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China-UK collaboration on International Forest Investment and Trade Output 2 Facilitation of Guideline application

Primary Investigation on the Implementation of the Incentive
Mechanism of the Guide for Overseas Forestry Investment

Background " Necessi -

In recent years, the rate of forestry enterprise$ going
out” is increasing, the scale is expanding and their reach is
broadening. This not only reflects our active participation
in the global division of labor, but also helps China to
perfect an open economic system where overseas areas
inside and outside of the country become linked, creating
mutual benefits and victories on both sides but with safety
and high-efficiency in mind. Therefore, the State Forestry
Administration and Ministry of Commerce jointly issued o
the the Guide on Sustainable Management and Utilization Key Statistics
of Overseas Forest by Chinese Enterprises (herein after - Investments in overseas forestry will have reached a
referred to a$' the Guide” ) which focuses on the Chinese total of USD 2.4 billion by the end of 2014.
forestry enterprises’ overseas felling and production. The . <50%, Less than half of these enterprises
preparation, promotion and implementation of the Guide
will certainly impel legal and sustainable management as
well as utilization of global forestry resources as well as
relevant trade activities.

= Policy support is the driving force of the corporate
“going out strategy” |
- Gaps in the Guide implementation

+ Implementation of the Guide will promote the
| development of the Chinese timber legal system to
. some extent |
= Focus on women's role in community development.

fully understand forestry laws, regulations and
requirements for sustainable management in their
respective host countries. ‘

Since 2009, the State Forestry Administration has worked with scientific research institutions and international
organizations to promote and hold training multiple times. Currently, almost 100 Chinese enterprises in Russia,
Mozambique, Gabon and Guyana have participated in the Guide training, and many enterprises have given positive
feedback and have helped experts understand the challenges and demands when implementing the Guide. Many forestry
departments have highly lauded the Guide and expressed their expectations to further promote sustainable forestry
management and utilization in their country. However, all interested parties have kept their gaze on the non-compulsory
nature of the Guide and the role it will play in guiding and urging its implementation by Chinese enterprises which is
the focus of the next step. Under the InFIT project the preparation, promotion and implementation of the Guide will
certainly impel legal and sustainable management as well as utilization of global forestry resources as well as relevant
trade activities, not to mention greatly influence society.

Suggestions on Incentive Mechanism

The incentive mechanism shall play a role in each section, including national and local governments, industry
associations, NGOs, banks, enterprises, etc. in China and the countries where the international community will invest.

Government

- Overseas forestry investment enterprises observing the Guide can enjoy preferential policies such as tax subsidies and soft loans.

- For international forestry investment enterprises adhering to the Guide, the government can minimize the scope of
approval, simplify the approval process and promote convenient investing.

« Local governments with conditions that can give financial capital support to international investments from overseas
forestry investment enterprises complying to the Guide shall be encouraged.

- Coordination with the China Banking Regulatory Commission will strive for overseas forestry investment enterprises
to comply with the Guide for mortgage loans on their overseas equity and assets.
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Coordination with the National Development and Reform Commission, Ministry of Finance, Ministry of
Environmental Protection and other departments to include overseas forestry investment enterprises that comply with
the Guide in government procurement lists for purchasing products certified to be environmentally friendly.
Coordinate the State Administration of Taxation and other departments to carry out the credit polices of overseas income
taxes of overseas forestry investment enterprises in compliance with the Guide and create a favorable taxation environment.
Coordinate with customs that will lead to accelerating the establishment of Smooth Customs Clearance” and provide
convenience for exit and entry of relevant personnel, goods and materials of overseas forestry investment enterprises
that comply with the Guide.

Industry Associations

Incorporating the implementation of the Guide into criteria of member enterprises through the board of directors or
plenary meetings;

Preparing training materials and providing training and technical support related to the implementation of the Guide
for member enterprises;

Monitoring and evaluating the implementation of the Guide of member enterprises through a member enterprise
reporting system;

Giving awards to member enterprises who have implemented the Guide through commendation, waving membership
fees and upgrading their membership level. They will urge enterprises who fail to implement the Guide according to
member criteria through criticism, fines and demotion of membership level;

Actively cooperating with non-government and international organizations, publicizing enterprises who have
implemented the Guide and expanding the influence and positive recognition of exemplary enter

Actively cooperating with industry associations in key investment countries to provide comprehensive information
and services for international investments of member enterprises.

Domestic Financial Institutions

Incorporate the implementation of the Guide into the Green Credit Standard of Forestry drafted by the China Banking
Regulatory Commission and this standard is one of the standards for domestic banks to determine whether to approve
loans for international forestry investments.

Considering the important proportion taken by the middle and small-sized enterprises in overseas forestry investment,
and they face challenges applying for bank loans, relevant guarantee programs for small business loans can be issued
for middle and small-sized enterprises whose annual sales volume is RMB 300 million and below or whose total
assets are RMB 400 million and below and have undertaken implementation or have actually implemented the Guide
to provide guarantees for government loans for middle and small-sized enterprises who face an uphill battle when
applying for loans.

NGOs

Giving full play to the advantages of domestic and international NGOs supervision and promotion encourages NGOs to
supervise commercial overseas forestry operations and provide textbook examples for industry associations or the State
Forestry Administration or disclose commercial behavior that violates the Guide. They have also been an important
component of the incentive mechanism of the Guide which reinforces communication and cooperation with NGOs.

Positively seeking support of investment occurrence country

For small-medium-scale overseas forestry investments, the Chinese government often lacks basic information,
needing the aid of the host country government and relevant institutions where the investment will be. The State
Forestry Administration/Commerce Ministry can reach cooperation with the intention of implementing the Guide
with forestry departments/enterprises of forestry in key countries/regions, specifically such as signing the MOU,
setting up liaison agencies in the area for regularly providing China enterprise investment lists to government.

