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ABSTRACT

Forest utilization contracts, or forest oonocessions as they are more commonly

. ealled, play an important part in forest management in many developing countries. The
nature of suoh contraots and the policy, economic and legal problems aseociated with
these are examined. Recommendations for a sound basis for utilization oontracts are
put forward as guidelines for governments and foreet administrations,

The various vategories of publioly owned forest land are deecribed and the legal
bapie on which utilization ocontracts may be granted are discussed, Other alternatives
for making use of forest rescurces, their advantages and disadvantages are given.

Aspects of exploration contramets, timber harvesting contracts and forest manage-
ment oontracts, inoluding problems of short— and long-term agreements are investigated.
The objectiona to granting long-term contracts and their effeot on the intereste of
the looal population and established forest industries are disoussed. Then follows a
ooneideration of the duration and size of contraets. :

The main requirements oonoerning looal processing of the raw material, minimum
and maximum annual exploitation volume, road construetion, felling restricticns and
utilization standards to safeguard the interests of the foreat owner are explained,
The nacessary provisions for forest management such as the preparation of a management
plan, measures of forest protection and responmibility for silvicultural praoctices are
reviewed. The various types of foreast fees and the methoda of assessment are dee—
oribed.

The measures of control and supervision ito be exercised by the forest owner and
the penalties and manotions that may be applied are discuseed, and also the process of
arbitration in case of disagreement between the parties.

The preconditions for granting a long-term contract and the problems of prepara-~
tion and negotiation are enumerated, The special incentives which a government may
offer to foreign investors in order to attract international capital for forest in-
dustry development are set out.

Finally, & liet is given of the more important clauses or provisions to be in-
oluded in a contract or in genmeral forest legislation aimed at esafeguarding the in-
terests of both parties to the contract. Various appendices show typical examples of
long—term utilization contracts, and & list of literature and relevant legislation is
given,

The second edition of the Handbook containe the original text presented in 1971,
and a review updating problems and trende in national allocation policies more recently
experienced in the humid tropics.
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The importance of forest utilization contracts as a major element of national wood uti=
lization policies in developing countriea is illustrated by the fact that in the humid tro-—
pics alone approximately 100 million has. of forest land have been leased to industiry for
timber harvesting during the last two decades. Moreover, it is our understanding that the
lease of a further 20-25 million has. is being considered or ie actually on offer by govern—
ments.

This Handbook, which examines the legal and economic nature of forest utilization con—
tracts, was first published in 1971. It has found wide acceptance in many developing coun—
tries and has been recognized as & valuable guide in the work of national institutions and
international consultations. In 1976, a review was made of the problems related to the
granting of timber utilization contracts and forest concessions, which confirmed that the
previous analysis of the nature of utilization contracts and of their role as instruments
for national policies on forest resource allocation is still valid, This validity applies
2lso to the checklist of cleauses and provisions for long-term utilization contracts, Accord-—
ingly, no major amendments have been made in this edition,

During the last five years, many countries have shown their determination to exercise a
more rewarding control over the utilization of their forest resources by improving the legal
framework of timber harvesting agreements. In addition, new struotures for regional or sub-
regional cooperation among the major producers of itropical timber have emerged, which will
allow an exchange of valuable information with regard to timber harvesting conditions, Such
ef forte should of course be seen in the broader context of the objectives of the New Inter—
national Economic Order, and should enable the developing countries to meke a better use of
their natural resources in their drive for national development,

The evolution that has teken place in the issuing of forest utilization coniracts hasa
aleo ghown that many of the problems related to this form of resource allocation have yet to
be solved. There has been a tendency among policy-makers to conaider timber utilization
contracte merely as & legal or contractual issue. But concession-granting is intimately
linked with central foreet policy problems and resource management concepts. 3Such aspects
as land-use classification, inventories, management planas, and the planning of wecod-process—
ing industries, which in fact determine the scope of a particular wtilization contract, have
not been sufficiently examined in the past. This-is precisely the reason for the failure of
many new concesseions to contribute to the long—term economic and social development of the
countries in which they have been granteds On the other hand, professional foresters have
not always fully realized that management of timber resources in developing countries means,
above all, implementation of timber allocation policies.

In some cases problems have arisen with respect to the assessment of timber fees, royal-
ties, or production-related forest taxes. Often, these have been conasidered as mere devices
for revemie collection and not as payments for the raw material made available to concession-
naires. Fortunately this situation is rapidly changing and many countries are adopting more
rational forest revenue assessment systems that are based, generally, on & simplified ap~
praisal a2nd evaluation of the wood raw material available in the ooncessions. The develop-~
ment of technically and economically sound stumpage evaluation procedures and the formulation
of an active price policy for high quality tropical timber will undoubtedly become an import-—
ant element in future forest concession contracis.

One of the main obstacles to the implementation of newly defined national concession
policies is the chronic weakness of many public forest adminiestrations: The operational funds
are scarce, professional and technical staff are in short supply, and the organizational stiruc-—
tures are outmoded and inappropriate. A major effort will therefore have to be made to
strengthen the national forest services in order to build up competent resource-managing
agencies capable of implementing national timber allocation proocedures.
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This second edition of the Handbook on Forest Utilization Contracts on Public Land in-
cludes the full text preeented in 1971 to which has been added a supplement which reviews
the problems more recently experienced in granting utilization contracts in the humid tropics.

In presenting this new version of the Handbook, the Forestry Department of FAO wishes
to stress that substantive work on forest utilization contracts and appropriate methode for
agsessing forest taxes and fees, as well as advice on these matters requested by individual
countries, will remain an important activity in its forest resources development programme.

K.F.5. King
Assistant Director—General
Forestry Department
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INTRODUCTION.

In most developing countries, the foreste are largely or even exclusively under public
ownership = whether they are state forests or belong to communal institutions or other
public agencies. They often cover the major part of the total land surface of a countiry
and contain epecies that are or may be in demand in world markets; yet these forests with
their existing industry rarely contribute nearly as much to the Gross National Product as
would be expected of so important a resource. 5o in a country with areas of unexploited or
partly exploited forests, particularly in the tropical high forest or the tropical coni=-
ferous forest zone, the responsible authorities may be under considersble pressure to expand
rapidly the rate of utilization of this resource.

In theee circumstances, the govermment has first to define its wood disposal policy.
Three alternative ways in which the wtilization of the forest resources could bs organized
may be considered: first, the raw material may be utilised by the government itself in con—
version unite owned by the state or other public agency or in industries established as
joint ventures through some form of association with private capital; second, government
may dispose of the forest land and with it of the standing timber by grant or sale; third,
the government may dispose of the standing timber only and keep the ownership of the land
itself.

The third solution. is the one most commonly adopted and-may be cerried out either through
sales of wood felled and graded at stump or roadaside, through sales of standing trees or
through the grant of timber harvesting rights, under what can be called forest utilization
contracte 1/. While the sale of wood at roadside, and to a lesser extent the sale of stand-
ing irees, requires & considerable activity in logging, road construction and forest manage—
ment on the part of the forest authority, utilization oontracts involve the authority in much
lese technical work of this kind. Inadequate infrastructure, the lack of a sufficient number
of technicians and professional foresiers, the lack of a well-gtaffed national forest servioe
and the considerable probleme of logglng, road construction =nd marketing offer the explena~
tion for the faect that in developing countries the most common Bolution for forest resource
allocation hes been the granting of utilization contracts. They exist in different forms
and vary as to duration, sige and conditions. Basically, three types of contract - forest
exploration, timber hervesting and forest management contracts = can be distinguished.

Whila such contracts, which transfer the remponsibility for most or all forsst operas.
tions to a private company, are a comparatively sasy method of organizing the utilization of
foresat resources, they do not free the government from all responsibility. It is necessary
{0 determine appropriate provisions of forest legislation and of the individual amgreements
governing the rights and obligations of the contracting company which will lead to the ime
plementetion of the national wood disposal policy and safeguard forest production in the
future. The government must also arrange for the inspection and supervieion of all opera~
tions of the company to ensure that the nation retains its full ownership of the land and
receives its due share of the forest wealth. A national forest service able to undertake
this task is therefore absolutely necessary.

A policy 1o enter into foresit contracts has always to be seen in the context of the
whole economic and social development of the country, and responsible suthorities, espe—
cially the state forest service, should be concerned not only with technical problems, but
also with the integration of forestry into the general economic and social planning of the
netion. The forests of 2 country are not only & source of raw material for industry; they
are essentially part of the human environment., FPeople live in them and make their living
there. They eoxercise a protective function against erosion and floods, and they are the
babitat of animals, birds and plants (other than trees) which may have a value as great or
even greater than the trees themselves. All these factors must be considered and appro-
priately covered in the provisions of z utilization contract. Any forest contract, es-
pecially if it involves a large area, may considerably affect the interests of the local
population, of existing forest industries and of other third parties. The responsible

l[ Or "forest concessions'; ag they are known in & number of countries.



-2-‘

authorities mﬁpt recognise the poasibility of disagreement betwsen these groups and the con=
tractor, and take measures to ensure that these do not jeopardize the aims of the ocontramct,

In the last two decades, long-term utilization contracts have gaired considerable im=
portance in meny developing countries. It is gemerally feli, and with good reason, that
such coniraotn may be an importent way of bringing inte use the forest wealth of a ocountry
and expanding wood proocessing. New forest industiries may be atiracted, since such oontraocts
offer to national or international investors security of raw materisl supply by granting
timber harveating rights over fairly large arear of forest for a considerable pericd of timee.

With the benefits to national development that ocan flow from the establishment cr ex—
pansion of an industiry for whioh a forest contract is to be granted, there may be the temp-
tation to setile for fairly easy terms in order to get an opsration going without delay.
Yot, bacause of the long-term and far-reaching effeota of a utilization contract, it must be
carefully and skilfully negotiated. It should be recognised that forests are becoming more
valuable in the judgement of international and national forest indusiries, and, therefors,
ovnera of public forest land may be able to make more favourable contracts than past exm
perience might suggesat.

Naegotiating and drawing up forest utilization contracts carriss the heavy responsibility
of ansuring that they are compatible with medium— and long-term management plans for the
foreat seotor as a wholej that the provisions of the agreemenis are in line with the long=
term development interests of the nation and that adequats institutional and staffing ar=
rangementa are made for the control of the execution of the contract. Unforturately, exm
porienced negotiators with business acumen to matoh that of the company representatives are
scaroe. Purthermore, by the time they gain that experience, most of the forest areas may
have besn granted, and an area onoce granted to a partioular company ocannot normally be re=-
let until the end of the contract, even if a more advantageous offer to the country should
become available.

This situation has caused the Food and Agrioulture Organization of the United Natlions
to be deeply ooncerned with the prcblems of forest utilization contracts. Through ita posie
tion of being able to meke an objective and global view of the trends in the development of
forestry and forest industries, and with its ability to reoruit gtaff with a wide range of
exparience, FAQ has been able to study a number of aotual contracts and, when requeated,
give advice on genaral or specifio points. A substantial part of FAO'a efforts in this
field has heen the preparation of the present handbook which is intended t¢ give governments
and forest administratioms of developing nations the information necessary for solving the
major problems of forest utilization contracis.

In the first part of the handbook, the nature of forest contracts is examinad and the
various categories of publio foraest land on which they may be granted are desoribed. The
alternativea which are opsn to a government for organizing the utillzation of the national
foreet resources and their relative merits are diacussed. It ie explained why forest utim=
lization contracta form an important element of any wood disposal policy, why certain typas
of contracts,; e.g. short=term timber harvesting contracts, should be consldered as & tem=
porary expedient, and why long-term contracts may be an efficient method of wood disposal
and thua bscome an accepted form of forest organization, provided that the interesta of the
nation are safeguarded by appropriate olauses of the agreement. It ie shown that it may
be in a government's intersst 10 use several methods of wood disposal and to adapt the
conditions of contracts to the particular aims of forest management, the type of industrial
operator concerned, the legal status of the land and the type of forest. 1In the last
chapter of this part, the handbook examines tha major problems of legislation related to
utilization contracts,

The second part of the handbook is particularly concerned with long-term forest com=
tracts granted for 20 to 30 yesrs. The various aime which a govermment may achieve by thiw
type of contract are discussed. The major matiers to ba included in a long=term agreement
are considered. This part examines alsc the various fees whioh the grantees may have to
pay and methods of asmessing them. HMeazeures of supervision and oontrol, end penalties and




sanctions t0 ensure that the grantee will implement his obligations and responsibilities and
oomply with the clauses of the contract are mentioned. The last ohapter discusses the.

various inoentives that may be offered t0 invest international oapital in forest industria-
lization.

The third pari of the handbook gives a list of the main conditions, requirements and
provieions which should be inocluded in long-term agresments or in legislation on forest
utilization oontracts.

The Appendices give three itypical examples of long-term agreementc.



PART 1

GENERAL PROBLEMS OF FOREST UTILIZATION CONTRACTS

Chapter 1

THE STATUS OF FOREST LAND AND THE ALLOCATION OF FOHEST RESOURCES

Because of their physical characteristics, trees are generally viewsd as bearing a
dual legzl character. While standing, they are treated in most legal systems as part of
the land. However, once separated from the land they assume a separate legal identity.
Thus a resource forest may be allocated by virtue of the land ownership = whoever owns the
land owns the reaources growing on it, whether that person be a private individual, a com=
wunal organization or the state. On the other hand, land ownership may be left untouched
in the process of disposing of the forest resources, the disposal being only of the right
to use the resocurces as distinct from the rights of ownership of the land itself or rights
over the minerals lying under that land. It is in this latter type of asitustion, where
the state or other public body is the owner of the land, that the forest utilization con=
tract appliess A further type of allocation also exists, similar to forest utilization
contracts, in that it involves only rights to the utilization of forest produce and not the
land itself, but different in that these rights of use do not derive from a special contract,
but {rom customary rights that have grown up separately.

