Timber Legality Risk Dashboard:

China

Drafted as of: October 2021

l SUMMARY OF LEGALITY RISKS

Risk Score: 37.7 (Medium Risk?)"

Conflict State: NO?

Log or Sawnwood Export Restriction in Effect: NO®

Import Regulation in Effect: NQ345¢

e China's domestic supply of industrial wood has failed to keep up with its industrial manufacturing capacity. To meet this deficit, China relies on significant

volumes of wood product imports. Logging in China's natural forests is prohibited, and domestic plantation-grown raw material (primarily poplar, eucalyptus,
masson pine, and Chinese fir) are generally considered low-risk.

e Many similar temperate natural forest species are found in the Russian Far East, North America (U.S. and Canada), northern / eastern Europe and northern
China, such as oak. There is a demonstrated risk of laundering high-risk Russian Far East and Ukrainian species and falsely declaring them as having been
harvested in northern Europe, North America or even China (pre-2017).

e More than half of the timber used in Chinese-made wood products has beenimported from other countries - both from high- and low-risk sources.

e China does not currently require traceability of wood products through its supply chain. The size and nature of the processing industry means that timber is
regularly mixed from multiple sources with no obligation to trace back along the supply chain. This may change soon pending the forthcoming Implementing
Regulations for China's 2019 Forest Law, or further National Forest and Grasslands Administration (NFGA) departmental rules based on the 2019 Forest Law.?

* Enforcement actions in the European Union (EU) and U.S. have demonstrated the risk of illegal timber, laundering and species mis-declaration on products
manufactured in China.

TRADE PROFILE OF FOREST SUMMARY OF HIGHEST PRODUCT-LEVEL
PRODUCTSPES RISKS
Total Imports (2019): $47.37 billion Exports - Top Products Exported to the
7
Total Exports (2019): $55.48 billion. US by 2019 Value
$34.80 billion (62.7%) exported to “regulated markets" * Wood Furniture - Seating (HS940161 & HS940169)

* Paper (HS48)

e Wood Furniture - Other (H5940360)

e OtherArticles of Wood (HS4421)

e Wood Furniture - Kitchen (HS940340)

e Marguetry and Wood Ornaments (HS4420)
e Wood Furniture - Bedroom (HS940350)

e Plywood (HS4412)

e Wood Furniture - Office (HS940330)

e Joinery Products (HS4418)
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I SUMMARY OF HIGHEST SPECIES-LEVEL RISKS

Illegal logging and trade affect many timber species, but highly valuable - often rare and endangered - species that are
protected under harvestand/or trade regulations are a key target and at an elevated risk forillegality. The following species

are either currently, or have recently, been protected in China.

Asaresult of their threatened status, some Chinese timber species have been put under the protection of the Convention on
International Trade in Endangered Species of Wild Fauna and Flora (CITES).

CITES-Listed Native Species (Appendix I1)

Agarwood (Aquilaria spp.)
Rosewood (Dalbergia spp.)

 Yew (Taxus chinensis, Taxus cuspidata, Taxus fauna,
Taxus sumatrana, Taxus wallichiana)

Since 2017, China has implemented a ban on commercial logging in its natural forests.® China's timber harvest is controlled by
a logging quota system. The quotas established in the country's 13th Five Year Plan (2016-2020) totaled 254 million m?, a
decrease of 17 million m?® from the 12th Five Year Plan (2011-2015). Specifically, the 13th Five Year Plan included zero quotas
fortimber harvested in natural forests for commercial purposes.” In general, all natural forest species, including Mongolian
oak, birch, and pine, should be considered high-risk.!

Imported Species: More than half of the timber used in Chinese-manufactured wood products is imported®' from nearly 200
countries that span temperate, tropical, and boreal forest estates. Nearly all tropical hardwoods imported into China should
be considered high-risk. Robust third-party certification can be considered as a tool to help mitigate this high-risk, but should
not constitute sufficient due diligence for legality in and of itself. For temperate or boreal timber products, there is also an
elevated risk that China's exported wood products mightinclude high-risk Russian Far East, Romanian or Ukrainian species
which are falsely labeled as originated from North America, Europe or even Chinaitself.'

