361,917
Caxiuana (PA) 176,600

Subtotal Para State 867,539

TOTAL 1,050,967
Source: Brazilian Forest Service (2019).

" The PAOF establishes the criteria for access to forest concessions by small, medium-sized organizations, as a way to
promote equity in the management policy of Public Forests in Brazil. It considers initiatives of great value such as the Plan of
Action for the Prevention and Control of Deforestation in the Amazon Legal (PPCDA) and the Ecological-Economic Macro
zoning of the Legal Amazon.
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All concessionaires should be registered at the IBAMA’s Technical Register System (Cadastro
Técnico Federal). Moreover, in order to be granted the legal right to harvest from concessions in
natural public forests, concessionaires should hold a concession contract.

To harvest in private natural forest lands, timber companies should hold, first of all, a land title
documents or a land lease contract. With this document in hands harvesting in natural forests® requires
additionally:

- An approved Sustainable Forest Manangement Plan — SEMP;
—  An approved Annual Operational Plan — POA; and

- A logging permit (generally called Autoriza¢do de Exploragdo — AUTEX, except in the
State of Para, which it is called AUTEF).

It is important to notice that the forest management plan and POA are supporting documents to
authorize harvesting, as the issuance of AUTEX/AUTEEF is based on these documents. Public federal
forest under concession requires an authorization from IBAMA, while private and state forest requires
an authorization from SEMA.
A harvesting permit’ is not required for forest plantations (native and exotic species). In some States
companies/ plantation owners need to inform the competent authorities (normally the local State
Environmental Secretariat — SEMA) the final purpose of the plantation (when establishing), and some
other specific information. The rules established in the Forest Code (Law N° 12.651/12) related to land
use, also has to be followed.
Permit for native forest clear-cutting, involving smaller areas (under 250 ha) is relatively simple.
Based on the land owner request and after submission of required documents, the State Environment
Secretariat (SEMA) issues Land Use Change Authorization and Vegetation Suppression Authorization.
They analyse the request and if approved the permit is issued. Among the documents to be presented
by the land onwer to obtain the clear-cut permit there is a forest inventory pointing out the species and
volume of timber that will be available from the suppression operation in the area. Clear-cutting larger
natural forests areas requires an Environmental Impact Assessment — EIA.

2.5 Processing, Transport and Trading Tropical Timber

2.5.1 Legal Procedures on Wood Processing

In Brazil, the timber processing industries must hold, to operate, a regulatory pre-installation and
operation permit. Art 31 of Law N° 592/2017 sets out the required licenses. The licenses are issued by
IBAMA or by the respective State Environment Authorities — SEMAs, which includes:

*  Prior License
Granted in the preliminary phase of planning, approving location and design, certifying the
environmental requirements and conditions to be met in the next phases of the implementation;

* Installation License
Authorizes the installation in accordance with the specifications contained in the approved plans,
programs and projects, including environmental control measures and other constraints, which are a
determining factor; and

*  Operation License

Authorizes the operation after verification of the effective compliance with the prior licenses
procedure, with the environmental control measures and conditions determined for the operation.
Furthermore, all timber processing companies, despite of its type of operation should hold an Alvara
License, issued by the Municipal Authorities, which indicates location and operation of different types
of activities, and should be registered at SEMA. All primary processing companies of the forest sector
should be enrolled in the DOF system (or in the case of the States of Pard and Mato Grosso, they must
be enrolled in SISFLORA).

2.5.2 Transportation of Timber and Forest Products
The legal documents required for transportation of wood and wood products in Brazil are:

*  Bill of Sale (Nota Fiscal)
The bill of sale is an invoice. It is the evidence of any monetary transaction of a good sale.
This document also serves to collect taxes. The failure in use or request a bill of sale is considered tax
evasion. Currently, most States use the electronic bill of sale called DANFE — Document of the
Electronic Bill of Sale. This document should follow the transportation of wood and wood product in
the domestic market, and applies to all timber products, in natura or processed, from natural forests
and from plantations.

8 It does not include land use change permit.
?In case of specific native threatened timber species, such as araucaria or mahogany need harvesting permit, but other species
do not need harvesting permit.
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*  Document of Forest Origin (DOF)
DOF contains information related to the type of operation (SFMP, Land Use Change and Vegetation
Suppression Authorization), including timber species, volume, company name, address, route planned,
and authorization number according to the forest management plan and among other important
information. DOF is issued online by IBAMA or SEMA. This document, applied to timber coming
from natural forests, must accompany logs and the primary wood products (including sawnwood,
veneer, wood residues, wood chips, charcoal, railway ties, posts and others) throughout the route and it
might be requested/ inspected by the authorities. The purpose of DOF is to control the origin of forest
products.
The Forest Guide GF1/GF3 (Guia Florestal), in the case of Pard and Mato Grosso States, replaces the
DOF. The GF1 is used only to the transport of logs from the forest of origin to the processing
facilities. The GF3 is used to transport primary processed timber products to the final consumer or
reprocessing facility. It is noteworthy that GF1 is not a requirement for GF3. Information contained in
both transport documents GF1 and GF3 refers to POA; therefore, it is possible to trace back the wood
origin. All state systems are interconnected among them and with IBAMA, so that SEMA is able to
crosscheck the information in the documents. These documents are issued by SEMA and should
accompany the bill of sale.
Figure 3 presents a summary of the flow of required documents on the transportation of wood and
wood products, from natural forests, considering the trade in the domestic market.

Figure 3 — Required documents for transportation of wood and wood products from natural forests in
Brazil through the supply chain

Forestof Origin ProcessingFacilities Domestic
AUTEF/AUTEX Operational License Market

Transport
GF1/DOF GF3/DOF

Source: IBAMA, compiled by STCP (2019).
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2.5.3 Legality on Wood Transporting and Processing

The Forest Code establishes that the control of the origin of primary wood products from natural
forests is done through DOF (Art. 35 and Art. 36). Therefore, anyone who receives or purchases
primary wood from natural forests should ask for the presentation of the DOF and a copy must
accompany the material/products until the final processing. The DOF should contain the specification
of the material, its volume, information on its origin and destination.

In case of natural forest concessions, SFB has made efforts on monitoring all stages of harvesting,
using technology in the process by creating the Chain of Custody System- CCS'". The CCS considers:

— Records the location of all trees in the forest, pointing out those that will be harvested;

—  Each harvested tree is registered in the system;

—  Each transport of timber to the primary processing industry is also registered in the
system, which generates a QR Code for each document;

- Upon ailriving at the industry the logs are converted into primary products and packages
recorded;

- Each product package also receives a QR Code generated by the CCS.
Thus, when querying the generated codes, the system automatically shows which trees gave origin to
the consulted wood product and generates a map with the geographical coordinates of these trees,
ensuring a full traceability of the timber.
The application makes it possible to:

' The CCS is a set of procedures adopted for the tracking of timber forest products harvested in forest concessions, ranging
from tree felling, logging and transportation of logs until their transformation into the first processing, controlled through a
computerized system.
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- Verify the legality and origin of timber coming from sustainable management in a public
forest;

— To trace, using QR Code, the log or sawnwood origin from concession areas;

- Access production reports of the concessions with production data per year, by species,
per state; and

—  Consult the list of forest dealers who produce selected timber.
Since the beginning of SFMP implementation, concessionaires should include all activities in the CCS
data, which allows SFB to control the production and transportation of wood products in public land
areas under forest concession. According to interviews'', forest concession timber production and
trade in Brazil is an operation of low risks of illegality.
As for forest management in private lands, the control system is the DOF, SINAFLOR and
SISFLORA. Governement has the responsibility to audit the operations and only in a few cases there
is an independent forest auditor involved.
There are sufficient measures to control and verify wood and wood products transportation activity.
It is important for the buyer to require official documents (basically bill of sale accompanied by DOF)
and seek for trusted suppliers, verifying with forest certifiers (FSC and CERFLOR), Government
Agencies (IBAMA) and even information of regional private timber associations, such as CIPEM.

254 Trading Woods and Wood Products

In Brazil, international trade of all products is fully controlled by a system called the Integrated
Foreign Trade System (SISCOMEX), established by Decree N° 660/92. This ensures the legality of
the process.

For the access to SISCOMEX, it is necessary to register in the Registration and Tracking of the
Performance (RADAR) of the Brazilian Federal Revenue-RFB, according to Normative Instruction
N°1.603/2015, which establishes procedures for the authorization of importers and exporters.
Moreover, exporters are registered at the Registration of Exporters and Importers (REI) of SECEX"?,
the registration is carried out at the time of the first export operation at any point connected with
SISCOMEX. Figure 4 presents a summary of the legal process to export timber and wood products.

Figure 4 — Legal process for timber and wood products export in Brazil

Source: RFB (2015), prepared by STCP.

3. LAND TENURE LEGAL FRAMEWORK

31 Land Tenure Categories

Lands in Brazil can be either private or public owned. Public forests lands are mainly natural, only a
very small portion is planted. The public forest lands belong mainly to the federal government, but
there are also areas that belong to states and a smaller portion to municipalities.

Large part of the public forest areas for production is under the control of the Brazilian Forest Service,
according to Law N° 11.284/2006, with the assistance of the Public Forest Management Commission
(CGFLOP), to advise, evaluate and propose guidelines for public forest management. Brazilian public
forests are registered at the National Register of Public Forests (CNFP), an instrument for planning
forest management, with georeferenced data on public forests.

The forest concession is one of the public forest management modalities provided by Law
N° 11.284/2006, which allows the government, through public bidding, to grant a legal entity the right
to manage public forests in a sustainable manner, for a fee, to obtain products and services. The public
forest concession contract gives the right of sustainable forest management to private companies.
Private land ownership is based on a land title certified by the public notary. The land title is required
for the approval of a forest management plan by the authorities, which ensure the rights to harvest
forest products.

" Interview with different experts at SFB, IBAMA and WWF Brazil, on September 27", 2018 in Brasilia, Brazil.
12 SECEX regulates, supervises, guides, plans, controls and evaluates foreign trade activities.
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There are 7 categories of public and private land tenure: settlements (assentamentos), indigenous land,
vacant land, possession (posse), protected areas, private property and quilombolas land. The Brazilian
Federal Constitution (1988) assures those land rights.

Table 5 presents a summary description of land occupation types in Brazil, according to the different
ownership.
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Table 5 — Recognized categories of land occupation in Brazil
Types Ownership Description

Settlements Public Rural settlements created by the Brazilian Government for

(Assentamentos) land reform.The land reform was established by Law N°
8.629/93.

Indigenous Land Public Land designated to Indigenous people and used for their

livelihoods. Guaranteed by Art. 231 of the Brazilian
Constitution. According to INCRA, Indigenous people
have secure land rights of 13, 8% of Brazil’s land area.
Public Public land not designated to any specific use.

| IR N ZXXAMM  Public/Private  Land Possession refers to temporary use of land by a third
part as referred in Chapter IV of Law N° 4.505/64. It can
be either private or public:

* In public lands: can be individual or collective. When
collective it refers to traditional communities; and

* In private lands: includes tenancy agreements such as
lease, but also include informal occupation of private
land.

Protected Areas Public/Private  Land, either private or public, designated to achieve

conservation and preservation of biodiversity. Levels of

use differ according to different classes of protected areas
as established by the Forest Code Law N° 12.561/12 and
the National System of Conservation Units.

Private Property Private Land owned/ titled by legal entities (private) or
individuals.

Quilombolas Public Land recognized as belonging to quilombos remnant
peoples  (descendants of Afro-Brazilian slaves).
The Brazilian Constitution secures the ownership rights of
quilombolas communities (which accounts for 0,2% of the
Brazilian territory).
Source: Climate Policy Initiative (2017), compiled by STCP.

3.2 Specific Land Tenure Rights for Protected Areas
The Brazilian Forest Code (Law N° 12.651/12), Article 12, establishes parameters for land use at
property level. The most relevant are:

* Legal Reserves - RL
A percentage of private land must be kept under native vegetation, called “Legal Reserves”" with
function to protect vegetation and ensure the sustainable economic use of natural resources.
These forested areas may be used for sustainable forest management. The percentage of legal reserve
established by the Forest Code depends on the biome in which the property is located:

- 80% of rural property located in forest areas in the Legal Amazon';

- 35% of rural property located in “cerrado/savannah” area in the Legal Amazon;

- 20% of rural property located in other regions/biome of the country.

*  Permanent Preservation Areas - APP
In addition to the Legal Reserves land owners have to consider the Permanent Preservation Areas'.
These areas must be maintained by the owners, along river or water streams, and slopes, to protect soil
and ensure water quality.
Moreover, Brazil’s land tenure laws recognize Conservation Units (UC - Unidades de Conservacao) as
a land use as assured by Law N° 9.985/00 that establishes the National System of Conservation Units
(SNUC), and can be either public or private.

B Law N° 12.651/12, article 3 defines “legal reserve as an area located inside a property with the function of ensuring
sustainable economic use of natural resources of the rural property to help in conservation and rehabilitation of ecological
processes and to promote biodiversity conservation, as well as protection of wildlife fauna and native flora” (Item III).

*Legal Amazon was set by law (Federal Law N°. 5.173/66) for economic planning of the region, which comprises all seven
states of the North Region (Acre, Amapd, Amazonas, Pard, Rondonia, Roraima and Tocantins), and part of Mato Grosso in
the Center-West Region and most of Maranhio in the Northeast Region, corresponding to 59% of Brazilian territory.

" Law N° 12.651/12, article 3 defines “Permanent Preservation Areas (APP) areas that are physically and ecologically
fragile, such as riparian areas, springs, hilltops, mountain slopes, and mangroves, and are characterized by the important
environmental services they provide at a landscape level, such as preservation of water resources, biodiversity, soil
protection, geological stability, and facilitation of gene flows of fauna and native flora (item II)”.
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The SNUC is divided into two groups with specific characteristics: i) Conservation Units of Integral
Protection; and ii) Conservation Units of Sustainable Use. Table 6 presents the conservation units
categories and its tenure types according to Law N° 9.985/00.