The first chapter then will attempt to place forest utilization contracts in perspec—
tive by discussing the general aspects of forest ownership, the legal status of land to be
granted in such contracte and the customary rights of usage which may continue o0 exdst in
the granted arsa.

1.1. THE OWNERSHIP OF FOREST LAND

In the countries with a long hiatory of forestry development, as for example most
of the European countries, the ownership of land, including forest land, is normally
well established. But in other parts of the world, in large areas of the tropics for
example, who owns the foreats and what are the limits of usage over them has often not:
yet been inequivocally determined.

The ownership of forest land and the rights of usage over it are settled = in so
far as they are determined — by general land tenure and foresiry laws. A large pro=-
portion of these laws may bs put into one or other of the following three categories l/é

i, Legislation based on English law, as for instance in Canada, Guyana, Sierra
Leona, Ghana, Nigeria, Cameroon zwestarn part), Kenya, Tanzania, Uganda,
Burma, Malaysia and Australia.

ii. Legislation based on French law, as in Ivory Coast, Dahomey, Gabom, Congo
Brazzavills, Senegal and the Central African Hepublic.

iii. Legislation based on Iberian law traditions as in Latin Americas;

1/ Legislation based on the Koranio tradition is not considered in this context.
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lel.l State forest land based on traditional ownershiv

In the early stages of development, modern western oonoepis of land tenure were
often not applicable to the use of agricultural and forest lands. Where land waa
abundant and shifting oultivation and nomadioc graring were practised,the ooncern
was more with rights of temporary usage over land than with rights of permanent
ownerahip. Forest lands in particular were thought of as peculiarly unsuitable for
private and permanent ownership. Such formal title to forest lands as existed was
therefore often confined to the general ownership by the state or the head of the
state of all lande which were not yet under private ownership = "terres vacantes e%
sans maitre"” as they are called in the French legal code. Thia general ocwymarship.
by the state was_subject $o customary rights of usage over particular landg by the
local population, such as the rights to olear the land for agricultural purposes
or the Tight to out trees for firewood or for construction 1/,

According to the tradition of English law,the general ownership by the head of
state, the Crown, over vacant lands,and in this context foreats lands stemmed from
the feudal system of land tenurs, Under this system all land belonged to the Crown
and portions of it were parcelled cut — or rather the use of these lands was par-
celled out - to feudal overlords whe in turn would parcel out land to sub~tenants
and so on down the feudal chain gyﬂ Whare no grant was made by the Crown_ these
lands remained "Crown Lands" as they are called. Although some foreat landms were
alienated by the Crown, many of them remained as Crown Lands and were reserved for
the "delight and pleasure” of the King, and usually for hunting j/. The English
gystem of land tenure has been paseed on to many countries through ithe former
British administrations.

French—gpeaking and Spanish-speaking ocuntiries bhave a gimilar tradition whioch
Tecognises the right of owneraehip by the state of all unappropriated lands. TForest
lands tend to fall into thia category more often than land that is easily cultiwvated.

In many countries the title of the astates to such lands has been oconfirmed by
legislation. The French dearee of 1935 relating to Frenoh West Africa, as it then
wag,is an examples, Article 1 of the decres reada:s "Les fordts vacantes et sanas
naltre en Afrique ocnidentale frangaise, ainsi que les perimdires de reboisement
d8finie % l'article 6 appartiennent a 1'Etat" AA The deoree on forsatry of the
former French (uiana seems to go further in declaring all foreat to bes "{erras
vacantea ot sans maltre"™ and as such the property of the atate jbﬂ

1/ Jassogne, in his work on forestry in the former Belglan Congo, desoribed
rights over forest lands thers as being based on the two principles of "Le
respeot das ocoupations indighnes en vue du libre exeroioce des droits oou-
tumlers et le droit de 1'Etat aux terres vacantes en verim du prinoiple
généralement admis que les biens sans mattre appartiennent 4 1'Etat".
Jassogne (56): Ltexploitation forestidre au Congo Belge. p. 109.
Customary rights will be disoussed later in wore dstail.

2/ Gordon (46)t "The Law of Forestry™. p. 9.

Manwood t "Forest Laws". p. 143. Quoted in Gordon op. cit. p. 66.

K

"Décret réglémentant le rédgime foreatier de 1'Afrique Ocoidentale Frangaise".
4 July 1935, Art. 1. A oconslderable part of the praesent foreat legislation

of the French-speaking countries of Weat Africa derives from this legal
dacree.

5/ "Dans le territoire autonome de l'Inini (French Guiana), lea for3is sont con-
sidérées comme bienz vacants et sans maltre ot font de ce fait partie du
domaine de 1*Etat". Decree on Forestry (188), Artiole 1.
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Normally, this kind of legislation doces not exelude the exercise of ocustomary
righte by loosl populations.

Similar legislation is to be found in mome oountries of Central and South
America, deolaring state ownership over "Tierras Bald{as" - uncultivated lands -
of which unappropriated forest lands form part. 1/,

1.1.2 Appropriation of forest lands.

In some oountries,the government is suthorised %o appropriate forest lands
vwhich are of partiocular importance because of their proteotive funoction or as a
source of raw material, and to settle, change or abolish private or communal righis
of ownerahip, or usage over those lands, with or without compensation. These
spedial stets forest reserves are referred to in English-speaking oountries under
terme puch as "Crown foresit", "Demaroated foresis", "National foreets", and
"Forest Heserves"; in Frenoh-—spesking ocountries as "ForBts olasedes", and in
Latin Amerioan ocountries ass "Hessrvas Foreatmiea", "Bosquee Nacionales" or
"Boeques Estatales".

1.1.3 Priwate (non-state) ownership.

In many ocountriesy however, a proportion of the forest land has found its way
into private hands ams the pressure for land and raw materials increased. The lands
may pass into private or commwnity ownerehip by grant from the state whether for
‘monetary considerations or as oompensation for the abolitlion of oustomary righte
of usage in public forest reserves or by legal recognition of owmership claims put
forward by individuals, oommunal or tribal organisatliona. The recognition of
ownership olaims over forest lands based on anolent ocustomary land lawa hag been
of particular importanoce in the BEnglish-speaking countriss of West Afrisa. In
Nigeria, for example, large forest areas are owned not by the etate or central
governments but by looal tribal organisations, the "Native Authority CounoilsY.
Most of these forests have now been declared "Native Authority Reserves”. Tribal
rights over forest land have also been recognised in Chana 2/,

1.2 THE LEGAL STATUS OF FORBST LAND

1.2.1 Unolasgified forest lands.

Where forest management is still in an early stage it is normal to find that
no decision, or at least no deoision having the force of law,has been made as to
which lands should be kept permanently under forest and which might eventuslly
be turned over to other uses. This of course does not mean that such forests are
outaide the provisions of the foresiry laws. But the protection afforded by those
lawe may be less than that accorded to foreste which have heen expressly deolared
permanent forest esiatee or reserved forest areas.

1.2.2 Permanent foresi estates,

The permanent forest estate of a country is mzde up of areas that have been
deolered by law or deoree as those that should remsin permanently under forest

1/ For the expression "Baldfo™ see for example the Artioles 1 and 2 of the 1aw on
land tenure (183)in Colombis. Equally Section 111 "De la administracién y
exploiacidén de los bosques en terrencs baldioe", Ariiole 12-14 of the
Venezuela forest law of 1955 (203.

2/ A detailed description of the different forms of land tenure in Ghane and
Bigeria is given by Uordon and Douglas in "The Law of Forestry" (46),
PP. 422-446
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cover. The declaration may be made with respect %o sll forest land, regardleas of
whather 1t is state or non-state owned. But the nucleus of a permanent forest
estate usually consists of speolal state forests: which,because of thelr atate
ownershlp, can be proteoted and managed more efficiently than othera. To these

nay be added foreat areazs owned by communitiea, tribal organisations or public
agenoies and,finally, even under private ownership. Any deolaration of lands as
permanent forest should of oourse be based on detailed techrnical, soocial and
aoonomio atudies and land use surveys.

The desimation of a permanent forest eatate is one of the most imporiant
steps to be taken In the early stages of forest management. The objeot of doing
this ias to engure that the country has sufficiently large and well-distributed areag
of foreats, in which major management efforis must be concentrated, and it is herse
that long term utilieation ocontracts, whieh may be an important faotor in ensuring
a continuous supply of raw material for the country, will normally be granted.

1l.2.3 Proteotion forests.

Parts of the forest area that are of particular importance because of their
proteotive functions may be deolared by act, order or cther legislative or ad-
ministrative deoree "proteoticn forests". This declaration may have certain
legal implications, notably that the areas may have to-be maintained under forest
covery oertain agtivities suoh as olear ocutting or burning of branches and tops
mey be prohibited, and obligmntions to plant bare land may be laid on the owner.
Where forests cf this category are inoluded in a wutilisation contract, special
provisions for logging, road construotion and reforestation will be necessary.
In areas such as national parks,felling operations may be partially or completely
prohibited.

1.2.4 Land not to be kept permanently under forest covar.

1.3

This is land which sometimes on the basis of land use surveys has been pro-—
posed for uses other than forestry, generally some form of farmings The fact that
such land will eventually be cleared should mot,however, exclude the application
of provisiona of forestry regulations while it still remsins umder forest cover.

It is important that the disposal of the standing timber in these areas, frequently

a large volume of valuable raw material, should be planned and carried out well in
advance of the ohange in land use. Where very large areas are to be cleared,ths
quantity of raw materlal may warramt granting to private industry a forest utilis=—
ation contract. In this case a special condition for salvage logging may be required.

RICGHTS OF USAGE AND EXPLOITATION OF FOREST RESCURCES ON PUBLIC LANDS

Rights to use or exploit the forest resources normally go with the ownership
of the land. In certain cases, however, these rights may be enjoyed separately
from the ownership of the land. It is these separated rights of usage that will
be disocussed in the following seotions

Traydfils Customary righis.

In many countries, the forest is the source of livelihood for a large part of
the local population, It may be of importance for hunting, for collecting wild
fruits, fungi, reots, honey and other products from the forest,and for wood supply
for oonstruotion or fuel. The forest ares may also be used for grazing and shifting
ocoultivation in a subsistence sconomy. These activities exercised by the local
population are usually called "customary rights", It is beyond the scope of this

study to examine in detail customary rights and their impact on forestry l/-

1/ An introduction to the general aspeots of customary land law in Africa has
been prepared by FAO (30).
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They are,however, menticned since they may oocur on land which hae been or is tc be
the subject of utilisation contractis and may interfere with the operations of the
oontracting company.

The characteristie feature of customary rights is that they are usually not
determined by legislation and arse exercised om land which is owned or controlled
by the state or other public agencies. The looal population may, without any
formally expressed legal right to do so, exercise the various activities '"de facto™®
simply beoause of its need for subsistence. The rights may,on the otbher hand, be
exercised within & well-defined framework of unwrittem tribal lawe and customs 1/
In many countries, and partiocularly in Afrieca, ocuetomary Trights of both kinds have
been formalised by legislation, and the use of forest land for farming or grazing
has been legally recopnised after "sguaiters" have oocupied the land for a certain
pericd.

Customary rights may not be exercisable to the serme degree on the different
oatepories of forest land. They are usually 111 defined and little comitrolled
in those foreste whioch have not yet been designated am forest reserves, Where,
however,certain zones have been classified and demaroated as part of the permanent
forest estate,the rights of the looal population are get outl in detsil and re-~
Biricted in quantity and quality. The exercise of these rights must be stirictly
oontrolled by the nesiional forest service and epeciml permite may be required.
Ultimately, customary rights may be oompletely abolished in the special state
forests either with compensation, for instanoce by the designation of special ocom-
muniity forests, or wiithout compensation. (m land whioch has been olaesified legally
as forest, but not declared as a speocial state forest,customary rights may be
axercised more freely but should be restricted to those aotivities which are not
harmful to the forest vcver.

Forest utilization contracts pometimes include land over which the loocal
population is mstill exercising oustomary rights. These cannct juet be ignored,
aince they are based, as pointed out, on strong unwritten traditions and in many
cases are absolutely neceseary for the people's existence. Therefore,legieletion
oonoerned with such ocontracts usually provides that these Tights must be respected
by the oontracting company. The continuatior of these rights may however,lead to
oomPlications and to s olash between the interests of the grantee and the loocsal
population. Thia is partioularly likely 1o ocour if shifting cultivation is
praotised to a msjor extent. The problems whioh may arime from such a conflict
are discussed in the aeocond part of this study. In any event, is is important that
both parties to a ocontract are well mware of the impaot of oustomary righte on the
exscution of the ocontract.

Classification of customery rights.

Customary rights oover a wide range of activities which have different impacts
on the foresi iteelf and it will be useful to enumerate the major groups of rights
which may have to be respected by the grantee or which mey interfere with the
utilisation contract 2/t

]/ The Juridical basis ¢f customary land laws and righte is partioularly strong
in most African oountriea, where it has continued to exist parallel and
subsidiary to the oonoept of Buropsan law traditions introduced during the
19th and early 20th century. Ses "Customary Land lLaw in Afrioca" (67) pp.1-10.

2/ This enumeration is based om the list of customary righis which is given in
a speciul study of FAQD ; "Forest Reservation Pclioies and Righte of Usage

in Africa" (30 ,ppo4—5|
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i,

ii.

iii.

iv.

