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Abstract

In China, the verification of the legality of procured wood has mainly been voluntary, with
businesses exporting wood products to Europe and the U.S. conducting their own checks.
However, since the revision of the Forest Law in 2019, the procurement, processing, and
transportation of clearly illegally harvested wood is now prohibited, and violators will face penalties.
In this context, we conducted a survey of 72 timber-related businesses in China to understand
the current status of legality verification.

Almost all businesses responded that they have established a due diligence system regarding
the legality of their procured wood, maintained a standing book of the entry and exit of raw
materials and products, and requested legality certification documents from their suppliers. While
nearly half of the businesses obtained legality certification documents for all of their procurement
volume, there was no significant difference between imported and domestic timber, or between
businesses selling on domestic or overseas markets. Moreover, for both imported and domestic
timber, the most common reason for obtaining legality certification documents from suppliers was
to comply with domestic laws and regulations, such as the 2019 revision of the Forest Law. This
suggests that as of 2022, China's domestic laws and regulations are the primary driver for
businesses to confirm the legality of their wood.

Based on these findings, it is possible for businesses importing wood products from China to
assume that their suppliers are obligated not to handle illegally logged wood, regardless of the
type of wood or main sales destination. Moreover, it is possible to reduce additional costs and
efficiently confirm legality by confirming how suppliers comply with the revised Forest Law's Article
65. On the other hand, the Chinese government and business may prioritize their own standards
(e.g., stable supply of timber to China) in terms of what items and tree species they require to
meet what legality standards (rather than those of their customers). Thus, it is necessary to check
for any differences between their standards and those of their Chinese suppliers.

Furthermore, 60-70% of both imported and domestic timber businesses faced difficulties in
obtaining legality certifications, and many were trying to secure legality by changing suppliers or
investing upstream in the supply chain. Therefore, sustainable procurement of legally secured
timber is possible by understanding the situation of Chinese suppliers and, if necessary,
supporting their efforts to ensure legality when importing timber products from China.

1. Introduction.

In recent decades, there have been efforts to combat illegal logging in countries that consume
timber in order to promote sustainable forest management. The United States amended the Lacey



Actin 2008, the EU introduced the EU Timber Regulation in 2010, and Australia enacted its lllegal
Logging Prohibition Act in 2012. In 2016, Japan enacted the Clean Wood Act, and in 2017, the
Republic of Korea amended its law on sustainable use of wood.

While China has become a central hub for global timber and wood products trade in recent years,
there has been increased scrutiny in the United States and Europe to ensure that timber and
timber products imported from China do not contain materials derived from illegal logging. An
environmental NGO, EIA has published reports that illegal logging timber from Africa, Myanmar,
Russia, and other countries is being imported into China (EIA 2013, 2015, 2022). In 2015, a
building materials distributor in the USA that imported flooring materials from China was convicted
of a felony violation of the Lacey Act for mislabelling oak illegally harvested in Russia as British
oak.' The UK's National Measurement Agency conducted a species analysis of plywood imported
from China and found that the species labels on plywood imported by nine out of 13 businesses
were incorrect (Pillet & Sawyey 2015). In response, the Timber Trade Federation (TTF) of UK
provided its members with examples of legality verification (due diligence) for timber and wood
products imported from China (Timber Trade Federation 2020).

Chinese businesses that exported timber and timber products to Europe and the United States
have responded to these changes in the market. Xu et al. (2014) conducted a survey of Chinese
wood-related businesses and others (296 valid responses) with questionnaire and interview, and
found that nearly half were aware of overseas environmentally friendly procurement policies such
as the US Lacey Act and EU Timber Regulations. 31% believed that their companies would be
affected by these policies, 83% were already required by some or many of their customers to
provide proof of legality (67% with forest certification), and 63% were responding with forest
certification. In addition, 29% had their own environmentally friendly procurement policies, and
27% had supply chain management systems in place. Meanwhile, Roe (2015) also questioned
262 businesses in China and 134 businesses in Vietnam at a trade fairs during 2013-2014 about
their perception of and response to the Western regulations, and found that there were two types
of businesses in China: those that made efforts to eliminate illegal materials and sold mainly in
foreign markets, and those that did not make such efforts and sold in markets without regulations,
including domestically. Lu et al. (2014) surveyed 225 timber-related businesses in China in 2013
and found that businesses that could not comply with the Lacey Act changed their sales
destinations from the USA to locally in China, and that the number of businesses exporting to the
USA using USA timber as raw material has increased.

The Chinese government and Chinese timber-related industry associations have also promoted
legal verification efforts by domestic timber-related businesses. Since the 2010s, in cooperation

' https://www.justice.gov/opa/pr/lumber-liquidators-inc-sentenced-illegal-importation-hardwood-and-
related-environmental



with foreign aid agencies, Chinese timber-related businesses in Africa have been encouraged to
comply with the laws of logging countries (Cook et al. 2018), and Due Diligence guidelines for
businesses have been developed. The Chinese government revised its Forest Law in 2019
(effective 7/1/2020) and, in the newly-added Article 65, banned the procurement, processing, and
transportation of timber and timber products that are known to be illegally harvested. This applies
to all timber, regardless of whether it is sold overseas or domestically.

Our survey aimed to investigate how, to what extent, timber-related businesses in China are
verifying the legality of wood procured, as well as the incentives for doing so, two years after the
revised Forest Law introduced. If requirements from Western customers are still the primary
reason for Chinese timber-related businesses to obtain legality certification documents, those
who sell to the foreign markets are more likely to obtain legality certification documents than those
who sell mainly to the domestic market, as Roe (2015) suggested. Alternatively, if the revised
Forest Law was the driving force behind business obtaining legality certification documents, there
would be no significant difference between the two groups.