Table 6 — Conservation Units Categories according to Law N° 9.985/00 and its tenure types

Conservation Units Categories Tenure Type
Ecological Station (Estacao ecolégica) Public -
= g Biological Reserve (Reserva bioldgica) Public -
‘,;D"é National Parks (Parques Nacionais) Public -
‘2 ‘é Natural Monument (Monumento Natural) Public  Private
L]
=W

Wildlife Refuge (Reftigio da vida Silvestre) Public ~ Private

Environmental protection areas (Areas de Public  Private
protecdo ambiental)
> Areas of Relevant Ecological Interest (Areas Public  Private
2 de Relevante Interesse Ecolégico)
o National Forest (FLONA — Floresta Nacional)  Public -
'czf Extractive Reserves (Reservas Extrativistas) Public -
'§ Wildlife Reserve (Reserva de Fauna) Public -
2 Sustainable Development Reserves (Reserva q
17} ! , Public -
de Desenvolvimento Sustentavel)
Private Reserve of Natural Heritage (Reserva Pri
- rivate

Particular do Patrimdnio Natural)
Source: Law N° 9.985/00 (Art. 7 —Art. 21), compiled by STCP (2020).

33 Legal Authorities / Institutions Involved in Land Tenure

There are a number of institutions involved in land tenure related issues at the federal, state and
municipal level.

At the federal level, MMA is the highest body in the formulation and implementation of public
environmental policies, including land management, forest concessions and territorial planning.
The National Institute of Colonization and Land Reform (INCRA) is responsible for land reform,
managing public/federal lands, and land regularization, among others. The Federal Revenue Service is
responsible for collecting the Rural Territorial Property Tax (ITR).

At the state level, state land institutions and environmental agencies play major roles in rural
settlements and licensing of rural activities, respectively. At the municipal level, a deed of sale should
be authorized by a public notary and then registered at the Real Estate Registry (RGI) offices.

Table 7 presents the main institutions involved in land tenure issues at Federal and State levels.

115



FISCAL AND NON-FISCAL INCENTIVES FOR SUSTAINABLE FOREST MANAGEMENT

Table 7 — Main institution involved in land tenures issues at Federal and State levels in Brazil

Legal Authority Level

MMA- Ministry BEEEE

of Environment

MAPA-
Ministry of
Agriculture

Federal

CGFLOP -
Commission of
Management
for Public
Forests

ICMBio Federal

INCRA - Federal
National
Institute of
Colonization
and Land
Reform
FUNALI -
National Indian
Foundation
FCP - Palmares
Cultural
Foundation
SPU - Union
Heritage
Secretariat

Federal

Federal

Federal

Federal

Federal

Revenue

Service
State Land State
Institutions

Federal

State State
Environmental
Agencies

4.

Competences
Institution  responsible for formulation and
implementation of public environmental policies,
including land management, forest concessions and
land use planning.
Responsible for formulating and implementing
policies on agribusiness in general, the ministry
comprises the Brazilian Forest Service, which is
responsible for the management of public,
management of CAR and the National Registry of
Public Forests (CNFP).
Advisory institution to the Brazilian Forest Service,
proposing guidelines for the management of public
forests and the Annual Forest Grant Plan (PAOF).

Responsible to protect natural heritage and promote
socio-environmental development in protected areas,
responsible for proposing, implementing, managing,
protecting, inspecting and monitoring federal
protected areas, such as national parks and extractive
reserves, being the executing body of SNUC -
National System of Conservation Units .

Responsible for agrarian reform, establishment of
rural settlements, maintenance of the National Rural
Registry System (SNCR), management of public /
federal lands, regularization and titling of quilombola
people.

Responsible for mapping and protecting the lands
traditionally inhabited and used by indigenous
peoples.

Responsible  for recognizing and
quilombola communities.

certifying

Responsible for the incorporation and regularization
of real estate into the assets of the federal
government, its proper destination, in addition to the
control, inspection and maintenance of properties
used in public services (Art. 31, Decree N° 9.035,
2017).

Responsible for collecting the rural land tax (ITR)
and maintaining the Rural Property Registry
(CAFIR).

Responsible for establishing state rural settlements,
managing public/state lands, regularization and titling
of quilombolas.

Responsible for proposing, implementing, managing
protecting, inspecting, and monitoring state protected
areas. Also, responsible for the environmental
control, law enforcement, and licensing of rural
activities.

Source: Compiled by STCP (2020).
LAND USE PLANNING PROCESS

4.1 Land Use Categories in Brazil

According to the Brazilian Institute of Geography and Statistics (IBGE — Instituto Brasileiro de
Geografia e Estatistica) there are 12 categories of land use in Brazil. Table 8 describes the land use
classification in Brazil.

Figure 5 illustrates the share of land in each category of use based on Rural Environmental Register,
published by EMBRAPA (2018). The data indicate that the areas destined to the preservation,
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maintenance and protection of native vegetation total 632 MM hectares, equivalent to 66.3% of the
national territory, with 30.2% used for agriculture and pasture.'®

Table 8 — Land use classification in Brazil (2017)
Category Description

Forest Land covered by natural forests;

Planted Forests Land covered by planted forest;

WY OEE T § TS AL R Land covered by forests with temporary/ parcial farming
agricultural activity or pasture activity;

Land with vegetation formation such as savannahs,
steppes, pioneering formations and ecological refuges;
Pastureland  with  natural vegetation with low
anthropogenic interference for livestock grazing;

Grassy field vegetation

Natural Pastures

Managed Pasture Area with perennial pasture for livestock grazing;
. Land used for production of food, fiber and agribusiness
Agricultural land T
commodities;

Mosaic of Agricultural Area Agricultural land with significant presence of natural
with forest remnants forests;

Mosaic of Agricultural Area Land with agriculture, pasture and / or forestry and
WAUB N LENRR O Bue S GE remnants of grassy vegetation may occur, to a lesser
vegetation extent, tree plant formations;
Wetland Land classified as puddles, swamps, wetlands;
Artificial area Lands used for urban infrastructure;

This category includes rock outcrops, cliffs, reefs and
erosion-eroded lands.

Source: IBGE (2017), compiled by STCP.

Open area

Figure 5 — Land use in Brazil (2018)

TOTAL: 850,3 MM ha

Source: EMBRAPA (2018), compiled by STCP.

4.2 Ecological-Economic Zoning- ZEE

The Ecological-Economic Zoning — ZEE" is an instrument for planning and ordering the use of the
Brazilian territory, having as main objective the sustainable economic use of natural resources and the
balance of existing ecosystems. This environmental management mechanism consists of delimiting
environmental zones and assigning suitable uses and activities according to the characteristics
(potential and restrictions) of each ecosystem.

The ZEE was initially planned for the Legal Amazon region, and later on became a program of the
Pluriannual Plan - PPA for the country as a whole. PPA establishes long-term projects and programs,
defining objectives and goals of public action for a period of four years.

The ZEE Brazil Program is an integral part of the Pluriannual Plan, for the soo called 2029 Program,
entitled the "Regional and Territorial Development", and comprises eight objectives, among which is

'“EMBRAPA (2018). Sintese Ocupagio e Uso das Terras no Brasil. Available at: https://www .embrapa br/car/sintese
" Decree N° 4.297/2002 regulates Art. N° 9, item II of Law N° 6.938/1981 (National Environmental Policy), which
establishes criteria for Brazil's ZEE.
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to promote regional development and the organization of the Brazilian territory taking sustainability
into account.

The highest technical body of the ZEE Brazil Program is the Permanent Working Group for the
Implementation of Ecological-Economic Zoning, called the ZEE Brazil Consortium, composed of
fifteen public institutions (such as IBGE, EMBRAPA, INCRA, IBAMA and INPE) that operates in
cooperation with the States and in the actions of ZEE in charge of the federal government.

The Coordinating Commission for the Ecological-Economic Zoning of the National Territory
(CCZEE)" is responsible for monitoring and evaluating the implementation of the ZEE program.
In addition, states, municipalities and civil society are also mobilized and involved throughout the
project implementation process.

Some federal ZEE initiatives have been completed, such as: ZEE Project for the Lower Rio Parnaiba,
Macro ZEE Project for the Legal Amazon, Macro ZEE Project for the Cerrado Biome and MacroZEE
Project for the Sdo Francisco River Basin. Among the states that concluded ZEE are: Acre, Amazonas,
Tocantins, Sdo Paulo, Roraima, Rondo6nia, Rio Grande do Norte, Pernambuco, Para, Minas Gerais,
Mato Grosso do Sul and Maranhéo.

4.3 Land Use in the Forest Code

The Brazilian Forest Code (Forest Law N° 12.651/2012') deals with land use and the conservation of
natural resources of the country. In general terms, the Forest Law establishes rules on the protection of
natural vegetation, including Permanent Preservation Areas (APPs), Legal Reserve Areas (RL) and
Restricted Use Areas (AUR), forest harvesting, forest raw material supply, control of the origin of
forest products, control and prevention of forest fires, and the provision of economic and financial
instruments to achieve its objectives.

This Law introduces the concept of consolidated rural areas, which means a rural property area with
pre-existing human occupation prior to July 22, 2008, in APPs, RL or AUR. Thus, it brings rules so
that rural properties with consolidated areas by that date can make adjustments of deforested areas
through forest regeneration, compensation or other legal instruments provided for. It indicates criteria
for the adoption of such measures for reforestation/ restauration and defines the cases and conditions
of natural forests that can be harvested or managed in rural properties.

The Forest Code also addresses important issues such as the Rural Environmental Registry (CAR),
Environmental Regularization Program (PRA), harvesting of natural forests (SFM), control and origin
of forest products, among others.

44 Environmental Rural Registry — CAR (Cadastro Ambiental Rural)

In 2012, with the goal to assist the Brazilian Public Administration in the process of environmental
regularization of rural properties and possessions, the Brazilian Government established the
Environmental Rural Registry (CAR) by Law N° 12.651/12.

MMA Normative Instruction N° 02/2014 regulates the CAR. It is an important instrument for spatial
planning in Brazil, integrating environmental information on rural properties and possessions,
including APP and RL, restricted areas, consolidated areas, forest remnants and other forms of native
vegetation, in addition to providing information on main land use of the referenced property.

CAR system is a national electronic public declaratory registry system, mandatory for all rural
properties in the country, with the purpose of integrating the environmental information of rural
properties. It comprises a database for control, monitoring, environmental and economic planning and
combating deforestation. According to SFB, until November 2019, a total of 6.4 MM rural properties
were registered in the CAR system.

The registration of rural property in the CAR is a requirement for access to programs, financing,
benefits and authorizations, including Environmental Regularization Programs (PRA), obtaining
agricultural credit and access to financing lines, tax credits, and access to exemption of taxes for the
main inputs and equipment. It is a prerequisite for calculating the Permanent Preservation areas, the
Legal Reserve areas, among others.

The National Rural Environmental Registry System (SICAR), established by Decree N° 7.830/2012, is
a nationwide electronic system for the integration and management of environmental information on
rural properties across the country. Such information is intended to subsidize policies, programs,
projects and activities for control, monitoring, environmental and economic planning and combating
illegal deforestation.

SICAR is responsible for issuing the Rural Property Registration Receipt in the CAR, which confirms
the completion of the registration and the sending of the required documentation to analyze the

18 CCZEE was created by Decree N° 99.540/1990, as amended by Decrees of December 28, 2001, December 12, 2004 and
September 14, 2006. The Forest Code (Law N° 12.651/2012) establishes a period of five years (art. 13, paragraph 2) for all
States to prepare and approve their ZEEs, according to a unified methodology established in a federal guideline.

' The original text was modified in some points by Law N° 12.727 of October 17, 2012. Some regulations were given by
Decree N° 7.830 of October 17, 2012.
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location of the Legal Reserves — RL and Permanent Protection Areas — APP in the property, and can,
for instance, be used to present to the financial institutions for granting agricultural credit.

It is the responsibility of the state environmental agencies to provide the electronic systems necessary
for the registration of properties in the CAR and to make environmental regularization feasible.
Currently, five states have their own electronic systems: Bahia, Espirito Santo, Mato Grosso do Sul,
Sao Paulo and Tocantins.

Other six states use applications (SICAR sub-modules) developed by the federal government, which
has been installed in State IT infrastructures, within their own databases. They are States of Acre,
Mato Grosso, Minas Gerais, Para, Rio Grande do Sul and Rondonia.

4.5 Environmental Regularization Program (PRA)
The Environmental Regularization Program (PRA), one of the instruments of the Forest Code, is
regulated through Federal Decree N° 7.830/2012. This instrument is a set of measures to be developed
by rural landowners to make adjustments and promote the environmental regularization of their rural
properties.
According to the Forest Code, States should approve their PRAs to guide the regularization of rural
properties considering PPAs and LRs areas, including consolidated areas, converted before
July 22,2008, as well as areas that were deforested after that date.
In other words, regularization through the PRA is directed at the environmental liability related to
illegal suppression of natural vegetation, which occurred prior to July 22, 2008, in APP, RL and other
areas of restricted use (AUR).*
To join PRA it is necessary:

- To be registered in the CAR system;

- To choose to join PRA at the moment of registration;

- Propose a Project to Regularize Degraded Areas (PRADA);

- Signature of the Term of Commitment with the regularization obligations.
In general, the Forest Code is more restrictive as regards the regularization of the Legal Reserve areas
compared to PPA. Figure 6 presents some recovery methods considered in the PRA.