CITES-listed imported species

Appendix Il

Agarwood (Aquilaria spp., Gyrinops spp.) from
Thailand, Indonesia, Papua New Guinea, Vietnam

Palo santo (Plectrocarpa sarmientoi (syn.Bulnesia
sarmientoi) from Argentina, Paraguay

Ramin (Gonystylus spp.) from Malaysia

Cedar (Cedrela spp.) from Brazil, Peru, Ghana
(plantation)

Ebony (Diospyros spp.) from Madagascar

Rosewood (Dalbergia spp.) from Mozambique,
Tanzania, Mexico, Nicaragua, Guatemala, Belize,
Honduras.

Kevazingo / Bubinga (Guibourtia spp.) from Central
African Republic, Gabon

Afromosia (Pericopsis elata) from Cameroon, Republic
of the Congo, Democratic Republic of the Congo, Cote
d'lvoire, Ghana, Nigeria

African cherry / pygeum (Prunus africana) from
Democratic Republic of the Congo'314151617.18.19

African rosewood (Pterocarpus erinaceus) from Benin,
Burkina Faso, Gambia, Ghana, Guinea, Guinea-Bissau,
Mali, Nigeria, Senegal."

Red sandalwood (Pterocarpus santalinus) from India
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 Mukula (Pterocarpus tinctorius) from Mozambique,
Tanzania, Zambia?

* Mahogany (Swietenia macrophylla) from Brazil, Peru,
Bolivia

* Yew (Taxus spp.)-globalimports
Appendix III
e Ash (Fraxinus mandshurica) from Russian Federation

* Mongolian oak (Quercus mongolica) from Russian
Federation

 Korean pine (Pinus koraiensis) from Russian Federation,
North Korea

The following list based on published reports includes some of the
highest-risk imported species that are likely to be found in Chinese-
made products:

Temperate Hardwoods:

e 0ak?'?2%3?* (Quercus spp.) from the Russian Federation,
Ukraine

* Birch? (Betula spp.) from the Russian Federation
e Ash?¢?7282% (Fraxinus spp.) from the Russian Federation

e Beech®:'*? (Fagus spp.) from the Russian Federation,
Ukraine, Romania




Temperate Softwoods: * Bintangor*’ (Calophyllum spp.) from Papua New

e Pine*3435%3738 (Pinys spp.) from the Russian Federation Guinea, Solomon Islands

e Okoume™°' (Aucoumea klaineana) from Equatorial

* Larch® (Larixspp.) from the Russian Federation ) .
Guinea, Gabon, Republic of the Congo

Tropical Woods: ] 553 o

s , * Sapelli/ Sapele®*** (Entandrophragma cylindricum)
* Teak'* (Tectona grandis) from Myanmar from Cameroon, Democratic Republic of the Congo
e Merbau‘/“>“*" (Intsia spp.) from Papua New Guinea, .

Ipe / Brazilian walnut* (Tabebuia spp.) from Brazil
Solomon Islands, Indonesia

e Jatoba Brazilian cherry®>> (Hymenaea courbaril)

¢ Taun’® (Pometia spp.) from Papua New Guinea, from Brazil

Solomon Islands . )
¢ Cumaru “Brazilian teak™ (Dipteryx spp.) from Peru

China is the destination for roughly two thirds of all tropical logs oninternational markets.*” Chinese importers also source a
high percentage of logs from countries with a full or partial log export restriction in place (15 percent of China's totalimports of
logs between 2010 and 2019 by volume, but 26 percent by value, amounting to $30 billon),*® which poses a risk that processed
products entering the U.S. market could include timberillegally exported from the country of harvest. Historically, China has
largely imported primary materials, with virtually all high-value hardwood tropical species entering in the form of logs. The
proportionalimport of sawnwood and other more partially processed wood products has grown as supplier countries enforce
log export restrictions, taxes, or quotas, and embrace otherincentives to keep value-added processing within their borders.
China's imports of logs from countries with active log export restrictions increased 70 percent from 2070 to 2019, and its
imports of sawnwood from countries with active sawnwood export restrictions increased 150 percent over the same period.*

