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Glossary

Term or acronym

Meaning or definition
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IPBES Intergovernmental Sciendeolicy Platform on
Biodiversity andEcosystem Services

IPCC Intergovernmental Panel on Climate Change

IUU lllegal, unreported and unregulated fishing

LULUCF Land Use, Land Use Change and Forestry

MS Member State

NFRD Nontfinancial reporting Directive

NYDF New York Declaration on Forests

RED Renewable Energy Directive
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SDG Sustainable Development Goals

SME Small and Medium Enterprise

TFEU Treaty on the Functioning of the European Union

VPA Voluntary Partnership Agreements

UNFCCC United Nations Framework Convention on Climate
Change

UNFF United Nations Forum on Forests

WTO World TradeOrganisation




1 1 INTRODUCTION : POLITICAL AND LEGAL C ONTEXT

This impact assessmefif) accompanies the Commission proposaldaegulation to

minimise the risk of deforestation and forest degradation associated with products placed

on the EU market.The proposal wadirst announced inthe 2019 Commission
Communication on Stepping up EU A&BQ WR 3URWHFW DQG 5HVWRUH
Forestt IURP KHUH RQZDUGV 3 atadR FherX Qobfiradin. e -

European Green Dealthe 2030 EU Biodiversity Strateg§yand the Farm to Fork

Initiative,* as well as in the Inception Impact Assessment

The proposalis an integral part of andoherent with the overall objectives of the
European Green Deal and all the initiatives developed thereundsarticularit should

be complementary to thether measureproposedin the 2019 Communication, in
particular: 1) working in partnership witland support tgroducer countries, crucial to
cover aspects related to root causes of deforestafgutch as governancdaw
enforcementand the fight against corruptignand 2)to minimise lekage(see section
6.1.4) by strengthening international cooperation, witlajor consumer countries, to
promote theadoption of similar measures to avoid products coming from supply chains
associated with deforestation and forest degradation being platckd market.

Deforestation is a major cause of biodiversitys® Over 1 million species are threatened

with extinction and the main driver of biodiversity loss on land is changes in land use,
including deforestation and agricultural expansidmissions from landise and land

use change, mostly due to deforestation, are the second biggest cause of climate change
after burning fossil fuel®.Agriculture, forestry and other land use accounted for an
estimated 23% of total net greenhouse gas eoamssrom human activity 2062016°

Action in this area ithereforealsoimportant to fight climate change

1 COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT, THE COUNCIL, THE EUROPEAN
ECONOMIC AND SOCIAL COMMITTEE AND THE COMMITTEE OF THEREGIONS Stepping up EU Action to Protect and
5HVWRUH WKH :RUOGTV )RUHVWYV &20 ILQDO

2 COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT, THE EUROPEAN COUNCIL, THE
COUNCIL, THE EUROPEAN ECONOMIC AND SOCIAL COMMITTEE AND THE COMMITTEE OFHE REGIONS The
European Green Deal, COM/2019/640 final.

3 COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT, THE COUNCIL, THE EUROPEAN
ECONOMIC AND SOCIAL COMMITTEE AND THE COMMITTEE OF THE REGIONS EU Biodiversity Strategy for 2030
Bringing natire back into our lives, COM/2020/380 final

4 COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT, THE COUNCIL, THE EUROPEAN
ECONOMIC AND SOCIAL COMMITTEE AND THE COMMITTEE OF THE REGIONS A Farm to Fork Strategy for a fair,
healthy and environmeaity-friendly food system, COM/2020/381 final

5 Inception Impact AssessmenMinimising the risk of deforestation and forest degradation associated with products placed on the
EU market

® The need to reduce forest loss is underlined in IPBES. 2019. Glstegsment report on biodiversity and ecosystem services of the
Intergovernmental Sciene®olicy Platform on Biodiversity and Ecosystem Servi&esS. Brondizio, J. Settele, S. Diaz, and H. T.

Ngo (editors).IPBES Secretariat, Bonn, Germany. https://wiphes.net/globahssessmesreportbiodiversityecosystenservices.
[Bettget al.2017. Global forest loss disproportionally erodes biodiversity in intact landscapes. Nature letters B4i4. 441

"IPBES 2019Global assessment report on biodiversity and ecosystem services of the IntergovernmentaPshgnetatform on
Biodiversity and Ecosystem Servic&s.S. Brondizio, J. Settele, S. Diaz, and H. T. Ngo (EBRBES Secretariat, BonnGGermany.

8 Smith P et al. (2014) Agriculture, Forestry and Other Land Use (AFOLU). In: Climate Change 2014: Mitigation of Climate Change
Contribution of Working Group Il to the Fifth Assessment Report of the Intergovernmental Panel on Climate Chenlgef¢E®D

et al (eds.)]. Cambridge University Press, Cambridge, UK and New York, NY, USA.

° IPCC, 2019: Summary for Policymakers. In: Climate Change and Land: an IPCC special report on climate change, desertification,
land degradation, sustainable land agement, food security, and greenhouse gas fluxes in terrestrial ecosystems [P.R. Shukla, J.
Skea, E. Calvo Buendia, V. Massbelmotte, H- O. Pdrtner, D. C. Roberts, P. Zhai, R. Slade, S. Connors, R. van Diemen, M.



Forests are seriously endangeréde Food and Agriculture Organization of the United
Nations (FAO)estimate¥ that 420 million hectares of forest an area larger than the
European Union? have been lost btween 1990 and 2020rhe global rate of
deforestation has decreased over the past three detaddabere arestrong regional
differencest! In tropical moist foreststhere has beea markedincrease irdisturbance
rates @eforestation anébrestdegradatiohin recent year$+2.1 million ha/year for the
past 5 years compared with the period 2@184), reaching a level close to that of the
early 2000sForestdegradatioris a main contibutor to this recent increasavith much

of it attributable to shotterm disturbancesForest degradatiois caused byoth natural

and anthropogenic disturbangeand may subsequently lead to deforestation. Without a
reduction of the present disturbanceesatundisturbed forests tropical humid regions
will disappear entirely by 2058 (see sections 2.1 and 2.3 defining the problems this
initiative aims to address and their drivers)

Deforestation and forest degradatiorare therefore among the most important
environmental challengesStepping up action to fight deforestation and forest
degradation will be an essential elemengfiectively grappling witithe planetary crises
that threaten our collective future: the climatelthe biodiversitycrisis.

Tackling deforestation would also have the additional benefit of removing one of the
main pathways of zoonotic diseases, thereby reducing the likelihood of the next
pandemic emerging through this rotite.

The public has made it clear that it watiie EU to take action to address the global
impacts of deforestation and forest degradatibhe & RP P LV VanRn@ piblic
consultation that closed in December 2020 (see Annex Il) received nearly 1.2 million
contributions,ncluding from partner countriemaking it thesecond most popular in the
history of the European Union. An overwhelming majority of respondéamnthermore
statedthat they believed thaan EU intervention could reduce global deforestation and
forest degradationlhis was confirmed also at specifitakeholder events, for examie

the meetings of théulti-6 WDNHKROGHU 3ODWIRUP RQ 3URWHFWLQJ |
Forests!4, gathering a very broad range of stakeholders from the EU and partner
countries, includig public authorities and representatives of industry, civil society,
international organizations and researdititutions

, Q WOohKtIdsions of the Council and of the Governments of the Member States sitting
in the Council on the Communication on SiagdJp EU Action to Protect and Restore

Ferrat, E. Haughey, S. Luz, S. Neogi, Mathak, J. Petzold, J. Portugal Pereira, P. Vyas, E. Huntley, K. Kissick, M. Belkacemi, J.

Malley, (eds.)]. In press.

10 FAO. 2020. Global Forest Resources Assessment 2020: Main report. Rome.

1 FAO 2020. Global Forest Resources Assessment 2020: Mairt.rBpme.

2yvancutsemet al (2021).Long-term (19902019) monitoring of forest cover changes in the humid tropics. Science Advahfes

Available athttps://advances.sciencemag.org/content/7/10/eabe1603.full

13 Dobsonet al 2020.Ecology and economidsr pandemic preventiorscience369 (6502): 37881.

14 Register of Commission Expert GroupSommission Expert Group/MuiBtakeholder Platform on Protecting and Restoring the

:RUOGTV )RUHVWYV LQFOXGLQJ WKH (8 7LPEHWval&bEXXODWLRQ DQG WKH )/(*7 5HIXODWLRQ
https://ec.europa.eu/transparency/regexpert/index.cfm?do=groupDetail.groupDetail&grouplD=3282



WKH :RUO GY'f 268 HIWVNeMber Statesxpressed their conceragardingthe
current deforestation situatiomnd stressed the importance of the EU addressing the
direct and indirect drivers of deforestation, noting that approximately 80 per cent of
global deforestation is caused by agricultural expansitiey emphasised that since
current policies and action gtobal level on conservation, restoration and sustainable
management of forests do not suffite halt deforestation and forest degradation,
enhanced EU action is needed to contribute more effectively to the achievement of the
UN Sustainable Developmento@s (SDGs). The Council specificallysupportedthe
Commissionannouncement in th2019 Communicatiorthat it wouldassess additional
regulatory and nomnegulatory measures ankat it would presentespective proposals.
This impact assessment and the accompanying projpdlsal up onthat announcement

The European Parliameatiopted on 22 October 2020 a resolufion accordance with

Article 225 of the Treaty on the Functioning of the European t(I¢-EU) calling for

DQ 3(8 OHJDO IUDPHZRUN WREKIDYH®O DOQEREDYTHIIVRIU H8V W L
resolution requests the Commission to submit, on the basis of Article 192 (1) TFEU, a
proposal for an EU legal framework to halt and reversedElen glotal deforestation.

This impact assessmeiidkes into accounthe recommendations of thEuropean

Parliament

As described below in detail, the current legislative framewbrlat national, EU and
international level? is not sufficient to reduce EUriven deforestationTherefore, in
line with theannouncement made the 2019 Communicationthe European Green Dka
the 2030 EU Biodiversity Strategthe Farm to Fork Initiativethis initiative focuses on
forests While the European Parliament and NGOs advocated for an inclusiotexf
ecosystemssuch an expansion of the scaehis stagewas consideredetrimenal to
the effectiveness and enforceability of the policy measweesbyassessedHowever, at
a later stagebuilding on lessons learned in implementation of a legisdatictfocusing
on deforestationit might be considered to expand theeasues to cover also other
ecosystems.

1.1 1.1 EU context

The existing EU legislative framework addresses deforestation only pafsakyalso
section 4) The EU Forest Law Enforcement Governance and TréeleEGT) Action
Plan'’ constitutes the key EU policy against illegal logging and associated trade. While it
tackles illegal loggingnd associated tradié does not address deforestatamnsuch

A key element of the FLEGT Action Plan is a voluntary scheme to ensure that only
legally harvested timber is imported into the EU from countries agreeing to take part in

5&RXQFLO FRQFOXVLRQV RQ WKH &RPPXQLFDWLRQ RQ 6WHSSLQJ 8S (8 $FWLRQ WR 3URV
2019) 15151/19. Availablathttps://www.consilium.europa.eu/media/41860/st15&619.pdf

16 European Parliament resolution of 22 October 2020 with recommendations to the Commission on an EU legal framework to halt

and reverse Edriven global deforestation (2020/2006(INAyailable afhttps://www.europarl.europa.eu/doceo/documeriBiA_|

17 Communication from the Commission to the Council and the European Parliaffereist Law Enforcement, Governance and

Trade (FLEGT) Proposal for an EU ActioRlan (COM(2003) 251 final).




this scheme.The internal EU legal framework for this scheme is farest Law
Enforcement, Governance and Trade Regulation (FLEGT Reguf&fiomhich
establishes a densing system that is the basis for FLEGT Voluntary Partnership
Agreements Another key element of the FLEGT Action Plan isetEU Timber
Regulation (EUTRY, which prohibits the placing of illegally harvested timber and
timber products on the EU markatd lays down obligations for operators placing timber
on the market for the first timét requires that they shoutkercise Due Diligence (DD
Tradersmustkeep arecord of their suppliers and customers. The Regulation applies to
both imported and domestically produced timber and timber prodBots. FLEGT
Regulation and EUTR have undergone a Fitness Cheitle findings of whichhave
provided input into this impa@ssessment.

Note, that he 2018 Renewable Energy Directive (RED)cludes sustainability criteria

for bioenergy, covering both biofuels for transport and biomass and biogas for heat and
power, which must be met in order to qualify for financial and le¢gty support.
However, the Directive does not cover the placing on the market of such commodities
nor uses of commodities other than for bioenergy.

At EU level, a numbeopf initiatives and instrumentiorm the policy context for this
impact assessmenthe 2019 Communication sets out the overall objective of protecting
and improving the health of existing forests, in particular primary forests and to increase
sustainable, biodiverse forest coverage worldwide. In the contéle diuropean Green
Deal,both the2030 EU Biodiversity Strategy and the Farm to Fork Initiative identify the
legislative proposal and other measures to avoid or minimise the placing of products
coming from supply chains associated with deforestation or forest degradation on the EU
market, as important for the achievement of their objectives.

Othermain EU initiatives that are relevant for thepact assessmegiven their scope
either already in force, or being prepared at the time of publication of this report, include:

The EUTaxonomy RegulatioR?

The EU Land Use, Land Use Change and Forestry (LULUCF) Regufdtion;
TheEU Forest Strateg$:

The legislative initiative on Sustainable Corporate Governance (ST@hich
aims to improve the EU regulatory framework on company law anpocate
governance;

»wnpE

18 Council Regulation (EC) No 2173/2005 of 20 December 2005 on the establishment of a FLEGT licensing scheme for imports of
timber into the European Community

19 Regulation (EU) No 995/2010 of the European Parliament and @abacil of 20 October 2010 laying down the obligations of
operators who place timber and timber products on the market.

2 https://ec.europa.eu/info/law/bettiegulation/haveyour-say/initiatives/116 3dllegal-logging-evaluationof-EU-rulesfitness

check_en

2 Directive (EU) 2018/2001 of the European Parliament and of the Council of 11 December 2018 on the promotion of the use of
energy from renewable sources, OJ L328/82 of 21.12.2018

22 Regulation (EU) 2020/85@f the European Parliament and of the Couatil8 June 2020 on the establishment of a framework to
facilitate sustainable investment, and amending Regulation (EU) 2019/2088

ZRelevant information on the review of the LULUCF Regulation, including the inception Impact Assessment can be found in
httpsi/ec.europa.eu/info/law/betteegulation/haveour-say/initiatives/12651 and-useland-usechangeandforestryreview-of-EU-

rules

% https://ec.europa.eu/info/law/bettiegulation/have/our-say/initiatives/126 74orestsnew-EU-strategy _en



5. Theproposal for a Corporate Sustainability Reporting Directive (CSRD)

6. A legislative initiative on substantiating green claimsregarding the
environmental performance of products & businesses;

7. The Sustainable Product Initiatiy®P1).28

A comprehensive description of all EU initiatives and instruments relevant for this
Impact Assessment is included in Anr&x

1.2 1.2 International and national context

At international level, there are a range of fora and processes that are eghtty dr
indirectly relevant for the fight against deforestation and forest degradation, mainly under
the auspices of the United Nations. Twalies,instruments, processes and commitments
relevant for this impact assessment are the following:

1. The UNFramework Convention on Climate Change (UNFCCC) of 1992 and its
Paris Agreement, adopted at COP 21 in 28515

The Convention on Biologat Diversity (CBD)°

The UN Sustainable Development Goals (SDts)

The UN Forum on Forests (UNFER

The New York Declar#on on Forests (NYDF)

REDD+ (Reducing Emissions from Deforestation and Forest Degradation), which
is a climate change mitigation solution being developed by the parties to the
UNFCCC

7. The Durban Declaration 2050 vision for forests and forestry in;2015

8. The Committee on Forestry (COFO) of the FAO

9. UN Decade of Ecosystem Restoration (2@230)33

10.United Nations Convention to Combat Desertification (UNCCD)

o0k wnN

At the nationaland regionalevel, the following initiatives are relevant for this impact
assessmeras theyaim to achieveimilar objectives

The Ministerial Conference on the Protection of Forests in Europe

% https://ec.ewpa.eu/info/law/betteregulation/have/our-say/initiatives/1 2548 ustainableorporategovernance_en

2 https://ec.europa.eu/info/law/bettiegulation/have/our-say/initiatives/12129CorporateSustainabilityReporting_en

2 https://ec.europa.eu/info/lawfber-regulation/haveyour-say/initiatives/1251-Environmentaperformanceof-products& -
businessesubstantiatinglaims_en

28 https://ec.europa.eu/info/law/bettiegulation/have/our-sayl/initiatives/12567%8 ustainableroductsinitiative_en

2 |n particular $SUWLFOH Rl WKH 3DULV $JUHHPHQW UHFDOOV WKH FRPtKkeWd@dQW PDGH E\ W
WR FRQVHUYH DQG HQKDQFH DV DSSURSULDWH VLQNV DQOGUWVHONRL UNXWBRW KH H HPKCRX
Paties to implement and support the existing framework relating to reducing emissions from deforestation and foresbiegradati

and the role of conservation, sustainable management of forests and enhancement of forest carbon stocks in devel@sing countri

(REDD+), and alternative policy approaches.

30 Of particular relevance to deforestation and forest degradation are Target 3, 4, 9, 14, 15 and 20

31 Of particular relevance for deforestation and forest degradation are SDGs 12.2, 13, and 15.2.

32 The main outome of the work of the UNFF so far are: 1) The International Arrangements on Forests and the UN Forest Instrument,

and 2) The UN Strategic Plan for Forest 2@DB0 , which provides a global framework for action at all levels to sustainably manage

all types of forests and trees outside forests, and to halt deforestation and forest degradation

3 United Nations General Assembly Resolution 73/284: United Nations Decade on Ecosystem Restoratic@03@p21

A/RES/73/284:



The Amsterdam Declaration Partnership, an initiative supporteeidiy EU

Member State¢Belgium, Denmark, France, Germantgly, the Netherlands and

Spain)as well & Norway and the United Kingdo?fy;

JUDQFHTV G XH G L Cthel Hrénehhationalz strabe@QyGagainst

imported deforestatiof?,

*HUPDQ\YV G UWHhAWAG XSSO\

The draft Schatz bif® introduced in the US Senate to restrict access to the US

market for certain commodities that originéiem illegally deforested land;

7KH 8.1V SURSRVHG ODZ WR SUHYHQW IRUHVWY DQG |

from beng illegally converted to agricultural land.

Apart from the above mentioned initiatives and measures that have been taken into
account when deveping this impact assessmedtie consideration haalso beergiven

to the existingobligations undeimnternational tradeules governed in particular by the
General Agreement on Tariffs and Trade (GATT) and the General Agreement on Trade
in Services (GATS).

A comprehensive description international and national initiativesrumsints and
commitmentgelevant for this Impact Assessment is included in Angiex

2 2 PROBLEM DEFINITION

21 21 What is/are the problems?

Forests arevaluable ecosystems that sustamost terrestial biodiversity and act as a
major sink of carbon. Yetofests around the worldare beingrapidly cut in an
unsustainable manndsurntand degraded. This leattsbiodiversity loss and greenhouse
gas emissions, which in tufel climate changeThis also increasethe likelihood of
new diseases spreading from animals to humansund 80% of deforestation is
currently drivenby the expansion of agricultural latfdand thedemand for commodities
and products such as sdyeef palm oil and woodThe EU is a relevant consumer of
those commoditiegart of which arg@roduced unsustaably, causing deforestatiomand

is therefore a contributor to the global problem of deforestation and forest degradation.
The EU does not have in plaspecific andeffective rules taeduce its contribution to
deforestation and forest degradation

3{Home- Amsterdam Declarations Partnership-frdtnership.ord)

% République FrancaiseMinistére de la Transition Ecologique et Solidaire. 2018. Stratégie nationale de lutte contre la déforestation

importée 2018030: dossier de presskvailable at https://www.ecologie.gouv.fr/sites/default/files/2018.11.14 dp_sndi_mtes.pdf

% Environmental Investigation Agency. 2020, March 3. EIA Applauds Newly Announced U.S. Bill to Tackle Global Deforestation;

Urges BiderHarris Administration to Support. Press release. Availablétfis://eiaglobal.org/presseleases/202103eackling
globaldeforestatiorschatzpr

37 Council of the European Union 2019. Conclusions of the Council and of the Governments of the Member Bigtas thigt

&RXQFLO RQ WKH &RPPXQLFDWLRQ RQ 6WHSSLQJ 8S (8 $FWLRQ WR 3URWHFW DQG 5H)\
Available athttps://www.consilium.europa.eu/media/41860/st15&619.pdf
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Theworld currentlyhasa foresedarea of 4.06 billion hectares, which is 31% of the total
land are#. Forestscontain more than 60 000 different tree species and provide habitats
for 80% of amphibian species, ¥&of bird species and 88 of mammal speci€& Forest
ecosystems are also the largest terrestrial carbon sirdtoring approximately 400
gigatons of carbdfi that would otherwise be free in the atmosphere and contribute to
ongoing changes in climate patter@ top of that, @und 1.6 billion peopleapend on
forests for their livelihood, includinground70 million indigenous people.

Deforestation occurs when forest is cleared to make space for other activities such as
agriculture, mining, urban development, or otlad uses. érest degradation s more
gradual process through which a forest's biomass declines, its species composition
changes, or its soil quality declines, but the land still meets the definition of a forest
regarding surface, crown cover, and tree height. Forest degradatiomis pftecursor to
deforestation. Both deforestation and forest degradation represent significant problems
in particular as they are occurring at an alarming rate

The FAOestimate$ that 420 million hectares of forest DER X W RI WKH ZRUO:!
forests ad an area larger than the European Unforhave been lost worldwide through
deforestation between 1990 and 20R0terms of net area loss (the difference between

area of forest cleared and nesumrface offorests planted or regenerated), the FAO

estimates thathe world lost around 178 million hectares of forest cover in the same

period of timewhichis an aredriple the size of France.

According tothe FAO, the global rate of deforestation has decreasmebr the last
decades. In the most recent fiyear period (201%2020), the annual rate of deforestation
was estimated at 10 million hectares per year, down from 12 million hectares per year in
the period between 2010 and 2015, and 15 million hectaregepebetween 2000 and
2010

38EAQ. 2020 Global Forests Resources Assessn28@0: Main report. Romevailable at
|http://www.fao.org/3/ca9825en/CA9825EN. pdf

3% FAO and UNEP, 2020. The State of the World's Forests 2020. Forests, biodiversity and peoplévRitsie at
|http://www.fao.org/3/ca8642en/CA8642EN. pdf

40 Kayler, Z.; Janowiak, M.; Swanston, C. 2017. Global Carbon. (June, 2017). U.S. Department of Agriculture, Forest Service,
Climate Change Resource Center

“1EAQ. 202Q Global Forests Resources Assessm2€20: Main report. Romévailable at
|http://www.fao.org/3/ca9825en/CA9825EN. pdf

“2EAQ. 202Q Global Forests Resources Assessn2€20: Main reportRome.Available at
|http://www.fao.org/3/ca9825en/CA9825EN. pdf

11



Figure 1 Forest expansion and deforestation between -P920

Source: FAO, 2020

In terms of net forest loss, there waslecrease due to a reductiondeforestation in

some countries, plus increases in forest area in ttheough afforestation and the
natural expansion of forests. The rate of net forest loss declined from 7.8 million hectares
per year in the decade 19€W00 to 5.2 million ha per year in 20@D10 and 4.7
million ha per year in 201#020. It is to be notethat other sources, such as Global
Forest Watcf?, point to an increase in forest cover loss in recent years, specifically in
tropical countries.

As regardsforest degradatignsystematic data and statistics are much scarcer in
comparison with deforestation. By definition, degradation is more difficult to measure
and monitor.$V SDUW RI W K 8lop&lIE§rest Resources Assessment, countries
were asked whether and how theymtored forest degradation, with various definitions
and criteria reportetf lllegal or otherwise unsustainable loggiisca principal agent of
forest degradatioff Major natural causes of forest disturbance inclutbeest fires,
insecs, disease and seeeweather everft$ Considering forest intactnesthe FAQin
recent publicationgoncluded that 49% of the global forest area had a high level of
integrity, while 10% of the global forests are severely fragmentigd little or no
connectivity?’

According toa recentresearctpapef®, 106.5 million hectares of tropical moist forests
are in a degraded state, representing 10% ofatbandl billion hectaresof tropical
moist forest area remaining in January 2020. There has been a marked increase in

“*World Resources Institute. 2020. We Lost a Football Pitch of Primary Rainforest Every 6 Seconds in 2018e Availa
https://www.wri.org/blog/2020/06/globatee coverlossdata2019

4 FAO. 2020 Global Forests Resources Assessmen2020: Main report. Rome. Available at
|http://www.fao.org/3/ca9825en/CA9825EN. pdf

4% FAO. 2021. Sustainable Forest Management Toolbox. Technical Module: Reducing Deforestation. Rome. Available at
|http://www.fao.org/sustainabierest management/toolbox/modules/reduciteforestation/irmoredepth/en/?type=1311

4  FAO. 202Q Global Forests Resources Assessmen2020: Main report. Rome. Available at
|http://www.fao.org/3/ca9825en/CA9825EN. pdf

4 FAO and UNEP, 2020. The State of the World's Forests 2020. Forests, biodiversity and peopleAvRitaie

at http://www.fao.org/3/ca8642en/CA8642EN.pdf

48 vancutsemet al., (2021).Longterm (19902019) monitoring of forest cover changes in the humid tropics. Science Advances
7:10. Available dihttps://advances.sciencemag.org/content/7/10/eabg1603
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disturbance rates (deforestation and forest degradation) in recent years (+2.1 million
ha/year for the past 5 years compared with the period 2008). Forest degradation
accounts for 33% of the observed changes in forest cover, with much of it attaldotab
shortterm disturbancesuch as selective logging, natural events and Ne also that,

as forest degradation often leads to deforestation, the paper concludesthioat &
reduction of the present disturbance rates, undisturbed famestgical humid regions

will disappear entirelypy 2050.

Also relevant is the fact that deforestation rates and drivers vary widely across different
continentsFor the period 2022020, in terms of gross deforestation, FAO estimates put
Africa on top, with 4,4 million hectares lost per year; followed by South America (2.9
million); Asia (2.2 million); North America (436,000); Europe (69,000); and Oceania
(42,000) The figures changsignificantly in terms of net forest loss, as shown in the
chart below, especialffipr Asia, a continent where some countrieswardergoingdrastic
deforestation while others are investing in reforestation and afforestation proggam

Figure2 Global annual net forest area change between-2090 by region

Source: FAO, 2020

The main drivers of deforestatioralso vary geographicallyExpansion of agricultural

land dedicated to palm oil plantations is a major cause of deforestation in Southeast Asia,
for example, whileclearing of forests fopastures for cattland forsoy plantationand

land speculation (land grabbingften assoeited with forceddisplacementof local
communitie$ are the top drivers in South AmeriCEhe expansion of cocoa plantations

has had a relevant impact on deforestation in Central and West Africa, while other areas
of the continenhave more mixed factois play*.

With regard to European forest3,$2 TV *OREDO )RUHVW 5HVRXUFHYV

indicates that Europe haseen anet forest expansion in each of the three decades

4 https://iwww.worldwildlife.org/stories/deforestatigfronts
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between199032020. The State of ER S H{V )R U kHepdfsthat forestcoveracress
Europe continuously increased betwe&8902020, although the rate ahcreaseis
slowing dowr

The picture is, however, a bit different in termsaohualgrossdeforestationwhich does
not take into account afforestation and reforestation efforts. Gross deforesiaiss
the whole of Europe (including the Russian Federatiogjeased from 8800 hectares
in 19902000, to 201000 hectares 20162015, and then fell to 69,000 hectares in
20152020 (FAO, 2020).

$V UHIJDUGV WKH VLWXDWLRQ RI IRUHVWY ZLWKLQ WKH (
reporp! states that, dtween 1990 and 2020, the area of forests in Europe has increased

by 9%, carbon stored in the biomass hesmp by 50% and wood supply has risen by

40% However, less than 5% of European forests areas in the EU are considered
XQGLVWXUEHG RU QDWXUDO DFFRUGLQJ WR WKH (XURS'H
Environment 2020 repcrt

As the EU forests are considerably less under threat of deforestation aadadiegr than
forests elsewhere, it is expected that the proposed initiative will have less impact in the
EU in terms of costs fooperators sourcing relevant commoditksnestically However,

where there are serious problems with deforestation and degradation, the legislation will
provide a basis to tackle them.

The impact of deforestation and forest degradation on greenhouse gas emissions is also a
source of concern. Thiatergovernmental Panel on Climate Change (IPE&timates

that 23% of total anthropogenic greenhouse gas emissions-20Q68] come from
agriculture, forestry and other land uses. About 11% of emissions are from deforestation
and conversion of naturakesystems, while the remaining 12% are direct emissions
from agricultural production such as livestock and fertilizérss crucial to consider

forest degradation as a risk factor of deforestation and as an indicator of climate change
and climate oscillions*,

The IPCC has also argued that most paths to keeping global warming within the limits
DJUHHG LQ WKH 3DULV $JUHHPHQW AllQ¥eseed lrhotlehe@G X FLQJ C
pathways that limit warming to 1.5°C or well below 2°C require {aaded migation

03)25(67 (8523( 6WDWH RI (XU RW®ilaly FEREFHA02U Wdf (foresteurope.drg)

SlForest Europe OLQLVWHULDO &RQIHUHQFH RQ WKH 3URWHFWLRQ RI )RUHVWYV LQ (XURSH 6WL
https://foresteurope.org/stageiropesforests2020/

S2European Environment AgencS$tate of the Environment 202@tps://www.eea.europa.eu/stgiblications/soe202Q

53 |PCC, 2019: Climate Change and Land: an IPCC special report on climate change, desertification, land degradation, sustainable
land management, food security, and greenhouse gas fluxes in terrestrial ecosystems [P.R. ShaklaEJC&@ko Buendia, V.
MassonDelmotte, H-O. Portner, D. C. Roberts, P. Zhai, R. Slade, S. Connors, R. van Diemen, M. Ferrat, E. Haughey, S. Luz, S.
Neogi, M. Pathak, Petzold, JPortugal Pereira, P. Vyas, E. Huntley, K. Kissick, M. Belkacemi, Jleia(eds.)].Available at
https://lwww.ipcc.ch/site/assets/uploads/sites/4/2021/02/2 1202 J7236SRCCL-CompleteBOOK-HRES. pdf

4 vancutsem, C., Achard, F., PeketFJ, Vielliedent, G., Carboni, S., Simonetti, D., L. E. O. C. Aragdo, Nasi, R. (20@1g:term
(19902019) monitoring of forest cover changes in the humid tropics. Science Advances AvHllable at
https://advances.sciencemag.org/content/7/10/eabe1603
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and landuse change, with most including different combinations of reforestation,
afforestation, reduced deforestation, and bioenergy.

Deforestation and forest degradation are among the top drivers of biodiversityFoss.
terrestrial and freshater ecosystems, lante change has had the largest relative
negative impact on nature since 1970. Agricultural expansion is the most widespread
form of landuse change. This expansion has come largely at the expense of forests.

The contributionof deforestation and forest degradatitm biodiversity loss isherefore
very worrying. More species are now threatened with extinction than ever before,
according to the Intergovernmental Scieficy Platform on Biodiversity and
Ecosystem Services (IPBES)Around 1 million species already face extinctiomess
action is taken to reduce the intensity of drivers of biodiversity, legbout, there will

be a further acceleration in the global rate of species extinction

In additionto contributing toclimate dvange and biodiversity lossleforestation and
forest degradatiothreaten human health in an even more direct Da&jorestation and
degradation can often lead to increased interaction between humans and animals,
increagng the likelihood ofzoonoticdiseases spreading from animals to humzriBhe
majority of new infectious diseases affecting humans, including the SARZ virus

that caused the current COMI® pandemic, are zoonotic and their emergence may be
linked tosuch interactionDeforestation andorestfragmentation are increasing the risk

of viral disease outbreaks

22 22 Who is affected by the problem?

Peoplearound theworld are affected by the loss of biodiversitlye effects of climate
changeand the emergence of new zodoatiseasesMany ofthe countries experiencing
serious levels ofieforestatiorand forest degradation are amdhg pooresin the world.

The poorestand most marginal segments of society, such as smallholder farmers,
indigenous and local communitiege disproportionately impacteay the effectsof
deforestatiorand forest degradatiohe IPCC assessment indicates that the world needs
to remain under 1:2 degree increase in order to avoid the weifects of climate
change, including the increaskkklinood of severe, pervasive and irreversible impacts

% |PCC, 2019: Climate Change and Land: an IPCC special report on climate changejoddisertifand degradation, sustainable

land management, food security, and greenhouse gas fluxes in terrestrial ecosystems [P.R. Shukla, J. Skea, E. CalVo Buendia,
MassonDelmotte, H-O. Portner, D. C. Roberts, P. Zhai, R. Slade, S. Connors, R. vare@i&h Ferrat, E. Haughey, S. Luz, S.
Neogi, M. Pathak, Petzold, JPortugal Pereira, P. Vyas, E. Huntley, K. Kissick, M. Belkacemi, J. Malley, (eds3]lable at
https://lwww.ipcc.ch/site/assets/uploads/sites/4/2021/02/2 1202 J7236SRCCL-CompleteBOOK-HRES. pdf

%6 On the link between biodiversity and climate change see the final reppBB&IPCC cosponsored ZRUNV KRS 3% LRGLYHUVLW)\ DC
climate chanddi®~ DY D L|20RIDE&DY widMshop report embargo 3pm CEST 10 june 0.pdf (ipbes.net)

5" IPBES. 2019. Summary for policymakers of the global assessmpatt ren biodiversity and ecosystem services of the
Intergovernmental Sciendeolicy Platform on Biodiversity and Ecosystem Services. S. Diaz, J. Settele, E. S. Brondizio E.S., H. T.
Ngo, M. Guéze, JAgard, A. Arneth, P. Balvanera, K. A. Brauman, S. H.Bdtchart, K. M. A. Chan, L. A. Garibaldi, K. Ichii, J.

Liu, S. M. Subramanian, &. Midgley, P. Miloslavich, Z. Molnar, D. Obura, A. Pfaff, S. Polasky, A. Purvis, J. Razzaque, B. Reyers,
R. Roy Chowdhury, Y. J. Shin, J. VissererHamakers, K. J. Willisand C. N. Zayas (eds.). IPBES secretariat, Bonn, Germany.
Available athttps://ipbes.net/sites/default/files/20@0/ipbes_global_assessment_report_summary_for_policymakers_en.pdf

%8 FAO and UNEP, 2020. The State of the World's Forests 2020. Forestsyebsdgli and people. RomeéAvailable at
|http://www.fao.org/3/ca8642en/CA8642EN. pdf

% Vancutsem, C., Achard, F., PeketFJ, Vielliedent, G., Carboni, S., Simonetti, D., L. E. O. C. Aragdo, Magi2021).Longterm
(19902019) monitoring of forest cover changes in the humid tropics. Science Advances AvHllable at
https://advances.sciencemag.org/content/7/10/eabe1603

15



for people and ecosystems (e.g. heatwaves, extreme precipitation, acidification of the
ocean and global sea level rise are some of the most likely effEis)is also the goal

of the Paris Agreeent, which is jeopardised by ongoing deforestation. As described
above, most scenarios to meet the Paris Agreement objectives involve reduced global
deforestation.

In additionaround 1.6 billion people depend on forests for their livelihoods, including 70

million indigenous people, according to FAO. The formal forestry segtobally

provides more than 45 million jobs, with additional 41 million jobs in the informal
VHFWRU DOVR DFFRUGLQJ WR )$2-ZRRGN KRIURRWHS WRRRF
provide upto 20% of the income of rural households in developing countries.

23 23 What are the problem drivers?

While there are a number dfivers of deforestation and forest degradatagmicultural
expansiorcontinues to béhe main ongtogethemith illegal logging ©°

An analysi§® of data for 46 tropicabnd subtropical countrieund that agriculture
alone causes 73% of all deforestationthwdommercial agriculturaccounting for 40%
of deforestation, followed by localr subsistence agriculture, whichrelated to 33% of
deforestationinfrastructureaccountsor 10%, urban expansion for 10%nd mining for
7%. The same analysis lists logging as a main driver of forest degrad&ioast
degradations alsooftenthe first stepf conversion from foregb other land uses.

Agricultural expansion isdriven by global demand for specific products and
commodities, market pressures, dietary preferences, and lack of efficiency in agricultural
practices and waste As such there is a very strong link betweeforestation and forest
degradation and international trade.

Different studies have attempted to measure the impatheofproduction/harvest of
SDUWLFXODU FRPPRGLWLHY DQG RU WKH (8fV FRQVXPSWL
degradatiof®. They showthat a limited number of agricultural commoditieare

responsible for most deforestation and forest degradation glpbaltithat the EU is

among the major global consumers of some daddtihe product scope sectigohapter

5) of this ImpactAssessmentlentifies cattle wood, palm oil, soy, cocoa and coffee as

the most relevant commodities to be considered

80 FAO and UNEP, 2020. The State of the World's Forests 2020. Forests, ebsdglivand people. RomeéAvailable at
|http://www.fao.org/3/ca8642en/CA8642EN. pdf

61 Hosonumaet al. 2012 An assessent of deforestation and foreggradation drivers in developirgpuntries Environ. Res. Lett. 7
0440009. Available at https://iopscience.iop.org/article/10.1088/9228/7/4/044009/pdf

62 FAO and UNEP, 2020. The State of the World's Forests 2020. Forests, biodiversity and people.ARuiakle at
|http://www.fao.org/3/ca8642en/CA8642EN. pdf

8 |EEEP. 2019. EU Consumption as a Driver of  Global DeforestationAvailable a
https://ieep.eu/uploads/articles/attachments/d99fefib&4592h59e
63612a6ea9b2/EU%20consumption%20and%20deforestation%20factsheet%20(IEEP).pdf?v=63744063219

16



A 2013study** used two different models to estimae impact of EU consumption on
deforestation The first model estimated th&U imports of crog and livestock were
responsible for about 9 million hectares of deforestation gloloaky the period 1990
2008 (i.e. 500 000 Hgear on average)This meant almost 36% of all embodied
deforestation in crop and livestock products traded internatiodaling that periocr
7% of global embodied deforestatidhnontradedproductsconsumed domesticallyere
included The second modebased on consumption of final produastimated EU
contributionto global embodied deforestatiémbe732 000 Héyear, or 10% of thetotal
global embodied deforestation (including domestic consumpfidre different estimates
resulted from methodological differences of the two models.

Based on thenodel anddata included in a recent research p&p&U consumptiot?

during the period 20068017 was responsible fdr9% of the tropical deforestation
embedded in the international imports of the six commodities selected in the product
scope(6% if domestic consumption of producing countries is consideién) following

figure presents the contribution of EU consumption to deforestation risk for each of the
main commoditiegpalm oil, soycattle cocoa, coffee and wootisee also chapte).5

Figure3 Contribution of imported consumption to risk of deforestation for selected commodities (average of
period 20082017 in thousands of hectares per year; only countries larger than 10% areishinncharts for
individual commodities Source: own elaboratidbased on data from Pendrill et al (2020). (RoW: rest of the world).
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64 EC. 2013.The impact of ELtonsumption on deforestatio@omprehensie analysis of the impact of Etdnsumptioron
deforestationTechnical Report 201863, Available at
https://ec.europa.eu/environment/forests/pdf/1.%20Report%20analysis%200f%20impact.pdf

8 Pendrill F, Persson U. M., Kastner, 202Q Deforestation risk etvodied in production and consumption of agricultural and
forestry commaodities 2008017 (Version 1.0) [Data set]. Zenodo. Availab|étaps://zenodo.org/record/4250532#.Y GrNvOBuUKiL M
66 Based on imports of wood, palm oil, soy, cocoa, coffee and beef from Eurostat Comext data.
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The overall lower figures in relation to those found in previous studies are consistent
with the significant growth in commodity consumption bthe rest of theworld
economiessompared to thenore stable consumption of tl&J) during the past decagde

as shown in the following figure

Figure4 Relative growth of import of selected commodities (in tonnes) by the EU and the rest of the world in
the period 2002017. Source FAOSTAT. Based on palm oil, soy, beef, cocoa and coffee. Imports in 2008 = 100.
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2.3.1 2.3.1 Market and requlatory failures

At the global and regional level there are a number of general, political commitments
regarding the protection and conservation of forests. However, while consumption of the
abovementioned commodities drives the problem of deforestation and degradation, the
markds currently fail to account for these environmental costs. They therefore do not
provide sufficient incentive to change EU consumption away from these products with
harmful supplychains and equally do not encourage the consumption of deforestation
free @mmodities and products in the EUhis first failure is thatmarket prices do not
reflect how one activity produces costs or benefits for other actiatiegsmpactson

18



environmental and social issuespecifically, deforestation results in negative
externalities, including increased release of carbon into the atmosphere associated with
global climate change, biodiversity lossrough loss of habitatloss of associated
ecosystem services with subsequent impacts on agricultural%jeddd increasedsks

of pandemis by bringing nature and people more in contact through land cle@hiege
externalities are not reflected in the price of the products provoking deforestation.

Solutions to externalities include ensuring that prices reflect the extermabre
accurately (i.e. internalise) or by correcting the market through regulation of the
particular activity.

The second failure is the lack ofewvel playing field forEU operators that want to source
sustainable productsA recent repoff focusing m 500 relevant corporations and
financial institutionsconcluded that 4% of them did not have in place any deforestation
commitments. This means companies aiming to clean their supply chains and prevent
deforestation and forest degradation are forceddmpete on the EU market with
companies that do not implement sustainability considerations in their supply chains and
face at the same time the increased costs of sourcing sustainably.

It is then no surprise that a majority of industry associations and businesses advocate for
binding EU rules that level the playing field, establishing the same requirements for all
competitors.The aline public consultation of this impact assessnmspsdfically asked

UHV SR QG H Q BU/levEKdeMaKesldé rAeasures would reduce unfair competition

from other businesses that have not made voluntary pledges/commitmests R X W

RI EXVLQHVVHY DQG LQGXVWU\ DVVRFLDWan&®a@&ply 9OQVZHUHG
DQVZHUHG pQR |

A recent position paper issued by COCERAL, FEDIOL and FERAgLied MNany of

our companies involved in the soy and palm oil supply chain are already voluntarily
implementing a (horizontalflue diligence Making the implementatio of such tool
mandatory would not only enhance the level playing field across European companies,
but also increase awareness among all supply chain actors

The third failure is the d@sence ofa dedicatedEU legal framework and of kegally
binding internationalinstrumentfor the protection offorest againstdeforestation and
degradationAt EU level, as explained in the first chapter, existing legislation addresses
some drivers of deforestation (illegal logging or biofuel consumption), but nohaire

one, which is agricultural expansioAs explained in the text box below the
FLEGT/VPA legal framework did not deliver on its objectives

57 Leite-Filho, A.T., Soaresilho, B.S., Davis, J.Let al. Deforestation reduces rainfall and agricultural revenues in the Brazilian
Amazon.Nat Commuri2,2591 (2021)
%8 https://forest500.org/sites/default/files/forest500_2021report.pdf
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Box 1. FLEGT Regulation/ VPAs: Key findingsfrom the Fithess Check

The Fitness Checkf the FLEGT Regulatiorhas confirmed thechievementof
FLEGT VPAs in terms of enhanced stakeholder participation and improved
governance frameworks in partner countrégsl, at the same timdéijghlighted a
number ofshortcomings othe FLEGT Regulationlt also pointsd the fact that therg
is limited evidencethat the VPASs overall have contributed to radgdllegal logging.
While the EU system itself would be an efficient tool to lower the compliance
for EU operators, the main instrument forafgerationalizatin, i.e. the VPAshas not
delivered. One of the main problems as regards the FLEGT Regulation is the fg
the main EU trade partners have never shown interest to engage in VPA pro
resulting in only 3% ofimber importscovered by an operationgPA system.

Progress in VPA implementation has also been slow and there is no clear evids
their impact in terms of supporting the implementation of the FLEGT Regulatiof
stopping illegal timber from being placed on the EU market. Only one rgooithe
15 with which the EU has engaged in a VPA process, has an operating H
licensing system in place, more than 15 years after the FLEGT Action Plan g
basis for these processes in 2003. Only one country from the top 10 EU |
trading pamers is engaged in a VPA process.

VPAs are complex and legally binding trade treaties, coveringufalsmcial and
human rights dimension of the forest sector. This means the negotiations are d
DQG FRPSOH[ XVXDOO\ WDN L QuhentH Drar row Re juickl
DQG IOH[LEOH WRROXWKH\ ZHUHXxH[SHFWHG WR
SDUDOOHOV RXWVLGH WKH (8 DQG RXWVLGH W
economic fields share similar environmental, social and humgguts implications

LQIUDVWUXFWXUH PLQ&QBAs bReRrade Wektipg/ foO & sing
commodity and derived products, the EU lacks the leverage of its full ecor
weight and the advantage that it enoy ZKHQ LW QHJRWIr&ye\
Agreements.

The concept underlying the FLEGT Regulation, in particular the VPAS, is not f
the expansion of the scope from legality to sustainability based on a harm
definition of deforestation and forest degradation free. Looking at the results 9
further investment of considerable resources into VPA processes cannot be ju
Considering that timber and derived products covered by FLEGT VPAs covel
3% of timber imports into the EU, the benefits do not justify the costs.

At international levelthe existence of a legally binding international instrument has been
discussed since the United Nations Conference on Environment and Development in Rio
de Janeiro in 1992, but the global community has not been able to agree on the need for,
the possiblestructure and commitments of such an instrument. No discussions are
currently ongoing that would indicate that developments will go beyond the current non
binding initiatives and fora. At national level while soMemberStates such as Frafige

have takeror are contemplating steps to address issues related to the transparency and
accountability of supply chains, action at EU level would ensure a coherent approach

5 More information is available &tttps://www.deforestationimportee. fr/fr
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across the EU, ensuedevel playing field and leverage the impact on deforestation and
foreg degradation.

The fourth failure consists of an underlying lack of transparency and information
asymmetries derived from the lack of common standards and reliable information
available tomarket actors Information asymmetries occur when, in an economic
transaction, one party has more information than the other does.

24 24 How will the problem evolve?

The population of the earik expected to growo 10 billion by 2050 which will lead to
a growth of consumptiomhe changing climatevill in addition affectfood production in
many areas of the planaie therefore have to expebbth an increasd demand for
agricultural land ang@ressure on forests.

Without further action deforestation will most likely continue at rates that are
incompatible with may international objectives, including the objective of the Paris
Agreement of keeping the temperature rise belon2&grees

A feasibility study undertaken for the Commisdfbrconsidered that the global
production and the export of globally traded agricultural prodoatsing from supply
chainsassociated with deforestati@md forestdegradatiorwill continue togrow in the
coming years. The major commodities driving thasidentified by the studywill be

cattle palm oil, soy, and timber. The study also found that EU consumption of globally
traded agricultural product®ming from supply chaingssociated with deforestationll
stagnate for some (e.cattle soy, pulpwooll but increase for other (e.g. palm oil, cocoa
and coffee). Overall, itpredicted that the amount of deforestation associated with EU
consumption would increase, with the approximate range of EU embodied deforestation
rate being betweer08,000 and00,000 hectares per ydar2030.

Nevertheless, the role of Bwoduction and consumption as a drivedeforestation will
decreaseproportionally the same report noteés Asiawill significantly increase its
demand for commodities related to deforistasuch as soy and be&his will increase
theneed fordialogues with other major market play&vgackle global deforestation and
forest degradation angromote global clean supply chain¥he baseline scenario
proposed in this impact assessment deesthat, without new EU policy measures the
EU $ forestfootprint will increasein the coming decadd-or more see section 5.2 on
baseline.

0 COWI 2018 Feasibility study on options to step up EU action against deforestatiwailable at
https://ec.europa.eu/environment/forests/pdf/feasibility_study_deforestation_kh0418199enn_main_report.pdf
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3 3 WHY SHOULD THE EU ACT?

3.1 31 Legal basis

EU competence to act in the area of deforestation and forest degradatrmfrom the

articles of the Treaty on the Functioning of the European Union (TFEU) related to the
protection of the environment (Articles 21 (2.f) and 191 (2) TFEARicle 21(2.f)
UHTXLUHV W Kéip 8eQdloR (ptetnational measures to presarve improve the

quality of the environment and the sustainable management of global natural resources,

in order to ensure sustainable development$ UWLFOH UHTXLUHYVY WKH 8¢
the environment to aim at a high level of protection.

Article VWD W the¢/ EwWapé&akV Pérliament and the Council, acting in
accordance with the ordinary legislative procedure and after consulting the Economic
and Social Committee and the Committee of the Regions, shall decide what action is to
be taken byhe Union in order to achieve the objectives referred to in Article’ 191

3.2 3.2 Subsidiarity: Necessity of EU action

While environment is a competeashared between the EU and tlemberStates, the
impact of initiativesby EU MemberStates(such as the ones described above), which
might affect the functioning ahe internal market and theadeaspectof the initiative
provide a justification forommon European action.

The absence of applicable rules at the European leveeppibnsible business operators

that are ready to clean up their supply chains at a competitive disadvantage and rewards
unsustainable behawin Thesupplychains for the products covered by the initiative
intemational andvery oftenglobal. It is esgntial to ensure a level playing field for
operatorsat the EU leveiin terms of requirements to be met before placing products
(commodities and deriveproducts) on the EU markédr the first time For this reason,
EU-wide measuresare necessaryThey should bedesigned toensure a common
understanding of deforestati@md forest degradatiefinee supply chais and to increase

the transparency of such supply chains

Were the EU not to act, the problem of deforestation and forest degradation reldted to E
consumption would persist and further deteriorate. This could negatively affect the EU's
efforts in the field ofylobalbiodiversity protectiorandclimate change

While there is currently no regulatory framework to reduce the impact of EU
consumption ordeforestation and forest degradatitwo Regulationgthe EUTR and
FLEGT Regulation)focusing on the legality of timber placed in the EU maikate
been developed as part of the FLEGT Action PlErese instrumentsould potentially

be affected by the ew initiative (see section 8.)

3.3 33 Subsidiarity: Added value of EU action

The main drivers of deforestation and forest degradation are linkdatko the EU
market andnternational trade. Action at EU level to address the consumption footprint
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of the EU would provide the benefit of the EU experience in dealing with complex
supplychain issues (e.g. stemming from the illegal logging related legislation for
example) andvould address international trade issues in a coordinated and harmonised
way.

As some Member States have started taking action at national level, the potential impacts
on the internal market and the protection of the internal market also justify acihh at
level. The EU action could complement and strengthen national efforts of Member
States.

4 4 OBJECTIVES: WHAT IS TO BE ACHIEVE D?

While the problem of deforestaticend forest degradatiols wide andtouchesmany
different areas, includingocial economt and environmental issues, this initiative
focuses specifically on measuresnonimise the placing of products associated with
deforestation or forest degradation on the EU market

A single &tion by the EU(and EUalong will howeveronly have a limited impact in
reducing global deforestation and forest degradatiohherefore, ooperation with
producing and consumer countries, as well as with international organisations, is crucial
to avoid leakage and to achieve the goal of hafjiobaldeforestation.

Work towards these goals is foreseen in 2089 Communication, which in its annéx

lists over thirty precise actions across five priorities that the European Commission
commits to carry outdence assessment of impacts of this init&tieeds to be seen also

in the context of the other actions being put in platgarticular with regard to producer
countries, the El¢an build on years of experiencetire international forestry area: the
Forest Partnergh currently being developedill be a useful tool to tailor outreach as
well as policy dialogue and financial support for capacity buildifige sustainable
development chaptein trade agreementould also contribute to addrasg the global
problem of deforestation

The proposed policy options will require products to have been produced in compliance
with the deforestatioffree definition (see section 4.4) and with the laws of the country of
production. The latter means that labour, environmental and human rights laws
apgdicable in the country of production (both national and international)neid tobe

taken into account when assessing the compliance of products with this initiative. This
includes the rights of indigenous peoples, which is expected to contributetecting

the rights of vulnerablecal communities

Other EU legislative initiatives, such as the onsustainable corporate governance
currently being developeavill be specificallydesigned to addresise broader sociand
human rightsaspects. It willdo so by requiring companies across all sectors to identify,

"L https://eurlex.europa.eu/resource.html?uri=cellar:ald5a4dz0 11e99d0101aa75ed71a1.0001.02/DOC_2&format=PDF
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prevent,and mitigate actual and possible adverse impacts on human rights (including
labour right), health and the environment (including the climate), in their own operations
and value chairid The present initiative will not specifically targtte financial sector

and investmentsExisting initiatives in the areafcsustainable finance, such dset
implementation of the EU Taxonomy Regulation andftiiere Corporate Sustainability
Reporting Diective currentNFRD) are better suited taddress the deforestation impacts

of the finance andinvestmentsectors thereby complementing and supportingsth
legislative initiative on deforestation.