Figure 6 — Regularization Methods of the Environmetal Regularization Program — PRA

/ ENVIRONMENTAL REGULARIZATION METHODS

PERMANENT PRESERVATION
AREAS - APP LEGAL RESERVE - RL
v .

v’ Planting Native Species v 2::;?;:§:tr;elratlon
v Natural regeneration and compensation
v active rest?ratlon . v" Intercropping Planting:

Intercropping Planting: native 50% and exotic

native 50% and exotic 50% 50%

(] /

Source: Input / Agroicone, 2016 (adapted).

For the RL regularization, the Forest Code establishes a time limit of 20 years (1/10 of the area every
two years). The States can establish the same deadline or establish a shorter period for regularization.
In the case of deadline for both the restoration of consolidated APP and for APP environmental
liabilities after 2008, federal legislation is silent, so States should establish deadlines on the subject.

4.6 National REDD* Strategies

The REDD concept in Brazil was introduced in 1992, when Brazil hosted, in Rio de Janeiro, the first
United Nations Conference on Environment and Development, twenty years after the First World
Conference on Man and the Environment (EULER, 2016).

®The Forest Code portal contains the list of states with PRA regulated until 2019: Acre, Amazonas, Roraima, Pard,
Maranhao, Tocantins, Piaui, Pernambuco, Sdo Paulo, Mato Grosso do Sul, Mato Grosso, Bahia, Parand, Rondonia, Goiés,
Santa Catarina, Rio de Janeiro and the Federal District. The other states have the PRA under construction.
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Brazil had a prominent role in the negotiations on the Climate Convention, mainly from 2009, when it
presented its National Policy on Climate Change (PNMC, Law N° 12.187/2009) to the UNFCCC and
subsequently the National Plan on Climate Change (Decree N° 9.578/2018). These regulatory
frameworks defined the Brazilian strategy for voluntary reduction of GHG emissions (between 36.1
and 38.9% in relation to projected emissions until 2020) and the sectorial action plans to achieve these
goals.

In 2015, the National Strategy for REDD* (ENREDD") was established, defined by Ordinance MMA
N° 370/2015. ENREDD" aims to contribute to the mitigation of climate change through the
elimination of illegal deforestation, the conservation and recovery of forest ecosystems and the
development of a sustainable low carbon forest economy, generating economic, social and
environmental benefits.

The strategy also provides for three specific objectives:

—  Improve the monitoring and analysis of public policies impact to achieve REDD+ results,
seeking to maximize their contribution to the mitigation of global climate change,
observing the socio-economic and environmental safeguards agreed at the UNFCCC;

— Integrate policy management structures for climate change, forests and biodiversity,
seeking to promote convergence and complementarity between them at the federal, state
and municipal levels;

—  Contribute to the mobilization of resources on a scale compatible with the voluntary
national commitment to mitigate GHG emissions in Brazilian biomes by 2020,
established in the National Policy on Climate Change.

5 FOREST TAXATION STRUCTURE

51 General Taxation Structure

The taxation structure in Brazil is complex. The main general taxes applied in Brazil, covering all
activities involving production and trade of products and services, include labor and social security
contributions, PIS/PASEP/COFINS, IPI, import taxes, ICMS, ISS, IRPJ and CSLL. These general
taxes are detailed below, considering when applicable the details applied to the rural/ forest-related
activities.

5.1.1 Rural Social Security Contribution

The rural producer, as an individual, has a “Special Insured Status”, according to Law N° 8.212/1991,
amended by Law N° 10.256/2001. Accordingly, taxes are levied on its gross revenue, composed as
follows:

- 1.2% of gross revenue from the sale of production going to Social Security (Law N°
13.606/ 2018);

-  0.1% of gross revenue for the financing of benefits for workplace accidents (RAT);

- 02% of gross revenue for SENAR - National Rural Learning Service
(Law N°10.256/2001).
The rural tax is cumulative. In the case of sale, the agroindustry that collects the social security
contribution on the revenue does not collect contribution for the rural social security.

5.1.2 PIS/PASEP and COFINS

The Social Integration Program (PIS) and the Contribution for the Financing of Social Security
(COFINS)*' are federal tax contributions based on the calculation of the corporate revenue (there is no
incidence of these taxes on individuals).

The objective of PIS is to finance the unemployment insurance system and salary allowances for
workers earning up to two minimum wages, and COFINS to fund the social security system. The rates
may vary according to the tax option of the company (real profit, presumed profit or small companies
that opted for the Simplified Nacional tax method), and are presented in Table 9.

Table 9 — PIS and COFINS Rates in Brazil

R ¥/
Tax option

PIS COFINS Total
Presumed profit! 0.65 3 3.65
Real profit? 1.65 7.6 9.25

' Based on Law N° 10.637/2002 and Law N° 9.718/1998.
2 Based on Law N° 10.637/2002 and Law N° 10.833/2003.

2 PIS and COFINS are not levied on export revenue (art. 149, § 2, I of the Federal Constitution).
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Source: Brazilian Forest Service (2013).

5.1.3 Tax on Industrialized Products — IPI
The Tax on Industrialized Products (IPI) is a federal tax, charged for the production and import of
manufactured products and goods.”
The specifications and rates corresponding to each product or manufactured product, are established in
the Table of Incidence of the Tax on Industrialized Products (TIPI). Thus, TIPI presents a specific rate
for each product, based on the Harmonized Commodity Description and Coding System (Table NCM /
SH).
The main forest products are described in the chapters:

— 44 - Wood, charcoal and wooden works;

— 47 - Pulpwood or other pulp fiber material; paper or cardboard for recycling;

— 48 - Paper and cardboard, other products of pulp, paper or cardboard.
Table 10 shows the incidence of IPI on the main forest products traded in the domestic market in
Brazil.

22 IPI was established in Article 153 of the 1998 Federal Constitution and is currently regulated by Presidential Decree N°
7.212/2010, which regulates the charging, inspection, collection and administration of the IPI.
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Table 10 — IPI Tax Rates Applied on the Main Forest Products in Brazil

Product NCM Code | IPI (%)
0

Fuelwood 4401

Charcoal 44.02 0
Sawnwood 44 .07 0
Profiled wood 44 .09 10
Particle panels (OSB) 44.10 5
Fiber panels (MDF) 4411 5
Plywood 4412 5
Pulpwood or other pulp fiber materials 47 0

Paper and cardboard 48.02 5
Source: Table of Incidence of Tax on Industrialized Products — TIPI (2017).

5.14 Taxes on Import

The process of importing products into the Brazilian market is relatively complex, and involves
different taxes. The main federal, state and municipal taxes currently applied on imports are:
i) II- Import Tax; ii) IPI - Tax on Industrialized Products; iii) PIS / Import**, COFINS / Import; and,
iv) ICMS State tax. In the case of services, ISS, a municipal tax, can be applied.

The Import Tax (II) is a federal tax with a variable rate, considered an extra-fiscal tax, with the main
purpose to protect national products from competition from foreign products. The II rate can vary from
zero to 35%, depending on the type of imported goods. To identify the merchandise, the NCM -
Mercosul Common Nomenclature are used, and the rates per product are indicated in the TEC -
Common External Tariff.

As previously mentioned, the IPI has its rate variable per product, listed in the TIPI. The calculation
base, which should be multiplied by the rate to calculate the IPI import, is the sum of the customs
value of the good and the value of the II. The PIS rate for imported products is 2.1%, and COFINS
9.65%. However, there are cases of specific products that may have different charges. The ICMS is a
State tax, so that each state is free to define its rate.

In addition, the Siscomex Fee is due upon registration of the Import Declaration (DI) as specified in
Law N° 9.716/1998. The Siscomex Fee is R$ 185 per DI and R$ 29.50 for each addition of
merchandise to the DI.

The Additional Freight for the Merchant Navy Renewal, or Merchant Navy Fee, is a contribution to
the development of the national merchant navy and the Brazilian shipbuilding and repair industry. It is
due at the entrance to the unloading port and is calculated on the value of sea freight. The rate imposed
varies between 10% (coastal shipping), 25% (long-distance shipping) and 40% (river and lake
shipping, when transporting liquid bulk cargo in the North and Northeast regions).

5.1.5 Tax on Operations Related to the Circulation of Goods and on Services Provision of
Interstate, Intermunicipal Transportation and Communication Services (ICMS)

ICMS* is levied on the circulation of goods or provision of services, varying according to the type of

product/ service and the location of the seller/buyer, trading products within the same State or between

States.

As a tax regulated by the State Government law, there are a number of particularities established by

each State in an attempt to protect its economy. For instance, in most States there is no ICMS tax for

trading logs within the State, but ICMS is applied when logs cross a State border.

When the company is included in Simples Nacional (Simplified Tax Regime), this rate is standardized

by Complementary Law 123/2006 and will be included in DAS, along with other taxes.

However, if the company is not included in the Simples Nacional, it is noteworthy that the ICMS

varies according to goods and services, from state to state, as well as in internal operations, within the

same state.

2 MP N° 164/2004, later converted into Law N° 10.865/2004, established the Contribution to PIS/PASEP and COFINS
levied on the import of goods and services called, respectively, Contribution to the Social Integration and Social Integration
Programs and Formation of the Equity of Public Servants Incident in the Import of Foreign Products or Services
(Contribution to PIS/Pasep - Imports) and Social Contribution for the Financing of Social Security Due by the Importer of
Foreign Goods or Services from Abroad (COFINS - Imports).

* ICMS is governed by Complementary Law N° 87/1996, called the “Kandir Law”.

[u—
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According to Resolution SF N°® 22/1989, the ICMS rates on interstate transactions are defined,
generally, as follows:

—  When paid by taxpayers in the North, Northeast or Central West region or in the state of
Espirito Santo, 12% are applied, regardless of the region in which the recipient is located;

- When paid by taxpayers who are located in the Southeast and South regions 12% rate is
applied if the recipient is located in the Southeast or South region, and 7% rate is applied
when the recipient is located in the North, Northeast or Central West region or in the state
of Espirito Santo.

It should be noted that for internal operations, the rate is different for each state. For instance: Alagoas,
Amazonas, Amap4, Bahia, Ceard, Federal District, Maranhiao, Minas Gerais, Paraiba, Parand and other
states, currently apply 18% in the circulation of goods and services internally. In the states of Acre,
Espirito Santo, Goids, Pard and others, the rate is 17%. Rio de Janeiro is the state with the highest rate
on domestic operations, 20%. For imported products, the rate is 4%, as a rule.

The ICMS is not levied on export operations, nor on services provided to recipients abroad, ensuring
the maintenance and use of the amount of tax charged in previous operations and installments.

5.1.6 Tax on Services (Imposto Sobre Servigo — ISS)

The Tax on Services (ISS) is levied on storage, technical assistance, leasing, municipal transport
services, technical administrative, legal, consulting, accounting services and other services. It is
considered a cumulative tax, which is the competence of the municipalities. Its rate varies between 2%
and 5%, according to Complementary Law 116/2003.

5.1.7 Corporate Income Tax (IRPJ)

The IRPJ is a tax that is levied on legal entities, individual companies, constituted entrepreneurs or
individuals that exploit economic activity of a civil or commercial nature through the sale of goods or
services to third parties. This tax can be declared quarterly (in March, June, September and December)
or annually, being an option of the company.

IRPJ is calculated differently according to the company's revenue and its taxation model”, and
considers:

- Real profit: companies under the real profit regime, the rate is 15% on the company's real
profit;

—  Presumed profit: taxable profit based on the percentage of its revenue, that is, the
government presumes the percentage of profit according to a table that varies from 1.6%
to 32% of the revenue (as an example, in the case of rural activity the percentage on
revenue is 8%). Of this amount, 15% corresponds to the IRPJ;

—  Arbitrated profit: adopted by companies that do not meet the conditions required for
taxation under the real profit or presumed profit regimes;

-  Simples Nacional (Simplified Tax Regime): in this case, the IRPJ is already within the
document -DAS, paid by the company at the issuance of invoices, with a variable rate
depending on the revenue range.

If the company falls under the Real Profit, and has a monthly profit of more than R$ 20 thousand, it
should be added 10% on the amount that exceeds the IRPJ.

5.1.8 Social Contribution on Net Income - CSLL

The Social Contribution on the Corporate Net Income (Contribuicdo Social sobre o Lucro Liquido das
Pessoas Juridicas — CSLL) was established by Law N° 7.689/1988, aimed at financing social security.
The CSLL rate is 15% in the case of private insurance companies, capitalization companies and those
referred to in items I to VII, IX and X of § 1 of art. 1 of Complementary Law N° 105/2001, and 9% in
the case of other legal entities.

The calculation basis for this tax is the company's profits depending on the tax regimes: Real Profit or
Presumed Profit.

Companies with a presumed profit have a rate applied to the company's gross revenue, based on sales
or services provided. This rate is known as the presumption rate. This rate varies according to the
activity: 12% of revenues from sales; 32% of revenues from services provided. Of this total, 9% or
15% for CSLL is applied.

» There are three taxation models: IRPJ - Real Profit, IRPJ - Presumed Profit and Simples Nacional (Simplified Tax
Regime). In the Actual Profit taxation model, IRPJ is calculated on the company's profit, this regime is mandatory for
companies with revenues greater than R$ 78 MM and/or companies focused on the financial sector. In the presumed profit,
IRPJ and CSLL are levied on a rate defined by the Federal Revenue Service; the annual revenue should be less than R$ 78
MM. Simplified Tax Regime (Simples Nacional) is a simplified form of taxation that encompasses eight taxes in a single
rate, with reduced amounts, being applicable only to micro and small-sized businesses.
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In the case of Real Profit companies, the calculation of the CSLL to be paid is made from the Income
Statement for the Year, after calculating all revenues and subtracting expenses and costs for the
period. With the values of the company's profits calculated, the CSLL of 9% or 15% is applied to the
profit before income tax (LAIR).