Furthermore, it is also unclear whether the handling of illegally harvested timber, which is
prohibited by the revised Forest Law, applied solely to domestic timber or also to imported timber.
Consequently, some NGOs have recommended that it should be clearer that imported timber is
also covered.? By comparing the extent to which Chinese businesses actually verify the legality
of imported and domestic timber, we also attempted to clarify how Chinese businesses
themselves make decisions and take actions.

2. Materials and methods

With the cooperation of the China Timber & Wood Products Distribution Association (CTWPDA),
interviews with 72 timber-related businesses were conducted from March to November 2022.
Interviews were conducted in two phases: the first phase (March-April 2022, 35 companies) and
the second phase (October-November 2022, 37 companies) (Table 1). In the first phase,
interviews were conducted mostly with member companies of the CTWPDA. In the second phase,
interviews were conducted with timber-related companies selected from 89 JAS (Japanese
Agricultural Standards) certified companies in the list of JAS foreign certified companies of forest
products in 20213, As the fact that JAS certification is required for building materials in Japan
indicates, most of the companies exported their products to Japan.

Questionnaires (see Appendix) were developed with the cooperation of the CTWPDA for
interviews with the businesses. The questionnaires differed slightly between the first and second

2 For example, EIA <https://us.eia.org/blog/20200708-chinas-new-approach-in-updated-forest-law/>
3 https://www.maff.go.jp/j/jas/jas_kikaku/



phases, due to the fact that some questions in the first phase were found to be difficult to
understand by the business, so improvements were made. The interviews were conducted by the
staffs of the CTWPDA, and the author of this report himself did not participate. Furthermore, due
to COVID-19 restrictions, most interviews were conducted via SNS or telephone and not face-to-
face. The CTWPDA staffs who conducted interviews in the first phase differed from those in the
second phase.

Since participation was voluntary, it is assumed that businesses that accept the interview had
more knowledge about legality verification and were more confident about their own
implementations than businesses did not accept the interview. Therefore, it should be noted that
the results presented in this study do not necessarily represent the average situation of wood-
related businesses in China.

Table 1 Interview period and targeted businesses
Phase Interview period Nurpber of Higinos ef selegtlng Method
Businesses target companies
Primarily selected SNS only: 18
Ist | 24 March - 29 35 from CWTPDA SNS + phone call: 8
phase | April, 2022 i
members Telephone only: 8
Mainly selected from SNS only: 2
2nd 10 October -16 e SNS + phone call: 23
37 JAS certified i
phase | November, 2020 businesses Telephone only: 4
Direct visits: 9
SNS only: 20
SNS + phone call: 31
Total 2 Telephone only: 12
Direct visits: 9
3. Results
3.1. Business characteristics

3.1.1. Location of the business

The 72 businesses interviewed were located in 15 provincial administrative regions (Table 2).
Thirty-five businesses in the first phase were located in 12 provincial administrative regions, and
37 businesses in the second phase were located in 8 provincial administrative regions.

The largest number of businesses was located in Jiangsu Province (26 businesses), which
accounted for 57% of all businesses, especially in the second phase (21 businesses). In the first
phase, many other businesses were located in Beijing, Shanghai, Shandong, and Guangdong



provinces, while in the second phase, many businesses were located in Liaoning, Zhejiang, and
Shandong provinces.

Table 2 Number of businesses by province-level administrative district

Province 1st Phase | 2nd Phase Total
Beijing 4 0 4
Tianjin 1 0 1
Hebei 0 2 2
Shanxi 0 0 0
Inner Mongolia 0 0 0
Liaoning 0 3 3
Jilin 0 0 0
Heilongjiang 3 0 3
Shanghai 4 1 5
Jiangsu 5 21 26
Zhejiang 1 4 5
Anhui 0 0 0
Fujian 0 0 0
Jiangxi 0 0 0
Shandong 5 4 9
Henan 0 1 1
Hubei 1 0 1
Hunan 0 0 0
Guangdong 6 0 6
Guangxi 2 1 3
Hainan 0 0 0
Chonggqing 2 0 2
Sichuan 0 0 0
Guizhou 0 0 0
Yunnan 0 0 0
Tibet 0 0 0
Shaanxi 0 0 0
Gansu 0 0 0




Qinghai 1 0 1

Ningxia

Xinjiang 0 0 0
Total 35 37 72

3.1.2. Type of business ownership

Of the 72 businesses interviewed, 55 were privately owned, 10 were state-owned, and 7 were
sole proprietorships (Table 3). Among the private enterprises, three were joint ventures with
foreign capital, two with USA capital, and 1 with Taiwan/Hong Kong/Macau capital. All state-
owned enterprises were included in the first phase of interviews, while private proprietorships
were more common in the second phase.

Table 3 Number of businesses by ownership

Private
Statg-run enterprises QOlnt Sole proprietor Total
business ventures with
foreign capital)
1st Phase 10 24 (0) 1 35
2nd Phase 0 31 (3) 6 37
Total 10 55 (3) 7 72

3.1.3. Year established

The 72 businesses interviewed were founded between 1981 and 2021, and most in the late 1990s
through the 2010s (Fig. 1). There were no major differences in year of establishment between the

first and second phases.
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Fig. 1 Number of businesses by years of establishment

3.1.4. Number of employees

All 72 businesses disclosed their number of employees, which ranged from 6 to 4,158 (Fig 2).
Most businesses had 101 to 500 employees, but the number of businesses with fewer employees
was higher in the first phase than in the second phase, with the most businesses having 11 to 50
employees.