¥

The right to out and uss logs, nosts and firaewood, including cheroosl
burning. This right is usually restrictsd to the cuiting of trees for
own oonBumption and does not include exploitation on B commercial soale.

4 speoial permit for logging and extraotion, issued by the forest service,
may be reguired.¥When exsrcised in the area of the utilisation oontract,
ite worst interference with the Rrautee's interest will be if logs of
high oommercial value are cut and used for firewood or low value purposes.

The right to oolleot forest produce sush as ucderwood, branches, tree tops,
bark, cautohouo, latex, gum, resin, fruits, nute,and sc¢ on. This right
does not usually interfere meriously with the intereste of the grantee.

An exoception may cocur for instance in pine forssts where the losasl po-
palation extracts the resin, Fruit-bearing treee or trses that yield a
speoial produce, such az cautchouo, latex, gum, are usually protected in

the intereste of the local popuwlatica by a ban on cutiing.

The right to uae fire for shiftiing oultivation, for huniing, or to gain new

grazing areas. This right may proveks very dangersus ripks ¢f starting un-
ocenirolluble forest fires.

The right to use forest land for farming purposss - for permanent agri-
oulture, shifting oultivation or grazing. This right mey confliot
seriously with the interests of the grantee. It constitutes a problem
whick bhas to he seen and solved in the ocniext of overall land.use
planning and eoonomic development.

The right to oconstruot permanert o: tewmporary dwellings, ocampz, stables:
This right in itselsf does not oonfliot much with the interests of the
grantes, but it may lead to other diffioultiss such me new shifting
oultivation or the extension of grazing arezs.

Righis of hunting end filahing, righte cf way, rights to draw water Ifrom
rivers and wells, rights to usc minor forest produoe cther than trees,
for instanoce medioinal or edible plants, fidres of tres olimbers, oopal,
honey, stonem, laterite, limwsione. These rights are generally not
harmful to the forest ocover nor do they inisrfere wiih the grantee's
operations, and some provisicn tbat they should be respected ls usually
included in utilisation contracte.

Rights of commercial wood exploitation.

Where forest lands are the property of indivaduals, communities, tribal

organisations or others; the ownera have the right to exploit the timber on their
land oommeroially and to dispose freely of that right to other partiee, always,
of oourse, within the terms of the foreamt legislation. In forests owned by the
state, the state itself may exercise the right of commeroial explcitation, or it
may allocate that right to private persone. One means of such allocation is by
forest utilisation contracts.
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Chapter 2

DEFINITIGN AND CLASSIFICATICN (F FOREST UTILIZATIC COITRACTS

21 DEFINITION

2ete Forest utilization contracts

A forest utilization contract can be defined as formal permission of the govern—
ment Or & public agency which entitles an individual, a private company or a publiec or
semi-public corporation, under clearly defined conditions, to the exclusive (see para.
1.3.1 on ocustomary rights) rights to explore the forest petentialy to harvest wood and/
or to manage & specified area of public forest land. Such a contract oombines public
ownership of land with the private o sami-privete utilization of the raw material there-—
on. This kind of arrangement may lead to & partial or complete integration of the pro-
duction process of forestry and the industrial utilization of wood without affecting
the ownership of the land.

In English-speaking countries, this type of contract may be called "Lease",
"Licence', "Agreement", "Concession", and "Permit" 1/. In French~speaking oountries,
1t is usually referred to as "Permis d'exploitation" or "Licence" g/e In Spanighe
speaking countries, the main expressions are "Permiso Forestal", "Licencia", "Contrato
de Aprovechamiento" and "Concesifn" }/. A)though the different expressions may indioate
some variety in the legal form by which the rights are oonveyed, all of them are used
to describe a special type of agreement betwesn a public forest owner and & private or
semi-pr ivate enterpriss. by which no land ownerahip rights on public forest land are
conveyed o

In some waye, the term "oontract' used in this connection may not be pompletely
appropriate. In many countiries it does demcribe accurately the means ¢f granting rights
over public forest land to private enterprises. But in others, the formal granting of
rights, although preceded by negotiations, may be in the form of an administrative,
ministerial or even legislative act, rather than in the form of m contract, In the
present handbook, however, the term "forest utilization contract™ is used t¢ describe
this particular type of arrangement, irrespective of the actual legal form by which the
timber harvesting or management rights may be conveyed in any perticular country.

A forest utilizetion oontract muet be distinguished from & "“cutting permii" re-
quired in some countries before a private forest owner may ocut trees on his own land.
The distinction between a utilization contract for public forests and a qurring permit
for private lands is not always clearly made in current terminolegy. In Colombia, for
example, both are referred to as "Licencias",

2.7.2 Grantor, forest owner and responsible administration

The distinction muet be clearly reoognized between the agency that is entitled to
grant a utilization contract, the forest owner to whom the land covered by the contract

MacGregor and Dow {62) have presented a list of various terms which are used in several
Commonwealth countries. See"Revenue Collection in Commonwezlth Foreetry Departments",
p. 16=17.

Permis d'exploitation” in several French-epesking countries of Waest Africs and in French
Guiana, "Licence" in Cameroon.

2

i

"Permiso" in Venezuela, "Licencia™ in Colombiz,; "Contrato" in Mexico, Venezuela and Peru,
"Concesién™ in Bolivia and Nicaragua.

B

Up to now, mosi of these contracts have been made with private firms. 1In a few oases,
contracts have been made with joini cowpanies, owned partly publicly and partly privately.,
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actually belongs and the agency which is responsible for the administrative and tech=
nical oontrel of the forest.

In many countries, forest utilization contracta on state-owned forest land can
only be granted either by the central government or by regional govermments. Conse-
quently, forest owner and granting agency are identical. In some cases, however, forast
contracts granted by national or provincial governments may alsc include or comprise
eptirely land which is owned by others, for instance tribal or commnal foreste /.

A few sxamples exist where even privately=owned land has been inoluded. The integra-
tion of different forest properiies in a state~grantad utilisation comtreoct may ococur
if the government has negotiated with the other owners, or acte under special legal
provisions made in the national interest g/. In several countriss, forest utilization
contracts may also bs granted by independent rublic agencies, esuch as autonomous terriw-
torial organizations or tribal communities on land which belongs to them 3/. * In these
cages, the govermment may only exercise a measure of supervizion as determined by the
forest legislation. The agency responsible for administration of the granted areas is
usually the national or provinoial forest service, This service has to sneurs that the
conditions of the contract are reaspected, and supervise the forest management of the
granted areas. In the following chapters, the govermment, the state foreat service and
the forest owner will be referred to as the "grantor” or first party to a contract.

2.‘1-3 Th 1)

2,2

The "grantea' is the second party to a contract and in the following chapters may
also be referred to as "the company™ or "the entrepreneur" whether the grantee be pri=
vate, publio or semi=publio.

SOME IMPORTANT CHARACTERISTICS (F FOREST UTILIZATION CONTRACTS

While forest utilization contracts differ fairly widely between ocountries, ceriain
characteristice can be identified, although not all of the factors listed below are
necsssarily applicable in all ocountries.

Le intas

i« The state of the public agency granting a contract is usually the owner of the
land and has the primary right to exploit and menage the forests. No indivi=
dual or enterprise has a prior legal right or claim that a contract be granted
to it.

If the government 1s.empowered by special provisions of the forest law to grant forest
utilization contraots on land which ia owned by tribal or communal organizations, the
ovnera will usually receive a financial compensation for the raw material to be re=
moved from their forests.

In New Guinea, the government may enter into an agresment with the native owners and

acquire the right for wood exploitation om their forest land. The cutting rights may
then be granted to private sentreprensurs in the form of timber harvesting contracts.

See Forestry Ordinance (210), Sec. 9/1=2.

In Mexioco, the goverument is empowered %o include forest land of local communitiea and
of private individuals into long-~term forest contracts (unidades forestales).
See Ley Forestal, Art. 106 in oonnection with Art. 94=95.

In Nigeria, tribal commmnities through the Native Authority Councils may grant utiliza~

tion coniracts on land whioh is at their disposal. Ses the Forestry Rules for the

?outhnmea)\nd Northern Provinces Native Authorities (135, 136) and the cited agreements
137, 138).

In Chana, tribal oommunities (Stools) have granted utilization contracts on their forest
land. Recently, similar contraocte on stool lands have, however, besn granted by the
gentral governmment acting for the respective Native Authority. Ses the oited agresmente
{117, 118, 119) and the Stnol Lands Act (115), '



ii.

iii.

ive
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The government is legally entitled to grant foreat rights. The rights for
a particular ares can be conveyed by a variety of legal or adminiatrative
inatruments or by a speoial contract., Contracts over large areas may be
the aubject of a special law or legal decree.

A utilization contract may only be granted 1f any provisions laid down by
law are fulfilled. : .

An- utilization contract covers the right to dispose of forest resources
but not the right of ownership over forest lands.

The company has to pay ocertain fees for the raw materiala. These are
oftén settled in advance for all contracts {/- In several countries these
feon may only be changed by law or special regulation.

Usually,the conditions and regulations governing the granting of contraocts
and those for carrying out a contract may only be changed by law or
legal deorea.

Financlal and ocrgzmnisation geinta:

1.

ii.

iii.

iv.

Ve

vii,

2.3

The grantee usually receives exolusive rights for certain activities ocon-
cerned with the utilization of forest resources. As it 1s expreased in
Australia, no ¢ther company can operate "for the same raw material" in
the specified foreast area.

The grantee may have to invest large sumas of money in road construotion
and infrastructure before he ocan atart with wood exploitation.

The grantee has partial or complete responsibility for planning logging
operations, opening up the forest and extracting the wood. He may have to
build roads, bridges, canals, depots and campse.

The grantee ia usually falrly free to organize forest operations and
utilization of the raw material according to his interests.

In gome countries,the grantee has to undertake silvicultural treatment
after logging.

The aotivity of the grantor is usually confined to ensuring that the
conditions of the contraci arse complied withe.

Apart from the oonditions whioh concern forest operations, the grantee
may have to accept obligations guch as the comstruoticon of achools,
medical oenires, community roads.

TYPES OF FOREST UTILIZATION CONTRACTS

PU. Contracte can be classified according to the rights granied and
aocording to their duration.

17 In some oountries, the fees are determinsd by auoctions by tender or by stumpage
appraisal and vary consequently from one contiract to another.
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As lllustrated in Table 1 below, two types of utilization oontraois can be.dis-
The forest

tinguisheds +imber harvesting ocontraots and forest management oontracts.

axrploration contract, appesring between dotied linee, represents an option for either

of these two ocontraois.

Table i

CLASSIFICATION OF FOREST UTILIZATION CONTRACTS
ACCORDING TO RIGHTS CQRANTED AND CONTRACT LURATION

FPOREST UT

ILIZATION

COFNTRACT

=g

e ——m—— - - = -

I Forest Exploration l

Contraot

Timber Harveating

Contract

b e =
b
i

L/

Forest Nenagement

Contraot

Short=-Term Contraot

Medium-Term Contraot

Long-Term Contraoct




2.3,1.1 Forest exporation contracts

- Y

A private enterprise may receive permission t0 explors certain areas in order o
find out whether in its opinion exploitation may be successfully carried out mnder the
conditions laid down by the forest owner. This permission im forwally given in a

. forest exploration contract conveylng the exclusive right to undertske avtivities suoh

as timber crulsing and mapping for a specific tims, in a particular area, If the
result of the exploration is satlsfactory to both parties, ths granting of a harvesting
or management comtract may then be discussed. An exploration contract is a short term
agreement, usually for 1 to 3 years,and msy be renewable. Suoch contracts exiet, for
example, in Liberia 1/ and in several French=apeaking countries: Congo-Braszaville,
Cameroon (East), French Guiana, Gaben and lvory Coast 2/, They may also be granted in
Peru and Nicaragua j/ .

The exploration coniract is a useful inatrument if a long term oontraot is to be
prepared. The grantee hasa monopoly of exploration for some years and may prepare &
forest inventory and a managemsnt plan. The collected information will also serve for
a fezsibility study on which the propoeals of the coapany for the utilization of the
forest resources can be based. It is important for the forest owner to ensure that
all information collected by the grantee iz made aveilablie to him, .

Some axploration contracts contaiu a speoial clause which givee a prefersntial
right to the grantee by which he may obtain a harvesting or management oontract, pro-
vided that the foreat owner is saiisfled with his proposals and that he applies within
a fized time after the expiration of the exploration contract., After this period,
porhaps 30 days or 3 montha, the forest owner is free to make a contract with any other

company 4/.

In Liberia, a standard exploration eontract may be granisd for two years.

Jles pays tropicaux franco=

See "Note sur las régions §'gxploitation forsstibre dans
phones" (20), pp. 16=17.
In French Guiana, a 2 years' contract may te for areas betwssn 25,000 and 50,000 ha
and a 3 years' permit betwsen 50,000 and 100,000 ha, See "Cahier des charaes" (1895,
Art. 3.

In East Cameroon, the exploration contract is given for 6 months for an area beslow
10,000 ha, and for 9 months for areas more tham 10,000 ha. See Décret No. 68/179 COR
(100), Art. 58.

In Ivory Coast, a one~year contract is given for areas up to 25,000 ha.

In Gabon and in the Congo=Brazzaville, the exploration comtract is related to the
arsa which the applicant had previously been granted for exploitation.

In Peru, up to 200,000 ha for a maximm of 5 years may be granted by a "Permiso para
Exploracién y Evaluaciémn". See Decretc Ley No. 14552 (196?1..

In Nicaragua, such a contract may be glven for up to 3 years and is renewable. Sae
Decres Ko. 316 (176), Chapter IV, Art., 25-33.