5.1.9 Tax on Rural Land Property (ITR)

The ITR is a mandatory tax, for all individuals or legal entities that own rural properties, established
by Law N° 9.393/1996. The charge for ITR on rural properties varies from 0.03% to 20%, depending
on the degree of land use and the total taxable area of the property. Thus, the higher the productivity of
the land, the lower the amount of tax charged.

The tax calculation is based on the proportion of bare taxable land of the market value of the rural
property, without counting values related to buildings, facilities, improvements/ infrastructure planted
forests, among others.

The rate is charged from the amount declared to the Federal Revenue Service.The following rural
properties are exempt from I'TR (Law N° 9.393/1996, Art. 10, Art. 17):

- Properties of the federal, state and local government;

- Governmental Foundations Non-profit education and social assistance institutions;

- Small rural plots, as long as they are utilized and the owner has no other property;

- Rural property that has restricted land use and maintains a preserved watersource, such as
rivers and springs;

- Areas of ecological interest for the ecosystems protection;

— Areas under environmental easement;

- Areas covered by natural, primary or secondary forests in a medium or advanced stage of
regeneration;

- RPPN, RL and APPs.

52 Specific Forest Related Taxes

Besides the general taxes presented above, there are specific forest taxes that apply in the case of
concessions in public forests and other forest related activities. Taxes applied in the case of
concessions involve the SFB, and are based on the estimated annual production and the price set in the
winning proposal.

5.2.1 Payment in forest concession contracts

Prior to the publication of the forest concession bidding notice, the SFB should hold a public hearing
in the region where the forest concession will take place. At this hearing, SFB presents the proposal of
the bidding notice and the participants from different sectors of society and public agencies can
present their questions, suggestions and positions. Public hearings should be made widely available so
that all interested parties can participate and submit their comments.

The selection of the company that will manage and harvest a certain area through the forest concession
occurs through a public bidding process. SFB presents the “Bidding Notice”, a document that defines
areas to be granted, products and services to be exploited, concession period, the criteria for the
selection of concessionaires and their rights and duties.

Companies interested in participating in the bidding process should submit a set of documents that
prove their technical capacity and their compliance with environmental, labor and fiscal laws and
prove their legal and financial regularity.

Then, the interested companies should submit two proposals:

- Price proposal: amount to be paid for products and services to be harvested in the forest
concession area. For example, the value in R$ (reais) does the bidder intends to pay for
each cubic meter (m?) of wood to be harvested;

- Technical proposal: document that presents goals and commitments related to social
benefits, impact on the environment, greater efficiency and greater local added value to
the product or service to be exploited. For example, the number of jobs that will be
generated and the amount that will be invested annually in infrastructure, goods and
services for the benefit of local communities.

The bidding company that achieves the best score, defined according to the price and technical
proposals presented, wins the bid and signs a contract with the Brazilian Forest Service (SFB), thus
becoming the area's concessionaire.

In exchange for the right to carry out forest management in the concession areas, concessionaires
should pay fees to the federal government in accordance with the price proposal presented in the
bidding process.
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At the signing the contract, the Contract Reference Value (Valor de Referéncia do Contrato - VRC) is
calculated, which is an estimate of the annual production value for the contracted area, based on the
price of the winning proposal. VRC is used as a reference for calculating the Annual Minimum Value
(Valor Minimo Anual - VMA), a proportional value according to the volume of wood harvested, paid
to SFB by the concessionaire. The VMA represents the minimum amount to be paid annually by the
concessionaire, regardless of its production. This amount is stipulated to 30% of the VRC.

As an example, the Reference Value of the Concession Contract for the Jamari (RO) National Forest
of the company Amata is shown in the table 11.

Table 11 - Contract Reference Values (VRC) of FLONA Jamari - Amata Company (2019)

Annual Mininum . Annual
Production (Ul;gl/f;3)l Coil,tl;%ctggél)le : Minimum
(m3/ano) Value (VMA)
_ 1,780 23.54 41893 12,568
6,909 14.12 97,562 29.269
13,086 9.45 123,686 37,106

4397 493 21,706 6,512
S 284847 85454

! Conversion rate was R$ 5.22/USD (on June 2, 2020).
Source: Brazilian Forest Service (2019).

In addition, the concessionaire pays the Other Values (Demais Valores - DV) proportional to its
production. This fee is calculated by the harvesting actually carried out, multiplied by the price
established in the contract of the product harvested, subtracting VMA.

5.2.2 Environmental Control and Inspection Fee (TCFA)

According to Law N° 6.938/1981, companies that carry out activities subject to environmental control
/ potentially polluting, have a legal obligation to enroll in the Federal Technical Register of Potentially
Polluting Activities (CTF/APP), according to the Activities Table and Art. 2 and 10-B of IN IBAMA
N°06/2013.

The CTF/APP aims to identify these entrepreneurs before SISNAMA, generating relevant information
for environmental management in Brazil.

As an obligation arising from enrollment in CTF/APP, there is the payment of the Environmental
Control and Inspection Fee (TCFA) when performing the activities in categories 1 to 20, in addition to
the delivery of the Annual Report of Potentially Polluting Activities (RAPP).

The system calculates and generates the amount due from the data declared in the CTF/APP system.
The TCFA value is defined according to the economic condition of the company and the Polluting
Potential and User of Natural Resources (PPGU).

According to Law N° 10.165/2000, the taxpayer of the TCFA is required to submit by March 31 of
each year, a report on the activities carried out in the previous year, whose model will be defined by
IBAMA. Information on the value is presented in Table 12.

Table 12 — TCFA according to PPGU and Entrepreneur Size (R$)
Entrepreneurship Size

PPGU
enterprise sized 2
Small 289.84 579.67 1,159.35
Exempt
Medium Exempt 463.74 92748 2,318.69
128.80 579.67 1,159.35 5,796.73

Source: IBAMA (2020).

The timber industry, transportation, terminals, warehouses, use of natural resources (silviculture,
economical exploitation of wood or fuelwood and forest by-products, among others) are potentially
polluting activities, according to Law N° 10.156/2000, therefore, it directly affects SFM.

5.2.3 Forest Tax

There are other specif taxes applied to forest products by some states. In the state of Minas Gerais, for
example, the Forest Tax is regulated by Decree N° 47.580/2018, levied on the activities of harvesting,
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production, trade, storage, transport and consumption of forest products and by-products, which
include®:

—  Products: fuelwood, wood, roots and non-wood forest products;

—  By-products: charcoal and those resulting from the processing of some forest product.
The Forest Tax is based on the amount of the product or by-product extracted or consumed, expressed
in the corresponding unit of measure. The Forest Tax rates are defined in Decree N° 47.580/2018,
Annex II, expressed by the amount and/or fraction of the value of the Fiscal Unit of the State of Minas
Gerais (Ufemg). Its value results from the application of the rates presented in Table 13 on the
quantity of forest product or by- Annex II product, as the case may be, in kilograms or cubic meters,.

53 National Forest Taxes Collected / Revenues Declared
The destination of resources collected in forestry concessions is not limited to the Federal
Government. The Public Forest Management Law establishes the destination as follows:

*  Concession is located within a FLONA - National Forest:

- VMA: 100% for SFB

- Other values (DV): 40% for ICMBio, 20% for states, 20% for municipalities and 20% for
the National Forest Development Fund (FNDF)

*  Concession is located outside a FLONA:
- VMA: 70% for SFB and 30% for IBAMA
- Other values (DV): 30% for states, 30% for municipalities and 40% for FNDF.

In 2019, the tax collected from the federal forest concessions was R$ 16 million (equivalent to
USD 4.1 million). Table 14 shows the tax collection and table 15 the distribution of other values
(DVs) in the last five years.

% Art. 3 of Decree N° 47.580/2018 establishes that in case the extraction of fuelwood or wood (planted or native) destined for
the production of charcoal, the Forest Tax is exempt.
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Table 13 - Table for the Forest Tax Collection
Product

2

Planted forest woodfuel m3 0.28 0.20
3

Native forest woodfuel under sustainable management m 0.28 0.20
Native forest woodfuel m3 14 1.00
Planted forest wood m3 0.54 0.38
Native forest wood under sustainable management m3 0.54 0.38
Native forest wood m3 9.35 6.65
Planted forest charcoal m?3 0.56 0.40
Charcoal from native forest under sustainable management m?3 0.56 0.40
Native forest charcoal m3 2.8 1.99
Non-timber products from planted forests kg 0.07 0.05
Non-wood products from native forest under sustainable
management kg 0.07 0.05
Native forest non-wood products kg 0.37 0.26
I Resolution N° 5.320 /2019 published that the value of the Fiscal Unit of the State of Minas Gerais
(UFEMG) for the year 2020 is R$ 3.71 (conversion rate R$ 5.22/USD).
Source: Decree N° 47.580/2018.

Table 14 — Collection of Forest Concessions Taxes in Brazil (R$)

2015 1,348,791 5,383,485 6,732,277
2016 4,115,238 4,634,650 8,749,888
2017 731,391 5,267,635 5,999,026
2018 6,161,707 8,716,969 14,878,676

2019 6,946,139 9,532,700 16,478,839
Source: Servico Florestal Brasileiro (2020).

Table 15 — Distribution of Other Values collected in Forest Concessions (R$)

2015 2,153,394 1,076,697 1,076,697 1,076.697
2016 1,853,860 926,930 926,930 926,930

2017 2,107,054 1,053,527 1,053,527 1,053,527
2018 3,486,788 1,743,394 1,743,394 1,743,394

2019 3,813,080 1,906,540 1,906,540 1,906,540
Source: Servico Florestal Brasileiro (2020).

6 INCENTIVES AND DISINCENTIVES FOR SFM

6.1 Existing Incentives

The first large scale initiative of incentive for the forest sector in Brazil was proposed to promote
afforestation/reforestation, and was established by Law N° 5.106/1966. The law created incentives,
based on the income tax. This fiscal incentive remained until 1988.

Currently tax incentives in the forestry sector are scarce, most of them at State level. Government of
Brazil (GOB) has defined some mechanisms of incentives for forest management and conservation,
harvesting, processing and trade forest products. A general assessement points out that they are
relatively limited.

Exemples of current incentive mechanisms to promote SFM and promote the development of the
forest sector, identified by the consultant, divided into fiscal, non-fiscal and other mechanisms, are
presented below.
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6.1.1 Fiscal Incentives
This section deals with tax incentives identified in Brazil. Most of them are incentives, at the state /
municipal level, which normally occur through exemption or reduction in the payment of taxes.

*  ‘“Mais Verde” (More Green) Program — Paragominas /PA
The “Mais Verde” Program was created, by Municipal Law N° 746/2011, of Paragominas local
government. Paragominas is a municipality located in an important region for timber production,
located in the Amazon region. It is an incentive program for good environmental practices of
commercial establishments and industrial plants in the municipality.
The benefits included in the program are as follows:

—  50-70% discount on urban land taxes — IPTU (called Green IPTU);
—  Reduction of up to 50% of services taxes — ISS (called Green ISS);

- 50-70% discount on the payment of commercial operations permits fees or use of public
services.
All commercial and industrial establishments that adopt the following practices may apply for
benefits:

- Significant reduction in the generation of solid waste;

- Exclusive use of raw materials or products from renewable sources;

- Efficient management of water resources;

- Adequate control of atmospheric emissions and investment in air quality programs;
- Investment in environmental education projects;

- Investment in projects for environmental restoration or care for the environment;

- Significant reduction in noise, visual or light pollution.

* Incentives on timber products — Amazonas State
The Government of Amazonas State, through Law N° 3.970/2013, grants the benefit of exemption of
ICMS tax on internal operations (within the state) dealing with wood products from natural forests,
originating from the small-scale Sustainable Forest Management Plan and a Sustainable Forest
Management Plan of Low Impact logging.
Elegible management plans should be registered at the Federal Technical Registry of IBAMA to prove
the origin. This exemption was a major success for the viability of small-scale companies as this
means 17% exemption of ICMS on the sale of wood from small-scale management plans.
Law N° 2.826/2003 published by the Government of the State of Amazonas regulates the State Policy
for Fiscal and Non-Fiscal Incentives. Article 1 establishes that fiscal and non-fiscal incentives aim at
the integration, expansion, modernization and consolidation of the industrial, agro-industrial, forest,
agricultural and related sectors for the development of the State. Tax incentives will be granted to
products resulting from activities considered fundamental for the State development, including
forestry companies that contribute to:

- The intensification of the production chain to integrate and consolidate the forestry-based

industries in the State;

- Increase in the volume of forest production in the State;

- Sustainable use of forest raw material;

- Increase of forestry production in the State.
The Fund for the Promotion of Tourism, Infrastructure, Services and Interiorization of the
Development of Amazonas (FTI) provide financial contribution to the forestry companies that meet
the above requirements (Law N° 4.110/2014, Art. 1,11) .
The FTI also provides resources to support investment programs or projects in the areas of inland
development, with 5% of the Fund's resources earmarked for the development and funding of
technical assistance and rural and forestry extension activities. Additionally, FTI resources are
invested in programs in the rural production area, with up to 25% of the initial allocation referring to
FTI resources, allocated in the agencies that make up the SEPROR System®’, to meet current operating
expenses.”®
In the case of forestry activities, the FT1 is carried out through the Profloresta Program. This program
is aimed at micro, small and medium-sized forest producers and forest companies that are members of
segments of the forest production chain of the primary, secondary and tertiary sectors.

*  PRODEIC - Industrial and Commercial Development Program of Mato Grosso

" The Institute of Agricultural Development and Sustainable Forestry of the State of Amazonas (IDAM) is part of the
SEPROR System (State Secretariat for Rural Production).
% See Law N°4.791/2019, § 2° and Law N° 4.110/2014, item II.
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PRODEIC is a Mato Grosso State Program created by Law N° 7.958/2003*, which grants tax benefits
for 10 years on products related to the manufacturing industry, according to the National Classification
of Economic Activities (CNAE).