25 -

M Phase 1
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Figure 2 Number of businesses by number of employees



3.1.5. Amount of capital

Of the 72 businesses interviewed, 71 disclosed their capitalization, which ranged from RMB
300,000 to 121,049,000 (Fig. 3). Most businesses in both the first and second phases were
between RMB 10 million and RMB 100 million, but in the second phase there were many small
businesses between RMB 1 million and RMB 5 million.

16 4
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6 -
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3 B _ml
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million RMB

Figure 3 Number of businesses by amount of capital

3.1.6. Sales amount

All 72 businesses interviewed disclosed sales in 2021. In cases where the respondents disclosed
sales of timber and timber products, in addition to overall sales, only the former amount was
included in the analysis. Across businesses, sales ranged from RMB 20 million to 9.426 billion.
Overall, most of the businesses had sales between RMB 100 and 500 million, but more
businesses had larger sales in the first phase than in the second phase. In the first phase 12
businesses had sales of RMB 1-5 billion, while in the second phase 32 businesses had sales of
RMB 500 million or less.
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Figure 4 Number of businesses by sales value in 2021

3.1.7. Main businesses

The businesses in the first phase included a variety of businesses. Twenty-four businesses were
involved in distribution, including international trade (some may also be involved in timber
processing); 17 were involved in timber processing (including two in furniture manufacturing); and
8 were involved in both distribution and processing.

On the other hand, the majority of the businesses in the second phase, which mainly consisted
of JAS-certified businesses, were in the business of manufacturing plywood (20 businesses),
LVL* (12), and flooring (10), with only one operator not manufacturing any of these three items.
Other businesses were manufacturing laminated wood (2), doors (2), and furniture (1).

3.1.8. Industry association membership

We obtained responses from all 72 businesses regarding their industry association membership.
All 35 businesses in the first phase were members of some kind of industry association, but only
16 of the 37 businesses in the second phase.

Thirty-three out of 35 businesses in the first phase and 6 out of 37 in the second phase were also
members of the CTWPDA. Other national organizations included the China Forest Products
Industry Association® (three businesses), the Pallet Specialized Group of the China Federation of

4 Laminated Veneer Lumber
5 ERR = Dok



Logistics and Purchasing® (3), the China Wood Protection Industry Association” (2), the Wood
Pallet Association® (1), and the China National Federation of Industry and Commerce® (1).

Other businesses were members of provincial-level industry associations (Hubei Provincial
Forestry Industry Promotion Association’®, Guangdong Provincial Lumber Association'!, Hebei
Provincial Wood Products Household Standardization Business Association'?, Tianjin Packaging
Association'®) and county-level associations (Linyi Timber Business Association', Dongguan
Meizhou Business Association'®, Foshan Pingyuan Business Association'®, Shunde Wood
Products Association'”, Dongguan Famous Furniture Association'®, Suqgian City Artificial Board
Business Association'®(4), Sugian City Wood Products Industry Association?°, Xinxiang City
Artificial Board Association?’, Huzhou Nansheng District Flooring Association??, and Shannan
County Wood Processing Association?3).

3.2. Legality confirmation system
3.2.1. Due diligence system for timber legality and sustainability

Out of 72 businesses surveyed, 70 businesses, excluding two businesses in the first term,
responded that they have a due diligence system for legality and sustainability of timber and
provide related information to customers. Among them, 24 businesses responded that their
purchasing department is responsible for this system, two businesses responded that their
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president is responsible, and one business responded that their risk management department is
responsible.

3.2.2. Standing book for entry and exit

The Forest Law, as revised in 2019, abolished the timber transportation and processing permit
system, while requiring all timber distribution and processing businesses to establish an own
standing book for entry and exit of timber and wood products. Of the 72 businesses, 70 also
responded that they already have a standing book. 66 responded that their standing book
included information related to the legality of timber.

3.3. Procurement and sales of timber and timber products
3.3.1. Timber and timber products procured

Of the 72 businesses that responded, 52 sourced imported timber and timber products, while 35
sourced domestic timber and timber products; 15 sourced both (Table 4). All 52 businesses
responded the origin of the imported timbers, with the main sources being NZ, Russia, the US,
Canada, and the EU (Table 5). Softwoods were imported from New Zealand, Russia, Canada,
European Union, and South America, while hardwoods were imported from the USA and Africa.
Seven companies imported cedar from Japan.

Thirty businesses responded the origin of domestic timber. Although many businesses
interviewed responded with locations in Jiangsu and Shandong provinces where most of the
businesses interviewed were located, some responded with procurement from provinces such as
dJilin, Sichuan, Shaanxi, and Gansu, which differed from the location of the interviewed companies
(Table 6). Poplar (6 provinces, mainly in North China) and Eucalyptus (5 provinces, mainly in
Central and South China) were procured from many provinces.

The main sources of procurement differed between the first and second phases. Of the 35
businesses that responded in the first phase, 33 procured imported timber and two procured
domestic timber. None of the businesses procured both. Imported timber came from a wide variety
of sources, including Africa, South America, Papua New Guinea, and the Solomon Islands.

On the other hand, of the 37 businesses that responded in the second phase, 19 procured
imported timber, 33 procured domestic timber, and 15 procured both imported and domestic
timber. The main sources and tree species of imported timber were as below:

® New Zealand (12 businesses): Radiata pine sawn timber, veneer, logs
® Russia (4 businesses): larch sawn timber, logs, veneer

11



® African countries (Gabon, Cameroon, Mozambique) (4 businesses): okan (Cylicodiscus
gabunensis), ayus (Triplochiton scleroxylon), saperi (Entandrophragma cylindricum), afzelia
(Afzelia bipindensis, A. pachyloba), asamera (Pericopsis elata), merbau (Intsia bijuga)

® USA (3 providers): Black walnut, American cherry

® Thailand (two businesses) Rubber

Radiata pine from New Zealand was procured by the most business (63% of businesses procured
imported timber). While Russian and African countries are often recognized as high-risk countries
for illegal logging, it was the plywood and LVL (Laminated Veneer Lumber) manufacturing
businesses that procured the Russian timber, and the flooring and laminated wood manufacturing
businesses that procured the African timber.

