Phase 1 - monitorin,

Global indicators

immediate trade impacts

Phase 3 - monitoring immediate trade impacts, levels of acceptance and perceptions of FLEGT VPA licensed timber in the wood trading chain and amongst key end user groups, positive commitment to communication activities, design trends and influence on forest investment decisions.
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i. EU Timber Application of EUTR compliant due diligence Publicly available reports from EUTR competent authorities (CAs) Annual Reliable of extent of of EUTR conformant due diligence EUTR is expected to be a significant driver of interest
i by operators in EU Member States and Monitoring Organisations (MOs). EC with support of UNEP- systems heavily dependent on availability of good quality information from the EC  [in FLEGT VPA Licensed timber in the EU. Under EUTR,
WCMC are preparing a template for standard reports by CAs. v v and relevant regulatory authorities in Member States. FLEGT VPA Licenses and CITES certificates are the
Reports of ENGOs. Depending on scope of these reports, IMM may only forms of evidence formally recognised as
undertake structured interviews with CAs and MOs. providing an assurance of legality without the need
for further due diligence. Acceptance of VPA Licenses
Sanctions imposed on non-compliant operators |As above v v Annual should be inherent to all due diligence systems
[in EU Member States i by the private sector to demonstrate
Prosecutions of non-compliant operators in EU  [As above v v Annual Information on prosecutions may not be readily available from regulatory conformance to EUTR, whether by individual
Member States authorities. or through Monitoring Organisations. Key
Recognition that FLEGT VPA licensed timber As above. As required IMM may undertake additional review of Annual issues are to assess effectiveness and consistency of
meets EUTR and needs no further risk formal guidance issued by EUTR Competent Authorities and MOs. EUTR enforcement and reliable interpretation of
assessment or mitigation action, through reliable EUTR across Member States.
and consistent communication . v v
Volume and value of EU imports of wood Eurostat/GTF-STIX, ENGO/trade country risk assessments. IMM is Annual Continuing high levels of EU import from non-VPA
products from non-VPA countries considered developing an index to assess "level of exposure to forest countries considered potentially high risk (e.g.
potentially high risk from perspective of illegal ~ [governance risk" of individual EU import flows. IMM will not itself exhibiting poor forest governance and with limited
logging judge risk, but will monitor against a variety of measures of risk v availability of certified products or other mitigation
defined by other agencies (e.g. FSC National Controlled Wood options) might suggest weak EUTR enforcement.
Assessments, Chatham House Indicators).
Changes in import patterns by volume and value, |Eurostat/GTF-STIX, ENGO/trade country risk assessments - see Annual Shifts in pattern of EU imports might indicate efforts
by individual EU Member State, of wood above. to divert trade from "tough" Member States to those
products from non-VPA countries considered v with weaker enforcement regimes or lower sanctions.
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logging
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and product labelling
systems;




v. Links between
FLEGT VPA licencing
and Green B

Rating Systems

vi. Policy initiatives in
non-EU consuming
countries

vii. Perceptions of
FLEGT VPA within the
EU




WIRTTIIT S IRSRIAGE Presence/absence of a body co-ordinating FLEGT

(ML ELRTLL TN AV \VPA marketing to timber and timber product
Wood promotion buyers and to potential forest sector investors
campaigns

Number of hours and/or financial resources
dedicated to marketing FLEGT VPA Licencing to
timber and timber product buyers and to
potential forest sector investors in the EU

Number of wood marketing campaigns targeting
EU countries containing positive, neutral or
negative references to FLEGT VPA Licensing.

Value ($/€) of direct investment in forestry
operations and wood processing in VPA and non
VPA countries

ix. Impact on forest
sector investment

Views of transnational forest companies on the
impact of the FLEGT VPA process on investment
decisions.

FLEGT VPA licensing is recognised in guidelines
relating to assessment of forest sector risk in the
finance sector, as a credible risk mitigation
option, and assess the scope and influence of
these guidelines within the international
financial community.

Awareness and perceptions of the FLEGT VPA
process amongst managers of private sector
forestry investment funds.