One of the sub-modules of this program is the PRODEIC Wood Invest (PRODEIC Investe Madeira),
created with the objective for promoting industrial development, adding value to raw materials from
the wood production chain of Mato Grosso State.

The Program offers two types of incentives:

- Partial benefit: when the company is in the establishment phase, a deferral of ICMS tax is
granted in the acquisition of goods/raw materials for the permanent assets;

- Integral benefit: when the company is already in operation and enjoys a reduction in the
calculation base of the ICMS in its own internal operations, and / or presumed credit in
interstate operations.

The incentives represent a reduction of up to 90% on the ICMS tax of the comercialized products and
this percentage is calculated according to a series of factors such as the place of installation, type of
products that benefit, purchase of local inputs, expected investment and jobs to be offered.

The reduction in the ICMS calculation base is variable and depends on the segment. For instance, in
the case of sawmill products the incentive percentages will be 65% for operations within the state and
80% for interstate operations. Forest products classified as veneer, plywood and woodframes, the
percentages will be 80% for operations within the state and 85% for interstate operations.

In 2018, the State government enacted Law N° 10.741/2018, which established new rules for
PRODEIC. The “New PRODEIC” started to grant tax benefits and percentages similar for
12 production chains, including the wood industry. According to the Government of Mato Grosso, in
2020, of the total companies currently included in Prodeic, most (85%) are from the secondary sector,
predominantly agribusiness (57%).

*  Ecological ICMS
Ecological ICMS (ICMS Ecolégico) is a tax incentive at the state level, initially implemented by the
Government of Parand State, created by Complementary Law N° 59/1991. It is a transfer of financial
resources to the municipalities that hold Conservation Units, protected areas or water sources to
supply neighboring municipalities.
The 1988 Federal Constitution established in its article 158, item IV, that 25% of the ICMS collection
should be transferred to the municipalities. Of this amount, 75% should be distributed according to
criteria established in the Constitution and 25% can be distributed according to criteria established
according to the State Law. This made possible the adoption of these environmental criteria in the
distribution of the remaining 25% of ICMS tax.
In the State of Paran4, the distribution of the Ecological ICMS is based on the criteria proportionally to
the Conservation Units in terms of size, importance, investment level in the area, water catchment
source and other factors.
The Secretary of State for Sustainable Development and Tourism - SEDEST, through the Water and
Land Institute (Instituto Agua e Terra) is responsible for Ecological ICMS for Biodiversity Program.
The amounts transferred to the municipalities in 2019 correspond to R$ 193 million (equivalent to
USD 49.0 million). This value was distributed to 216 municipalities of the State of Parand (SEDEST,
2019).
Similarly, the state of Sdo Paulo also has adopted the Ecological ICMS (Lei Estadual N° 8.510/1993),
under the S3o Paulo State Secretariat for the Environment. The estimation of values transferred to
Sao Paulo municipalities in 2019, corresponds to R$ 150 million (equivalent to USD 38.1 million),
distributed to 196 municipalities (SMA, 2019).

*  Simplified Tax Regime (Simples Nacional)
The Simplified Tax Regime, called “Simples Nacional” (Complementary Law N° 123/2006) is a
regime for the tax collection, charging and inspection, with benefits provided only for micro and
small-sized companies.
The Simplified Tax regime has the following main benefits for the entrepreneur:

—  Unification of taxes (IRPJ, CSLL, PIS/PASEP, COFINS, IPI, ICMS, ISS, Social Security
Contribution) in a single pay slip, known as DAS - Simplified Tax Collection Document;

— Reduction of labor costs on the payroll, including in the DAS the Employer's Social
Security Contribution
—  Less bureaucracy as taxes are calculated through the Federal Revenue Portal, reducing the
risk of mistaken calculations;
—  Export regime with simplified procedures for authorization, licensing, customs clearance
and exchange (Complementary Law N° 123/2006, Art. 49-A).
In order to enroll in the Simplified Tax Regime, the following conditions must be met:

¥ Regulated by Decree N° 1.432/2003, changed by Law N° 10.741/2018.
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— A company should suit the definition of a micro or small-scale enterprise;
-  Comply with the requirements of the legislation (Complementary Law N° 123/2006);

—  Formalize the option for the Simplified Tax Regime.
It is noteworthy that this regime will affect the forestry sector for those companies that fall under this
taxation regime, as it simplifies the tax payment process for those companies (sawmills, transporters,
timber trade) that choose the simpliefied tax regime.

*  Exemption of Income Tax

Decree N° 9.580/2018 regulates the taxation, collection and administration of Income Tax in Brazil.
It establishes income tax deductions for companies that carry out rural activities. For tax purposes,
extraction and vegetation exploitation, forest plantations that are destined to be harvested for
commercialization, consumption or industrialization, among other activities, are considered rural
activities (Article 51).

The amounts spent on rural activity goods and services subject to income tax deduction include those
related to the operation of the company and the maintenance of the company's main activity, which
are:

- Vehicle rental, use and maintenance expenses, provided that the expenses are incurred
with vehicles used directly in rural activities;

- Cost of expenditure including the provision of services for rural activity considered, for
deduction purposes, as a cost of expenditure, those which is necessary for getting income
and the maintenance of the source of production, which is normally carryied out in rural
production. This includes, for example, harvesting, sowing and planting operations, tree
pruning and other forestry services;

- Investment expenses (Art. 55) including expenditures (amounts corresponding to
financing or loans) with formation and maintenance of rural activity, considered as
expenses or investments, such as funding or capital investment. Includes financial
charges actually paid as a result of loans taken to finance the cost and investments of rural
activity;

- Fines can be deducted from the gross revenue of rural activity, considering the following
conditions: i) The late fines resulting from the late payment of deductible expenses of
rural activity have the same treatment of these expenses; ii) fines resulting from non-
compliance with ancillary obligations, which do not result in failure or insufficient
payment of taxes; iii) fines resulting from non-compliance with contractual obligations
that represent rural activity deductible expenses.

Regarding forest resources, the Decree also considers the depreciation, amortization or depletion in the
value of the asset, establishing that it is subject to the deduction of income tax as well. Thus, the
company's assets, represented by forest resources, can be attributed to depreciation, amortization or
depletlon according to the following rules:
Depreciation of assets (Art. 319) - The deductible depreciation share in the calculation of
income tax will be determined by applying the annual depreciation rate on the acquisition
cost of the asset. The depreciation share of the assets applied exclusively in the
exploitation of forests, whose total exploitation period is less than the useful life of these
assets, may be optionally determined according to the term of the concession or the
exploiation contract or, the volume of production for each period of calculation and its
relationship with the area of the forest harvested (Art. 319, § 3);

- Amortization (Art. 331) of Capital - Capital invested in the acquisition of contractual
rights to exploit forests may be amortized, for a specified period. In this case, the
acquisition cost of these rights is amortized over the period of the contract;

- Depletion of forest resources (Art. 337) - The amount corresponding to the decrease in
the value of forest resources, resulting from their exploitation, may be computed as a cost
or charge in each income tax calculation period. In case the forest or planted forests
provide the owner with the possibility of a second or even a third cutting rotation, the cost
of acquisition or plantation establishment should be recovered through the depletion
calculated according to the volume havested in each period, compared with the total
expected production, encompassing the various cuts/harvests.

*  Mato Grosso State Forest Development Program (PDFS-MT)
The PDFS/MT aims at the sustainable development of the natural forests and planted forest sector in
Mato Grosso State, based on two main axes:

- Expansion of the supply of sustainable forest raw materials;

- Adding value to forest production.
Resolution N°14/2014, the legal instrument that establishes the PDFS/ MT, contains the following
strategic actions:
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- Review of Legal and Institutional Instruments comprising mainly: simplification of the
licensing processes, facilitation of the land tenure regularization, fiscal and tax
adjustments, facilitation and decentralization;

- Promotion and Technical Assistance including, support for Management Plans and access
to financing;

- Technological development of raw materials, products and productivity (Forest /
Industrial);

- Market Promotion comprising mainly: the dissemination of information, promotion and
attraction of investments, and market intelligence;

- Creation / adjustment of fiscal and tax incentives;

- Infrastructure and Logistics comprising, mainly, the analysis of alternative logistics and
needs to the sector.

6.1.2 Non-Fiscal Incentives
This section examines the existing non-tax incentives in Brazil, at federal and state levels, for the
promotion of SFM and forest sector development.

*  Bonus in forest concession contracts
The bonus in forest concession contracts is provided for in Art. 30, item XIX of Law N° 11.284/2006
and regulated by SFB Resolution N° 04/2011. This bonus is characterized by percentage discounts on
the roundwood charge, established in the contract. In contracts that provide differentiated prices for
groups of species, the application of the bonus is done through a percentage discount on the price
agreed in the contracte for each group of species.
Every forest concession public notice and concession contract has technical indicators that will
provide for the bonus percentages. The forest concession notices establish the parameters for the
application of the bonus, the verification method and the discount percentages.
The discount percentages vary among the different criteria. For instance, table 16 shows the discount
percentage according to the indicators established in the Paru State Forest Concession Notice, in the
state of Pard. The discount can be cumulative.

Table 16 — Bonus Indicators in the Paru State Forest Concession Notice
Bonus Limit on roundwood
m3

Indicator

Reducing damage to the forest during logging 5%
Generation of jobs by forest concession 5%
Degree of local product processing 5%

Support and participation in research projects 3%

Implementation and maintenance of socio-
environmental quality management and performance 5%
systems
Employee capacity building 3%
Harnessing local labor 5%
Product diversity 5%

Source: Ideflor-bio (2017).

There is no obligation provided in the legislation indicating that concessions need to be certified.
However, the public notices for the forest concession have shown in case of certification discounts of
up to 5% in the amount paid to SFB for forest products extracted from public forests (IMAFLORA,
2010). Thus, certification (FSC/CERFLOR) becomes an incentive to forest management in concession
areas.
*  Water Springs Program — SP

The Water Springs Program™ (Programa Nascentes — SP) is a non-fiscal incentives program for
environmental restoration in the State of Sao Paulo, established by State Decree N° 60.521/2014.
The incentives provided for in this Decree promote, indirectly, sustainable forest management.
They are:

* The main objectives are: to expand the protection and conservation of water resources and biodiversity, through the
optimization and targeting public and private investments for protection and recovery of riparian forests, water springs;
protection of aquifer recharge areas; expansion of native vegetation cover by water sources, especially upstream catchment
for public water supply; planting native tree species and improving the management of production systems in water basins.
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- Technical support for the elaboration of a Legal Reserve Restoration Project, including
the recommendation of models using native timber species and species of economic
interest suitable for the region;

- Priority for participation in projects to encourage the recovery of riparian forests,
including Payment for Environmental Services Projects;

- Priority in accessing lines of credit for restoration of the Legal Reserve Areas.

The Program has already promoted the restoration of 18 thousand hectares of degraded areas in
Sdo Paulo. Some sources of financing for the Program are: State Fund for the Prevention and Control
of Pollution - FECOP, Fund for the Expansion of Agribusiness in Sdo Paulo-FEAP, State Fund for
Water Resources - FEHIDRO and State Fund for the Defense of Diffuse Interests - FID, of the
Secretariat of Justice and the Defense of Citizenship. The Program also has indirect compensation
resources (Environmental Recovery Commitment Terms - TCRAs, conversion of fines and Conduct
Adjustment Terms - TACs)

Some lines of action of the program are:

- Common Projects: Individuals or companies that need to make environmental
compensations and institutions that wish to voluntarily contribute to the environment can
participate in the Program by developing Restoration Projects. The projects carried out
may, after being approved by a commission made up of members of SMA (Cabinet,
CBRN and CFA), and CETESB, be made available on the “Project Shelf” known as
“Prateleira de Projetos”, requiring the financial contribution for the immediate start;

- Available Area for Retoration: The areas avalilable for restoration called “Area Bank”
has more than 105 thousand hectares registered throughout the State, available for
restoration. They are APPs without vegetation on rural properties that indicated in the
Rural Environmental Registry that they would like to receive restoration projects from
third parties;

- Matching the need for environmental regularization with those who have areas available
for recovery: i) with the offer of pre-approved projects; and, ii) with the availability of an
area available for restoration (for entrepreneurs who have a technical staff to conduct
their own projects, but did not have a location).

The program's arrangement serves as a platform for the restoration, that is, it connects the ends (those
who need or want to restore with those who have possess an area and / or technical capacity).
The owner should also expressly consent to the use of his area, which is formalized with a Term of
Agreement and Commitment, through which he also undertakes not to carry out activities that may
cause damage to the vegetation in the project area, and to ensure its constant preservation, even after
the conclusion of the project.

*  Funding Mechanisms
In Brazil, several national and international funds operate credit and financing lines, which work as an
incentive to rural producers. Some apply to small and medium-sized producers, offering long payment
terms, lower interest rates, and other advantages. The most relevant are presented below.
- International Funds

i.  GEF - Global Environmental Facility
GEF operates as a partner with governmental, non-governmental or private institutions for global
environmental actions. It is the official financial mechanism involving environment agreements, such
as UNFCCC (United Nations Framework Convention on Climate Change), UNCBD (United Nations
Convention on Biological Diversity) and UNCCD (United Nations Convention to Combat
Desertification). The mechanism finances projects in a non-refundable manner. Developing countries
and economies in transition are the main beneficiaries of GEF funds.

ii. GCF - Green Climate Fund
The GCF is a global initiative that works as a financing mechanism to support developing countries in
complying with the Paris Climate Agreement. The potential areas for developing proposals with
refundable resources are energy efficiency, renewable energy, green bonds (guarantees for bonds
issued by the private sector) and sustainable transport. Non-reimbursable funds involve the payment
for results in REDD" and the support actions to implement the commitment to reforestation and
restoration of 12 million hectares of natural vegetation.