In the Congo~Brazzaville, in East Cameroon, French Guiana and Ivory Coasst, the grantes
has a preferential right within the duration of the exploration contract. In Peru,
he has 0 apply within 30 days after expiration of his exploration permit.
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2.3.1.2 Timber barvesting contraocts

These give the right to undertake logging in a determined area without the respons-—
ibility for any octher forest management . Usually, the quantity to be harvested amnually
or pericdically is specified. The rights may sometimes be reetricted to the remcoval of
certain species or particular grades, such as pulp wood, saw logs or veneer logs. Tim
ber harvesting contracts are usually short- or mediumterm. They may, however, be long—
term contracts if they concern foraest land to be converied to other uses, or when granted
over areag of permanent forest land.

In many countries, in the early stages of forestry, the only form of wood disposal
on public land is short or medium~term harvesting contraots which leave considerable
freedom to the grantes with regard to exploitation techniques, utilization standards and
road conetruction methods. Such contracts provide basically that the entirepreneur re-
ceives the right to cut wood and has in exchange to pay fees to the owner. In a more
advanced state, the owner will, however, plan and control the utilization more intena-
ively; the annual exploitable volume will be fixed, the cutting area delimited and the
treem to be removed mariked, probably by the state forest service; the logged area will
be inspected and wasteful logging methods penalized. The operations of the grantee come
more and more under close eupervision by the Forest sarvice 1/. With increasing interest
in better utilization, the owner may introduce other forms of wood disposal, such as the
sale of standing timber, which will allow better control of operations and perbaps give
higher prices. ©Short- and medium—term harvesting contracts may be replaced by sales
basad on stumpage derived from public auctione or tendars.

2.3.1.,3 Forest management. contracis

These place the responsibility for parts or all of forest management on the grantee.

The grantee may have to do inventory work on which the management plan will be based,

the determination of the allowable cuty the preparation and periodic revieion of the
management plan, experimental work such &8 permanant sample plotes and all other opera-
tions prescribed in the management plan. The state forest service checks the data pre-
pared by the company and supervises its activities. A forest managemsnt contraot is in
ite nature a long—term arrangement and may offer a satisfactory way of enseuring proper
forest management g/.

2s3s2 Clagsification of foreet utilization contracts according to duration

A unmeful olassification can also be made by duration: short-term oontracts of 1-5
years, medium—term oontraotz of 5-=15 years and long—-term contraote of over 15 years.
The important point of this classification ie that the duration affects the type of

As an example the "concession under operation plan" in Surinam nmay be cited. A forest
inventory is made for a whole region and the total exploitable volume is divided among
different contracts. The forest service builde the basic roade and the secondary roads,
and skidding roads have to be constructed by the grantee according to standards of the
forest service. The operation plan provides a pattern of logging units and rules for
the felling operations., The companies have to exploit one unit completely befors they
oan start logging in the next one.

Efficient forest management that is entirely in the handa of the grantee can be found
in the long=term contracts, "Tree Farm Licenoes", of the province of Britieh Columbia.
In Mexico, 15 large units have been granted, in each of which the company is exlusively
responeible for forest management. In some of the large forest utilization contracts
in Mindanao (Philippinel), the initial steps to manage the granted forest resources on
a long-term basis have been made. Other countries which have recently adopted this
solution are Venezuela and Peru. Guatemala has also created the legal conditions to
grant this type of contract.
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industry or company attracted and creates different problems for the forest owner. The
boundaries between the three types have been fixed rather arbitrarily and may serve only
as a rough indication 1/.

2.3.2.1 Short term contracts

Sometimes governments are prepared to grant only short term contracts, with the
area regtricted to some 1,000 hectares and the duration limited to a few years. The ex—

planation for this restrictive atiituds is usually that the government is afraid of losing

the conirol of forest exploitation if oontracts cover large areas of forest and run for
long periods. This policy may, however, have adverse effects on the efficiency of fores=
try and forest industries.

The main disadvantages of short term contracts stem from the high risks invelved
for entrepreneurs in making capital investments in oonversion planis, logging machinery,
and infrastructure elements, such a8 roading systems, logging camps, repair shops, load=
ing facilities, offices, over periods whicth are too short for the investment to be nor=
mally amortised. Either the rate of return on such an investment has %o be very high so
that the whole aperatlon is likely to be uneconomic, or the investment is made at the
absolute minimum level possible, so that operating costs are high and only the utiliza~
tion of the most valuable mpecies and grades is profitable.

For the forest service, short term contracts mean more contracte for a given area
of forest and this involves the granting of more renewal contractas after the old ones
have expired, with an increase in the amount of administrative work and field control.
It could be difficult for & emall forest service to wndertake proper foresti management
in numerous small logging units.

The shortcomings of wood disposal procedures mainly baged on short term oontracts
may make it desirable 1o intrcduce other forms of utilization contracts or to sell the
raw material on the stupp through timber auctions or by tender.

2:34242 Medium term contracts

By granting oontracts of 5=15 years' duration a government may avoid some of the
shortoomings associated with short=term contracts.

i, The contract period is sufficient to allow the grantee to invest in the heavy
equipment necassary for an efficient logging and extraction operation.

iis The grantes can plan the opening-up of the forests for severzl years ehead
and copstruct all-weather roads. :

iii. It is worth—while for the grantee t¢ provide repair shops, logging camps and
housing facilities.

ive It may be possible to establish certzin types of forest industry such &s small-—
and medium=sized sawmills for which the assurance of log supply ie sufficient.

It is important to distinguish between the effective and the formal duration of a con=
tract. In countries with stable political and legal conditions, where an entrepreneur
can expect that his agreement will be renewed if he has accomplished the required con—
ditions, the effective duration may be longer than the time for which the original
agreement was granted., The gituation will be different under conditions where the
company has to reckon with a relatively high chance of losing ite rights before the
end of the period formally covered by the agreement.
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2¢3.2.3 Long term contracts

A long term contract should cover a forest area of at least 10,000 hectares to
guarantes a long and steady supply of wood for at least 15 yearam. Freguently, the
granted area may bs much larger and cover between 100,000 and 1 million hectares, and
the duration may be comsiderably longsr. Such contracts can lsad to a complete inte=
gration of wood production, logging and processing, thus opening up many possibilities
of rationalization.

A policy of long term utilization contracts can have far-reaohing effects on fores-—
try and the forest industry of a country and, as will be discussed in the second pert
of the handbook, long term centracts may be one of the most important instruments for
encouraging industrialization of forest resources. Thelr impact has, however, to be
seen not only in terms of industrialization, but alac for their affect on the  foreats
as a guardian and stabilizing factor of the hymen enviromments. Foresta give proteo=
tion against erosion and flooding, yield a regular water supply for farming, industry
and human coneumption, and afford recreation and a habitat for wildlife; provision rmust
be made to safeguard all theses valuss in the conditions of the oontract.

The granting of a long term utilization oontract may have effects over a much
longer period than the formal duration of the agreement. A large forest industiry
which depends upon the granted area for its major raw material supply may have to rely
on these forests even after the contract has expired., The government may thus have {o
accept the responeibility for continued supplies in order to maintain the stability of
the industry and the employment it gives.

Due to the importance of the rights granted, to the length of the period and the
possible implications beyond that pericd, the intereste of the forest ouner are much
more at stake than in the case of short term contracts. It is therefores very important
that the agreement for long term contracts includs provisions whioh safeguard the posi=
tion of the foreat owner and of the mation. A complex set of problems will have to be
solved if this aim is to be achieved:

i. The exact definition of the rights and responsibilities of the grantee and
the preservation of the proprietary rights of the forest owner.

ii: The setting-cut of the exmct obligations of the owner or his agents

iii. The definition of the industrial facilitiss which have to be established or
maintained to process the raw material.

ive 4 detailed time=table for salvage logging if part or all of the granted forest
is to be cleared and converted to other uses.

v. A plan for the establishment of foreat plantations if this is requirsd in
order to maintain or to expand the raw material supply in the long term.

vi., The corganization of forest manzgemsnt for those arsas which are to ba main=
tained permansntly under forest cover.

vii, The determination of an appropriate system of payment by the grantee for raw
material and perhaps cther privileges.

viii« The control amnd supervision of the activities of thse grantee and the enforce-
ment on both parties of the provisiona of the agreement.

The special problems of long term forest utilization contracits will be discussed
in Part II.
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Chapter 3

FACTORS INFLUENCING SYSTEMS FOR TIMRER ALLOCATION
371 THE POSITION OF THE GOVERNMENT IN THE EARLY STAGES OF FOREST IEVELOPNENT

In the early stages of forest development it may only be possible to extract
wood from a small belt along rivers. The economic development of the remaining
foreet may not be achieved until utilization  is planned on a large scale and
nade pomsible by considerable inveatment. It iz in the government?s interest to
bring these matural resources into use to support the general eocnomic and social
development of the oountry. The tax base of the nation may be small and the
forest oould be a potential mource ¢f income from which to finance a conslderable
part of the national budget. Yet the government may be unable to bring these
Tesources imto use because the infrastructure of the country is not sufficiently
developed and the administration lacke the technical staff and operational funds.
For these reasons it may be difficult for the government to raise the required
investment funds and find the necesesary specialists to open up the forests and
10 organize wood utilization itself.

The government should therefors exzamine other possibilities for bringing
the forest resources into wse, These are shown in Table 2.

Table 2

ALTERFATIVES FOR A PUBLIC FOREST OWNER TO UTILIZE THE FOREST RESOURCES

PUBLI FPOREST OWNERI
. L

Establishment Aspoolation Alloocation of AMlocation of timber only
of foremst with forest land : - e
industries by private through salep
forest owner oapital or grant
Hale at Sale of Forest
rosdaide standing utiliza-
timber tion
contract
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The choice of alternatives will vary according to the conditions of a country, and
scmetimes a combination of various altermatives, such as the grant of long term harvest-—
ing contracte to large indusirial firms and the sale of standing timber t0 smaller com—
ranies, may be a satisfactory solution.

ESTABLISHMENT OF FOREST INDUSTRIES BY THE FOHREST OWNER

The main advantage of this method lies in the fact that the forest owner can com=

. pletely plan and control the development of the industries and the utilization and
. management of the forest rescurces. On the other hand, the owner will need to invest

large amounts of capital which may be urgently needed in other fields. Furthermore,

he will himself have to 3olve a wide range of difficult technical, managerial and mar=
keting problems and provide competent staff to run sucessfully the wood convarsion ine
dustries and logging operations. In developing countries particularly, careful congi-
deration rust be given as to whether this sclution will show the best results or whether
other forma of wood disposal may not be simpler to operate and more effeoctive,

ASSCCIATION HETWEEN THE FOREST OWNER AND PRIVATE INDUSTRY

An association between the owner who has forest resources and private industry which
can provide capital, and technical and managerial knowledge and experience, may be
another suitable solution 1/. Two major problems have, however, to be solved if such
an arrangement is to function to the satisfaction of both partners. The first problem
concerns the valuation of the forest resources made available by the owner and how the
joint company's capital shall be divided between the two partners. The second problem
concerns the evaluation of the real profit which the joint company makes. The public
forest owner as well as the assoociated private industry will have to examine very care-
fully the book=keeping methods 4o ensure that both parties obtain their due share of
the profit.

ALIENATICON OF FPOREST LAND

Ona of the obvious alternatives to the utilization of the forest resources by the
owner himself is the disposal of forest land either by grant or sale. The grant of
forest land to commnities or tribal organizations may be a good solution in some coun—
tries in order to guarantee wood supply for the local population 2/. But the alienation
of public forest land to private corporations or individuals is today very raras.

The outright sale of forests means that the owner renounces all future income and
henefits from their utilization even though their wvalue may increase considerably in the
future. The current valuwe of forest land may, howsver, be very low, particularly in
areas without a basic communication system. The present net discounted valus 3/ of the
potential future market price of the raw material could therefore be greatsr than the
price that a company may be prepared to offer for the land under present conditions.

In addition, from the point of view of the entrepreneur, it may be undesirable in buying
land to tie up capital which is needed for investment in the forest industry itself. At
an early stage of forestry, private companies may be more interested in acquiring time
ber harvesting rightes than buying land.

e

The advantages of this solution have been discussed in some detail by Francois in
"Lea divers types de coopération'.

The creation of some form of commmnity forests may help to increase the interest of the
local population in better forest management. This argument has, for example, been
strongly advocated by Simha for some regions of India. See Simha {78): "in experiment
in associating Gram Panclayats with forest management in Bihanr",

Present net discounted value is usually accepted as the maximum price that a purchaser
would be prepared %o pay. If a purchager is prepared to pay only less than present net
discounted value, this means that he has calculated a lower present net discounted value
and he is not offering less than that, only less than somebody else's calculation.,
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Another argument against the sale of public forest land ie that the government would.
thus reduce its influence upon the future development and structure of forestry and fo-
rest industries. It might also be considered socially undesirable for large forest arcas
to be owned by a few private enterprises. On the other hand, many small szles of public
forests may lead to an undesirable fragmentation 1/. For meny such reasons numerous
countries have established the principle that public forests should not be diminished
by eale. This principle may be supported by the desirability of conserving and managing
forests in the intereast of the whole nation because of their social values g/.

DI5POSAL OF TIMBER ONLY

The disposal of timber only through sales of timber at the roadside, sales of stand=—
ing trees and forest utilization ocontracts ie today a common practice. The three methods
which need different degrees of activities and participation in logging and forest ma-
nagement by the owner, are discussed below }/.