41 4.1 General objective

The general objective of this trative is to mLQLPLVH WKH (81V FRQWULE
deforestation and forest degradation worldwide thus reducing the EU contribution to
GHG emissions and global biodiversity loss

42 4.2 Specific objectives

Specific objectives are tailored around policy options identified and set out concretely
what the policy intervention is meant to achieve:

a. Minimise consumption ofproducts comingrom supply chains associated with
deforestation or forest degradation

b. IncreaseEU demandfor and trade in legal angh G H | R U HI'\J\RtBnWhb dRti@s
and products

72 A description of the interplay beeen the due diligence requirements in the Sustainable Corporate Governance (SCG) initiative
and those established in the legislative initiative on deforestation is included in Box 3
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4.3 4.3 Intervention logic

The above figure captures the intervention logic of the initiatinking the problems,

their drivers andhe objectives The proposed legislative initiative will cover a range of
products/commodities associated with deforestation and forest degradation and will be

based on a definition of deforestativee product/commodityThrough an expanded

product scopeand bPGGLQJ WKH UHTXLUHPHQW RI SGHIRUHVWDWL
based on legality, the proposed measures will address the main driver of deforestation,

I.e. agricultural expansion, thereby reducthg EU { Wontribution to deforestation and

forest degadation.The impact assessment analyses diffegpelity optionsfor achieving

these objectives

44 4.4 Deforestationfree definition

In developing thebjectivesthat link the analysis of the problerar(dits drivers) to the
options for possible demandisi measures, operatiorg@finitionsneed to be developed
againstwhich the compliance of commodities and products under the scope of the policy
tools will be measured.

As was the case under the EUTR and the FLEGT Regulatiepoticy options in this
impact assessmentll continueto requirethe compliance of products with the rules of
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the country of productior? in other wordstheywill cover their legality. However, they
will also go beyond that toassess whether products adeforestationand forest
degradation freeTo meet the ambition of the initiativéhe definition ofdeforestation
and forest degradatiahould rely as much as possible on internatioradlgkedcriteria,
should ensure legal clarity, and should be measyrbbked on quantitative, objective
data.

All available evidence and the inputs from stakeholdeggest this is the right decision
to attain the desired goals of this initiative.

First, available reports confirm that a sizable part of ongoing deforestatitagal
according to the laswof the country of production. Forest Trefitisstimated in 2014 that
almost half of all tropical deforestation between 2888 2012 was driven by the illegal
conversion of forestands for commercial agriculturéhe same @anization estimates

that between 2013 and 2019, around 69% of deforestation destined to commercial
agriculture in topical countriesvas illegal. These reports tend to focus on countries with
weak governance the global share of deforestation that isghl might be lower? ,

but already providelear data signalling that leaving out deforestation that is legal in the
country of production would undermine the effectiveness of the policy measures.

Secondfocusing only on legalityvould makethe intervention rely on the stringency of
non-EU countriesfequirements and their enforcemerttis would make it deperedt on

the decisions taken in third countriasd their potential political turns. This could also
potentially encourage a race tathottom in countries highly dependent on agricultural
exports that may be tempted to lower their environmental protectionawibw to
facilitating the access oheir products to the EU markdixports from a country with
stricter environmental cont®Icouldthereforebe adversely affected when compared to
those of countries with less demanding contna@gardless of whether the latter presents
a higher risk in terms of deforestatiomhis type of requirement coultherefore
discourage the adoption ofore effective environmentabntrols

Third, establishinga deforestatiordefinition could facilitate the implementation of the
measuresResults fronmthe Fitness Checthat looked at the due diligence implemented
underthe EUTR suggests that due diligence obligationly relying on the laws of the
country of origin are sometimes difficult tomplement, as companieand public
authorities in charge of enforcemerged to find their way among foreign documents,
certificaies and laws, written in foreign languages, and sometimes produced in countries
with high levels of corruption where ascertaining the reliability of documentsatsay

be very difficult. A deforestatiorfree definition opers anew, more straightforward way

of checking compliance, whereby an operator or a public authority could check whether a
product is deforestatiefiee by resorting to widehavailable satellite monitoring tools
(provided that the exact area of production can also be ascertained)

3 https://www.forestrends.org/publicationsf/illiciharvestcomplicit-goods/
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Fourth, the overwhelming majorityof respondents (88%) to thenline public
consultation QPQ carried outfor this initiative® (see Annex 2)indicated their
preference foassessingroducts based on an EU definition of deforestatien, rather
thanonly thear legality according to the laws of the couniy harvest or proaiction. In
addition the OPC showestrong supportor a deforestatiofiree requirement or standard
that products must comply with to be placed on the EU market.

For these reasond] aroposed policy optiongely on a singledefinition of what is to be
consideredisdeforestatioffree aswell ason compliance with the laws of the country of
production This will be the basis fothe obligationsfor EU stakeholders including
companiesand EUcompetent authoritiedt will also be relevant fostakeholder# third
counties that have commercial relations with the EU.

A secondquestion is whiclparticulardefinition 2 among the different options provided
by the literature review and stakeholdeconsultation 2 is best suitedo fulfil the
objectives of the policintervention This impact assessmesupports the adoption of the
definition explainedbelow, whichis closely relatedto the definitions of forest and
deforestatiorusedby the members of tHeood and AgriculturaDrganisation (FAOY.

All policy measures will rely on the following definitions:

X J)RUHVW LV GéhoLgpah@ngDnvore ¥han 0.5 hectares with trees higher
than 5 m and a canopy cover of more than 10% (emeer criteria), or trees
able to reach these thresholds in situ. It does not include land that is
predominantly under agricultural or urban land use.7 KLV LV WKH GHILQLWL
by the FAG®. Some tree plantations are explicitly recognized as forestheby t
FAO in the explanatory notes of the forest definition, namely ruisoed, cork
oak and Christmas tree plantatiéhst is howeversuggested that all plantations
are excluded from the definition of forest or otherwise converting pristine forest

" Note that indication of responses reported in this Impact Assessment concern unique responses to the OPC and the, campaign
responses which were analysed separately as explaiemex 2.

SFAO. 2018. Global Forest Resources Assessment 2020: Terms and Definitions. Forest Resources Assessment Working Paper 188.
Rome. Available ghttp://www.fao.org/3/I8661EN/i8661en.0df

78 http://www.faoorg/3/I1866 LEN/i8661en.pdf

" The explanatory notes from the FAO

1. Forest is determined both by the presence of trees and the absence of other predominant land uses. The trees

should be able to reach a minimum height of 5 meters in situ.

2. Includes areasithh young trees that have not yet reached but which are expected to reach a canopy cover of

10 percent and tree height of 5 meters. It also includes areas that are temporarily unstocked deeitingear

as part of a forest management practice or nladisasters, and which are expected to be regenerated within

5 years. Local conditions may, in exceptional cases, justify that a longer time frame is used.

3. Includes forest roads, firebreaks and other small open areas; forest in national parks seateseaerd other

protected areas such as those of specific environmental, scientific, historical, cultural or spiritual interest.

4. Includes windbreaks, shelterbelts and corridors of trees with an area of more than 0.5 hectares and width of

more than 20@neters.

5. Includes abandoned shifting cultivation land with a regeneration of trees that have, or are expected to reach,

a canopy cover of 10 percent and tree height of 5 meters.

6. Includes areas with mangroves in tidal zones, regardless whether déhs @dassified as land area or not.

7. Includes rubbewood, cork oak and Christmas tree plantations.

8. Includes areas with bamboo and palms provided that land use, height and canopy cover criteria are met.

9. Includes areas outside the legally desigtat¢ RUHVW ODQG ZKLFK PHHW WKH GHILQLWLRQ RI 3IRUHVW’
10. Excludes tree stands in agricultural production systems, such as fruit tree plantations, oil palm plantations,

olive orchards and agroforestry systems when crops are grown under tree cover. Netag®donestry

VI\VWHPV VXFK DV WKH 37DXQJ\D" VA\VWHP ZKHUH FURSY DUH JURZQ RQO\ GXULQJ WKH IL
should be classified as forest.
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into some kinds of plantationwould not be considered deforestation. This is the
only slight deviation from the FA@pproach

x '"HIRUHVWDW L R Qthe von@ersldn@HdasedD td other land use, including
conversion to plantations, independently wheti@maninduced or not. 7KLV LV
also the FAO definition, only slightly modified to cover conversion to all
plantations.

x Forest degradation is defined @& KDQJHV ZLWKLQ D IRUHVW ZKLFK
its species composition, structure, and/or functiowd aeduce the capacity to
VXSSO\ SURGXFWYVY VXSSRUW ELRGLWHidJikeLRFX® DQG RU
does not have alefinition of forest degradatignthe proposeddefinition is
consistent withdescriptionan FAO reportswhich say that ¥orestdegradation
entails a reduction or loss of the biological or economic productivity and
complexity of forest ecosystems resulting in the loemgn reduction of the
overall supply of benefits from forest, which includes wood, biodiversity and
other productsr serviced?”

X UW'HIRUHMWBMAL Br@uct/commodity that has neither caused nor
FROQOWULEXWHG WRZDUGYVY GHIRUHVWDWLRQ RU IRUHVW

This choice of definitiondasseveral advantages. First, they rely on internationegd

definitions, meaning they have already been discussedrangsadamong members of

the FAO. Second, the concepbf forest anddeforestation rely on precise physical
characteristics and thresholds that can be measured, often with remote technical tools

such as satellite images. Thirthese definitions are relatively simple, and¢an be

uniformly implemented across the globeDV WKH\ GRQTW UHO\ RQ QDWLRQ
easing implementation and enforcement

Severalother options were ruled ouThe patties to the United Nations Framework
Convention on Climate ChanggNFCCOQ), building on workof the FAO,agreed® on a
definition of forestghat involved aange ofthresholds, for example tree candmtween
10% and 30%, leavingcountries leeway to select their precise definition. This flexibility
wasconsiderednappropriatdor this initiative asit would lead to uneven implementation
(products from some countries would be subject to a different standard than products
from othe countries) andvould have madenonitoring with remotesensingtools more
difficult. It is to be noted, however, that the chosen definition falls within the range
agreed bythe UNFCCC and that national particularities will be taken on board in the
prefered policy option by requiring that produ@sobe compliant with the laws of the
country of production.

78 http://www.fao.org/3/ca8642en/online/cag642en.html
8 https://unfccc.int/sites/default/files/resae/docs/tp/tp0201.pdf
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Other options ruled out were based systems likethe High Carbon Stock Approach
which try to categorise differemypesof forests according to their environmental value
which then could be usdd better assess degradatidhese sophisticated systems were
rejected onthe grounds that they are not available worldwitteys jeopardising equal
treatment of all products raglless of their origin, and that many times they rely on on
the-ground monitoring,hampering the possibility of remote monitoring with satellite
images.

45 45 Cut-off date

Another essential decision, in relatiomthe deforestatioffree definition, is thecut-off

date. This meana specific point in timdrom which the productsssued fromnewly
deforested or degradddnd will be penalised bythe policy intervetion 2 essentially
with a prohibition of placing on the EU market, whichasommon measure tall

proposed policy options

The cutoff date needs to be uniform for all commodities and products cowgréde
instrument in order to facilitate implementation and monitoring. The sameftdtate
set in the initial intervention needs to be maintaifedfuture revisions and updates of
the product scopeagain, in order to facilitate implementatootherwise, companies
might be faced with the task of dealing with similar products covered by differeatfcut
dates and having to adapt their supplyich&o each of them.

Thereis consensus in the literature and amongny stakeholders thahe cutoff date
should not lie in the future, as this could risk triggeringdeforestation rush L Q
countrieswhich may be tempted to clear forests quicklyand essentially achieving the
oppositeobjectiveof what is sought with the EU intervention.

Beyond that general consensus, the positions among institutions and stakeholders varied
widely.

The European Parliament, in its resolutigith recommendations tthe Commission on
an EU legal framework to halt and reverse-&iyen global deforestatidf) proposed
3QR ODWHU WeRe@wable Energy Directifeuses 2008 as the daig which
risk fuels are identified according to land expansion criteria. \fatyrcertification
schemes for different commodities have set differenffutlates and advocate f&U
legislationto use their ownThe Forest Stewardship Counigiitially set 1994 as the date
after which plantations converted from natural foresere not qualified for FSC
certification The Rainforest Alliance sets 2%4The Roundtable on Sustainable Palm
Oil sets a requirement to protect natural forests a cutoff date of 201&. In addition,
the same discrepancies are present in the indus{ry$ & S6y Sourcing Guidelines

80 https://www.europarl.europa.eu/doceo/documei®20200179_EN.html

81 hitps://ec.europa.eu/commission/presscorner/detail/len/MEMO_19_ 1656

82 https://www.rainforesalliance.org/business/wgontent/uploads/2020/06/Annd2-AdditionalDetai-On-Requirements-or-No-
conversion.pdf

83 hitps://www.greenpeace.org/static/planetdlaysiastateless/2021/03/f66b926@€struction_certified_09_03_21.pdf
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includes a cutoff date of no later than 2020 The European Cocoa Association, in a
letter addressed to the Commission, has defended 2018.

Another factor to be taken into account is technology. Satellite monitoring tdulsh w
are essential for monitoring, are improving rapidlyincreasing the available resolution
of their images and their capabilitiés, especially in recent years. For instance, Global
Forest Watch data is available since 2000 but the methodology hagedhand
improved since 2013 due to better technofagy this sense, the more recent the date,
the more tools will be available to monitibie implementation of the measures

These factors and the conflicting proposals of different stakeholders wereiméaien
account. Several potential dates were analyBleid.impact assessmestnsiders 2020 as
the preferable optiofor a cutoff date Themainreasons are

1. It would align the cutoff date to the81 6 XVWDLQDEOH '"HYWM@BOSPHQW *R|
countries around the world have committechaling deforestation by202®¢, and the
New York Declaration on Forestaiming atcutting naturalforest lossby half by 2026

2. It will mitigate potentidy negative social and economic impacts in partner countries,
limiting the amount of smallholders that would be caught working on land whose
products cannot be sold to the EU, and ensuring that nearly all current commodity
production fromproducingcountriescan still make the cut.

3. It would moderate the immediate costs for operatoeducingthe administrative and
financial burden related to complian@s most products currently in trade would be
sourced from land put into production prior to 2020, pitimg time for operators to
adapt.

4. It would reduce the likelihood of supply difficultiecsommodity shortagesr sudden
price changedror five of the six relevant commodities (beef, coffee, soy, palm oil and
cocoa), the majority of EU imports are fronsraall number of producer countries

5. It ensures widespread availability of modern monitoring tools.

6. It will match the main objective of this initiative, which is to halt Htiven
deforestation. Resorting to a date in the past will not bring pristine fdyaskgo their
previous state. Other initiatives, both at the EU and global level, deal witlestEiton
and reforestation efforts.

Several other options weo®nsidered in particular a eaff date by2015,assuggested

by the European Parliament. This wast taken up athe main advantages linketb a
cut-off date of 2020 would not be achieved, maly: a) 2015 wouldnot be firmly
anchoredin the Sustainable Development Goals and the New York Declaration on

8 https://www.greenpeace.org/static/planetdlaysiastateless/2021/03/f66b926estruction_ceified_09 03_21.pdf

85 https://www.globalforestwatch.org/blog/daaadresearch/treeoverlosssatellitedatatrend-analysis/

% *RDO 3 %\ SURPRWH WKH LPSOHPHQWDWLRQ RI VXVWDLQDdgstorél PDQDJHPHQW
degraded forests and substantially increase afforestation and reforestation glbtipBy/sdgs.un.org/2030agenda

87 https://forestdeclaration.org/
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Forests; bYhe available monitoring tools would be more limited than for 392f) it

would increase the potential problems for smallholdetina countries, as well as the
likelihood of supply disruption The same reasons appli@dther possible dates suah

2008 used in th&renewable Energy Directiv&@he negative effects would be even more
pronouncedwith fewer tools available to accurately and remotely monitor deforestation
by 2008 and a higher risk of supply chain disruption and potential negative impacts in
producing countries.

5 5 WHAT ARE THE AVAILABL E POLICY OPTIONS ?

51 5.1 Product Scope

For the definitionand the assessment of impaofspolicy options, it is essential to
identify the commodities anderivedproducts falling undethe scope of this initiative
Therange oftimberproducts included in the scope of the EJWRsthestarting point.

In line with the recommendations of a majority of stakeholders, this impact assessment
endorses the view that thpeoductscope should regularly be reviewed and amengled
maintaining the same cofff date for new commaodities and producksis will allow to

adapt it to changing deforestation patterns and to partly prevent leakage problems that the
policy intervention may cause (see more details on leakageabion 6.1.9.

The initial scopedelineationhas to answer two questions: Firsthich commodities+
other than wood+tto include; second, whether and which produt#sved fromthose
commoditiedo cover(for example, cookiesontainingcocoa and palm qibr meat from
animals fed with soy

To answer the first questiothe approactaims at selecting a number of commodities
where the policy interventioms justified in terms of effi@ncy. Thereis a needto
understand how Europegmoduction ancdconsumptionhas beencontributing toglobal
deforestation and forest degradat on which commodities that impachas
concentrated, and théimally to perform a cosbenefit analysisttaking into account the
consumption ofeach of those commoditiex to selectthose where anEU policy
intervention could brindpighestbenefitsper unit value of trade

A number of research papers and reports have attempted to use deforestation, agricultural
SURGXFWLRQ DQG WUDGH GDWD WR HVWLPDWH WKH (81TV
footprint to specificcommodities An extensiveliterature review was carried out by the

study supporting this impact assessrfientith the aim of making a first list of
commoditiegsee also sections 2.3 on problem drivers and 5.2 on bas&hie)eview,

8 One example would be the freely available higholution satellite imagery of tropical forgstgdated monthly, put in place by

1RUZD\YV OLQLVWU\ RI &OLPDWH DQG (QYLURQPHQW D Q Gat@litesito\cBpiMre (n@ges\oH PRQ LW R U L (
the Earth on a daily basis. The best images from a given month are stitched togetheseimtaess, cloudless, mosaic. These

monthly mosaics give users a clear picture of where deforestation is happening and how it has progressed Theseimenthly

high-resolution images are available since 2020. More information hips://www.planetom/explorer/#/mosaic/45d0156099
42d8b8f2-a0851accf3e7.planet_medres_visual_2021mosaic/zoom/2.3

8¥SWXG\ FRPPLVVLRQHG E\ WKH (XU R Stddy @n BURfEr&st pokcl:Rndpact aséesment on demand side

measures to address deforestatiBmal Report.
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and the underlying resedr,ds not without g@s. The statistics usday some of those
reviewedreports are off, and the numbers have substantially changed. Some Yapers
start from apreliminary list of commoditiegswhich makes them uncomprehensive.
Other$? focus only on tropical deforestation. A majority disregards forest degradation,
which is much more difficult to measure.

In spite of these caveatthe literature review shawconsensus owhich commodities

the (8 § ¥mbodied® deforestation isnostly concentrated.This review delivered a first

list of commodities(beef, wood, palm oil, soya, coffee, cocoa, rubber and m#ia¢)

was put to the consideration of stakeholders via @mmmission Expert Group/Mutti
Stakeholder Platform on Protecting and RestdrifWv KH : R U O GTh¥re)was &INgV V
level of support for including the selected commodities in the scope, with some
stakeholders alsmdicating a need for further enlarging the list to cover sugar or meat
other than beef.

Thelist of the commoditiesvasthenfurtherreducedvia an efficiency analysisee table
1.) This efficiency analysiscompaed the hectares of deforestatidmked to EU
consumption, as estaed in a recent research pdfefor each of those commodities
with theaverage value of & imports

Figure5 Individual share of Ekémbodied deforestation due to the eight-gekected commodities between
20082017. Source: Pendrill F., Persson U. M., Kastner, T. 2020

Individual share of E¥mbodied deforestation
due to the eight preselected commodities
between 20082017

3,43/-1.62
7,01 5,01 \‘
7,54 \
8,62
m Palm oilm Soy Wood = Cocoa

m Coffee = Beef = Rubber m Maize

Maize and rubber account ftire smallest fraction of endulieddeforestation among the
commodities analysed, while their trade volumes are very large (around EUR 2.8 billion
per year for maize and 17.6 billion for rubber). Including these two commodities in the

% https://ec.europa.eu/environment/forests/pdf/1.%20Report%20analysis%200f%20impact.pdf

%1 https://www.wri.org/research/estimatimgle-severcommoditiesagriculturelinked-deforestatioroil-palm-soy-cattle
92 https://iopscience.iop.org/article/10.1088/18826/ab0d41/pdf

% Deforestation and forest degradation impacts of EU consumption.

% Pendrill F., Persson U. M., Kastner, T. 2020.
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scope would require a very large eff@abd significantfinancial and administrative
burden with limitedreturn in terms of curbing deforestation driven by EU consumption.

Table 1 Cost-benefit analysis of commodities for the scope other than wood . Source Pendrill
F., Persson U. M., Kastner, T. 202@nd own elaboration.
Embedded  Volume of Ratio mEURof imports
Commodity deforestation annual imports  covered by the policy
Ha in EUR millio®  intervention/Ha
Palm oil 67,66171 5,013 0.07
Soy 65,427.78 11,133 0.17
Beef 9,97577 4,304 043
Cocoa 15,03163 7,421 0.49
Coffee 13,967.76 8,060 0.58

The analysis therefore iden&fi six commodities for the scope of the legislative
instrumentpalm oif®, soy’, wood®, beef® (cattle}°°, cocod®, and coffeé?

The second question to addressratation tothe product scope was how to cover
productsderivedfrom theidentified commodities.

Three scenarios have been considered:

% Average annual imports 20229019 extracted from Comext using the HS codestimeed in the table presented later in this section.

For rubber HS40 and for maize HS1005 were used.

% Goldman, E., M.J. Weisse, N. Harris, and M. Schnei2@20. Estimating the Role of Seven Commodities in Agricutim&ed

Deforestation: Oil Palm, Soy, Cattle, Wood Fiber, Cocoa, Coffee, and Rubber. Technical Note. Washington, DC: World Resources

Institute. Available at wri. org/publication/estimatiﬁgeroleof sevencommodities-agriculturelinked-deforestation; FAO and

81(3 7KH 6WDWH RI WKH :RUOGTV )RUHVWV RyRe) HAVgAbBle BLRGLYHUV LW\
|htth //doi.org/10. 4060/ca864geh1enders S., Persson, U.M., Kastner, T. 20IBading forests: landuse change and carbon

emissions embodied in production and exports of fmektcommodities. Environmental Research Letters 10, noAd&ijable at
doi:10.1088/1748326/10/12/125012; VID. 2013. The impact of EU consumption on deforestation: Comprehensive analysis of the

impact; OrdwayE. M, AsnerG. P.,LambinE. F. 2017. Deforestation risk due to commodity crop expansion ifSallaran Africa

Environmental Research Letters 12:4. Avalia at https://iopscience.iop.org/article/10.1088/1R®26/aa6509 Hylander et al.

(2013),Effects of coffee management on deforestation rates and forest infattpsz//pubmed.ncbi.nim.nih.qgdk3772911f Pirker,

J., Mosnier, A., Kraxner, F., Havlik, P., & Obersteiner, BD16).What are the limits to oil palm expansioobal Environmental

Change, 40, 781 [https://www.sciencedirect.com/science/article/pii/S09593780163q0Btdna G, Stringerb SD, Vieilledenta G,

Szantoia Z, Garcidlloa J, Wich SA. 2018Small room for compromise between oil palm cultivation and primate conservation in

Africa. Proceedings ofthe National Academy of Sciences of the United States of America 115(3588351 DOI
10.1073/pnas.180477511Bstrada A, Garber PA, Chaudhary A. 2019. Expanding global commodities trade and consumption place

WKH ZRUOGTV SULPDW ReérIy\w7068 DO 18.V7h&&Y.LTBE WL R Q

9 Partiti (2020); Goldman, et al. (2020); VITO (2013); Pendrill et al. 2019; FAO and UNEP (2020); Henders et al. (2015)

% Goldman, et al. (2020); Pendrill et al. 2019; FAO and UNEP (2020); Hender$21&)

®Thecost EHQHILW DQDO\WLV WDEOH LV EDVHG RQ +6 FRGHV WKDW FRUUHVSRQG WR 3EH
document as it would allow for the progressive scope to be enlarged to derived products such as leather, which ifcat@®fant

deforestation according to literature and feedback from stakehdldersich should be properly studied in the impact assessment

foreseen to extend the product scope downstream.

100 Earthsight. 2020. Grand theft chaco; Goldman et al. 2020; FAO and UNER;(R@dders, et al (2015); VITO. 2013.

101 Goldman, et al(2020); Hylander et al(2013) VITO. 2013; IDH (2020) The urgency of action to tackle tropical deforestation.

February 2020. Prepared for IDH by FACTS Consulting, COWI A/S and AlphaBeta Sing@gddréltrecht, the Netherlands.

102 Goldman, et al. (2020); Hylander et al. (2013); IDH (2020); CBI. 208at is the demand for coffee on the European market?
[ https://www.cbi.eu/markeformation/coffee/tradstatistic§ ;  Conservation Internationa016. Coffee in the 21st Century,
https://www.conservationtg/docs/defaulsource/publicatiomdfs/cicoffeereport.pd
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1. Targeted scopewhere onlythe selected commodities are covered in the
legislaive instrument, based on the criteria enumerated above.

2. Progressive scop&hereselectedcommodities andertainderivedproducts are
included in a list that undergoes reguleviews

3. Expanded scope of commoditiewherebyall commoditiesand their derived

productsare covered in the legislative instrument.

The overwhelming majority of NGOs called for including all prodwgsivedfrom the
selected commoditiesom the outsetSome industry associations, suchC43CERAL,
FEDIOL and FEFAC!®, also called for including all product¥his comment from
industry came back on many occasionbere business representative=re referring to
the difficulties that a partial scope yn&ausein terms of compliance and internal
organization.

Such anexpande& scopewould increase the effectiveness of the regulation by closing
any gaps whichallow EU consumption of the relevant commodities in the form of
derivedproductsto continueto drive deforestation and forest degradation.

This impactassessmertonsidershe scenariofo 5 UR J U H V V Lthé HnogtsRitalHey

The decision to limit the list afommoditiesandderivedproductstems from thelesireto
balance the potential benefits with the neefatmur implementability and increase the
efficiency of the intervention. There needs to be an analysis of derived products, based
on potential costs and benefits, similar to the analysis of commodities. The analysis
would need to map which products would maximise the impact of the intervehtion
covering moe ground in terms of embodied deforestatibnat the smallest potential
cost. In addition, simply including all potential products in the scope without a clear map
of which products these are would imply that the EU wouldotmgosingnew rules
whose exdcscope and impacts are blurred, which would be against the Better Regulation
principles

The progressive scopger both commodities and derived produgtsuld also favour
flexibility and adaptability to changes in consumption in the, ldbal deforestatin
patterns,as well as to new knowledge or technological developments. The list of
commodities and derived products included in the legislative instrunvemitd be
regularly reviewed, based on the latest available evidence and scientific data on
deforestation and forest degradation associated with those producpotantial
additional produg and updated to addrgsstentialleakagassues gee section 6.1.14.

The identification of derived products to Bpecifiedin the scope requires a specific
study.Some of the commoditiea the scope, in particular palm oil and soya, are present
in high number of derivegroducs. Palm oil for example is widely used food and
shacls, cosmetics biofuel, animal feed pharmaceuticabnd other industrial products
The literature review and the consultation with stakeholderparticularwith industry
associationsdid not provideany readymadelisting or othermaterials This made the

103 http://www.coceral.com/data/162192986321ENV047%20COCEREDIOL-
FEFAC_Due%?20Diligence%20position_210423.pdf
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mapping ofderivedproducts to bedentifiedin the scope @aunting task that exceeded
the capacityf this impact assessment.

Therefore due to thee technical difficulties it was not possible within this impact
assessment to perform thecessary analysis to map and list the proddetved from

the relevant commodities that shouldibeludedin the scope. An exceptioare wood
products, where the product scope of the EU Timber Regulation already provides a base
to build on.

As a conequencethe conclusion is tanitially identify the main trading forms for each
commodity 2 as they appear in trade databases, see table BFe|lomith the exception
of wood, where the EUTR scope would usedand to postpone theetailedlisting of
derived products to a specific impact assessment anbtsequentimplementing
legislation.

Table 2 HS codes of the commodities and products to be included in the initial scope of the

EU intervention. Source Own elaboration.

Wood HS codes in EUTR scope

Beef HS0102,0201, 0202 020610,
020622, 020629, 4101, 4104 and
4107

Cocoa HS1801 to 186

Coffee HS0901

Palm oil HS120710 1511, 151321, 151329
and 230660

Soy HS1201, 12081,01507and 2304

52 5.2 What is the baseline from which options are assessed?

The baseline quantified hereafter reflects the deforestatidriorest degradatiampacts
of EU consumption in the context of these existing measures and settings.

The baseline builds on the qualitative and quantitative overview of the commodities
placed on the EU market that presenteforestationand forest degradatiorisk to
forests. The baseline attempts rfdel future consumptiortrendsin the absence of
addtional policy measuresand to estimate the impact of these trends on deforestation
andforest degradatioand CO2 emissions. The baseline, therefore, aims to illustrate the
impact of EU consumption on deforestation &mest degradatioand CO2 emissiondt
considers that unsustainalgatterns ofcommodity production will remain the same in
the absence of Epolicy intervention.The policy optionsanalysed belovaim toenable
replacing unsustainable consumption with sustainable consumption, by incamgivi
countries and companies to clean up their commodity production and supply chains.

To quantify a baseline one has to draw on data about the production of key selected
commodities, the volumes that are placed on the EU market and key impacts associated
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with their consumption within the EU such as embodied deforestation and greenhouse
gas emissions

In estimating the quantitative baseliriee evolution of imports to 2030 was estimated

based on projected annual growth rates found in literature (ywlossble) or otherwise

based on historical trenf To calculate the impact diis projected growth in
consumptionon global deforestation and G@missionsaverage intensity factors (i.e.
deforestation and emission ratios in ha/tonne and tCO2/tonpecte®ly) were derived

from literatureand applied to import volumes (historical and projecté@tie impact of

imports on deforestation and emissions is assumed to remain the same until 2030 (i.e. the
VDPH DYHUDJH pPLQWHQVLW)\ I&IP¥sR hevWkeD 2060 8n8 I03AW.HG RQ D

Table 3 Baseline figures for the EU intervention Source Analysis based on COMEXT, DG
AGRI®, OECDBFAQ"® Jonsson et al. (2021)°" Pendrill et al. (2020)% Global Forest Watch
(GFW1%, and FAOSTATY®,

20092019 20262030

Cumulated total imports placed on the EU27 market 810.5 1,042.3
(Mtonne)

&XPXODWHG WRWDO HPERGLHG 2,302.6 2,516.8
Cumulated total embodied emissions (MtCQ) 1,021.8 1,103.0

The analysis results in 2480 hectaresof embodied deforestatioand 110 MtCO2
annualemissionsby 2030linked to the commodities in the scofd#ese figurewill be
the basis for the calculation of benefits of policy options in section 6.

The figures of cumulated embodied deforestation and emissions need to be read with
caution. The simplified approach taken in the underlying study likely results in a
conservative estimate of the contribution of EU consumptiogldbal deforestation.
Geneally figures in the literature and previous studies are not directly comparable due to
methodological differencesut are mentioned here in order waderpinthe call for
caution in using those results.

The 2013 studyeferred to in section gstimated that the EU importeshmmodities
resulting in embodied deforestation betwes®0 000and 732 000Ha per year on

104 Study on EU forest policy. Impact assessment on ders@edmeasures to addressodestation.

105European Commission, DG AGRI (2020), EU Agricultural Outldukps://ec.europa.eu/info/sites/infitét/foodfarming |
[fisheries/farming/documents/agricultwaitiook2020report_en.pdf
106 OECD-FAO (2020), Agricultural Outlook 2020029, https://stats.oecd.org/Index.aspx?detesde=HIGH AGLINK 201¢

107 Jonsson et al. (2021), Boosting the EU folested bioeconomy: Market, climate, and employment impacts,
|https://www.sciencedirect.com/science/article/pii/S0040162520313044

108Pendrill F., Persson U. M., Kastner, T. 20R@forestation risk embodied in production and consumption of agricultural and
forestry commodities 2068017 (Version 1.0) [Data set]. Zeshm Available ghttps://zenodo.org/record/4250532#.Y GrNvOBuKiM
109Global Forest Watch Data availablghtips://www.
110FAOSTAT Data available @ittp://www.fao.org/faostat/en/#data
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averageduring the period 199Q008. These figures are much higher than the ones
resulting from the above baselingpart from differences inmethodologicalapproach
andtime periods, thescope of the commaodities assessethe 2013 wa broader, andt

the time of the analysithe EU included UK but not Croatia. These factors can all
contribute to thelifferent results

Other more reent estimates ai@oserto the baseline presented in the table above, such

as a study for the European Parliam&ntvhich estimated the impact of consumption (of
maize, soy, rapeseed, other oil crops, sugar crops, and beef) to amount to at least 258 219
ha and 73.8 MtC® Pendrill (2020)modelestimates EU total embodied deforestation to

be 220 000 Ha per yedwhen considering the complete set of commodities included in

the modelwhich is broader than the commodities coveneithe scopg

The figurebelow presents the contribution to the baseline of each commodity considered
2 taking into account only the commaodities of the scope

Figure6 Baseline prediction of total embodied deforestation of EU27 imports of key commodities2 @809
in hectares

53 53 Description of the policy options

A list of five possiblepolicy options was elaborated to achiebe objectives of the
initiative. The sources and the criteria through which the policy meastees selected
are elaborated in section 5.4.

The five policy options have then been assessed following the Better Regulation
Guidelines, measuringhe¢ extent to which they would achieve the objectives
(effectiveness)their respective key economic, social and environmental impacts and
benefit/cost ratiocosteffectiveness (efficiency); arnthe coherence of each option with
other EU policy objectivegcoherence) The impactshave been measured agairnsie
baselinepreviously describedn order to be ableéo quantifythem more precisely. A
summary of this ssessment is shown on Table 8.

11EPRS. 2020. An EU legal framework to halt and reversalfitén global deforestation Europeadded value assessment.
Available at https://www.europarl.europa.eu/RegData/etudes/STUD/2020/654174/EPRS_STU(2020)654174_EN.pdf

37



All options described below include the following elements:

X A prohibition to place products on the EU market that have not been produced and/or
KDUYHVWHG LQ DFFRUG D Q Hififtion(ds destibeR abidwaydD W LR Q
with the laws of the countries of origin.

X The same product scope covering a number commodities and prdddged from
them subject to review and revision (as descrilvesection 5.Jabove).

Box 2: Key findings from the Fitness Check on the EBT

The Fitness check has shown that the EUTR resulted in an improved sitnahiod

countries, including countries that have chosen not to engage in VPA processe
EU trade partners (Brazil, Russia, and Ukraine, for example) have taken st
strengthen their forest governance systems and reduce illegal logging to mg
requirements of the EUTR.

The EUTR zeven if hampered by a number of design elements and enforcg
weaknessest has shown some positive results in terms of both effectiveness
efficiency. Its worldwide coverage has provided the EU withasis to wik closely
together with other consumer countries to address the problem of leakage
resulted in some main consumer countries adopting similar legislative appro
Australia, Japan, and Korea are some of the main trade partners who follow
EUTR albeit with variations, while the US extended existing legislation to ¢
similar situations as the ones covered by the EUTR (Lacey Act). In the br
deforestation context, this is particularly important to bear in mind, as it show
the EU, eva with a decreasing market share, can have an impact and lead th
globally.

The Due Diligence system set up under the EUTR must however be improved
efficient, inter alia throughthe introduction of multiple new features which are tal
into congderation in this impact assessment and are described below (section 5

5.3.1 5.3.1 Policy option 1: Mandatory due diligence system, relying on a
deforestation free definition

This optionis based on the due diligence syst@aking into account the expences
with the implementatiof the EUTR, as explained in Box 2 above)jth new features
aiming to increase its effectives (see below),including universally applicable
deforestatiordefinition (see section 4.4.This due diligence system is the bas@alicy

options 1 to 4.

The system essentially consists afrequirement for operators that placelevant
commodites or producs for the first time on the EU market to exerctiee diligencan
orderto ascertainthat a) Those commodities angroductshave not been produced on
land deforested or degraded after theaftilate set in the regulation (see secdohand
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4.5) b) they have been produced in accordance with the laws of the country of
production

If any one of the two requirements is not Mebr if the operator cannot attain certainty
or a negligible level of risk that the requirements aré Pethen the operatashall not
placethose products on the EU market. The system, therefaedesa prohbition to
placenon-compliant products on the EU market.

Operators would have to develop and appldue diligence systemto perform their
duties This obligationwould apply to all operatorseeking to place elevantproduct on
the EU market for thdirst time, irrespective of their legal form, size or complexity of
their value chaing or where their headquarters drasel.

In order to exercise due diligenan operator would have to go through three steps. As
step one, operators need to ensure access to all inforntea@ssaryto determine
whether the risk associated with the commaodity is negliglbletep two,the operators
need to use thamformationto analyse and evaluate the risk in the supply claifrom
harvest or production to placing on the EU markettep three, except where the 8sk
arefound to benegligible,operators need ttake adequate and proportionatéigation
measures in ordeo effectivelyminimise the riskof placing incompliant products on the
EU marketto a negligible level.

If any of the three stepsannot be undertakedue for instance to the lack of information
available or the lack of robust mitigation toolsefiminate the risk of noncompliant
productsbeing placed on the EU markéhen the operatahall not placeghose products
on the EU market.

EU MemberStates in turn, would be obligedo ensurehe effective enforcement of the
measureSome of these duties will involvainimum inspections levelsnda formal role
for customs] D X W KiR theaAbl Ebvhmodities imported from third countri€kese
measures are described below.

The Fitness Cheadtif the EUTR(see box) revealed a series of shortcomings in terms of
design and implementation that had marred the effectiveness adi¢hgiligence system
under EUTR (see section 6.1.1.)These findings the most recentiterature and the
feedback from stakeholders have akaoidentify new featuredgor the due diligence
system of options 1 to 4 with view to increasing the effectiveness.

The new features thalre expected to increase its effectiveness in comparison with the
EUTR are:

1. Deforestatioffree definition Thisis the cornerstone of the improved EU intervention.
As explained in section 4.4, there is a high degree of consensus among stakenaolders
researchershat relying on universally applicabiatathat can be monitored remotely
can increase the effectivesesf the policy measures.
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2. Stricter traceability obligation3.he proposed due diligence systefmoptions 1 to 4
will require operators to ascertanelevant information on the country aratea of
production of the commaodities or products they intenglace on the EU markethere

is broad consensus thgdodtraceability is needed to unleash thé potential of remote
monitoring. It is to be noted thatosne of the commodities in the scope (like beef) are
already covered bgometraceability obligatbns due to food safetyles

3. A formal declaration of conformity with the regulation. Operators will need to present
to the authorities selfdeclaration before placing relevant commodities or prodmats
the EU marketThis is expected to facilitatdhe work of the member statauthorities in
identifying operators andn cases of noiwompliancejn building solid court cases.

4. Increased cooperatiobetween Competent Authorities ardstoms In the case of
commodities and products imported into the EU, custom authorities will receive the self
declaration. Custom authorities wdlsoneed to share information with other relevant
authorities in theMemberStates directly in charge of enforgrhe regulationThis will
address one of the shortcomings identified in the implementation of the EUTR.

5. A reinforcedsubstantiated concerns mechanidrke in the EUTR, atural or legal
personswill be entitled to submit substantiated concern€mpetent Authoritieswhen

they deemthat one or more operatorare breaching the regulatiorCompetent
Authoritieswill take necessary steps to detect possible breaches, including inspections or
and hearing of operatorsr otherwise justifytheir decisionnot to take actionThis
mechanism wawidely demanded by NGQs the OPC

6. Minimum inspection levels. Memb@&tates will beexpectedto conduct inspections
covering a relevant share of the commodities and products placed on the EU market,
which was not the case under the EUTR. In option 2 (see section 5.3.2), the inspections
could targetcompanies that trade wittommaodities producedhicountrieswith higher

risk of deforestation

Certification (or verification) schemes may, in some cases, contribute to achieving
compliance wih the due diligence requiremehbwever the use of certification does not
automatically imply compliance wittdue diligence obligations. There is abundant
literature on certification schemes shortcomings in terms of governance, transparency,
clarity of standards, relialify of monitoring systems, etc. (see more in section 5.4).

The consensus is that these schepmegheir own have not been able to provide the
changes needed to prevent deforestation. This is the position defended by the European
Parliament and by most NGOs, whereas businesses in general advocate for a more
prominent role of certification, including way for companies to use these systems as
proof of compliance with binding EU rules.

ODLQWDLQLQJ RSHUDWRUVY UHVSRQVLELOLW\ IRU FRUL
obligations when they use certification aims at ensuring that authorities remain
empowerd to monitor and sanction incompliant behaviour, as the reliability of those

systems has repeatedly been challenged by evidence on the ground.
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5.3.2 5.3.2 Policy option 2: A benchmarking system and a list of contravening
operatorsas a basis for aiered improved mandatory due diligence system
relying on a deforestation free definition

Policy option 2 build on the due diligence system laid out in policy optioift includes

a country benchmarking systethat will assign a risk level t@ountries takingnto
account deforestation and forest degradation linked to relevant commoditiese
assessments would be based on objectieenparableand scientific dataThresholds
EDVHG RQ GHIRUHVWDWLRQ UDWHV DV D VKDUH RI
deforestation figures will be set up to classify countries (both member states and third
countries) in three categories of riskow, standard and high riskkhe Commission
would make the country risk categorisation publicly availabled update the list
regularly. Countries will be updated by the Commission of their classification in one or
another categoryThe obligations for operators and member staathorities will be
adapted according to the level of risk of the country of production, with simpdfied
diligence duties for low risk and enhanced scrutiny for high risk.

Commoditiesproducedin low risk countries wouldallow operators to applysimplified

due diligence that will consist ahaking sure that these products or commodities have
been prodoed in thelow-risk country Risk assessment and risk mitigation obligations
would not apply in this caseThe enhanced scrutiny for commodities stemming from
high-risk countrieswould include higher minimum inspection rates obligations for
member stategver those shipments.

In addition, there will be st of contravening operatorshe Commission would publish

in the Official Journal of the European Uniarlist of contravening operatorsonceived

as ashame listith no legal consequencesn operato or trademwould be placed on the

list if a Member State administrative authority or court has impéisatiadministrative

or criminal sanction or penaltfor infringing their obligations under this regulation.
Member States would inform the Commission without undue delay about any such
sanctions or penaltietlpon receipt of such notification the Commissisould include

the operator or trader concerned on the list without delay and iffionrof its inclusion.

If, for a certain periodfter thefinal administrative or criminal sanction or penaliyp
further reports of sanctions or administrative or criminal proceedings concerning alleged
contravening activity have been reported by the respective Member Gtiateity, the
Commission would remove the operator or trader from the list.

There are several wayis which policy option 2 could contribute to increase the
effectiveness? and reduce the cost of the EU intervention as compared to the due
diligence sytem of the EUTRand option 1

1. Incentives for third countries. The benchmarking system is meant to create incentives
for countries to protect their forests, as stronger environmental protaatiogovernance

will bring easier market access for thpmoducts to the EU. It will also mitigate the risk

of leakage (see section 6.1.4), increasing the overall effectiveness of the intervention.
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2. More focusedenforcement resources. The benchmarking systeaid help member
states authorities concentrate reeaenforcement resources where they are most needed
2 via stronger monitoring obligations for standard and high risk countries.

3. ReducedFRPSDQLHVY FRPSOLDQFH FRVWYV %\ VLQJOLQJ RX
the Commission woulthcilitate therisk assessment that companies need to do as part of

their due diligence obligation¥he availability of simplified due diligence for operators
sourcingfrom low risk countriess also expected to reduce compliance costs.

4. Stronger dissuasive power. Th& of contravening operators is meant to increase the
dissuasive power of the regulation, also increasing its effectiveness.

Nonetheless, there is a risk that the list of contravening operatbese it applies to
natural personsnightinterfere with rghts protected under Article 7 and 8 of the Charter

of fundamental rights (Respect for private and family life and Protection of personal
data). Limitations to these rights need to be justified under Article 52(1) of the Charter,
i.g. the measure needs lte proportionatend servean objective of general interedn

the present case, this could be debatedthiér measuresvhich are less limitative on
those rightsachieve the same deterrent effecie( financial sanctiog). Legalentitiesdo

not heldthe before mentioned rightstill the measure would need to be justified,
especially if the sanction applied by the national competent authorities is already
sufficiently deterrent.

5.3.3 5.3.3 Policy option 3: Mandatory public certification combdewith an
improved due diligence requirement, relying on a deforestation free definition

Policy option 3 also builds on the due diligence system laid out in policy option 1. In
addition,the EUwould, upon request from Member State or third counimgview and
approve mandatory public certification systeomsa country levelThe approval would

be contingent on theeliability of such a systemin ensuring compliancavith the
requirements of thEU policy intervention in particular theleforestatioffreedefinition.

This would includespecific requirements in terms of transparency and reliability
Mandatory public certificatiorowould need to be mandatory in the country of origin,
covering all operators. These approved mandatory public certificatitensysvouldin

turn, certify that relevant commodities angroducts are compliant with the EU
requirements Operators couldthen use the approved systems to facilitate their
compliance with the EU legislation as a risk mitigation tool within the diligence
requirements, maintainingpowever, RSHUDWR UV | O L brcoi@dlidvde (aQilFDVH R (
option one).

Policy option 3 seeks to achieve some of the same benefits of option 2, namely creating
incentives for countries to engage and protect theests(in exchange for improved
market accegsas well adacilitating compliance? and reducing costé for operators.
However, in contrast with option 2, whiclan be applied to all countrigmlicy option 3

would rely on the willingness of countriesot create their own mandatory public
certification systermand request its recognition
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5.3.4 5.3.4 Policy option 4: Mandatory labelling combined with an improved due
diligence requirement, relying on a deforestation free definition

Policy option 4 also builds on the due diligence system laid out in policy option 1. In
addition, companieswill be required tolabel relevant commodities and products
signalling compliancenith the EU interventionThis label would be for information
purposes only, as necompliant products would not be allowed to be placed on the EU
market, in line with the general prohibition established in the underlying due diligence
system. Mandatory labelling would provide consumers withe information that
productsplaced on the EU marketre notcoming from supply chains associated with
deforestation and/or forest degradatigeotentially increasing awareness about the
subject.

5.3.5 5.3.5 Policy option 5: Deforestaticfree requirement for placing on the EU
market suppded by benchmarking and country card systems

This optionis the only onanot based on due diligence system. Would be basegdwith
the necessary adaptations, thecurrentEU rules toprevent, deter and eliminate illegal,
unreported and unregulatéshing (IlUU). 1*?

The system wuld consist ofseveral features to implement and enforce the deforestation
free definition and the requirement for the relevant commodities and products to be
produced according in respect of the laws of the country of ptiodua) Public
certification systems in producing countriegendingto place their commodities and
products on the EU market; bpanchmarking system to support the implementation and
enforcement of the measu® a country carding system; dgnalties for EU operators

not adhering to the lananda list of contravening operators.

Producing ountries would issue and validate certificzd¢ for the placing of
commoditiefproducts on the EU market including basic information about the
consignment, as well as specifying that the commoditesl productswere
harvestetjrown/producedin compliance with national and international legislatam
well as in complianceith the p G H | R U HI'\J\MiEfifWtioRRd@fined at EU level.

Member state would be in charge of receiving, inspecting and monitoring the
commodities and products, as well as their certificates. An EU ertitydvoe in charge

of monitoring the certification systena$ the countries. It would also be in charge of the
benchmarking system. Countries (EU and -&t) identified asexperiencing serious
rates of deforestation and forest degradation artthaisg inadequate measures in place
to prevent and deter activities associated with deforestation and/or forest degradati
may be issued with a formal warning (yellow cartellow cardswould trigger a
dialogue process between the country in question and the Commiskioh,over time

and in the absence of corrective measumesy lead to aed card, which would be the
basis for aan for their products on the BWarket.

112 This option is inspired in the experience of B¢ Regulation 1005/200® prevent, deter and eliminate illegal, unrepoerd
unregulated fishing (IUU)
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54 54 Options discardedafter the initial viability screening

A total of 17 policy measuresee Figure 7.2)vere considered in the initial viability
screening of this Impact Assessment. The list of patiemeasures covered a wide range
of possible interventions which were alternative to one another, included regulatory and
nonregulatory instruments, and went from soft to hard interventions
The information sources used to select and assess those pwasures were the
following:

a) An initial list put forward in the Inception Impact Assessment based on:

a. Previous EU policy choices, such as the TRJand the FLEGT
Regulation, the EU regulation to prevent, deter and eliminate illegal,
unreported and unreguést fishing (IUU), the Renewable Energy
Directive, the Conflict Minerals Regulation or the rules governing the EU
Organic Logo.

b. The political commitments laid out in th2019 Communication, the
European Green Deal, the EU Biodiversity Strategy and the teaRuork
Strategy.

c. Inputs received ahead of the launch of the legislative initiative from
stakeholders, EU member states, third countries, etc. These were gathered
for example in bilateral meetings with Commission services and position
papers.

b) The public feedback receivexh the Inception Impact Assessment (a total of 99
contributiong.**3

c) The European Parliament resolution of 22 October 2020 with recommendations
to the Commission on an EU legal framework to halt and reverserizén
global defoestation.

d) The positions expressed by the Council of the EU, in particular the Council
conclusions on the019Communication

e) The stakeholder consultation of this impact assessment, includingntime
public consultatioh* with nearly 1.2 million contributions and the targeted
consultation where 49 organisations and 92 individuals were consulted via
specific interviews and focus group3he outcome of the online public
consultation showed a high level of support for bindingeasures (e.g.
deforestatiorfree requirement, IUUike approach, mandatory due diligence,
mandatory public certification, etc.) whereas voluntary measures (e.g. voluntary
due diligence, private certification schemes, voluntary labelling) received the
lowest rates of suppofsee detailed results on annex h)general, targeted
interviews and position papers showed that businesses and NGOs agree on the
need for binding EU rules. Both groups showed a high level of support for

113 hitps://ec.europa.eu/info/law/bettiegulation/havejour-say/initiatives/1213Deforestatiorandforestdegradatiorreducingthe-
impactof-productsplacedon-the EU-market_en

114 The questionnaire of the online public coitetion contained a multiple choice question where respondents could assess the
suitability of 14 policy measures.
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mandatory due diligence. Busisses argue that homogeneous, mandatory EU
rules can level the playing field and advocate, in general, for more lax due
diligence rules. NGOsirgue that putting responsibility on companies via due
diligence obligations is the right way to go and advoaatgeneral for stricter

due diligence rules.

) )XUWKHU VWDNHKROGHU (8 PHPEHU VWDWHY DQG W
particular via individual meetings with Commission services, seminars and public
events organized by third parties

g) The meetings of th€ommission Expert Group/Muistakeholder Platform on
SURWHFWLQJ DQG 5HVWRULQJ WKH MRUaadGHhe )RUHVW
FLEGT Regulation. Since the launch of the roadmap for this legislative initiative
in February 2020, the group has met nine timedifferent configurations and
included four specific workshops to gather inputs on policy options studied in the
impact assessme(dee more detailed information on anngx 2

h) Interservice meetings among relevant Commission departments. Until May
2021 five meetingsook place, some of them including specific discussions on
policy options. The inteservice group, for example, endorsed the list of 14
policy measures included in the questionnaire of the open public consultation.

i) The Fitness Check of tHeUTR and the FLEGT Regulationin particular, this
reportwas instrumental to assess #teengthsand weaknesses of mandatory due
diligence andhat of bilateral trade agreements with producing countiie$ine
with the Voluntary Partnership Agreeme(#4>As) of the timber sector

j) The Study on Certification and Verification Schemes in the Forest Sector and for
Wood-based Productswhich provided fundamental insights on certification
systems and their strengths and weaknesses.

kfy 7TKH VWXG\ 3, PSDEWn DOamémtlV SideH @easures to address
G H IR U H VYWHiEnwrbwd@d part of the underlying analysis and data for this
Impact Assessment.

[) Existing evidence from literatur@articular attention was paid to evaluations and
reports on previous EU laws thatvere usedas a model to different policy
measures.

The criteria used in the viability screening to assess those policy measures and select the
five final policy options whose potential impacts were studied in detail were, among
others:

a) Legal, technical angolitical feasibility and proportionality;

b) Potential effectiveness;

c) Potentialefficiencyandcosts;

d) Potentialchallengegor implementation;

e) Feedback fronstakeholders, EU member states and third countries.

The screening of the viability of policy optis, based on the criteria and information

sources described aboved to discarding a number of policy options at an early stage.
Five of them (deforestatiefiee standard, mandatory due diligence, country
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benchmarking, mandatory public certification andndatory labelling) made the cut into
the combinations listed in the five final policy options selected.