Discussion with EC and other potential funding agencies for FLEGT
VPA Marketing activities

Structured interviews with EC officials, supportive wood marketing Annual

campaigns, Embassy staff of VPA countries, EU trade associati

Structured interviews with managers of wood promotion campaigns. Annual
Documents issued by these campaigns. Include assessment of
European "generic" wood promotion campaigns (e.g. Wood for
Good in the UK) and campaigns promoting product from VPA
countries (e.g. Ghana TIDD, Malaysia Timber Council, IFIA/ATIBT)
IMM is commissioning scoping study on impact of FLEGT licensing Annual
on forest sector investment flows in 2018 to help refine these

indicators and identify data sources. In advance of that study, it is

assumed main data sources will include government ministries in

VPA countries, multilateral and bilateral donor agencies, The World

Bank, Regional Development Banks, UNCTAD, and GEF. There may

also be linkage to other ITTO projects.

Structured interviews with representatives of large transnational Annual
companies, for example International Paper, Georgia-Pacific Group,
Weyerhaeuser Company, Stora Enso Oyj, and UPM- Kymmene.
Annual reports of these organisations.

Interviews with managers of, and analysis of guidelines issued by Annual
relevant voluntary initiatives, including UNEP Finance Initiative, the

Equator Principles, the London Accord, and the PwC Finance Sector

Project. Review of guidelines for forestry investment issued by the

world's leading banks (e.g. Citibank, HSBC, JP Morgan Chase, Bank of

America).

Structured interviews with forestry fund managers. Analysis of Annual

websites focused on forestry investment (e.,

www.forestryinvestor.com, www.forestry-invest.com, www.invest-

timber.com, www.alternativeoutlook.co.uk).

Raising awareness of FLEGT VPA Licensing will require financial support combined
with close cooperation with suppliers in FLEGT VPA countries to ensure a direct link
to product. There may be opportunities to work with some existing European wood

marketing campaigns which, in exchange for financial and technical support, may be

encouraged to expand activities to include promotion of FLEGT VPA licenses. Some
VPA countries have included actions specific to promotion campaigns in their
workplans for implementing the VPA, with support of the JIC.

Gathering accurate data of this nature is notoriously difficult. UNCTAD prepares an
annual report of global Foreign Direct Investment, but data is only partially

disaggregated by sector and not disaggregated by country. This indicator is included

in the hope that data may improve in time and that some VPA governments may be
gathering this data and willing to make it available to the IMM on a regular basis.
Ideally data would be disaggregated by wood sector, and reported separately for

Foreign Direct Investment and Domestic Direct Investment.

Most transnational companies may be unwilling to provide detailed information on
their investment decisions. This indicator is included in the expectation that they
may be willing to comment in more general terms about the potential impact of
FLEGT VPA processes on their investment decisions.

These various initiatives have generally only been adopted by larger international
financial institutions and apply to large investment decisions. However, much
financing in the forest sector, particularly in developing countries, is by smaller
domestic financial institutions and is in the form of short term loans and overdrafts
not covered by these initiatives.

Most forest sector investment is currently directed towards plantations and
temperate forests. This indicator aims to assess the extent to which the FLEGT VPA
process might encourage greater investment in forests of all types in FLEGT VPA
countries. Current availability of consistent information on forestry funds is limited.

Most large transnational companies are more
involved in the paper and pulp than solid wood
sectors (which is much more fragmented and often
reliant on domestic rather than foreign investment).

Methods to assess forest sector risks in the
international finance sector have, to date, been fairly
unsophisticated. However this is beginning to change
with the emergence of various initiatives to improve
guidance on assessment of risks when financing
natural resource sectors, some including coverage of
environmental and social factors alongside more
traditional financial indices.

Forestry funds are collective investment schemes
designed to enable individual investors to cost-
effectively participate in a wider range of forestry
investment opportunities such as commercially
managed forests. An expanding range of companies
are encouraging investment in these funds, often
highlighting carbon sequestration and broader
environmental and social benefits, together with the
"counter-cyclical" and diversification advantages of
forestry investment.