Sale of timber at roadside

By thie method trees are felled, graded and skidded tc a road where they are sold.
The forest owner can integrate the logging operations with the other sectors of forest
management, since the same astaff {that manages the forest can also organisze felling and
extraction. Thie method ig often used in countries where inteneive forest management
is practised ﬁ/. The raw materisl is eold either on the basis of free market prices,
or of prices fixed administratively, taking into account the production coste of the raw
material, or through timber auctione or ienders.

The possible dangers of a policy of selling public forest land have besn explained by
Gordon (49). See "Obstacles to Tropical Foresiry — Land Tenure".

?ee al;o the relevant chapters of Frangois' "Foreat Policy, Law and Administration.
41bis

The advaniages and disadvantages of these three methods of wood disposal have been
discussed in more detail by Tromp and Schmithiisen (84): "The Introduction of Hore
Effective Wood=Selling Techniques".

Sales of timber at road— or riverside are largely practised in oentral and northern
Furope. They &re comnon in some parts of the southern states of the United States of
America. Frequently, wood from plantations of faet—growing species is also sold by
thils procedure,
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If sales of timber at roadside are practised, the forest owner needs a de-
veloped forest mpervice wWith an appropriate pnumber of forest officers and tech-
nicians, suffiocient manual labour and the neoessary tools and machinery.

Sales of wood free on roasd or riverside offer several adwvantages to the
forest Owner compared with abhort term timber harvesting ocontracts; there can be
better contrel of the forests in general and of logging operations in particular,
and prioes may be better if the raw materisl is 80ld et free market prioes or
through timber auotione. Consideringshoweversthe diffioulties some oountriss
have in building up a astate forest service to the point at which it can success=
fully undertake exploitation; it is understandable that this method of sale is
not widely used in iroploel forests.

3.5.2 Sale of mtanding trees.

Ancther method that oan be recognized is sometimes known &s 8 "stumpage
sale™ and the price aps the "stumpage". The buyer hae to organise and finance
the felling operations and the extraction of the wood. The forest owner remains
responsible for all other motivities of forest management 1/-

It may sometimes be diffioult to distinguish between & utilisation coniraot
and a stumpage sale,especlally if the former covere only a short period. The
significant difference is that in a stumpage gale & determined quantity and
quality of wood is sold at a oertain place for & specific price, whersas in a
utilisation ocontract outting rights are granted but quantity and quality of the
raw material are usually mot exactly spsocified. An example of stumpage sale is
the "Timber Sale Liocence" of British Columbia. There the boundariee of ocertain
parcels of foreat land sre marked by the provincial forest service. The ex-
pleitable vyolume on each parcel ie measured and the total guantity sold to the
enterprise whioh offers the highest price at auction., A "Forest Licence™ in

" Prinided which gives the right to a private entrepreneur to cut certain trees
marked by the forest service in advance ooculd be alsc conaidered as & stumpage
sale. That the distinction between the two forma of wood diaposal is somewhat
arbitrary may be indicated by the one-year "Permisog™ which ere isspued in
Vonesuela,granting an area of up to 800 hectares to an enterprise for timber
ocutting,and which have something of the oharacter of a utilisation contract.

A stumpage pale gives less possibilities to the owner to influence logging
then he would have by selling the raw material free on road. On the other hand,
hip oontrol on exploitation is stronger than in the case of & utilisation con~
tract.

3.5.3 Ibrgst ut@liaatiop oontracts.

Often the easiest way for a government to organise the exploitation of the
unwvorked forests is by & utilisation oontract 2/o The oompany to whom the forest
utilisation contract is granted provides the neoessary gkills and capital re-
quired to open up the forests and extract the timber; the government receives,

i? Stuﬁpaga sales are oommon in western and southern Burope, in large parts of USA
and in some Canadian regionsj they are also practised as an slternative for
wood disposal in many oountries in which forest utilisation ocontracte are granted.

g/ In most tropioal countries a large proportion of ocommercial logging is organismed
through utilisation oontraots. Outside the tropics this form of wood allocation
im of importanco’for example in nortihern Mexioo and in the Canadian provinoes.
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without too mueh involvement and diffliculty, the revenue from the fees
assooiated with the ocentract and the timber purchased.

Deapite the advantages that utilisation ocontracts would appsar to hawve,
sericus arguments are scmetimes put forward againeit them. Three of the main
onea are aa follows:

i. The granting of suoh ocontiracts favours the unoontrolled exploitation
and perhaps the destruotion of the forest, since private entrepreneurs
are only interested in making as large a profit zs possible. The
repult may be foreats which have besn oreamed.

ii« If large areas are given ifo a single ocompany, this ocompany acquires
an important monopoly i wocd supply, wvhich will give it a substantial
advantage over ths other menbers of the timber industry. The result
may be such & reastriotion of competition that this company oomes into
& position to exeroise an undue influence on the state foreat service
or aven the owher.

iii. An entrepreneur may aoquire rights for large forest areas mainly for
motives of speculation without being interested in utilieing the
resources that have been granted tc him. A whole Tregion could thus
ba denied economio and scolal development.

Nevertheless,the method is used in many ocountries and the main reason
geems to be that till now it has frequently bean the only form of timber sales
proocedure by whioh governments sould implement large scals utilization. of the
national forests. It should, however, be emphaeised that there is nothing
inirinsically harmful in utilisation contraots; difficulties stem from mistakes
in drawing up contraots and/br from ineffsctive superviasion of their imple-
mentation. If appropriate provisions are included in the agreements and if the
atate forest service exeroises proper control, utilisation oontraota can he
made to work in a mutually satisfacotory manner. Uncontrelled exploitation whioh
can s8till be found in many foreat areas ie generally the result of poor forest
management in its widest aense rTather than the consequence of using any par-
ticular method of timber disposal. Sinoce utilisation contracts are often
granted during the early atage of forestry,it is easy to find examples of harm-
ful practices by grantees. Thim does not mean that in a more advanced stags,
when the state forest service can more effectively deal with the long term
management of the forests, utilisation contraots will not funotion aatisfactorily.

It can therefore be concluded that foreat utilipation ocontraots have two
different aspects. First, in many areas they result in more or less unoontrolled
exploitation of forests. With the advancement of foreatry and when the foreat
owner oan practis.e more intensive forest management and exerolse better oontrol
of logging, utilieation contraots, espeeclally the short term timber hearvesting
contracts, may be replaced by operations carried out directly by the state
forest service,or wood may for example be disposed of through stumpage sales.
Utilisation ocontracis have to be considered in this case za & transitional form
of forest UYtillzation, oharacteristic of an early stage of forest develorment.
Secondly, in thelr long term form, utilisation oontraots may play an important
rart in intensive forest management and become a regular featura of gustained
yield forestry. Long term forest management contraots in particular are a
comparatively new but useful device consistent with sound overall management
of publigc forest lands.
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Chapter 4

THE OBJECTIVES OF THE PARTIES TO FOREST UTILISATION CONTRACTS

THE OBJECTIVES OF A PUBLIC FOREST OWNER

Before a government decides to adopt a policy of grantimg forest utilieation
ocontracts either on part or all publio forest land,i®¥ objectives should be
analysed ocarefully. These may ineclude all or some of the following 1

i: The development of an efficient and stable national forest industiry.

iie The rational clsarance and uvee of foreat resources in areas where the
foreats will not become part of the permanent forest estate.

iii. The oconservetion and protection of the forest and the full utilisation
of the production potentisl of those areas which will form the permanent
forest estate of the ocountry.

iv. The preservation of proteotion forests.

¥v: The rationalisation of the aystem of fees to be paid under a
utilisation ocontract.

It is important that forestiry legislation and the individual utilisation
agreemenis each inoclude provisions which ensure the achievement of the owmer's
ob jeotives.

The cbjectives of the owner may ohange acoording to the prevailing stage
bf development of forestiry and forest industries. At an early stage of this deve—
loyment, the objective may be to use resources as intensively as posaible
primarily as & source of revenue,even if this involves the unocontrolled ex-
ploitation of the forest., With the development of a forest industry, the forestis
beoome important as a source of supply of raw material to support the home
eoconomy and for the foreign exchange derived from the export of high quality
loge and manufaotured wocd products.. By these circumstances ths forest owmer
beocomes more interested in building up wood production and utilising the forest
resouroces on & planned basis. Progress of economic development, combined with
more efficlent administration, improvemente in infrastructure and decrease of
unexplolted commercial forests often strengthemSthe idea that the forest re-
souross represent an important souroe of wealth and income. The owner now
realises the importance of the foresis as a basic fantor in ocontinued social
and sconomic progress and is interested in managing them on a sustained yield
basie.

Bfficient ocontrol of utilization ocontracts in the intereats of the owner
does not depend on adminiatrative measures only, but alsc on sound decisions on
numsrous techniocal problems of forest management which require a knowledge of
logging methods and industrial practices. Even if wood disposal is largely
organized through contraota, it may well be good policy for the forest owner to
manage some foreat areas, especially some of the forest reserves, by his own
forest sdministration. The sxperience and information whioch the state forest
servioce may gain from such opsrations oould be useful in oontrolling the activi-
ties of the ocompanisee to whioh forest contracts are granted. The techniques,
including legging, practised in these directly managed areas may be looked upon
as '"pilot projeots" to demonstrate which measures can be most effective under
various oonditionse.
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4.1.1 The posltlon of the grantee.

The attitude and requirements of an operator intereated in a forest
utilization ocontract may differ considerably depending on the sxtent of indnltrial
development and the size of capital investment required in relation to the time
neaded to amortize it. Accordingly, four olasaes of operators can be dimtinguished.

The first and simplest olass is represented by independent fellers using
manuel extraction methods only. They may,for example, fell ireses near a river,
put the legs on rollers and drag them along a path to the water; the coats are
comparatively low. This type of logging dependa greatly on natural traoks and
waterways and is associated with the pioneer stage of logging in virgin forests.
The result is selsotive exploitation in a2 narrow strip along rivers or existing
roads.

The second class is represented by an enterprise which uses some maohinery
such as motor saws, tractors, winohes and lorries. Exploitation may peneirate
some miles into the forest up to the maximum distance from the nearest dommuni-
oation line over which tractors can sconomically operate. Sometimes primitive
foreat roads usable only for a short period may bs built. Logging is usually
reatricted to the best =pecies and %o the most vmluable pockeis of timber and
lacks a well prepared logzing plan for the whole forest. Such operations,
organised by entrepreneurs who may have invested their capital in the required
machinery, are atill common in many regions. If a considerable number of thess
operations are at work, large forest areas may be exploited in an unsystematic
manner in very few years, particularly if the terrain is flat and primitive
roads, built during the dry season, are sufficient for wood extraction. This
kind of exploitation will lead soon to & situation to whioch the expression
"many foresta but no wood"™ could justifiably be applied.

The third class conaiasts of companies which are sufficlently strong
finanoially to make a high level of capital investment and are teochnically
capable of opening a forest area with a planned logging system including all-
weather roads that may be used by heavy transport. Due to the substantial in-
vestment, thia type of operator is interested in extracting a big volume per
unit of area in order to absorb the high overhead costs. Large timber export
companies, medium and large size sawmille or partially integrated forest in-
dustries belong to this Iroup.

The fourth class inoludea companies which, due to their large capital in-
vestment in wood proceasing industries, require long term seourity for raw
material supply. Typical enterprises of this type are integratad industries,
for inatance a sawmill with planing mill and furniture-making; a plywcod mill
combined with a partiele board factory, or the large units of the pulp and
paper industry. :

Operators of all the different categories are equally keen that their
operations should not be delayed by the administrative proocedures of the forest
owner. They are of course concerned that the grantor fulfille his obligations
in a patisfaotory manner, and that there is no unjustifled #sposession, which
is of the utmost importence to all of them.

The importance mttached to continulty of raw material supply differs,
however, according to the type of operator. It is of course true that even
the entrepreneur who is only concerned with logging and is using machines
perhaps already completely depreciated would stil]l be interested in obtaining
a long term contract. But his freedom %o change to other activities 1is much
greater and his dependence upon a continuous supply of raw material much less
than in the case of a sawmill or a plywood plant where reduced production due
to inadequate log supply is accompanied by greatly inorsased unit oosts.
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The more heavily capitalised the enterprise, the more importance it is likely to
attaoh to long term security of wood supply.

442 THE ADUSTMENT OF UTILISATION CONTRACTS ACCCRDING TO THE DIFFERENT CLASSES
OF OPERATORS

One of the moet important requirements for a sucoessful wood disposal
polioy is therefore to make the duration of contraots, the size of areas and
volume of wood tc be harvested annuslly, suit the needs of the different olasses
of operators in the country. Generally,the duration, area and volume should be
increased with increasing capital investment and degree of industrial integration
of the operatore.

The intereats of the independent amzll acale loggers or small logging unita.
could be met by short term contraots of say 1-5 years. At the other extreme are
pulp and paper companies and fully integrated wood conversion units whose scale
of industrial organisation requires long term (say over 15 yeara ) seocurity of
raw material supply. In-between would be those operators whose interests can be
met by an intermediate contract ¢of 5-15 years. These would inolude companies
whioh have to operate over more than 5 years in order to amortize their invest-
ments in, for instance, the construotion of peormanent forest roads, but whose
investments in wood processing are not so large that long term security of wood
supply is easential. A range of contract durations along these lines has been .
suggeated by Farqhar after a study of the wood disposal volioy in the Philippines_ 1/,
Acoording to his proposals, the following three types of contracts should be
offered:

is "Industrial liocences" for a periocd of 25 = 30 years, linked with a
definite undertaking to establish an indusirial plant.

ii. "Forest development licences" for a pericd of about 15 years,
involving the bullding of a permanent forest road network and
linked with the development of a forest management unit.

iii, 'Minor licences' granted for a short period only, with no development
foreseen. This typs of contract should meinly be applicable to the
galvage of timber from land which will not remain under forest.