The options ruled out were voluntary labelling, voluntary due diligence, voluntary private
certification, broad trade agreements, voluntary partnersigreements, mandatory
information disclosure, information campaigns, green diplomacy, and approaches based
on an expansion of the EUTR maintaining only legality as the criteria of compliance, the
Financial Action Task Force (FATENdThe Kimberley Procgsaiming at curbingrade

on conflict diamonds

More details on the initial viability screening for all 17 considered policy options are
provided in annex 6Table 4 (see belowgffersa summaryon all policy options and the

main criteria used for thiaitial viability screening, crosmatching each policy measure

with the criteria used+and grading its performance with a positive (green), neutral
(orange) or negative (red) mark. The last column of the table states whether the option
has made the cuttio the five final policy options.

Many soft measures? such as voluntary labelling, voluntary due diligence and
voluntary certification2 were ruled out on grounds that these measures and related
commitments have already been implemented for years by sompanies, with little
success in terms of preventing deforestation and fostering deforedtagosupply
chains. In addition, the feedback from stakeholdés general publiandthe European
Parliament all pointed to the need of binding measures.

It is worth explaining heran detailthe considerations around two of the policy measures
2 the Voluntary Partnership Agreements and the private certification systethsit
have been ruled out as stamdne measures, in spite of support from a significant
number of stakeholdersThese presentadditional complexity that deserves further
clarification.

The first is the approach based on the model of the FLEGT Voluntary Partnership
AgreemeniVPA), the bilateral trade treaties for timber and timber products between the
EU and a wood producing country (see box 1 and 2 for more background on their
functioning and the shortcomings detected in the Fitness Check.)
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Table4 Summary of the initial viability screening of policy measures. Source: Own elaboration

Measure Feasibility Effectiveness Costs Challenges Feedback  Taken in the five final policy options
1 Deforestationfree standard Yes
2 Voluntary labelling No
3 Mandatory labelling Yes
4 1UU Fishing Yes
5 Voluntary due diligence - No
6 Mandatory due diligence Yes
7 Mandatory public certification Yes
8 Voluntary private certification No
9 Countrybenchmarking Yes
10 Broad trade agreements No
11 Voluntary partnership agreements No
12 Mandatory information disclosure No
13 Information campaigns No
14 Green diplomacy No
15 EUTR Plubased on legality) _ No
16 FATF No
17 Kimberley Process i:_ No
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The VPA approachwhich is based on legality and limits itself to assessing whether the

laws and regulations of the country of production have been complied with, is not
compatible with WKH DSSURDFK EDVHG RQ D GHIHEBRAWLRQ RI
definition is not up for negotiation. In additignthe shortcomings detected in the
implemenéation of FLEGT VPAs would persisand become more pronouncedder the

new initiative. Thisincludes in particulareven larger resource challenges for producer
countriesas well as the EUand continuedlack of willingness of major producing
countriesto engage in a process where their negotiation space would be much more
limited than under FLEGT VPAS?®.

Private certificationmay, in some casedacilitate compliance with the du diligence
requirement There arehowevera number of concernghe main concern is thahey

have often varying levels of transparency, different rules and procedures as well as
different quality assurance systems. Over the past years, concernsldwveen raised

over the efficiency and integrity of chain of custodyo(@} systems. Some see these
systems as open to fraud given that certified companies may easily mislead their auditors
although the audit is conducted with the greatest care and according to all procedures. A
company may be selling products containing 2¢&®H RI SFHUWLILHG® WLPEHU P
exceeds the volume of certified raw material that they are buying. The current CoC
systems seem to only work for companies not committing deliberate fraud. Concerns
about the integrity of CoC systems are mounting), therefore discussions over this gap

in the CoC systems have grown in strength in recent years.

In addition, the lack of independent audits, considered to be key in ensuring the
robustness of the certification, was highlighted as a key weakness of itag¢e pr
certification schemé&11” A specific studycommandedy the Commissioft® confirms

these findingsincluding alack of transparencigsuesand a propensity to contain partial

or even misleading information

Interactions with public certificatioacheme can also be challengihg particular when
covering the same scope and criter@jvate certification schemesan lead to
undermining the efficiency of public systems, as they can see the public systems as

115Reference to para 8

e \WWEF. 2015 Profitability and Sustainability in Responsible Forestry Ecordmpacts of FSC certificatioon forestoperators
Available at

https://lwwfmy.awsassets.panda.org/downloads/profitability_and_sustainability_in_responsible forestry main_report final.pdf
17 /DQJ & ,.($1V LOOHJIDO WLPEHU SUR B\t 2026palab)é fhted /@ (W ORWLFH )6&

|watch.com/2020/07/02/ikeaskrainianillegal-timberproblemthatfsc-didntnoticel; Lang, C. 2018New Documentary Slams FSC:
37 KEtoLabel CouldNot Slow Down tK H ) R U HV W FST®/atsh\WWdildble atthttps://fsewatch.com/2018/10/18/new ]

|documentanslamsfscthe-e-labekcould-not-slow-down-theforestindustry/; Conniff, R. 2018 Greenwashed Timber: How
Sustainable Forest Certification Has Failgédle Environment 360. Available[tips://e360.yale.edu/features/greenwadimeder |
|howsustainabldorestcertificationhasfailed|

118 Study on Certification and Verification Schemes in the Forest Sector and for-Mdsed Products; Preferred by Nature; 2021.
Available at:https://op.europa.eu/en/publicatidetail//publication/afa5e0dfb19-11ebb520-01aa75ed71al/language]
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competition. Also, the European Parliamemeport!® calls to not consider voluntary
(private) certification measure as these are seen as being insuffitherd private
certification schemesftenfail to providethe full picture

As an example one can saitleven if most farms in an area asertified, land tenure

can still be weak, poverty increasing, and legal and illegal deforessiiiiotake place.

The need to monitor and audhie use of private certification and the widaenging
products/commodities that the private certification wduhve to cover could make cost
benefit balance problematitthe costs may outweigh the benefits. Private certification
canalsobe a complicated and costly process and resources spent to certify operations
DQG WR VXSSRUW WKH YD UtluBtxtés cordKbe Rised for ethe@ @ndsHULD O V
The available evidenaasoindicates that the costs borne by produceatband Medium
Enterprises (SMEsjor certification can be perceived agynificant that it becomes
difficult for SMEs tomake good use of sugdthemse. Economies of scale have SMEs at

a disadvantage in achieving certification in comparison to larger operators and traders.

6 6 WHAT ARE THE IMPACTS OF THE POLICY OPTION S?

This section presents a summary of the assessment iofiplaets of the policy options,
focusing on environmental, social and economic impacts. It provides an analysis of
impacts expected to be common to all policy optioftstth a varying degree, followed

by specific impact assessment of Options 1, 2, 3, 45andmpared to Option O, the
baseline scenario.

6.1 6.1 Impacts relevant for Policy Options 1-5

The policy options haveeen selected and designed to achieve the objective of the EU
intervention, that is, to curb and halt Hldven deforestation and forestgtadationand

to contribute to reducing GHG emissions and biodiversity. |dssregards its wider
impact on global deforestation and forest degradation trends, the EU intervention will
also depend oother measures identified in tl2919 Communication, in particular: 1)
working in partnership with producer countriascompanied by adequate support, which

is crucial to address theaoot causes of deforestation, suchmaarket failures,weak
governance, corruption angroblems withlaw enfocement; and 2) strengthening
international cooperation, especially with major consumer countries, to ensure adoption
of similar measures to avoid products coming from supply chains associated with
deforestation and forest degradation being placed on thketnan orderto minimise
leakage An overview of different potential leakage problems and mitigation measures is
presented iisection 6.1.4.

19 https:/www.europarl.europa.eu/doceo/document/d-2020-0285_EN.html
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6.1.1 6.1.1 Environmental impacts

The analysis focused on the areas where deforestation and forest degradatiortesl expec
to havethe mostsignificant negative impacgreenhouse gammissionsandbiodiversity

loss Without further intervention, it is likely that deforestation and forest degradation
will accelerate and worsen negative trends in these areas overElheneasures
explained undergdicy options 15, if fully implemented are expected to redutiee EU
contribution todeforestation and forest degradatiand, in turn, reduce GHG emissions
and biodiversity loss

The impact magnitude of the various policy ops will depend on multiple factossich
asthe regions in which deforestation and/or forest degradation is redbheegimount of
the reduction, andhe affected forest typelhe determination of the environmental
benefits of the policy options is diregtlinked to the effectiveness of the measures
included in the policy optionsA trade analysis conducted for the Fitness Chéck
estimatedthe effectiveness of the EU Timber Regulatibnmeasured in the share of
illegally harvested timber prevented fromenrig the EU market in betweerl2% and
29%12%,

For policy options #, which 2 like the EUTR 2 are based on due diligence
obligations,we assumae significantlyhighereffectivenesghan forthe EUTR and take

the upper end of the mentioned research (28%)a minimum This assumptionis
justified bythe numerous improvements introduced in policy options la®e dompared

to the EUTR (a detailed list of those improvements is contained in seé&i®ri and
53.2) 7TKHVH QHZ IHDWXUHV R IOW KHHQ¥FoHes®eBRAOKCG o@idhsl G L
1 to 4,aim at correcting théesign and implementatiqgeroblems that have marred the
effectiveness of EUTRBeyond that minimumthe analysisof effectivenesds done
qualitatively

It is assumd that it will take time for operators and enforcement authorities to get
accustomed tohe regulationand to achieve full implementation both by operators and
competent authorities of EU Member Stat2830 has been chosen as the year for the
comparison with théaselineThe baseline (section 5.2) is that without a new policy
intervention 2 the EU will provoke248000 hectares ofleforestation and 11@illion
metric tonsof carbon dioxidgMtCO2) emissionger year by2030via the consumption
and production of the six commodities included in the product scope

In order toquantifythe benefits in terms of avoided emissions of GH®Garbon cost of
100 EUR per tonne of CO2 is usékhis carbon price is measured in eurosrrd016

120 The full analysis can be consulted in Annex C (differéne& LI ITHUH Q FH D QId@bo ktidy Rl aWitdéss [ICheck of the

(875 DQG )/(*7 5HIXODWLRQT

121 The analysis uses trade dataestimate the impacts of the EUTR on imports of illegally harvested timber to the EU. It builds on

LPSRUW VWDWLVWLFVY FRPSDULQJ SURGXFWYV IURP pORZY DQG pKLIK®Hfthe VN FRXQWULH
EUTR. Two different contil groups are useth compareactual trends: A group of comparable countries who do not have in place a

legality control system, and the products that are not covered by the EUTR but belong to the same HS groups of the EUR& scope

analysis provided aange of estimated effectiveness between 12% and 29%. Analysis of the levels of illegal timber entering the EU is

complex and problematic. There are several caveats and limitations in the research. The results, therefore, shouldeldearonside
estimationsubject to a degree of uncertainty.
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and taken from thédandbook on theéExternal Costs of Transport??, which analysed
diverse carbon price scenarios in the medium and long tHdth EUR is the central
scenario up to 2030. It is also in line with rising carbon prices as reflected EUthe
Emissions Trading Systeid, where the price per tonne of CO2 equivalent surpassed 50
EUR in May 2021.

Taking into account these factors, it is expected that options 1stwudld be able to
preventa minimum of 29% of deforestation driven by consumpéind production of the

six commodities included in the scope by 2038Qd therefore a minimum of 71,920
hectares of forest less affected by-Btiven deforestation and forest degradastarting

in 20304 This wouldalsomean aminimum of31.9million metric tons of carbon fewer
emitted to the atmosphere every year due to EU consumption and production of the
relevant commodities, which could be translated into economic savinass|est3.2

billion EUR annually.

Beyond that minimum level, auglitative analysis is mad®elow concluding that option

2 could provide the highest effectiveness due to the enhanced features of the
benchmarking system. The effectiveness of option 3 is expected to be significantly below
option 2, but above options 1dd. It is estimated that the lattevo will deliver similar
effectiveness? still significantly above the minimum resulting from the fact that the
mandatory labelling of option 4 is merely for information purposes.

For policy option 5, theonductedaralysis isonly qualitative due to the lack of precise
information onthe effectiveness fothe EU rules to combatlégal, unreported and
unregulated fishing (IUY on which the system is based.

The impact on biodiversitis more difficult to quantify.Over one million species are
threatened with extinctioglobally. Land use change, includimtgforestation, ishie main

driver of biodiversity loss on laitP. A 2016 analysi€®, based on the Nature Red List of
Threatened Species by the International Union Gonservationof Nature (IUCN)
estimated that around 11,738 species were threatened by logging, crop farming, livestock
farming and timber plantations. It is to be expected thaEthentervention willreduce

this kind of forestdlamageandwill thereforehave a positive impact on biodiversity. This
analysis iglonequalitatively due to the challenges of precise quantification.

6.1.2 6.1.2 Economic impacts

While the amount and type ohpactswill vary depenihg onthe specific policy option,
the following mainmpacts are exmted to applyo all options.

122 Eyropean Commission (2019Jandbook on the external costs of transgutbs://op.europa.eu/en/publicatidetail- |
|/publication/9781f65844811eabfl2-0laa75ed71d1

123 hitps://embeclimate.org/data/carbeprice-viewer/

124 Under the assumption that the regulation enters into effect three years after a proposal is agreed upon, i.e. in 2G2arSevera
will be required to reach the maximum effectiveness of the regulation as operators and Competent Authorities adjust their approaches
to be able to more effectively perform their duties in the context of the new requirements, thus the full effects datios @gu
expected to start in 2030.

125 |PBES 2019Global assessment report on biodiversity and ecosystem services of the IntergovernmentaP8logrektform

on Biodiversity and Ecosystem ServicEsS. Brondizio, J. Settele, S. Diaz, and H. T. Ngo (EWRBES Secretariat, Bonn,

Germany.

126 hitps://www.nature.com/articles/536143a.pdf
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Impact on EU operators

For operators placing producésd commoditieon the EU marketfor the first time
Options 1 to 4 are likely to cause compliance cosditsked to the establishment and
operation of the deidiligence systemThey may incur costs where thaeyay needo
support their current supplier based@monstrating otransitioning to deforestatieinee
sourcing Costs related to risk mitigation in the event of identified deforestation risk will
also likely be incurred. Where theserisks cannot be adequately mitigated or
deforestatioffree sourcing cannot be achieved through the above processes, operators
may incur costs through the need to swikclieforestatiofiree supply chain®ption 5

will not involve direct costs to EU operators.

Any costsincurred by the EU operatovgould either have tbe absorbed by a reduced
profit by operators along the value chaindbr eventually passd through to thefinal
consumer. At that stage ihay have an impaobn the price ofsome commodities
Operatorsare, however, expected to benéfdm the level playing field created, namely
the absence of competitiorfrom products fromsupply chains associated with
deforestation or forest degradation

Costs to operators in carrying adiie diligencewill likely vary by commodity, as will

the possibility of switching to lowersk supply chains. Where production is
concentrated in a small number of countries which are associated with comuorogity
defRUHVWDWLRQ H J SDOP RLO ,QGRQHVLD DQ¥),0DOD\VLD
there may be limited options to meet EU demand by switching to {oskecountries

(beef, soy and the majority of timber have more widespread production).

In some sectarand for some producer countries, EU operators may already have a good
knowledge of their supply chains and have at least some information relevdn to
diligence for example, where:

- there are existing national traceability systems;

- a high proportiorof trade is covered by certification schemes (e,g. in 2019, 86%
of European palm imports are certified sustaingflealthough this does not
always guarantee traceability to farm or forest of origin);

- operators have adopted voluntary sustainability stailsd@nost common in the
palm oil and timber sectors, less common for soy and4Sgef

- multinationals have smallholder engagement programs (e.g. for cocoa in Cote
GYT,.YRLUH DQG *KDQD DQG SDOP ®loOhav®inye@R QHVLD [
in supply chain rapping®*

127World Resources Institute 2021. Global Forest Review. Indicaeforestation linked to agriculture. Available at:
https://research.wri.org/gfr/foresktentindicators/deforestatieagriculture.

128 Data covers EU28 countries and Switzerland. See EPOA and IDH. 20@inable Palm Oil for Europe in 2019

12 Thomson, E. 2020. Time for change: delivering deforestdties supply chains. Global Canopy, Oxford, UK.

130 Bakhtary, H., Matson, E., Mikulcak, F., Streck, C. and Thomson, A. 2020. Company progress in engaging smallholders to
implement zeredeforestation commitments in cocoa and palm oil.

131E g.Unilever publisheshe list of all palm oil mills declared by its direct supplidrps://www.unilever.com/planetnc
society/protecandregenerateature/sustainablpalm-oil/
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- operators source directly from producers, with vesliablished links (e.g. in the
speciality/artisanal cocoa secty

- other EU regulations require information on product origin and/or traceability
(e.g. timber covered under EUTR or FLEGT, and time@at products require
veterinary certification, which includes some level of traceability through the
supply chait®)

- there are secto HOHYDQW UHVRXUFHV WR DVVLVW RSHUDWEF
List 134 for palm oil mills, FEFACs Soy Sourcinguidelines®, which includes
no-deforestation as desirable criterion since 2021).

For longer and more complex supply chains, there are likely to be additional costs when
systems to trace to farm/forest/plantatlewel are lacking.However an independent
surveyamongpalm oil importers companies responded that 99% of fheducts they

are placing on the marketere already traceable to the milivith 3V O L Jéwar O\
traceabilityto plantatior®®.

Palm oil sourced from intermediaries and tkpattty owned rills or warehouses is

however sometimeGLIILFXOW WR PDS DQG PRQLWRU-IDRBYLQ SUI
supply is very difficult to guarantee. In Brazil, none of the three dominant meatpackers
currently monitor their indirect suppliers (the bulk o&ithsupply chain}’. It is also

difficult to trace cocoa back to the many srsalble farms in West Africa, asirrently

QR FRFRD WUDFHDELOLW\ VA\VWHP H[LVWV LQ &{WH GTY,YR
does not provide full traceability back to thedsr of origirt®® A 2020 cutoff date and

EU support to partner countries and operators (includingoimtry assistance and

industry guidance/awareness raising, drawing on the EUTR experience), will be
important to minimise thehort termimpact on EU opetars with long complex supply

chains 3°

In terms of trade flows, larger companies in relevant NACE activity codes accounted for
a higher proportion of the value of imports (import granularity not to commodity level).
Furthermore, a number of EMember Staks Belgium, Germany, ItalyNetherlands,
Spain, Swedel, which are also main seats of relevant large (multinational)
operator&*0141142143 gre key import routes of the focal commodities into the EU (see

132 Cadby, J., Araki, T. and Villacis, A.H. 2021. Breaking the mold: Craft chocolate makergiz®iguality, ethical and direct
sourcing, and environmental welfare. Journal of Agriculture and Food Research, 4.

133DG Health & Food Safety, undatfutps://ec.europa.eu/food/sites/food/files/safety/docs/ia_trade opodmeat en.pdf

B4Vorld Resources Institute. 2021. Universal Mill List. Setps://data.globalforestwatch.org/datasets/gfw::universiilist-
1/about

135 FEFAC Soy Sourcing Guidelines 2021. Available [attps:/fefac.eu/vgzontent/uploads/2021/02/FEFASby-Sourcing]
|Guidelines2021-1.pdf|

136 palm Oil Transp@ncy Coalition and 3keel. 202First Importer Suvey: 2019 Palm Oil Industry Standaslailable at:
|https://www.palmoiltransparency.orgdveontent/uploads/2020/01/20F80TG ScorecareReport_public.pdf . The same survey
indicated that over half of importers already have traceability to the mill commitments in place, while only 33% haviétyraaeab
plantation commitments in place

137 Kueppe, B., Steinweg, T. and Piotrowski, M. 202razilian beef supply chain under pressure amid worsening ESG impacts.
Chain Reaction Research.

138 Brack, D. 2019. Towards sustainable cocoa supply chains: Regulatory options for the EU. FERN, Tropenbosnatemafrair
Trade Advocacy Officeb2 pp.

139 Case studies

M0 TRASE 2021https://trase.earth/expldre
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Figure). The EU market for coffee, cocoa, and palm oil is dominated by a relatively small
number of large compani¥445146 put there are a growing number of small speciality
coffee rasters, ér example, who source directly from origii When looking at overall
number of businesses basedtba NACE activitycodes thaare more likely trading the
commodities in scope indicate that more than 90% of the operators are SHIiEls
however doesnihdicate that the majority of the transactions are conducted by SMEs.

Figure 7 Main EU Member States importers by commodity (based on average annual imported
quantity of the six commodities over the period 2015-2019). Importers are displayed if the
quantity of imports is over 5% of the total. Source: Eurostat ComEXt'® importer -reported data.

141 CBI 2020.What is the demand for cocoa on the European market? 11 November 2020. Avaitatpe:dtvww.cbi.eu/market
information/cocoa/tradstatistics

142 For palm, AAK AB (Sweden), Unilever (Netherlandsgstlé(Switzerland), and BASF are among the largest palm oil buyers. See
WWF. 2019.Palm QOil Buyers Scorecardvailable athttps://palmoilscorecard.panda.org/chéickscores/all

143 For soy,United Nations Department of Economic and Social Affairs (2019) UN Comtrade: International Trade Statistics Database.
Retrieved frorfhttps:/comtrade.un.org/dgta

144 Centre for the Promotion of Imports from developing countries (CBI), Ministry of Foreign Affairs (NL),
https://www.cbi.eu/markeibformation/coffee/trade |
Statistics#.~text=E urope%20accounted%207or%2034%25%200f,a%20market%20share%200i%p019%25

144 Global Market Report: Palm Oil (iisd.drg)

146 Centre for the Promotion of Imports from developing countries (CBI), Ministry of Foreign Affairs (NL),
|https://www.cbi.eu/markeiformation/cocoecocoaproducts/netherlands/markedtential

147 Centre for the Promotion of Imports from developing countries (CBI), Ministry afreign Affairs (NL),
https://www.cbi.eu/markeibformation/coffee/trade ]
statistics#:~ text=Europe%20accounted%20for%2034%25%200f.a%20market%20share%200f%}$019%25

148 Eurostat, 202[lhttps://ec.europa.eu/eurostat/web/internatidrealein-goods/data/focusn-comex{ Downloaded ori2/02/2021.
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Given the different roles thaflember Stateseconomieslay in the import, processing

and sale of commodities inftrent sectors, it is possible that changes brought about by

the new initiative may impact sonMemberStatesmorethan othersFor example, the
NetherlandsLV WKH ZRUOGYfV ODUJHVW LPSRUWHU RI FRFRD E
cocoa grinding industnDQG LV (XURSHTV ODUJHVW Gefg@®yWandHU R1 FRF
Belgium arealso large hubs of import, processing and expditie Nordic countries

however, currently import most cocoa beans from elsewhere in thé®EW trend

towards shortening supply chairrould lead tdVlember States increasing their direct

sourcing of cocoa beans from producing countries rather than via other EU importers
(accentuating a trend already observed in Nordic and Eastern European countries towards
increased direct sourcititd). The majority of palm oil also entethe EU via Rotterdam,

where key refineries and processors are loé2tdebr Sy, primarily used in the EU for
manufacturing animal feétf, Member States with large livestock populations and

exports might be affected bydreased feed prices. Although the EU feed manufacturers
federation (FEFAC) does not require deforestafree or conversioiffiree soy, it has

recently updated its soy sourcing guidelines to signal this might become an essential
criterion in the futur®? also providing a useful benchmarking tool for converdiee

standard®®.

While some evidence exists that setting up and operatitue diligence systens more
challenging for SMEs, the experience from the EUm&catesthat the main driveof

costsof due diligenceobligationsis notso much the size of the compauwy the trade
volumebut the number and complexity of supply chains and the eskociated witthe

sourcing country.

In some sectors, SMEs already have considerable knowledge of thdy sbhpms and
SURGXFW RULJLQ 7KLV LV WKH FDVH LQ WKH (8TV JURZLQ.
where small and medium sized chocolate makers ensure the high quality and consistency

of their products through establishing direct trade relatiosshwih producers of

speciality cocoa beans (primarily sourced from South and Central AntéticEhis

speciality market is generally associated with more ethical and sustainable s6(rcing

149 CBI 2020. What is the demand for cocoa on the European market? 11 November 2020. Available at: https://www.cbikeu/market
information/cocoa/idestatistics

150 CBI 2020. What is the demand for cocoa on the European market? 11 November 2020. Available at: https://www.cbi.eu/market
information/cocoa/tradstatistics.

151 CBI 2020. What is the demand for cocoa on the European market? 11 NovembeaZi2ble at: https://www.cbi.eu/market
information/cocoa/tradstatistics.

152 Eyrope Economics 2014. The economic impact of palm oil imports in the EU. London, UK. Available from:
http://seap.ipni.net/ipniweb/region/seap.nsf/e0f085ed5f091b1b852579000057902e/a08b2ch6a7910fa648257da900587 c6ff$SFILE/Euro
pe%20Economics%20620Economic%20Impact%200f%20Palm%200il%20Importd. pdf

158 IDH and IUCN NL (2019) European Soy Monitor.  Available at:
https://www.idhsustainabletrade.com/uploaded/2019/04/EureBegMonitor.pdf

1% FEFAC Soy Sourcing Gudines 2021. Available at: https://fefac.eu/wjgontent/uploads/2021/02/FEFA&by-Sourcing
Guidelines2021-1.pdf

155 hitps://standardsmap.org/fefac

156 CBI 2020. Which trends offer opportunities or pose threats on the European cocoa market? 17 Novembeéwal@ile at:
https://www.ch.eu/marketinformation/cocoa/trends

157 Cadby, J., Araki, T. and Villacis, A.H. 2021. Breaking the mold: Craft chocolate makers prioritize quality, ethical and direc
sourcing, and environmental welfagaurnal of Agriculture and Food Researeh
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hence there may be low additional costs anticipated to comply with legislative
requirements. In comparison, EU imports of cocoa beans for the bulk market is
dominated by large multination&t& Whilst many have their own buyers and processing
facilities in cocoa producing countries and use certificatforiracing produt origins

may be challenging due to the wide supply base aner shember of smallholder
producers. Nevertheless, many importers, cocoa processors, chocolate makers and
retailers already have sustainability commitments, including the majority of
multinationalg®%1%%  Similarly, multinationals importing other commodities appear
willing to work through their supply chains, as many have already published
deforestation free sourcing commitmeéfts®3154 this initiative will help harmonize
these approaches, also fmnsumers and third country suppliekdore information is
provided under the assessmeningpacts of option 1.

Responses to the EUTR and FLEGT Fitness Clialne Public Consultationndicate

that many businessesupport the establishment afmandatory frameworto ensurea
level playing field®®> While such a level playing field has been found to be essential
whenimplementing the EUTRIt is even more relevant and essential for the much larger
and even more competitive trade in the commaglitiat this initiative proposes to cover.

Trade implications

All policy options are expected to haugendedconsequencesvhich could translate
into the followingtrade impactgunintended trade impacts are discussed further below)

a. Sourcing ofcommodities and derived products shift productsghatcome from
deforestatiorfree supply chains

b. Consumption and production patterns within the EU change to minimise or
eliminate the use of commdigis and derived products thatroe from supply
chairs associated witeforestatioror forest degradation.

The intervention will impacthird countriesto the extent that they export to the EU and
their production practices for thelevantcommoditiesand productglo notcomply with

the deforestatioffree definition. There is a degree of uncertainty as regards the
measurement of impacts (costs and benefits) of the EU intervention on third countries.
These will also depend, for instance, on concrete commitnenisig at reducing
deforestation as part of tmew global biodiversity framework and in revised nationally

158 CBI 2020. What is the demand for cocoa on the European market? 11 NovemberA2@#able afhttps://www.cbi.eu/markef
linformation/cocoal/tradstatisticg

159 CBI 2020.Which trends offer opportunities or pose threats on the European cocoa market? 17 Novembav@Giie at:
https://www.cbi.eu/markeibformation/cocoal/trends

160 CBI 2020.Which trends offer opportunities or pose threats on the European cocoa market? 17 Novembav@Giie at:
|https://www.cbi.eu/markeinformation/cocoa/trends

161 \World Cocoa Foundain 2021. Cocoa & Forests Initiative. Available at: https://www.worldcocoafoundation.org/initiativefcocoa
forestsinitiative/.

167 https.//www.unilerer.com/planeindsociety/protecindregenerat@ature/zeredeforestatio
167 https://www.nestle.com/askestle/environment/answers/nesiigforestatio

161 https.//www.reuters.com/article/msarspalmoitforestsidUSKBN26T1U
165 Cocoa Forests initiative, European Cocoa Association, International Cocoa Organisation, FEDIORGERAL, GIZ, Nestle
and the Round Table on Responsible Soy
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determined contributions (NDCs) under the Paris Agreenhergddition, the countries

have already committed to halting deforestation by 2020 under SDG Rélifical
leaders of 88 countries, agll as the EU, committed in the United Nations Summit on
Biodiversity in 2020 to reversing biodiversity loss by 2030, prmmised to redouble
efforts on fighting deforestation. In this context, it is extremely challenging to determine
the degree to whit trade, environmentaleconomic and social impacts related to
deforestation and forest degradation could be a consequence of the EU intervention or
rather the individual initiative of those countriedive up to commitments already made

Countriesexporting commodities within the scope of the initiatiweuld need to take
action to ensure that the production siich commodities is deforestatidree and
traceableto med the requiementsof the EU Additional costs borne byactors in
producing countes to ensure compliance with the regulation would be any costs of
switching to production practices compliant with the deforestdtem definition. These
costs are likely to differ significantly depending on product, region, complexity of supply
chainsand current production processes, including local market context and legislative
framework. It is unclear however whether these costs would be permanently figher.
suggested cuff date of 2020 is expected to significantly reduce compliance costs for
third countries and their stakeholders (see section 4.5.)

Eventual costslinked to compliance with applicable legislation in the country of
productionshould not be attributed to the EU requiremgatscost of legal compliance
for producers should be paritthe normal operating costs

$V D VQDSVKRW RI SRWHQWLDO LPSDFWV RQ SDUWLFXOD
44 RI WKH (81V FRFRD DQG FRFRD LV FHG@W&sOOWN R LWV HF
of its GDP (see annex 6)Cocoa is almoséxclusively produced by smallholders, who

depend on the crop for their income and livelildddThe country will likely be

impacted by the EU initiative, as cocoa production has been a major driver of
deforestation, drawing on the soil fertility of newlyfdiested lant?"1%8 Cocoa farming

is characterised by low productivity, pests and disease, with smallholders facing many
barriers to investing in sustainable agricultfte & {WH GY,YRLUH GRHV QRW
traceability systedi®, and whilst some large corporateaygrs have implemented

smallholder engagement prograifts EU operators are likely to face difficulties in

ensuring compliance with the new initiative, whilst the country adapts its production
practices.*KDQD DQG &RWH GY,YRLUH KRg MWithHhé aibdH FXUUHC

166Kroeger, A., Koenig, S., Thomson, A. and Streck, C. 26d7est and Climate6 PDUW &RFRD LQ &{WH GT,YRLUH DQG *KL
aligning stakeholders to support smallholders in deforestdtiea cocoaWashington.

167 Schulte, 1., Landholm, D.M., Bakhtary, H., Czaplicki Cabezas, S. Siantidis, S., Manirajah, S.M. and Streck, Su@@ting

smallholder farmers for a sustainable cocoa sector: exploring the motivations and role of farmers in the effeletimentation of

VXSSO\ FKDLQ VXVWDLQDELO LWashiggtéK(DQD DQG &{WH GY,YRLUH

1680ngolo, S., Kouassi, S.K., Chérif, S. and Giessen, L. 2018. The tragedy of forestland sustainability in postcolonizdrica:

development, cocoa, and polititsQ & {W H GustairmakilityHSwitzerland}10(12): 147.

169 Kroeger, A., Koenig, S., Thomson, A. and Streck, C. 2GbTest and Climate6 PDUW &RFRD LQ &{WH GT,YRLU
Ghana, aligning stakeholders to support smallholders in deforestéé@ncocoaWashington.

170Brack, D. 2019Towards sustainable cocoa supply chains: Regulatory options for th6 Ejp.

171 Bakhtary, H., Matson, E., Mikulcak, F., Streck, C. and Thomson, A. 2Q2@npany progress in engaging

smallholders to implement zerdeforestaibn commitments in cocoa and palm oil
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improving their national traceability capabilittééand have undertaken commitments to
curb deforestation. The Commission in 2020 launche&thenulti-stakeholder dialogue
for sustainable cocd& to support both countries towards elimingt child labour
deforestationand to ensure a living income for cocoa farmers.

In the case of soy, the commodity is particularly important for the economies of
Argentina, Brazil and Paragud§ Deforestation linked to the relevant commodities of
the scop has been documented in those courtfiesnd Argentina and Brazil are
relevant as origins of soy used in the EU. A shift in preference taigdnoriginscould
favour imports from the USA, the largest global producer, and already major supplier to
the EU. To a lesser degree, it may incentivize an incieag@mestic production. France
and ltaly are the largest producers in the EU and domestic EU productiaeadyal
increasing not leastue togrowingdemand for GMfree soyand higher price<®.

For palm oil, recent studies on the impacttbénges in trade with tHeU suggest that

there would only be small impacts on major economic variables in Indbffesia
However, the shift towards sourcing deforestatfioee commodities will likely place a
burden of cost on operators and stakeholders in producing countries such as Indonesia
DQG obob\vLD SDOP RLO UHSUHVHQWYVY WKH FRXQWULHV
respectively)’® Traceability beyond milevel 2 that is, to plantatiotevel 2 hasnot
beenimplemented widelyMixing of palm oil sources may occur at multiple stages in the
supply chain, making traceability harder to achieve due to its complex so¢&isys
Establishing a palm oil traceability/transparency system to ensure deforeftgion
sourcing will likely be a transition that takes time, investment, support and engagement.
A more detailed description of the potential impacts on third countries is outlined in case
studies available in Annex

As explainedabove the regulation is the key deliverable under priority 1 of 209
Communication. However, ghould be seen in ounction withthe actions under other
priorities in ths Communication notably priority 2 that aims at supporting third
countries in adopting sustainable production practices that halt deforestation and forest
degradation. In this context, theols to & developed under theurrent programming
process for the Neighbourhood, Development and International Cooperation Instrument
(NDICI) for the period 2022027 will constitute important flaking measures and tools

172 https://www.idhsustainabletrade.com/uploaded/2021/04/Gocaceability Study _Highres.pdf

173 hitps://ec.europa.eu/internatiosrtnerships/events/euulti-stakeholdedialoguesustainableocoalaunchevent_en

174 IDH and IUCN NL (2019) European Soy Monitor. Available at:
https://www.idhsustainabletrade.com/uploaded/2019/04/EureBesMonitor. pdf

175 pendrill et al. (2020)

176 USDA  (2021) European Union: Oilseeds and Products Annual. Available at:
https://www.fas.usdgov/data/europeannion-oilseedsand-productsannuail

177 Jafari, Y., Othman, J., Witzke, P., and Jusoh, S. 2&Isks and opportunities from key importers pushing for
sustainability: the case of Indonesian Palm Oil.  Available at:
|https://agrifoodecon.springeropen.com/articles/10.1186/s40180083z] See also Rifin, A., Feryanto, Herawati and
Harianto. 2020Assessing the impact of limiting Indonesian palmeajborts to the European UnioAvailable at:
https:/journalofeconomicstructures.springeropen.com/articles/10.1186/s4AEINE2028

178 Data from Comtrade (2019).

179 yonsWhite, J., and Knight, A. 201®alm oil supply chain complexity impedes impleménaif corporate neadeforestation
commitmentsAvailable afhttps://www.sciencedirect.com/science/article/pi/S0959378017310117
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to ensurethe legislative instrumendchiees its objectives without unduly impacting
vulnerablesectors irthird countries that rely on their trade with the.EU

The impact of the intervention on eatird countrydepends on many factors such as the
quantity and value of the export to the EUeaafich commodity/product, the degree of
deforestation associated with the current production, the characteristics and structure of
production for the relevant commoditiestc. Given these variables that would differ
between countries it will not be possilidéeanaly® in detail the potential impacts on each
tradng partner However the quantities and value of exports to the EUalgpecific
producer countrycan provide an indicationf the potential impact of the intervention.

The value of exportas a perentage of th&rossDomesticProduct GDP) can also help
identify countries which potentially could beoreimpacted.

Annex 6 shows themain tradng partnersand theshare of thecommoditiesthe EU
imports from themboth in terms of quantity and value. It also sh@asntrieswhere the
commodities play a key role as a proportafroverall imports by the EU from them and
those countriewith highest value of exporte the EUas percentage of the GDP.

It is howeverimportant to point out that thehangeof forest cover given in the tables is
the nationalrate. A loss in forest cover (negative numbergy vary considerably sub
nationally and loss mape related to other drivers than the production of the relevant
comnodities under consideration.

The following figure illustrates the main trading partners for each commodity (average
annual quantity 2032019), including associated deforestation risks. Some of the
imports are concentrated on a few countries with highaisdeforestation associated to

the production of those commodities. These are the countries that will be more likely
impacted by the initiative.
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Figure 8 Main trading partners of the EU-27 by commodity (based on average annual imported
quantity of the six commodities over the period 2015-2019).

The deforestation risk level associated with the partner countries is indicated by c6lourge  « KD \U HPERGLHG
GHIRUHVWDWLRQ ¢ GHIRUHVWDWLRQ RI QDW X estn M ihked/to the focaDdemma@iyWw XUDO IRUHYV
the country, and/or >13% (beef) or >10% (other focal commodities) of forest was converted to the commodity in at leastnbne 10

area of the countryYellow= 1000-5000 ha/yr embodied deforestatiornd D9%deforestation of natural forest;4.99% net natural

forest loss and/or 1:13% (beef) or 0.8.0% (other focal commodities)of forest was converted to the commodity in at least one 10

kn? area of the country! = <1000 ha/yr embodied deforestation andfm 10knd area of the country had >1% (beef) or >0.5%

(other focal commaodities) forest converted to the commoliasck 1 $ DV DOO UHPDLQLQJ FRXQWULHV ZHUH JURX
category). See methods for full details of deforestation risk dat&gbtse risk levels differed between datasets, the highest risk level

was shown. Note that deforestation risk is not necessarily comparable between commodities because datasets and dateyoverage

differ. Source: Eurostat ComEXf, importerreported data.

Impacts in third countries may vary depending on operator size and stage in the supply
chain. The supply chains of proposed commodities are generally hourglass shaped, with a

180 Eurostat, 202}https://ec.europa.eu/eurostat/web/internatidralein-goods/data/focusn-comex{ Downloaded orl2/02/2021.
The trade data included in Eurostat ComExttesed on trade between two trading partners ambtjwovide details on whether the
exporting country is also the country of origin for either the commaodity or raw product. The third countries should therdfere
assumed to be the sole country ofyorifor the reported trade.

60



small number of multinational processors and traders dominating the international
trading stage, and production involving a wide range of suppliers from companies to
smallholder$'!82 For example, cocoa production relies o® Bnillion smallholders
worldwide, with a few large multinational companies dominating processing antftrade
andaround twethirds of Brazilian beef exports are handled by three main meatpackers,
whilst cattle are produced and reared by 2.5 million fartfferanging from smaikcale
ranchers to large compamyn farms®,

Operatorsin third countries including smallhdders, could face coststo developor
implementsystems tallow EU operators t@omply with thenew requirementswhere
theydo notalreadyhave systemm place Thesecostscouldbe passed through the prices

of products However, a level playing field will be established as regards the exports to
the EU, providing an incentive for all operators to switch to deforestagensupply
chains and a competitive advantdgethosethat are or would beconmmpliant. In the
medum to long term, this is the only way to avoid the race to the bottom.

It is important to highlighbnce agairthat theproposectut-off date of 2020 can mitigate

the impact of the proposal in third countri®sfocussing on the effective development of
systems for current/future supply, rather than diverting resources to retrospective
compliancesee section 4.5)

All options might also have unintended trade impacts, which can be separated into three
main categories: i) risk of leakage, ii) hinderedemscto commaodities for which EU
supply is concentrated in a small number of producing countries and iii) unavailability of
alternatives that would be compliant with the requirements.

Therisk of leakages addressed in section 6.1.4.

In cases of commodés with a limited supply base the implementation of measures
could theoretically reduce supply of certain products and higher potentially lead to higher
market prices, especially where supply to the EU is concentrated in a small number of
producing countas such as for cocoa or palm oil. However, the proposedffcdate of

2020 would significantly reduce these risks, as most products currently in trade would be
sourced from land put into production prior to 2020, providing time for operators to
adapt.

181pacheco P, Gnych S, Dermawan A, Komarudin H and Okarda B. 20& palm oil global value chain: Implications for economic
growth and social and environmental sustainahilyorking Paper 220. Bogor, Indonesia: CIFOR.

182 Santucci, F.M. and Tiagni Wouakoue, C. 2019. l-tevgn and recent trends in the cocoa and chocolate international market.
International Journal of Social Sciences and Management ReR{&)v 139452.

183 Santucci, F.M. and Tiagni Wouakoue, C. 2019. L-texgh and recent trends in the cocoa and chocolate international market.
International Journal of Social Sciences and Management Re2{&)v 139452.

184Ermgassen, E.K.H.J. zu, K.H.J., Ayre, B., Godar, J., Bastos Lima, M.G., Bauch, S., Garrett, R., Gragnjjll.re, M.J.,

Lofgren, P.et al.2020. Using supply chain data to monitor zero deforestation commitments: an assessment of progress in the
Brazilian soy sectofEnvironmental Research Lettedb(3).

185 Kuepper, B., Steinweg, T. and Piotrowski, N02B.Brazilian beef supply chain under pressure amid worsening ESG impacts

61



6.1.3 6.1.3 Social impacts

$W D ORFDO OHYHO IRUHVWYV SURYLGH VXEVLVWHQFH DC
population, including indigenous peopl&® The FAO estimates that orthird of
KXPDQLW\ FRXOG EH GHVFULEH®G®GhDRUBHNVIVO P KO RAKHHQ\PR I Sit
and norZRRG IRUHVW SURGXFWVY SURYLGH XS WR RI WKH
developing countries. The expansion of land for subsistence agriculture is one of the
driversof deforestationat the same timen unsustaiable use of forest natural resources
jeopardises the livelihood of the local populatiéh.

Due tothe (8 TV Odadlel tbnsumption of commoditi@sd productcoming from
supply chains associated willeforestation and forest degradation, all optiomsld have

the potential for significanpositive social impact in producingcountries. The analysis
indicates positive impasbf Options 15 in multiple areas of social policy, notably: land
tenure; governance and capacity building in administration; participation of local
communities and civil society; preservation of cultural heritage of indigenous peoples;
income distribution, social prateon and social inclusion; and workers health and safety.

While this initiative focuses specifically on measures to minimise the placing of products
associated with deforestation or forest degradation on the EU miamkit also address

the issue ofights of indigenous and local communiti&$e proposed policy options will
require products to be compliant with both deforestatiiea criteria and the laws of the
country of productionthereby allowing to assess whethéhe rights of vulnerable
commurties such as indigenous people and local commurtites been respected and
upheld in the country of production

In terms of employment, the policy options are expected to positively affect the
competitiveness of relevant sectors and specific operattrmthese sectors which will
result in the creation of new jobs in operators applying compliant production processes,
and a loss of jobs for operators applying foompliant production processes. New jobs
will likely be created related to compliance witihe new requirements for operators
placing products on the EU market.

Whilst the longterm impacts on third countries are expected to be posititiel short

term impactscaused by EU operators shortening/simplifying supply chains, reducing

their numbe of suppliers and/or switching to lowask supply chains may particularly

impact smallholders. For example, smallholders prodwes 90% of the cocoa in West

Africa. For palm oif VPDOOKROGHUYV DUH UHSRUWHOGplahted FRQWUR (
land and 28%of land in Malaysi#® Fluctuations to the income of smallholders may

have socialhs well as economic impacts, where families are reliant on the income for

food, health, education etand where limited options exist for alternative income.

Whilst multinational companies are engaging with smallhold&rsachieve zero

18f1 https://eurlex.europa.eu/leqaiontent/EN/TXT/HTML/’?uri:CELEX:52019DCO352&from:E|N

187TEAO and UNEP, 2020. The State of the World's Forests 2020. Forests, biodaedsiigople. Rome. in EPRS, 2020.

188 Bakhtary, H., Matson, E., Mikulcak, F., Streck, C. dimson, A. 2020Company progress in engaging smallholders to
implement zerodeforestation commitments in cocoa and palm oil
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deforestation commitmentgsomplex supply chaingor cocoa and palm oil create
challenges with tracingack to the farm/plantation of productiét Reduction in mills or

supply base has been implemented as a strategy by companies to make it easier to
monitor suppliers”.

Again, the suggested coff date of 2020would significantly mitigate potentially
negative social impacts by limiting the numbersohallholders that would be caught
working on land whose products cannot be sold to theZE&hd ensuring that nearly all
current commodity production from exporting countries can still make théseat more
on section 4.5.

Whilst smallholderproducers and rural communities will ultimately benefit from the
policy options(through benefits of healthy ecosystems, nature underpinning wellbeing
and growth, and othersinitigation meaures such as enhanced EU support to partner
countries and operator support within their supply chains will be important from the
outset, to ensure support the transition to sustainable production by smallholders in EU
commodity supply chains. To maximiggositive impacts and mitigate against any
potential challenges, within the EU and third countries and for all types of actor, the
identified options must be accompanied with other measures identified iA0td#
Communication.

Box 3. Interplay betweenhe due diligence requirements in the Sustainable Corpors:
Governance (SCG) initiative and those established in the legislative initiative
deforestation

The SCG initiative is a company law initiative fostering behavioural chaigéng at
embedding suatnability firmly in the Member States corporate governance system
foresees a general due diligence obligation applying to EU limited liability companies (
lighter regime for SMESs), while neBU companies would only be covered above a cer
turnover in the EU. The due diligence process under the SCG initiative would not inclu
risk of illegal production and harvest

The legislative initiative on deforestation has a very specific objective related to the Eu
Green Deal and itsequirements will go beyond the general duties under the SCG initiati
will establish a more targeted regime for relevant products and commodities that n
associated with deforestation and will set specific conditions for their placing on th
market. Critically, it will also include a prohibition, which will apply to all operators plag
the relevant products on the market, including EU andEldrcompanies, irrespective of the
legal form and size.

The due diligence system set by the legista initiative on deforestation will apply t
operators that are the first to place relevant commodities/products on the EU market in
to the risk that those commodities may pose as regards deforestation and forest degrads
illegal producton and harvest. Conversely, the SCG due diligence duty would apply to all
products of that company and in relation to all other adverse impacts

Like other EU produespecific legal instruments containing a due diligence duty,
deforestation dueiltence regime will act akex specialis This will entail that the SCG du
diligence could applyn so far as there are no specific provisions with the same objectiv
nature and effectin the framework established by the legislative initiative on defatien.
However, the mere existence of specific deforestation rules should not exclude the app
of the SCG. Where SCG provides for more specific provisions or adds requirements
provisions laid down in the deforestation regulation, the tvitiaiives should be applied i
conjunction.




6.1.4 6.1.4 Coherence with other&policy objectives

The policy options proposed are coherent with the overall objectives of the European
Green Deal and all the initiatives developed thereunBeth the EU Biodiversity
Strategy for 2030 and the Farm to Fork Initiative identify the latii® proposal and
other measures to avoid or minimise the placing of products coming from supply chains
associated with deforestation or fsrelegradation on the EU marlet important for the
achievement of their objectives.

The initiative is also part of the actions foreseen in 2089 Communicatioron
Deforestationwhich sets out the overall objective of protecting and improving the health

of existing forests, in particular primary forests and to increase sustainableelsed

forest coverage worldwide.Other relevant related initiatives foreseen in the
Communication that are complementary with the proposed initiativelaré/ork in
partnership with producer countries, to address root causes of deforestation, and to
pronote sustainable forest managemeg), international cooperation with major
consumer countries, to minimise leakage and to promote the adoption of similar
measures to avoid products coming from supply chains associated with deforestation and
forest degradain being placed on the market.

The proposed policy options are also coherent with the international instruments backed
by the EU, specifically the Paris Agreement anduhis 2030 Agenda

All policy options includemeasureghat also may impact tradevhich could have an

LPSDFW RQ (8 IRUHLJQ SRO ldével@p@ent EnOpeémtidRie gveket (8 9V

all proposed policy options is farovide an incentive for'8 countriesto take action to

achieve the sustainability milestones to which they ABee committedThis is to be

achieved by favouring sustainable supply chains and cbesumptionof deforestation

free commodities and produdtsthe EU, therby FXUELQJ WKH (8V QHJDWLYH
WKRVH FRXQWULHVY HQYLURQ P f¢@unés of gheDpali6y/InWwds®e€s VRPH |
2 namely the deforestatieinee definition and the cwdff date 2 have been designed

with the aim of minimising angudderimpact on3™ countries.

Precisely in view of the potential impacts 8f countries, policy options 1 to 4, which

are based on due diligence, are considered to be coherent with EU policy objectives.
Policy options 2 and 3, which allow better performing countries to enjoy improved
market access to their commodities and produats,considered more coherent than
policy options 1 and 4. In contraspligy option 5, which could result in extreme cases

in an import ban against the commodities or products 88mountries, , is considered

to be less coherent, as this could haggangereconomic impact 08 countries. These
differences can be observed in table 8.

6.1.5 6.1.5 Leakage problems

The main objective of the initiative the elimination of the EU contribution to global
deforestation, with the reduction of overall global destation asraadditional effect.
That additional effect could of course be reducedHh®/eakageor spill-over effects.
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This means thatleforestationor degradationrembedded in EU consumption may be
reduced or eliminatedbut at the same timensustainble production activitiesvould
either be transferred to otheommodites not in scope of the regulation or by switching
to less discerningnarketd91, potentially reducing the overall impact of the EU
intervention

Various stakeholders indicated that they expect that EU interventionwill entalil
leakagerisks. Neverthelessnanyalso agree that this is an acceptable risk if additional
measurestas described and identified in the 2019 Communicatare taken tonitigate

this risk as much as possibBased on the insights and additional inputs from consulted
stakeholders, some precautionary measures can be identified to mitigatesttee The
preferred policy option contains many of these mitigating measiites.results are
shown in table 7.3 below.

Figure B: Examples of risks of leakages and mitigation measures

Unintended effect Mechanism Potential mitigation measures

Shift to other
commodities or products
not under the scope of
the measures.

Substitutionof commaodities or products that are The progressive scope (section 5.1) advocated

included in the scope with commodities or in this impact assessment aims at being able to

products that are not covered by the scope of tt deal with changing trends in commodities and

measures. This could happéar instancejf palm productsnvolved in deforestationthere was

oil in products is substituted by other vegetable strong support among stakeholders, as well as

oils that are not coverday the scope of the EuropeanParliament for having the scope

measures, triggering deforestation that is outsic revised regularly as a mitigation measure.

the reach of the EU intervention.
The secalled Brussels effect couldsoplay a
positive role to extend the reachtbe EU
intervention beyond its scopé (nvironmental
regulation is often nodivisible. After an
LOYHVWPHQW LQ FRPSOLDQF
environmental rules is made, the company
typically extends those same sustainability
practices across its@dal conduct or productioni
argues Anu Bradford in The Brussels Effétt

Also relevant is the fact that companies working
with products outside the scope of this EU
intervention may be obliged to conduct horizont
duediligenceduties due to the initiative on
Sustainable Corporate Governance (see EU
context on section 1.1)

Shift of non- Rather than fully shiftig to sustainable The benchmarking system of the preferred polic

deforestationfree
exports to other markets
outside the EUwith

laxer regulation, to avoid
the burden of the
measures.

agriculture and halt deforestation, producers m:
be tempted to separate their supply chaselling
deforestatiorfree products to the EU, while they
continue to sell nowleforestatiorfree products to
other markets. This could signifiotly reduce the
overall impact of the EU intervention.

optionis one potential mitigation tool that tries tc
address this risk (see section 5.3.2.) The syster
meant toassessountriesin terms ofdeforestation
linked to the production of the commodities
covered in the scop@s suchjt could create
incentivesfor countriesto curb deforestain
regardless of the final destiny thfeir production
(internal, EU or other extreU markets.)