- National Federal Funds

i.  National Forest Development Fund — FNDF
The FNDF is a fund created by the Public Forest Management Law (Law N° 11.284/2006) and
regulated by Decree N° 10.062/2019*'. Its main purpose is to promote the development of sustainable
forest-based activities in Brazil.
Among the priority areas for the allocation of resources from the Fund are research and technological
development in forest management, recovery of degraded areas with native species, rational and

*! First regulated by Decree N° 7.167/ 2010 and revoked by Decree N° 10.224/2020.
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sustainable economic use of forest resources, control and monitoring of forestry activities and
deforestation, training in forest management and training of multiplying agents in forest activities,
environmental education and protection of the environment and conservation of natural resources.

The origin of the resources is due to forest concessions, including resources from the budget of the
SFB, parliamentary amendments, resources made available by other agencies, and donations made by
national or international organizations, public or private.

Since 2010, FNDF has raised approximately R$ 30 million for the direct implementation of forestry
projects, from different budget sources. Altogether, there were 147 projects, among those closed and
those in implementation.

The FNDF resources can be accessed by public agencies (federal, state and municipal), private non-
profit entities (NGOs, Associations) in their own interest or from indigenous communities, local
communities and other beneficiaries. The Fund supports projects through voluntary transfers of
resources (agreements, terms of partnership and others), and also directly contracts, after bidding,
suppliers of goods and services for the beneficiaries selected in the public notices.

ii. National Environment Fund - FNMA
The National Environment Fund (FNMA), created by Law N° 7.797/1989 and regulated by Decree N°
10.224/2020°, is intended to support projects in different modalities. The projects should aim at the
rational and sustainable use of natural resources, in accordance with the priorities of the National
Environment Policy, including the maintenance, improvement and recovery of environmental quality.
The application of FNMA's financial resources in projects in the following areas is considered a
priority: conservation unit, technological research and development, environmental education, forest
management and extension, institutional development, environmental control, and sustainable
economic use of native flora and fauna.
The projects33 developed are related to the topics, such as: urban environment, water & forest,
territorial planning and management, biodiversity conservation and management, environmental
quality, sustainable societies and others.
The FNMA resources come from the National Treasury, a loan agreement with the Inter-American
Development Bank (IADB), international agreements such as the Brazil-Netherlands Technical
Cooperation Project, donations under the Pilot Program for the Protection of Tropical Forests (PPG -
7), and funds raised by the application of the Environmental Crimes Law (Law N° 9.605/1998).
Since its establishment, FNMA has promoted more than 1,440 projects, including 176 onlending
contracts and 61 letters of agreement, with investments in the order of R$ 278 million.

iii. National Climate Change Fund
The National Fund on Climate Change (Fundo Clima) was created by Law N° 12.114/2009 and
regulated by Decree N° 9.578/2018. The Climate Fund is an instrument of the National Policy on
Climate Change (PNMC). Its purpose is to finance projects, studies and undertakings aimed at
mitigating/reducing the impacts of climate change.
The resources of the Climate Fund can be used for: education (capacity building, training and
mobilization in the area of climate change), climate science (Impact Analysis and Vulnerability),
adaptation to the impacts of climate change, projects to reduce greenhouse gas emissions (GHG and
REDD", development and dissemination of technology to mitigate GHG emissions, formulation of
public policies to solve problems related to the emission and mitigation of GHG emissions, support for
sustainable production chains, payments for environmental services in activities that contribute to
carbon storage linked to other environmental services, agroforestry systems, recovery of degraded
areas and environmental restoration.

iv. Amazon Fund- Fundo Amazdnia
The Amazon Fund aims to provide non-refundable financing for actions to prevent, monitor and
combat deforestation, and to promote the conservation and sustainable use of forests in the Legal
Amazon region.
Federal Decree N° 6.527/2008 authorizes the Brazilian Development Bank (BNDES) to allocate the
value of donations received, in cash, and the proceeds from financial investments of the balances not
yet disbursed, to the Fund.
The projects should be aimed at carrying out actions to prevent, monitor and combat deforestation and
promote the conservation and sustainable use of the Amazon biome. It involves the following areas:
management of public forests and protected areas, environmental control, monitoring and inspection,
sustainable forest management, economic activities developed from the sustainable use of the forest,
ecological and economic zoning, land use and land regularization, conservation and sustainable use of
biodiversity and recovery of deforested areas.

32 First regulated by Decree N° 3.524/2000 and Decree N° 6.985/2009 and revoked by Decree N° 10.224/2020.

¥ The projects already developed with  the support of FNMA can be accessed at:
https://www.mma.gov.br/images/arquivos/apoio_a_projetos/Fundo_Nacional_do_Meio_Ambiente/Projetos_Apoiados/Conve
nios FNMA _1990_A_2019-SITE.pdf
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v. Constitutional Financing Funds
The Constitutional Financing Funds include the Constitutional Fund of the North - FNO, the
Constitutional Fund of the Northeast - FNE and the Constitutional Fund of the Midwest — FCO.
They were established by Federal Law N° 7.827/1989, with the objective of contributing to the
economic and social development of the regions through federal financial institutions. To this end,
they implement financing programs for the production sectors, in line with the respective regional
development plans.
The resources destined to investment financing contemplate the following purposes: regularization
and environmental adequacy of rural establishments, reforestation, recovery or regeneration of
degraded areas or formation or improvement of ecological corridors between priority areas for
biodiversity conservation, implementation of water infrastructure and productive activities, payment of
technical assistance and rural extension services and remuneration of family labor and other activities
to be defined by the National Monetary Council.
The FNO, FNE and FCO finance long-term investments and, in addition, working capital or expenses.
In addition to the agricultural, industrial and agro-industrial sectors, including forest industry, the
tourism, trade, services, cultural and other sectors are also covered.

*  Payment for Environmental Services — PES
The PES's main objective is to provide economic incentives to owners of rural properties that have
natural areas capable of providing environmental services.
The regulation of the National Policy for Payment for Environmental Services (PNPSA) has not yet
been approved in Brazil.** However, some states® have already established their State PES Programs.
Table 17 presents PES legal frameworks identified at State level.

Table 17 — PES Regulation at the State Level
Provides for the State Policy of Environmental Services
Mato Grosso Law N° Preservation, creates the State Program of Payment for

do Sul 5.235/2018 Environmental Services (PESA), and establishes a Management
System for this Program

State Regulates the State Program for Conservation and
R Decree N° Revitalization of Water Resources / PROHIDRO, and
establishes the mechanism for Payment for Environmental

42.029/2011 Services / PRO-PSA

Law N° Establishes the State Policy for Environmental Services and
Santa Catarina regulates the State Program of Payment for Environmental
15.133/2010 S .

Services in the State of Santa Catarina

Creates the State System of Incentives for Environmental
Acre Law N° Services - SISA, the Incentive Program for Environmental
2.308/2010  Services - ISA Carbon and other Programs of Environmental

Services and Ecosystem Products
Law N° Provides for the reformulation of the Payment Program for
9.864/2012  Environmental Services - PSA in the State
Law N° Establishes Amazonas State Policy on Environmental Services
Amazonas 4266/2015 and the Environmental Services Management System, creates
’ the State Climate Change Fund
Law N° Establishes the State Policy of Payment for Environmental
Bahia 13.223/2015 Services and the State Program of Payment for Environmental
: Services
Law N° Establishes Payment for Environmental Services - Bioclimate
17.134/2012  Parana Program

Establishes State Policy of Payment for Environmental
Pernambuco Law N° Services; creates State Program of Payment for Environmental
15.809/2016  Services and Pernambuco State Fund of Payment for

Environmental Services

Source: Compiled by STCP (2020).

* The approval is pending in the Senate, with Draft Bill N° 3.791/2019.

* Some State Climate Change Policies have PSA instruments in their scope, such as the case of Sdo Paulo's PEMC,
established by State Law N° 13.798/2009, and regulated by State Decree N° 55.947/2010. PEMC/SP is in line with UNFCCC
and the National Policy on Climate Change.
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In the context, the Water Producer Program - PPA, an initiative of the National Water Agency (ANA),
focused on the conservation of water resources, integrated with the National Water Resources Policy
(Law 9.433/1997). The PPA is based on the PES concept as a way of compensating rural property
owners for the environmental services generated on their properties, thus inducing them to adopt
proper management actions in their productive and conservation areas.

There is no general rule regarding how Payments for Environmental Services are made. It depends on
the program, the regulation, the region, etc. When analyzing the PES legal instruments listed in table
17, the incentives can be economic, tax reduction, commercialization platforms for certified credits
from environmental services, differentiated credit lines, donation of seedlings and technical assistance,
among others.

As can be observed, currently in Brazil, PES programs are mostly coordinated by State Environmental
Agencies. Payment resources can come from: public funds, bilateral or multilateral agreements,
budget resources, or even the creation of a specific fund (State Fund for PES Resources).

*  Rural Environmental Registry — CAR
The Rural Environmental Registry was created by Law N° 12.651/2012, and regulated by Normative
Instruction MMA N° 2/2014. It is an electronic declaratory public register of national scope,
mandatory for all rural properties.
The Registry integrates in a single system the environmental information of rural properties,
considering Permanent Protection Areas — APPs, Legal Reserve Areas- RL, forest remnants and other
forms of native vegetation, and the consolidated areas. The database is used to control, monitoring,
environmental and economic planning and combating deforestation. In the Amazon region, for
example, 80% of the property land has to remain with natural forests, and in the case a property has
less than this percentage, an alternative to legalize land use is compensation.
Legal Reserve compensation is a mechanism that links landowners who have forested areas in excess
of those provided for in the Forest Law (Law N° 12.651/2012), and landowners whose Legal Reserve
areas are less than required. It is noteworthy that the required RL percentage varies among different
biomes in Brazil.
This is a mechanism by which the owner who does not have enough RL can regularize his RL by
acquiring equivalent areas in another rural property, instead of allocating areas of productive use for
natural regeneration or restoration. In sum, the owner who does not have the percentage of
RL required by law, may, among alternatives, choose the compensation mechanism, provided that it is
in the same biome and the property held, on July 22, 2008, an area suitable for RL in less than the
percentage required by the legislation in force.
The Forest Law provides for several forms of compensation for the Legal Reserve, however, the most
usual are:

— Leasing of area under environmental easement regime: in this case, a property that has
coverage of native vegetation is leased by the owner to compensate their respective Legal
Reserve. This situation usually occurs when there is no remnant, or when the land
occupation type does not allow changes in use.

— Acquisition of Environmental Reserve Quota (CRA): in this case, the owner who does
not have enough Legal Reserve area in his property can acquire a Quota in another
property. However, it should be noted that a second owner, can only have part of the
Legal Reserve of his property to constitute a CRA, if he has more remaining than it is
necessary for his property.

Currently, there are online platforms that allow CRA trading, as it is the case of BVRio, but this
process is controlled by a competent federal agency of the National Environment System -
SISNAMA.

In sum, the environmental compensation mechanism can be a business opportunity for rural owners
who have a surplus of RL, but it is important to observe the various restrictions established in the
legislation.

The value involved in the transaction depends on the market, still in development, and varies mainly
on the demand of area for compensation in the region. In any case, initial transactions indicate that the
negociation involving compensation can have a significant financial impact, and can be an incentive to
manage tropical forests, or simply maintain forest cover, especially in the Brazilian Amazon region.

*  Carbon Sequestration Projects / Carbon trade
Considering that forests store and sequester carbon®® from the atmosphere, forest management can be
seen as an important environmental service, helping to mitigate the effects of climate

% The carbon market emerged at UNFCCC, and the 1997 Kyoto Protocol decided that the signatory countries should make
stricter commitments to reduce GHG emissions. In this context, the concept of a Clean Development Mechanism — CDM is
included, which allows projects to reduce emissions in developing countries, which do not have emission reduction targets
under the Kyoto Protocol.
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change.Therefore, forest management plans could be an option for the private sector forest operators,
to have a source of revenue by selling carbon credits from projects that reduce GHG emissions.
Carbon sequestration (or CDM) projects’ are a way to produce carbon credits, in this case called
certified emission reductions (CERs), which represent a ton of CO2- equivalent, negotiated with
countries that have emission reduction targets under the Kyoto Protocol. CDM projects can be
implemented in the energy, transport and forestry sectors.

Carbon trade is, therefore, an environmental service that can work as an incentive to sustainable forest
management, particularly in the Amazon region. In Brazil there are only a few cases involving carbon
trade and management of tropical forests. One case identified involves a major timber company
(Manoa) managing a natural tropical forest in Rondonia State. The company was able to negotiate
carbon in the market. Current annual revenue generated is between 5 and 10% of the total revenue
generated from forest harvesting operation.

Another case is Precious Woods, a timber company located in the Amazonas State. The company
holds a 40% share in a biomass power plant allowing selling certified emission reductions (CERs) by
utilizing residual wood from production. The aim of all activities is a high level of customer value
while preventing deforestation of tropical forests through sustainable forest management and the
associated added value.

Precious Wood has a contract with BK Energia that not only produces electricity but also steam for the
industry. The activities resulted in a total of 29,868 tons of CO2 equivalents in 2018 and 34,651 tons
in 2019, which can be counted towards carbon reduction and thus contribute to the global effort to
mitigate climate change.

The sale of carbon involves quite a lot of expertise, requires time and efforts to assess the potential, for
certification, negotiation and other activities. There are specialized organization/ companies offering
services to support this initiative. In spite of the bureaucracy involved, it seems to be a viable route to
be explored, as it is a form to create an important market incentive to manage tropical forest for timber
production, especially considering the perspective of increase in the market carbon prices.