Guidelinea for aettling the minimum contrsot period according to the aize
and atruoture of the operator ars givem below (the proposed periods are only
given as an indication _gﬁ;

1, Operators who work without large machinery and without building
rermanent forest roadst 1=5 years.

ii. Operators using heavy equipment and building foreast roads, and
companies installing amall sawmills: 5-10 years.

FAO (36)1 T™"Forestry Eoonomios. Report to the Government of the Philippinea".

v

g/ Among the different oountries which have varied the contraot duration aoccording
to this principley Ivory Coast may be cited as an example. There, logging
oparators may apply for contraots of 5 yearsj operators with a sawmill may be
granted a oontraot for up to {0 years, companies building a peeling plant, a
plywood factory or an integrated forest industry may obtain 15=year oconiraots.
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1ii. Operators building large logging systems or with important wood
oonversion units ¢ 10 -~ 15 years.

iv. Companies building pulp and paper mills and oompanies with large
integrated forest industries 1 over 15 years.

To arrange utilisation ooniraois along the above lines is frequently
diffiocult or almost impossible beocause of bdontracts whichk have already been
granted. FHoweveryan interesiing provision which ocould facilitate a rsorganisation
¢of all utilisation ocontracts in a oountry oan de found in Quyana. There the
forest servioce has not entered into any oontraot sxtending beyond a certain date.
A%t that time all oontracts will bave ic be renegotiated and then a comprehensive
plan for wood disposal can be implemented.



Chapter 5

LEGISLATION AND FOREST UTILIZATION CONTRACTS

Sel. LEGISLATION ON FOREST CONTRACTS IN RELATION TO THE GENERAL LEGISLATION Of

NATURAL RESQURCES

Like all forms of resourocs disposal, the grant of forest utilizatior contraots
on public land is subject to law. This chapter will therefore discusa briefly the
nature, form and content of the scots and regulations which directly or indireotly
govern such oontraoctis.

In general it is the forestiry legislation which governs utilization contracta.
The forest acts lay down what types of contraois may be granted, and set out the
rrinoiples governing logging and forest management in the granted areas. The
forest regulations, which normally supplement the &ot8, may regulate in detail
the legal, administrative, technioal and financial requirements for the warious
types of forest oontracts. An exception to this praoctids ias to be found in Ghana,
where the legal provisions for forest contracts are partirlly contained in a
special Conoession Aot, which refers also to minimg and other non-forestry oon-
cessions 1/. Oocasionally, provisions for forestry contraots are included in Acts
related to agrioulture and land reform, as in Panama g/. In some countries,

apeoial legislation related to forest utilization ocontraois, ususlly in comneotion
with some basic provisions of the forest law, applies }/.

Forest utilization contraots,however,exist within the general framework of
the national legsl system and will thus be subjeot to numerous other acia and
regulations. The firat of the general laws that may have to be considered is
of course the Constitution; its provisions may, for example empower the governmsnt
t0 grant contracts on public land or fix the maximum durat:ton for a contract A/ v
Agnin,land tenure law may well be pertinent in setting out the different aate—
gories of foreat ownership and the rights to dispose of forest resources. Not
only the general legislation and common law of the couniry are to be taken into -
acoount, but also ita oustomary law which may in some cases determine the rights
of loocal populations over certain categories of forest land. i

Other legislation or legal processes, such as the labour law, invesiment
legislation and of course the general provisions of coniract laws and arbitratlon
leogislation will also have tc be conaidered. The special problems related to in-
vestment legislation and its importance for foreign investores are discussed in
Chapter 12.

1/ See Concession Ordinance of 1900 (119 and Concession Aot of 1962 (11§.

Sr B

Thus Art. 457-465 of the Agricultural Law (177 of Panama determine in detail the
legal provisions applicable teo forest utilization contraois.

See for example the decree on forest ooncessions (172) of Honduras.
This is the case in the Philippines, where Art. 13 of the Comstitution lays down

that forest contracts may not be granted for a period longer than 25 years and may
only be renswed for another period of at most 25 years.
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¥AIN REQUIREMENTS FOR AN EFFICIENT LEGISLATION OF FOREST CORTRACTS

It is obvious that any policy of forest utilization contracte must be in accord=
ance with and supported by appropriate and sufficiently detailed legislation. The
following paragraphs deal with the main regquiremonts for effective legislation in
this field.

Legislation related to forest contracts should be part of oomprehensive forest
legislation designed to ensure implementation of government policy for foreat manage—
ment and the development of forest industriea. The provisions of this forest legis=
lation must be realistic and aljgned to the real needs of the community and to its
stage of economic and sooial development. All too essily the efficient operation of
a national foreet utilization policy may be hindered by the wmcritical adoption of
legislation from other ocumtries that is either mwmnecessary or impracticable under
local conditions. In preparing such legislation, some anttention will nsed to be given
to such factors as the extent of the forast area and its legal status, the availability
of manpower, technicel ekills and capital, the existing sytem of land tenurs, the
axtent to which customary rights are practised, the pressurs for agricultural lapd
and the structure of the exlsting forest industries. Legislation regulating utilisa-
tion contracts should furthermore be based on an examination not only of all laws
relevant to forestry and forest industries, but also of those laws of social and eoco=
nomic naturs which may somehow affect the forestry sector. Only then will it be
poeeible to ensure that the relevant proviesions on forest contracts are not inconsistent
with the other laws of the community.

One of the shortcominges often found in existing legislation is that only ome
iype of contract, usually a short term timber harvesting contract, may be grented.
It is therefore impcesible to vary the erea and duration of contracts in relation
to the needs and capabilities of operators. Thue the stabilisation of the timber
industry on a long term basis cannot be achieved, mince the legal provisions empower—
ing the administration to grant long term contracte just do not exist. In the last
few years, however, ctnesiderable progress has been mads in view of the increasing
importance of forest exploitation and rapidly growing exports of roundwood and forest
products. Several countries have now introduced new legislation allowing for dif=-
ferent types of contracts, including contracts for long term forest management _‘Ij.

It is important to distinguieh beiween those legel provisions related to forest
contracts which should be part of the Forest Act itself, and provieions which should
be in Regulations. The Forest Act should provide only for the main factors such as
the different types of comtracts, their duration, the conditions under which they may
be granted and the main objectives. Provieions which have $o be modified frequently
or which include much detail should be in Forest Regulations, The Forest Aot must

have a yrovieion snabling the executive to issue regulatione as regquired from time

to time; by this means, the legul basie of forest contracts will be flexrible enough

to permit modifications of the govermment's wood disposal arrangements to fit in with
socio=economic changes., An example of the necessity for a distinotion between the Act
and Hegulatione ie the problem of stumpage. In some countries, the actual rate of
stumpage has been laid down in the Forest Act itself,.-and as a consequence the stumpege

New forest laws, which determine t0 a oonsiderable axtent the righis and obligetioms
of the grantee, or epsoial legislation related to utilization oontracis, have, for

example, been enacted during the last 10 years in Honduras (1961, 1963), Mexico
1960, 1951;, Banama (1962), Ecuador (1960, 1966), Peru (1963, 19671), Veneruela
1964, 1965), Cameroon (1969), Congo=Braszaville [1962), Gabon (19623, Ivory Coast
1962, 1965, 1966), Indonesia (1967, 1970), and the Philippines (1961, 1968),
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has remained at the same level for a long pericdssince a change of the law could
only be aohieved with great difficulty. The Foreat Aot should lay down only
what types of foreet fees are to be levied and the methods of assessment, while
the actual stumpege rates, i1f they are to be fized at &ll, should be in the
Forest Regulations.

Legielation should also lay down clearly which authority is to have
responsibility for formilation and implementation of forest poliocy in general
and of wood disposal through forest contracte in partiocular l/- In addition
there should be provisions for ensuring effective ocordination and collaboration
at the natiomal, regionsl ard looal levelsbetween the national or state forest
service and other authorities having an identifiable interest in forest
utilization ocontracts. Finally,legislation should make provisions to ensurs
aeffeotive implementztion and enforcement of the cornditioms of oontraois.

5.3 LEGAL FORN OF FOREST CONTRACTS

dlthough the expreseions "forest utiligation contract" and "forest
utilization agreement" are used in this handbook, the aotual legal form of the
dooument establishing the relationship between the entrepreneur and the state
may in faot vary considerably 2/.

In English Law tradition, prevailing in most English-speaking countries
of the tropios; the form is usually a "econtractual agreement' assfor example,
a lease or a licenoe 3/,

In the Roman Law tradition prevailing in French and Spanish-speaking
ocountries,on the other hand, rights over public forest land are usually trans-
ferred either by a unilateral act of the state adminiatration, for instance
by a "oonosasion" in its legal meaning or by a government decree or special
acte. Areas of minor importance are usually granted directly by an administrative
aoction_while larger and more important areas are granted by government decree
or a special aot 4/.

Although in some ocuntiries timber harvesting or forest management rights
may be transferred by a. unilatersl act of the grantor, the transfer is usually
‘preceded by a negotiating stage just as in the case of a contraot. It is at

17 The determination of the competent authority is of parfioular importance in
countries in which special state agencies exist,such as an independent authority
oonoerned with land reform and settlement. This body may be concerned with forest
land that has besn classified to be turned over to agriculture. It should be e¢learly
defined whether the grant of timber harvesting contraots on such land is the
reaponeibility of the foreest Bervice or whether it ie within the responsibility of
this agency.

_2_/ In this handbook, the term "agreement” is used to mean the legal instrument which
tranafere the timber harvesting a.nd/or forest management righte for & particular
area. An agresment may azlsc determine rights and obligations which are not re-
gulated by the gemeral legislation om utilization contracts.

3/ Gordon has also ocalled attention to the fact that the term which is used for
a certain type of forest oontract may not expreses in an appropriate manner its
actual legal form. Thus the "Forest Management Lioenoe',as issued in Britieh
Columbia,has, in his opinion, much more the le character of a "Lease'. GSee
Memurial Coneideration in Tropical Forestry" ?;l)) DPe2=3e

4/ The most important forest utilization contract of Surinam has been granted by
a special decree (203,
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this st#gn that the details are disoussed and agreed between the itwo parties.
The result of these negotiations may be finalised in two different ways 1

i. By a dooument, either in the form of a coniraotual agreement or a
unilateral aot of administration, transferring the rights and also
laying down the oonditions that govern the operationa of the contraot.

ii. 3By an agreement signed by both parties,setting out the oonditions of
operation and the obligations and responsibilities of the parties,but
not transferring any rights. The actual rights ars then transferred by
& separate legal dooument which inoludes the provision that the agree-
ment shall be respeotsd by the parties ;jﬂ

Countries vary in the extent that rights and obligationa of the grantor
and grantee are determined by general legielation or by clauses in individual
agreements. In some countriea almost all provisions which govern the operations
of the company are covered by the Mrest Act and Regulationa. An exampls of this
is the leglelation of Colombia whioh contains detailed provisions on methods of
exploitation, construotion of roads, operations of forest management and payment
of forest fees. Thia arrangement may be avpropriate if the conditions do not
have to be varied from one scheme to another, as is generally the case for
short term timber harvesting contraots.

On the other hand, the "Erxclusive Iigence to Take Treea and Timber or cther
Toreat Produce™as issued in Tanzania,is a case where almost all the conditions
of operations are aet out in each agreement. In more than 45 clauses, the
working of the area, the payment of forest fees, the righta whioh are reserved
40 the grantor and the general provisions dealing with transfer of righis,
suapension, ocancellation and termination of the coniraois are set out in detail.
This procedure makes it poseible to adapt the agreement more easily to meet the
olroumstances of each individual scheme. In many cases there is, howsver, no
need to vary the conditioms significantly,and standard forme for lioences and
agreements which contain. a fixed set of clauses have been prepared in
several countries.

As can be sesn, each country may have a different approach and sach
situation needs to be examined separately. It ocan, howsver,be siated that in
Frenoh and Spanish-spesking countries, the general legislation (Forest Act and
Regulations) determines in considerable detail most of the provisione related
to wood utilization and forest management, while in English~speaking oountries
moat of the provisions are ususlly included in each agreement.

FRINCIFAL PROVISICNS OF LECUISLATION ON FOREST CONTRACTS

It is difficult to be precise as to which provisionsa should be by Acts,
by Regulationa under the Aotms, or in individual agreements,since procedures
vary considerably in different countries. As a general guide, however, it mizht
be preferable for the following provisions tc be im the basic Aots 3

This solution has been adopted im Indonesia. See Decres b . 51/8/67 (149
concerning the conditions and method of settlement of Forest Development
Concepsions,



i+ Determination of the various methods of wood disposal on public
foreast land suck as male of wood felled and greded, sale of standing
trees and grant of utilization ocontracts.

ii, Definition, purposs and socope of forest contracts.

iii. Duration and slze of area to be granted for the various types
of foreat contracts.

iv. Authority responsible for granting contracts and agency responsible
for mupervieion of the scontraot.

ve Formalities and procedure in applying for a contract.
vi, Foreet lands on which contraots may be granted.
vii. General rights and obligations of the grantor.
vlii. GQeneral rights and obligatione of the grantee.
ix, Intereats of third parties.
X. Special provisions concerning forest management ocontracis.
xis Methods of assesaing foreast fees.

Finelly, it cannot be too strongly emphasised that sound general Forest
Aotes are of the greatect importance to give a secure basis for forest contractas
as valuable instrumente of progressive forest management and forest industry
development.