This typeof risk is higher in those commodities
where EU market share is lower (see trade
impacts on sectiof.1.2.) For instance, for cocoa
and coffee, the EU is such a substantial global

1% Ingram, V., J. Behagel, A. Mammadova and X. Versch(2620). The outcomes of deforestativee commodity value chain
approaches. Background report. Wageningen University and Research, Wageningen, The Netherlands
2 y7KH %UXVVHOV (IIHFWBQLRDVBKB HX WRISHHDRUOGYT $QX %UDGIRUG
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Unintended effect

Mechanism

Potential mitigation measures

Shift to other ecosystems
not covered under the
LG HIRUHMWHHW L
definition

Indirect land use change

Expansion of agricultural production into natura
non-forest ecosystem with high nature values, li
natural savannah, grassland or aed
ecosystems, which are not under the scope of t
EU intervention Stricter rules aiming to protect
Amazon forest has already been shown to
accelerate conversion of Cerrado savannah ani
Pantanal wetlands for agricultural production

Whencommoditiescovered in the scope replace
other cropn existing agricultural landhis may
lead toproducers engaging on deforestation or
forest degradation to maintain production of crc
and commodities not covered by tBe
intervention. This problem is abundantly
documented in the field of biofuéfd

buyer thathe effect of potential leakage is less
likely to meaningfully imdermine the overall
impact of the EU intervention

The additional measures identified in @19
Communication should also help tackle tkiisd
of leakagein particularby working in partnership
with producer countriesffering adequate
packages of suppo@ndby strengthening
international cooperation withther major
consumer countrie® ensure adoption of similar
measures tourb deforestation and forest
degradation.

Also relevant to address this type of risk is a
potentid Brussels effegtas mentioned above

The EU interventiowontemplated in this impact
assessment focuses on the protection of forests
Enlarging the coverage to other ecosystems wc
jeopardise implementability by making
monitoring of deforestation and forest
degradation criteria more difficult. Also, the
policy options are based on an assessment of |
relevance of forest from the perspective of
climate change and biodiversity loss. A differen
assessment of different ecosystems would ente
different policy intervention proposal.

Companies may be obliged to conduct horizont
due diligenceduties due to the initiative on
Sustainable Corporate Governance (see EU
context on section 1.1ljneaning impacts on
ecosystems other than forests expectedo be
covered by that proposal.

Potential mitigation tools to this risk have alreac
been explained above: a) The progressive prod
scope that is regularly updatedMrking in
partnership with producicountries; cjhe
benchmarking systend)) the potential Brussels
effect; e) the broader coveragé theinitiative on
Sustainable Corporate Governance.

6.2 6.2

deforestation free definition

Benefits

Policy Option 1 + Mandatory due diligence system, relying on a

Due to the similarities and improvements with regards to the EUTR, option 1 is expected
to provide benefits at the middlew end above the minimum described in section 6.1.1,
that is at least 29% of deforestation driven by consumption and productioe eixth
commodities included in the scope by 2030, and therefore a minimum of 71,920 hectares
of forest less affected by Etkiven deforestation and forest degradatgiarting in
2030°“ This would also mean a minimum 81.9 million metric tons of carbon feer
emitted to the atmosphere every year due to EU consumption and production of the

193 hitps://www.sciencedirect.com/topics/engineering/inditent-usechange

1%4Under the assumption that the regulation enters into effect three years after a proposal is agreed upon, i.e. in 2QZarSevera
will be required to reach the maximum effectiveness of the regulation as operators and Competent Authorities ajppsbtiuties

to be able to more effectively perform their duties in the context of the new requirements, thus the full effects datiom regu
expected to start in 2030.
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relevant commodities, which could be translated into economic savings of at least 3.2
billion EUR annually.

Option 1 would also contribute to preserving biodiversity luoing activities that are
proven to threa&nthe survival of numerous species.

Option 1lis also expected to contribute to achieving the specific objectives of the EU
intervention, namely minimising theonsumption of products coming from supply

chains assciated with defgestation or forest degradation, and increa&higdemand for

and {rDGH LQ OHJDO DQGHHIHFRWPHP\RWED W L.RIQwdDIQ @lssSUR G XFW
contribute tocreating a level playing field for companies operating in the EU mariaet
EHQHILWURLORYZIHWVUKLUG FRXQWULHYVY ZKR DUH OLNHO\ WR H
for their commodities

Costs

Apart from the cost addressed under Sectiondgptign 1will lead to cost$or operators
related toestablishing and maintaining appr@tadue diligencesystemsand conducting
risk mitigation The proposednproveddue diligencesystemsvould require operators to
take action to ensuraceability and transparency. In addition, there are likely to be
administrative costs associated with the needle¢atify and analyséhe possiblity that
commoditiesor productsin the supply chairould be associatedith deforestatiorand
forest degadation.

As is the case with the EUTRperators that place imported products on the EU market
will be the most impacted byompliance costs. Operators that placaelevant
commoditiegproduced in the EU on the marlkeete already under the obligation topsy
national and EU laws, whicltomprehensivelycover a wide range of legal and
sustainability aspect®.g. existing nature legislation as well as planned legislation under
the Biodiversity Strategy)and therefore the additional burden that the new initiative
would place on them is expected tolipated.

EU operators are expected to incur both-offecosts to set up thdue diligence system
and recurrent costs to maintain and operate the system.

Oneoff costs may include components suclidegeloping and instituting due diligence

policy, procuring and installing necessary IT systems, informing and training staff and
supply chain partners. Recurring costs include the costs of employees defticated

task, maintenance of systems, and costs related to the collation, aggregation and analysis
of the dataincluding in some cases professional services for 3rd party audit costs and
surveys

The approach to estimate the costs @meratorsof estahbkhing and maintaininglue
diligence systemsis based on cost estimates for tbempliance with theEUTR.
Although there are other sourdes the cost ofdue diligencen the literature and from
policy developments in other areas, the EUTR provides the closest examgle of
diligenceof aforestrelatedsupply change for the purpose of this initiative.
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The cost of adue diligence systemariesacross operators. Thellfmving key factors
influenceoperatorspecificcosts:

The number of products

The number of suppliers

The size of the operator

The length of each supply chain (value chain complexity)
The country oproduction

The availability of existing supplier informah systems

X X X X X X

The higher the number of products and suppliers that an operator deals in and with, the
higher the costs of thdue diligencesystem The size of the company could be correlated
with the number of products and suppliers, but it is the lategrishthe main cost driver,

i.e. the number of products and suppliers are more decisive faluthdiligencecosts

than the size of the company in question. Generaltyre complex supply chains could

lead to higher costs, but this is dependent on martgrimincluding the extent to which

the operator is able to push some of the effort to trace the full supply chain back onto its
immediate supplier.

An important element that could influence the costs of settingduyealiligencesystem

is whether importers have already equipped themselves on a voluntary basis with policies
and systems to measure and mitigate sustainability risks in their supply chains. Importers
may, for example, be monitoring their supply chains for other certificptioposes. This

can be in the form of forest or chain of custody certification of their products, or as part
of internal corporate social responsibility commitments. In such cases, these efforts
contribute to thedue diligencesystemand may thus result ilower costs in comparison

to companies that have no such policies or systems in place. According to a recent
report®, 93% of the companies have taken at least one indastgpted measure to
safeguard forests in their operations and supply chains.

The due diligencesystemforeseen irthe legislative initiative on Sustainable Corporate
Governanceeferred to irsection 1.Imay alscentail significant costdt is expected that

a large proportion of companies that would be considered operators under the
deforestation legislation will also be in scope of thee diligenceobligation under the
Sustainable Corporate Governance initiatiwéhile the scope and definition of titue
diligenceobligations may differ (for example the deforestatiiue diligenceobligation

is not expected to include disclosure obligatios®)me of the processes and systems
established to comply with the obligations under $lustainable Corporate Governance
initiative would also be useful to fulfil the obligations under the destation legislation
(more information in box .3

195 CDP (2021). The collective effort to end deforestation. A pathway for companigise their ambition.
https://lwww.cdp.net/en/research/globaports/globaforestsreport2020
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There are very few studigsoviding information ononeoff costs of setting up the
EUTR due diligencesystem One of thent?® provides a range between EUR 5 000 and 90
000 per operator, which is comparabWgh the values given for othetue diligence
processed’. This range provides a reasonable estimate of the costs that companies could
incur to set up theue diligencesystem The level of costs for a particular company will
depend on the specific factors mentioned above.

As regards recurrent costs of tiee diligencesystem the overall costs for importers of
EUTR products is estimated as a range between 0.29 and 4.3% wéltle of the
imports (see SWD Fitness Check EUTR/FLEGT RegulatténThis same percentages
were applied to the value of imports for the relevant commodities to derive an estimate of
due diligencecostsfor those importers of those commaodities:

Table 5Estimate ofannualcosts ofdue diligencebased on EUTR and value of imports. Import values
extracted from Comext, average of 5 years (20059)

Commodity | Value of Costs of DD | Costs of DD | Comments (HS codes
imports lower higher included in the value of
(EUR estimate estimate imports)
million) (EUR (EUR
million) million)

Wood 24,525 71 1,071 Comext data for all HS
(0.29% of (4.3% of codes in scope of EUTR
imports) imports) The percentages derive

for lower and higher
estimates are used for t
other commodities

Beef 4,304 125 1851 HS0102,0201, 0202,

020610, 020622,
020629, 4101, 4104 and
4107

Cocoa 7421 215 3191 HS1801 to 186

Coffee 8,061 23.4 346.6 HS0901

Palm oil 5013 145 2156 HS120710,1511

151321, 151329 and
230660

Soy 11,133 32.3 478.7 HS1201, 120810507

and2304

19 Indufor (2016). Review of the EUTR. Avaliablglgtps://ec.europa.eu/environmeatésts/eutr_report.htin
197 The OECD studyu 4 XDQWLI\LQJ WKH &RVWV %HQHILWY DQG 5LVNV RI 'XH 'LOLJHQFH IRU 5HV

$VVHVVPHQW 7R R G20 estirfrakes h&Qdmif Ydbts between EUR 3 150 and 205 000 for dtafé, consultant fees

and training and between EUR 36 000 and 90 000 for IT systems. The draft Impact Assessment for the legislative initiative on
Sustainable Corporate Governarestimates up to EUR 31 500 of direct @ff costs per company to set up ttee diligence

system.

198 For the sake of comparison, the draft Impact Assessment for the legislative initiative on Sustainable Corporate Governance
estimates in EUR 7.6 billion the recurrent direct costs of due diligence for 223 000 high impact SMEgyarmbrigpanies.
Comparing this value with the estimate of the imports for such subset companies (calculated with Eurostat 2017 data by
proportionally reducing on the basis of the number of companies the total imports of all EU companies in the relevartdes8)CE
provides a value of 1.7% of total recurrent costs of due diligence expressed as a percentage of the value of impartajthinich i

the range of the estimates for the EUTR.
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Totals 35932 1042 1.545
(excluding
wood)

Totals 60,457 175 2,616
(including
wood)

The approach taken to estimate the costtuefdiligencdor operators presents a number
of uncertainties and limitations:

- ltis based on EUTRue diligencewhich includes onlydue diligence obligations
related to the laws of the country of origifihe deforestaticffree definition is
expectedo adda new laye of coststo due diligence systems. This new layer, as
argued in section 4.4, is expected to be simpler and therefore less costly.

- The same EUTR ratio is applied across the board to all commodities on the basis
of import value but it is likely that exestngdue diligencdor some commodities
would be either easier or more complex than for wood. There will also be
significant differences depending on the levels of risk of deforestation in sourcing
countries

Although these elements introduce uncertainty in the calculatibeg, areconsidered

the best estimate7 KLY UHVXOWYV LQ UHFXUUHQW FRVWV RI EHWZ
million per year.Other attempts to estimate the costsdot diligencebased on the

number ofoperatordor each commodity showeal veryhigh variability due to the lack

of reliable data, and were therefore discatdfed

The above costs represent the direct costs of settimgndpperatinga due diligence
system In additian to those, operators may incur additional costs as a consequence of the
results of thedue diligencefor specific supply chains, i.e. by implementing mitigation
measures where necessary. These may entail for example changing suppb&ssof
specific supply chains cannot be mitigated in a different way. Given that the need for
such mitigation measures and the type of action taken are very context specific, it is not
possible to quantify such costs.

In addition option 1 will entail costs of imgimentation and enforcemefor Member
States authorities, whas in the case of EUTRvould betasked withinspecing and
ensuing that the operators have appropridte diligencesystemsn place The costgor
authorities of EUTR was estimated on the basis of the data reporkéerblyerStates.

The ecent analysis on EUTR implementatjoumblished in 201@sing information from
Biennial Reports published by Member States in the period-2019 compares the
human resources available for the implemeatatiof the EUTR.Implementation
resources are uneven across member stiitdbe EUTR Fitness Check, interviewees

199 See section 8.2.3 of the study supporting this impact assesShaht:on EU forest policy. Impact assessment on dersiied
measures to address deforestation.
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confirmed that theP HP EH U tog{faWtHeVBUTR implementation depenaschon
the number obperators and traders within a specific country.

Estimated overall costs of EUTR for CAs are shown in the table bd&low.shows the

total number of FTE¢full time equivalent staffacross the EU is 182 and based on an
average wage across Member Statethe EU of 40,000 per year, the total costs of
EUTR compliance for Member States CAs is approximat@l nillion per year. This

cost isslightly higherthanthe total cost of EUTR compliance reportedMember States

CAs in the 2016 evaluation of the8 75 ZKLFK SURYLGHG D4660QW0H RI
per year, depending on tMemberState?®°, which correspondet total annual costs for

all EUMemberStatesR | Y4 PLOOLRQ

It is assumed that the resources required fkbemberStates to enforce and motor the
implementation ofthe proposed newRegulation covering an expanded scope of
commodities are proportional to the total value of imports of each commodity.
Extrapolating from the EUTHhduced costs and accounting for the total value of wood
imports egulated by the EUTR, the expansion of the scope will lead to the need for
around267 FTEs of additional human resources kember States as seen in the table
below (449 in total when including woayl When calculating the cost for expanding the
scope f WKH UHJXODWLRQ WR RWKHU FRPPRGLWLHV DQ
FTE has been used (based on the findings of the Fitness Check on the EUTR). This
results in a total cost of approximately48 million for all Member Statesand
commoditieger year

Table 6 Estimated total resources needed (FTE) and costs (Euro) incurred by Member States under
Policy Option 1

Commodity 7RWDO LPSRUW Y| Enforcement resources (QIRUFHPHQW FRV
needed (FTEs) million)

Wood 24.53 182 7.28

Beef 43 32 128

Cocoa 742 55 220

Coffee 8.06 60 239

Palm Oil 501 37 149

Soy 1113 83 330

Total (excluding wood) 35.92 267 1066

200 Eyropean Commission. (2016). Evaluation of Regulation EU/995/2010 of the European Parliament and of the Council of 20
October 2010 laying down the obligation$ operators who place timber and timber products on the market (the EU Timber
Regulation)
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Total (including wood) 6045 449 17.94

It is to be noted, however, th#te figure of about 48 million per year for all EU
MemberStates should be considerada minimum, as is based on testimated cost of
enforcement of the EUTRS currently done by the EU Member Statekich has been
sometimes not fully adequate to the task. Those enforcement efforts haveldmped

by shortcomings, including insufficient checks and uneven enforcement across member
states, as highlighted by the Fitness Check of the EUTR and FLEGT Regulatgon.
expected that a satisfactory level of enforcemenEbyMemberStates would require
evenmore resources and imply higher costs. In addition, a number of measures involving
new enforcement obligations favlemberStates 2 including a minimum volumehare

of products and commodities checked per year or the obligation to respond to
substantiated caerns raised by civil society arealsoexpected to increase the costs.

Regarding costs to third countries, all options have a deforesteg®mequirementso
producers will need to make thecessary changes to their production practices to ensure
that commodities exported to the EU meet legal and deforesfatierrequirements.
Whilst costs should be minimal in countrigsd productsvhere commodity production
rarely involves newly deforested or degraded larak well as those with effective
national institutions controlling the legality of local productitiere may be particular
countries and supply chains where this would recaditionaltime and resources

As noted above, some EU operatomuld switch © lower risk countries and supply
chains where possible. Higher risk countigesild therefore experience a lower demand
for their products from the EU (although the extent of such switching of suppliers is not
known, and the experience from the EUTR iatls that operators continue to source
timber from higher risk countries).

Figure 12 (section 6.1.2) illustrates the top EU trading partners per commodity and their
level of deforestation risk, with further details on countries most likely to be impagted b
the regulation provided in Annex 6.

6.3 6.3 Policy Option 2 *A benchmarking system and a list of contravening
operators combined with tiered improved mandatory due diligence system,
relying on a deforestation free definition

It is expected that this optiomill have a higher effectivenessd efficiencythanoption

1, asthe DDS requirements will be accompanied by a benchmarking sysesating
incentives for countries to curb deforestation and facilitating due diligence by operators,
among other benefi{see section 5.3.2 for more information)

Benefits
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Option 2falls within the same range of expected beneftsption 1.Therefore, option 2

is forecast to provide benefits at the high end above the minimum described in section
6.1.1, that is at least 2998 deforestation driven bigs consumption and production of

the six commaodities included in the scope by 2030, and therefore a minimum of 71,920
hectares of forest less affected by-Btiven deforestation and forest degradastarting

in 203G¢°L This wauld also mean a minimum GfL.9million metric tons of carbon fewer
emitted to the atmosphere every year due to EU consumption and production of the
relevant commodities, which could be translated into economic savings of at least 3.2
billion EUR annually.Yet, while not quantified due to the limitations the assessment
faces, it is expected that the enhanced features described in section 5.3.2 will bring higher
effectiveness than option 1.

Option 2 would also contributeore decisivelyto preserving biodiusity by reducing
activities that are proven to threat the survival of numerous species.

Option 2is also expected to contribute to achieving the specific objectives of the EU
intervention, namely minimising theonsumption of products coming from supply

chains associated with deéstation or forest degradation, and increa&higdemand for

and '{tDGH LQ OHJDO DQ@ HHIHFRWPHRWD W L.RQwddIQ GIsSUR G XFW
contribute tocreating a level playinfield for companies operating in the EU markat

streamline enforcement activities and associated costs across the EU through the
transparent identification of contravening operators

In addition operators sourcing commodities and products frgnfO-RAANY FRXQWULHYV
would benefit from highedemandor commodities and products frooountries assessed

to be nO-RJA VIXdy are alsdikely to see increased competitiveness compared to
RSHUDWRUYV VR X-WHLNtridddR® touaKredu€ed adminidikee burden to

meet due diligencerequirements.Benchmarking will also facilitate the amount of
information available to consumers. This might result farther increase in demand for

products  URP {WLIR/AN § F.FPMblicvattedd Yo benchmarking might also provide
valuable information to NGOs, academia and policy makers and would facilitate
decisionmaking, innovation and research relating to deforestation, forest degradation

and trade.

Option 2 will also create befits for third countries As mentioned abovehé
benchmarking information on third countries could act as an incentive for producer
countries to improve their environmental protection @&sdenforcement thusnakng

their supply chains more sustainabl€his will be essential for the EU market but also
increase their access to other sensitive markidiss is likely to be most effective if
coupled with technical and financial assistance, including measures identified in the 2019

21ynder the assumption that the regulation enters into effect three years after a proposal is agreed upon, i.e. in 2QZ&arSevera

will be required to reach thmaximum effectiveness of the regulation as operators and Competent Authorities adjust their approaches
to be able to more effectively perform their duties in the context of the new requirements, thus the full effects datiom regu

expected to stain 2030.
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Communication, to work ipartnership with producer countries to reduce pressures on
forests.

&RXQWULHYV VSHFLILFBWIOANYGHM\WHHOQHHGLD/NIUARZKLIKHU (8
LQ 2SWLRQ SRWHQWLDOO\ LQFUHDVLQJ WKHLY H[SRUW\
ULV N§ als& aclas a positive signal to other sensitive markets, encouraging sourcing

from such countries2 SWLRQ ZRXOG KDYH ORZHU DGAHAIMNIVWUDYV
countries than Option 1, due to the simplified due diligence obligations of EU operators.

TheVH EHQHILWNVWR ERREAWULHY ZRXOG YDU\ E\ FRPPRGLW\
RI VRXUFLQJ FRPPRGLWLHY OLNHUWHEHNHNIY FRXQOQWGLARRG IURI

Costs

Benchmarkings expected to lower theperatioml costs forEU businesseas compared

to option 1 The simplified due diligence obligations for low risk countries are expected
to lower the cost®f conducting due diligence per.sehe list of low risk countries could
help guide operators teforestatiorfree supply chains, therefore reducithg costs of
finding those reliable and safe suppligbption 2is alsoexpected to create an incentive
for operators placing products on the EU market to $ihéir sourcinglURP HK LYK
FRXQWULHM W\ FRKDQWULHV

The costs for the DD under this option were established on the following Hasis:

W W D Qdu® diliGefhceis expectedo produce the same costs for operatorsirader
option , WKH pVLPSOUILL\ENEfiligrreédill arguably lead tdower coss for

the operatorsThis approach would be particularly beneficial for SME operators and
traders as they would benefit from lower costs of the simplified DDS by placing products
derived from lowrisk supply chains (commodity/country of origioy) the markt

The analysis calculated the simplified DDS costs as a 50% reduction comp&b& to
underoption 1. This is based on expert judgment derived from the implementation of
EUTR, where risk assessment and mitigation is more costly and difficult for high risk
areas.lt is estimated thaR0% of the operators will b@lacing products on the market
XQGHU L\Hggsddigenceand therefore would be incurring 50% of the costs as
compared to Option IThis results in an estimated costdafe diligenceunderoption 2
UDQJL QJ158hilen %o 2,354 million per year This is based on a conservative
estimate o20% imports coming from lower risk countries. Currently 26% of the imports
for the 6 commodities come from countries with lower risk according to ILAT €€ore
Given that this score is based on legality only a conservative round up to 20% has been
used.

202 Fgrest Trends (2021%lobal lllegal Logging and Associated Trade Risk Assessment Tool (ILAT Rigg}://www.forest ]
|trends.org/fptiilat-home}
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Figure9 Risk categorizatiorof imported commaodities based on the ILAT score 2020 of the country of origin. Based
on quantities imported 2012019
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As regards costs for public authoritisggnificantly lowercoststhanunder Option 1 are
expected.The Eiropean Commission will be covering costs associatigtdl setting up
the benchmarkingystemand the processingof the information received. Theystem
will need to be kept up to date to reflect the developments in producer countries. Costs
for the establishment of the benchmarksygtemare estimated for year 1 to amount to
337,000 and thereaftetk68,000 per year foits maintenanceThis is based oithe
assumption that the benchmarkicmuld includeup to 134 countriedased on a further
analysis of trade flows, which would indicate the need to assess specific colistses.
up would entail a on®ff cost of 20 working days per country atidn10 working days
per countryper year to keep updatel the benchmarking resultghourly salary of

Y, K RasWsedobased on Eurostat average labour costs for the public sector in
EV).

Given the anticipated greater effectivenesspmifon 2 at ensuring EU sourcing is from
deforestatioffree supply chains, it is important to consider economic impacts on third

countries from the benchmarking system, in addition to the impacts described under

Option 1. By categorising producer countrees low, standard and high risk, this may

increase the costs and/or benefits to those countries. In particular, the explicit labelling as
MKLIJK ULVNY RI SURGXFHU FRXQWULHY FRXOG OHDG WR HF
effect sooner, through EU emtors switching suppliers and source countries (where
available), or by requesting further information and verification from high risk producers.

The benchmarking system may also act as a stronger signal to other sensitive markets,
further reducing dema@ IRU SURGXFWNMNRAFRKQWULHY &RXQWULH
most affected will be those with a high proportion of exports to the EU (and other
sensitive markets), high deforestation risk and where the shift to deforeftagon
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production and supplghain traceability may be lengthy and complex (see Annex 6 case
studies including cocoa from West Africa and palm oil from Asia, both of which rely on
smallholders in their production). Asdicated in Figure 7 above, for commodities such
as cocoa and cfafe, ILAT scores indicate that the majority of producer countries might
EH pKULLIWKN T

Whilst a desired outcome of EU measures is the shift in public and private sector
investment towards low risk supply chairgdrengthening the benefits of the policy
option in EU partner countriewill require targeted financial artéchnical assistance to
support high risk countries and producers in the transition towards deforete¢ion
production practicesThis measuresvereidentified in the 2019 Communicati@nd are

being developed by Commission servic&his will also to help to mitigate against
supply shortages of deforestatibee products to the EUFor example, some
multinational companies have smallholder engagement programs (e.g. for cocoa in Cote
G 1 jré Bnd Ghana, and palm oil in Indonesia and Mald$3ito improve sustainability

in their supply baseThe 2020 cubff date 6eesection 4.5) will also be important in
PLQLPLVLQJ LPPHGLDWH LPSDFWVULQGE ISERXQ®UQH W WH L
their production systems.

6.4 64 Policy Option 3 +Mandatory public certification combined with an
improved due diligence requirement, relying on a deforestation free definition

Benefits

Option 3 falls within the same range of expected benefits of optidrhérefore, option 3

is forecast to provide benefits at the middle end above the minimum described in section
6.1.1, that is at least 29% of deforestation driven by consumption and production of the
six commodities included in the scope by 2030, and therediominimum of 71,920
hectares of forest less affected by-Htiven deforestation and forest degradastarting

in 203G¢° This would also mean a minimum 8£.9million metric tons of carbon fewer
emitted to the atmosphere every year due to EU consoimptid production of the
relevant commodities, which could be translated into economic savings of at least 3.2
billion EUR annually.Yet, albeit not quantified due to the methodological challenges, it
is expected that the enhanced features describedtinrs&c3.3 will bring slightly high
effectiveness.

Option 3 would also contribute to preserving biodiversity by reducing activities that are
proven to threat the survival of numerous species.

Option 3is also expected to contribute to achieving $pecific objectives of the EU
intervention, namely minimising theonsumption of products coming from supply

203 Bakhtary, H., Matson, E., Mikulcak, F., Streck, C. and Thomson, A. 2020. Company progress in engaging smallholders to
implement zeredeforestation commitments in cocoa and palm oil.

204Under the assumption that the regulation enters into effect threeafeer a proposal is agreed upon, i.e. in 2025. Several years
will be required to reach the maximum effectiveness of the regulation as operators and Competent Authorities adjusiabeesapp
to be able to more effectively perform their duties indbietext of the new requirements, thus the full effects of the regulation are
expected to start in 2030.
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chains associated with deéstation or forest degradation, and increag&bigdemand for
and {rDGH LQ OHJDO D QG HHIHFRPH\RBIDWARQQwADIQ also
contribute tacreating a level playing field for companies operating in the EU market

In addition to environmental benefits mentioned under sectionnfabdatory public
certification could act as an incentive for those produmauntries who opt to use it, to
improve their environmental protection and make their supply chains more sustainable.
Certificationcould lead to competitive advantages in other markets as well.

Costs

In terms of economic impactde costs and impacts relating tdiered DDSasdescribed
underoption 2 are alsorelevant hereOperators sourcing from countries which have a
mandatory public certification system recognised by the EU would face lower
compliance costt meet theidue dilgenceobligation It is however expected that the
share of operations benefiting from lower compliance costs be lower tbphan 2.

The costlinked to the tiereddue diligencesystemwould be based on the same
assumptiongsfor option 2, however the split between those operators assumed to be in
the simplifieddue diligencecategory would be different than aption 2. This difference

is based on the relatively low expected uptake and even lower expected recognition of
the publicmandatory certification schemeBo build on lessons learned from previous
experiencest¢ avoid demanded processes that might fail to cover the main EU trade
partners, while still investing considerable resources), this option would be open for
countries to apply under the following criteria: 1) the country exports a significant
volume ofcommodities oproducts covered by the regulation; and 2) the EU consumes a
significant volume of th&e commaodities goroducts.

As in option 2, a reducedue diligencecost for sourcing from countries that choose to
establish andbtainapproval for a mandatory certification system is estimate&0%
reduction compared toption 1. The EU recognition process is expected to provide
operatorsadditional asurance on theustainability of the productso that it would
reduce the extent dheir due diligenceobligations. However,hie FLEGT experience
shows that it is likely that only a limited number of countries wouldabke to or
interested in developing a mandatorypliti certification system and seek its recognition
by the EU.

Although difficult to predict, for the purpose of the impact assessment it is estimated that
10% of the commoditiegn scope of the regulatiowould be sourced from recognised
mandatory public ertification systems and therefore the operators would be under
MV L P S dué Lddigeficeobligations, incurring in 50% of the costs as compared to
option 1. This results in an estimdteotal costs otlue diligencaunderoption 3ranging

E HW Z 1661aQd 2485 million per year

The costs of enforcement of the scheme are likely to vary depending whether new
enforcement infrastructure would be needed. In addidionualcosts of reporting to EU
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institutions are expected and estimated to be between 100,000,000 EUR per
country.

For EU institutions, the main costs are associated with setting up and operating the
process of reviewing, assessing and recognising the existing public mandatory
certification schemes. It is expected that there will be sasts @ssociated to setting up

the process, but the main costs would be the annual operating costs, which would
strongly depend on the number of countries seeking recognition for mandatory public
certification systems for specific commoditidgie main costor anycountrychoosingio

set up sucta mandatory certificatiosystemwould be borne at national levebandis
estimated to amount @ minimum of “4.2 million percountryand commodityper year

The cost of setting up such a schewi# depend on the potential risk of commodities

and products from a giveoountry being associated with deforestation and forest
degradationthe size and the complexity of the production structures in the country for
that particular commodity, and adnstriative and socioeconomic characteristiCests

for producing countries to implement the system would also be strongly dependent on the
specific situation and contexfThe following table provides somstuation specific
examples of costs reported in titerature linked to certification gbalm oil in different
countries It should be noted however that this table istf@illustration of costs that are
associatedvith someexisting systemsa system that wouléddequately meet the criteria
under (otion 3 described above may generate different and additional costs.

Table7 Examples of osts of setting up public certification systems

Examples Cost borne by Elements included Costs
Malaysian Sustainable Producer Support for smallholders US$13 million has been
Palm Qil standard (MSPO) farmers in gaining DOORFDWHG WR 0
2 mandatory public 2% certification smallholders
Indonesian Sustainable Producer Other costs identified 35,000/ha (EUR 2/ha)
Palm Qil (ISPO) scheme 2 include: IDR 400,000/ha (EUR
mandatory public 2 Initial costs of certification 23.5/ha)

IDR IDR 130,000/ha (EUR

Corrective costs (in Year 2) 7.65/ha)
Maintenance and
monitoring costs

Producer countries most likely to develop a public certification systemhd include

those where EU trade is particularly important to the economy, and where the nature of

supply chains and conditions within the country are conducive to setting up such a
scheme. For example, the palm oil industry is important for Indonesiaaahigh

proportion of trade is already covered by certification schemes, including the Indonesian
6XVWDLQDEOH 3DOP 2LO VWDQGDUG $QQH] ,QGRQHVLD

205 https://www.foodingredientsfirst.com/news/malayalapalm-oil-producersmustbe-certified-by-2020.html
206 Ernah, 2015¢CostBenefit Analysis of thentroduction of the Indonesian Sustainable Palm Oil Standards: A Case Study in Jambi
Province, Indonesia
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licensingschemecould also facilitate the setting up ofr@andatory phlic certification
for palm oil.

Costs to producer countries would also include the costs to individual producers in
reaching and maintaining certification.

Producer countries choosing to develop mandatory public certification schemes would
also betaking an economic risk, with considerable outlay in developing a scheme which
may not attain recognition from the EU.

6.5 6.5 Policy option 4 +Mandatory labelling combined with an improved
due diligence requirement, relying on a deforestation free definitio

Benefits

Option4 falls within the same range of expected benefits of option 1 and it is expected to
bring the same effectiveness. Therefore, option 4 is forecast to provide benefits at low
middle end above the minimum described in seciohl thatis at least 29% of
deforestation driven by consumption and production of the six commaodities included in
the scope by 2030, and therefore a minimum of 71,920 hectares of forest less affected by
EU-driven deforestation and forest degradastarting in 203&". This would also mean

a minimum of31.9million metric tons of carbon fewer emitted to the atmosphere every
year due to EU consumption and production of the relevant commaodities, which could be
translated into economic savings of at least 3.2 billion EUR annually.

The label is expected to inaseawarenessbout deforestatioand might contribute to
shift consumermreferences for deforestatidree productsbut it is expectedthat its
impactin terms of increasing the baseline effectiveness of the due diligence dystem
limited compared to ber options.

Option 4 would also contribute to preserving biodiversity by reducing activities that are
proven to threat the survival of numerous species.

Option 4is also expected to contribute to achieving the specific objectives of the EU
intervention, namely minimising theconsumption of products coming from supply

chains associated with deéstation or forest degradation, and increa&hbigdemand for

and rDGH LQ OHJDO DQGHHIHFRWPHP\RWED W L.RIQwdDIQ @lssSUR G XFW
contribute tacreding a level playing field for companies operating in the EU market

Costs

207 Under the assumption that the regulation enters into effect three years after a proposal is agreed upon, i.e. in 2QZarSevera

will be requiredto reach the maximum effectiveness of the regulation as operators and Competent Authorities adjust their approaches
to be able to more effectively perform their duties in the context of the new requirements, thus the full effects datiom regu

expected to start in 2030.
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A key additional cost component under this option, besides costs identified under Option
1, will be the costs of labelling. Administrative costs related to labelling obligations can
include costs to assimilate/obtain relevant information to comply witlelliad
regulations, translations for labelling in different languages, redesign of the label and
packaging, production of the printing plate, printing of the label, auditing, submitting
information to the regulator, etc. Based on examples from food ladpédigislation, it is
estimated that that operators and traders will face a minimuv0o® and a maximum of
%831.5 in labelling costs on average. It can be assumed that SMEs will face lower
labelling costs in comparison to large companies due to the lowaber of products
thatwould need tabe labelledAcrossall sizes, an average cost @21 per businessan

be expected, withotal labelling costfor EU business potentiallgmouning to %35.3
million. The costs for SMEs were calculated*d.2 milion for intraEU traders.

The European Commission would bear the costs of developing the content of the label
and the requirements for its use (i.e. scope of commodities to be covered, label
definitions, as well as issue BEwkide guidance on the use of tihabel to support
implementation atMiember Statdevel, possibly issuing harmonised pictograms to be
used throughouMember States (e.g. size and design). Based on experience with EU
Ecolabel, these costs anglikely to significantly exceed an average annual management
cost of 1.1 million EUR.Member States would bear costs for implementing and
enforcing the legislation, and ensuring that products are correctly labelled. In addition to
DDS costs, EU institutionsand Member State authorities would need to ensure
compliance with labelling. Based on existing labelling schemetherenergy sector,
these costs are estimdt® be between 148,148 and 296,296 EUR MemberState
annually.

There are not anticipated b@ additionakosts tothird countries from labelling, as these
costs will be borne by the EU and are unrelated to the choice of country from which
commodities are sourcedlowever, economic impacts slightly higher than already laid
out under option 1 already may arise through reduced consumer demand of goods failing
to meetdeforestatiorfreecriteria.

6.6 6.6 Policy option 5 - Deforestationfree requirement for placing on the
EU market supported by benchmarking and country card systems

The challeges of estimating the benefits for this policy option were greater due to the
lack of precise quantitative information on the effectiveness ofEleregulation to
prevent, deter ah eliminate illegal, unreported and unregulated fishing (IlUU
Regulation, from which the system is adapted. Therefore, the range of impacts used
below,andthe uncertainty of the conclusions, is larger than for policy options 1 to 4.

The experienceof IUU implementation suggestthat country carding systems were
successful imriving positive reforms ircountries and thaon the back of yellow and red
cards, most of the countries showed commitment to improve their management and

80



control systems and a willingness to cooperate closely with th&%EWet, there is a
lack of precise quantification on the effectiveness ofgbigy measure.

Benefits

The challenges of quantifying impacts for this option means that it is necessary to assess
its impacts qualitatively and work within the full range of possible benefits as described
in figure 11.

Option 5 is expected to contributéo curb EUdriven deforestation, and in turn
greenhouse gas emissioasd to preserve biodiversity by reducing activities that are
proven to threat the survival of numerous species

Option 5 is also expected to contribute to achieving the specific olgsabf the EU

intervention, namely minimising theonsumption of products coming from supply

chains associated with deéstation or forest degradatiand increasingeU demand for

and '{DGH LQ OHJDO DQ@ HHIH FRWPH\RWD W L.RtQrvdDI@Q &scSUR G XFW
contribute tacreating a level playing field for companies operating in the EU market

As Option 5 is the only option not to include a due diligence obligation, EU operators
and traders would benefit from this option compared to Optiefsak they would not
need to set up and maintain due diligence systems for each of their supply chains.

A benefit of Option 5 to third countries, in comparison to Optiors tould be the
adaptation of their own public certification systems to the local context. Countries where
private certification schemes already cover a high proportion of their exgrattehere
certification has long been used to improve forest management and improve
sustainability of supply chains may favour this option, as the transition to public
certification would build on existing national efforts and enable more national control
ensuring their products meet the EU requirements.

Costs

The administrative burden of this policy option depends on the different components of
the policy option, i.e. the benchmarking system, the country carding system, and the
certification requiremen The costs of the benchmarking system and the carding system
would beborneby the European CommissioRor the 136 countries of relevaneéhich

export significant quantities of any of the commaodities during the past 5 ylearsosts

of benchmarking 9§ estimated to be'4,025,712 in year ,1and %98,264 annually
afterwards The costs of the carding system, associated mainly with the necessary
country site visits are expected to amountZ,600 per yeaiAt Member Statdevel, it

is expected that moreesourceswould be needed to control the certifications of
commodities and products. An annual costsa#,539,794or MemberStates overalls
estimated.

208 |UU Watch, 2015 EU Regulation to combat illegal fishing Third country carding process yellow acatdity process is
encouraging fisheries reforms and must be maintained
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Under this option there are mrect costdor EU businessesdowever, EU businesses

may incur in cRVWYV ZKHQ FKDQJLQJ VRXUFH FRXQWU\ DV D FR
GHFLVLRQ E\ WKH (8 *LYHQ WKDW VXFK pUHG FDUGY ZR
products on the EU market, the businesses sourcing from such a country would need to

find alternative supplchains in other markets.

The economic impact on third counsies likely to be greatest fopton 5, where any
producer country wanting to place commodities and products on the EU market would
need to develop a public certification systeon adapt a g-existing one As discussed
under @tion 3, the costs to public authorities and ease of developing such systems would
depend onnter alia the length and complexity of supply chains, size of the country and
area under production, volumes of commodities concerned and the risk of deforestation
in the supply chains. The transition to public certificaless costlyfor countries where

a high poportion of the commodities exported are already covered by private
certification schemes

As all options 15 would require producers to make the necessary improvements to their
production practices to meet the legality and deforestétemnrequiremenisadditional
costs to producersountriesunder gtion 5 would relate to gaining public certification.

Country carding will not only signal which countries have high rates of
deforestation/degradation and inadequate measures in place (yellow cardg bed th
card option will be the basis for an EU ban on tratdéh the sharpest economic impact
on countries concernedhis could have a strong economic impact on high risk countries
unable toefficiently remove deforestation risk from their supply chaaspecially where
exports to the EU contribute a sizeable proportion of their GDP.

As detailed in section 6.1, supply chains in some high risk countries and for some
FRPPRGLWLHV UHO\ RQ ODUJH QXPEHUV RI VPDOOKROGH
Ghana,palm oil in Indonesia and Malaysia), and additional EU support and funding

focused on such countries would be needed to assist in the transition to deforéstation

production, to minimise the economic and sooigbacts on vulnerable communitiesss(
foreseerunder Priority 2 of the 2019 Communication).
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7 7 HOw DO THE OPTIONS COMPARE ?

Thetablebelow give an overview of the analysis of the impacts as discussed in Section 6. It summarises the conclusions onnteahveoonomic
and social impacts and provides simple overview how the options coagsirest baseline situation terms of efectivenessandefficiency?®®. A more
comprehensive comparison is contained in annex 8.

Table8  Option comparisoagainst baseling terms of effectivenesandefficiency

Options Efficiency | Coherence

CurbEU-driven |  Minimise placing of
deforestation unsustainable products

Option 1. Mandatorydue diligencesystem relying on a t it it
deforestation free definition ++
Option 2: A benchmarking system and a list of contravening

. . . . ++++ ++++ +++

operatorsas a basis for #ered improved mandatodue diligence
Option 3: Mandatory public certification combined with an ++
. e : . . +++ +++ +++
improveddue diligenceequirement, relying on a deforestation fre
Option 4: Mandatory labelling combined with an improveule ++

- . . . . ++ + ++
diligencerequirement, relying on a deforestation free definition
Option 5: Deforestatiorfree requirement for placing on the EU + + + +

market supported by benchmarking and country card systems

209 EffectivenessTheextent to which different optionsould achieve thebjectives Efficiency: the benefits versus the costs
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8 8 PREFERRED OPTION

The most viable option appears to be Optigra Benchmarking system and a list of
contravening operators combined withtiered improved mandatory due diligence
system, relying on a deforestatitnee definiton.

Option 2 is forecast to provide benefi®ll above the minimum described in section
6.1.1, that isto prevent at least 29% of deforestation drivenBhy consumption and
production of the six commodities included in the scope by 2030, and therefore a
minimum of 71,920 hectares of forest less affected bydE\en deforestation and forest
degradatiorstarting in 2038'°. This would also mean a minimum 8£.9million metric

tons of carbon fewer emitted to the atmosphere every year due to EU consumption and
production of the relevant commodities, which could be translated into economic savings
of at leasEUR 3.2 billion annually.

This option would ensurethatthe EUputsin place a regulatory framework that is both
very ambitious and implementablghile incentivising the sustainability transition in all
countries, within or beyond the Elbhaking us a credible global standaetter

The proposed instrumentss uy5HIJXODWLRQYT EHFDXVH LW LV QHFHVVD
level of harmonization to avoid the coexistence of different standards between Member

States, which would undermine the fundamental principle of free movement of goods.
Regulation will set dect requirements for all operators, thus providing the necessary

legal certainty and enforcement possibility of a fully integrated market across the EU. A
Regulation also ensures that the obligations are implemented at the same time and in the

same way irall 27 Member States.

To strengthen itsmpact, the preferred option must be accompanied with other measures
identified in the Communication on Stepping up EU Action to Protect and Restore the
"RUOGTV )RUHVWV1) WQkirgyDnJ paitredsigpDwithproducer countries,
accompanied by adequate packages of suppbrth iscrucial toaddress theoot causes

of deforestation, such asveak governance, corruption ang@roblems with law
enforcement; and 2) strengthening international cooperation, espeaihllgther major
consumer countries, to ensure adoption of similar measures to avoid products coming
from supply chains associated with deforestation and forest degradation being placed on
the market,in orderto minimise leakageAn overview of differentpotential leakage
problems and mitigation measuresnsluded insection 6.1.4.

210ynder the assumption that the regulation enters into effect three years after a proposal is agreed upon, i.e. in 2Q2arSevera

will be required to reach the maximum effectiegs of the regulation as operators and Competent Authorities adjust their approaches
to be able to more effectively perform their duties in the context of the new requirements, thus the full effects daths rexgu

expected to start in 2030.
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The option proposed includes a number of pertinent elenvdmth draw inspiration
from the EU regulation to prevent, deter and eliminate illegal, unreported and
unregulatedishing (IUU Regulation)n combination withdue diligence

The preferred option would lead to the EU Timber Regulation being repealed when the
new Regulation against deforestation enters into faras the new law will essentially
integrate and improvehé existing system to control timber legality. As regards the
FLEGT Regulation, which lays out the foundation for negotiating and implementing the
Voluntary Partnership Agreements (VPAS),istsuggested that ibe maintained as a
legacy tool.

This would atail thatVPAs that have been signed with EU partners and reached the last
stage of the implementatioathe FLEGT licensing stagetby a certain date will be
preserved, so that they can be integrated in the new Regulation as proof of compliance
with the laws of the country of originOperators in contrastwill still be requiredo
conduct due diligence to ascertain that the commodities and praduecisg from those
countriesare deforestatiofree.

Under this scenarioherewould be a limited amoundf years for VPA partner countries

to reach FLEGT licensing. After a certain date without having attained that goal,
implementation will be discontinued. Specific cooperation programs under the Forest
Partnerships (or similar cooperation tools) will repldbe VPASs that have not reached

the licensing stage by the agreed date. There will be no new VPAS, neither for timber nor
for other commodities. The Commission will not engage in VPA negotiations with new
countries.

9 9 HOW WILL ACTUAL IMPAC TS BE MONITORED AND EVALUATED ?

The Commission will ensure that arrangements are in place to monitor and evaluate the
EU intervention, and evaluate it against the main policy objectives (see figoke.)be
Given the role of Member States authorities in the enforcemeall pfoposed policy
options, a reporting mechanism, similar to that in place for the EWIRneed to be
established.

The system should beviewedafter five yearsof full operation to identify any issues
and potential improvements. In addition, the Commission will also reafeawthe first
year after the entry into force of the regulatitmproduct scope (see section 5.1), with
view to extending it further down the valghain.

As regards the main objective of this EU intervention;dWen deforestation and forest
degradation has been captured in different research undertakings in the past. The product
scope, the baseline and the analysis of impacts of this Impacisfveset build on this
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previous work. The monitoring of the impacts of the EU intervention will rely on similar
tools

Deforestation and, to a lesser extent, forest degradation, can be monitored via satellite
imagery.Widely available agricultural productiand trade data by country allow to link
deforestation to EU consumption and production. An overvieiregaccess satellite
imagerytools anddatasetss available in Annex .6

It is therefore expected that the actual impact of the EU intervention beuielatively

straightforward to monitor, and separate it from other potential factarsnitay influence
market trends.

Table9 Objectives, progress indicators and data sources/measurement tools

ReduceEU-driven - Hectares of deforestation ai - Deforestation and fores
deforestation and forest degradation provoked I degradation statistics
forest degradation EU consumption and productior - Agricultural  production
statistics
- Trade statistics
Minimise - EU consumption trends ¢ - Trade statistics
consumption of commodities and products und - Agricultural  production
products coming the scope of the EU interventic statistics
from supply chains (compared to products outsi( - Sector statistics
associated with the scope and to other regio - Consumer price statistics
deforestation or lackng a similar  policy - Consumer surveys
forest degradation intervention)
Increase EU - EU consumption trends of - Trade statistics
demand for and commodities and products und - Agricultural  production
trade in legal and the scope of the EU interventic statistics
MGHIRUHVWI| (compared to products outsit - Sector statistics
commodities and the scope and to other regio - Consumeprice statistics
products lacking a similar  policy - Consumer surveys
intervention)
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ANNEX 1: PROCEDURAL INFORMATIO N

1.LEAD DG, DECIDE PLANNING/CWP REFERENCES

The Directorate General for Environment of the Europ€ammission is the lead Directorate
*HQHUDO IRU WKLV LPSDFW DVVHVVPHQW DFFRPSDQ\LQJ D OHJ
Rl GHIRUHVWDWLRQ DQG IRUHVW GHJUDGDWLRQ DVVRFLDWHG Z

The Decide planning reference isAN/2019/6251.

2. ORGANISATION AND TIMING

An Inter-service Group to steer and provide input for the evaluation was set up in 2019 with
representatives from the Directorate Generals for Environment (ENV); Climate Action (CLIMA);
Energy (ENER); Agricultureand Rural Development (AGRI); International partnership
(INTPA); Regional and Urban Policy (REGIO); Legal Service (SJ); European Neighbourhood
Policy and Enlargement Negotiations (NEAR); European Civil Protection and Humanitarian Aid
Operations (ECHO); kernal Market, Industry, Entrepreneurship and SMEs (GROW); Health
and Food Safety (SANTE); Employment, Social Affairs and Inclusion (EMPL), Mobility and
Transports (MOVE); Justice and Consumers (JUST); Trade (TRADE); Taxation and Customs
Union (TAXUD); Economic and Financial Affairs (ECFIN); European Afndiud Office
(OLAF); Research and Innovation (RTD); Joint Research Centre-[gliR&€) and the Secretariat
General (SG).

The group met 5 times during the impact assessment process.

Figure1 ISG meeting dtes and topics of discussion

DATE TOPICS OF DISCUSSION

22/10/2019 1st ISG meeting: Discussion on the follomp to the 2019 EL
&RPPXQLFDWLRQ RQ 36WHSSLQJ XS (8 $F
:RUOG V )RdUHiMWhE identification of DGs, unitnd colleagues il
the lead for each measure of the Annex 1 to the Communication
agreement on thenplementation table covering all these measures. |
briefly presented the current state of play on Council Conclusions, incli
the most important ecoments the Presidency received from MS and the
steps.

08/07/2020 2" |ISG meeting Discussionon and approval ofhe last versios, taking on
board all comments previously submitted by the ISGthef Deforestatior
Impact Assessment and the EUTR/FLEGT Regulation Fitness C
questionnaires and consultation strategiesfor the online public
consultations.
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22/01/2021 371SG meeting Presentations were made on the state of play of two tas
WKH FRQVXOWDQWVY VWXG\ 7DVN 36XSS
(875 DQG )/(*7 5HIXODWLRQ" DQG 7DVN 3
demandside measures to reduce the impact rafdpcts placed on the E
PDUNHW" 7KH 6* FODULILHG WKH VFRSH RI
Check.All DGs were invited to provide any additional data and evidenct
the Fitness check, including INTPA on financing, and elements on f{
degradatia to beef ughe Impact Assessment. ENV clarified the prelimin
choice of commoditieso be tackled because of their possible impact
forests.

25/03/2021 4™ ISG meeting Discussion on the state of play in the preparation of
Staff Working Documets on the EUTR/FLEGT Regulation Fitness Ch
and on the Deforestation Impact Assessment. The discussion also ¢
WKH ODWHVW FRQVXOWDQWVY UHSRUW RQ
DQG GHIRUHVWDWLRQ"

07/04/2021 5N 1ISG meeting:The ISG continued the discussion on the Staff Worl
Documents on the EUTR/FLEGT Regulation Fitness Check and ol
Deforestation Impact Assessment, focusing in particular on how the
comments/suggestions made by line DGs have been integratedézitne
the latest draft circulated.

3. CONSULTATION OF THE RSB
Changes resulting from thefirst RSB opinion
The RSB scrutiny meeting took place on 5 May 2021 and issued a negative opirmddayn

2021 To address the weaknesses of the impasessment identified by the R8Bits opinion
(Section B: Summary of findingshhe following changes were introduced to the SWD:

Figure 21 Changes introduced into the Impact Assessment
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RSB meeting comments Reflection in text

The report does not sufficiently take into account Text boxes 1 and 2which present
lessons learned from the fitness check of the EU Fc the findings of the Fitness Chel
Law Enforcement Governance and Trade and the respectively on the FLEG
Timber Regulations, especially regarding ° Regulation (Chapter 2.3.1) and
effectiveness oflue diligence the EUTR (Chapter 5.3). Th
lessons taken from the Fitne
Check are also explicitly referre
to in the definition of options an
further exploitedin the assessmel
of effectiveness of options. |
Chapter 8 the report also outlin
the proposed way forward for bo
Regulations as a result of ti
establishment of the new system

The report lacks clarity on the content of the optic This is done through a dedicat
how they wereselected, how they relate to existi Annex 6, outlining the policy
measures and how they are expected to addres options screened in the preparste
problems. It does not include options for some rele' phase of this Impact Assessme
policy choices. Section 5.4 also includes
description of the methodology ar
the criteria used in the viabilit
screening to assess those pol
measures and select the five fir
policy options whose potentii
impacts were studied idetail A
graphic summary of the initie
viability screening of policy
measures has also been added

The report does not sufficiently assess the expe The report includes new eviden
impacts of the policy options, especially on consui in Chapter 6.1.1 (environment

prices, trade flows, third countries and SMEs. impact), Chapter6.1.2 (economic
impac) and Chapter6.1.3 (social

impact) qualifying the expectel
impact in terms oftrade flows,
third countries and SMEsWhile
not analysed in detail, as part of t
costs assessment, the rep
acknowledges that the initiativ
might impact consumer prices.
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The report is not clear on how effective this initiatt The general objective of th

can be in reducing deforestation and forest degradi LQLWLDWLYH LV WR
globally. contribution to deforestation ar

forest degradation worldwide tht
reducing the EU contribution t
GHG emissions and globi
biodiversity loss. Chapter 4lso
clarifies that this iriative
contributes to a broader goal
reducing deforestation and fore
degradation globally only if al
measures announced in the 2(
Communication are successful
developed. Effectiveness i<
explicity  assessed for a
considered options. In additipthe
reportnow includes a new Chapte
6.1.4 on leakage.

On top of the above listed main recommendations of the RSB, the amended SWD also addresses
the more detailed set of comments made by the RSB in Sectidih@t to improve of its
opinion in therelevant sections of the impact assessment.

Changes resulting from thesecondRSB opinion

After resubmission, th&®SB issued a positive opinion with reservations on 22 July 2021.
address the weaknesses of the impact assessment identified by theiRSpinion (Section B:
Summary of findings)the following changes were introduced to the SWD:

Figure 22Changes introduced into the Impact Assessment

RSB comments Reflection in text

The report lacks clarity on the precise content of More detail has been added

preferredoption. explain how the preferred option
expected to work, particule
attention to the countr
benchmarking system (Chapt
5.3.2)
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The report is not sufficiently transparent on how Further explanations have provid

options compare against tressessment criteria. Tt on the options discarded after t

scoiing of the options is not clearly justified. initial viability screening (Chapte
5.4) and the rationale behind tl
assessment of the five main poli
optiors (Chapter 5.3.)