6.1.3 Other Incentive Mechanisms

In addition to the fiscal and non-fiscal mechanisms to promote SFM and development of the forest
sector, other mechanisms developed in Brazil, that directly or indirectly create incentives to the forest
sector, were identified. These other mechanisms are presented below.

*  Parana Climate Seal

The Parand Climate Seal (Selo Clima Parand) is an award for companies, located in the State of
Parand, that decide to measure, disclose and voluntarily reduce their carbon footprint, which shows
carbon dioxide (CO2) emissions.

The rules of the Parand Climate Seal were improved through Resolution N° 47/2019. The company's
recognition through the seal is essential to make entrepreneurs aware of the need to reduce GHG
emissions. In addition, the participating®® companies can have a competitive advantage, based on a
positive market image.

¢ Bilateral/International Cooperation Programs/ Projects
International cooperation is contributing to promote SFM of Brazilian tropical forests.
Several organizations have financed forest related programs and projects, covering different areas.
Among the relevant programs and projects supported by the international cooperation identified by the
Consultant, that directly or indirectly, creates incentives to develop the forest sector, are:

- PPG7 World Bank Project

PPG7 was a program financed by the World Bank Group, involving US$ 428 MM, to implement four
components that resulted in 28 projects. The first of these components was the creation of a national
policy for the management of natural resources.
Based on this program areas for the conservation and management of natural resources were
established in order to strengthen regulation on land use in forest areas. This allowed the demarcation
of 2.1 MM hectares of forest, monitored by a system capable of detecting deforestation and
degradation in the nine states of the Amazon region.

7 Some CDM projects identified in Brazil: i. Feasibility Study for the Project for the establishment of Carbon Fixing Forests:
Case Study in the South of the State of Parand; ii. Action against Global Warming Project in Guaraquegaba - project to
recover 7,000 ha of degraded areas; iii. Atlantic Forest Restoration Project - Morro Azul - project to recover 12,000 ha of
degraded areas; iv. Pilot Project for Reforestation in Antonina - project to recover 1,000 ha of degraded area, forest recovery
and protection of the area, and maintenance of the water supply; Ilha do Bananal Project — it is a 25-year project, which is
estimated the preservation of a carbon stock of 25,110,000 t/C will be sequestered and guaranteed at the end of the project.

* Some companies linked to the forest production chain have already participated in the award, e.g. Klabin, a company
dedicated to the pulp and paper production. Klabin reduced fuel oil consumption, prioritizing biomass (renewable fuels) for
energy generation.
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PPG7 also included a science and technology component, which financed important research centers
(e.g. Museu Paraense Emilio Goeldi) and over 110 studies on Brazilian forest ecosystems.
The fourth component encouraged the creation of innovative projects to promote sustainable
development in communities in the Amazon. As a result, 30 thousand families and 70 thousand local
producers received support in their economic activities.
PPG7 also generated knowledge that later led to the creation of laws and other environmental
initiatives in Brazil. One of them was the ARPA Program (Amazon Protected Areas Program).

- Inter American Development Bank - IADB
The IADB has developed several projects in the area of infrastructure, environment, institutional
strengthening and poverty reduction in Brazil.
One of these projects is, involving forests, the Serra do Mar Social and Environmental Recovery
Program, a cooperation project between the Government of the State of Sdo Paulo and IADB.
The Serra do Mar Program was a socio-environmental recovery initiative, which aimed to relocate
residents located in areas of environmental preservation or risk areas on the slopes of the mountain.
About 5,600 families benefited from new housing and redevelopment.
Another example of a successful IADB project is the Sustainable Development Program of the State
of Acre - PDSA (State Law N° 1.420/2001) which aimed to promote sustainable economic
development and the production diversification of the state, based on the forest economy and the
preservation of the natural heritage. The IADB financing was US$ 64.8 MM, added to the
US$ 43.2 MM of counterpart from the Acre State.

- ITTO projects
Several ITTO-funded projects implemented over the last three decades have contributed to promote
the sustainable forest management. Examples of relevant ITTO projects in Brazil are are the
followings:

i. Development of a Forest Management Project Model — Antimari State Forest
This was the first ITTO Project in Brazil, launched in 1989, in the Antimari State Forest, in the Acre
State. It aimed to work out a multiple-use model of forest development, taking into account the socio-
economic context and environmental impact. Antimari is a State forest reserve in which the
hydrological, botanical, edaphic, social and economic effects of development have been monitored
and controlled. The project operations included harvesting of rubber, Brazil nuts and wood that
employed local labour and involved considerable efforts by the National Council of Rubber Tappers.

ii. Introduction of Lesser Known Species in the Plywood Industry
This project supported by ITTO in Brazil aimed to increase the use of less known species, using a
multidisplinary approach. The main objective was to select and introduce lesser-known species in the
plywood industry. At that period (19907s), only about 20 species were used for veneer and plywood
production. Based on wood properties and related research, it was estimated that 100 species were
potentially usable for veneer and plywood production.
The main outputs were: listing of lesser-known wood species, which can serve for veneer in the
Amazon plywood industry, industrial testing, properties of mixed species plywood determined,
relationship between, increase the number of usable species and logging cost and plywood production
was established.
The ultimate goal of the project was that plywood production would become more competitive.
The project had a significant impact in the plywood industry of the region, and therefore to promote
sustainable forest management.

iii. Strengthening the IBAMA Forest Products Laboratory
The project was implemented by the Forest Products Laboratory of IBAMA. The main objective was
to support national efforts for the achievement of the sustainable development of the forestry industry
through the development and dissemination of appropriated technologies needed to promote the
rational utilization of the tropical forest resources.
The direct beneficiaries were those involved in the production and trading chain of tropical timber
products. Private companies and forest communities could have a better access to new and
appropriated technologies, which increased competitiveness, improve the utilization of resources and
rationalize production in small, medium and large scales.
Government agencies, particularly IBAMA and Ministry of Environment, also benefit from the
project. Information provided, among other things, facilitated control and monitoring of forest
operations, including for instance improvements and facilitation of the identification of timber species.
This had a positive effect on the implementation of sustainable forest management.

iv. Trainning Program in Par4 State
ITTO supported the training program of the technical base for the expansion of certification in the
State of Para and a strategy for the dissemination of the reduced impact logging (RIL) technology,
introduced by the Tropical Forest Foundation - TFF, during the period 1996-2000.
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Activities included: courses on EIR, in situ training, with the demonstration of RIL technology directly
in the areas of the timber companies, internships for high school and college students, field days, a
traditional extension practice tool for technology transfer processes.
ITTO through Project PD 45/97 VER.1 (F) contributed to the accomplishment of these extension
activities and training in sustainable forest management in the field.

v. ITTO/ CITES Project
In 2008, an ITTO-CITES global program was launched to ensure that international trade of wood
species included in CITES Annex is consistent with its sustainable management. Brazil was part of the
program and several projects were implemented having as the focus on the improvement of mahogany
(Swietenia Macrophylla) management, harvest and trade.
It was a collaborative project, between ITTO and CITES, with financial support of the European
Union through the European Commission together with other ITTO donor countries.
The project provided specific assistance to countries throughout the tropics to design forest
management plans, forest inventories, provide guidelines and case studies for making “Non Detriment
Findings” (NDFs) for CITES listed tree species, and to develop and disseminate tools for timber
identification. This project, plaid an important role in implementing the recommendations of the
CITES Mahogany Working Group (MWG) and CITES Plants Committee on mahogany and other
tropical tree species such as ramin and afrormosia listed in CITES Appendix II.

*  Forest Concessions

Forest concessions are a relatively new option in Brazil for the private sector to access forest
resources. Due to several reasons, including lack of experience on the forest concession model,
discussions and negotiations involving settlements in the areas selected for concessions, the total
federal concession area is still relatively small. In any case, the plan is to gradually enlarge the area.
Some states, such as Pard, have also created forest concessions. In spite of the fact that the concessions
were initially considered as a good alternative to make available a sustainable supply to the timber
industry, being an incentive to promote sustainable forest management, area under concession is still
limited and the impact on the timber supply is not significant.

*  New Market Developments
Timber construction in Brazil is becoming more than just a niche construction; it is becoming a new
market development option. Mass timber including engineered wood such as wood frame
constructions, CLT (cross laminated timber), laminated beam — GLULAM (glued laminated timber)
are gaining importance.
In Brazil, over the past 10 years, the use of wood as the main material in buildings, using these
innovative techniques has developed rapidly. It is becoming competitive and it is a sustainable and
environmentally friendly construction alternative. New wooden construction projects makes possible
to reduce more than 80% of carbon dioxide emissions in constructions and reduce waste.
Furthermore, water consumption during construction can be reduced by more than 90%.
Consequently, the use of wood in construction can play a significant role in national GHG emissions.
In 2014, the first condominium of the governmental Program “My Home, My Life (Minha Casa,
Minha Vida)” built with wood frame system was delivered; and, in late 2016 the first three-story
building was built using mass timber based technology.
Therefore, the construction sector plays a fundamental role, since the increase in the use of timber
products open new opportunities for the forest industry and should stimulate SFM. It should be noted
that the timber used can come from both native and planted forests. However, in the case of use of
wood for the wood frame construction system as well as for engineered wood technologies, mainly
wood from planted forests is currently used, e.g. pinus.

6.2 Identified Disincentives

The complexity of the National Tax System combined with the lack of a national integrated
development strategy, including existing fiscal and economic incentive programs, associated with the
instability of the foreign exchange, market fluctuations and the absence of adequate infrastructure for
the flow of production, have been considered as the main difficulties faced by the forestry sector
(INFLOR, 2019).

Several disincentives create limitations to implement SFM of tropical forests and to develop the
tropical timber industry in Brazil. The main disincentives, identified mainly in meetings held with
different stakeholders, described below.

*  Access to Forest Resources and Associated Risks
In Brazil access to natural tropical timber resources is based mainly on Sustainable Management
Plans, and involves predominantly private lands. In recent years, the Government open public lands to
be managed based on concession agreements. There is also the alternative of timber from areas
converted to agriculture. Management of private lands forests or managing concessions involves a
series of risks associated with invasions, including illegal harvesting, illegal mining, forest fire and
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deforestation. Private security services are frequently used to ensure the integrity of the private land
forests, but in spite of this fact, invasions are frequent. On the other side concessions involve public
land, and there are legal questions involving the use of private security services in this case.
Therefore, risks associated with illegal invasions causing forest degradation are higher in concession
areas. Private land owners managing forests and also concessionaires are responsible for the proper
management of the forests, and can be demanded to compensate for the forest degradation caused by
third parties. These illegal operations resulted from invasions either in private lands or in concessions,
are therefore potential sources of liabilities.

*  Market Access

In addition to tariffs, there are a number of non-tariff impediments that affect access to international
markets. Import quotas and others requirements (such as environmental, quality and structural
certifications), imposed by importing countries are frequent. Quite frequently, these requirements are a
strong disincentive to sustainable management of tropical forests and investments in the tropical
timber industry, as they limit market access. The diversification of criteria and standards, involving
different country certification processes, create high transaction costs. There are cases involving legal
disputes, particularly in the case of anti-damping actions, that lead to the need for hiring technical and
legal support in importing countries, involving extremely high costs and long lasting processes.
In spite of efforts, in most cases involving anti-damping process, it culminates with the creation of
new tariffs and quotas applied to imported wood products. The bilateral agreements are one alternative
to reduce these impediments and facilitate market access, but Brazil has only a few signed.

* Institutional Limitations

Several institutional limitations for the promotion of SFM and the development of the tropical timber
industry were identified. The main are the followings:

- Poor command and control system
The current system for the control and monitoring of timber activity is complex andineffective.
The complexity creates high transaction costs and inefficiency of the command and control
instruments normally result in low probability of detecting predatory activities and small fines
effectively imposed on offenders. This is a favorable environment for illegal logging, resulting in a
low cost of illegality, favouring illegal operations.

- Lack of human and financial resources
Limited budget and the lack of human resources limits the capacity of environmental agencies to carry
out the necessary forest inspections on the spot (in the field), swift approval of management plans and
affects the smooth running of SFM.

- Lack of articulation between the institutions involving the forestry sector
There are difficulties of intra and inter-institutional articulations of environmental agencies in the
identification of competences and joint action. There is no national strategy or a negociated plan,
involving the public and private stakeholders, aiming to promote the sustainable development of the
forest sector.

* Financing/Funding Priority Development Programs

Agriculture development is a strategy priority in Brazil and this has an implication on land use.
Credit policy is mostly directed towards the expansion and modernization of the agriculture sector.
Itis a national strategy to support the agriculture sector development, reduce production costs, and
increase its efficiency and profitability. The agricultural is an important setor supporting the national
development and expanding exports. To some extend this promotes deforestation, but mainly it can be
a source of supply of unsustainable timber. Lands converted to agriculture make available timber at a
lower cost than those coming from sustainable management plans.