Alog export restriction (LER) or sawnwood export restriction (SER) signals a need for additional risk assessment and
mitigation actions to ensure that the import of logs or sawnwood from these countries does not violate the specific laws and
regulations of the source country.®

HIGH-RISK IMPORTS: LOG IMPORTS FROM COUNTRIES WHERE ADDITIONAL DUE DILIGENCE
IS NEEDED DUE TO AN ACTIVE LOG EXPORT RESTRICTION®' (2015-2019)
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HIGH-RISK IMPORTS: SAWNWOOD IMPORTS FROM COUNTRIES WHERE ADDITIONAL
DUE DILIGENCE IS NEEDED DUE TO AN ACTIVE SAWNWOOD EXPORT RESTRICTION® (2015-2019)
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CHINA'S TOP SOURCE MARKETS FOR TIMBER PRODUCTS BY IMPORT VALUE (2019)¢
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CHINA'S TOP DESTINATION MARKETS FOR TIMBER PRODUCTS BY EXPORT VALUE (2019)
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I FORESTRY SECTOR

Forested Area: 220 million ha (13.8% protected)®”’°
Deforestation Rate: -0.93%annually (net reforestation)’!
Forest Ownership:’?

* 123 million ha publicly owned (57%)

* 87 million ha privately-owned (43%)

Certified Forests:

* FSC Certification: 1.04 million ha (2019)"

* PEFC Certification: 2.04 million ha (2019) "

Domestic Production:’®

* Logs: 181.70 million m* (2019)

* Wood Fuel: 159.97 million m* (2019)

* Wood Chips: 148.38 million m* (2019)
e Sawnwood: 90.24 millionm? (2019)

* Plywood: 63.86 million m? (2019)

* Fibreboard: 58.83 million m?® (2019)

* Particleboard: 33.89 million m? (2019)

e Double FSC-PEFC Certification: 198 thousand ha (2019)7° e Veneer: 3.03 million m? (2019)

e Paper:277.93 million metric tonnes (2019)

e Pulp:31.13 million metric tonnes (2019)
 Recovered Wood 2.00 million metric tonnes (2019)
e Charcoal: 1.62 million metric tonnes (2019)
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I TIMBER LEGALITY

¢ China's domestic supply of industrial wood has failed to keep up with its industrial manufacturing capacity. To meet this
deficit, China relies on significant volumes of wood product imports. Logging in China's natural forests is prohibited,
and domestic plantation-grown raw material (primarily poplar, eucalyptus, masson pine, and Chinese fir) are generally
considered low-risk.

Overthe past two decades, the Chinese government has introduced a series of strict domestic forest protection
measures. This culminated in a complete ban on commercial logging in natural forestsin 2017.”7 Exemptions for thinning
and maintenance procedures have also decreased. Since the ban, availability of Chinese hardwood species, such as
Mongolian oak and birch, has decreased dramatically,’® and there is limited availability of species from natural forests,
such as oak, birch, pine, and larch.

Plantations supply the majority of domestically produced timber (poplar, eucalyptus, masson pine and Chinese fir).”%&

¢ Many similar temperate natural forest species are found in the Russian Far East, North America (U.S. and Canada),
northern/ eastern Europe and northern China, such as oak. There is a demonstrated risk of laundering high-risk
Russian Far East and Ukrainian species and falsely declaring them as having been harvested in northern Europe, North
America or even China (pre-2017).

There has beenanincrease inimporting these types of hardwood species from other countries, notably the Russian
Federation and Ukraine. This s likely to increase the risk that species will be mis-declared as having been sourced from a
lower-risk country in North America or Europe.?' Thus, there is a high risk of laundering Russian Far East species through
China, particularly pine, larch, oak, ash and birch 828

Preliminary studies in Northeastern China conclude that as the natural forest logging ban restricted processors' access to
localtimber sources, furniture makers have instead switched to timberimported both overland from the Russian Federation,
and via seaport from other markets

¢ The majority of timber used in Chinese-made wood products has been imported from other countries - both from
high- and low-risk sources.