The report does not sufficiently present 1 The methodology for estimatin
methodologies used for estimatingnvironmental the enforcement costs has be

benefits and enforcement costs. explained in detail on Chapter 6.
With regards to environmental

impacts, a clear reference to t
effectiveness analysis of tf
Fitness Check, which is attached
the interservice consultation, he
been added.

On top of the above listed main recommendations of the RSB, the amended SWD also addresses
the more detailed set of comments made by the RSB in Sectitih@t to improve of its
opinion in the relevant sections of the impact assessment

4. EVIDENCE, SOURCES AND QUALITY

7KH LPSDFW DVVHVVPHQW ZDV VXSSRUWHdemandWideH VWXG\
PHDVXUHVY WR DGGUHVYVY GHIRUHVWDWLRQ ~ BWp@icNH\ GHOLY
RQ IRUHVW SUR G XFW tonin@@sionéd-blyRhé I MaPgeaIomission (DG
Environment) under the Framework Contract ENV/F1/FRA/2019/000&.obgctive of

the study was to support an impact assessment on desitEndneasures in order to

increase supply chain transparency and minimise the risk of deforestation and forest
degradation associated with products placed on the EU market. The studyeh}eufes

findings on the problems and drivers to forest loss and degradation, 2) identified the
objectives to tackle these issues at EU level including a mapping of existing policies and
initiatives, an intervention logic along a subsidiarity analysis, andpr®posed
RSHUDWLRQDO GHILQLWLRHHY IRXS $IGH | RKHLVQWD W)LLRY® O O\
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identified, described and analysed several policy options and their impacts in addressing
deforestation and forest degradation.

Stakeholder consultation and tamgttdata collection were an important element of the
exercise (see Annex 2 to this SWD).
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ANNEX 2: STAKEHOLDER CONSULTAT ION

INTRODUCTION

This report is the synopsis report for all stakeholder consultation activities undertaken as part of
the impact asses®nt of demandide measures to address deforestation and forest degradation.

In line with the Better Regulation requirements, this report provides an outline of the consultation
strategy, documents the consultation activities undertaken, presents #tektak groups that
participated and describes the methodology and tools used to process the data gathered. The
results of each consultation activity are briefly presented.

CONSULTATION STRATEGY

The consultation strategy was developed at the start ofttioly. sSThe consultation had two
objectives:

x To ensure that all relevant stakeholders are identified and are given the opportunity to
take part in the consultation activities; and
X To gather stakeholder opinions on the potential additional measures atdtU le

Due to the restrictions introduced in response to the €f¥igandemic, all of the consultation
activities were undertaken virtually (e.g. stakeholder meetings were organised as virtual events.)

The relevant stakeholders groups that have beenddrigethis consultation are listed below.

x EU Member Statauthorities.

x Third-country stakeholders.

x Farmers, both largecale agrbusinesses and smaltale local producers, including
livestock producers, both large and small.

x Logging, woodprocessingompanies and forest owners.

Businesses operating with commodities associated with deforestation and forest

degradation.

Traders working with supply chains potentially associated with deforestation.

Consumers and consumer organisations.

Civil society orgaisations and nagovernmental organisations.

International organisations.

Citizens.

x

X X X X X

The consultation strategy was implemented through the use of several consultation tools. These
tools and the way the responses received were analysed are presemted belo

I.  Feedback on the inception impact assessment.
II.  Online public consultation (OPC).
lll.  Targeted stakeholder consultation through interviews and focus groups.

All the consultation activities carried out provided valuable input for the impact assessment. The
information gathered through the consultation activities complemented evidence gathered from
other strands of the project (e.g. literature review) and allowed to triangulate evidence for the
impact assessment.

94



.  FEEDBACK RECEIVED ON THE INCEPTION IMPACT ASSES SMENT

The inception impact assessment was opened for public feedback from the 5 February 2020 to 4
March 2020. A total of 99 responses from 23 countries were submitted through the online portal
and the categories of these respondents are shown in Bigure

Figurel Overview of categories of respondents (N=99)

$ JHQHUDO DVVHVVPHQW RI WKH UHVSRQVHV LV WKDW WKH &I
contribution to deforestation and forest degradation worldwide and promote the consumption of
productsfrom deforestatiofiree supply chains in the EU is very welcome. In general, there is a

strong preference for legal, binding regulatory action with many respondents also reporting non
regulatory measures and voluntary actions to compliment such regukatton. A broad

overview of the themes identified are presented in Table 2.1.

Figure 2 Summary of the main issues to be addressed according to the respondents and number of times the
issues were mentioned

Themes identified Number of respondents whanentioned the issue

Supporting or against EU action X 87 responses supported EU action.
X 11 responses were unclear on their support.
x  No responses were against EU action.

Supporting regulatory measures X 63 responses supported regulatory measures.
34responses were unclear on their support.
X 2 responses did not support regulatory measures.

x

Proposed regulatory measures X 65 responses proposed regulatory measures.

Supporting non-regulatory measures X 62 responses supported A@gulatory measures.
9 responses were unclear on their support.
X  No responses did not support r@gyulatory measures.

x
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Themes identified Number of respondents whanentioned the issue

Non-regulatory measures proposed X 71 responses proposed Aayulatory measures

Advice against particular measures x 31 responses recommended against measures.

Factors for consideration and assessmen X 43 responses proposed factors for consideration and asses
criteria criteria.

Discussion of definitions X 9 responses discussed definitions.

. ONLINE PUBLIC CONSULTATION

The online public consultation questionnaire had two parts, one targeting all public stakeholders,
and the other one being more specific with questions directed at expert stakeholders. The
consultation was carried out in all official EU languages, it édoath both open and closed
guestions. It addressed forwdoibking options about demarside measures, which should
ultimately contribute to addressing deforestation and forest degradation associated with products
placed on the EU market. The respondentewet obliged to answer all questions.

The consultation period started on 3 September 2020 and ended on 10 December 2020, lasting 14
weeks.

In total, 1,194,761 public responses were obtained during the consultation period. This number
was driven to a l@e extent by a campaign carried out by a group of N@€lag prefilled
guestionnaires. This makes the consultation the second most popular in the history of EU
consultation.

Of the 1,194,761 responses, 1,193,611 responses have been identified Byrabean
Commission as submitted through the campaign. These responses were identified using a
PHWKRGRORJ\ NQRRQODVLRRHFOXVWHULQJ DOJRULWKP  $V
Regulation guidelinés the campaign responses were segregated and anabactely. This

avoids overall results being distorted by the large number of campaign responses. The content of

the prefilled questionnaire submitted as part of the campaign can be consulted.online

The remaining 1,150 responses are further brokemndim this report on the open public
consultation and presented in the figure below.

! https://together4forests.eu/about
2The responses were analysed in line with the requirement of Tool #54 of the Better Regulation toolbox
3 https://together4forests.eu/nevesources/answers
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Figure 3 Overview of categories of respondents (N=1,150)

A total of 997 (86.7%) respondents defined their country of origin as being afeBiher State
whereas the reaining 153 (13.3%) of respondents defined their country of origin as not being an
EU Member StateResponses were not obtained from individuals from eMempber State

Key points from the OPC analysis include:

X Action is supported mostly at EU level, ifmlved closely by international level.

Figure4 Views from respondents on level best suited to take action

X Most respondents (81%) agreed that arl&kl intervention on EU consumption could

UHGXFH JOREDO GHIRUHVWDWLRQ3DIQG\ IRXUAKVYW GHIJUDGDWL
X Most respondents (88%) indicated their preference for tackling the sustainability of

products based on an EU definition of deforestatiers, rather than just their legality.

97



Figure 5 Views on deforestatiofree definition

x In terms of pdky measures, support was stronger for a deforestat@requirement or
standard that products must comply with to be placed on the EU market.

X Some binding measures such as mandatory prodespecificdue diligencemandatory
public certification or lhe system in place to fight illegal, unreported and unregulated
fishing 2 have high and similar levels of support.

X Some voluntary measures such as voluntarglue diligence private certification and
voluntary labelling2 receive the lowest rates in thengey.

Figure6 Respondents were asked to rate each policy measure on a scale of 1 to 5, 1 representing not suitable at
all and 5 representing completely suitable.

Note: The total number of responses varied with the measure assessed as follows: A deforestationfree requirement or standard that
commodities or products in their product category must comply with to be placed on the EU market (1,109), Voluntary labelling (1,084),
Mandatory labelling (1,104), Public national legality verification schemes, prohibited operators list, country carding system and export ban
to the EU (1,051), Voluntarydue diligence (1,076), Mandatory due diligence (1,093), Mandatory public cettification system (1,044), Private
certification systems, new and the ones already in place in the EU market (1,037), Build benchmarking or country assessment$l1,051),
Promotion through trade and investment agreements of trade in legal and sustainable pro ducts (1,064), Mandatory disclosure of
information (1,061), Development and cooperation assistance to producing countries (1,059), Consumer information campaigns inthe EU
(1,069), Green diplomacy (1,051) and Other measure(s) (677).
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X A majority of businesss support EU measures as they could reduce unfair competition
IURP ULYDOV WKDW GRQ fHvée BuppythBissR XW GHIRUHVWDWLRQ

x Public authorities respondents associated public national certification schemes, a
mandatory public certification system addvelopment and cooperation assistance to
producing countries with the highest costs.

X Most measures proposed in the questionnaire have an overall positive response form
third countries. The least supported measures are voluntary labelling, voldogary
diligenceand private certification systems already in place in the EU market.

X On the scope of the EU intervention, there was a stronger support for a large scope
encompassing a large number of products including all (or nearly all) that have a
potential tobe linked to deforestation and forest degradation.

X The biggest obstacle identified for effectively implementing deforestati@n supply
FKDLQV LQ FRPSDQLHV ZIDMHMW ISR GEHWR/UBIVW PRUR@[SHQV

X Leakage was identified as a potentgsue; however, responses were mixed on the issue,
with many respondents not knowing the extent to which the measures could have
unintended impacts to other ecosystems.

X Most respondents indicated there is a way to encourage companies and suppliers to
SFOHDVWKHLU VXSSO\ FKDLQV QRW MXVW IRU WKHLU VDOHYV
markets, preventing supply chain divergence.

X Animal-based food and nefiood sector and plaftased food and feed sector are
considered the highest contributors to deforasiadnd forest degradation via the goods
and services they provide on the EU market.

.  TARGETED CONSULTATIONS

The key objective of the targeted consultation was to complement and validate the information
gathered from the literature review. It built up aidence base through the collection of data and
opinions from relevant stakeholders in order to inform the Impact Assessment of each policy
response. This task was fundamental in order to gather robust quantitative and qualitative data,
rather than only indidual opinions.

Stakeholder Meetings

Two meetings were held on October 2 (2020) and February 25 (2021) focusing on the impact
assessment. These meetings are part of the Commission Expert Grouftikdtiolder
S3ODWIRUP RQ 3URWHFWLQJ DQG 5HVWRULQJ WRetutadnOGTV )RUI
and the FLEGT Regulation. Over 120 representatives froember states, the business

community and NGOs are part of the platform. Third countries and international organizations

are also invited to the platform as observers. Both meetings wedetasipdate participants on

progress and request their inputs on the legislative work. In the first, attendees took part in a

specific workshop. In the second, they responded to a list of tailored questions, both orally and in

writing later on.

The meetigs covered, among others, the following topics:

X '"HILQLWLRQ Rl pOGHIRUHVWDWLRQ IUHHY DQG VSHFLILFDOO
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x Products and commodities to be covered by potential desidadneasures;
x Possible measures (e.g. country benchmarkiogdiligence verification systems, etc;

The feedback from such a wide range of stakeholders was very rich and often contradictory, as
could be expected.

Some stakeholders recommended the use of Accountability Framework Initiative (AFI) definition

IRU p&stdtidRI UHHY DV LW JRHV EH\RQG WKH RQH XVHG E\ )$2 KR.
of the FAO definition (as it enjoys more acceptance of the international community.) Some
H[SUHVVHG FRQFHUQV ZLWK GHILQLWLRQ RI (h@Ea3©thdtLEOH ULV
considerations such as human rights and forest conflict with indigenous groups should be
incorporated in the definition. Some stakeholders argued that it is important to get definition of
HGHIRUHVYWBWURQKW E XL O Gitives]) nét @ Rd2ihine @ragte€sLmade so far

(including High Carbon Stock Approach). Some argued that the focus should be arséand

change, to avoid association of deforestation with wworking industry only. Peatlands and

compliance with WTO rules méioned were mentioned.

On the scope, some patrticipants argued that avocado, leather, natural rubber, dairy, sugar cane,
corn, wheat should be added to list of commodities covered by the potential regulation and that
restricting the list could distract fno wider sustainability concerns and lead to unwanted
consequences. Some made the case that embedded risks need to be considered (e.g. pork and
chicken imports may have an embedded risk due to their consumption of soy and corn) and risk
thresholds need tceldefined. Some argued that imposing restrictions on downstream companies
was complicated as ingredients used and proportions not always clear. A point was made that, if
derived products were to be included too, HS codes could be useful in the earlyoftages
processing a specific commodity but may not be appropriate further down the supply chain.
Some preferred using thresholds to ascertain how much of a commodity is contained within a
product. Risk assessments need to be flexible as drivers of deforestaty change with time,

and big discrepancies with regard to risk at-sabonal levels. Some wanted to focus on
products/commodities with highest deforestation risk to start with, while others favoured a more
encompassing approach. Some favoured erossnodity approach to ensure that impacts from

RQH FRPPRGLW\ DUH QRW PRYHG WR DQRWKHU 6RPH DUJXHG
subsistence farming, interactions in landscape, country of origin of commodity. The issue of
leakages was raised.

On poicy options, there were conflicting views regarding the country card approach and
concerns about state-state level approach were raised. One suggested to put in place a carding
system at subnational level, since national level not always relevantes ateforestation risk.
Others argued that combining landscape measures and carding system might be good solution.
Some pointed out that incentives could be included (in addition or instead of carding systems) by
linking deforestation free value chains WIREDD and resulbased payments. Some said a
countryrating system might help identify which companies need inspection. Some argued that
wider sustainability concerns (e.g. slavery) should be incorporated into whatever measures the
EU decides to adopt. 8® said the experience with the IUU approach in fisheries was
cumbersome and slow to implement, with many loopholes present to ensure compliance.
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2Q 3YHULILFDWLRQ" V\VWHPV VRPH DUJXHG WKHVH VKRXOG EF
implementation éatures should be considered. Some argued that this risks leading companies to
abdicate their responsibility by shifting the choice to consumers. Some argued that only labelled
products should be allowed on the EU market. Many argued that certificatemesishould not

replace a proper risk assessment, and certifying bodies need to be controlled by authorities.

Public legislation cannot depend on private certification schemes, which may change their
sustainability criteria over time. Certification schenuas support risk assessments and they

promote sustainability, but only to a certain degree and not as aasten@dmeasure. Some made

the case that labelling may have very limited impact.

On due diligence some defended that key findings from the EU Hém Regulation
implementation, the fithess check and studies looking atldkbediligencemechanism should be
applied if this measure is selected. One participant argued thatlzagsll approach would limit

the burden on companies. Others said that @Gihimnstitutions should be involved as they could
support investments to change the deforestation curve. Some participants discussed that, although
adue diligencesystemcan be effective, it can also be difficult to enforce and burdensome. Some
argued tht incorporating a system differentiating a risk of deforestation in different areas could

be more effective. Some participants sk diligencdegislation could disengage smallholders
because of the associated burden, which could in turn lead tooadddeforestation from loss of
OLYHOLKRRG 6RPH VDLG WKDW WHUPLQRORJ\ VXFK DV 3QHJOL.
difficult to enforce.

Interviews and focus groups

Along with the targeted consultation interviews there were a series of stakehadtings. A

list of stakeholders was identified for the targeted consultation through stakeholder mapping.
Priority was given to stakeholders most impacted by the implementation of the proposed policy
options and measures. A sufficiently wide and digesslection of interviewees was made to
ensure a weltepresented stakeholder group was selected. All interviews took place remotely.
Written responses to the questionnaire were also received. Stakeholders were asked to review the
inputs provided and to bmit additional literature and data, when relevant. Anonymity in
responses was assured to them. Finally, stakeholders were asked whether they agree for their
feedback to be shared with the DG Environment.

An overview of the audience reached by all actgitis presented in the figure below. Figure 2.6
shows the number of participants by stakeholder type, including the written responses, for each
consultation activity. Altogethe49 entities or organisations and @@lividuals were consulted

via the interviews and focus groups.
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Figure7 Participants by stakeholder type for the consultation activities (without OPC)

Source: own analysis of groups of participants per consultation activity

Some of the key points from the interviewslude:

X On the deforestaticfree definition, interviewees raised that it is critical to use an
existing definition rather than come up with a new one. They also considered it desirable
to include forest degradation, but no interviewee came up with a fjaialetiand
measurable way to monitor this. Focusing on lage was found as the most pragmatic
approach.

X On the scope, interviewees agreed that the cross commodity approach was good, and that
a combination of commodities based on those with the mostdingi global level and
those where EU consumption is higher should be covered. Interviewees mostly agreed
that bulk commodities and derived products that contained them should be under scope.
However, concerns were raised by interviewees on how this beulidne in practicé
and some argued that it might be more practical to cover all products than trying to select
only some of them. On that basis, some interviewees recommended to focus only at
commodity level.

X On the objectives, the interviewees agredth the objectives set out. While some
interviewees noted that these might be ambitious and could be more targeted, others
indicated that the objectives could be extended to cover social issues and human rights,
which are difficult to disentangle from deéstation issues.

X On measures, interviewees mainly support mandatoeydiligencenith an emphasis on
learning from the EUTR and not replicate weaknesses (e.g. burdensome paperwork
requirements or blurry legal definitions (e.g. on negligible risks)). The interviewees
expressed some interest for IUU inspired measures but were lesgrfamiih the
features and process. Finally, some stakeholders recommended a tiered approach in the
due diligencewith gradual requirements based on a specific classification of countries or
commodities.
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ANNEX 3: WHO IS AFEECTED AND HOW?

SUMMARY OF BENEFITS AND COSTS

Overview of Benefits Preferred Option

Type

Direct benefits

Environmental

The effectiveness in curbing Edlfiven deforestation
and forest degradation is estimated to be at the high
above 29%

The environmentabenefits are expected at the high e
above the following minimums:

a) Atleast 71,920 hectares of forest saved from
driven deforestation and forest degradation
annually starting in 2030.

b) Atleast 31.9 million metric tons of carbon few
emitted to theatmosphere due to Edriven
deforestation every year, which could be
translated into economic savings of at least 3
billion EUR annually.

It is also expected to contribute to preserving
biodiversity decisively and achieving the specific
objectives othe EU intervention.

Economic

Operators sourcing commodities and products from
HO-RIAVNY FRXQWULHY ZRXOG EH
for commodities and products from countries assess
EH tORYNT

Producers implementing more sustainable productio
practices expected to gain share in the EU market at

Social

Public access to benchmarking might provide valuah
information to NGOs, academia and policy makers &
would facilitate decisiormaking, innovation and
research relating to deforestationiest degradation an
trade

Positive impact on: land tenure; gomance and capaci
building in administration; participation of local
communities and civil society; preservation of culturg
heritage of indigenous peoples; income distribution,
social protetion and social inclusion; and workers
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Overview of costs +Preferred Option

Overview of Benefits Preferred Option

Type Direct benefits

health and safety.
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Citizens/Consumg Businesses EU Administration Third countries
Frequency
of cost:
One |Recurrent |Oneoff |Recurrent Oneoff Recurrent One | Recurrent
off off
Direct N/A | Minimal Costs of | Total costs for the EU level Total costs of |N/A |Possible
costs increase in| between | tiered DDS are | Cost of initial implementatior economic
price of 5000 and| estimated to rang{implementation |and impacts
products | 90000 from 158t0 2,354 | (e.g. developing | enforcement resulting from
possible |EUR per | million EUR per |guidance to MS |for all Member changes in
operator | year and operators | States trade flows
The costs |for setting and traders) authorities:18
increase | up the million EUR
will be DDS SMEs might be | Establishment of peryear
lower for disproportionately| the
consumers affected benchmarking |EU level
purchasing however, the system: 337,000 maintenance o
MORZ U two-tiered DDS |EUR the
products would be benchmarking
than for particularly system:
those beneficial for 168,000 EUR
purchasing SMEs as they per year
MKLJIK would benefit
products from lower coss
of the simplified
DDS by placing
products derived
from low-risk
supply chains
Indirect N/A | Potentially | N/A Additional costs ol N/A N/A N/A | Costs of DDS
costs reduced producers passed requirements
choice of to operators and and
products. traders. environmental
compliance
could be
carried down
the supply
chain.
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Annex 4: Analytical methods

The methodological approach to prepare this Impact Assessment was designed to meet the
requirements of the Better Regulation Guidelines. The approach can be divided into two
relatively independent partgdata collection and analysis.

1. DATA COLLECTION:
Data collection relied on the following main steps:

a. Extensive literature review.
b. Consultation of stakeholders, namely:

f Feedback to the Inception Impact Assessment

i An online public consultation (OPC)

f Targeted interviews

i Stakeholder meetings, through thepert group/multistakeholder platform on
SBURWHFWLQJ DQG 5HVWRULQJ WKH :RUOGTV )RUHVWYV

a. Literature review

A literature review was performed to initiate the data collection and to provide a solid
background to this Impact AssessmeAs the work on this Impact Assessment was carried out
largely in parallel to the Fithess Check on EUTR and FLEGT Regulations, to avoid
fragmentation of data, the literature review has been a transversal activity within the two
exercise, through a flowf information between the Fitness Check and Impact Assessment,
where similar issues were considered.

7KH OLWHUDWXUH UHYLHZ VWDUWHG ZLWK WKH LGHQWLILFDWLI
project along with the identification of relevanatd sources. The literature review included

materials from a wide range of stakeholders, including industry, government, researchers, and

NGO. Key data sources for this assignment included:

Existing policy reports from the European Commission and qihiglic bodies;
Academic papers;

Technescientific publications;

Database, in particular data from COMTRADE, COMEXT and EUROSTAT to
support the quantitative assessment; and

x Other grey literature, such as position papers, press releases, etc.

X X X X

The identifia literature was subject to a preliminary screening that determined the availability
and reliability of information. A final list of relevant references was then identified, allowing a
critical assessment of the information gathered.

b. Consultation activigs

Following the consultation strategy several stakeholder consultation activities were carried out
the results of which have been systematically integrated into this Impact Assessment. (See Annex
2 for a synopsis of consultation activities.)

Feedback tohe inception Impact Assessment
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The inception impact assessment was opened for public feedback from the 5 February 2020 to 4
March 2020. A total of 99 responses from 23 countries were submitted through the online portal.

As the feedback provided on the@ption Impact Assessment is in an ocgeded format, to help

the analysis of the answers, a sauiomatic, qualitative data analysis software ATLAS.ti was
used to facilitate the analysis. ATLAS.ti is a seautomatic, qualitative data analysis software
specifically designed to efficiently perform analysis on underlying constructs, relationships and
patterns deriving from any type of open text. To use the software, all responses were translated
into English. Based on a swlet of responses, a group of kiyemes on which respondents
focused, was identified, and complemented by other key words from the policy area. This
allowed to produce a descriptive statistics (as reflected also in Annex 2) on a given theme. This
was followed by a more detailed analysit themes to provide a deeper meaning to the
descriptive statistics (and to feed into the follow up work).

Online public consultation

A 14-week online public consultation was carried out on between 3 September 2020 and 10
December 2020. The online pubkonsultation questionnaires was broken into two parts, one
general and one more specific with questions directed at more expert stakeholders. The
consultation was translated in all EU languages.

In total, 1,194,761 public responses were obtained duringahsultation period. This number

was driven to a large extent by a campaign carried out by a group of N prefilled

guestionnaires. Of the 1,194,761 responses, 1,193,611 responses have been identified by the
European Commission as submitted thrstug KH FDPSDLJQ XVLQJ D PHWKRGROR
FROOLVLRQ FOXVWHULQJ D OJFKiled\yussRionnainé dubriRt€VeHm@iVofR I WK H ¢
the campaign can be consulted online. This makes the consultation the second most popular in

the history ofEU consultation.

Once the responses were cleaned of the campaign data, and the final data quality check was run,
analysis of the 1,150 unique responses was carried out using Excel. For the analysis of open
guestions and submitted position papers, ATLABas used (see above for explanation of the
software).

Stakeholder meetings

A series of stakeholder meetings took place virtually, during the {8takeholder Platform on
SBURWHFWLQJ DQG 5HVWRULQJ WKH :RUOGTV )RErHYth¢N 7KH DLF
information on some of the key challenges encountered in the project and it also provided the
opportunity to elaborate upon emerging findings. A first series of meetings took place on 1 and 2

October 2020. A second series of meetings took ptace4 and 25 February 2021. On 1

October, 55 competent authorities frdtember States gathered, and they were joined by other
stakeholder organisations, thicduntry representatives, international organisations, and EU
representatives on 2 October. A totd 103 participants attended the meeting on 2 October.

Advanced findings were presented to participants of the dtdikeholder Platform on followp

meetings on 24 and 25 February 20Results of the discussion fed into the Impact Assessment.

Targeted interviews

4 Relevant informatiomegardingthe EuropeanCommissiorf] Expert Group/MultiStakeholder Platform on Protecting and Restoring
WKH :RUOGYV J)RUHVWV LQFOXGLQJ WKH (8 7LierE¢ab bé Found OribeMaliBvgngDnepagy KH )/ (*7 5HJIX
|https://ec.europa.eu/transparency/regexpert/index.cim?do=groupDetail.groupDetail&grouplPp=3282
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Interviews were carried out to complement the outcome of the other consultation activities,
including the online public consultation, and results of the desk research. Eventually 7 focus

groups and 17 individual interviews were carried covering 49 entities or organisations and 92
LQGLYLGXDOV 7DUJHWHG LOQWHUYLHZV FRYHUHG WKH IROORZ
Non-Governmental Organisations, Industries, Third Countridgmber States Competent

Authorities, International @anisations and EU Institutions. The criteria for their selection were:

the impacts the initiative would have on them if (not) adopted, their expertise and balance
between diverging stakes.

The interviews took place either through teleconferecmeversations or, in limited cases,
through written responses. Interview guidance were tailored according to the background and
expertise of each of the stakeholder groups, using only open questions. The interview guide
developed for teleconference consgions and focus groups was used as a basis for the written
responses.

2. ANALYSIS

X Analytical approach

Detailed methodologies for the analysis, related assumptions and impact on robustness of
conclusions are described throughout the relevant chapters.

x Triangulation

Triangulation of primary (consultation) and secondary (literature) data was carried out in order to
validate the research, through the use of a variety of methods to collect data, with different types
of samples and different methods of datflection. Its purpose was both to crasdidate data as

well as capture different dimensions on the same topic. The objective was to compare data
gathered (in particular from databases such as COMTRADE, COMEXT, Eurostat, and extracted
from literature reiew), perceptions (from interviews and stakeholder meetings), observations
(from the online public consultation) and documentation (written evidence from the literature),
XVLQJ WUDQVYHUVDO DQDO\WLY DQG H[SHUWVY MK&IHPHQW )|
referenced with responses collected from various engagement methods in order to validate and
assess its quality and identify any possible trends and patterns or highlight inconsistencies. This
allowed to ensure that the data and evidence on whicasbessment is based is good.

X Robustness

There are clear limitations to the analysis, which can be only as strong as the data and evidence
behind it. Where assumptions were made in the absence of hard data and/or to allow calculations,
the caveats arexplained in the Impact Assessment. The assumptions made impact calculation
made. The Impact Assessment does not provide precise calculations, it rather provides an order
of magnitude of problems and impacts and their expected direction of travel. Thdeprov

sufficiently robust information for the decision making process.
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ANNEX 4 DETAILED SCREENING OF MEASURES

[The notes in this annex are end notes ateih@ of the document. This formatting issue will be solved.]

1.1  1.Deforestationfree requirement or standard

Measure A deforestationfree standard that products and commaodities linked to deforestation and forest degradation must
comply with to be placed on the EU marketas well asa prohibition, in line with EU international commitments?®, of
placing on the market products that do not comply with the standard

Who does what The European Commissionproposingthe standard. The EU would need to define the standard and the criteria behinc
WKH EDVLV RI D FOHDU DQG YHULILDEOH *GHIRUHVWDWLRQ IUHH" @uktdl
that do not comply with the given standard would be prohibited on the internal market.

Member States (public authorities) in the implementation of this standard. This would include monitoring and comg
checks by a competent authority.

Economicoperators (businesses) placing products on the EU internal market would have to make sure their products,
sourcing and production processes comply with the European standard.

What/ type of The standard may be accompanied by a bindegulatoryprocess.
instrument

Legal and Standards are already present in European legislation, suggesting a high legal and technical {sasitiRlggulation (EU;

technical 1025/2012 on European standardisation and the Communication "A strategic vision for European stéidiayiatd. tools

feasibility thatgenerally aim atichievng a high level of consumer and environmental protection (which is a shared coogpetehe
EU), as well as innovation.

Also, prohibitions of commodities or produceccording to certain criterialready exist in the EUFor example, the
Regulation 1829/2003 on Genetically Modified Food and Béé€d7 KH (8 1V OHJL V O Dow GIR@3 i® de<igns8dRi¢
prevent any adverse effects on the environment and the health and safety of humans and animals (in line with Art
169, and 191 of the TFEU, and the precautionary principle embodied in EU legislation).

A monitoring structure would have to Hefined There are different examples to draw lessons fltarthe GMO systemthe

European Food and Safety Authority (EFSA) conducts the risk assessineatsase by case basis. In the Elés on

pesticideresiduesin food (MRL legislation), the EFSA sets the level of pesticides acceptedi@dompetentauthorities
analyse pesticide residue levisensure compliancé In the EU regulation to prevent, deter and eliminate illegal, unrepo
and unregulated fishinfUU Regulation, see below), third countries are responsible for issuing catch certificates of
under their banner, while MS competent authorities and the Commission control those catch certificates and the n
systems in place in third cotries. Indue diligencesystems (DDS), such as the EU Timber Regulation and the Col
Minerals Regulation, private companies are required to apply risk assessment and mitigation tools to ensure com
products with certain criteria, whereas MSmpetent authorities are tasked with monitoring the actions taken by pi
companies.

Furthermore, @onomic operators may face technical constraimtapply the standard in complex and long supply ch:
where information may be difficult to gather atndceability difficult to attaint. It could alsequire producers to adaand

shift their supply chains. Depending on the coverage of products and commodities (and the geographic areas in

latter are grown), economic operators may face diffiesilaccessing resources that are not linked to deforestation and
degradation. A potential shift in demand from one sourcing region to another may also affect third countries.

Coherencewith No issues of compatibility with EU and international legislation were dete€techeet the requirements$ the World Trade
EU and Organisation (WTO)the measure would need to hendiscriminatory fo avoid an unfair advantage tmmmodities or

5 Including for example NY Declaration on Forests, the CBD Action Plan on Customary Sustainable Use, UN Framework Con@limiate @hange (incl. the Paris Agreement), and UN Sustainable Development Goals.

6 European Commission (2011), A strategic visia for European standards: Moving forward to enhance and accelerate the sustainable growth of the European economy by 202(I,https://eur -lex.europa.eu/legal |

| comem/ENerT/?uri:com:2011:0311:Fm|

7 EU (2003), Regulation (EC) No 1829/2003 of the European Parliament and of the Council of 22 September 2003 on genetically mdfied food and feed (Text with EEA relevance'hltps://eur -lex.europa.eu/legal- |

| Contenl/EN/ALL/?uri:CELEX:32003R182F

8 European Commission (n.d.), GMO Amhorisatiollhr[ps://ec.europa.eu/food/plamlgmo/auth 0risatiun7en|

9 Papademetriou, T. (2014), Restrictions on Genetically Modified Organisms: European Unic'https://www.Ioc.gov/law/help/restriclions -on- |

| gmos/eu.php#:~:lext=WhiIe%ZOmarketing%ZOand%ZOimporting%ZOGMOs,on%20heallh%20and%20the%20environmentl

10 Papademetriou, T. (2014), Restrictions on Genetically Modified Organisms: European Uni(lr‘nr[ps://www.Ioc.gov/law/helplrestrictions -on- |

gmos/eu.php#:~:text=While%20marketing%20an d%20importing%ZOGMOS‘on%20heallh%ZOand%ZOthe%ZOenvironmeml
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Measure A deforestationfree standard that products and commodities linked to deforestation and forest degradation must
comply with to be placed on the EU marketas well asa prohibition, in line with EU international commitments?®, of
placing on the market products that do not comply with the standard

international productsproduced dmestically the criteriashould apply both abroad and domestigaélyd bebased on concret science
policy based considerations

commitments and

objectives

Effectiveness A deforestatiorfree requirement could be effective, particularly if it is mandatory (and linked to prohibitzasé@s of non

compliance) and depending on thezope of products and commoditesvered as well as the enforcement system in pl
As an example based on other policy instruments in ptaeeEU sets limits on the maximum residue levels (MRLs)
pesttides and other active substances in and on food products that are placed on the market. Out of 91,015 sampl¢
in 2018, 4.5% exceeded the MRL, of which, 2.7% were consideredaropliant'? A similar level of compliance was foun
in 20151

Effectiveness will also depend on the scope of the products and commodities caveértite enforcement system select
(see above legal and technical feasibility.)

Efficiency The resources required to implement this measure will depeitd design featuresuch as the scope of products target
enforcement mechanisMBQ G WKH FRPSOH[LW\ RI WKH VWDQGDUGYV UHTXLUHPH
EU (e.g. MRLs or GMOs), the EU and MS are responsible for authorising the placement oftfedyccontaining oi
having residues of certain pesticides or contaminants) on the EU market, and for conducting regular checks
compliance. However, compliance checks for deforestdtem products will not be conducted in laboratories. Théhats
used to verify links between products and deforestation/forest degradation may have implications on the resources
successfully monitor compliance with the standard.

Compared to measures based on the legality in the country of origin,i@oceplith a deforestatieinee standard could b
relatively more straightforward (see section 4.4), relying on traceability and satellite monitoring tools. In spitepof/étet
operatorsand public authorities in charge of enforcement cdalte a r&atively high administrative burden and cosb
ensure compliance. This is because economic operators would have toaewiplexsupply chais to be able to trace the
commodities that are included in their products. Producers of raw commodities magcalsa burden to demonstra
compliance with the standard. Costs for monitoring and enforcing the policy measideise as welf a third-party auditor
will be involved.

Risks around Potential risks could includie lack of unanimity on a deforestatiree standard, which could lead economic operators

implementation third countries to challenge the standard chosen by the EU. This sort of difficulty could be overcome by relying as
possible on criteria that alreadyveathe backing of the international community via international organizations (such .
FAO) or international treaties (such as trted Nations Framework Convention on Climate Chatg¢éFCCC.)

Moreover, it could belifficult to monitor compliancevith the standardncluding thedifficultiesto trace the origins of certail
commodities. The potentially large scope of products that could be covered by this measure may place a large burde
on affected economic operators and can be seenissa implementation.

Leakage concerns (with deforestation and forest degradation shifting to substitutes that are not covered by the star
also arise, for example using agricultural lands to produce commodities destined to the EU markdteardkeforestation of
other agricultural production.

Finally, product pices may increase due t&/ KH V W DnRi&ieniaBdh\particularly if alternative options that are
linked to deforestation and fored¢gradation are limitedBMEs may have dificulties to fulfil environmental criteria as se
out by the standard.

Compatibility to A standard per se could hardly work as a si@ode measure. Rather, it will rely on other policy measures that w

be combined with guarantee enforcement. These could/édfication/certification schemes (that would certify some of the requirements ¢

another measure standard), randatory labelling (to communicate compliance with the standBid)(that would task private operators wii
implementing the standardsind measures relating to trade agreem@itere the standard could bind third countjies

Feedback A deforestatiorree standard was the object of abundant feedback from stakeholders. This was the most populi
measure (among the 14 proposed) in the open public consultation of the impact assessment, with 74% of re
FRQVLGHULQJOMW XERMDEOHWWR DGGUHVV WKH SUREOHP RI GHIRUHVYV
received feedback via targeted consultation interviews, position papers and the workshops organized @itinmmilssion
Expert Group/MultiStakeholder PIdtRUP RQ 3URWHFWLQJ DQG 5HVWRULQJ WKH :R
Regulation and the FLEGT Regulatiofhis forum channelled discussions on the best options for deforedtagoariteria
that the EU should uphold, with many stakeholders agigupport for the criteria of the FAO and those of the Accountak
Framework. Thé&Preportcalls forsettinga uniform standardased not only on legality, but also on sustainabtfity.

12 https://efsa.onlinelibrary.wiley.com/doi/10.2903/j.efsa.2020.6057
13 https://www.efsa.europa.eu/sites/default/files/discover/pesticides_report_2015_en.pdf

14 European Commission (2013), The impact of EU consumption on deforestation: Proposal of specific i§opoiiayn legislative measures and other initiatives for further consideration by the Commission,

I Tips./7ec.europa. eulenvironment/ior ests/pai3. 75 20e pofGhBEs Y 20pr oposa .p'f

15 https://www.europarl.europa.eu/doceo/documentfF2020:0285_EN.html
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Measure A deforestationfree standard that products and commodities linked to deforestation and forest degradation must

comply with to be placed on the EU marketas well asa prohibition, in line with EU international commitments?®, of
placing on the market products that do not comply with the standard

Overall assessment Positive. This policy measure is part of@bposed policy mixes in section 5.3.
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1.2 2.

Voluntary labelling

Measure

Who does what

What/ type of
instrument

Legal and technical
feasibility

Coherence with EU

and
policy

and objectives

Effectiveness

international
commitments

Voluntary labelling (e.g. similar to organic labels for organic products)

The EU would define the labehnd the deforestatiefnee criteria on which it will be based, as well as 1
monitoring and enforcement systepossiblyissuing EU wide guidance on the use of the label for those
decide to employ it (similar to the organic food 1a%¢€).

Economic operators (businesseg)lacing products on the EU internal market that seek to apply the label v
have to make sure their products, sourcing and production processes comply défotéstatiorfree criteria

Member States(public authoritiesvould be responsible to monitor (only) those economic operators that d
to employ voluntary labelling.

Consumerswould be entrusted to boost demand for deforestditem products based on knowledggJ-wide
information campaignsight be needed tincrease the intake of labels by companies and the consumpti
labelled products by citizens.

In the example of the EU organic label, the principles, aims and means of labelling was defined th
binding regulationt1®

There are already a number of labelling systems in place in the EU, such as the EU Ecolabel or the
Logo, suggesting high feasibility.

Informing consumers about products that exist on the internal market or teatrentnternal market and th:
have an impact on deforestation and forest degradation is a shared competence of the EU, in line
environmental objectives. In this sense, the subsidiarity principle would be met. Regarding the propor
principle, the label must demonstrate that it is relevant, that it can have a positive impact on dec
deforestation and forest degradation, and that there are no less restrictive means available to achievinc
results. Furthermore, in line with ti8J Unfair Commercial Practices Directive (2005/29/EC), environme
claims must be specific, accurate, and unambiguous, and must be supported by &vidence.

Producers would need to amend their packaging and be able to support the claims they makdewité, ¢vibe
presented to a competent authority iffwhen requested. If certification is involved, certification would be c
certification bodies, while monitoring and supervision would be attributed to public authorities (in MS an
countries) andhe EC. In the case of the EU organic label, products go through nearly 60 certification con
that the EU has licensed around the world. The EC supervises these companies to see if they comply
rules.Another enforcement possibility would ber fcompanies willing to use the label to be required to coni
DD and mitigate risks along the supply chain according to rules set up by the EU and for MSs i
Commission to monitor enforcement.

No issues of compatibility with EU and international legislation were deteetdtbugh the measure migl
present a partial overlap with the EU Ecolabel for certain product cate(gurasas paper)

Otherwise, according to Elégislation, labelling, advertising and product presentation must not be suck
could mislead a purchaser to a material degree (as per the EU Unfair Commercial Practices [
2005/29/EC and Communication on EU best practice guidelines for volunatification schemes fo
agricultural products and foodstuffs

Additionally, the requirements of th&TO would need to be respected. . 137).

The overalleffectives of the measure will depend on two factors: Company intake and consumer awiaragse
well as how much that awareness influence consumption patterns.

For companies, voluntary labelling could be a tool to enticge environmentally conscious rsumersby
means of distinguishing their products from those of companies without defore$taéicsupply chains. The
level of acceptance among companies could likely depend on the costs of compliance with the require
well as the potential ben&di As an example,raund 70,000 products and services, from baby clothe
electrical appliances, carry the EU Ecolabel. The 2017 Fitness Check (FC) of the EU Ecolabel notes ths
higher uptake of the label in countries with strong national egiwmal labels and that uptake is higher for so
product categories than for others (there is limited information as to why this is the case). Barriers tc
include: costs of compliance, lack of recognition, and lack of awareness

ps:/Tec.europa.eufinfo/foddrmingfisheries/farming/organtarming/legislation_e
ghttps:7ec.europa.eufinfo/foddrming-fisheries/farming/organarming/legislation_e

VEN/TXT/PDF?uri= X:32018R0848&from=NT

112



Measure

Efficiency

Risks around
Implementation

Compatibility to be
combined with
another measure

Feedback from
stakeholdes, MSs,
third countries and
the EP 2°

Overall assessment

Voluntary labelling (e.g. similar to organic labels for organic products)

As for consumersgvidence suggests thtiey generally trust foodelated labelling (which will be relevant fc
any deforestatiomelated scheme), particularly when it is based on a-fiarty certification scheme (as oppos
to seltcertified schemesg}. At the same timeconsumer knowledge of associated EU rules is often low,
labelling can sometimes confuse consuni&féFurthermore, the proliferation of both public and private lak
adds complexity to consumer choicesphenomenon known as labelling fatigeveal experiments in the
USA suggested sales of the two most popular coffees rose by almost 10% when they carried a Fair Trad
compared to a generic placebo I8b&l.

The costs of the system will likely depend on company intake asaséfie compliance and monitoring syste
put in place.

The FC on the EU Ecolabel notes that the cost is relatively low for MS, and does not highlight a sig
burden for companies and the European Commissionalthough the Commission's costs result frc
communication activities and criteria development/revision, and the latter is time condUmicgntrastthe
organic food label has been found to require a lot of manpower to enforce and mgthigoorganicfood
certification system relies on certification by nearly 60 certification companies that the EU licences, tha
turn supervised by the EC through annual audits of all actions undertaken by the certification bodies. In i
DG AGRI undertakeson-the-ground audits annually. It is reported that this structure requires signif
resources for monitoring by the E&Costs to companies are likely to vary but since this would be a volu
scheme, only those that consider the-testefit ratio 6 be appealing would implement the measure.

Low company intake and lack of awareness by consurheand therefore extremely low impact of the poli
PHDVXUH WR FXUE WKH (81V IR lak\b6hVioksRigkY tKil&witeRvl) fdeRW SUL Q'

There are alsaisks relatd to potential loopholes and uneven implementation, if insufficient resources
allocated to monitoring and supervision (both at MS and EC levels). The experience of the organic fo
shows that tb system is as reliable as the ability of the Commission to effectively monitor certi
organisations and ensure that they comply with the required standards when certifying organic products
the EU market.

Voluntary labelling would need to rely on other policy measures for ensuring complidreeieasure can b
implemented as part of verification systems (with/without minimum requirements for placing on the |
based on an EU standard), wiican include labelling (and also certification), both public and priateuld
also be implemented via a that the companies taking part in the scheme would need to implement, a
public authorities will need to oversee.

Voluntary labelling was the object of abundant feedback from stakeholders. It was widely rejected in tt
SXEOLF FRQVXOWDWLRQ ZLWK Rl UHVSRQGHQWY VWDWL QU
QRW VXLWDEOH 7KH PHDVXUH LV ZLGHO\ RSSRVHG E\ VWDNH
the position papers analysed and targeted interviews conducted within this impact assessment. There
consensus that voluntary schem&sch as voluntary DD or voluntary labelling, have failed to attain the de
results in terms of reducing deforestation.

The EP reportalso opposesoluntary labelsstatingthat policy measures that depend only on consumer ct

unduly shift the responsibility to purchase deforestafiea products to consumers. Nonetheless, deforesta
free labelling and certification are considergubtentialmeans to increasing suppipain transparency.

Negative.

1.3 3.

Mandatory labelling

Measure

Mandatory labelling (e.g. similar to nutritional information labels on food products)

Who does what

The European Union would be in charge of defining the content of the label and the requirements for its u:

scope of commodities to be covered, definition of deforestditém enforcement mechanismas well as Eblvide
guidance on the use of the label to support émgntation at MS level, possibly issuing harmonised pictograms -

22https://ec.europa.eu/info/publications/voluntéopd-labelling-schemestudy_en

23 https://ec.europa.eu/info/publications/voluntéopd-labelling-schemestudy_en

24 This was also brought up in our stakeholder workshop on October 2nd, 2020.

—Demand_tor_Far_Trade_Evidence_from_a_Mult: sfomiaﬁanf

28 Labelling- Organic Food Short Analysis

29 https://www.europarl.europa.eu/doceo/documentfF2026.0285_EN.html



Measure

Mandatory labelling (e.g. similar to nutritional information labels on food products)

What/ type of
instrument

Legal and
technical
feasibility

Coherence with
EU and
international
policy
commitments
and objectives

Effectiveness

Efficiency

used throughout1Ss (e.g. size and design).

MSs (public authorities) would be responsible for implementing and enforcing the legislation, checking that p
are correctly labelled. ey could also be required to communicate on the new label to support education
general public.

Economic operators(businesseg)lacing products on the EU internal market that seek to apply the label woulc
to make sure their products, sourcing and production processes comply with the deforiestativiteria. They
would be required to amend their packaging to include the label. Depending on the enforcement mechani
selected, e choice of the correct label to apply would require a verification of their supply ahidicould be done
via DD obligations for companies

Consumerswould be entrusted to boost demand fofodestationfree products based on knowledge about tt
potential impacts on deforestation and forest degradation.

A mandatory labelling requirement would require a binding legislation.

Mandatory labels are already implemented in the EU in some sactthisasenergyrelated product®r allergen
declaratios on food and cosmetic products, which suggests high feasibility.

Informing consumers about products that exist on the internal markittat enter the internal markist shared
competence of the EU, in line with its environmental objectives. In this sense, the subsidiarity principle would
Regarding the proportionality principle, the label must demonstrate that it can havéve popact on decreasing
EU-driven deforestation and forest degradation, and that there are no less restrictive means available to ach
same results. Furthermore, in line with the EU Unfair Commercial Practices Directive (2005/29/EC), envabr
claims must be specific, accurate, and unambiguous, and must be supported by &/idenceiteriato assign the
label must be erifiable and implemented at MS level and by economic operators.

No issues of compatibility with EU and international legislation were detettediever, theWTO requirements
would need to be respectéd. p. 137).

Studies show that mandatory labelling on food products has led to healthier food choices and product reforr
by the industr§?, but their power to nudge consumers can sometimes be seen asiimited

Based on the experiences of other labels, fadtwas influence the effectiveness of mandatory labelling incl
consumer awareness about the problem that the label is trying to address (in this case deforestation :
degradation), as well as awareness about the label (and harmonisation &cEIg§tiThis appears to be a succe
factor of the energy efficiency label for household appliances (consisting of a comparative scale from A
According to a Special Eurobarometer study, the label is recognised by 93% of consumers and 79% ceheite
they are buying energy efficient produgs.

Although mandatory labelling may be more effective than voluntary labelling (which is dependent on market |
experts are still concerned whether labels alone can deliver on EU deforestation andefgradation reductior
ambitions®>* There is also concern that the multitude of existing labels can cause confusion amongst consun
that relying on consumer choice shifts the burden of responsibility away from protlucers.

The costbendit balance may be problematic due to the need to monitor and audit the use of the label and-tt
ranging products/commodities that the label would have to be placed on. Costs may outweigh the be
consumers are not aware of the label and ¥ the not value its message (as an important deemsi@king factor in
comparison to price)

The efficiency of the measure may be challenged if many products are included in the scope for which lov
deforestation is expected in their region or proaategory.

Furthermore, in the context of combining it with a deforestafiiea requirement whereby only compliant produs

34 https://ec.europa.eu/info/energlmate changeenvironment/standaresols-andlabels/productfabellingrulesandrequirements/energgbelandecodesign/about_en

31 TIPS /WWW. EUroparT. europa. eu/doceo/document/202001 7§7EN.HTmI

36 This was also reflected in the consultation with stakeholders that took place on October 2nd, 2020

3] TIPS /WWW. eUropar .europa.eu73oceo73ocumM?UUI?g_EN.HTmI
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Measure

Mandatory labelling (e.g. similar to nutritional information labels on food products)

Risks around
Implementation

Compatibility to
be combined
with another
measure

Feedback

Overall
assessment

could be placed on the market, the labelling would only be used for information purposes, and its costs more
to justify.

Monitoring issues are similar between voluntary and mandatory labelling, but mandatory labelling requires
quantity of products to be labelled and its mandatory component is expected to increase enforcement needs.

If the labelling schemgV GHYHOQHY D ORW RQ WKH &RPPLVVLRQYfV PRQLWR
workload of the CommissiorFurthermoremonitoring the enforcement of the labelling requirements will incre
MS workload Both might result in a weak monitoring system, loopholes and fraud. A key issue is how to bu
economic incentives for operators to comply with the rules.

Moreover, there is a risk focenomic operator® be disproportionately affected

On the consumer sid¢here is a risk obverloadingthemwith labelsand in consequence,rek of the labelnot
providing sufficient incentives to consumekéoreover, it could shifthe responsibility away fromproduces.

A mandatory labelling requirement could be implemented as part of a verification system (with/without mi
requirements for placing on the market) based on an EU standard. The measure can also be comBibedmi
IUU-like instrument, or country behmarking, in support of transparency, communication, and outreac
consumers.

Mandatory labelling was the object of abundant feedback from stakeholders. In the Open Public Consultation
UHVSRQGHQWY MXGJHG WKH PHDYV Xt ddi@sR tHe Hssaé RfPdeforesttidrO and/ #6
degradéion and another 21% con&i H U Hs@méwvvat3suitable

TheEPfVY UHSRUW WDNHV WKH YLHZ WKDW ODEHOOLQJ L agRewrtifationl
and labels alone are not effective in preventing forest and ecosgisteoommodities and produdt®m entering the
8QLRQ LQWHUQDO -BDUMHNW HYMN@ IWKOWIGRQ FDQ RQO\ EH FRPSOH
thorough mandatorpD SURFH¥ VHV~

Positive. The measure could be more efficient when combined witkeratneasures (for exampifeandatory due
diligence.

1.4 4.

IUU like approach

Measure

Public national legality verification schemes, prohibited operators list, country carding systenand a
potential export ban to the EU (a replication, with the necessanadaptations, of the EU legislation in
place for illegal, unreported and unregulated (IUU) fishing)

Who does what

What/ type
instrument

The European Union will be responsible to set up the legislation and relevant provisidre system wilbe

composed ofseveral partsdeforestationfree criteria;a requirement for producing countries to establist
'sustainable origin' certification scheme (mirroring the catttification of the IUY, a monitoring system of
the certificatea list of contravening operatorsSSU L Q FL SPH RQ GQ\DK D &itifion& pevdRies cid

be attached to beinlisted) and a country carding systenThe latter will allow for the EU to issu@rmal

warnings (yellow card)and to barfrom the EU market (red cargyoducts from countries that fail tmmply

with provisions of the certification schem¥ellow cardsdo not have legal consequences but rather trigg:
dialogue process between the country and the Commission

Producer countries will need toissue and validate certificatioguaranteeingor example the origin anc
weight of each consignmenthe geelocation of the plantation, etcalong with in agreement with
MLGHIRUHVWDWLRQ IUHHY VWD uGiliptities willchedR thEse k#ttifi¢@eOtol YerD th
shipmentsarelawful.

TheMSswill monitorthe sustainable origicertificationscheme.
Economic operatorsare responsible for providingnaking sure their products comply the deforestatiea
criteria, for providinghe documentation to obtain certificatimnthe coutry of origin and for trading only with

products having the sustainable origin certificate in order

of  This would take the form of a new mandatory legislation.

Legal and technical The EU IUUfishing system is unique in its kind, hinting at some difficulties to replicate the system fc

feasibility
proportionality

and objectives set out in this impact assessment. In addition, the problem of deforestation differs from that ¢
fishing in several key features: a) Puotlon of several key commodities linked to deforestation is much r
concentrated in a few countries, making an import ban more consequential; b) There is no internation
on deforestation setting out obligatory provisions for countries to cowifily c) supply chains associated wi

38 https://www.europarl.europa.eu/doceo/documentfF2026.0285_EN.html
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Measure

Coherence with EU
and international
policy  commitments
and objectives

Effectiveness

Efficiency

Risks
implementation

around

Compatibility to be
combined with another
measure

Feedback

Overall assessment

Public national legality verification schemes, prohibited operators list, country carding systenand a
potential export ban to the EU (a replication, with the necessanadaptations, of the EU legislation in
place for illegal, unreported and unregulated (IUU) fishing)

deforestation are generally more complex, making monitoring and enforcement more difficult.