Table 4 Number of businesses by type of wood procured (imported/domestic)

Imported Imported and Domestic timber
: g Total
materials only domestic timber only
1st phase 33 0 2 35
2nd phase 4 15 18 37
Total 37 15 20 72

Table 5 Number of businesses by country of origin of imported timber procured (multiple responses
allowed)

Cc?untry of origin of 1st 2nd Tree species
imported wood phase phase

New Zealand 10 12 | 4554 (Radiata pine)

Russia 13 4 &4 (European Red Pine)
%42 (Russian Larch)
H (“white pine”)
K (Poplar)
HEAK (Birch)
FEAR (Oak)

USA 10 3 R 77/ (Southern Yellow Pine: Pinus palustris, P.

elliottii, P. echinate, P. taeda)
{EHERS (Pseudotsuga menziesii)

Bk¥ (Tsuga spp.)
ARk (Black Walnut)
4k (American Cherry)
21 (Red Oak)

F1#% (White Oak)

12



4% (Liriodendron tulipifera)
Hi& (Maple?)

Canada 12 77/ (Southern Yellow Pine)
{EIER (Pseudotsuga menziesii)
Bk (Tsuga spp.)
SPF (Spruce, Pine, Fir)
(Ecgermany France ’ B4 (Picea spp)
Sweden, F,inland, ’ FEF-FA/7RF (European Red Pine)
Croatia etc.) H# (White Oak)
PEAK (European Beech)
Africa o HA¥X (Cylicodiscus gabunensis)
(Cameroon, Gabon,
Liberia, Mozambique, FI L3 (Triplochiton scleroxylon)
Madagascar etc.)* 7 LLH| (Entandrophragma cylindricum)
At A (Afzelia bipindensis, A. pachyloba)
£t 3% (Piptadeniastrum africanum)
FEIRIA (Pericopsis elata)
WEH (Intsia bijuga)
/NBET, (Microberliniac brazzavillensis)
W2 (Aucoumea klaineana)
Japan 6 Wi (Japanese cedar)
Ukraine, Belarus H (“white pine”)
A2 (Picea spp.)
772 (Red Pine)
17 (European Red Pine)
¥%M-#2 (Russian Larch)
Brazil 6 KIERL (Pinus taeda)
IEHIARN (Pinus elliottii)
Chile 6 TEHbAA K HER (Pinus elliottii, P. taeda)
RSN (Radiata Pine)
Thailand 2 HBRIEAR (Rubber tree)
Uruguay 2 KHEF (Pinus taeda)
Colombia, Venezuela ¥AK (Pinus spp.)
AR (cedar)
W= 5% (Myristica fragrans)
PNG, Solomon Is. 2

J&AR (Pometia spp.)

13




AR (Eucalyptus spp.)
South Africa 1 AR (Pine)
Philippines 1 B 5 (Okume)
Total 33 18

*Except South Africa

Table 6 Number of businesses by source of domestic timber procured (multiple responses allowed)

Administrative | Number of

region businesses
Beijing
Tianjin
Hebei
Shanxi
Inner
Mongolia
Liaoning
Jilin

Heilongjiang

Tree species

MK (Birch), #K (Poplar)

O] =|O|O

B 75/ JRH5 (European red pine)

AR, skl (Ash). Hif (Elm). #A7K (Pine)

L2 (Picea asperata)

o = NO

Shanghai
Jiangsu

—_
oo

iR (Paulownia tree), ¥R, HeAR, A, Kb, kR
MR, AR

Zhejiang
Anhui
Fujian
Jiangxi

10|10 —_

MR, MR

Shandong IR, HER, IR

Henan

IZEN

Hubei

Hunan

Guangdong

Guangxi

(LN

Hainan
Chongging

Sichuan

/@

Guizhou

Yunnan

Tibet

s,

Shaanxi =h

Gansu SN

Qinghai

Ningxia

OO0 = OO0 N|O(O| d|O|O|O| N| ©

Xinjiang
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Other tree species that did not specify their origin were #5A / #5A / ¥EA (oak), #iA (teak), #
K (maple), 777K (bamboo).

3.3.2. Sourcing methods for imported timber

Fifty-one businesses responded how they procured imported timber (Table 7). Thirty-seven
businesses directly imported from oversea suppliers by themselves, while 15 businesses
procured imported materials from other companies in China. One business directly imported
radiata pine from overseas and procured rubber materials from other companies in China. Four
of the 37 direct importers imported from their own overseas subsidiaries. On the other hand, eight
of the 15 companies that procured imported materials from other companies in China did not
know who imported the timber into China, giving the following reasons:

® |[nsufficient information (4 businesses)

® Suppliers reluctant to share sources of supply for fear of bypassing their own company (2

businesses)
® Because the supply chain is too long (1 business)

Table 7 Sourcing methods for imported materials (multiple responses allowed)

Direct Import Procurement from qther companies
in China
From overseas Egcr)nm :;?:; Knowing Not knowing UGiEl
subsidiaries P importers importers
overseas
1st phase 3 23 4 2 32
2nd phase 1 10 3 6 19
Total 4 33 7 8 51

*One business in the second phase is procured both from other companies oversea and other
companies in China.