*  Bureaucracy and Transaction Costs
Forest management of tropical forests and timber processing operations in Brazil, as already
mentioned, are highly regulated. Companies invest quite a lot of time and money to have available all
legal required updated documents, involving, for instance, land titles, an approved management plan
and POA, harvesting permits, certification, monitoring and control involving harvesting, transportation
and industrial operations, constant measurement of conversion factors, forest and industry inventory
control, issuing fiscal and trading documents.
The control and monitoring involve each single harvested tree and has to be done by species, from the
forest to the final market. To have in hands all documents, properly prepared, requires knowledge and
time. This is particularly difficult for small and medium size companies, the large majority of the
forest operators in the Brazilian Amazon region.
In view of the complexite involved, risks involved are huge, and even companies fully committed with
sustainable management and that adopts a rigorous compliance policy, can face difficulties resulting
from several factors, such as discrepancies in measurement methodology, identification of species,
interpretation of regulations and others.
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These create high transaction costs, but most important creates high risks for investors. The risks
associated to difficulties to ensure or demonstrate full compliance, involving a list of legal instruments
and complexity has been one of the main factors reducing investments in the tropical forest
management and industrial operations in the Brazilian Amazon. As a result, most of the large timber
companies that were operating in the region were deactivated along the last two decades.
Bureaucracy, transaction costs and associated risks are also a limitation in dealing with concessions.
To start government has not been efficient in the process of structuring concessions. Most of
concessionaires already involved in managing concessions are small or medium size companies, and
have limited investment capacity. Concession contracts impose several restrictions and generate even
higher transaction costs. Besides that, a concession contract is not accepted as a guarantee by financial
institucions and this limits access to credits.
Furthermore, as previously mentioned, risks involved in managing a concession can be greater than in
the case of private lands. For instance, in the case of concessions it is legally more difficult to control
invasions, deforestation and forest degradations, involving illegal logging or illegal mining.
Those illegal activities might affect the management plan, degrade the forests, affect permanent
protection areas or have other impacts. The conservation of the resources and the full implementation
of the management plan are contractual responsibility of the concessioner, and in spite of the
degradation being caused illegally by a third party, he can be prosecuted. These aspects have reduced
the interest of large and capitalized industrial players in concessions.
The bureaucracy created by the system of command and control in place has been mentioned as the
main factor that limits SFM in Brazil (CNI, 2018). Even with the creation of the DOF System and
SINAFLOR, there is still a lack of state and federal databases integration. In addition, the delay in the
analysis and approval of FMPs by SEMAs makes forest management time-consuming, discouraging
the producers.

* Illegalities
Illegal harvesting is still a practice, especially in the Brazilian Amazon region. Most of the illegal
harvesting is done by small holders and involve public lands, including in National Forests, Indian
Reserves and other protected areas. Some of the illegal timber also comes from private lands,
harvested mainly in invasions or, a minor share, a result of illegal deforestation on lands undergoing
conversion to agriculture. Illegal harvesting does not require a management plan, documents,
monitoring and control, and payment of taxes. As a result, illegal timber, in spite of associated risks,
implies in lower cost and products are traded in the market at a lower price. This is an unfair
competition and a disincentive to companies operating formally.

* Infrastructure Limitations

Currently most natural tropical forests available to be manage and harvest in Brazil, particularly the
new public concessions, are located in remote areas. The managing/ harvesting company frequently
establishes the local infrastructure, and this increases investments. Regional infrastructure is generally
poor, which affects forest and industrial operational costs, mainly transportation costs, and affect the
competitiveness of tropical timber products in the market. In Brazil, every year part of forestland areas
are converted to agriculture and new forest lands available to be sustainable managed and harvested
are, every year, located in even more remote areas, with poor infrastructure reducing the
competiveness of the tropical timber industry. Generally tropical timber business, an already risky
business, is losing competitiveness every year, and investments to on sustainable forest management
plans, to ensure a sustainable supply of tropical timber, are shrinking.

The difficulty in timber transporting could be considered as one of the major obstacles to SFM.
A survey by IPEA (2015) underscored the main problems in infrastructure and logistics in Brazil:

—  Deficient road/rail network to meet the need of the producing regions, as well as the lack
of maintenance;

- Low use of intermodal transportation;

- Low efficiency of Brazilian ports.
According to the National Confederation of Transport - CNT (2019), 61% of the volume of cargo
transported in Brazil is by road, 21% by railways, the rest is divided among air, pipeline and
waterways.
Even though it is the most widely used modal, highways in Brazil have as major bottlenecks the high
accident rate that is directly related to poor road conditions, high costs, including maintenance of roads
and vehicles, high fuel prices, in addition to be highly polluting.

* Lack of Public Procurement Policy
In Brazil, general socio-environmental criteria are established in regulatory frameworks for sustainable
public procurement. The Ministry of the Environment (MMA) published in 2010 an Action Plan for
Sustainable Production and Consumption (PPCS), where Sustainable Public Procurement (SPP) is one
of the main topics addressed. However, there is no sustainable public procurement policy, per se,
aimed at using timber products from SFM. In addition to the Federal Government, some states such as
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Sdo Paulo and Minas Gerais have developed specific programs and legislation for the practice of
SPPs.

In the state of Sdo Paulo, Decree N° 49.674/2005 establishes environmental control procedures for the
use of products and by-products of wood from natural forests in engineering works and services
contracted by the state of Sdo Paulo. For instance, it controls the acquisition of timber products from
the Amazon region to guarantee the entry of "legal" wood into the state. Decree N° 45.958/2005
establishes that the contracting of works and services by the Municipality of Sdo Paulo that use
products and by-products of wood from natural forests must obey environmental control procedures,
with a view to proving their legal origin, including forest management with transport authorization
issued by IBAMA.

In 2008, the State of Minas Gerais regulated a relevant topic on sustainable public procurement,
namely the use of wood from natural forests in purchases and contracts carried out by state agencies.”
The Federal Senate also adopts sustainability criteria in its tenders. The Directorate-General Act N°
23/2014 establishes the inclusion of sustainability criteria and practices in basic contracting projects.
For example, for paper purchasing is required that it come from wood of certified legal origin.
To ensure that the wood origin is legal, registration with IBAMA is required. Moreover, the
Authorization for Transport of Forest Products issued by IBAMA is required for wood used for the
furniture manufacturing, in addition to the certificate of wood origin.

In reality, there are already several legal provisions that support SPP in Brazil, but there is no public
policy forcing the Public Administration to insert environmental criteria in public procurement,
considering the valuation of activities resulting from sustainable forest management.

* Land Regularization and Land Tenure Insecurity
Brazil faces some obstacles that influence the land regularization process, among them are lack of
financial resources and technical staff, weakness of knowledge and information on the land-related
issues, complexity of the Brazilian public notary system, legal insecurity and complexity of
irregular/informal settlements among others (CARVALHO, 2019).
According to the Federal Public Ministry, Brazil is the leader in Latin America in deaths from agrarian
conflicts. The conflict over land combined with the growing number of land invasions and land
grabbing becomes a risk for forestry activities, discouraging investments in forest management,
especially in natural forests.
According to IBGE agricultural census (2006), there were 300 million of hectares without proper land
title, mainly in the northern region of the country, with an estimated 53% of land in the Legal Amazon
has uncertain property rights. A number of social and environmental problems, such as land dispute
and inadequate use of natural resources take place because land rights regularization process in Brazil
is still incomplete.
The increasing rate of invasions of properties with high forest cover, seen as unproductive, increases
the risk of deforestation and works as a disincentive for long-term investments in sustainable forest
management.

* Forest Fires
In 2019, according to INPE, 52 thousand fire spots were identified in Brazil, of which almost
40 thousand in the Legal Amazon. Culturally, rural producers to open new areas and clear land for
agriculture and pastures use fire. However, in some cases the fires end up taking proportions that are
out of control, invading the natural forest areas.
The occurrence of fires increases the mortality of trees, reducing the productivity of the forest,
especially in regions with severe dry season. Consequently, forest fires increase the investment risk of
the private sector, becoming a barrier to promote SFM. The growing rate of forest fires increases the
risk of forest activities and works as a disincentive for long-term investments that characterize forest
activity.

* Difficulty in obtaining credit lines
Although there are several lines of credit/financing aimed at subsidizing agricultural and forestry
activities, there are several obstacles in accessing the existing credit lines or incentives. The main
problems faced especially by small/medium-sized forest/ industrial producers, to access credit lines,
according to BNDES (2016), are:

—  Obtaining technical assistance;

-  Compliance with environmental legislation;
- Compliance with land requirements;

—  Preparation of required documentation;

—  Lack of knowledge of available credit lines;

¥ State Decree N° 44.903/2008 - provides for procedures when contracting works and services involving the direct
acquisition and use of products and by-products of native wood, such as those from the Amazon and those originating from
the Atlantic Forest. Available at: https://repositorio.cepal.org/bitstream/handle/11362/41009/1/S1601328_pt.pdf)
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— Delay/slowness in the credit approval process.

7 SUMMARY OF COMMITMENTS BY THE PRIVATE SECTOR

7.1 Zero Deforestation Pledges for Agricultural commodities

Companies and countries that trade commodities with a risk of environmental impact have been under
increasing public pressure to eliminate deforestation and forest degradation in their production chains.
As a result, an increasing number of companies have made public commitments against deforestation
and forest degradation. These commitments are generally called Zero Deforestation Commitments —
CDZ™®. The most relevant initiatives in Brazil are presented below.

* Tropical Forest Alliance - TFA

TFA is a global public-private partnership focused on business, government and civil society.
TFA 2020 is committed to reducing tropical deforestation related to the main global commodities by
2020, such as soy, beef, palm oil, and pulp and paper.

In Brazil, the TFA 2020 strategy was built through consultations and discussions with stakeholders,
initiated at a meeting on regional strategy in Brazil in June 2015. At that time, an agreement was
signed among several companies associated with the Consumer Goods Forum (CGF) and
representatives of civil society to support the development of an approach to guide the implementation
of corporate commitments aimed at eliminating the deforestation associated with commodity
production chains in Brazil, in conjunction with existing laws (in particular the Forest Code),
agreements and incentives. As result, TFA 2020 could help partners in the transition to the sustainable
production of key forest risk commodities.

*  Soy Moratorium

The Soy Moratorium is a pact signed by soybeans industries and exporters, which aims to hinder soy
planting in areas of deforestation in the Amazon biome. In this pact, companies made a commitment
not to purchase soybeans from areas deforested after July 24, 2006. This Soy Moratorium was
renewed in 2008. Satellite images are used to identify and map the soybean fields contained in the
polygons mapped by the Amazon Deforestation Calculation Program (PRODES), on private rural
properties outside rural settlements.The main limitation of this agreement is the fact that it covers only
the Amazon region, given that soybeans production is massively concentrated in the Cerrado region
(savanna land region).

¢ Cerrado Manifesto

The commitment called the Cerrado Manifesto (Cerrado Manifest) is endorsed by approximately 140
global Fast Moving Consumer Goods (FMCG) companies (as of August 2018), institutional investors,
and over 70 environmental organizations, including WWEF-Brazil, The Nature Conservancy (TNC),
Conservation International Brazil (CI), and others. In addition, some major companies, such as IKEA,
Mondelez, McDonald’s, Nestlé, Walmart, among others, have joined the Cerrado Manifest.

The document pledges for immediate measures in defense of the Cerrado biome to be taken by
companies that buy soybeans and meat produced in this region. The support of companies that sign the
Cerrado Manifest aims to promote more resilient agriculture and land use planning for sustainable
development practices in the region. Those companies declare that they are committed to working
with local and international stakeholders to stop deforestation and loss of vegetation in the Cerrado
region.

7.2 Certification Process

There are two forest certification schemes applied in Brazil, the FSC (Forest Stewardship Council),
and the CERFLOR (Brazilian Forest Certification Program), endorsed by the Pan European Forest
Certification (PEFC).

FSC is an independent, non-governmental, non-profit organization established to promote responsible
forest management worldwide. It has national representative such as FSC Brasil - Brazilian Forest
Management Council, whose main objective is to disseminate and facilitate good management of
Brazilian forests through established Principles and Criteria.

CERFLOR is the Brazilian Forest Certification Program, which was developed within the framework
of the National System of Metrology, Standardization and Industrial Quality - SINMETRO.

“ At the UNFCCC COP21, an agreement was adopted for countries to commit reducing their GHG emissions and reducing
the impact of climate change. The Paris Agreement was approved by the 195 countries of the UNFCCC, with a commitment
to keep the global average temperature rise below 2 °C above pre-industrial levels and to limit the temperature rise to 1.5 °C
above pre-industrial levels. In 2016, Brazil established the Nationally Determined Contribution (NDC), with a commitment
to reduce GHG emissions by 37% below the 2005 levels, by 2025, reducing GHG emissions by 43% below the 2005 levels,
by 2030. To this end, the country pledged to increase the share of sustainable bioenergy in its energy matrix to approximately
18% by 2030, to restore and reforest 12 million hectares of forests, as well as how to achieve an estimated 45% share of
renewable energy in the composition of the energy matrix by 2030.
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CERFLOR, as the FSC, is a voluntary program developed together with representatlves from different
stakeholders at the national level, which has been operational since January 2003.*

In Brazil a large part of the private sector, mainly large forest companies, is committed with good
forest management practices and have adopted certification. Table 18 presents forest certified areas
and number of certificates in Brazil. The country has a large portion of the certified area,
7.1 MM hectares, with FSC. The areas with CERFLOR certification represent 3.1 MM hectares,
totaling 10.2 MM ha in certified forests. Most of the certified forests are plantations.

Table 18 — Forest Management Certified areas and Certificates in Brazil

Certlflcatlon Type Certified Areas (ha) Number of Certificates

7,133,440! 1,055
3,072,6282 58
10,206,068 1,113
12020 data.
22018 data

Source: SFB (2018), FSC (2020), compiled by STCP

73 Needs and Motivation of Key Companies

As discussed in the previous sections, the high tax burden coupled with the bottlenecks that affect the
sector, such as the complexity of the legal framework and associated bureaucracy, land tenure
insecurity, deficient logistical infrastructure and others, including the lack of effective incentives/
motivation mechanisms, end up weakening SFM and the forest sector development in Brazil,
especially regarding natural forests.

The general perception of private investors and forest companies is that the limitations involving the
tropical forest industry could be overcome based on a consistent strategy to improve business climate
and attract investments from the private sector, to promote sustainable management and the
development of the tropical timber industry. Tropical forests represent a tremendous opportunity to
promote social and economic development in Brazil, but there is no strategy to reduce risks, remove
limitations and create incentives to attract investment from the private sector.

The development and implementation of a sustainable development strategy should consider the