However, no obstacle that cannot be overcome has been deféweslis an existing body of international Iz
addressing derestation and forest degradation and while these are nolylégadiing theycould enable the
EU to address these issues through regulatory measures.

No issues of compatibility withEU and interngonal legislation were deteate However, the WTO
requirements would need to be respectédp. 137). The lack of amultilateral agreement to rely é& not an
insurmountable obstacle.

The IUU system enjoys a good reputation among NGOs and other stakeholders but there is a lack ¢
guantitative information on its effectiveneSshe only reports identifiedelated to its performancare from
NGO IUU Watch.This factor has limited potential effectiveness forecasts for an adaptation of this systen
forest field (see section 6.6t)is worth noting howeverthat the country card system is credited by MGRE
as having the biggest impact in the fight against illegal, unregistered fishing.

The costs of this systemas compared to DD or public certification, for exampigill partially be outsourced
to producing countries in charge of estshing robust certification systems that make sure commodities
within the EU comply with certain criteria. Some economic operators will also have comparatively lowe
as they will only check the certificates already attributed (rather than werifiyemselves via due diligence th
the bought products comply with those criteria.) The EU and MSs will bear the implementation, monitori
enforcement costs.

Some information has been identified on the personnel and otimementationcosts of the current IUL
Regulation (applied to fishing). It is reasonable to assume that an IUU like provision for fighting ¢
deforestation and forest degradation would have requirements in the same order of magnitude, althou
expect efficieny gains due to replicating an existing and successful system.

As described above in the feasibility analysis, there are substantial differences betwesinthenarketand

the global product market potentially considergdtiis EU interventionon deforestationThe risks identified
relate to those differences: a) Potential rifts with trade partners; b) challenges before the WTO; c
difficulty for the European companies of finding new supply chains if big produeemposed an import ban

The current IUU Regulation system for fisheries is seen positively by the Commission and NGO (IlUU '
as it does not overload European companies and operators with excessive administrative burdens
uncertainties genally linked to DD obligations®® The system established by the IUU Regulation g
responsibility on third countries to do the necessary reforms and enforcement work.

A key benefit of this measure is that it replicates an existing regulatory mechantshashalready been ii
place for a decade, from which the Commission, as wéll$scan learn in terms of preparing a legislation ¢
setting up the system.

The approach presented in the IlUU Regulation ceudk as a standlone measure dre combinedvith other
measures.

The IUU fishing approach is not considered as part of the EP répdie Open Public Consultation, near
50% of respondent XGJHG WKH PHDVXUH WR EH 3FRPSOHWHO\ VXLW
IRUHVW GHJUDGDWLRQ DQG DQRWKHU ~ FeeBlfack \rarfs stdidh@dersin sané
workshops indicated that the adaptation to the forest field may be challenging but not impossible

Positive.

39 Communication from DG MARFhttp:/www.iuuwatch.eu/membatateimplementation/
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15 5. Voluntary due diligence

Measure

Who does what

What/ type of
instrument

Legal and technical
feasibility

Coherence with EU
and international
policy commitments
and objectives

Effectiveness

Efficiency

Voluntary due diligence

There are a range of ways a voluntByS could be established.

A group or a range of representative economic operatorsould establish a voluntary framework covering t
main provisions and standards of a voluntary DDS, including relevant provisiom®fitoring. Design within a
stakeholder platform may ensure participation and uptake of the system. AlternatieelpDC could be
designed by the European Commissibine enforcement could relate to the granting of a voluntary DDS statt
removing ths status in the case of noeporting. To ensure accountability, a publicly available registry
participating operators would be established.

The European Commissioncould provide technical support in developing B framework principles anc
reportirg requirements to ensure the approach of the voluntary DDS is appropriate and would lead to ¢
changes.

Economic operators would voluntarily establish &DDS following the given framework and reporting
requirementsTheywould not be legally obligeto set in place a DQ®ut would be encouraged to and provid
with guidance by the economic operators grand/orthe European Commission.

Competent Authorities (CAs) could, depending on thehosen framework, involved as well, ilge assigned
audit responsibilities, to conduct spot checks confirming that voluntary DDS participation status is being ¢
allocated and that the DDS principles are upheld.

A voluntary DDS would be defined under an agreeldintary DDS framework. Reporting requirements would
standardised. This would not be legally binding.

There is no experience to date of WTO dispute cases dealing with similar issues, so WTO risk would
Although not legally binding, the voluntary system would still need clarity to ensure universal understanc
the requirementsThis would include clarity and narrowness of the definitions of key concepts: e.g. definiti
sufficient/goodDD G HILQLWILARQ IRAOH HLV N

Voluntary DD has alreadybeen carried out by leadingpmpanies, i.eto fit the UN Guiding Principles for
Business and Human Rights or the OECDB Guidance for Responsible Business Condutivo global
frameworks that set out broad rsifi@r corporatéD.

Operating a voluntary DDS schemeuld raisecoherere issuesith other EU commitmentand might neither
reflect the strong ambitions set out in ther&@peanGreenDeal, the new EU Forest Strategy the new EU

Biodiversity Strategy. These strategies all include EU leadership on international action for global public
and sustainable development goals. The voluntary measures may fall short of the combiriegsob)jeihese
strategies as it does not guarantee a significant uptake of the DDS.

Voluntary approaches have shown abundant shortcomings in the past decades of implementation. 1
relevant problem might be the level of industry uptakd the incentives it might create for freging. A recent
report® focusing on 500 relevant corporations and financial institutions concluded that 43% of them did n
in place any deforestation commitments. This means companies aiming to clean their supply chains an
deforestation and forest degradation éweced to compete on the EU market with companies that do
implement sustainability considerations in their supply chains and face at the same time the increasec
sourcing sustainablyA study reviewing the effectiveness of more than 150 volynsahemessuggests the
impact of most voluntary schemes is limited, with over 80% performing poorly on at least one perfol
indicatorg®.

Research also demonstrates that commonly used volubEatpols are not very effective at improving respe
for rights’2. For voluntary measures where expulsion is the ultimate sanction but the actual impacts are n
(e.g. the economic operator can effectively trade regardless), most collective voloiti@tiyds are vulnerable
to failure. This is also because of the lack of common standards and an inability to effectively mon
application of the requirements of the sche#weother problem may be th#te added value that the operal
gains (the ompetitive edge or differentiation) decrease as the proportion of operators partaking in th
increases. Hence, this mediscouragecompanies from joining the scheme or drive participants to cut corne
order to outcompete one another once again.

In theory, the enforcement and monitoricast of voluntary schemes should be lower than or similar to that
mandatory schemeDue to the measure being voluntatyere would be no enforcement costs for put
authorities.The compliancecods of the private sector would be broadly similar to those incurred by a mand

40 hitps://forest500.org/sites/default/files/forest500_2021report.pdf

41 http://ww2.rspb.org.uk/Images/usingregulation_teA@8677.pdf

42 https://euideas.eui.eu/2020/07/03/humights-duediligencemakingit-mandatoryandeffective/
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Measure Voluntary due diligence

regime, with the difference thétteywould apply only to the operators that voluntarily take up the obligatio
perform DD. In the DD schemeperators have to prove thahber placed on the EU market does not come fr
illegal sources. This can be @hallengingexercise and operators may have varying abilities to meet
obligation. In particularthe burden onoperatorswho have not set up a DDS befargght be proportionally
higher than for larger operators.

Risks around The potential inability of operators to collect and reasonably check all relevant information, partisiay

Implementation who may be expected to have less understanding @Eheequirements and its needsyd therefore uneven an
ineffective implementation, ar¢he main risks of this measur@here may also be a riskf different
interpretatios of the voluntary DDSIf it is not sufficiently clear enough.

Additionally, thereis a risk that increasing participation may reduce the competitive differential aspect of |
voluntary DDS patrticipation status, and drive companies to cut corners. Given the approach would be v
there is a risk of lack of monitoring and enfemeent.This could occur if whoeveis responsible for monitoring
missesresourcesand/or political willto monitor regular implementation, or if audit checks are not carried
frequently enough. If the voluntary DDS entails high additional costs, opemaight be incentivised to unde
report the risks associated with their current supply chain.

Compatibility to be The uptake might increase as a consequence of other measures around consumer awareness and

combined with  availability. Consumer awareness may in turn influence demand and likelihood of operators participatil

another measure voluntary DDS. Measures include benchmarking or country assessments (e.g. index) showing which coui
exposed to and effectively combat deforéstgtpromotion through trade and investment agreements of tra
legal and sustainable products, mandatory disclosure of information (including corporéiteanoial reporting)
and consumer information campaigns in the EU.

Feedback® Voluntary DD wasthe object of abundant feedback from stakeholders. It was widely rejected in the open
FRQVXOWDWLRQ ZLWK Rl WKH VWDNHKROGHUV FRQVLGHL!
Overall,theEP DV V HV V P H Q Woluhteryavitidef&restEtidn commitments have not yet been sufficieRt
view is thatthird-party certification can only be complementary to a mand®axf.

Overall assessment  Negative.The effectiveness is likely to be low.

1.6 6. Mandatory due diligence
Measure Mandatory Due Diligence
Who does what The European Commissionwill establish a legislative framework covering the main provisions «

DDS, including relevant provisions for monitoring and enforcement. Key insights and lessons learr
the DDS under the EUTR should feed the development of a new DDS for commodities linl
deforestation and forest degradation.

Economic operatorswill be obliged to set in place a3 able to capture a wide variety of commoditi
that may be associated with deforestation or forest degradation.

Competent Authorities (CAs) will be responsible for monitoring and enforcing the DDS and will en:
that busiesses/suppliers in third party countries provide necessary information to proveDth
requirements. Competent authorities could be responsible to carry out audit checks where e
operators will need to demonstrate their DDS compliance with theabffezjuirements.

What/ type of instrument A mandatory DS will be defined under an EMide legislation (most likely a Regulation, rather thar
Directive), that will further need to be calibrated to the commodities they import and their relevant
chain.

Legal and technical Regulations like the EUTR and the Conflict Minerals already have in place a mandatory due di

feasibility system, suggesting high feasibility.

Coherence with EU and No issues of compatibility with EU and international legislation were deteTteste is however a wide
international policy variety of existing EU standards f@D checks across different scopes, be it either for products
commitmentsand objectives timber, mineral) or for broader corporate behaviouprovision of financial services. It is necessary

43 https://www.europarl.europa.eu/doceo/documentfF20200285_EN.html
44 https://www.europarl.europa.eu/doceo/documentfF2026.0285_EN.html
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Measure

Effectiveness

Efficiency

Risks
Implementation

around

Compatibility to be

combined with another
measure

Feedback from
stakeholdes, MSs, third

countries and the P %6

Overall assessment

Mandatory Due Diligence

avoid duplication of checks and thus incorporate as many as possible of these schemes w
overarchingdDDS. The ongoing proposélfrom DG JUST will have to be considered in this analysis.

Overall, the effectiveness witlependon many factors. Challenges of implementability undermining
effectiveness of the EUTR have been detected in the Fitness Check. New due diligence desigr
need to build on those lessons leaBume of those challenges detected relate to uneven implement
insufficient penalties or difficulties of tracing products to the area.

Effectivenessmight also relyon definitions of key termste.g. negligible risk and the way M%nd

operators willinterpret the provisions @D is understood differently based on the legislative traditior
the country. The successful implementation of the measure relies on effective communication t
and data availability to CAs, which is not alwaysen (e.g.communication with customs). In addition,
relies on effective national legal systems to ensure enforcement is taking place, along with prosec
those breaching the mandatory provisions (which appears to be a challenge under the EUTR DDS

DDS requirements impose a substantial cost to CAs and enforcement authorities for perform
necessary checks as well as carry out proseclamassessed in the EUTR. However, when assess
WHUPV Rl VKDUH RI WKH WUDGH YDOXH WKDW WKLV FRVWV

Due diligence obligations also creates costs for companies being required to create and use t
diligence systems. Depending on the complexity and risks of their supply chains, this costs can k
or lower. Some mitigating measures, such as simplified requirements for low risk areas, cc
conceived. The advantage of mandatory DD vis avisv@dat, '* LV WKDW LW G RiHivQ 4

SomeMSs have voiced concerns that increased DDS complexity might reduce implementation. Tt
also concerns that SMEs will find implementation more difficult. As is the edgith many policy
measures, reliance on effective and even implementation and enforcement acsossghtSprove
difficult.

An advanced DDSIwuld entail high additional costs, operators might be incentivised to-teytat the
risks associated with éir current supply chain

DD mandates are reported to promote the use of certification schemes, and possibly voluntary/mi
labelling systems. Operating a DDS would also benefit from developed country benchmarl
mandatory disclosures of information.

MandatoryDD was the object of abundant feedback from stakeholders. It was widely supported
RSHQ SXEOLF FRQVXOWDWLRQ ZLWK Rl WKH VWDNHKF
VXLWDEOH" RU 3V R Phé Dkeiviiéiming Lmajarity @Hdqualifiedstakeholders?  businesses
associations and NGO38 supported amandatory due diligence regime, although the details of
system vary from one organization amother.The EP report calls for the European Commission
present an Elegal framework basedn a mandatoryDD approach to ensure sustainability a
deforestatiorfree supply chains for products placed in the EU market.

Positive.

1.7 7.

Mandatory public certification

Measure

Mandatory public certification

Who does what

The Commissionwould be responsible for introducing this scheme, and MS would be involved in the enforcen

the measures. Industry would have to comply with certification in order to trade its products in (herEfdr
products without certification)The roles in the establishment and functioning of the scheme would be as follows

The EU establishes deforestatidree criteria and a product scope and requires that all products within the scog
in the EU should comply with the criteria. Products that do not comply with the criteria are not authorised to b
on the EU market.

Member States or third countriescould apply for the EU ta@eview and approve mandatory public certificati
systems on a country level. The approval would be contingent on the reliability of such a system in ¢
compliance with the requirements of tB& policy intervention, in particular the deforestatioee definition. This

45 https://ec.europa.eu/info/law/bettergulation/haveyour-say/initiatives/1254&ustainableorporategovernance

46 https://www.europarl.europa.eu/doceo/documentfF2026.0285_EN.html
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Measure

What/ type of
instrument

Legal and
technical

feasibility

Coherence with
EU and
international
policy
commitments
and objectives

Effectiveness

Efficiency

Risks around
Implementation

Compatibility to
be combined
with another
measure

Feedback from
stakeholders,

Mandatory public certification

would include specific requirements in terms of transparency and reliability.

Another possibility would be for thEU to outsource the verification that the products meetettoeseria toa public
body or one of its agencies, for example the European Environment AgBmeyEU controls the quality an
reliability of the certification.

Individual companies seek public certification for their products prior to placing on theket. Financial support ca
be granted for SMEs. A degree of setfrtification accompanied by submission of information could be considere

Mandatory legislation.

As such a mandatory certification requirement should meet the  subsidiadtjteria
Regarding the proportionality principle, it will be necessary to demonstrate that a mandatory certification
would be relevant and would have a positive impaal@creasing deforestation and forest degradation, and that
are no less restrictive means available to achieving the same ré&ndtkey issue with certification is the challen
of monitoring, disclosure and enforcemehtrecent study by Bager et@n political feasibility for EU policy options
gives this policy option a Medium score on advocéastors supporting a given policy optjpmmedium scee on
institutional complexity, antbw score for cost’

No issues of compatibility with EU and international legislation were deteat#mugh the measufells under the
scope of the WTO TBT Agreemerithe latterpotentially restrictsthe scopeof natural resources sustainabili
certification systemsDeveloping countries increasingly see certification as a de facto barrier to trade and ha
quick to voice their concerns ithe WTO deliberations, particularly those by tl@ommittee on Trade an
Environment.In order to respedhe WTO requirements mentioned abdeg p. 137) voluntary certification should
inform consumers about risks to deforestation/forest degradation in regions (as opposed to countries) that ar
such risks, and domestic (EU) deforestation/forest degradation shouiadred as well

It will very much depend on the type of enforcement system selected. In the case of national systems that are
by the EU, it will also rely on the willingness of third countries and member states to set up their own
certification systems. |& central authority was to be given the role of certifying, appropriate resources woi
needed.

Some previous examples could be used to assess the potential effectiieaedtectiveness of the car safety relai
legislation has been found to bedited for the large reduction in fatal and serious injury risk amongst car occu
followed by measures targeting dridkiving and road safety engineering meastifes.

Certification can be a complicated and costly process and resouregsledto certify operations and to support
YDULRXV VFKHPHVY PDQDJHULDO VWU X FMépitoridg/ weuRi Xo® Gssinted Yoy puBl
administrations rather than private companies, such as in the due diligence systemaralysis nats that while
policy options including mandatory certification are the most costly, the costs remain overall proportiona
considering overall GDP share.

Countries may not be willing to set up national certification systéimen the other handt relieson an EU public
body and itamonitoring ability this will substantially increase the worklopdtentially resultingn a weak monitoring
system, loopholes and fraifcho adequate resources are giv€here are also cHahges in the implementation due
WKH IDFW WKDW WKH PDQGDWRU\ FHUWLILFDWLRQ VWDQGDYGV D

Suppliers incur both direct and indirect costs in pursuing certification. Direct costs include shosiatad with the
certification processtsuch as the fees paid to certifiers to conduct initial assessments and subsequent auc
stakeholder consultations and prepare reports. Achieving certification may also require investments in mactiir
training, infrastructure and logistics to comply with the certification standards; these indirect costs could b
higher than direct costs, depending on the gap between the existing quality of management and that require
the certification sindards.

This measure is compatible with other measures.

Mandatory public certification system was the object of abundant feedbaclsta&eholders, who approved it by tt
PDMRULW\ Rl WKHP WKLQN WKH PHDVXUH WR EH 3FRPSOHWHO\

47 Bager et al (2020), Reducing Commoelilyiven Tropical DeforestationSROLWLFDO )HDVLELOLW\ DQG p7KH R PHitpsV/pR

48 https://ec.europa.eu/transport/road_

49EPRS

isafety/! ialist’/knowledge/pdffvehicles.pdf




Measure

MSs, third
countries and
the EP %°

Mandatory public certification

Corresponds toKH (3 UHSRUW SROLF\ RSWLRQ UWPDQGDWRU\ FHUWLIL
certification standards withDD § 7 EPManalysis assessed the effectiveness of measures containing mar
certification standards and noted that these measures were the most effective in eliminating deforeste
associated carbon emissions. It estimated thaidasd deforestation due to reducing EU imports of commodi
associated with deforestation would result in 197 500 hectares of avoided deforested land and 56 million t
avoided CO2 emissions.

Overall Positive (option 3)

assessment

1.8 8. Private voluntary certification systems either new or those already in
place

Measure Private voluntary certification systems, new and the ones already in place

Who does what

What/ type of
instrument

Legal and
technical
feasibility

Coherence with
EU and
international
policy
commitments
and objectives

Effectiveness

Efficiency

European Commissionwould guide the development of private schente\ ptHQFRXUDJLQJY VXFI
political declaration (e.g. COM DOC).

MSs could also be required to communicate on the existence of certification schemes to further disseminate th
the general public.

Economic operatorswould voluntarilydecide whether or not to amend their packaging to include the informatic
certification and go through the whole certification process, which would require a verification of their supply ch.

Consumerswould be entrusted to boost demand for defofiestdree products based on knowledge about tt
potential impacts on deforestation and forest degradation.

AnNELQGLQJ LQVWUXPHQW ZRXOG EH VXIILFLHQW IRU WKLV PHDV>
/ voluntary schemes.

No legal instrument would be required for this meastlihere are many existing valtary private schemes and mo
could be created without technical limitation.

No issues of compatibility with EU and international legislation were detealibdughnon-EU countriesncreasingly
see certification as a de facto barrier to tréw@rder to respedhe WTO requirementgcf. p. 137), .

There are numerous concerns about the effews® of this policy measure. The first, as with any other volur
system, is the risk of minimal uptake by companies and the potential incentive fodiinge

Second, liere is abundant literature on certification schefglesrtcomings in terms of gewmnance, transparency, clarit
of standards, reliability of monitoring systems, etc. The consensus is that these schemes on their own have not
to provide the changes needed to prevent deforestatienEP study notes that the effectiveness ofnmaoluntary

commitments remasito be established, and results are-nonclusive on whether deforestation is actually reduc
Over the past years, concerns have been raised over the efficiency and integrity of chain of custody (CoC)
Some see #Be systems as open to fraud given that certified companies may easily mislead their auditors alth
audit is conducted with the greatest care and according to all procedures. A company may be selling

FRQWDLQLQJ D YROXP H niaieritiF tHat ¥xteldd$! tBe vulume BfHcertified raw material that they
buying. The current CoC systems seem to only work for companies not committing deliberate fraud. Concerns

integrity of CoC systems are mounting, and therefore discussiersthis gap in the CoC systems have growr
strength in recent years.

Certification will only represent a cost for companies using the systemsoSHeenefit balanceould in any case bt
problematicbecause the costs of monitoring and auditing for certification may outweigh the benefits if consur
not aware of the certification scheme and do not value its me$aageroducing companies or smallholders willing
get certified, these systerasn be complicated and costlyhese costs can be prohibitive in particular for SMEs |
could resist going through the certification process on this bislsiny private certification schemes already ex
however, so the encouragementaofl awareness rigj aboutpre-existing certification schemes would not be as co:

50 https://www.europarl.europa.eu/doceo/documentfF20200285_EN.html
51EPRS 2020 EU Legal Framework to halt deforestation
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Measure

Risks around
Implementation

Compatibility

to be combined
with  another

Private voluntary certification systems, new and the ones already in place
as implementing new ones.

Sinceeconomic operators have the choice of being certified or not, businesses who do not employ these cert
might be affead in a disadvantageous way. Some companies might also have a harder time tracing their sup
(e.g. products using palm oil) in comparison to others (e.g. coffiepenihg on their supply chaifiV OHQJ
complexity For instance, a manufactugicompany producing lotions which include a small portion of palm oil m
be less familiar with suppliers compared to a coffee company which sells the commodity directly in a less pi
state.

There is an important risk thatroducers around the wd might respond by creating their own national certificati
schemesas happened in reaction to the F3C

Another challenge of private certification is the competition it creates with other schemes including public certi
schemes. This can undgne the effectiveness of some schemes, or at least challenge its implementation as s
the context of the FLEGT.

Particularly important are alscefinitional issues and internal variations in definitions among the schemes (e
HZKDW LWD IRQEWZKDW LWeéakthreEhdlds\Wriuiéledr qefifiitiocen allow for compliancereep
and make verification difficult. The challenge is difficult to work with, and stricter definitions may just lead to
companies opting out or notedeéng certification in the first place.

Regarding issues for SMEs, first movers who shape the rules of certification schemes can tailor the provisions
their technical and operational requirements, leaving late movers with higher switchingTéistsan seriously
disadvantag&MEsin developing countries where low labour costs and low capital investments may serve as tl
Rl DQ RSHUDWLRQYV FRVW DGYDQWDJH LQ WKH PDUNHW

One main concern with certification of individual producers or suppiyns is that they fail to see the full context a
surroundings. Even if most agricultural farms in an area are certified, land tenure can still be weak, poverty ini
and legal and illegal deforestation taking place. To accommodate this, a féigatiEem schemes provide aduhs,

VXFK DV p5632 1(;71 WKDW LQFOXGHV D YROXQWDU\ DGGHQGXP
indigenous people. Conceptually, recent thinking talks of a Jurisdictional Approach to Zero Deforestation Cosni
(JA-ZDC) in which the supply chain certification is expanded to cover the entire administrative region or unit tl
situated in.

Yes.

measure

Feedback The measure got rather negative reactions in the open public consultation. Alimost 40% of the widely res
VWDNHKROGHUV FRQVLGHUHG 33ULYDWH FHUWLILFDWLRQ V\VWHP)\
DOO VXLWDEOHQRW VXERHBE®EDMalls tonot consider voluntary (private) certification measase
these are seen as insufficiéht

Overall Negative.

assessment

19 9. Benchmarking

Measure Build benchmarking or country assessments (e.g. indexpating countries according to deforestation and forest

degradation
Who does The European Commission ZRXOG QHHG WR HVWDEOLVK WKH FULWHU LcllelcRand|
what process dateaand publish results. Countries would receive a score, which could then be compared against other ¢
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Measure

Build benchmarking or country assessments (e.g. indexpting countries according to deforestation and forest
degradation

What/ type of
instrument

Legal and
technical

feasibility

Coherence
with EU and
international
policy
commitments
and
objectives

Effectiveness

Efficiency

Risks around
Implementati
on

Compatibilit
y to be
combined
with another
measure

Feedback

Overall
assessment

A review of the criteria at a set period of time (e.g. 2 years) and updated data would need to be collected -
benchmarking and/or countrgsessments represent the existing scenatie. quality and accuracy of information m
need to be evaluated, as well as the enforcing the provision of information from third countries and/or producers.

Others: Depending on how the assessmentscarelucted and then used, other stakeholders may be involved @&sg
providing evidence or assessments).

Depending on the effects of the benchmarking considéredneasure could be a nbimding/nonregulatory instrument
or abinding regulatory instrument.

The feasibility and proportionality would vary based on the effects of the benchmarking (i.e. information pury
access to EU market). For this measure to be a workable apigodata on which the benchmarking is based would r
to be transparent, objective and scientificdigsed.

No issues of compatibility with EU and international legislation wtected To meet the requirements the World
Trade Organisation (WTO)the measure would need to ®ndiscriminatory fo avoid an unfair advantage 1
commodities or producigroduced domesticallythe criteriashould apply both abroad and domestigadyd bebased on
concree, sciencébased considerations

National forest monitoring may already exist in some countries. The OECD also undertakes Environmental Per
Reviews of individual OECD countriés,ZKHUH DVVHVVPHQWYV R I nDactieviKgQamisarimental hR
sustainable development objectives are reviewed, with elements such as peer reviews included.

Whilst there is limited evidence concerning the use of benchmarking for policies relating to deforektgmplication
of the IUU fishing regulation country carding systenthisught to be the most relevant taolproviding incentives to
country exporting to the EU but also for those not exporting to the EU that do not want to lose the possibility ¢
trade partnerships. In addition, dialogues opened as part of the red carding system are found to further the know
understanding of the IUU fishinggulation ¢

TKH PHDVXUHT{V Ldéoadidemtify @y propagRte best practi@enchmarkig or country assessments wou
also enable the ranking of countries and would be available to all stakeholders, which would facilitate consume
and have the potential to impact decisions made at global, regional and national level surroundistgtitefcaad forest
degradation.

Regarding costs, if information is readily available through existing monitoring and data collection processes, ct
be relatively low, compared to if new monitoring and data collection approaches hadutddstaken. Costs will be
associated with the identification and review of criteria, benchmarking methodology and publishing of the c¢
LQIRUPDWLRQ ,QIRUPDWLRQ ZLOO DOVR QHHG WR EH XSGDWHG
assessent/benchmarking whichill lead to additional costs.

The burden placed on the Europ&zommission (and I&8s) for compiling the assessments couldnbenageablewith the
country assessments needing to be updaggdlarly The risks are more around the criteria and thresholds select¢
benchmark countries and the potential diplomatic issues that those decisions may entail. Objective, transp
sciencebased data to underpin the benchmarking system could be apprapkiaétigating tools.

If country assessments are used to impact decisions concerning trade, such an application may require an as:
WTO compliance. Further investigation into the criteria which could be used for benchmarking and the inteofidbu
information is required for greater consideration of the benefits.

This measure is likely compatible to be combined with other measures and in theory, this could complement any
by providing some additional information / incentives to the overall measure.

3S%HQFKPDUNLQJ RU FRXQWU\ DVVHVVPHQWY" ZHUH WKH REMHFW R
DSSURYHG WKHVH PHDVXUHV FRQVLGHUHG LW WR TB&lEPRE&SIOdS W
consider benchmarkingeasure’’

Positive.Likely useful as a combination measure.

55 OECD. (no date). Environmental Performance Review. [online]. Available frol‘mnps://www.oecd.org/site/peerreview/envwronmentalperformancereviews.htm [Accessed 16 Ocbber 2020].

56 Information from targeted interview

57 https://www.europarl.europa.eu/doceo/document/TA -9-2020-0285_EN.html



1.10 10.

Promotion through trade and investment agreements of trade in legal and

sustainable products

Measure

Promotion through trade and investment agreements of trade in legand sustainable products

Who does what

What/  type  of
instrument

Legal and technical
feasibility

Coherencewith EU
and international
policy commitments
and objectives

Effectiveness
Efficiency
Risks around

Implementation

The European Commissionwill be responsible to set up the trade and investment agreements with third
countries. Furthermore,the European Commissiorould improve effectiveness of SustainabBevelopment
chapters to included deforestatilteRe commitments, the includérade and Sustainable DeveloprmémSD)
provisions and promotg 6 XVWDLQDEOH )RUHVW ODQDJHPHQ@RNASILQ (8 )UHH

Economic operatorsandthird -party countries would be respasible for providing the documentation to obta
benefits from FTA.

International Trade Agreements includingAs.

The largest constraints to trade policies might be political rather than [Egate is an existing body o
international law addressing deforestation and forest degradation andtvehilet binding,it doesprovide a legal
basis for the European Commission to &st FTAs hold sustainable development provisions on sustaigal
and environmental governance, hence set a good frame for addressing deforestation. TSD chapters envi
and investment as a means to support and pursue sustainable development objectives and include provis
conservation and sustainablamagement of biodiversity.

A recent report from the FE considered a range of possible trade related options for instruments t
deforestation and forest degradation, these are declined at unilateral, bilateral atatenailievele.

No issues of compatibility with EU and international legislation were detedimdever, theNTO requirements
would need to be respectét. p. 137).

Recent EU trade deals, including the IIHUFRV XU SURYLVLRQV RQ WUDGH LQ
PHDVXUHV VXFK DV PHDVXUHV WDNHQ WR LPSOHPHQW PXOWL
exception, as such we consider thisdherent with other trade legislation.

TSD has been under scrutiny recently with criticisms highlighting it lacksr@forcement mechanism ar
therefore hd little impact on sustainability. More ambitious implementation has been supportedaby
stakeholders. An increasing number of experts are also of the opinion that, in order to be effect
sustainability related provisions of EU trade agreements should not be dealt through a separate proces
they should be part of the foeddispute settlement mechanism between the trade pdrties.

The existing evidence indicates that the assessment of environmental impacts liBkeBTAs is not (yet) able
to treat the environment with the comprehensiveness and robustness it requires. Consequently, dedicated
needed to ensure that the information underpinning EU FTA negotiations and implementation can corre:
the challenge linked to trade liberalisation. 0

Trade agreemenfs Q HJ R W L Dvaly. BuR remRilV Nkhited to administrative costs for negotiating (incluc
travels) andlevelopingsupporting studiesApplication ®sts depend on th8 U R Y L ivhp&Q fifvbusines$here
could be no costs for business for clauses degirgusively)with general commitments, information exchan
and dialogué* These would include adding provisions regarding sustainability in FTAs, and possib
negotiating tade agreements with thiqhrty countries.

No comprehensive overview of trade agreement negotiation bastbeen identifigchowever, the CETA trade
agreement between the EU and Canada was reported to have cost a total of EUR 1,031,452.26. Tais
covers the 2002016 period?

The inclusion of commitments to improve tradedeforestatiorfree produced commodities and products and
provisions for dialogue and cooperation is clearly feasible; several new FTAs aleadle them. Negotiatinc

58 European Parliament, In depth analysis, How can international trade contribute to sustainable forestry and the préseevatth@ G 1V IRUHVWY WKURXJK WKH *UHHQ 'HDO"

59 Institute for European Environmental Policy (ZOZOI,hnps://ieep.eu/uploads/anicles/anachmems/gc%1784 -8c12-4ff5-a5c5 I

I eel7c519f80b/Trade%20and%ZOenvironment_FlNAL%ZO(Jan%ZOZOZO).pdf?v=637481230')9

60 Institute for European Environmental Policy (ZOZOI,https://ieep.eu/uploads/anicles/amachmems/9c951784 -8c12-4ff5-a5c5 I

I eel7c519f80b/Trade%20and%ZOenvironment_FlNAL%ZO(Jan%ZOZOZO).pdf?v=637481230')9

61 COWI (2018), Feasibility study on options to step up EU action against deforestation, https://iopscience.iop.org/article/10.1088/1748-9326/aa625e/pdf

62 https://www.europarl.europa.eu/doceo/document/P -8-2016-002914-ASW_EN.html
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Measure Promotion through trade and investment agreements of trade in legand sustainable products

reductions in tariffs for sustainably produced commodities would be distinctly more complex but less
bilateral than a multilateral levél.

Some of these agreements are very lengthy to negotiate and adopt, leadingltm@setime before results ar
visible (e.g. MERCOSUR trade agreement took c. 20 years to agree).

Compatibility to be Bilateral Trade Agreements related measures are compatible with all other measures.
combined with
another measure

Feedback This measure was the object of abundant feedback from stakeholders, who mostly approved it. 759
VWDNHKROGHUV FRQVLGHU LW WR EH 3FR HI®@ER Wiéi®doas X ot \doDsEI e kia
agreements as a separate measuradofft

Overall assessment  Negative for the aims of this initiative.

1.11 11. A VPA-like approach in combination with possible legislative measure(s)
Measure Development and cooperation assistance to producing countries
Who does what The European Commission andthird countries engage in negotiations regarding the design titensing

systemcertifying that products exported to the Edmply with certain requirements agreed between the EU
partner countries, inspired by the VoluntarytRership Agreements of the FLEGT Regulation

Stakeholder consultationsareorganised to define the exact scope of products to fall under the scheme as w
set of EU level defined sustainability criteria with which products need to comply in ordercertified by the
product assurance scheme.

VPA countries are called to set up a robust and credible assurance scheme including effective supp
controls and mechanisms for verifying products compliance with the criteria set earlier

An independent party is appointed to conduct audits to assure the proper functioning of the assurance sche

Exporters of relevant products need to certify them before exporting to the EU

What/ type of Voluntary Partnership Agreemer(i¢PAs)
instrument

Legal and technical No issusrelated to legal feasibility identified at an EU level. Similar to the functioning of the existing scher

feasibility up by the FLEGT for timbeproduct conducting VPAs for a wider scope of products should be poss
However, in contrast with the FLEGT approach, the different viewpoint taken focasirige sustainability of
productsrather than ortheir legality in each of the partner countries migatise internal coherence issues
legally produced products would not necessarily meet the sustainability criterfugbermore, the question i
how these criteria would interplay with the criteria defined at the EU level, since it is not clear ewidtbe
negotiated.

Experience from the timbgroduct VPAs highlights the difficulties entailed not only in concluding V
agreements but also in developing and implementing a product assurance system afterwards. In the 1!
implementation of theegulation,only 15 countries have engaged in th®A process at al{implementing and
negotiating) only 7 have signed VPAs andily one (Indonesia) hasd operating system aneached the phase ¢
issuingFLEGT licencesFor the countries which have metached licencing (14 out of 15), but are still covered
WKH (875 WKH 06VY &%V VWDWHG WKDW RIWHQ LW LV PRUH GL
implementation than in nePA countries.

Most importantly though, the current VPAreme of FLEGT has resulted in a very poor coverage of EU tinr
based imports having no effect on the grand majority of EU imports. As such a large fraction of relevant im
the EU is not captured by the VPAs while the investments and efforts kvElare important. Not all potentie
partner countries were willing to engage in this kind of negotiations.

Coherence with EU By focusing on legality only this measure would fall short of addresbmgentral challenges at the EU level st
and international as protecting biodiversity and lorfigrm decarbonisation.
policy commitments

63 COWI (2018), Feasibility sudy on options to step up EU action against deforestation, https://iopscience.iop.org/article/10.1088/1748 -9326/aa625e/pdf
64 https://www.europarl.europa.eu/doceo/document/TA -9-2020-0285_EN.html
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Measure

and objectives

Effectiveness
Efficiency
Risks around

Implementation

Development and cooperation assistance to producing countries

While the current experience with FLEGT focusing on timlegrality has brought no conflict with WTO, a
approach based on a set of -Hefined sustainality criteria may be more challenging to uphold against W
rules. In specific, in the absence of a globally accepted definition of sustainability production, aiteetaof
sustainability criteria defined unilaterally by the EU can be challenged asnipeliscriminating against import
from specific countries.

The overaliglobal effectiveness of the FLEGT approach to VPA agreeneatsessed as very low.

With VPA negotiations initially taking too long to conclude, the impaiumes from all VPAengaged countries
represents about 36 of the total EU imports of relevant produtsiardly culminating in a functioning TLAS
(functioning only for Indonesia currently) and eventually covering only a fraction (3%) of EU tlmaked
product imports, the overall footprint of the approach in tacklingifitluced deforestation is assessed as b
marginal.

Moreover, in the absence of a functioning TLAS, there is no indication that the VPA process leads to
reduction of illegalitmber harvesting activities or a reduced deforestation rate in these couhtraysgagement in
VPA agreements has naecessariljed to a reduced risgrofile for illegally harvested timber for most of tr
partner countries.

The most successful exarepdf implementation of the VPA agreements when it comes to the FLEGT Regu
precedent is the agreement concluded with Indonesia, the only country that is currently fully implemen
FLEGT VPA agreement by means of issuing legality certificategirfdver products has improved access of
products to the EU market. Nevertheless, even in the case of Indonesia, the proper functioning of the a
has been jeopardised in the past by political developments in the partner country as overalinhereans of
guaranteeing that implementation of the VPA by partner countries is in line with the agreement.

Given the broader scope of products addressed under this new measitiee continuing decline of the EU as
key importer globallyit is exgected that the conclusion of negotiations might be an even more challengir
long-term process. Similarly to FLEGT, it might be challenging to conclude VPAs that cover a significant |
the EU imports of relevant produasd problematic to assurecantinuous correct implementation by the parti
countries

The implementation of the, usually lengthy, FLEGT VPA negotiation processes with partner countries is r
to require a significant amount of resources from the European Commiskile, as seen earlier, the proce
hardly culminates in the development of a functioning TLAS.

Commission datdrom 2015 VKRZV (8 DQG 06 H[SHQGLWXUHV FORVH WR
(coveringa period from 2003L4). Given only 3 % of EU imgrt is so far covered by a FLEGT license, it appe
much cheaper (per unit volume of imports) to place a requirement on EU market operators to ensure le
imports (i.e. through EUTR) relative to seeking to put in place licencing agreements withlenekporting
countries (noting the implicit assumption that this equates coverage of imports to effectiveness of tacklin
logging) The cost of reaching agreements on broader product scopes will pagsigpificantly larger

Even when considering partner countries willing to enter in VPA negotiations, these are not guaranteed t(
conclusion (in a reasonable timeframe) or even when they do so, to be implemented as per the agreemel
partner countes to agree to an Edefinition of sustainably sourced products will be an additional negotie
challenge as this might be conflicting with their definition of legal timber. Eventually this approach do
guarantee that a good part of the EU impoftsroducts causing a deforestation risk are eventually covered b
VPAs.

Additionally, local regulation might evolve to undermine the implementation of the Regulation (e.g. allowi
legalisation of confiscated illegally harvested timber).

This policy measurgif applied in the deforestation contextould need toinvolve an approach in which an EL
level definition of sustainability of production conditions for products related to deforestation. This is dil
from the VPA approach implementéd the FLEGT where the emphasis is placed on the legality of tin
products, a definition that can differ from country to country.

It is not guaranteed that the main EU trading partners of the selected products widhlzaverest in entering
VPA agreement with the EU. The8  Mlativdy reduedimportance as a trade partner globally is likely reduc
the incentives of trade partners to enter into a VPA, reducing thus the overall potential of the VPA approacl!

On the benefits side, for the cotisswherean assurance scheme is eventually installed, there is the opportul
certify the origin of products exported to the EU.

65 Trade data derived from the Eurostat ComExt database.
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Measure Development and cooperation assistance to producing countries

Compatibility to be For this measur¢o produce a impact it would have to beombined with demanthrgeting measure€nce the

combined with standards are defined at the EU level, however, the question arises on what would actually be negotiat
another measure kind of agreements.
Feedback This measure was not amongst those evaluated by the open guidigitation.The EP repormentionsVPA

agreementas a possibility; however, it does not develop on this. The EP report does not take into account |
experience nor is it based on a ebehefit analysis®

Overall assessment  Negative.Even incombination with demandide measures, this measure seems to be -aaloived option for
reducing EUinduced deforestation.

1.12 12. Mandatory disclosure of information (including corporate nonfinancial
reporting)
Measure Mandatory disclosure of information (including corporate nonfinancial reporting)

Who does what

What/ type of instrument

Legal and technical
feasibility

Companies would need to report information linked to deforestation and forest degradation whic
require an input of resources. A process will need to be set up to collect and stoferthation. It could
benefit those companies who have already engaged in disclosing and being transparent w
information®’

CAs: would need to ensure companies provide the required information and enforce this measure at
level. Thereforetheywould need to set up a system/the tools to disclose information and information
need to be checked/audited/monitored by t6 ensure that the correct information is being repor
Theseactions require vast input of resourcd$ie Feasibily Study suggestsw K D Wmpglate for the
disclosure should be developed to ensure that specific and comparable information is pfovided

The European Commissionwould need to manage the regulation and set out the format and eleme
reporting.

A mandatory requirement to disclose information would require regulatory, binding legislation.

Existing EU legislative acts require companies to disclose certain information on environmental prc
(and other areas). For example, Directive 2014/95/EU of thari of the Coundft (the Norfinancial

Reporting Directive). It has been suggested that a revision of Directive 2014/95/EU could int
standards for deforestation risk or impact (Bagerl.e2@20), with theEP resolution It alsorecommends
WKDW WKH &RP P Is\héLiRéyratiod bR foiRakéleted considerations into corporate soc
UHVSRQVLELOLW\Y & X UfiddncaivepartingBorly>Xagply 16 & @2 mdiRiderest ompanies
with more than 500 employees. This covers approximately 6,000 large companies and groups acros:

An existing initiative for a legislative proposal on substantiating green &fasmggests that companie
could substantiate their environntehclaims using the EU Product and Organisation Environme
Footprint (PEF/OEFY. This has the potential to be applied to this measure as a method for compa
report and disclose information. Regarding timescales, these are likely to be an ascloalr@ and
LQFOXGHG DV SDUW RI FRPSDQLHVY DQ Q XabvOcate# thé) ivavidat@ri
disclosure templat& integrate content and elements from the Soft Commodities Forest Risk Asses
Tool commissioned by UNMREDD for investorg™. Key commodities could also be targeted.

The Feasibility Study highlights that some banks and financial institutions already have guidelin
voluntary commitments, however these are of limited effect. It is also reported thatagsesgments sho
a low commitment in the financial sector to current initiatives, and therefore suggested that this mea:

66 https://www.europarl.europa.eu/doceo/documentgF2026.0285_EN.html

67 COWI A/S. (2018). Feasibility study on options to step up EU action against deforestation. Luxembourg: Publications Office ofhe European Union.

68 Directive 2014/95/EU of the European Patiament and of the Council of 22 October 2014 amending Directive 2013/34/EU as regards disclosure of non-financial and diversity information by certain large

undertakings and groupsi https://eur -|ex.europa.eullegal»coment/EN/TXT/PDF/?uri:OJ:L:2014:330:FULL&from:E1J

69 European Commission (2020). Environmental performance of products & businesses? substantiating claims. [online]. Available fr0n1 https://ec.europa.eufinfo/law/better -regulation/have -your- I

Isay/\niiiatives/lZSll-Environmemal-claims-based»on-envwronmemal -footprint -methods lAccessed 16 October 2020].

70 More information available here' https://ec.europa.eu/environment/eussd/smgp/ |

71 1ISD. (2015). UNEP, UNREDD Programme Address Bank andnvestor Risk Policies on Soft Commodities. [online]. Available fronl:hltp://sdg.iisd.org/news/unep -un-redd-programme -address-bank-and- I

I investor-risk-policies-on-soft-commodities/ |
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Measure

Coherence with EU and

international policy
commitments and
objectives

Effectiveness

Efficiency

Risks around

Implementation

Compatibility to be
combined with another
measure

Feedback

Mandatory disclosure of information (including corporate nonfinancial reporting)

contribute to creating public and peer pressure on investors to proof investments, with the e
behaviour change linked teeducing deforestatiof? A balance between business confidentiality &
practical feasibility will alsdeneead

Finally, feasibility depends on the level of detail required and the number of inputs based on the scoj
measure. Existing methotts report under the Nefinancial Reporting Directive are flexible, and Europe
and national guidelines have been provided to help companies produce their statements. For exa
UN Global Compact?the OECD guidelines for multinational enterpri€esnd the 1SO 26008 The
European Commission has also published guidelines on reporting efietetts information in 201%,and
guidelines to help companies disclose environmental and social information i’ 2017.

The reporting itself should ndte consideredis a barrier to tradey the WTQ however any restrictior
placed on investments could be, particularly if these are investments from specific countries/areas.

It is questionablevhether information requirements imposed on investors will actually result in reduc
halted deforestation and forest degradation. The scoping of the size of investperasérs'companies
included would need to be determined and mazavimpact on effectiveness.

Whilst compliance checks and verification that information has been disclosed may increase effect
this will also increase the administrative burden.eTimeasure will create public and peer pressure
investors to proof investments, rather than avoiding deforestation itself. It therefore requires be
change to actually reduce/halt deforestation and forest degradaftom regulating of the investmis
themselves or banning certain investments may result in a greater impact/meeting of objectives, bt
measure would have its own downsides and implications (outlined in the Feasibility Study).

This would not be a very efficient measimecause it would trigger administrative costs for very uncer
benefits.

If SMEs are included in the measure and required to report, there is the risk that the administrative
may outweigh the achievement of reducinghalting deforestation or forest degradation. The Feasib
Study also highlights the risk associated with business confidentiality, should a high level of de
required to be reported on.

The commodity linked to the investment could notpgveduced on land or facilities located within ris
geographies and it is suggested that both illegal and legal deforestation are included in the reportin
and mitigations taken. Whilst such investments taking place in risk geographies would prohibéed
under this measure, the information on this investment must be reported to the European Commis:
likely published. The Soft Commodities Forest Risk Assessment Tool is comprised of three cat
(policy scope, policy strength and implentation, monitoring & reporting) and has 18 individuall
weighted indicators, presented in the footrié®enchmarking can also take place using such a syster
that financial institutions (and other actors) can be ranked against one another.

Companieslready engaged in reporting and transparency activities would benefipangwould likely
already being accounted for in their business model.

This measurecan be combined with other measures, tsuas voluntaryDD, voluntary and mandaton
labelling, as well as provide some support/be supported by promotion through trade and inw
agreements of trade in legal and sustainable products.

This measure was the object of abundant feedback from stakeholders. Their opinion on it was
SRVLWLYH ZLWK RI WKHP FRQVLGHULQJ WKH PHDVXUTFheC
EP report does not consider mandatory disclosuits jyolicy options’®

72 COWI A/S. (2018). Feasibility study on options to step up EU action against deforestation. Luxembourg: Publications Office ofhe European Union.

73 United Nations Global Compact. (no date). United Nations Global Compact. [online]. Available frun‘ https://mww.unglobalcompact.org/ lAccessed 15 October 2020].

74 OECD. (no date). Guidelines for multinational companies. [online]. Available frorihttp://WWW.oechorglcorporatelmne/ 'Accessed 15 October 2020].

751S0. (no date). ISO 26000 Social Responsibility. [online]. Available frol'rhr[ps://www.iso,org/iso -26000-social responsibility. html lAccessed 16 October 2020].

76 European Commission. (2019). Commission guidelines on norfinancial reporting. [online]. Available froml https://ec.europa.eufinfo/publications/non -financial-reporting -guidelines_en#c\imalel

[Accessed 15 October 2020].

77European Commission. (2019). Commission guidelines on norfinancial reporting. [online]. Available froml https://ec.europa.eufinfo/publications/non -financial-reporting -guideIinesien#climatelAccessed

15 October 2020].

7ffﬁﬁps:77nalura Capital Tmance/agontenvuploads/ 201871 IINGBOF I-COMMODITIES R S'R-FUE'E.pHTI

79 https://www.europarl.europa.eu/doceo/document/TA -9-2020-0285_EN.html
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Measure

Overall assessment

Mandatory disclosure of information (including corporate nonfinancial reporting)

Negative. Likely not effective as a standalone measure, as whether its implementation will res
achieving the objectives is uncertain. Some elements of this measure may be included in the revisi
Non-Financial Reporting Directive.

1.13 13. Consumer information campaigns in the EU

Measure

Who does what

What/ type of instrument

Legal and technical
feasibility

Coherence with EU and

international policy
commitments and
objectives

Effectiveness

Efficiency

Consumer information campaigns in the EU

The European Commissionwould be in charge of defining an EU wide model. An EU wide camp:
declined in all EU languages could also be implemented.

MSswould be in charge of running campaigns.

Consumerawareness would be raised through education and awareness campaigns.

A nortlegislative instrument would involve awareness raising campaigns and education on sustaina
health/nutrition and consumptiore.g. about meat and dairy alternatives, reducing unsustain:
consumption of commodities apdoducts.

It is legally feasible to introduce education campaigns, these are used often at EU level to guide c
behaviour. Every year, the European Commission's Civil Protection and Humanitarian Aid Operatio
high impact communication campaigns to raseareness and enhance understanding and suppc
KXPDQLWDULDQ DLG YDOXHV DPRQJ WKH (8 FLWL]JHQV 7KH
civil protection. These can be done for sustainable consumption ofifinichg deforestation. Onverage, a
recent study on sustainable food found that most consumers find that their government is not doing
to encourage/ promote food sustainability. (BEUC, 2020)

Implementation of this option would be straightforwardcampaigns can be run thghu regular
advertisement (i.e. posters), social media, education in schools, TV, Media and so on.

Introducing informatiorbased campaigns can complement other policies to spur sbigateasumption.
Consumer information and education tend to beinwasive policy instruments which do not conflict wi
other policies.

In terms of the success of campaigns to promote greater consumption of fruit and vegetable, aonesfal
the fivea-day campaign in the UK has shown that, on the one hand the message remains one of
memorable and simplest diet related advertising in the country, but on the other hand, a decade
introduction only about a third of UK adslconsume five portions of fruit and vegetables per day. Evidi
also shows that consumer choices are not only made based on best available information, but ¢
behaviour is constrained and formed by many actors and aspects which are togethdrGefg¥rR D
HQYLURQPHQWYT DQG LQFOXGH HJ WKH FKRLFH DUFKLWHF
nudge consumers towards preferred choices), norms and conventions, cost, convenience, and habi
reason, information provisioriactbased education, and awareness campaigns are on their own insuf
to achieve the required behavioural change towards sustainable consumer®hoices.

Coss of a campaigndepenéhg on its scope, type of media utilised, length andhesary greatly An
example is "Stoptober" for smokers, a campaign launched in 2012 by the UK governmetanifiaégn
costs were £5.8 millioin total and the breakdown as follows: Media advertising (television, radio, p
digital, outdoor, media parerships) £3380,000; Public relations activity £70,000; Local and regi
activation of the campaign among participating organisations including the national Stop Smoking £
£500,000; Fees for development and fulfilment of all creatives and psoihetiiding advertising, website
and digital tools £1820,000; Follow on communications £30,000. This campaign led to more than :
smokers to try to quite in October 2012, with the overall estimate of additionahpath quitting attributed
to the @mpaign being 4.15%, and the incremental-effeictiveness ratio being £557.90 for the populati
suggesting that the campaign was efficiént.

To implement an effective awareness campaign at the European level, several aspects must be ct
the ontent, the messenger, the choice of media and tone; targeting a specific audience with a
message, as it is cheaper and more effective than extensive advertising campaigns. It is important
to identify key consumer segments and markatsdilor made information campaigns and adapt campa

80 European Commission (2020), Towards a Sustainable Food Sysleirh:tps:l/ec.europa.eul\nfo/sites/info/fiIes/research_and_innovationlgroupslsam/sciemific_opinion_ - I

I _sustainabIe_food_system_march_zozo.p'f

81 Brown et al (2014), How effective and cost HI THFWLYH ZDV WKH QDWLRQDO PDVV PHGLD VPRNLQJ FH\bMibriib Bo@/pmelartBIBsiRMT39B000B/SWREHU -
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Measure

Risks around
Implementation

Compatibility  to be
combined with another
measure

Feedback

Overall assessment

Consumer information campaigns in the EU

by using relevant communication channels (i.e. social marketing websites for younger cons
Furthermore, information campaigns are in general more costly to implement than tools suck
environmental tax or product standard. Awareness campaigns are usuaHltesmormediaoriented actions
that focus on a specific issue. Despite their high initial implementation costs, awareness cacapaim
quite effective under certain conditions. Reshashows that rather than governments alone launchin
information campaign, joint initiatives can be particularly effective. This is because the partners ca
more effectively communicate with target audiences, drawing on specific experiencescass and
knowledge. Collaboration with NGSxould render information campaigns more effective as NGOs usi
have indepth knowledge of local and/or specific communitfes.