3.3.3. Sales destinations of timber and timber products

Of the 72 businesses that responded, 30 were selling only to the domestic market, 13 were selling
only to overseas markets, and 29 were selling to both (Table 8). While most of the businesses in
the first phase sold only to the domestic market, most of the businesses in the second phase
exported to overseas markets, especially the Japanese market.

Of the 35 businesses in the first phase, 28 were selling only to the domestic market. Only seven
businesses were selling to overseas markets. None exported to Japan. On the other hand, of the
37 businesses interviewed in the second phase, which were mainly JAS-certified businesses,

15



only two were selling only in the domestic market, while 35 were exporting overseas. All of those
35 exported only to Japan or to Japan and other oversea countries.

Of the total 42 businesses that exported, 41 responded the destination. The most common
destinations was Japan (35 businesses) followed by USA (18), Europe including the U.K. (14),
and Australia (13). Other export destinations included the Republic of Korea (7), Southeast Asia
(5), Middle East (2), Canada (2), New Zealand (1), and Taiwan (1).

Table 8 Sellers of wood and wood products

Domestic market Domestic and Overseas markets
only Overseas Markets only
1st phase 28 4 3
2nd phase 2 25 10
Total 30 29 13

3.3.4. Summary of patterns of procurement and sale of timber and timber products

In the first phase, 26 out of 35 businesses procured only imported timber and sold only in the
domestic market (Table 9), while in the second phase, 32 out of 37 businesses procured domestic
timber (some also imported timber) and sold to both domestic and overseas markets (some only
to overseas markets) (Table 10), showing a contrasting pattern between the two.

Table 9 Number of businesses by types of timber procured and markets in the first phase (total
number of businesses 35)

Domestic market

Domestic and

Overseas markets

only Overseas Markets only
Imported materials only 26 4 3
Imported and domestic timber
Domestic timber only 2

Table 10  Number of businesses by types of timber procured and markets in the second phase
(total number of businesses 37)

Domestic market

Domestic and

Overseas markets

only Overseas Markets only
Imported materials only 1 2 1
Imported and domestic timber 1 10 4
Domestic timber only 13 5
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3.4. Confirmation of legality
3.4.1. Requirement of suppliers to provide proof of legality

During the second phase, respondents were asked whether they require their suppliers to provide
documentation on legality and sustainability. Of the 18 businesses that procure imported timber
and the 31 businesses that procure domestic timber, all responded requiring such documentation.

Conversely, during the first phase of the study, a comparable inquiry was not posed. However, a
single business, having obtained proof of legality for only a portion of their procurement volume
(see Section 3.3.2), explained the reason that they perceived the risk of illegal logging to be
negligible even in the absence of formal documentation.

3.4.2. Proportion of legality certifications obtained

Fifty-one businesses responded to the question about the proportion of imported timber for which
legality certification was obtained (Table 11). Twenty-eight businesses (55%) responded that they
obtained legality certification for all of their procurement volume, while 23 businesses responded
that they obtained legality certification for only a portion of their procurement volume. There was
no operator responded that they could not obtain any at all.

Regarding the proportion of domestic timber with legality certification, 32 companies responded
(Table 12). Sixteen companies responded that they obtained legality certification for all of their
procurement volume, and the other 16 companies said that they obtained legality certification for
only a portion of their procurement volume.

Table 11 Proportion of imported timber procured for which legality certification was obtained

All Some Total
1st phase 14 19 33
2nd phase 14 4 18
Total 28 23 51

Table 12 Proportion of domestic timber procured for which legality certification was obtained

All Some Total
1st phase 0 2 2
2nd phase 16 14 30
Total 16 16 32
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A slightly higher percentage of businesses that sell to overseas markets, obtained legality
certification for all imported timber (Table 13, 14). However, the difference between the market

types was not significant (chi-square test, p<0.05).

Table13 Number of businesses by proportion of imported timber procured for which legality

certification was obtained, by business destination

Sale destination All Some Total
Domestic market only 12 15 29
Domestic and overseas markets 12 5 17
Overseas market only 4 3 7
Total 28 25 53

Table 14 Number of businesses by proportion of domestic timber procured for which legality

certification was obtained (by business destination)

Sale destination All Some Total
Domestic market only 0 2 2
Domestic and overseas markets 12 9 21
Overseas market only 4 5 9
Total 16 16 32

3.4.3. Reasons to obtain proof of legality

Reasons for obtaining legality certification for imported timber was responded by 51 businesses
(Table 15). The most frequently cited reason was domestic laws and regulations in China, such
as the revised Forest Law, which was mentioned by 20 businesses. Other reasons included
marketing in overseas markets (16), requests from domestic and overseas customers (15),
management reasons, and the fact that it is a necessary procedure for procurement. Ten
businesses reported obtaining proof of legality due to a request from their suppliers, with five
citing domestic suppliers and five citing foreign suppliers.

Similarly, 33 businesses responded regarding the reasons for obtaining legality certification of
domestic timber (Table 16). The largest number of businesses (15) cited the revised Forest Law
and other domestic laws and regulations in China, followed by requests from customers (12).
Among the businesses that received requests from their suppliers, almost all (11) were from
overseas suppliers.
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Table 15 Reasons for obtaining legality certification for imported timber (multiple responses

allowed)
Forest Law Customer
and other laws requests Marketing in Number of
and d : overseas Other reasons responding
. . (domestic, .
regulations in oversea) markets businesses
China

1st phase 15 10 (5,1) 8 2 33

2nd phase 5 5(0,4) 0 18

Total 20 15(5,5) 16 2 51

Table 16 Reasons for obtaining legality certification for domestic timber (multiple responses

allowed)
Forest Law Customer
and other laws requests Marketing in Number of
and q : overseas Other reasons responding
. . (domestic, .
regulations in markets businesses
China oversea)
1st phase 1 1(1,0) 0 2
2nd phase 14 11 (0,11) 31
Total 15 12 (1,11) 0 33

Many businesses that solely sold to the domestic market cited the revised Forest Act and other
domestic laws and regulations as the reason for obtaining legality certification of imported timber.
Conversely, many businesses selling overseas cited marketing in overseas markets as the reason,
especially for imported timber (Table 17). However, the number of businesses was not
significantly different between the market types (p<0.05, chi-square test). Some businesses that
sold only in the domestic market also cited customer requests, while some businesses that sold
only in overseas markets also cited domestic laws and regulations as a reason (Table 18).