3everal liste of the main legal provisions for forest ocontracte have besn
prepared. jJ‘ based on an analysis of important Foreet Aots and Forest Regulations
and on the examination of a coneiderable number of long term agreemenis.
Part ITI of this handbock includes a list of the main objectives and require-
ments for legislative or oontractual provieions in long term forest oontracts.
It is impossible to provide in this list for svery oiroumetance that may arise,
sinoe the situation between grantor and grantee varies from oountiry to oountry
and oontract to contract. The list may, however,serve ae a guideline for general
legislation and individual agreements.

l/ One of the firet ligte was publighed by Trou (85) jn 1940, His attention
was mainly oonoentrated on the problem oT'EEE the exploitation of the oompany
oan be efficiently controlled and how the rights and obligations of both parties
oan be defined olearly. Whitman (91), 1956, hae prepared a list for timber male
oontracts which includes & number of provisions that may alsc be oconsidered in
oonneotion with forest utilisation oontracts. In 1968, Somberz (81) has modified
thia liet for the special purpose of long term forest oconiracts.
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PART IT

SPECLAL FRATURES OP LONG TERM FOREST UTILIZATION CONTRACTS

Chapter 6

OBJECTIVES OF LONG TERM UTILIZATION CONTRACTS

TEE IEVELOPMENT OF FOREST INDUSTRIES

The establishment or expansion of integrated wood progessing faotories on

the basis of long term utilization ocontraeta could bring several advantages to the

publlo foreast owner and to the whole nation l/- The most important.ones may be
mentioned :

1. Greater contribution to economic growth than from log export.
i1i. Diversification of the national economys

iii. Contrasots in international markets leading to improved standards
in domeatically manufactured wood products.

iv. Contribution to improve the balance payrents through foreign
exchange earningas from export of manufactured goods and savings
of foreign currency by import replacement.

v. Inoreased employment, acoelerated economic and scoial development
in rural areas, and formation of stable communities and population
centres in the vioinity of the forest industries.

vi, Fuller utilisation of the national forest rescurces,

6.1.1 Seourity of raw material supply as a major incen¢;?p to attract wood

proceasing industriesd.

) Security of capital investment 1s often stressed as one of the main
incentives if the private sactor is to be attracted to the establishment of
forest industries, and the security of raw material supply is at least of
agual importance g/ﬁThe lack of suitable means of ensuring long term security
for large scale industrial units may therefore be a serious handicap in de-
veloping a national wood processing industry. Three advantages whioh a

SE g me o
The necessity to promote national forest industries has been strongly expressed by

Westoby "The role of forest industries in the attack on eoonomio underdevelopment"
(gaj and by Osara "Expansion of foreatry and forest industries in underdeveloped
countries" (71},

This argument has been brought out quite olearly by Gordon (20) in his statement:
"Countries that are failing to attract investment for their forests and forest in-
dustries might comsider whether part of the reason does not lie in the inadequacy
of available tenures". See: "Tenurial oconsideration in tropical forestry", pe6.
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partioular forest industry may gein from long term security of raw material
supply seem important i

i. The company may plan industrial expansion on a long term basis.

ii. The company may improve its competitive poasition againat other
companiea, as diminishing forest areas and reduotion of primary
foresta in many oountries inorease raw material values.

1ii. The company may more easily obtain bank credits and better banking
faollitiea for finanocing industrial investments.

An efficient policy of long term utilization ocontraota could therefore be
a major instrument for enocuraging the eastabllshment of wood processing units.
The long term rights over a substantial part of the forest resourcea, which thia
form of wood dispoeal tranafers to a speoifio company, can be a very attraoiive
incentive., The government needs fto be aware of this point and should only be
vrepared t0 tranafer such valuable rights if its main objective im thereby
adequately served. Many governments therefore accept as a baglc principle that
the allocation of large tractas of public forest land under long term coniracts
is only justified if the grant ia linked to a apecific wood processing unit.
Thus long term agreements would only bhe granted to companies undertaking either
to establish a new forest industry or to link the faoilities of an already
existing one to the granted forests,

In some oiroumstances 1t may of couree be necesaary to make exceptions
te this general rule and to allow the grantee to dispome of part of the ex-
traoted volume outside of his processing facillties as logs, either on the
national log market or on the export markets, Such ciroumstances may arise
when:

i, Certain Bpeoles or grades ocannot be utilized im the entrepreneur's
own plant. In this case, the grantor may agree to such logs baing
sold for procesaing to soms other national company. He may also
accept that ssveral grantews establish a cozmon mamufacturing wnit,
specifioslly to utilize logs of these classes.

ii. The international log market has,at least momentarily, to be supplied
with osrtain apecies or grades in order to keep established marketing
poaitions, to gain foreign currenoy or to introduce new species to
overseas markets,. f

iii. 4 certain type of raw material ja.z. pulpwood,cannot he used eco—
nonically in the ocountry at present, but an export market for it
can be developed.

iv. The export of logs during the initial phase of the operation is
necessery for the ocmpany to finanoe part of the neceasary infra-
strugture.

An elastic polioy im this matter ghould be adopted by the forsst awner
and the relevant provisions of the agreement should be spegified in detail.
The grantor has to watch carefully that any initial easing in the obligations
reocording domestic wood oonversion does not beoones a permanent exception.
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Additional incentives to encourage industrial conversion of wood.

In several countries the government ham further encouraged the establish-

ment of wood processing industries under investment incentives which

usually

apply to industrial development generallyyj/Some of thease are :

Tax exemption for a certazin period after the establishment of the

- _industry.
ii. Ouaranies of atable tax rates for a fized period.
i1ii. Accelerated depreciation allowsnoces,
iv. Investment subsidies or mcocese to cheap credits for construction.
vs Facilities to import the necessary maohinery and equipment.
vi. Priority for supply of ecnstruction materials and other goods
needed for the operation of the snterprise.
vii. Priority to obtain forelgn currency for imporis of machinery.
viii. Construction by government of transport and lozding facilities,
®.g. basio roads, bridges, and port installations.
ix, Ouarsntees ms to use of water resources and supplies of eleotric
rower needed for the installatione of the conversion unit.
I, OSpecial regulatione with regard to protection of foreign investments

and rights to repatriation of profits if foreigm capital is concerned.

Combined with the security of raw material supply from long term

ocontracte sthese additional investment inocentives may considersbly promote

domeatic wood processing.

They may either be uped in order to encourage the

expansion of the forestiry sector as & whole; or %o interest intermational in-
vestors in participating in the industrialization of the forest resources gyﬂ

The charging of particularly low stumpage j/ for the raw materisl

may be used as ancther important incentive to promote foreat industrialization.
If a reduction of stumpage during the initial period of the contract is agreed
on, the time during which the low stumpage level will apply should obviously
be limited. In some oases it may even be worth oonsidering the complete sus-
pension of stumpage payments during the initiasl period of the agreement if this
Ae necessary to attraoct the desired type of wood processing industry.

1/ These incentives are of a general economic and financial nature and refer fre-
guently not only to the foreatry sector. The general problems of the investment
legislation as related to agrioculture and forestry have been discussed by
Henderson in a recent FAQ publication "Foreign Investmeni Lawe and Agriculture"(54).

The particular incentives whioh many oountries have granted in order to attract
foreign capital for the establishment of foreat industiries will be disocussed in

Chapter 12.

2/

The ooncept of stumpage and ithe method of its eppraisal will be diecuseed in
Chapter 9.

3
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The government may reason that the overall social and sconomical benefits ra-
sulting from the new industry would be more important to the development of a
certain region or of the whole country than the aotual inocome from stumpage. 1/
The reduction or suspension of stumpage payments as an incentive for industrial-
ization may be justified if definite mooial and economio progress, fuller
utilization of the Taw material and responaible mansgement of the forest re-
sources do resulte. BPBut such a policy would be difficult to justify if the grantee
wors to sxploit the forest only for the sale of raw material.

Gele3 Provigiona of the agreement o ensure industrial wood conversion.

The forest owner has to ensure that the terms relating to the oonatruction
of industrisl faollities which the grantee undertakes to esteblish are specified
in the agreement in detail. Tha lack of sufficiently precise definitiom of this
requirement can be a serious obatscle to the fulfillment of a poliocy of
industrialization. Provisions such that the grantee "will make all reasonable
effort to process the available raw material'or “ahall establish a oconversion
unit 1f eoconomically feasible"™ are too vague and can easily lead to diesagreement
between the two partiea. It may therefore be advieable to require that prorosals
for the establishment of & new industry or the erpansion of an exieting unit,
based on a feaslibllity study, must be submitied by the applicant. This study
should specify the kind and quanitity of wood to be produced, the type and amize
of industrial unit, for instance pulp mill, sawmill, peeling plant, particle
board factory or intergrated forest lndustry, to be established,and when or by
what stages the industry will go into operstion. Only when the grantor is
satisfied with the detailed propeosals of the feasibility study should a long
term utilization ocontract be granted.

The agreement hae then to include provisions which in relation to the
industrizl prooessing of the available raw material determine :

i. +the date by which procesaing of wood muast begin, the quantity of raw
material to be processed and the kind or kinde of processing

ii. a detailed time achedule for the installation of the industrial
facilitiess

iii. +the extent to whioch wood extraction, prior to the operation of the
industry, may take plases. Such extraotion should normally be limited
to that quantity which is needed for running trials and to build up
a2 stock for the first period of operationj

iv. +the guantity and kind of raw meterial excluded from processing in the
new industry which the grantee may bes allowed to sxtraot before the
industrial unit has started operationg

V. the period, say 5-10 years, after which the perocentage of raw material
which is allowed to be used outside the industrial faoilities of the
unit will be subjeot to a new agreement between the parties.

1 In some oountries, this problem hams been discussed in the context of the concept of
"Negative Stumpage", Logglng, traneport and proosasing of timber from certain remote
areas may only be posaible at a loes, even if no stumpage is payable. The grantor
mays however, be intereasted to develop this region through a system of basio roads,
which oould be oconstructed in oonneotion with exploitation of the forest resources,
Under the ooncept of negative stumpage he may then agree that the grantes will be
compensated for his lossss in this particular region by not assessing the full
valus of standing timber in more accessible and profitable areas.
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vi. that, if the contract is granted under the condition $hat already
exigting wood conversion facilities will be expanded, ihe above.
mentioned provisions are formulated aocordingly;

vii, that the grantor has to be informed regularly, say every 6 or 12
months, on the progress of the instellations.

If the grantee falls behind the achedule of industrialization due to _
reasons Treasonably within his control, this will be breach of the agreement and
its sanotione may be invoked. Im addition it may be useful that the agreement
ingludea specizl provisions relating to the industrisl progremms, such as:

i. that the granted ares will be reduced by a determined proportion
if the grantee faile to establish the agreed type of forest industry
on the agreed soale and achedulej

ji. that the grantee will forfeit his surety bond which he had to deposit
a8 guarantee for the induatrialigetiong

iii. that the stumpage rates will be inoreased for all roundwood which
under the agreement ghould after a spstified period be processed
in the company's plant, but is not.

Just as 1t is in the interest of the forest owner to ensure the processing
of the raw material which is harvested, it is important for the oompany to verify
whether the necessary wood for the industrialization is really available and
whether it may rely on the estimates of future timber supply. The company should
therefore examine omrefully the aurvey of the forest area to be granted. If the
forest inventory has heen made by the owner, it may be necessary to allow the
progpective grantee o run a cheok orulse. ¥Whers wood supply depends partially
on more than one forest owner, the company will have to verify whether these
will oontribute their share of raw material as proposed in the ocontract. The
company may alao requira that the agreemeni determine,in the form of ar annuel
allowable out,a minimum quantity of raw material l/ that may be harvested from
the granted area, and guaraniees that the owner will make up any reduction of this
annual out with timber from other land 2/.

6.2 STABILIZATION AND INCREASE OF EFFICIENCY WITHIN THE EXISTING FOREST
INDUSTRY

Ae long as the established conversion unite are small scale and bave to
rely exclusively on their own ehort term timber harvesting oontracts or on the
supply from other emall logging ocompanies, the development of an efficient
national forest industry may be considerably hampered. The sstablished companies
will have to fight from year to ysar for the required raw material and some of
them may even have to close down or at least reduce their aciivity due to
difficulties of supply.

17 The determination of a minimum quantity of supply should however not exclude that
later on & revision of the management plan may provide a higher annual out if this
seels appropriate on sound management principles.

g/ A reduction of the annusl ocut in the granted ares may for instance become neces—
saYy if the wvolumes have been overestimated in the beginning or if the area has
suddenly to be reduced for some unforeseen svent such ss political or social
pressure for more agriocultural land. It is of utmost importance that the grantee
has a reascnable seocurity that such a development will not affeot greetly his plans
of industrial expansion as determined in the long term agreement,
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In such z eituzation, the introduction of long term utilization contracte may offer
a gound basis to stabilize the existing forest industry. Once such contracts have been
granted, the former structure of the forest industry will almost ceriainly be changed.
The wood dieposal policy of the government may determine which enterprises will continue
to operate. Among the small indusitrial units, some firms will expand and became the
muclei of important forest industries. Other oompanies may be forced either to sell
out or to amalgamate with the larger units. The security of supply from long term con—
tracts may thus remove at least ome of the obstacles to the industrial expansion and
speed up the process of concentration and integration 1/. It should, however, be kept
in mind that a policy which favours conceniration and integration within the forest
ingustry may frequently not be uniformily applied all over the couniry. In certain
»ogions, espacially near towns or rural population centres, it may be desirable for
#80cial and soonomic reasons 1o encourage small= and medium-sized companies, and other
forms of timber dispcsel may thus be more appropriate.