The behavioural approach may lead policy makers into competition with commercial markétisig
actions targeting consumers therefore require careful adaptation, which can vary accdiwrguatry or
even by region. This is an obstacle to centralizadopean action on consumer behaviour. Moreover,
social incentives for sustainable consumption often develop at the local level or by the ac
communities of citizen&

Otherwise, ere are not many risks associated with information campaBgsefits of information
campaigns can include the generation of widespread interest in the issue of deforaesttsustainable
consumption. Most importantly,tiglies have shown that increased awareness also leads to inc
acceptance to other poli@ptions on behalf of consumers. Awareresising and information campaigr
targeted at a wide range of stakeholders including farmers, food providers, restaurants and re
example lifelong learning schemes for farmers and making citizens awée refd prices of food) are ke
Behavioural change campaigns can be used to reinforce and propose morals associated®vith food.

Education and information do not have to be used as-siané policies, irffact evidence has shown th:
these alone are not enough to change consumption patternssfithdd be complemented with oth:
proposed policy options

The measuras not been addressed in the EP legislative report.

Negative.

1.14 14. Green Diplomacy

Measure

Green Diplomacy

Who does what

What/ type of
instrument

Legal and technical
feasibility

Coherence withEU and

The European Commissionwill be responsible to promotsustainable forest managementough green
diplomacy internationally.

NGOs andlInternational Organisations will be involved in collaborating with nations and the EU in ordel
achieve consensus on issues related to deforestation.

International sustainability initiative.

No issues related to legal feasibility were identified in regard to green diplomacy.

The Green Diplomacy Networlestablished in 20Q®ould be used as a platform to use green diplomacy
measure to reduce deforestation worldwidewever there is nepecific relation to deforestation identified '
date. Furthermore, there is no global legal instrument in which forests are the main subject; nor ther
international treaty in which all environmental, social and economic aspects of forest ecosyst@amiuded.
However, some international agreements on other topics such as Climate Change have been estapl
the Stockholm convention on Persistent Organic Pollutants (2a8&),Paris Agreement (2015) anket
Convention on International Trade Endangered Species of Wild Fauna and Flora (CITIES Conven
2015.

Recurring meetings which could take place on an annuatlamrhial basis could be sgb to establish goal:

and track progress with regards to deforestation. International cdopecatid either cover all commoditie
or it could cover single commodities.

No issues of compatibility with EU and international legislation were deteetdidy-wise, the fact that there

82 European Commission (2012), Policies to encourage sustainable consumption, https://ec.europa.eu/environment/eussd/pdf/report_22082012.pdf

83 OECD, 2018, Promoting Sustainable Consumptiophttps://www.oecd.org/greengrowth/40317373.pdf

84 OECD, 2018, Promoting Sustainable Consumptiophttps://www.oecd.org/greengrowth/40317373.pdf
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Measure

Green Diplomacy

are existing multilateral agreements related to deforestation and forest degradation is beneficial as
likely acceptance of regulatory measures and the reduced likelihood of a challenge in front of the WTO

international policy
commitments and
objectives

Effectiveness

Efficiency

Risks around

Implementation

Compatibility to be
combined with another
measure

Feedback

While EU policies can promote environmentally and socially sustainable practice and avoid preci|
GDPDJH EH\RQG LWV ERUGHUV WKH (8 FDQ DOVR OHDUQ |
approaches to address environmentalllehges. Furthermore, since the EU only accounts for 9% of gl
emissions, achieving real impact worldwide will require strong collective action. In EU circles, the
Diplomacy Network is seen as a successful example of how to combine the strerigth diplomatic
structures overseas in favour of more effective outreach and intelligence activities. The Green Deve
Network could thus serve as a model to tackle problems related to deforestation. Engaging jointly in ¢
activities and intelfjence gathering in this domain would allow the EU to raise the profile of defores
globally.®® Evidence from other green diplomacy initiatives such as the Paris Agreement shows tf
agreement set in motion a set of irreversible mechanisms pegdmithe creation of new climate policie
such as the fiwgear cycle of Nationally Determined Contributions (NDCs) which embody efforts by
country to reduce national emissions and adapt to the impacts of climate éhadther successful
internatimal agreements aimed at tackling environmental challenges include the CITIERe&tdckholm
Convention on Persistent Organic Pollutants. These show that international agreements and coc
represent a potentially effective tool in addressing enmental challenges, suggesting that an internatic
treaty aimed at tackling deforestation could also represent an effective policy measure to tackle this
international problem.

This measure can be considered efficient. Whilst thélidikely be high administrative costs and resourc
required to set up international agreements or to set up an international treaty on deforestation, it is li
there will be a reduction in deforestation and forest degradation due to interhetiomitment in resolving
the productClearly, this may take some time; but by themselves, they require fewer resources than r
the other policy measurés.

The EU encourages dialogue and international cooperatiorottigin major producer and consumer countr
of commodities which might be linked to deforestation to increase awareness, profile, understand
convergence on zembeforestation and sustainability definitions and standards and to encourage :
actions to those described in relevant interventions elsewhere. This would include in particular part
agreements on commodities, public procurement policies, encouragement for business initiativ
transparency platforms. This helps to reduce leakaml increases the global impact of interventions. Ove
supplyside interventions would clearly benefit from additional involvement and support from

development cooperation partners. Considering dersatainterventions these will be more effee if other
consumer countries adopt them or similar measures. In the absence of action by other major c
FRXQWULHVY WKH ULVN RI pOHDNDJHY RU WUDGH GLYHUVLRQ
of EU action®®

Green diplomacy can be easily combined with other measures

The measurevas the object of abundant feedback from stakeholders. Their feedback was notably |
VLQFH FRQVLGHUHG WKH PHDVXUH DV 3FR P SSgeenMidl@acy Xa:
not been addressed in the EP legislative report as a passiaeire.

Overall assessment

1.15 15.

Negative.

Other tEUTR Plus zUS approach +Schatz Bill

Measure

Other +US approach £Schatz Bill

Who does what

This would consist of a similar system as the EUTR based on legality rather than on a defofestateimition. (The

draft Schatz bill in the U.S. proposes exactly this, addressing illegal deforestation.)

The EU would need to provide the legislative framework ¥68s to operate in and provide clear guidance for natic
governments and competent auttiesi to enforce the measure. A review of the list of commodities and countries
need to be undertaken over a given period of time.

84 https://www.egmontinstitute.be/green -diplomacy-network-what-is-in-a-name/

8¢ hitps:/Tiopscience.iop.gfarticle

al P

88 COWI (2018), Feasibility study on options to step up EU action against deforestatior] https:/iopscience.iop.org/article/10.1088/1748 -9326/aa625e/pdf

87 COWI (2018), Feasibility study on options to step up EU action against deforestatior https://iopscience.iop.org/article/10.1088/1748 -9326/aa625e/p1q
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Measure Other +US approach +Schatz Bill

Economic operatorswould be required to provide proof that the products they import do not come from
subjected taleforestation.

CAs: the legislation would need to be enforced at national level by customs and border forces. The che

certifications and approvals would also need to be undertaken. Communication between national governrr
customs and/or bder forces would need to be sufficient.

What/ type of This would be a legislative, binding measure.

instrument

Legal and This measure would draw on the burden of proof, with importers required to prove that their producisoderfodm
technical areas subject to illegal deforestation. Customs controls throughout the EU would need to enforce and follow
feasibility standards, with the Commission perhaps needing to set up a customs partnership within tf&ltUsiomcertain

whether the exsting EUlevel framework has the foundations to support such a measure, in the same way
legislative framework does. This measure is proportional and conforms with the subsidiarity principle, by re
scale.

Regardingechnical feasibilitythe EU has to providelst of commoditiesvhich can only be importedhere a persor
cancertificate that reasonable care has been taken to identify-tReP P R Gplovit 'of &figin andt notbeingan area of
illegal deforestation.

Furthermore, dist of high-risk countries ismaintainedwhere commodities can only be imported provided informa
shows supply chain information relating to the point of origin, and that the point of origin has not seen
deforestation. The list of commoditiearcbe determined, but the draft Schatz Bill includes palm oil, soy products
and cattle products, pulp and paper, although another source suggests that cocoa and rubber may also®e incl

In order to dress these lists and to keep them updafgplyschainswill have to beanalysed to ensure compliance wi
the law. It maybea challenge to collect such information, as well as enforcing the measure.

Coherence with The precedent of the EUTR gmests high feasibilityThis measure will need to be assessed for WTO compliéorce

EU and potentially beinga protectionist measure. For the US, the draft Schatz Bill draws upon the € Actcthat bans
international trafficking in illegal wildlife, plant and plant pragts® The WTO allows for exemptions where the protection
policy human/plant/animal and lift (Article XX(b)), as well as Article XX (g) allowing for the conservation of exhau:
commitments natural common resources. This measure would need to be based on concretebasex considerations ar

and objectives  restrictions would need to apply both abroad and domestically.

Effectiveness The measure would likely beome short of beingffective at achieving a reduction in defsration and fores
degradationThe reasons are manifolffirst, available reports confirm that a sizable part of ongoing deforestati
legal according to the laws of the country of production. Forest Trends estimated in 2014 that almost half of al
deforestation between 20@&nd 2012 was driven by the illegal conversion of forest lands for commercial agrict
The same organization estimates that between 2013 and 2019, around 69% of deforestation destined to ¢
agriculture in tropical countries was illegal. Thesports tend to focus on countries with weak governahcthe
global share of deforestation that is illegal might be lowerbut already provide clear data signalling that leaving
deforestation that is legal in the country of production would underthim effectiveness of the policy measures.

Second, focusing only on legality would make the intervention rely on the stringency of & o R X Q\
requirements and their enforcement. This would make it dependent on the decisions taken in third emghthieir
potential political turns. This could also potentially encourage a race to the bottom in countries highly deper
agricultural exports that may be tempted to lower their environmental protection with a view to facilitating the ar
their products to the EU market. Exports from a country with stricter environmental controls could theret
adversely affected when compared to those of countries with less demanding controls, regardless of whether
presents a higher risk inrtas of deforestation. This type of requirement could therefore discourage the adop
more effective environmental controls.

Third, establishing a deforestation definition could facilitate the implementation of the measures. Results f
Fitness ®eck that looked at the due diligence implemented under the EUTR suggests that due diligence ok
only relying on the laws of the country of origin are sometimes difficult to implement, as companies and
authorities in charge of enforcemenedeo find their way among foreign documents, certificates and laws, writt:
foreign languages, and sometimes produced in countries with high levels of corruption where ascertaining the |
of documents may also be very difficult. A deforestafi@e definition opens a new, more straightforward way
checking compliance, whereby an operator or a public authority could check whether a product is deferestdiyo

89 European Parliament.

9!] https:/www.forest -trends.org/blog/meaningful -supply-chain-legislation-lessons from-the-us-tariffs-act-for-demand-for-regulating - the-trade-in-forest-risk-commodities/ I

91 8QLRQ RI &RQFHUQHG 6FLHQWLVWV 7KH /DFH\ $FW.V (IIHFWLYHQHVM‘nI_u---r ek @alorgB fileSRuGchRGLE/LOWGE -IadayaoLQ'H@ $YDLODEOH IU

report-2015.pdf JAccessed 15 October 2020].
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Measure

Efficiency

Risks around
Implementation

Feedback®

Overall
assessment

Other +US approach +Schatz Bill

resorting to widelyavailable satellite monitoring tools (provided that the céxarea of production can also t
ascertained).

This measurés expected not be efficient as it is expected to bring lower results than mandatory due diligence t
a deforestatiorfree definition, while the costs would be similar.

With this measure, access to the market is restricted through the prohibiting of products. &tiskelimtMS customs
and border controls would not enforce the same rules and protectionism occurs, where domestic and inte
imports and not treated the sanwhere products cannot be substituted and with a decline in supply, a po
increase in product price for consumers in the EU may occur.

Wider benefits coulde the enforcement diuman rights ana@ decline inforcedlabour (dependent on these aspe
EHLQJ LQFOXGHG LQ WKH GHILQLWIyRQ RI phoGHIRUHVWDWLRQYT DQG

Stakeholder feedback and the EP were consistent on the requirement for the intervention to be based on a def
freedefinition.

Negative.

1.16 16.

Other +FATF

Measure

Who does
what

What/ type
of
instrument

Legal and
technical
feasibility

Coherence
with EU and
international
policy
commitment
and
objectives

Effectiveness

Measure similar to the Financial Action Task Force (FATF)

The European Commissionwould need to set up an organisation similar to the FAdlfiich would provide guidance
and recommendations for governments to combat deforestation and forest degratlattamropean Commission wouli
need to assess compliance with its recommendations at a c¢amtfpr regionaljevel and list those countrigsot

following recommendations, those that are trying to follow recommendations and those that are fo
recommendations.

There are 51 staff members at the FATF Secretaatl br the financial yea020, the FATF budget was around 11
million EUR, of which around 8.2 million EURJedicated forstaff and 1.6 million EUR for travelosts. The budget it
funded by annual membership febg the European Commission and Gulf-@ueration Council, as well dg voluntary

contributions for specific projects 7KH 2(&' FDOFXODWHYV WKH PHPEHUVKLS IHHV Z
economy?*

Producer countries would need to commit to the recommendations and facilitate the assessments carried ou
FATF-equivalent organisation.

The measure itself is ndsinding and nomregulatory, but draws on EU regulation, legislation, and available techni
(e.g. voluntary labelling) to provide guidance, monitor country progress and list countries in terms of compliance.

The environment is a shared competence of the EU @glthereforethe measures legally feasible and proportionate.
7KH PHDVXUH ZRXOG DVVHVV FRXQWULHVY LPSOHPHQWDWLRQ Y. Fis
includes the assessments of whether producer countries have developed sound laws and regulations and wheth
being implemented and enforced. eThatter twomay be challengingo monitor where sufficient information is no
available Also, the questiomemainswhich laws, objectives etc. (i.e. both international and EU legislation and objec
to include in the guidance by which countries are assessed.

This measure igoluntary for countries to become members of and therefore should not, in principle, cause confl
WTO legislation. However, it will need to be ensured that the reporting required does not duplicate efforts fi
outcome of the revision of the mé-inancial reporting directive. Similarly, if other measures were to be implementec
PHDVXUHYV FRKHUHQFH ZRXé&ticlerHyah WiRneéhkhailiNgOn@sDreV iFstandards are introd
as part of the measure, these would neeatassessed against the WTO trade rules, in particular the exemptions r
to the protection of human/plant/animal health and’fife.

It could not be determined whether an assessment of the effectiveness of FATF has been undertaketulp wat989

92 https://www.europarl.europa.eu/doceo/document/TA -9-2020-0285_EN.html

99 https://www.fatf -gafi.org/media/fatf/documents/brochuresannualreports/FATF -annual-report-2019-2020.pdf;

94 https:/iwww.fatf -gafi.org/media/fatf/documents/brochuresannualreports/FATF -annual-report-2019-2020.pdf;

95 WTO (n.d.), WTO rules and enviromental policies: GATT exceptionfhr[ps://www.w\o.org/engl\sh/tratopie/env rﬁe/envliruIesﬁexceptionsie.htmI
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Measure

Efficiency

Risks around
Implementat
ion

Compatibilit
y to be
combined
with another
measure

Feedback

Overall
assessment

Measure similar to the Financial Action Task Force (FATF)

by the G7 and in April 2019 an opended mandateasadopted withwhich theyrecognised that there was a need
FATF to continue its action. It could therefore be accepted that FATF, overall, has been éffédthagh it should be
noted that FATF operates in the financial sector and concerns money laundering and terrorist financing, and
challenges will be faced relating to deforestation and forest degradation.

Additionally, the measure would create an international patiaking body that does not undertake activities relating
law enforcement, investigations or prosecutions. LGz would still be required to operate in these areas.

Administrative costs of FATF could not be identified. However, a Secretariat would need to be established
measure and there would be administrative costs.

There isarisk that a lack of membership may undermine the effectiveness of the measure. However, jurisdictic
commit to meeting the Recommendations without becoming a member. This would still allow for an assessmer
place.

Standards, laws, regulatisrand measures intending to combat deforestation and forest degradation would nee
identified and listed. These would include elements relatingtenationalco-operation as well as EU initiativebs(ed

EHORZ LQ WKH p&RKarUFATE Rirefe WaRld We members of the organisation developed by the me
which may include both member jurisdictions and regional organisations, observer organisations may also join
the UN, World Bank and IMF. When the organisation undertakes sessmment, evidence will be looked for

demonstrate that key components (determined when recommendations are established) are being met, witl
factors for assessment including the level of risk, policy andrdmation in the country; the level afternational ce

operation; preventative measures in place; legal persons and arrangements; intelligence; and deforestation in'
and prosecution [obtained and adapted from FATF immediate outcdm@sls assessment is done via pe
reviews/mutuakvaluations of each member. The detailed process used for this in FATF can be found in the fc
source®

The FATF Recommendations are also recognised as global standards, therefore it is uatikielyahld be combinec
with a deforestation free requirement or standard as there would be some overlap. Similarly, there may be some
combined with benchmarking or the Schatz Bill, as elements of this measure are similar to these (¢igwiestsy, this
measure may go beyond the list of countries provided by the Schatz Bill as the present measure also takes in
wider compliance with international laws and standards, rather than illegal deforestation alone. This measure
comhbined with other measures and monitor the progress of countries in adopting, implementengditind the EU

legislation introduced.

The EP report does not consider this measure.

Negative

1.17 17.

Other xKimberley process

Measure

Measure similar to the Kimberley process

Who does
what

The European Commissionwould need to set up the organisation responsible for implementing the process/certifice
built directly upon the workings of the Kimberley Process, currently undertakesgtiiate trade in rough diamondhijs

would neither require a permanenticé nor permanent staff.

MSs and producer countries would have the option to agree to the terms of the measure to achieve certification.

CAs and in particular importing authoritiesould be encouraged to inspect the contents of shipments and to thetifa

shipment arrives with a valid certificat®.

Industry and civil society groups PD\ SDUWLFLSDWH DV p2EVHUYHUVY ZKLFK FRC

effectiveness of the measure, playing and active role.

As with the Kimberley Proc¥ V. S§HUWLILFDWLRQ 6FKHPH WKLV PHDV XU HvidgReXpte€sed

an interest in adhering to the measure but not yetingghe minimum criteri&®*

94 https://www.fatf -gafi.org/publications/fatfgeneral/documents/fatf -mandale,hlmll

97 https://Iwww.fatf -gafi.org/publica tions/mutualevaluations/documents/effectiveness.html |

94 https://www.fatf -gafi.org/pub lications/fatfrecommendations/documents/fatfissuesnewmechanismtostrengthenmoneylaunderingandterroristfinancingcompliance.html

99 https://www.europarl.europa.eu/doceo/document/TA -9-2020-0285_EN.html

10 hnps:/I\A/ww.kimberleyprocess.comlen/system/fiIes/documenls/20131122_kpcs_core_document_eng_amended_clean.pcf

107 https://iwww.kim berleyprocess.com/en/what-kp
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Measure Measure similar to the Kimberley process

What/ type Nonbinding and nosregulatory. This would bewoluntary measure that countries could choose to participate in.

of
instrument

Legal and This measure would be implemented through the national legislations of its participants (producer cténtries).

technical

feasibility Similar to other certification systemdefinitions and criteria must be established to allow for verification and monitorir
take place. The scope of the commodities to be included (for example, one certification per commodity type) also ne

determined.

Coherence As this certification would only allow participants to trade with other members who satisfy the requirements
with EU and agreement/certification, WTO compliance may not be met. Although, as the Kimberley Process hlisbexsia 2003 anc
international s still in operation, it is possible that WTO compliance may be met for deforestation and forest degradation as ifdras

policy SFRQIOLFW IUHH® URXJK GLDPRQGV
commitment

and

objectives

Effectiveness There has been some criticism over the effectiveness &fitiigerley Process by several NGancluding Global Witnes¥?
although these are not recelhthas also been argued that the achievements of the Kimberley Process are underminec
reporting and a lack of transparency when -nompliance is presentyhich in turn undermines assurances that 99%

diamonds are confliefree.

It is reported that the Kimberley Process is responsible for stemming 99.8% of the tide in conflict diamonds, hov

effectiveness is not discuss¥d.

Efficiency The Kimberky Process has no permanent offices or permanent Istiffan organisation that relies on contributions fre
SDUWLFLSDQWWK D Q%hjsmmeas@e! ould be a consenbased body and rely on the engagement from
participants, costs wouldhérefore be distributed amongst the voluntary participants. Customs and boarder control au

would need to be engaged to undertake certificate checks on imports.

Risks around There isarisk that fake certificates could be produced, as occurs with the Kimberley Pidgds.would undermine the

Implementat  effectiveness of the measure in combatting deforestation and forest degradation.
ion

As countries can only trade with other members (under thevixedd HV FR P P L W R His® &% S0pply\b &irt) ihtiba &t
on countries which cannot yet meet the commitments or are not party to the organisation. Other certification systen

to deforestation and forest degradation are also already known sintcongumers

Compatibilit ~ This certification focuses on shipment, import and export of commodtitiesuld be made compatible with labelling syste!
y to be and the information generated through achieving the certificats@ma to demonstrate compliance, as well as assist

combined informing consumers about the supply chain of the commodity. This measure would have some overlap wi
with another certification schemes.

measure

Feedback This measure has not been assessed in the open public consultai&P report does not consider this measither, %7
Overall Negative.

assessment

107 https://iwww.kimberleyprocess.com/en/faq

104 https://cdn.globalw imess.org/archive/fi\es/impon/loopholesfinilheikimberleyjrocess.pd?' see alsrl:hnps://www.bbc.co.uk/news/1030704t‘;|-hnps://www.theguardian.com/susiainable -

I business/diamonds-blood -kimberley-process-mines-ethical |

104 https:/iwww.kimberleyprocess.com/en/what -kp

109 https://www.kimberleyprocess.com/en/what -kp

10 hnps:/lvwvw.kimberleyprocess.comlen/enforcememI

107 https://www.europarl.europa.eu/doceo/document/TA -9-2020-0285_EN.html
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ANNEX 5: SATELLITE MONITORING TOOLS

Figurel:

degradation at global or paropical levels

Freeaccess (Earth Observation) sateliitgery most commonly used for monitoring deforestation and

Name of the data
source

6HQWLQHOT)
from Copernicus
programme?®

Landsat imagery
from NASA10®

Planet imagery

Tropics, 5m x 5m

Geographic Data since?

Coverage

Global #resolution
up tol0 mx 10 m

2014 (Sentinel) ;
2015 (SentineR) 5
days revisiting time

Global #resolution
30m x 30 m

1972 (several
Landsat missiong
presently Landsat 7
and 8) 8-days
revisiting time

2015 (biannual)+

Type of information

Radar imagery
(sentinell) or Optical
imagery (sentinel)

Optical imagery

Optical imagery

IURP 1RUZD\ resolution 2020 (monthly) (mosaics of Planet
International imagery)
Climate and Forest
Initiative 1°
Figure2 Overview of mostvell-known datasets regarding the monitoring forest cover at globatrqainal or

national (Brazil) levels

Name of the tool

Geographic Data since?

Coverage

Type of information

Copernicus Land
Monitoring
service!!

Copernicus
Emergency
Management
servicell2

Global maps at 100 2015- Annual for
m resolution global level
PanrEuropean maps Every 3 years for
at 10 m resolution  panEurope (2015,
2018, 2021)

Global maps at 250 2018 Global

m resolution (GWIS)
PanrEuropean maps 2015 for parEurope
at 180 m resolution (EFFIS)

Land cover (global)
Land Cover, Tree
cover density & forest
type products (pan
Europe) operational
products, e.g. land
use.

Active Fires, Burned
areas (Global)
Forest Fires, Burned
forest areas (Pan
European)

108 https://scihub.copernicus.eu/

109 hitps://landsat.gsfc.nasa.gov/

10 https://www. planet.com/nicfi
1 https://land.copernicus.eu/

12https://emergency.copernicus.eu/
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FAO Global Forest
Resource
Assessments
(FRA)3

Global Forest
Watch (GFW) from
World Resources
Institute (WRI) 4

FAO +State of

'RUOGTV }RU

Tropical Moist
Forest system from

Global data reportec
at national level

Global maps at 30 n
resolution

Global map at 100
m resolution

PanTropical humid
domain maps at 30

1990 (varies
depending on type
on information
required) treported
every 5 years

2001
(20012010 and
20112019
methodologies
differ)

2015

1990

Land use change
Forest coverage
Growing stock
Biomass stock
Carbon stock

Annual maps of Tree

cover
Canopy density

Forest Fragmentation

Annual maps of tree
cover disturbances in

JRC6 m resolution tropical moist forests
PRODES'" and Brazilian Amazon 1988 tannual Deforestation
DETER8Systems maps at30 mres. (PRODES) (PRODES)
from INPE (PRODES) or 250 2004- daily Forest cover
(Brazilian Research m resolution (DETER) disturbance alerts
Space Agency) (DETER) (DETER)

Figure 3 Overview ofmost weltknown systems or tools for monitoring commodity flows or environmental values

Name of the tool

Geographic
Coverage

Data since?

Type of information

TRASE!®

Agroideal*?®

Global Risk

Assessment Service!

(GRAS)12:

Some countries in
Tropics xnational
and subnational
scale

Brazil, Argentina,
and Paraguay

48 countries

Varies by commodity Key commaodities
andcountry selection flows

2008

2000

Supply chain

mapping
National exports

U5LVN H[SRV
for Soy and beef
Deforestation

GeoSpatial tool for
sustainability
assessments

113 http://www.fao.org/foretresourcesassessment/en/
14 https://www.globalforestwatch.org/

115 hitps://data.jrc.ec.europa.eu/dataset/cff5efe3 49ee97a8d68e5ae2bebs
116 hitps://forobs.jrc.ec.europa.eu/TMF/
17 http://www.obt.inpe.br/OBT/assuntos/programas/amazonia/prode
118 http://www.obt.inpe.br/OBT/assuntos/programas/amazonia/deter

19 hitps://trase.earth/
120 hitps://agroideal.org/en/

121 hitps://www.grassystem.org/
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High Carbon Stock
Approach
(HCSA)22

High Conservation
Value (HCV)'#

THE ATLAS OF
ECONOMIC
COMPLEXITY 124

Tropics

Various levels
HCV can range in
size from single
trees toentire
landscapes

Global (country
level), 6000 goods
and services

Varies by area

Varies by area

1995 (varies by
country)

Methodology to
assess high Carbon ¢
Biodiversity value

Tool to achieve
certification by
voluntary
sustainability
schemes

Global trade flows;
country profile

122 hitp://highcarbonstock.org/tHagh-carbonstockapproach/

12 https://hcvnetwork.org/

2] https://atlas.cid.harvard.edu/

139



ANNEX_ 6: ADDITIONAL INFORMATIO N AND CASE STUDIES ON POTENTIAL
IMPACTS ON THIRD COU NTRIES

Contents of the annex:
A) Overview of countries potentially impacted by the initiative.
B) Case study Icocoa from West Africa
C) Case study 2: beef from Brazil
D) Case study 3: palm dilom Asia
E) Case study 4: soy from South America

A) Overview of countries potentially impacted by the initiative.

The following tables includevarage annual imports of beef, coffee, soya, palm oil, cocoa and
timber/timber products into the ER over theperiod 20152019, by a) quantity, b) value, c)
focal commodities as % of overall trade to the EU (all commodities), and d) importance of EU
imports for partner exporting country GDP. All data are based on mean anm2al eegorted
import data from the Eostat ComExt databasé GDP values from World Bank Open Data.

a. Top 20 countries by quantity

Country Quantity Top commodities quantity (%)
(million kg)

Soy (67.3%); Timber (26.8%); Coffee (4.7%); Beef (1%); Palm oil (0.19
Brazil 18415.86 Cocoa<0.1%)

Timber (97.6%); Soy (2.2%); Beef (0.1%); Cocoa (0.1%); Coffee (<0.19
Russia 12494.62 Palm oil (<0.1%)
United States of Soy (58.8%); Timber (40.4%); Beef (0.7%); Cocoa (0.1%); Coffee (<0.]
America 10675.25 Palm oil (<0.1%)

Soy (99.2%); Beef (0.7%); Timber (0.1%); Cocoa (<0.1%); Coffee (<0.1
Argentina 7404.12 Palm oil (<0.1%)

Timber (96.2%); Soy (3.6%); Beef (0.1%); Cocoa (0.1%); Coffee (<0.19
Norway 6487.77 Palm oil (<0.1%)
Belarus 6390.24 Timber (99.8%); Soy (0.1%); Beef (0.1%); Clatha%); Coffee (<0.1%)

Palm oil (89.2%); Timber (8.6%); Coffee (1.8%); Cocoa (0.5%); Beef (<
Indonesia 5152.98 Soy (<0.1%)

Timber (87.1%); Soy (4.1%); Cocoa (3.8%); Beef (3.7%); Palm oil (0.89
United Kingdom 4757.53 Coffee (0.7%)

Timber (84.1%); Soy (15.3%); Cocoa (0.3%); Beef (0.3%); Palm oil (<O
Ukraine 4622.02 Coffee (<0.1%)

Timber (94.7%); Cocoa (2.7%); Coffee (1.9%); Beef (0.6%); Soy (0.1%
Switzerland 3089.17 oil (<0.1%)

Timber (82%); Soy (16.3%); BEe¥%); Cocoa (<0.1%); Palm oil (<0.1%)
Uruguay 2432.06 Coffee (<0.1%)

Palm oil (90.2%); Timber (9.7%); Cocoa (0.2%); Soy (<0.1%); Beef (<0
Malaysia 2225.73 Coffee (<0.1%)

Timber (88.2%); Soy (9.9%); Coffee (1.7%); Cocoa (0.2%); Beef (<0.19
China 2095.15 Palm oli (<0.1%)

Soy (58.2%); Timber (41.4%); Beef (0.4%); Cocoa (<0.1%); Coffee (<0
Canada 1915.81 Palm oil (<0.1%)
Paraguay 1774.37 Soy (98.1%); Beef (1.8%); Timber (0.1%); Coffee (<0.1%); Cocoa (<0.]

125 Eyrostat, 202[htips://ec.europa.eu/eurostat/web/internatiralein-goods/data/focusn-comex] Downloadecbn 12/02/2021.
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Country

Bosnia and

Quantity

Topcommodities quantity (%)

(million kg)

Herzegovina 1216.17 Timber (98.3%); Beef (1.4%); Soy (0.2%); Cocoa (0.1%); Coffee (0.1%

Cocoa (87.9%); Timber (5.8%); Palm oil (4.9%); Coffee (1.4%); Soy (<(
Céote d'lvoire 1196.22 Beef (<0.1%)

Timber (99.5%); Beef (0.5%); Cocoa (<0.1%); Coffee (<0.1%); Soy (<0
Chile 907.54 Palm oil (<0.1%)

Coffee (84.7%); Timber (15.2%); Beef (0.1%); Cocoa (<0.1%); Palm oil
Viet Nam 789.27 (<0.1%); Soy (<0.1%)

Timber (74.5%); Soy (23.5%); Beef (1.5%0&0.4%); Coffee (0.1%);
Serbia 745.12 Palm oil (<0.1%)

b. Top 20 countries by value

Top commodities value (%)

Country

Value (million
EUR)

Soy (44.3%); Timber (26.5%); Coffee (21.1%); Beef (7.7%); Palm oil ((

Brazil 9983.81 Cocoa (0.1%)
United States of Timber (52.2%); Soy (39.8%); Beef (6.9%); Cocoa (0.8%); Coffee (0.2
America 5621.27 Palm oil (<0.1%)

Timber (60.9%); Cocoa (16.6%); Beef (15.5%); Coffee (4.7%); Soy (1.
United Kingdom 4479.21 Palm oil (0.6%)

Timber (93.8%); Sq$.4%); Coffee (2.3%); Cocoa (0.2%); Beef (0.2%);
China 3740.72 0il (<0.1%)

Coffee (41.7%); Timber (40.5%); Cocoa (15.9%); Beef (1.8%); Soy (0.
Switzerland 3419.76 Palm oil (<0.1%)

Palm oil (70.7%); Timber (20.7%); Coffee (6.1%); Gackfh); Beef (0.1%
Indonesia 3182.91 Soy (<0.1%)

Soy (82.8%); Beef (17%); Timber (0.1%); Cocoa (0.1%); Coffee (<0.19
Argentina 3045.82 Palm oil (<0.1%)

Cocoa (95.7%); Timber (2.4%); Coffee (1%); Palm oil (0.9%); Soy (<0,
Céte d'lvoire 2877.64 Beef (<0.1%)

Timber (91.9%); Soy (4.8%); Beef (2.5%); Cocoa (0.7%); Coffee (<0.1
Russia 2618.88 Palm oil (<0.1%)

Coffee (79.5%); Timber (20.2%); Beef (0.3%); Cocoa (<0.1%); Palm o
Viet Nam 1492.64 (<0.1%); Soy (<0.1%)

Palm oil (79.4%); Timber (19.7%})coa (0.9%); Beef (<0.1%); Coffee
Malaysia 1486.65 (<0.1%); Soy (<0.1%)

Timber (72.1%); Soy (20.6%); Beef (4.7%); Cocoa (2.6%); Palm oil (<(
Ukraine 1391.07 Coffee (<0.1%)

Timber (61.2%); Beef (27.4%); Soy (11.4%); Cocoa (<0.1%); Coffee (<
Uruguay 1280.68 Palm oil (<0.1%)

Timber (86.3%); Soy (9.6%); Cocoa (1.9%); Beef (1.8%); Coffee (0.39
Norway 1259.43 0il (<0.1%)

Cocoa (97.2%); Timber (2.3%); Palm oil (0.5%); Coffee (<0.1%); Soy
Ghana 1173.15 (<0.1%); Beef (<0.1%)

Timber (50.5%)S0y (45.7%); Beef (3%); Cocoa (0.7%); Coffee (0.1%);
Canada 885.51 oil (<0.1%)

Coffee (61.6%); Palm oil (32.9%); Beef (2.9%); Cocoa (2.4%); Timber
Colombia 849.00 Soy (<0.1%)
Belarus 803.46 Timber (97.4%); Beef (2%); Soy (0.4%); Cocoa (0.1%); Cofféé)(<0.1

Coffee (71.1%); Palm oil (28.6%); Timber (0.2%); Cocoa (0.1%); Beef
Honduras 793.10 (<0.1%); Soy (<0.1%)

Coffee (38.2%); Timber (29.2%); Soy (17.7%); Beef (13.6%); Cocoa (1
India 775.26 Palm oil (0.2%)

141



c. Top 20 countries with the highest #&lue of focal commodities as a % of total imports to the EU from that country
Country Value of focal Top commodities value (ilion EUR)
commodities as a % of

total trade (all
commodities) from the
country into the EU

Burundi 46.55 Coffee (28); Bedk1); Timber (<1); Palm oil (<1)
Sao Tome and Principe | 41.54 Cocoa (7); Coffee (<1); Timber (<1)
Paraguay 41.45 Soy (652); Beef (82); Timber (1); Coffee (<1); Cocoa (<1)
Central African Republic | 40.80 Timber (11); Coffee (<1); Beef (<1)

Timber (784); Beef (351); Soy (146); Cocoa (<1); Coffee (<]
Uruguay 40.22 Palm oil (<1)

Coffee (564); Palm oil (227); Timber (2); Cocoa (1); Beef (<
Honduras 38.94 Soy (<1)

Cocoa (2753); Timber (68); Coffee (30); Palm oil (26); Soy
Céote d'lvoire 33.65 Beef(<1)

Coffee (272); Cocoa (25); Beef (3); Soy (1); Timber (<1); P4
Uganda 32.28 (<1)
Papua New Guinea 28.44 Palm oil (332); Coffee (60); Cocoa (12); Timber (1)

Cocoa (1140); Timber (27); Palm oil (6); Coffee (<1); Soy (4
Ghana 25.49 Beef (<1)
Nauru 25.01 Beef (<1); Coffee (<1); Timber (<1)
Rwanda 24.16 Coffee (25); Beef (<1); Timber (<1); Cocoa (<1); Soy (<1)
Heard island and
McDonald island§AU) 22.07 Coffee (<1)
Ethiopia 21.80 Coffee (241); Soy (1); Beef (<1); Timber (<1); Cocoa (<1)

Soy (2522); Beef (518); Timber (4); Cocoa (2); Coffee (<1);
Argentina 20.16 oil (<1)

Cocoa (404); Timber (250); Coffee (34); Palm oil (<1); Beef
Cameroon 18.53 Soy (<1)

Palm oil (212); Coffee (113); Timber (2); Cocoa (<1);(Begf
Guatemala 18.48 Soy (<1)
TimorLeste 17.93 Coffee (4); Timber (<1)

Soy (4421); Timber (2650); Coffee (2108); Beef (773); Palm
Brazil 17.66 (17); Cocoa (14)

Coffee (93); Beef (6); Cocoa (4); Palm oil (1); Timber (<1);
Nicaragua 16.56 (<1)

d.Top }UVSE] * C Ju%}ES v }( h Ju%}ESe (}E& SZ A %}ES]VP }JuvSEC]|-
Country Value as % = Top commodities value (million EUR) % deforestation of
of GDP natural forest 2015

2020126

[% net change in
extent of natural
forest (20152020)]*

Cocoa (2753); Timber (68); Coffee (30); Palm oil [-16.66%)]
Coted'lvoire 6.03 (26); Soy (<1); Beef (<1) )
Coffee (564); Palm oil (227); Timber (2); Cocoa 1.79%
Honduras 3.78 Beef (<1); Soy (<1) '
Timber (456); Beef (45); Coff€¢®); Cocoa (2); Soy| ,,
Bosnia and Herzegovina | 3.04 (2)
Timber (784); Beef (351); Soy (146); Cocoa (<1) [0%]
Uruguay 2.50 Coffee (<1); Palm oil (<1)

Top commodities value  Value as % = Top commodities value (million EUR) % deforestation of

126 FAQ, 2020. Global Forest Resources Assessment 2020: Main report[Romgldoi.ora/10.4060/cad82dbata accessible via
| https://fra-data.fao.org/WO/fra2020/forestAreaChanpe
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(million EUR)

natural forest 2015
2020127

[% net change in
extent of natural

forest (20152020)]*

Cocoa (11140); Timber (27); Palm oil (6); Coffee [+0.90%]
Ghana 2.18 Soy (<1); Beef (<1)
Cocoa (404); Timber (250); Coffee (34); Ralm 1.41%
Cameroon 2.14 (<1); Beef (<1); Soy (<1) '
Soy (652); Beef (82); Timber (1); Coffee (<1); Cq 8.03%
Paraguay 2.12 (<1)
Sao Tome and Principe | 2.12 Cocoa (7); Coffee (<1); Timber (<1) 5.64%
Papua New Guinea 1.95 Palm oil (332); Coffee (60); Cocoa (12); Tinfber | 0.47%
Timber (783); Beef (16); Soy (4); Cocoa (1); Coff 0.27%
Belarus 1.56 (<1) '
Timber (467); Soy (91); Beef (54); Cocoa (9); Co 0.01%
Serbia 1.51 (2); Palm oil (<1)
Liberia 1.33 Cocoa (35); Timber (3); Palm ail (1); Coffee (1) | 1.95%
Timber (1003); Soy (287); Beef (65); Cocoa (36)] 0.01%
Ukraine 1.32 Palm oil (<1); Coffee (<1)
Gabon 1.26 Timber (175); Palm oil (1); Cocoa (<1); Coffee (4 0.41%
Coffee (272); Cocoa (25); Beef (3); Soy (1); Timj 12.00%
Uganda 1.03 (<1); Palm oil (<1)
Burundi 1.02 Coffee (28); Beef (<1); Timber (<1); Palm oil (<1] 0%
Sierra Leone 0.98 Cocoa (32); Coffee (3); Palm oil (1); Timber (<1)| [-3.90%]
Coffee (93); Beef (6); Cocoa (4); Palm ail (1); 13.58%
Nicaragua 0.87 Timber (<1); Soy (<1)
Solomon Islands 0.83 Palm oil (11); Timber (<1); Cocoa (<1) [-0.10%]
C_ocoa (17); Soy (13); Coffee (5); Palm oil (1); 2120
Togo 0.80 Timber (<1) '
Congo 0.79 Timber (69); Coffee (10); Cocoa (7); Palm oil (<1] 0.31%

_ Coffee _(1186); Timber (302); Beef @pcoa (1); 0.08%
Viet Nam 0.73 Palm oil (<1); Soy (<1) '
Central African Republic | 0.61 Timber (11); Coffee (<1); Beef (<1) 0.67%

Soy (2522); Beef (518); Timber (4); Cocoa (2); | 2.42%
Argentina 0.60 Coffee (<1); Palm oil (<1)

Soy (4421); Timber (2650); Coff{@d08); Beef 1.72%
Brazil 0.58 (773); Palm oil (17); Cocoa (14)

Coffee (1427); Timber (1383); Cocoa (545); Bee{ 0.61%
Switzerland 0.54 (62); Soy (2); Palm oil (<1)

Palm oil (212); Coffee (113); Timber (2); Cocoa (| 1.68%
Guatemala 0.51 Beef (<1); Soy (<1)

Palm oil (1181); Timber (292); Cocoa (13); Beef | [-1.91%)]
Malaysia 0.50 (<1); Coffee (<1); Soy (<1)

* Where deforestation data were not available,

% net change in extent of natural forest was provided in square parentiissest\W
change differs from deforestatidrecause it also includes gains in forest cover through natural regenertitese datavereincluded for
countries without deforestation data to maximise data coverage

** 2015 but not 2020 data were available for Bosnia and Herzegovina

127EAQ. 2020. Global Forest Resources Assessment 2020: Main reportI IRaree/doi.org/10.4060/cad825dData accessible via

| hitps://fra-data.fao.org/WO/fra2020/forestAreaChanpe
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Table /HDVW 'HYHORSPHQW &RXQWULHVY LPSRUWDQFH RI HHIERUWYV Rl FRPPRGLW

d}% i1 0 *& A 0}% JUVEE] * C Ju%}ES v }( h Ju%ktESe (}E §Z /%)

Country Value as Top commodities values (million EUR) % deforestation of natural
% of forest 20152020128
GDP [% net change in extent of
natural forest(20152020)]*
Sao Tome and 5.64%
Principe 2.12 Cocoa (7); Coffee (<1); Timber (<1)
Liberia 1.33 Cocoa 88); Timber (3); Palm oil (1); Coffee (1) 1.95%
Coffee (272); Cocoa (25); Beef (3); Soy (1); Timber (4 12.00%
Uganda 1.03 Palm oil (<1)
Burundi 1.02 Coffee (28); Beef (<1); Timber (<1); Palm oil (<1) 0%
Sierra Leone 0.98 Cocoa (32); Coffee (3); Palm oil (1); Timber (<1) [-3.90%]
Solomon Islands| 0.83 Palm oil (11); Timber (<1); Cocoa (<1) [-0.10%]
Togo 0.80 Cocoa (17); Soy (13); Coffee (5); Pailnil); Timber (<1)| 2.12%
Central African 0.67%
Republic 0.61 Timber (11); Coffee (<1); Beef (<1)
Ethiopia 0.33 Coffee (241); Soy (1); Beef (<1); Timber (<1); Cocoa | 2.79%
Cocoa (2); Coffee (2); Timber (1); Palm oil (<Bgef [-3.22%]
Guinea 0.31 (<1)

* Where deforestation data were not available, % net change in extent of natural forest was provided in square parenthissest\W
change differs from deforestatidrecause it also includes gains in forest cover through natural regenerttese data weréncluded for
countries without deforestation data to maximise data coverage

128 FAQ, 2020. Global Forest Resources Assessment 2020: Main report[Romgldoi.ora/10.4060/cad82dbata accessible via
| https://fra-data.fao.org/WO/fra2020/forestAreaChanpe
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B) Case study 1: cocoa from West Africa

1) Production and import pattern context

Global cocoa production is concentrated in a small number of tropical countries (Fig. 1),
ZKLFK SULPDULO\ H[SRUW UDZ EHDQV a (MRae, RRY K *KD QI
The EU27 is the biggest importer of cocoa (importid®.38% of international exports by
value in 2019, source: UN Comtrad&he EU27 imported the majority of its cocoa 2015

IURP :HVW $IULFD LQFOXGLQJ IURP &{WH G3W)YaRdL UH
Cameroon (7%) (SourdgurostafComExt, importereported data on quantity, downloaded
12.02.2021)Hence the EU relies on a small number of caoastto meet its demand for
cocoa, all of which are associated with commaodityen deforestatiofWorld Resources
Institute, 2021, Fig. 3)Three quarters of cocoa imported into the EU 22059 entered via
the Netherlands, Germany and Belgium (Fig. 2).

Cocoa supplies from West Africa are essential to producestdrearequality chocolates

made by most large companies worldwide, whereas speciality and fine flavour cocoa is
mainly sourced from Latin AmericgCBI, 2020a) Industry specialists have voiced concern
over possible shortages of cocoa, particularly high quality d@aye and Nikoi, 2021)

The world market price for cocoa is determined as an average price for cocoa futures in the
New York and London commodity exchanges. Historically cocoa prices have been volatile
and subject to shocks ranging from oversy, pests and disease, weather patterns and civil
war (Bakhtaryet al, 2020)

Cocoa supply chain: The international cocoa market is hourglass shaped one side

almost 90% of production relies or65million smallholders in developing countries, at the
other side are billions of final consumemsostly in high income countries. In between, the
supply chain is highly concentrated with a few giant traders and processors producing semi
finished and finished goods, accompanied by thousands of small traders, processors and
grocery producerg§Santucci ad Tiagni Wouakoue, 20197 handful of large multinational
companies control a sizable share of processing and manufacturing; Barry Callebaut, Cargill
DQG 20DP SURFHVYV RI WKH ZRUOGYTV FRFRD DQG O0DL
Ferrero, and Lindaccount for 40% of the global consumer chocolate mgFfaintain and
HuetzAdams, 2018) This market concentration for cocoa export, processing and chocolate
production has facilitate the penetration of more do@ted value chains, with stronger
linkages between retailers, chocolate manufacturers and cocoa pro¢ésyerand Nikoi,

2021)

According to the World Cocoa Fouattibn, around 22% of globally traded cocoa is certified
(Nieburg, 2018) More than half of the cocoa traded and chocolate manufactured is covered
by dobal deforestatiotfiree commitmentgHigonnetet al, 2018)
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Figure 1. Main producers of cocoa in 2019 (% of global

production; Sourc

Figure 3. Percent of land with forests replaced by cocoa (ZOI5). (SourceWorld Resources Institute,

2021)

HEAOSTAT,

= Cote d'lvoire

= Ghana

= Indonesia
Nigeria

Other

accessed 28.4.2021)

Netherlands

Figure 2. Main EU Member Statémporters ofcocoa (based
on average annual exported quantity over the period-2015
2019. SourceEurostatComExt, importereported data.
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Figure 4. 7TUDGH IORZV RI FRFRD IURP &{W2016& fonsRelJdxpddtiQgscotrpan &nd
importing country (Sourcefrase, 2021)

Figure 5: Estimated cocoa bean grinding by region aadntry in % of the world's total, 2018/2019. (Source:
International Cocoa Organisation (ICCO), 2020G&I, 2020a)

2) Information about the sector in the EU

(XURSH LV WKH ZRUOGYV ODUJHVW SURGXFHU DQG H[SR
manufacturers of all size€CBI, 2020a) ,W KDV WKH ZRUOGYV KLJKHVW LCQC
cocoa beans, with the Netherlands responsible for 13% of globaé agrindings 2018/19

(CBI, 2020a, Fig. 5)Globally, seven multinational companies represent the bulk of the

market for final chocolate products: Mars, Ferrero, Mondelez, Meiji, Hershey, Nestlé and

Lindt & Sprungli, all except Meiji and Hershey have chocolate confectionary production

plants in Europ¢CBI, 2020a) Trasé® WUDGH IORZ VXSSO\ FKDLQ LQIRUPDW
DQG *KDQD LQ LQGLFDWH WKDW RI FRFRD LPSRUWHC
79% for Ghana appears to have been imported by larger operators.

The Netherlands KRVWYV WKH ZR Wwaxhdcdla@ bdogldinéiaste vRedfe processors,
traders and chocolate manufacturers come togé@emnargo and Nhantumbo, 201®&)is

2{https://trase.earth/expldre
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WKH ZRUOGYTY ODUJHVW LPSRUWHU RI FRFRD EHDQV LW KD
DQG LV (XURSHTV ODUJHV CBH P8R4 WelpdrtRi AmRE D HolsEsQ V
multinationals such as Olam and Cargill, as well as Dutch companies such as Dutch Cocoa,
Daarnhouwer and Theobront@Bl, 2020a) Germany KRXVHYV (XURSHfV VHFRQG O
processing industry, dominated by multinationals such as ICangi Barry Callebaut. It is
(XURSHYV ODUJHVW FKRFRODWH PDQXIDFWXULQJ LQGXVW
chocolate(CBI, 2020a) Belgium is the thirdlargest overall cocoa bean importer in Europe
and the secontargest direct importer. It is a large manufacturer of chocolate products and in

ZDV WKH ZRUOGTV Maidarip@(CHD, QOPPaY Faned BaiR and Italy
are also large importers of cocoaahe, with a significant chocolate industry that pays
growing attention to speciality chocolatéSBIl, 2020a) Eastern European countries have
high annual growth rates in direct cocoa bean imports from producing countries, whereas
most cocoa beans imported by the Nordic countries come from elsewhere in (@GBEU
2020a)

The bulk market for commodity cocoa beans, which makes up more than 90% of the total
chocolate market, isighly price-oriented(CBI, 2020a) Multinationals are expanding their
influence along tb cocoa supply chaint many have their own buyers and processing
facilities in cocoa producing countries (e.g. Mondelez and Barry Callebaut) and ingredient
companies such as Cargill and OLAM work as both cocoa processors and exporters in
producer countrieand as importers and manufacturers in Eufgi, 2020b)

7KH (8TV VPDOOHWpdeidity nddkBt Zte@ds value through higher quality
products, with direct sourcing of speciality cocoa beans and is generally associated with more
ethical and sustainable sourcif@BI, 2020a; Cadbet al, 2021) There was reported to be a
growing number D direct trade relationships in the speciality cocoa market, between
producers and small and medium sized SME chocolate m@&R&is 2020b) In addition,

there is a growing trend of European importers trying to create better connections between
chocolate makers and producgesl, 2020b)

Cocoa sustainability is high on the international agenda with growing corporate and
consuimer awareness of social and environmental issues around cocoa pro@Brcick

2019) Most importers, cocoa processors, chocolate makers and retailersustaiaability
commitments (CBI, 2020b) including through the use of certification schemes (Rainforest
Alliance-UTZ, Fairtrade, organic) and compaspecific programmes, with retailers covering
sustainability concerns in their codes of cond@®l, 2020b) The majority of multinationals

have corporate sustainability programmes (e.g. Nestlé, Mars, Mamdehdt & Spriungli,

Barry Callebaut, CargillfCBI, 2020b)and already report significant amounts of information

on their cocoa suppl¢Brack, 2019) Ferrero and Hershey have committed to sourcing 100%
certified cocoa by 2020, and several companies have set targets for sourcing 100%
responsibly or sustainably (e.g. Barry Callebaut and Mars by 2025 and Cargill by 2030)
(Brack, 2019) EU countries including Germany, the Netherkadd Belgium were reported

to have set sustainability goals targeting their chocolate and confectionary in@iiBtry
2020b) with the Netherlands and Germany committing to 100% and 70% sustainable cocoa
consumption by 2025 and 2020, respecti@yassnick and Brimmer, 2021h 2017, the
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efforts of cocoa supply chain companies were brought together through establishment of the
Cocoa and Forests itiative (CFIl). The CFIl is a partnership among the governments of
*KDQD DQG &{WH GT,YRLUH DQG OHDGLQJ FRFRD FKRFF
shared goal to end deforestation and restore forests §é¥odsl Cocoa Foundation, 2021)

Traceability of cocoa back to the farm/forest of origin may prove difficult for EU operators,

DV QR WUDFHDELOLW\ VA\VWHP ZDV UHSRUWHG WR H[LVW L
exists h Ghana it was reported not to provide fill traceability back to the forest of origin
(Brack, 2019)

3) Information about the sector in producer countries

Cocoa production in West Africa is primarily produced by 1.8 to 2 milsarallholder

farmers (Camargo and Nhantumbo, 2016; Scheiteal, 2020; KyereBoateng and Marek,

2021) who depend on the crop for théiicome and livelihoodKroegeret al, 2017)and

mostly operate at ordbow the poverty lindBakhtaryet al, 2020) The cocoa sector in Céte
GY,YRLUH SURYLGHV PRUH WKDQ RQH WKLUG RI H[SRUW U]
2019). In Ghana, cocoa serves as the main cash crop, contributing 25% of earnings in foreign
exchange as well as contributing on average 2 partoeGDP(Kyere-Boateng and Marek,

2021; Teye and Nikoi, 2021)ery little of the cocoa value is captured by smallholders
(Bakhtaryet al, 2020) with farmers receiving-3% of the retail price of a chocolate bar

(Brack, 2019)

Cocoa is a majodriver of deforestation LQ :HVW $IULFD SDUWLEA@DUO\ LC
Ghana where only small remnants of primary forest rerfBrack, 2019; Schultet al,

2020; KyereBoateng and Marek, 2021The praperity of cocoa farming has relied on a
system of converting forested lands at an accelerated pace, drawing on the fertility ef newly
deforested landOngoloet al, 2018) Most cocoa farms are justd2ha, with cocoa farming
characterised by low productivity, pests and disease, aging tree stock and lack of available
land suitable for cultivationSchulte et al, 2020) Smallholders face many barriers to
maintaining productivity and investing in susthe agricultural practices, including lack of
technical knowledge, resources, access to finance and land/tree tenur¢kissegsret al,

2017; Bakhtaret al, 2020) hence farmers may move on to establish new cocoa farms rather
than investing in replanting ageing plantatig@shulteet al, 2020)

,Q &{WH GY,YRLUH FRFRD VHFWRU JRYHUQDdtroledKDV VK
approach to inclde a more active role for cocoa companies. In Ghana, the cocoa sector
remains controlled by public institutions (such as the stateed COCOBOD), although

global cocoa companies have gained more power since the sector was liberalised in the 2000s
(Schulteet al, 2020)

Whereas in mst producing countries the farm gate price reflects the fluctuating world
PDUNHW FRFRD SULFLQJ LQ &{WH GY,YRLUH DQG *KDQD L
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cocoa marketing boards psell part of their harvest in the year before the harvest season
starts, giving farmers a certain percentage of this fixed fBiakhtaryet al, 2020) National

cocoa prices, annual production levels, land and forest governance and cocoa sector planning
are the responsibilities of governments, hence are difficult for external stakeholders to
influence(Brack, 2019)

There has been an increasepublic-private partnerships aimed at tackling social and
environmental issues in the cocoa se€l@ye and Nikoi, 2021)Many companies invest in
traceability and larger corporate playersplement smallholder engagement programs that
offer inputs, training and access to finan@akhtaryet al, 2020) However, these were
reported to be often limited in scale, lacking coordination and failing to address the systemic
problems facing smallholde(Bakhtaryet al, 2020)

There have been government and industry attempts to addwegsirsi poverty(Schulteet

al.,, 20200 7KH JRYHUQPHQWYV Rl &{WH GY,YRLUH DQG *KDQD DJ
price premium (a living income differentialLID) of USD 400 per ton, to improve the price
insecurity of farmers. The European Commission launched a new initiatiemhance
GLDORJXH ZLWK &{WH GY,YRLUH *KDQD DQG &DPHURRQ W
in the framework of the LID initiativéEuropean Commission, 2021)
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C) Case study 2: beef from Brazil
1) Production and import pattern context

The US and Brazil are the two largest producers of beef worldwide, together accounting for
onethird of global production (Fig. 1)l'he main global importers of beef are China and the
United States (importing0.3% and12.8% respectively of international exports by value in
2019), with6.03% of international beef exports going to the-EWU(source: UN Comtrade).