Table 17 Reasons for obtaining legality certification of imported timber (multiple responses
allowed), by destination of business

Forest Law

and other CEHBEN Marketing in

| requests Other

aws and : overseas

. ; (domestic, reasons
regulations in markets
China overseas)

Domestic market only 16 8 3 1
Domestic and Overseas Markets 6 5 10 1
Overseas market only 3 2 3 0
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Table 18 Reasons for obtaining certification of legality of domestic timber (multiple responses
allowed) by business sales destination.

Forest Law Customer
and other Marketing in
requests Other
laws and : overseas
. . (domestic, reasons
regulations in markets
China overseas)
Domestic market only 2 1 0 0
Domestic and Overseas Markets 9 8 5 0
Overseas market only 4 3 1 0

3.4.4. Documents requested form suppliers as proof of legality

Forty-nine businesses responded to the question about the types of documents they required
from their suppliers as proof of the legality of imported timber (Table 19). However, it is likely that
some of these businesses responded not what they required, but what was actually provided by
suppliers. In both the first and second phases, third-party certification such as forest certification
was the most commonly responded document (36 businesses in total), followed by official
government documents from the countries of harvest, such as harvesting permits (21 businesses),
and certifications from suppliers, such as contracts and invoices (14 businesses).

As for the types of documents required as proof of the legality of domestic timber, twenty-six
businesses responded to the question (Table 20). The most commonly responded document was
official documents from local governments in China, such as harvesting permits (20 businesses),
followed by certificates from suppliers, such as contracts and invoices (8 businesses), and third-
party certifications, such as forest certification (7 businesses).

Table 19 Number of businesses by documents required from suppliers as proof of legality of
imported timber (multiple responses allowed)

Official
government . Declaration
documents | Third-party Ce;tg(r:r?tes of legality Not Nc;eni?%to Total
from the certification ; from provided q
. suppliers . documents
countries of suppliers
harvest
1st phase 15 24 7 8 1 1 32
2nd phase 6 12 7 1 0 17
Total 21 36 14 9 1 1 49
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Table 20 Number of businesses by documents required from suppliers as proof of legality of
domestic timber (multiple responses allowed)

Official o .
docurments Third-party Certificates Decla_ratlon of
R from legality from | Total
from the local | certification . .
suppliers suppliers
government
1st phase 1 2 0 1 2
2nd phase 19 5 8 1 25
Total 20 7 8 2 26

3.4.5. Challenges in obtaining proof of legality

Forty-five businesses responded to the question regarding challenges encountered in obtaining
legality certification for imported timber (Table 21). Of these, 17 reported having encountered no
particular challenges. Among the businesses that did not report challenges, many indicated that
the country of harvest did not have a legality verification system, or that they were not aware of
such system (10 businesses), or that their suppliers were not logging companies (8 businesses).
When considering the type of procurement methods for imported timber (Section 3.3.2), a slightly
higher proportion of businesses that directly import timber reported no challenges (35%) than
those that procure imported timber from other business in China (27%)(Table 22). More
specifically, the following responses were given:

® |t takes time to issue documents in New Zealand.

® In Gabon, government enforcement capacity is low and procedures are inefficient.

® In Russia, the government generally issues certificates on a factory-by-factory basis, rather
than lot-by-lot.

® Regarding Brazil, Chile, and Uruguay, the new supplier had no previous export experience
and therefore did not have the required set of documents. Some of the documents were not
available until after the transaction.

® Some countries demand bribes to obtain necessary documents.

® Distribution companies in China, such as Canadian, New Zealand, and German timber
suppliers, do not have legality certification documents.

® New Zealand timber is sourced from importers in China, but it is difficult to find importers
who can certify the legality of all timber and a price premium is required.

Twenty-two businesses responded to the question regarding challenges encountered in obtaining
legality certification for domestic timber (Table 23). Of these, eight businesses (36%) reported no
particular challenges. On the other hand, six businesses indicated that the complexity of the
supply chain or the procedures for obtaining legality certifications were challenging. Specifically,
they explained that timber collection was conducted by intermediaries, making it difficult for
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processing businesses to directly contact loggers. Additionally, 6 businesses cited that some of
their procurement sources did not have legality certification, stating that harvesting in forests
around farmers' homes was not subject to harvesting permits.

Table 21 Number of businesses by challenges in obtaining legality certification for imported timber
(multiple responses allowed)
Absence or Supolier Lack of capacity,
No unawareness of is ﬁgt a documents not
particular legality certification loaqin disclosed, etc. in | Other | Total
challenges | system in countries bugi% egs harvesting
of harvest countries
1st phase 11 9 8 2 3 33
2nd phase 6 1 0 3 3 12
Total 17 10 8 5 6 45

Table 22 Number of businesses by challenges in obtaining legality certification for imported timber

by procurement method (multiple responses allowed).