Chinais the world's largest importer of wood products and buys the highest amount of timber from countries at risk forillegal
logging.8>:86:87,88:89,90.91,92,93,94,95,96,97,98,99,100,101102101 Ching has yet to enact mandatory measures blocking illegal timberimports which
means that there is considerable risk of illegal timber being found in processed products such as plywood, joinery and other
furniture products.’ The revised P.R.C. Forest Law came into effect on July 1, 2020. As of October 2021, the implementing
regulations have been drafted, but not released for comment. Because the Law itself contains no clear requirement for
importers to provide evidence of legal timber sourcing, enforcement will not begin untilimplementing regulations are finalized.

Asignificant portion of China's logs and sawnwood imports come from countries with well-documented risks of illegal logging
and which rank high globally for governance challenges and corruption.'® Among China’s major high-risk log suppliers in 2019
were the Russian Federation (accounting for 12.5 percent of the total volume of logs imported by China), Papua New Guinea
(5.4 percent), the Solomon Islands (3.9 percent), Equatorial Guinea (1.1 percent), the Republic of the Congo (1.1 percent),
Cameroon (0.9 percent) and Mozambique (0.7 percent).% The Russian Federation alone comprises 43 percent of logs
imported by China from high-risk countries, by volume, with the above-mentioned seven countries accounting for 87 percent of
logs imported from high-risk countries.%

China sources more than 91 percent of sawnwood imports from the Russian Federation (48.1 percent), the EU + EFTA
Member States (12.7 percent), Canada (12.0 percent), Thailand (9.4 percent), the U.S. (4.3 percent), the Ukraine (2.3
percent), Chile (1.7 percent) and Gabon (1.4 percent).'%

In total, 50 percent of China's total timber product imports are sourced from high-risk countries. This represents a decrease
over adecade’stime, though the absolute volume of imports from countries with governance challenges rose significantly
during this period.'” A more marked shift from higher- to lower-risk source countries occurred in the five years prior, from
2005-2009.'%8
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Timber Legality (continued)

The World Bank lists many as fragile and conflict-affected situations,'” indicating significant challenges for respective
governments to maintain rule of law. Complicity of government officials in corruption in many states compromises the
enforcement of laws and regulations relating to forest protection and management and suggests an increased risk of buying
illegal wood."®

 China does not currently require traceability of wood products through its supply chain. The size and nature of the
processing industry means that timber is regularly mixed from multiple sources with no obligation to trace back along
the supply chain. This may change soon pending the forthcoming implementing regulations for China's 2019 Forest Law,
or further National Forest and Grasslands Administration (NFGA) departmental rules based on the 2019 Forest Law.

Currently, there is no mandatory, robust Chain-of-Custody system that would trace wood material sourced in producer
countries and processed into finished product within China. There are a large number of wood processing factories in China
(more than 100,000) and many are operated by Smalland Medium Enterprises (SMEs) specialized in a single stage of
production." Timber imported from multiple countries is often mixed during processing, and the components making up a
single product typically change ownership many times before being exported, with little or no traceability between stages.''?'"
An initial survey of Chinese importers of African timber, for example, found that little progress has been made to shift towards
legalsourcing. Less than half of all surveyed importers, for example, could easily identify the country or countries from which
they imported timber. Only 14 percent of respondents were aware of whether they were importing Convention on International
Trade in Endangered Species of Wild Fauna and Flora (CITES) -listed species, and less than a quarter of companies had
dedicated staff for supply chain transparency, due diligence, and/or corporate social responsibility (CSR) .

This means that even where a certificate or document verifying the legality of the timber product is available, there is a risk
that it may not verify the legality of the actual timber being purchased.">" In the absence of mandatory, enforceable
legislation, however, there are few better solutionsin China to trace illegal timberimports.

Qver the past ten years China has also developed several voluntary standards for verifying timber legality, purportedly as a
stepwise approach towards eventual mandatory legislation.'”1"%"? The China Timber Legality Verification System (2011)
designated both government- and industry association-led pathways for demonstrating legality. The China Legality
Verification Standard, developed in 2015, introduced a due diligence element; later, the China National Forest Product
Industry Association (CNFPIA) developed a separate standard applicable to their member companies. While these tools
have improved capacity within Chinese industry, they remain voluntary, with no consequences for non-compliance.'?%'?'