The EU27 imported approximately a third of its beef from South America 2013 Brazil
21.38%, Argentina 6.24 and Uruguay 4.68%), and another third from the United Kingdom
(22.27%) and the United States of America (8.89%gufce[EurostafComExt, importer
reportel data on quantity, downloaded 12.02.20Zhe majority of imported beef entered
the EU27 via ltaly, Netherlands and Germany (Fig. 2).

Over the period 2002015, cattle was the agricultural commodity found to replace most
forest globally, with deforeation linked to beef production across South America, including
Brazil, Argentina and Urugua¥soldmanet al, 2020, Fig. 3 & 4)

Between 2015 and 2017, the largest export markets for Brazilian beef, offal, and live cattle
were China (mainland and Hong Kong ZKLFK SXUFKDVHG Rl %UD]JLO
volume (30.1% by value), followed by Egypt, Russia and Iran. The European Union imported

RI %UD]LOYV H[SRUWYV E\ YR E&nBdssent al, 2620)Y D O X H

In 2019, fresh beef constituted 82% of Brazils beef exports, processed beef 10%, and offals

and other cuts 8%. Main importers of fresh beef in 2019 were China, Hong Kong, Egypt, and
Chile. The key importers of prepared or preserved meat, like cornednszefthe US and

the EU, together importing 72% of processed beef exports from Brampperet al, 2020)

Around twaothirds of Brazilian beef exports are handled by three comparl8sS, Minerva

and Marfrig. Whilst all three have signed the G4 agreement (a commitment to eliminate
deforestaMNLRQ IURP WKHLU VXSSO\ FKDLQV LQ WKH $PD]JRQ E!|
FRPSDQLHVY H[SRUWV ZHUH OLQNHG WR KD RI GHIR
(Trase, 2019)

2YHUDOO H[SRUW PDUNHWYVY SXUFKDVH Rl %UD]LOYV EHH
A study mapping the deforestatioisk associged with Brazilian supply chains found that
exporters shouldered 111% of the deforestation risk, with &85% of cattlerelated
deforestation in Brazil linked to the domestic market (which sources a disproportionately

large share of beef raised in the Aran) (Trase, 2019; zu Ermgassenal, 2020) Relative
deforestatn risk was found to be highest for China (21.7 to 31.1% of all exgssdciated
deforestation risk), Egypt and Russiathe EUs deforestation risk was found to be much

lower and mainly concentrated in the Cerrédo Ermgasseat al, 2020)
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Figure 1: Main producers obeefin 2019 (% of global production; Figure 2: Main EU Member State importers

SourcefFAOSTAT]| accessed 28.4.2021) of beef (based on average annual exported
quantity over the period 2042019. Source:

EurostatComExt, importereported data.

Figure 3. Percent of land with forests replaced lagtie (2001-2015). (SourceéWorld Resources Institute, 2021)

Figure 4. Brazilian cattle herd, 2019 (hds of cattle) and cattiégriven deforestation risk per municipalitgource:
ABIEC, 2020 and Trase, 2018 in: Kuepgtial, 2020)
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2) Information about the sector in the EU

Within the EU, the greatest importers of fresh and frozen dreethe Netherlands, Italy and
Germany (Fig. 5).

7KH (8 LV DOVR RQH RI WKH ZRUOGYTVY OHDGLQJ SURGXFHU\
and dairy productglhle et al, 2017) Over the period 2018020 therevas more beef being
exported from the EU than imported (European Commission, 2021, Fig. 6).

The biggest beef and veal processing companies in the European Union are Bigard
from France, VION from the Netherlands, ABP Food Group froraricehnd Inalca from

Italy (6.1%, 5.4%, 4.2% and 2.4% of EU market shéiég et al, 2017) Together the top

15 processing companies held 36% of the total beef and veal market share in the EU 2010/11
(Ihleetal, 2017)

The concentration of the beef and veal sector is low for the European Union, but much more
important in some European countries suclbasmany and France, where it exceeds 50%
of market sharéHocquetteet al, 2018)

The EU currently sources cattle from many regions in Brazil, with the greatest quantities
coming from the Pampas in the far south, the southern Cerrado savannah and around the
AmazonLerrado transition zone in the west. Between 2015 and 2017, EU beefsinvpoet

linked to 2,90683,600 hectares of deforestation risk each y&aase, 2019)

3(XURSHDQ 8QLRQ FRXQWULHYVY « DFFHSWHG RQO\ IUHVK DQ
LQ %UD]JLOYV VRXWK WBsK ¥okeél of ¥he/firsDtQ e desighated BOfree of
footand PRXWK GLVHDVH >« @GowedelV e&paddiig@drtiwdrgisn 2016 |, [..]

the European Union approved 14 additional states for exports of processed meat, including
ILYH VWDWHY LQ %UD]JLOYV /HJDO $PD]JRQ $FUH (BRQG{QLD
Ermgasserrt al, 2020)

Trasetrade flow data (Fig. 7) indicates that the majority of Brazilian beef exported to the EU
(in tons) comes from the three main meatpackeavtarfrig (39%), JBS (34%) and Minerva

3$ U R X QtrdsVvat Brazilian beef exports are handled by these ttoegpanies
>«@ DOO RI ZKLFK KDYH VLIQHG WKH * DJUHHPHQW D FR
IURP WKHLU VXSSO\ FKDLQV LQ WKH $PD]J]RQ ELRPH 'HVSI
FRPSDQLHVY H[SRUWV ZHUH OLQNHG WR DQA®D RI"GHIR
(Trase, 2019)

S$OWKRXJIK WKHVH &kBPssepQth HhgnitkirDihvel dvéct suppliers, and so in

theory can avoid farms associated with deforestation, none so far monitors its indirect
VXSSOLHUV ZKR PDNH XS WKH @»as&N20R9)Pafkexbmple VIRS SO\ FK
states that it has 50,000 direct suppliers, but has not disclosed the number @t indire
supplierg(Slobet al, 2020)
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$ UHFHQW VWXG\ RI GLUHFW VXSSOLHUV DQG LQ
meatpackers, JBS, Marfrig and Minerva (representing only a small sample of their total
suppliers) found that deforestation was higher in their indirect suping than their direct

supply chaingSlobet al, 2020)

3-%6 DQG ODUIULJ DQQRXQFHG QHZ FRPPLWPHQWY WR PR
6HSWHPEHU DQG -XO\ UHVSHFWLYHO\ >«@ $SDUW IUF
percent of direct and indirect suppliers in the Amazon by 20DUIULJYYV QHZ WDUJHW
Plan) extends the zetG HIRUHVWDWLRQ FRPPLWPHQW V6Rb&&H &HUUD
2020)

Fewer top companies have existing voluntary deforestation commitments for beef (28%)
compared to palm oil, paper and timber (71%, 66% and 48% respectively), despite increased
awareness of the influence of cattle on tropical deforestation in recent{@éairal Canopy,

2021)

The ability of EU operators to trace supply chains back to the farm of origin may prove
difficult due to the complexity of Brazilian beef supply chains, lack of a national traceability
system and restricted public access to information (see section 3.below

Studies such as the supply chain mapping by Ermgasseh (2020) can be used by

companies to differentiate sourcing risks for different actors and regions across Brazil and
identify hotspots of risks in their supply chains.

Figure 5: Import of beef (fresh & frozen meat) EU 2015 Figure 6: EU-27 import/export trade balance of beef produc

2021 , -
(excl. live) 20162021 (European Commission, 2021)
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Figure 7: Tradeflows for beef from Brazil (2800 municipalities) into the EU in Z@tbn) (SourcgTrase

3) Information about the sector in the producer country

In 2019, Brazil exported 2.3 million tons, accounting for over 21 percent of total global beef
exports (Kuepperet al, 2020) Brazilian beef production has gvo steadily in the past two
GHFDGHV DQG LQ WKH OLYHVWRFN VHFWRU UHSUHVH
most Brazilian beef is consumed domestically, the proportion of beef destined for export
markets has increased from @&cent in 2015 t@3 percent in 20186lobet al, 2Q20).

2.5 million farmers operate mostly pastir@sed production systems where 87 to 90% of
cattle are finished on pasture and approximately 10 to 13% finished in feddlpts
Ermgasseret al, 2020) In 2019, Brazil recorded the largest beef cattle erthe world of
238 million head. Cattle farms range in size, from legggle companyun farms to small
scale rancher@Kuepperet al, 2020). Cattle ranching is most prevalent in the states of the
North and CentralWest regions, though it takes place throughout Brégailepperet al,
2020)
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$URXQG R1 % U Dqgrts@feVak ideat akt[lve animals. This market emphasis on
low-valueadded exports, rather than higivatue and processed products, exerts pressure on
margins, leaving little room for investments in productivity and sustainalfilitg Nature
Conservancy and Bain & Company, 2020)

37 Z-khirds of cleared land in the Amazon and Cerrado biomes have been converted to
cattle pasturgMapbioma} 2018), making the Brazilian cattle sector responsible fofitthe
of all emissions from commodHyriven deforestation across the entire trogiRsndrillet al,

2019)" (zu Ermgassert al, 2020). Often, the key driver of conversion is the underlying
land, which can be used for different commodities, and rearing cattle is a cheap way to
prevent the forest from growing baikuepperet al, 2020)

Cattle production in Brazil is associated with lpvoductivity, extensive ranaig with little
investment into land and pasture care or animal husbandry. More than half the pasture is
estimated to be in some stage of degradation. Without efforts to prevent degradation pastures
can lose their capacity to feed animals 4 §ears(The Nature Conservancy and Bain &
Company, 2020) Since traditional cattle ranching practices in Brazil exhaust the saill,
ranchers continuously expand by defdrestnew areas in order to maintain or increase
production(Partnerships for Forests, 2020)

37KH FDWWOH VXSSO\ FKDLQ LV FRPSOHdnsDiwmLBisth RoIlWHQ L ¢
slaughter, leading to different levels of transparency and visibility. For diaett, tier-1

supplier of a meat processor, one or mim@irect suppliers may also be involved. The

process may include several transactions of animalsebetwirth (the calving ranches) and

the fattening stage before slaughter (Fig. 8 and 9). Research indicates that 80 percent of direct
suppliers in the Amazon bought cattle from other properties before selling to a
slaughterhouse. On average, a transadfiitim a direct supplier included purchases from 15

L Q G L UH F W(KuieppeBeOal, 12020)’

Cattle laundering was reported, whereby animals bred, raised, or fattened on ranches in areas
with recent deforestations, embargoes, or without registration are sold to a "clean" farm,
which can thebe channelled into regular supply chaifiuepperet al, 2020)

3% UD]JLO KDV D WRWDO RI EHHI VODXJKWHUKRXVHV UHJL
The Legal Amazon states, which overlap with significant parts of the Cerrado Biome, are
home to 98 SIF slaughterhouses with an estidah daily capacity of up to 50,000 heads of
FDWWOH >«@ $ KDQGIXO RI PHDW SURFHVVLQJ FRPSDQLHYV
LQGXVWU\ ZLWK -%6 ODUIULJ DQG OLQHUYD DFFRXQWLQJ
the top three operate 60Fsregistered facilities throughout the country, of which 32 are
ORFDWHG LQ WKH /HKUzapetPd, 2RZD) VWDWHYV”

JBS is the largest animal protein company and the sdeogelst food company in the world;

ODUIULJ LV WKH -AMgddttheef sompahly ByQofaduction capacity; and Minerva is
an expororiented beef compar(lobet al, 2020)
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37KHUH DUH WZR FRPPLWPHQWY PDGH E\ VODXJKWHU EXV
both initiated in 2009: 1) the Terms of Adjustment of Conduct (TAC) are legally binding
commitments signed by individual slaughterhouses to not purchase cattle wperties

with illegal deforestation within the Legal Amazon (the nine states making up the Amazon
basin); 2) the G4 is an agreement from the three largest meat packing companies, JBS,
Minerva, and Marfrig, to not purchase cattle from properties in the Am&iome who

cleared land post ‘(zu Ermgasseat al, 2020)

Though 75% of expotpproved slaughterhouses in the Amazon have signed these
commitments, we do not know what proportion of exports originate from signatory
slaughterhouses or to what degrthese locally focused commitments (which apply only to

WKH $PD]JRQ UHGXFH LQWHUQDWLRQD QuFEEMdgassEwM AI] H[S RV X
2020)

TAC audits commissioned by the large meatpackers report high levels of compliance for
direct suppliersbut their connections to indirect supply remain largely out of giepper

et al, 2020) Marfrig reported 53% of its cattle in the Amazon is sourced from indirect
VXSSOLHUV IRU ZKLFK LW KDV QR wé&VatkHd? B Watiehal/H U L 1L FL
implemented public traceability poli [which] makes it difficult to implement such a
verification” (Kuepperet al, 2020) JBS and Minerva have not disclosed the proportion of its

beef sourced from indirect suppliers. Minerva reports high compliance for its direct supply
FKDLQV EXW IDLOV WR P RyyénWitthe Lnip@tbringd 6f\theSeXiigiBeotL HV 3
suppliers depends on support and investments from the government in technologies that
promote the traceability of cattle from birth to slaughtéfuepperet al, 2020)

37KH EHHI FDWWOH SURGXFWLRQ FKDLQ LQ %UD]JLO LV FR
databases of information related to sanitary control, and social and environmental practices

are independent and not in communication with one another. Monitoring only starts once an
animal reaches the slaughterhouses, usually after it has passed througtber of cattle

production properties, creating a chain full of indirect suppliers consisting of ranchers
specialized in calf and rearing. These indirect suppliers become blind spots for the current
slaughterhouse monitoring systems hindering full @bdigy and allowing producers that

KDYH GHIRUHVWHG WR DFWLY H (Rasnershigd ferlFerestg, 202 WKH EH

SBOWLPDWHO\ W Ector dritg amnidie seddaldabl© fdotivig, improvements in the

WUDQVSDUHQF\ DQG JRYHUQDQFH RI ERWK GRPHI®MWLF DQC
Ermgasserrt al, 2020)
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Figure 8: Brazilian beef supply chain stages (2019 voluméSpurce Kuepperet al, 2020)

Figure 9: Complexity of beef supply chains up to the meat processor stage and implications to supply chain
visibility. (Source: Proforest, 2017)
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D) Case study 3: palm oil from Asia

1) Production and import pattern context

Ninety percent of global palm oil in 2019 was produced by four countries, with the majority
produced byindonesia (60%) andMalaysia (24%)3° )L J 7KH PDMRULW\ RI Wk
palm oil is also processed and refined in Indonesia and Mal&ydasignificant amount of
Indonesiargrown crude palm oil is processed in Malay$aAfter India and China, the EU

LV WKH ZRUOG TV W Kipaa ofdand,Hniv2020L FaBriRoll sgriswmption in the

EU-27 amounted to approximately 7.1 million metric tdfdmports into the EL27 over the

period 20152019 entered primarily via thRetherlands, followed by Spain and Italy 13°

(Fig. 2).

Palm fruit poduces two chemically distinct oils:

- Crude palm oil (CPO) is extracted from pressed fruit and then refined. CPO is
transformed into a variety of different products, including biodiesel and refined palm
oil for frying and specialist usage e.g. spreadsfemionary.

- Palm kernel oil (PKO) is extracted from palm kernels at crushing plants, after
separation of palm fruits and kernels at miflsSPKO is used to produce natural fatty
alcohol that is processed into products such as shampoos and liquid detergents.

Blended palm oil and palm kernel oil forms an important share of the global vegetable oil
market, competing with other oils such as sed®’. Palm oil production has been
highlighted as a major driver of deforestation in the tropics, and a cause of forest fires and
peatland destruction in some counttf&sProduction is sensitive to weather patterns such as
dry spells or heavy rainfall relimg in flooding, and fluctuations in yield subsequently affect
world market pric&®.

BIEFAOSTABCcessed 28.4.2021

13 _ﬁps://c1ainreactionresearch.com/wmontent/uploads/ZOl?/ll/unsustainab#ealmoiI—facesincreasinqmarket—accessrisksfinal— |
[T updatedjuly-2018.pd{

13‘&95://\/\/vvw.c or.orgllpub cal_ions/pc es/WPaEers/WPZZOPacheco df

13 mps://vvww.c or.org./puo cagons/pd es/WPapers/WPgOPacneco. df

134 https://www.indexmundi.com/agriculture/?country=eu&commodity=palail&graph=domesticconsumptior{(Index Mundi used USDA
data)

135 EurostatComExtimporter-reported data
B http://www.cifor.org/publications/pdf files/WPapers/WP220Pacheco.pdf

1{https://www.cifor.org/publications/pdf files/WPapers/WP220Pacheco Jodf
138 https://www.proforest.net/fileadmin/uploads/proforest/Documents/Publications/bn06_rspb_web.pdf
139 https://www.ig.com/uk/trading-strategies/factorsaffecting-crude-palm-oil--cpo--prices 190904
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Figure 1: Main producers of palm oil fruit Figure 2: Main EU Member State

in 2019 (% of global production; Source: importers of palm oil (based on average
FAOSTAT] accessed 28.4.2021) annual exported quantity over the period
20152019. SourceEurostatComExt,
importerreported data

Palm oil supply chain: The international palm oil supply chain is hourglass shaped (see
Figure 3), with the relatively small group of processorsteaders forming a bottle neck

at the international trading stadd® The refinement (processing) and trade stages are
concentrated in the hands of just a few corporate groups (namely Wilmar, Musim Mas,
GAR, Cargill and Asian Agri in Indonesia and Sime Daalmg FELDA in Malaysid}.
However, production involves a wide range of suppliers from companies to smallholders,
and manufacturing involves a wide range of consumer goods manufacturers in a market
that is diversifying*?. At the production stage, palm oil ¥ \SLFDOO\ VRXUFHG IURP
own plantations as well as a large number of tpady suppliers (e.g. smallholders),
possibly selling fruits to a network of middlentéh Over the last few years, major
corporations involved in production and trade haeerbinvesting in their refining
capacity rather than in expanding their own plantations, so as to absorb the growing
supply of unprocessed oils from medkuseale producers and smallholdéts

Supply chain complexity has been the major barrier to the mmegléation of zero
deforestation commitments for palm oil (see Figure 4). Supply chains frequently involve
tens, hundreds, or even thousands of producers, as well as mills in multiple ctfantries
Mixing of palm oil sources may occur at multiple stages m sbpply chain, making
traceability harder to achie¥®®. In Indonesia, smallholder palm oil plantations are
reported to be difficult to accurately map due to heterogeneous characteristics of land use
(a mosaic pattern) and the lack of legal registratiosnadllholder land$’. While much
processing and refining of CPO and PKO take place in Indonesia, Malaysia and
Singapore, most manufacturing takes place in countries of consumption and notably in
China which then exports the manufactured products worldi#fdeBecause the

“0Figure taken frofittps://www.sciencediect.com/science/article/pii/S09593780173101f17

14 | https://www.cifor.org/publications/pdf files/\WWPapers/\WWP220Pacheco jodf

49 https://www.cifor.org/publications/pdf_files/WPapers/WP220Pacheco pdf

14 | https://www.tropicalforestalliance.org/assets/Uploads/20880 TeScorecareReport publiev2.pd

141 https://www.cifor.org/publications/pdf _files/WPapers/WP22@eheco.pd

15 https://www.proforest.net/fileadmin/uploads/proforest/Documents/Publications/bn06_rspb_web.pdf

144 https://www.sciencedirect.com/science/article/pii/S0959378@R10117

147Descals, A., Wich, S., Meijaard, E., Gaveau, D. L. A., Peedell, S., and Szantoi, Z.-28dutibghglobal map of smallholder
and industrial closedanopy oil palm plantations, Earth Syst. Baita, 13, 12111231, https://doi.org/10.5194/esd13-1211-2021.
144 https://www.cifor.org/publications/pdf_files/WPapers/WP220Pacheco Jodf




downstream palm oil supply chain is highly fragmented and includes numerous retailers
and manufacturers, individual consumer goods manufacturers and retailers have limited
influence and leverage on the supply chain and the sustainability standé
productiort*S.

Figure 3: Palm oil supply chain illustration

Figure 4: simplified palm oil value chain from plantation to refinery in Indone¥la

14 .mgs://WWW.cifor.org/gublications/gdf iIes/WPagers/WPZZOPacheco.bdf
4 http://www.cifor.org/publications/pdf files/WPapers/WP220Pacheco.pdf
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2) Information about the sector in the EU

An independent survey suggested traceability tomiefor European palm oil imports
exceeding 99% of supply was achievable, with lower traceability beyondenell (i.e.
plantation level, where deforestation occti’s)in general, the importers surveyed had
little information on thirdparty traded palmoil, highlighting the need for traceability and
visibility along the entire supply chditf. Palm oil sourced from intermediaries and
third-party owned mills or warehouses is often very difficult to map and monitor, and in
SUDFWLFH D {@H Hly Y8 X8y DifficliR@Qguarantee’

Largest EU palm oil buyers: In 2019, Unilever, P&G and Nestlé were the top three
palm oil consuming companies globally (see Figur&‘)The majority of palm oil
imports enter the EU via the Port of Rotterdam inNle¢herlands'™>® ::)fV 3DOP 2LO
Buyers Scorecard, which assesses the sustainability commitments and actions of 173
palm oilconsuming companies worldwide, assessed 118 European companiesth 2020
indicating that the EU palm oil market is not restricted tdamdful of operators
(however, note that not all European companies were in EU Member States, and the
scorecard utilises data from the Roundtable on Sustainable Palm Oil to select companies
to assess so does not represent an exhaustive list of EU opel#flitig) the scorecard,

EU companies such as AAK AB (Sweden), Unilever (Netherlands), Nestlé (Switzerland),
and BASF (Germany) are among the largest palm oil bdyeérs.

State of commitments by countries and the private sectoifhe governments of eight

EU countries (Belgium, Denmark, France, Germany, Italy, the Netherlands, Sweden and
the United Kingdom), as well as several major companies, have already committed to
only buying from producers certified as sustaintleCompanies involved in the palm

oil industry show relatively high engagement witlertification schemes and zero
deforestation commitmentS. The leading nosstate global initiative is the Roundtable

on Sustainable Palm Oil (RSPO), established in 2004 by European food industry and
environmentalNGOs, which together developed a certification system and global

151 palm Oil Transparency Coalition and 3keel. 26#8t Importer Suvey: 2019 Palm Oil Industry Standvdilable at:

https://www.palmoiltransparency.org/wgontent/uploads/2020/01/2019POTEScorecareReport Qublic.gg[

153 https://www.palmoiltransparency.org/wgcontent/uploads2020/01/2013POTEScorecareReport_public.p

153 Bakhtary, H., Matson, E., Mikulcak, F., Streck, C. and Thomson, AC26%fany progress in engaging smallholders to implement
zero deforestation commitments in cocoa and palm olil

15 Global Market Report: Palm Oil (iisd.drg)

155 Europe Economics 2014. The economic impact of palm oil imports in the EU. London, UK. Available from:
http://seap.ipni.net/ipniweb/region/seap.nsf/e0f085ed5f091b1b852579000057902¢e/a08b2cb6a7910fa648257da900587c6f|$FILE/
e%20Economics%26P0Economic%20Impact%200f%20Palm%200il%20Impojts.pdf

154 https://palmoilscorecard.panda.org/methodology

1STWWEF. 2019Palm Oil Buyers Scorecafdzailable athttgs://Ealmoilscorecard.Eanda.org/chedhe—scores/aﬂ

154 htps://www.europarl.europa.eu/RegData/etudes/ATAG/2018/614706/EPRS _ATA(2018)614706 |EN.pdf

159 Bakhtary, H., Matson, E., Mikulcak, F., Streck, C. and Thomson, ACa6#fny progress in engaging smallholders to implement
zero deforestation commitments in cocoa and palm olil
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standard for sustainable palmil There are also companies engaging in Rainforest
Alliance and organic certifications for palm oil, which can represent an opportunity for
small and mediursized exporters to target niche marketsThe European Palm Oil
Alliance (EPOA) is a business initiative of palm oil refiners and producers supporting
initiatives committed to sustainable palm oil across Europe; members include- kh¢O
Netherlands Oils ahFats Industr{f?2 In 2017, the European Parliament issued a non
binding resolution with the aim of imposing more stringent conditions on palm oil

imported by European markets, including the phasing out of palm oil as a component of
biofuels®3

160 Dermawan, A. and Hospes, O., 2018. When the state brings itself back into GVC: The case of the Indonesian palm oil pledge.
Global Policy, 9p.21-28.

161 https://www.cbi.eu/marketinformation/vegetableoils/palm-oil

162 hitps://palmoilalliance.eu/

163 European Parliament (2017) Palm Oil and Deforestation of Rainforests. European Parliament Resolution of 4 April 2017 on Palm
Oil and Deforestation of Rainforests (2016/2222(INI)). 2016 edn. European Parliament, Brussels, Belgium.
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Figure 5: Main palm oil consuming companies, including their sustainable sourcing
commitments. Sourcé&lobal Market Report: Palm Oil (iisd.org)

Available tools that may support due diligence:

X Certification: though not an indicative measure to determine product origin, a
high proportion of trade is covered by certification schemes (e,g. in 2019, 86% of
European palm imports are certified sustain®@Bleand approxnately 19% of
global palm oil is RSP@ertified sustainablé®). Certification systems have the
caveat that it does not always guarantee traceability to farm or forest of origin, but
understanding which provides traceability up to this level could asspt (e.
pMPLGHQWLW\ SUHVHUYHGY RU pVHIJUHIJDWHGY WUDFHDE
product is from a certified plantation and is separated from uncertified sources)

X Traceability in risk assessmentsPalm fruit is highly perishable and should be
processed within 24 hours of harvest, limiting the distance of plantation sourcing
to a radius of ~50 km from a processing mill (depending on available
infrastructure for transpotf®; mill locations thereforean indicate where palm
fruit is processed as well as where palm plantations are |0€atd@the standard
~50km distance between source plantations and processing mills allows
geospatial deforestation risk assessment for palm oil. Widely used methods
currently take recent trends in deforestation, peat clearance or fire in an area, and
use this information to calculate the probable future!tfsk 3 URIRUHVWY{V
Responsible Sourcing and Production Briefing states that accuracies8if70
are possible in Sdheast Asi&°. However, it has been noted that the 50km
standard should be used with caution as improvements in road networks allow
sourcing from plantations beyond this radids

X Data on mills: In the case of palm oil, due to the perishable nature ofrtte
mill locations can indicate where oil palm plantations are located. Global Forest
Watch maintains a Universal Mill List (UML}an operaccess collection of
palm oil mill locations across the world with associated group, company, and mill
names, RS2 FHUWLILFDWLRQ VWDWXV DQG XQLTXH 3XQLYF
on data contributed to the authors from palm oil buyer companies, the RSPO, and
FoodReg, as well as data gathered from government records and extensive supply
chain research, and is upddvery six montigl. WRI released the PALM Risk
$VVHVVPHQW 7RRO LQ HQDEOLQJ XVHUV WR SULR
supply chain to guide improvements toward zeéeforestation commitments. The

164 Data covers EU28 couies and Switzerland. See EPOA and IDH. Zi&tainable Palm Oil for Europe in 2019

165 hitps://rspo.org/impact

166 https://ww w.wri.org/insights/palmoil-mill-data-step-towardstransparencyhttps://iopscience.iop.org/article/10.1088/1748

9326/ab7f0c/pdf https://www.tropicalforestalliance.org/assets/Uploads/20H80TEScorecareReport_publiev2.pdf

7> ] UAXU X Z}ev EP EGU X t]lv Z «§ U Tii0X "W >D Z]-btesWashingtéh,D.G.2Wolld}PC_ d Zv] o E
Resources Institute. Available online atvw.wri.org/publication/palmrisk-assessmeniethodology

168 https://www.proforest.net/fileadmin/uploads/proforest/Documents/Publications/bn06_rspb_web.pdf

169 https://www.proforest.net/fileadmin/uploads/proforest/Documents/Publications/bn06_rspb_web.pdf

170 https://www.palmoiltransparency.org/wgcontent/uploads/2020/01/2019POTEScorecareReport_public.pdf

171 https://data.globalforestwatch.org/dadsets/gfw::universamill-list-1/about
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tool looks at two indices: past deforestatietated impacts (2002012) and
potential for future deforestatienelated impacts (average rate of loss over the
previous two years of available tree cover loss data). Deforestetated
activities include fires and tree cover loss over time. Comparingaaset of
mills, the PALM Tool generates a relative deforestation risk ranking (high,
medium, low) for each mill. An overall score allows users to easily assess, at an
aggregated level, which particular mills in a supply chain are the highest priority
for action. Limitations of the tool include the assumption that mills source from
plantations within a 50 km radius, the fact that the WRI mills database is
LQFRPSOHWH DQG FRQWLQXHV WR EH FRPSLOHG DQ
imagery with accuracyirhits'’?. Demand for transparency in to foreisk
commodity supply chains has led to large European multinationals to pursue
supply chain mapping, as in the case of Unilever, which makes public the list of
all palm oil mill declared by their direct suppi&’

X Maps and satellite monitoring: Tools such asslobal Forest Watch,* Global
Forest Watch Pré’®>and Starling’® uses satellite data and various underlying
datasets to provide a neaal time monitoring of deforestation across the globe
which can be linké to concession data in order to monitor individual sites.
Descalset al. (2021) recently created a machiearning model using radar
satellite imagery to produce a 10m resolution global map of clcsedpy oil
palm Elaeis guineens)s plantations by tgology, that is, industrial versus
smallholder plantations. The map is for the year 2019 and currently excludes
young and sparse oil palm stands, oil palm in nonhomogeneous settings, and
semiwild oil palm plantations; however, the authors note that thedel can be
regularly rerun as new images become available in order to monitor the expansion
of the crop in monocultural settings

X Trade flow: Trasé’®provides trade flows of deforestatioelated commodities
from producing regions through to destinatiparts. It allows stakeholders to
trace exports back to the region of origin (specific subnational production region,
and sustainability risk associated with those regions).

X Disclosure and benchmarking: Forest50d,°ZSL SPOTT!®and WWF Palm
Oil Buyers Scoreard® evaluates publicly available data on palm oil companies
and their deforestatierelated commitments and policies. CDP Foré&ts
provides publicly available company disclosure results based on questionnaires
they send through annually to companies imed in forestrisk commodities;

72> | U AXU X Z}ev EP EU X t]Jv Z «§ €U 7i1i0X "W >D Z]el e eeu v§ D §Z} }o}PC_d Zv] o E
Resources Institute. Available online atvw.wri.org/publication/palmrisk-assessmenmethodology

173 https://www.unilever.com/planetand-society/protectand-regeneratenature/sustainablepalm-oil/

174 hitps://www.globalforestwatch.org/

175 https://pro.globalforestwatch.org/

176 hitps://www.starling-verification.com/

177 Descals, A., Wich, S., Meijaard, E., Gaveau/D, Peedell, S., and Szantoi, Z. 2021.-+tghlution global map of smallholder
and industrial closed¢anopy oil palm plantations, Earth Syst. Baita, 13, 12111231, https://doi.org/10.5194/essd 3-1211-2021.

178 hitps://www.trase.earth/

179 https://forest500.org/rankings/companies

180 https://www.spott.org/palroil/

181 hitps://palmoilscorecard.panda.org/chéiskscores/all

182 hittps://www.cdp.net/en/responses?utf8=%E 2%9C%ABRies¥%5Bname%5D=&filters%5Bprogrammes%5D%5B%5D=Forest
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companies are asked about their policies, use of commodities, traceability and
certification.

3) Information about the sector in the producer countries

Recent studies on the impact of EU import reduction suggest thatwboeid only be
small impacts on major economic variables in Indon€idowever, the shift towards
sourcing deforestatiefree commodities will likely place a burden of cost on operators
and stakeholders in producing countries such as Indonesia and Ma{pgsin oil
UHSUHVHQWY WKH FRXQWULHVY VHFRQG D&@GnisIWK KLJK
current state, traceability beyond ridlvel has been difficult to implement. Mixing of
palm oil sources may occur at multiple stages in the supply chakingtraceability
harder to achieve due to its complex social systtmEstablishing a palm oil
traceability/transparency system to ensure that it is sourced from deforebtiaor
certified plantations will likely be a transition that takes time&egiment, support and
engagement®

For palm oil exports, individual traders appear to be embedded within the legal
ownership structures of large exporter compatiés Only five exporter groups
(encapsulating 352 individual traders in 2015) were founceteebponsible for ~70% of

, QGRQHVLDYV SDOP RLO H[SRUWV LQ DQG QDPHO\
Musim Mas, Royal Golden Eagle and Permata Hfalthough all five operate under

H1IR 'HIRUHVWDWLRQ 1R 3HDW RU 1Resg]8xpdts \WdeVLRQYT F
associated with 78% of all deforestation risk, underscoring the fact that further work is

needed to ensure commitments are fully impleméfited National and subational

governments in palm oil producer countries have reportedly usedtives land use

permits, and agricultural and trade policies to encourage the development of palm oll
SODQWDWLRQV LQ RUGHU WR KDUQHVV WKH F®RSTV SRW
Privatisation of previously stat@in plantations has resultech iMalaysian and

Singaporean corporate groups controlling more thanthivds of the total production of
,QGRQHVLDYY SDOP RLO WKURXJK VLQJOH LQYHVWPHQ\
companie®. Government palm oil revenues and national earnings from tetep@s are

often channelled through central government for redistribution among the prd¥nces

183 Jafari, Y., Othman, J., Witzke, P., and Jusoh, S.Ri3kg.and opportunities from key importers pushing for sustainability: the
case of Indonesian Palm Qilailable athttps://agrifoodecon.springeropen.com/articles/10.1186/s401007-0083z. See also
Rifin, A., Feryanto, Herawati and Harianto. 20®€sessing the impact of limiting lmkesian palm oil exports to the European Union.
Available at: https://journalofeconomicstructures.springeropen.com/articles/10.1186/s4@IX¥8002028

184 Data from Comtrade (2019).

185 yonsWhite, J., and Knight, A. 20I8alm oil supply chain complexitypedes implementation of corporate fueforestation
commitments Available atttps://www.sciencedirect.com/science/article/pii/S0959378017310117

186] yonsWhite, J., and Kght, A. 2018Palm oil supply chain complexity impedes implementation of corporatiefusestation
commitments Available atttps://www.sciencedirect.com/science/articleli/S0959378017310117

187 hitps://trase.finance/explore

188 https://trase.finance/explore

189 https://trase.finance/explore

190 https://www.cifor.org/publications/pdf _files/WPapers/WP220Pacheco.pdf

191 https://www.cifor.org/publications/pdf _files/WPapers/WP220Pacheco.pdf

192 https://www.cifor.org/publications/pdf _files/WPapers/WP220Pacheco.pdf
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In reaction to growing consumer concerns over palmdmiden deforestation and
greenhouse gas emissions, Malaysia and Indonesia have both establisbedl nati
certification systems, namely the Indonesian Sustainable Palm Oil standard (ISPO) and
the Malaysian Sustainable Palm Oil (MSPO) certification schemes in 2011 and 2015,
respectively®>. Both countries are also founding members of the Council of Palm Oil
Producing Countries (CPOPC) intergovernmental organisation, established in 2015 to
strengthen cooperation between producer countries as well as develop a global
framework of principles for sustainable palm'¥il

In Indonesia, private companiesnallholders and statawvned companies are reported to

control 51%, 42% and 7% of national palm oil planted land respectivefhe majority

of smallholders in the country are located in Sumatra, whereas industrial plantations
dominate in Kalimantad®. Although smallholders reportedly obtain lower yié¥ds

WKH\ DUH H[SHFWHG WR GRXEOH WKHLU SURGXFWLRQ DQ
plantation area by 203%. In Malaysia, smallholders are reported to manage 28% of

palm oil plantations and large compasown the remainder. Smallholders operate either
LOQGHSHQGHQWO\ RU XQGHU FRQWUDFW ZLWK D FRPSDQ\
smallholders in the global palm oil supply chain are noted to suffer from a lack of
resources, farmer organization andrkeh access, and require more comprehensive

support to shift to sustainable agricultural practices than do large suppliers and
producer$®.

Palm oil smallholders face risks of being excluded from the value chain due to the

complexity in implementing traedility systemg° In this sector, it has been difficult to

achieve traceability beyond mikvel due its complex social system and has been the

major barrier in implementing ndeforestation commitment8! Reduction in mills or

supply base has been implemed as a strategy by companies to make it easier to

monitor supplier$® however strategies such as this could affect palm oil producers
LQFOXGLQJ VPDOOKROGHUVY RQ D ODUJHU VFDOH ZLWK W

many barriers exist to includamallholders in the transition towards deforestafree

193 https://www.iisd.org/system/files/publications/ssilobatmarketreport-palm-oil. pdf

194 https://www.cpopc.ordabout-us/

195 https://www.cifor.org/publications/pdf _files/WPapers/WP220Pacheco.pdf

196 https://www.cifor.org/publications/pdf _files/WPapers/WP220Pacheco.pdf

197 Roundtable for Sustainable Palm @019). RSPO smallholdengps://rspo.org/smallholders

1% Suhada, T.A., Bagja, B., & Salef2®.8, March 30)Smallholder farmers are key to making the palm oil industry sustainable.
World Resources Institutéittps://www.wri.org/blog/2018/03/smallholdeifarmersare-key-makingpalmoil-industry-sustainable

199 Bakhtary, H., Matson, E., Mikulcak, F., Streck, C. and Thomson, AC268fany progress in engaging smallholders to implement
zero deforestation commitments in cocoa and palm ol

200 Jezeer, R. and Pasiecznik, N. 2@@loring Inclusive Palm Oil Productidmailable at:
http://www.etfrn.org/publications/exploring+inclusive+palm-+oil+produuti

201] yonsWhite, J., and Knight, A. 20I8alm oil supply chain complexity impedes implementation of corporatiefusestation
commitments Available atttps://www.sciencedirect.com/science/article/pii/S0959378017310117

202 Mars. 2020Mars Palm Positive Plan Delivers Deforestakioge Palm Oil Supply Chakvailable at:
https://lwww.mars.com/newsand-stories/pressreleases/margalm-positive-plan
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value chains, they are likely to be excluded and with it the opportunity to promote
sustainable production, strengthen social inclusion and alleviate p&¥erty.

Independent smallholders in both émebsia and Malaysia are rarely organized in
cooperatives, which acts as a further barrier to certification and government and
FRUSRUDWH VXSSRUW %\ FRPSDULVRQ upVFKHPHY VPDOOI
and organised, and in Malaysia are represgrby the Federal Land Development
Authority?®*. Independent smallholders are likely to find sustainable palm oil certification
prohibitively expensivé®, and their slow inclusion in the certification process risks them

being excluded from company supply if8® 2QO\ D VPDOO SURSRUWLRQ R
independent smallholders have obtained RSPO certificdfioBimilarly, farmers are

OLNHO\ WR VWUXJJOH WR PHHW PDQGDWRU\ VPDOOKROCG
certification standard, which require thempi@ve land ownership and good agricultural

practices®,

203 Jezee, R. and Pasiecznik, N. 20ESploring Inclusive Palm Oil Productiéwmailable at:
http://www.etfrn.org/publications/exploring+inclusive+palm+oil+producti@nd RAO. 2018dZ S § }( $Z t}Eo [* &}E S« 1iid
t Forest pathways to sustainable development

204 Bakhtary, H., Matson, E., Mikulcak, F., Streck, C. and Thomson, ACa68fany progress in engaging smallholders to implement

zero deforestation commitments cocoa and palm oil

205 https://www.wri.org/insights/smallholdesfarmersare-key-makingpalm-oil-industry-sustainable

206 Bakhtary, H., Matson, E., Mikulcak, F., Streck, C. and Thomson, ACa68fany progress in engaging smallholders to implement
zero deforestation commitments in cocoa and palm oil

207Brandi, C. et al. Sustainability Standards for Palm Oil: Challeng@sé&dliholder Certification Under the RSPO. J. Environ. Dev. 24,
2921314 (2015).

208 Nicholas Jong, H. Indonesia aims for sustainability certification for oil palm smallholders. Indonesian Forests, IndomeSian P
(2020).
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E) Case study 4: soy from South America

1) Production and import pattern context

Global production of soy has doublegin some countries tripledsince 2000 (Brack,
Glovery & Wellesley, 2016). The ajority of global soy is produced in North and South
America with the United States (US), Brazil and Argentina as the largest producers (Fig.
1). About three quarters of all soy production goes into animal feed, with the remainder
being used for biofuel ahfood production (USDA FAS, 2019).

Soy is one of the most prominent drivers of global forest loss. From 2000 to 2010, South
America converted 24 million hectares of land from natural ecosystetmgpical
rainforests and savannahs cultivated area (&@bezast al.,2019). Over 80 percent of

this land use change can be attributed directly or indirectly to soy production. The
expansion of soy drives deforestation either directly through the clearing of forest to
crops, or indirectly through the displacem of existing pasture land leading to further
clearing for new pasture land (Nepstdl, 2008).

The global soy supply chain is characterized by a high level of vertical integration. In
particular the stage of milling, processing and trading anelsser extent production are
dominated by a few global agribusiness companies. In the case of Brazil and Argentina,
six companies, ADM, Amaggi, Bunge, Cargill, China National Cereals, Oils and
Foodstuffs Corporation (COFCO), and Louis Dreyfus dominate pdr8ent of the soy
exports. In the EU almost half and in China almost all of the soy milling is undertaken
domestically (Cabezas al.,2019).

While the majority of global soy is consumed domestically, about 40 percent of it is
traded internationally (BDA FAS, 2019). China is the main consumer of soy, importing
around 40 percent of internationally traded soy products in 2017 and 2018, mainly as a
source of animal feed. Growth in populations and changes in consumptioluding

shifts to meabased dits in emerging economies are expected to further drive
expansion of soy production and its embedded deforestation.

With aboutl13 percent of global trade, the EX¥ was the second largest importer of soy
products by value in 2019 (source: UN Comtraddée EU27 imported the majority of

its soy 20152019 from Brazil (39.29%), Argentina (23.27%), the United States
(19.89%), Paraguay (5.51%pnd Canada (3.53%) (Source: Eurostat ComExt , importer
reported data on quantity, downloaded 12.02.2021). The mmggariers of soy into the
EU-27 20152019 were the Netherlands, Spain and Germany (Fig. 2).

Even though the EU has a domestic soy production of arotdanitlion tonnes, it
imported around 15 million tonnes of soybean and 18 million tonnes of soybeammeal
2017 and 2018, which accounted for around 90% of its soy products domestic
consumption in 2017 and 2018 (USDA FAS, 2019).
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Figure 1: Main producers of soybean in Figure 2: Main EU Member State

2019 (% of global production; Source:

FAOSTAT, accessed 28.4.2021) importers of soy (based on average annu

exported quantity over the period 2015
2019. SourceEurostatComExt, importer

2) Information about the sector in the EU

In the EU, the processing, manufacturing and retailing stages of the supply chain are

generally countrspecific as are fevant industry associations (Cabezsal., 2019).

7KH (8V VR\EHDQ LPSRUWY DUH GRPLQDWHG E\ D IHZ WU

soybean importing companies into the EU differ for Brazil and ArgentinaBfeail, the

main importing companies are: AD Amaggi, Bunge, Cargill, Coamo. They account for

57.15 percent of all Brazilian imports into the EU. Pogentina, the main importing

companies are: COFCO, Glencore, Louis Dreyfus, Aceitera General Deheza and

Vicentin. They account for 65.82 percent al Argentinian imports into the EU.

Together, the five main importing companies for Brazil and Argentina accounted for
SHUFHQW RI WKH (81V LPSRUWYVY 81'(6%

Soy production in the EU varies across countries, but focusses e@Masoybeas.
Processors are organized in several sectoral associations and bodies, such as FEDIOL,
the EU level association that groups protein meal and vegetable oil national associations,
or FEFAC, the European feed manufacturers federation.

The European Uniorwas the biggest importer of Argentinian soy in 2@048,
importing 6.2 Mt (or 23% of exports) in 2018lown from 11 Mt (21%) in 2016. Due to
sourcing a significant share of soy from the Chaco, the EU was exposed to 550 ha of
deforestation risk (Trase, 20).
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Figure 3. Share of EU soy imports per major exporter. Source: United Nations Department of Economic
and Social Affairs (2019)

Figure 4. Map of the EU's imports soy embedded deforestation risk in Brazil {2013). Source: Trase.

3) Information about the sector in producer countries

Brazil

%UD]LO LV WKH ZRUOGTV ODUJHVW VR\ SURGXFHU DQG |
doubled in the last decade, in response to relentlessly growing international demand

(Trase, 2021). This valuable cash cregproduced throughout the country, but the most
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significant region for production is the Cerrado, which accounted for about half of
%UD]JLOYV VR\ FURS DQG SHUFHQW RI JOREDO SURGX
Conservancy, 2020). In addition to being arsfethe most important centers of food

production in the world, the Cerrado is a critical region for storing carbon in its soils and
QDWLYH YHIJIHWDWLRQ SURYLGLQJ ZDWHU IRU %UD]JLOYV I
DERXW D WKLUG R lafgtaDiid. OHe\exsa@siv@wWsdy @d cattle ranching

has been the primary driver of habitat conversion in the Cerrado in recent decades,
UHVXOWLQJ LQ WKH ORVV RI DSSUR[LPDWHO\ KDOI RI WK
estimated that soy croplamthe Cerrado will need to expand by 7.2 million hectares by

2030. The Nature Conservancy (2020) estimates that further expansion to meet the
ZRUOGYTV JURZLQJ GHPDQG IRU VR\ ZLOO UHDEFK PLOO
include the clearing of 2.2 nibn hectares of native vegetation unless the expansion

focuses on the 18.5 million hectares of already cleared pastureland that is suitable for soy
production. There is also untapped potential to further increase productivity on soy farms

by up to 25 perent by improving farming practices.

Figure 6. Soy deforestation in Brazil, 20€818. Source: Trase.

In 2018 Brazil exported 99.5 million tonnes of soy in the form of beans (83%), cake
(16%) or oil (1%), accounting for ~42% of all soy expagtebally. The bulk of the
Brazilian soy crop is used as feed in the poultry and pork industries, both domestic and
overseas (Trase, 2021). While direct soy deforestation is dwarfed by deforestation for
cattle pasture (120,854 compared to 987,353 ha in)2@by expansion remains an
important direct and indirect driver of deforestation in Brazil. Thanks to the Amazon Soy
Moratorium, there has been very little deforestation directly linked to soy in the
Amazonsince 2008 (although deforestation continuesiwisoy growing farms in areas

that are not planted by soy with most of this deforestation being illegal). Direct
conversion of the Cerrador soy has declined by over 70% since the early 2000s, but
Trase estimates that soy will occupy at least 15%@1dnd that was deforested in 2018

by 2023 (amounting to nearly 100,000 ha).
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In Brazil, soybean production involves almost a quarter of a million farms producing
soybeans (Cabezas al.,2019). Typically, a soybean plantation is 130 hectares in size
(2017 average). While more than tflurds of soy farmers are family farmers, they only
account for 10 percent of the soybean planted area (SIDRA, 2016). Almost all (90
percent) Brazilian soy is produced by large agusinesses. For instance, while the
Assoaation of Producers of Soybeans of the State of Mato Grosso (APROSOJA) has
only 5,000 corporate and individual members, they are responsible for around 27.7
percent of the national soybean production.

The soybean crushing and primary vegetable crudandilmeal extraction is dominated

by 13 companies. These companies constitute ABIOVE, the Brazilian vegetable oil
industry association founded in 1981. Those same companies also play an important role

in other stages of the soy supply chain. In particider,of those companies, namely

ADM, Amaggi, Bunge, Cargill, COFCO and Louis Dreyfus jointly account for over 59.6
SHUFHQW Rl %UD]JLOYV VR\ DQG VR SURGXFWYV H[SRUWYV L

Argentina

S$UIJHQWLQDTV VR\ VXSSO\ FKDLQ LV GRPL&&DWMieEhG E\ ODU
dominate the production capacity of each stage of the supply chain. The leading soybean
exporting companies in Argentina are Aceitera General Deheza, Bunge, Cargill, COFCO,
Louis Dreyfus and Vicentin, which jointly account for 61.9 percent efdiybean 2017
exports (Cabezast al.,2019). Many of these companies are also the leading companies
in terms of crush capacity. In addition, there are a number of major domestic actors
which also play an important role at the different stages of thelysgppin, such as

major farmer groups. The Asociacién de Cooperativas de Argentina (ACA) and
Agricultores Federados Argentinos (AFA) are involved in all stages of the supply chain
and represent almost 7 percent of total exports in 2017.

Soy exports fellalmost 50% in 2018018, linked to a protracted drought. However,
exports from the Chaceathe frontier of soy deforestation, where much of the soy going
to the European Union is sourcedemained unchanged (Trase, 2021). Argentina stands
out from other latin American soy producers in that it primarily exports processed soy
products xcake and oiltrather than beans. Argentina was the no. 3 exporter of soy and
the no. 1 exporter of soy cake in 2018.

Paraguay
3DUDJXD\YV VR\ SODQWDW Lhe @agt & thel cuRty,FiH Qaravdady HG L
heavily deforested Atlantic Forest. There are signs that a new deforestation frontier may
be opening up in the sparsely populated Dry Chaco west of the Paraguay River, which is
KRPH WR WKH P DM R UntaihgRore8tard Ihdigdnoddisvcobhiunities (Trase,

6R\ LV D PDLQVWD\ RI 3DUDJXD\fV HFRQRP\ ,0Q V F
billion + RI WKH FRXQWU\fV WRWDO H[SRUW UHYHQXH

Rates of deforestation in the Atlantic Forest have declidednatically since the
introduction of a zeraleforestation law (Ley de Deforestacion Cero) in 2004. This drop
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