Absence or . Lack of capacity,
No f Supplier d i i
articular unawareness o is not a documents no
P legality certification : disclosed, etc. in | Other | Total
challenges . : logging )
system in countries business harvesting
of harvest countries
Direct Import 13 7 4 5 3 37
Procurement
rom other 4 3 4 0 3 | 15
usinesses in
China
Total 17 10 8 5 6 51

Table 23 Difficulties in obtaining certification of legality of domestic timber (multiple responses

allowed)
No Complex supply | Some suppliers | Documents provided
. chain, complicated do not have by suppliers differ
particular . Total
challenaes procedures for legality from those requested
ges. acquisition certificates by the customers
1st phase 0 1 2
2nd phase 8 5 1 20
Total 8 6 6 1 22
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3.4.6. Measures taken to ensure legality or sustainability at the time of harvest

Forty-five businesses responded to the question about measures they are taking to ensure the
legality or sustainability of imported timber at the time of harvest (Table 24). The most frequent
response was to change suppliers (businesses and countries) with traceable supply chains (28
businesses), followed by the establishment of their own upstream suppliers or investment in
existing suppliers to strengthen traceability (18 businesses), and support for the acquisition of
forest certification or legality certification by their suppliers (14 businesses). More specifically, the
following responses were given:

® For Russian, Uruguayan, and Gabonese timber, additional documentary screening such as
with proof of financial transactions requested the suppliers, background checks on suppliers
by third-party organizations, and investigations through factory inspections and trial
transactions when necessary, will be conducted, and transactions will be terminated if
problems are found.

® \When selecting suppliers, the size of the business should also be taken into consideration.
Relatively large foreign companies have appropriate management systems for legally
harvested timber.

® In Cameroon and Gabon, it is difficult to obtain legality certification documents, so
businesses invested in their own forest management.

® The business can pay an additional cost to their suppliers of New Zealand radiata pine
(importers in China) to obtain FSC certification.

Twenty-one businesses responded to the question about measures they take to ensure the
legality or sustainability of domestic timber at the time of harvesting (Table 25). The most frequent
response was to select suppliers with traceable supply chains (8 businesses).
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Table24 Number of businesses with measures taken to ensure legality or sustainability of imported

timber at the time of harvest (multiple responses allowed)

Total SR
Other —|o|
Exchange of information with | o |«
specialized organizations = =
Require assurance from suppliers
that the wood is not from illegally | < |~ | ©
harvested
Negotiate with government and
industry associations to obtain legal | ™~ | © | ™~
documentation
Supporting suppliers to obtain forest | o < | <
certification, legality certification, etc. | =
Strengthen traceability by introducing ~lola
blockchain technology, etc.
Strengthen traceability by
establishing upstream suppliers in- | ~ | _ | o
house or investing in existing | T =
suppliers
Selecting suppliers (businesses and
countries) with traceable supply | & | ™ &
chains
3 |2
© | c
< o _
Sl | &
2|& R

Other: Gathering further information on suppliers

Table25 Number of businesses with measures taken to ensure legality or sustainability when

harvesting domestic timber (multiple responses allowed)

Total N2 T
Other < | <
Exchange of information with | _ | _ | _
professional organizations
Require assurance from suppliers
that the wood does not come from | © | v | ©
illegally harvested
Negotiate with government and
industry associations to obtain legal | © | © | ©
documentation
Support for acquisition of forest
certification, legality certification, etc. | ~ | & | @
by suppliers
Strengthen traceability by introducing ololo
blockchain technology, etc.
Strengthen traceability by
establishing upstream suppliers in- | _ <<
house or investing in existing
suppliers
Selecting supplier with traceable I P
supply chains
3|8
© | c
A
®| 2|0
2 N |

Other: Selling only timber with legality certification to overseas market.
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3.5. Provision of legality proof at time of sale

In the first phase, all 35 businesses responded to the question regarding whether or not there is
a request from their customers to provide legality-related documents. Twenty-two businesses said
that there had been a request and 13 businesses said that there had not. However, the latter
includes businesses that provided such documents to their sales partners even though there was
no requirement to do so. Of the 22 businesses that said they were required to provide legality-
related documents, eight said that they were required to provide FSC certification. Of the 13
businesses that said there was no request, three said that they provide FSC certification. Thus,
at least 11 businesses provided information on FSC certification to their customers.

On the other hand, in the second phase, the respondents were asked what kind of legality
certification documents they would provide to their customers (whether requested or not) (Table
26). Twenty-two businesses responded, with 10 businesses indicating legality certification from
the country of harvest and 9 businesses indicating third-party certification such as forest
certification by the supplier or their own company.

Table 26 Documents proving legality to be provided to customers

Official government Third-party
e : In-house Procurement
documents from certification provided .
. third-party | records of the | Other | Total
the countries of by the procurement L
certification | company, etc.
harvest source
2nd phase 10 6 3 3 1 22

3.6. Other
3.6.1. Future outlook

During the first phase, 35 businesses responded to the question whether they thought that more
documentation and procedures would be required in the future to prove the legality and
sustainability of their timber. Of these, 28 businesses responded that it would not be necessary,
while 7 businesses indicated that more documentation and procedures would be needed.

In the second phase, 37 businesses responded to the question whether they thought that they
would be required to provide more documentation to prove that their timber was legally and
sustainably sourced when selling to buyers in the future. Among these, 34 businesses responded
that they thought they would be required to do so, while 3 businesses were uncertain or believed
that such a requirement would not be imposed.
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3.6.2. Opinions on customer requests for legality and sustainability

Sixty-nine businesses provided their opinions on customer inquiries regarding the legality and
sustainability of harvesting. All businesses responded that they "understand," "will respond," or
"have no particular opinion" on the customer's request. More specifically, the following were
expressed:

® Sourced from certified suppliers.

® We're checking back to the logging site.