Despite the reduced risk of illegal timber harvesting for domestic Chinese plantation timber, the mixing of legally- and
illegally-sourced timber from different sources during processing suggests an elevated risk of illegality for a wide range
of manufactured products.

e Enforcement actions in the EU and U.S. have demonstrated the risk of illegal timber, laundering and species mis-
declaration on products manufactured in China.

Inthe U.S., Lumber Liquidators, Inc. was sentenced in 2016 under the Lacey Act forillegal importation of wood that had been
illegally logged in the Russian Far East, manufactured into flooring in China, and then shipped to the U.S. under false
declarations of origin.'?

The government of the United Kingdom (UK) conducted an enforcement project on plywood sourced from China in 2015,
noting that plywood is potentially high-risk, “"due to long supply chains and the species used in production, being derived from
illegally logged sources, notably Africa."'? Of 13 products tested, 9 did not match the declaration supplied by each company
regarding the species contained within the plywood, which suggests a heightened risk for illegal timber entering a supply
chain.'?

Enforcement officials and the private sectorin the U.S. and EU are increasingly aware of these risks. According to surveys of
government agencies about enforcement activities from October 2015 to September 2016, China was the most frequently
identified source country implicated in non-compliance actions (such as corrective action requirements, injunctions, and/or
financial penalties). China was also the source country most frequently cited as being affected by changed buyer behavior
among operators and/or traders related to perceived due diligence risk.'?*'2 These market requirements have put pressure on
Chinese exporters, prompting some industry associations to develop tools for members to ensure legal sourcing and supply
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Timber Legality (continued)

chain tracking.'” An additional survey involving detailed interviews conducted in 2020 with 72 EU Timber Regulation (EUTR)
operators across five EU Member States and the UK (34 of which were sourcing from China), shed light on the types of
changes that operators have made since the EUTR came into force. China was specifically referenced as a country that
operators had stopped sourcing from since the EUTR came into effect. Twenty companies reported undertaking risk
mitigation measures on timber sourced from China in 2019. Many noted concerns with laundering of high-risk species from
tropical forested countries, with several companies highlighting that there is "no way to ensure credible Due Diligence".'?®

I REPORTS & ADDITIONAL RESOURCES

Alist of relevant reports and additional online tools to complement this country report are also available at the IDAT Risk

Key Reading:

* Environmental Investigation Agency. 2013. “Liquidating the Forests: Hardwood Flooring, Organized Crime, and the
World's Last Siberian Tigers.” Environmental Investigation Agency.

* Pillet, Nicholas and Michael Sawyer. 2015. "EUTR: Plywood imported from China.” United Kingdom National
Measurement Office.

¢ United Nations Environment World Conservation Monitoring Centre. 2018. "People’s Republic of China - Country
Overview to Aid Implementation of the EUTR.” United Nations Environment World Conservation Monitoring Centre.

* Global Witness. 2018. "A Major Liability: Illegal logging in Papua New Guinea threatens China's timber sector and global
reputation.” Global Witness.

IMETHODOLOGY & TERMINOLOGY NOTES

@ Risk scores reflect Preferred by Nature's Timber Risk Assessment which measures the risk of illegality occurring in 21
areas of law relevant to timber legality, as well as Forest Trends' national governance scores which provides an average
relative governance and corruption risk score for 211 countries globally. Preferred by Nature's scores have been flipped to
ensure compatibility with Forest Trends' national governance scores, where higher scores are associated with greater
governance and corruption challenges. An average of both the Preferred by Nature and Forest Trends scores has been
calculated for 66 countries where both are available as of 2021. For all other countries, the risk score reflects Forest
Trends' national governance scores. Countries scoring less than 25 are considered “Lower-Risk,"” countries scoring
between 25 and 50 are "Medium-Risk"” and countries scoring above 50 are "Higher-Risk." It isimportant to note that it is
possible to source illegal wood from a well-governed, "Lower-Risk" state and it is also possible to source legal wood from
a "Higher-Risk"” country. As such, the risk scores can only give an indication of the likely level of illegal logging in a country
and ultimately speaks to the risk that corruption and poor governance undermines rule of law in the forest sector.