Contact person: Dr Su Haiying, suhaiying724@163.com , Research Institute of Forestry Policy and Information, Chinese Academy

of Forestry
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Initial Research on Supervisory Mechanism of Implementation of

the Guide for Overseas Forestry Investment

Background

The State Forestry Administration (SFA) and the Ministry
of Commerce (MOFCOM) jointly issued A Guide on Sustainable
Overseas Forest Management and Utilization by Chinese Enterprises
(hereafter referred as* the Guide” ) in 2009. Since publishing the
Guide, the SFA has carried out multiple promotions and training with
scientific research institutions and international organizations as well
as publicized and introduced the Guide to the international community
in virtue of various opportunities. Chinese enterprises have carried out
forestry activities in many overseas countries. However, if there are
no evaluation and supervisory mechanisms, we cannot comprehend
whether or not the release and implementation of the Guide have
achieved the expected purposes and results, objectively and fully
grasping the actual performances of enterprises undertaking the
fulfillment of the Guide or more enterprises are motivated to actively
standardize corporate behavior according to the requirements outlined
in the Guide.

Carrying out the Supervisory
Mechanism for the Guide will have

certain publicity for expanding the

influence of the Guide, exert public

- supervisory forces, drive effective

implementation of the Guide and play

a role in the Guide to direct overseas
forestry investments. |

To fully and objectively understand

the state of applying the Guide, establish

its public credibility, timely modify it

according to actual Chinese enterprise
overseas investments and provide a
supervision and demonstration effect for
the application of other voluntary guides |

Significance of establishing supervisory mechanism for the Guide

' Helpful for the government and society to fully understand and master corporate implementation of the Guide

< <0 <<

Help in increasing credibility of the Guide

Help in enhancing corporate initiatives regarding implementation of the Guide
Help in discovering problems and quickly modifying the Guide
Helpful for competent government departments to understand the new overseas forest investment situation

Supervisory Mechanism Types for the International General Voluntary Initiatives or Guides

The international voluntary guides, principle or standards related to sustainable development mainly include: The Social
and Environmental Sustainability Performance Standards, Equator Principle for International Finance Corporations
(IFC), Multinational Enterprises Guides, United Nations Global Compact for Organization for Economic Cooperation
and Development (OECD), etc.

v Regular self-evaluation and public reports. For instance, in order
to stimulate and drive more corporations to promise and act to
develop in a sustainable manner, the UN Global Compact instituted
ten principles on four aspects that include human rights, labor,
environment and anti-corruption. It has recruited exemplary
corporations that not only live up to their social responsibilities
but also are realizing sustainable development according to the ten
global principles which set up the pioneer enterprise models on the
global compact.

InFIT
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v Independent experts employed to assess and disclose annual reports. For instance, the ten principles from the equator
principle that were formulated to define social and environmental responsibilities when financial institutions make
investment decisions primarily includes the three aspects of environmental risk assessment, social and environmental
evaluation and legality.

v Forest certification by independent third party. In general, the requirements for standards to obtain forest certifications
are higher than the ones present in the Guide with strict requirements during the review process as well as certain
qualification requirements for auditors.

Suggestions for Establishing Supervisory Mechanism for the Guide

In order to bring the supervisory mechanism into operation, we should not only draw lessons from other
international voluntary initiative supervision methods but consider the situation here in China, the specific conditions of
corporate overseas forestry investments and the current circumstances relating to labor, material and financial resources.
A step-by-step approach is implemented with enhancements to the supervisory and promotional tasks of the Guide that
allow good enterprises to experience effective publicity and recognition. We suggest the supervisory mechanism for
the Guide should be established by adopting a step-by-step strategy beginning from easy to difficult, thus gradually

exploring an effective way that is suitable to the current situation of China.

Supervisory mechanism regularly publishing :

self-evaluations of conformance to the Guide. In
order to guarantee the effectiveness and credibility
of the initiative, we require enterprises which have
signed the Initiative to at minimum conduct self-

evaluations in accordance with the requirements of

the Guide in the aspects of laws and regulations,
- management and utilization of forests resources,

ecological environmental protection and community

development, etc.

The supervisory mechanism combining

corporate self-evaluation with spot checks from
independent expert. For the purpose of eliminating the
drawbacks of corporate self-evaluation, SFA and the
Center shall, if conditions permit, assign experienced
independent experts to spot check and supervise
the enterprises that have signed The Initiative on
Sustainable Overseas Forest Management and
Utilization by Chinese Enterprises in addition to the
. public releases of the corporate self-evaluations on
observing the Guide.

The supervisory mechanism incorporating “
independent expert regular and complete reviews of
the implementation of the Guide. Select independent
experts experienced in sustainable forest management
and overseas forest investments to carry out full,
independent evaluations of all the enterprises that
have promised to execute the Guide. With the
first evaluation results regarded as a local survey
baseline, independent experts and enterprises jointly
identify areas of non-compliance according to the |
implementation of the Guide by enterprises and
develop both an improvement plan and an action

program.

Vv Establishment of a complaint-based “
supervisory mechanism. Consider establishing a
supervisory mechanism for complaints concerning
violations of the Guide, so as to give full play
to the supervisory role of the host governments, |
local communities and interested parties, ensuring
Chinese enterprises comply with the principles of
legal and sustainable management during overseas |
forest resource development and promote the
implementation of the Guide under social forces.

Contact person: Dr Su Haiying, suhaiying724@163.com , Research Institute of Forestry Policy and Information, Chinese Academy
of Forestry.
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