® Within China, there is a particularly strong focus on whether the species is prohibited from
trading under CITES.

® The requests are also useful in managing our own business operations.

Other comments included the following:

® Such inquiries from customers are rare.

® Simplification and unification of processes is desirable.

® Advocate for China-led legality and sustainability standards.

® [tis meaningless under current business environment in overseas markets, including
frequent strikes and demands for bribes.

4. Discussion

This study provided insight into the current status of legality verification by timber-related
businesses in China. As indicated in the survey methodology, the interview survey was not
conducted by random sampling, and it was up to the businesses to decide whether or not to be
interviewed. Therefore, the business that accepted to be interviewed may have been more
knowledgeable about legality verification and more confident about their own implementations
than businesses that did not accept. Furthermore, the author did not directly conduct the
interviews but rather entrusted a timber industry association (CTWPDA), and did not collect
document evidence of legality. As a result, there is a possibility that the responses may have been
partly biased rather than reflecting the actual situation. Nevertheless, 70 out of 72 businesses
indicated that they have a due diligence system for timber legality and sustainability and provide
relevant information to their customers, 66 businesses responded that they have a standing book
for entry and exit of timber and timber products containing legality information, and in the second
phase of the survey, all businesses, procuring both imported and domestic timber, responded that
they require suppliers to provide legality documentation. These results indicate that most of
timber-related businesses in China are aware that they must verify legality, regardless of the
origins of timber and their markets. This is a significant progress compared to the result of Xu et
al. (2014) conducted about 10 years ago, in which only 29% of businesses reported having their
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own environmentally friendly procurement policies and 27% reported having a supply chain
management system in place.

In China, it is considered that the legality verification of procured timber and the collection of
legality certification documents began mainly in response to the EU Timber Regulation and the
USA Lacey Act, i.e., in response to requests from Western customers and to expand sales
channels in Western markets. From this, as suggested by Roe (2015), it was expected that the
extent to which legality verification was conducted differed between businesses selling in the
domestic market and those selling overseas. However, the results of this study show the largest
number of businesses (39% of those who procure imported timber and 45% of those who procure
domestic timber) cited the revised Forest Law and other laws and regulations as the reason for
requiring legality certification documents of timber procured. There was also no significant
difference in the proportion of businesses that fully obtained legality certification documents
between those who procure imported timber (53%) and those who procure domestic timber (50%),
suggesting that the revised Forest Law and other laws and regulations in China are the biggest
factors in prompting Chinese businesses to confirm legality as of 2022, when this study was
conducted.

Furthermore, it was not clear whether the prohibition of illegal logging under Article 65 of the
Forest Law only applies to illegal logging in China or also to illegal logging overseas. It is expected
that the degree of legality verification would differ between domestic and imported timber.
However, as mentioned above, there was no significant difference in the proportion of businesses
fully procuring timber with legality certification documents between imported and domestic timber
and the largest number of businesses cited the revised Forest Law and other domestic laws and
regulations in China as the reason why legality verification must be conducted for both imported
and domestic timber. These results indicate that timber-related businesses in China recognize
that the legality of imported timber must be verified in the same way as the legality of domestic
timber.

As for the legality certification documents requested or obtained from suppliers, the largest
proportion of businesses cited third-party certification such as forest certification for imported
timber, while the largest proportion of businesses cited official documents issued by local
governments, such as harvesting permits, for domestic timber. The majority of businesses
encountered some challenges in obtaining legality certification documents for both imported and
domestic timber. Regarding imported timber, the absence of timber legality assurance systems
or lack of knowledge of such systems in the country of harvest and the fact that the suppliers
themselves are not logging companies were the most commonly cited reason for these difficulties.
To mitigate these challenges, businesses selected suppliers (businesses and countries) with
traceable supply chains, invested in their upstream supply chain to strengthen traceability, and
supported their suppliers in obtaining forest certification and legality certification.
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Regarding to domestic timber, many businesses cited the complexity of the supply chain or the
procedures for obtaining legality certifications and the fact that some suppliers do not have legality
certifications, as their challenges. To mitigate these challenges, businesses also selected
suppliers with traceable supply chains.

The results of this study have several implications for the legality verification of foreign businesses
importing timber and timber products from China. First, many Chinese timber-related businesses
are recognizing themselves to have responsibility for verifying the legality of both imported and
domestic timber or obtaining legality certification documents in accordance with Chinese domestic
regulations such as Article 65 of the revised Forest Law, regardless of whether or not their
customers require such verification, and regardless of the advantages (marketing and profits) of
doing so. Therefore, regardless of procurement volume or price, and regardless of whether the
raw material is imported from overseas or domestically produced in China, importers from China
can expect that their suppliers in China are required to verify the legality of their procured timber
and may obtain legality certification documents. Also, by confirming how their suppliers are
verifying legality in compliance with Article 65 of the revised Forest Law in China, it is expected
that additional costs can be reduced and legality verification can be conducted more efficiently.

On the other hand, at this time, it cannot be expected that Chinese timber-related businesses
have been able to confirm the legality of/obtain legality certification documents for all of the timber
they handle. Only about half of the businesses responded that they have obtained legality
certification documents for all of the timber they procured, both imported and domestic, and less
than 40% of the businesses responded that they do not experience any difficulty in obtaining
legality certification documents. Majority of timber-related businesses in China encountered
difficulties in obtaining legality certification for both imported timber, especially when procured
from other companies in China, and domestic timber. And they were making efforts to overcome
the challenges, such as changing suppliers and investing upstream in the supply chain. By
understanding the status of their suppliers in China and supporting their efforts to ensure legality
if necessary, it is possible that businesses importing timber and timber products from China may
be able to sustainably procure legally certified timber.
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