o

In principle, exports of logs or sawnwood are not encouraged. The Ministry of Commerce (MofCOM) and General
Administration of Customs (Customs) publish a catalogue of “commodities subject to export license” each year. For the
2020 catalogue, sawnwood is included as well as 42 other product categories. Sawnwood exporters need to apply to
MofCOM ora local competent commerce authority entrusted by MofCOM to obtain export licenses. Exporters are also
required to obtain certificates stating that the volume of export is within quota.

¢ China's revised Forest Law (2019) states that "Timber trading and processing enterprises shall establish ledgers to record
input and output of raw materials and products. No entity or individual may purchase, process, or transport timber that is
clearly known to be felled piratically, indiscriminately, orillegally.” (Article 65; unofficial translation). Implementing
regulations, expected in 2022, may clarify whether and how this provision applies to imports.

a

The term "forest products” is used to refer to timber products (including furniture) plus pulp and paper. It covers products
classified in the Combined Nomenclature under Chapters 44, 47, 48 and furniture products under Chapter 94. While the
term “forest products” is often used more broadly to cover non-timber and non-wood products such as mushrooms,
botanicals, and wildlife, “forest products"”is used to refer to timber products plus pulp and paper in this dashboard.
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¢ Except where otherwise specified, all trade statistics and chart data is sourced from the General Administration of
Customs, P.R. China, compiled and analyzed by Forest Trends.

" Regulated markets reflect countries and jurisdictions that have developed operational measures to restrict the import of
illegal timber. As of 2021, this included the U.S., Member States of the European Union (as well as Iceland, Liechtenstein,
Norway, the United Kingdom, and Switzerland), Australia, Canada, Colombia, Indonesia, Japan, Malaysia, South Korea,
and Vietnam. Some measures are more comprehensive in scope, implementation, and enforcement than others.

«

According to official data, in 2018, China's total wood product supply was 387 million m3 RWE. Of this, 84 million m3 RWE
was national (domestic) timber output, and 303 million m®* RWE was imported forest products.

=

All range States of this species have been referred to the CITES Standing Committee (the technical body of CITES
responsible for the implementation of the Convention) for further consideration based on documented, widespread and
pervasive illegal trade. The species/ country combinations that have been included in the Review of Significant Trade (the
process that ensures trade is both sustainable and legal) include Benin, Burkina Faso, Gambia, Ghana, Guinea-Bissau,
Mali, Nigeria, Sierra Leone due to unsustainable levels of international trade. Trade in this species should be subject to
increased risk assessment / due diligence as there is a high likelihood that there will be zero export quotas for all range
states set by the Conference of the Parties in November 2022. Current zero export quota for all specimens from Nigeria.

Species in Appendix Il are listed unilaterally by a country (not by a vote by all Parties) to gaininternational cooperationin
controlling trade in their native species and are not subject to the same controls as those in Appendix Il. For example, the
Russian Federation listed Fraxinus mandshurica, Quercus mongolica (both in 2014) and Pinus koraiensis (2010) on
Appendix Il - these species need CITES export permits from the Russian CITES Management Authority when exported
from the Russian Federation, but only need certificates of origin if exported from another range State or another Party. If
Fraxinus mandshurica is exported from Japan or China where it is also native it would only need certificates of origin, and
nota CITES export permit.

Allreferences to "EU + EFTA" signify the 27 Member States of the European Union, as well as the United Kingdom, Iceland,
Liechtenstein, Norway and Switzerland.

=~

Much of the published evidence for laundering Russian Far East timber as having been harvested in China, is dated prior
to China's commercial logging banin natural forests (2017). Following the 2017 ban, any shipments of temperate natural
forest species harvested within China should be demonstrably plantation-grown and within the export quotas for logs
and sawnwood.
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