THE PEESERVATION OF FOREST LAND

In many countries, the foreste are continuously threatened by shifting cultivation
or fires set in order to gain grazing lend. Utilization of the forest resources through
long term forest cvontracts, granted to important forest industries which obviously make
a substantial contribution t¢ the national development, could lead to more effective
protection of the forests from destrmetion g/. Tha forest industry may provide smploy—
ment for peopls who would otherwise continue t0 burn the forest land according to cus-
tom. With & reserve of raw material in the unexploited forests, and the poesibilities
of a future crop on the logged—over areas, it is in the interests of the grantee to
yreserve the forests on the granted area and to cooperate with the forest servnca to
rrevent or reduce the destruction of the forest,

An example of how the lack of utilization of the forest resources may lead to their
even faster destruction can be found in some of the states of Mexico., Under a conser—
vative policy of forest protection, the govermment had declared a considerable portion
of the forest to be protected areas in which all commercial exploitation was forbidden,
Az a result, the foreais, particularly the privately—owned ones, had absolutely no eco-
nomic value and were burnt severely in order to gain pasture land. Under these circun—
stances the objective of preserving the forest could only be achieved by abolition of
the ban on exploitation and industrial utilization of forest resources. .

The preservation of the forest by tying it up with a particular industry has, how-
ever, to be conducted within the framework of & general land-use policy. A detailed
socio=economic survey ia needed to determine if the retention of the land under forest
would be & better and more practicable use than agriculture. On foreet land which
should ultimately be converted to other uses, the problem of preservation exisis only
for as long as iz required ito utilize the available material under a system of salvage

logging.
THE INTRODUCTION OR IMPROVEMENT OF FOHEST MANAGEMENT

One of the aims of a policy of long term utilization contracts may be the
introduction or improvement of forest management in the granted forests. In
view of the advantages which the oompany may derive from the long-term security
of supply, the government may well consider transferring part or all responsibility

The study of Dealy (29): "Margers in the Forest Products Industries", which examines
pome areas of the US., indicates quite clearly that the necessity to provide for the
long term aecurity of raw material may be one of the main factors to favour concentra-
tion within the existing forest industry.

The necessity to link ocertain forests 1o important industrisl oonvereion units in
order to achiesve their preservation has been strongly advocated by Gordon (50) in
"Tenurial Considerations in Tropical Foreetry".



This situation may,however ,change in the future as the tropical bread-leaved
forests diminish and the area of plantations of fast growing speciee increases.
Long term management contraots with the objeotive of building up a new forest on
undeveloped land may thus become of considerable importance. The granting of
this type of ocontract as an instrument of bringing undeveloped land intoc pro-
"duction has Tecently been discussed in New Zealand. It has been proposed that the
foreat service lesase to private companies barren and idle land which, under proper
management, ie suitable for forestry. The companies will plant the land and
eventually harvest and utilize the raw material l/} An agrecment of this typs
already operates successfully in Vioctoria (Australia).

One of the major problems in such a contraot is to settle the payments
that the company has to make for the right to uss the land. Several methods
have been proposed :

i. The company pays a nominal rent during the initial period, during
which no timber can be harvested. Onoe the trees matureythe land
owner receives the value of the standing timber in the form of
stumpage. The stumpage is caloulated by deduoting the logging ocosts
and the ocostas of road oomatruction, planting and forest management,
from tha valua of the raw material delivered to the factory. This
methdd may give a reasonable return to the land owney but it has the
disadvantage that he will receive virtually no inoome during the
initial period.

"4i, The value of the standing timber is determined as indicated im "i",
but the company makes annually advanoced stumpage payments of a
predeternined perosntage. The land owner will consequently receive
paymentsa from the very beginning, an argument which may be of great
importence if local or tribal communitiea have %o be persuaded to
agree that their land may be included in .such a oontract 2/.

iil. It is agreed hy the two parties that,onoe the mature trees can be
harveated,a certain percentage of the available raw material belongs
to the land owner snd the remsining part to the grantes 34 The land
owner may then sell his part of the raw material. In determining the
respective percentages, the future value of the raw material and the
production costs have to be considered. :

ive Another possibllity might be some system of direot profit-sharing
between the land owner and the grantee. Such & method may,bhowsver,
present ssrious problemas. Detailed coat records for a long period
of time would have to be kept, and it would be difficult to agree
on the division of overhead coats and how to allow for the effacte of
inflation.

1/ See Grainger (51) : "Leasing of forest land on a royalty basis",

2/ This method has been proposed in New Zealand. Proposed payment varies between 15
mad 259% of stumpse, Adepending on land categories. See Craingsr : "Leasing of
Forest lend on a Royalty Baais" (51).

}/ In Spaingland which is owned by commnities has been planted by an independent
reforestation Egencys Once the irees oan be harvested,the profit will be shared

according to this method.




Chavnter 7

IETERMINATION OF RIGHTS AND OBLIGATIONS!

Tsl THE RIGHTS AND OBLIGATIONS OF THE (RANTEE

Many diffioculties lesding to disagreement between the parties may be avcided
if the rights and obligations under a long term utilization contract are defined
in a precise, unequiwvooal and ocomprehenmive manner _1/ The following lisi
inoludes the most important iltems &

ia

d1i.

1i4.

ive

The exclusive or restrioted right fo utilimee wocd in the granted area,
with the right to enter on such land and to c¢arry cut all operations
conoernad with felling and removal of merchantable timber on such land.

The right or obligation to carry out operztions of foreet management &s
determined by the managemeni plan cr suthorized from time to time by the
forest owner g/, inoluding the obligation to take speocified measures
against demage by fire.

The right to establimh faocilities required for the wvarious operstions in
the forests such as the oconsiruction of the mecessary logging roads,
canals, loading faoilities, ponds for wood storage, the inmtallation of
logging czmps and Tepair shops, and the comstruction of houses and offices
for forest guards or employees oconcermed with forest management.

The right to establish facilities conneoted with the indusirial prooes—
eing of wood such as the oconstruction of indusirlal buildings, the use
of the waier, ihe use of electric power, and the copsirucilon of ad-
ministrative buildinge or housing projecta Ffor staff and labour force.

17 The determination of the rights of the grantes may be more or less expliocit in the
different countries. As an eXxample for a very general desoripiion of the transferred
rightes, oclaune No. 1 of sn agreement from Venezuela (208 may be cited : "El Ejecu—
tivo Naoional, de acuerdo con los Artfculos 64 y 65 de la Ley Forestal de Suelos y
Aguzs y de aocuerdo con el Reglamento parcial de ls Ley Forestal de Suelos y Aguas
sobre el aprovechamiento racional de lagReaérvas Foresisles, otorga & la Contratista
al aprovechamiento racional de la Unidad Forestal No. .. de la Heserve Foreetal
de ,..". A more explicit definition of the granted righte is given in an agreement
from Western Samos (213 MThe Minister hereby grants & licence ... t¢ g0 inm and upon
the said land and exclusively (but subject in partioular to the provisions of
elauses 10 and 16 hereof) +0 remove merchantable timber therefrom and %o oarry out
thereon suoh foresiry operations as may be authorized from time to time in writing
by the Kinister of Forests and in every case for any purpose incidental heretc for
all purposes oonneocted with the felling, logging and removal of merchantable timber
from the maid land ...".

From the point of vievw of the grantea, the respensibility for forest management may

be understood in some ocountries as a Tight and in othere more ae & duty. If the
-00mpany is very interested im the long term wood supply and will benefit from the
management operations after a short period (for instance thinnings in oconiferous
forests)sthis responsibility will be oonéidered as a privilege. Since in the long
run forest management will be in the interest of each operator, it .is usually in-
¢oluded under the heading of rights.
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ve Privileges granted to the grantee with regard to investment credlts, itax
exenption and transfer of profits and speclal oorditions concerming the
enployment of looal and foreign astaff.

vli. The obligation to ﬁr0vide training facilities and courses for nationals
as forest workers and induetrial operstives, and for superviedry and
managerial positions as appropriate.

Frequently, the agreements specify also what rights are to be withheld from
the grantee, for inatance @

i. Minizg and ¢il drilling rights are always axgluded from forest oontraocts.

ii. BRights of hunting and fishing and the right to establish agrioultural
crope are normally withheld, but may be granted if these activities are
axercised in order to supply the labour forca with food.

iii. The right to use secondary forest produce, for instance fruits, nuts,
and resins,and the right to use earth, gravel znd stones for purposes
which are not connecoted with logging or forest mapagement are also
usually exciuded.

The right of the local populaiion and righte of acoese for interested thi?d
partles will be discussed in the following section of this chapter.

The agreement has also to determine whether and under what oconditions the
righte may be transferred by the grantee to a third party. Many agreements
include provisions which prohibit the tranafer of any of the granted rights
without the comsent of the foreat owner.

IETERFERENCE WITH THE INTERESTS OF THIRD PARTIES

The grant of & long term utilization oontract will frequently affeoct the
social, political or economic interests of people already established in the ares
involved. The righte to be granted may interfere mainly with two groups - the
looal population depending upon the forests as a basis for its livelihocd, and the
existing forest indusiries relying on the forests for thelr raw material supply.
Confliots between these groupe and the grantee may easily arise. It is therafore
necessary to ldentify the possible fields of disagreement and in the agresnent to
provide sclutions which will reconcile the conflicting interests. Otherwise oon-
fliots arislng from these probleme oould lead to confrontations of suoh intensity
as to have considerable political implications for the whole countiry, and even
make it imposaible to achieve satisfaotoirily the objectives of a long term ocan-
treot. The forest owner as well as the company nesd to be awars of this possibili-
ty and jointly strive to anticipate solutions satiefying the interesis of third
parties.

Te2a1 The interests of the loocal population

In many ocountries,the local population sxercises s number of rightas on public
forest land. These righta may be very significant if the contraoct is granted on
land which has not been previously declared as permanent forest and where the
local population bhas exercised them without muoch restriction. Even if the granted
area has been declared a permanent forest and the customary rights have been
offioially abolished or limited, a oconsiderable part of the local population may
8till have to raely om such land for its subsistence.
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If land on which the loesl peopulation still exercises oerisin aetivities is
included irn a long term utilization contract,the interests of these people have,
if exeroised legally within the framework of customary rights, to be safeguarded,
ory if only exercised’de facto” for the need of subsistence, to be takem into con-
sideration. Xany agreements include therefore provisions which require that the
company has to respect the cusiomary rights and the activities of the local po-
pulation exercised in the granted area.

Some of the aotivities, whetber practised in accordance with the customary
rightes or not, may seriously interfere with the interests of the grantee and with
the ultimate z2im of the long term ocontract. This is especially true if the forests
are used for shifting cultivation or if they are burned regularly in association
with grazing. Vazlusble raw materizl which should contribute to the long term raw
material supply of the forest industry may then be wasted and the future forest
crop endangered. Undsr such oircumstances even the richest forest resources and
a long contrecot duration could be of little wvalue to the company.

The government should therefore distinguish between aotivities of the loozl
population which are not harmful to logging and forest management and which may
be tolerated and those which endanger the forest resources. The former, which may
inc¢lude the right of hunting and fighing, the right to collect fruiis, nuts and
other secondary forest produce, the zight 1o collect Fitewcod or to fell timber
for local consumption, will have to be respected. Among the laiten the main
problem to be solved iz that of shifting cultivation.

Shifting oultivation has to be seen from the aspect that the local population
may have no other recourse than to this form of agrioulture for its survival. The
preservation of the remaining forests can thenm only be achieved through social
measures which give the cultivators a practical alternative for their livelihood,.
Ho forest utilisation oontract or policy will oope with the problem of shifting
oultivation without an effective, concurrent, social and political molution 1/

It will therefore require the cambined effort of the forest cwnmer and of the
oompany if the problem of shifting oultivation is to be handled without politiocal
and soecial repercussions. Before a long term utilization contract is negotiated,
the gquestion of whether there is a suffiociently large area of agrioultural land
available for the local population should be settled. If there ie noty then it may
ba a more realistic poliocy ¢ reduce the area that is 10 remain permanently under
forest cover, and to decide which part of the area may be turned over to agri-
gulture. Omnly then will it be possible to concentrate the local farmers in
certain parts of the area and to harvest there the raw material by salvege logging
operations before it is destroyed. It will then mslso be easier to proiect the
remaining permanent forests.

Once the various looal claime to using the land hawve been solved, the grantes
pay contribute to the protection of the forest resources in several wayse 3

17 The importance of & detailed land-use policy for the preservation of the forest
resources has, for example, atrongly been advocated by Aung Din (15). Referring to
the situation in the {ropical area of South East Asia, he says: "In other words,
rational apportioning of land among different uses and in planned juxtapesition -
agrioulture, pasture and range, and forestry on a national basis afier ocompre-
hensive land use, land capability and soil surveys leading to legal enactment and
constitution of forest reserve or estate is the firet and most urgent undertaking
neaded.”
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" By the oreation of new jobs in logging and wood conversion and the
employment of people who otherwise would hawve to ocontinue to praotise
ahifting oultivation.

By combining shifting ocultivation with reforestation,as for instanoe
under the taungya system, to maintain agriculture and ocxrsate new forests
at the same time.

By introducing a system of education and sooial assistance helping the
local farmers to improve their agriocultural methods thus enabling them
to practise permansnt agrioculture on a smaller arsa.

By arranging to guard the permanent forest and co=-operating with the
forest servioce to prevent shifting ocultivation.

The intapests of established forest industries

Since the grant of a long term utilization contraoct may affeot the

intereats of established forest industry, it ie important for the government to

examine

carefully the structure of the oxisting industry and the means of ensuring

their raw material supply. It may even he useful to ocolleot information and views

by means of a public hearing before a new long term contraot is granted

usually
grantee
lines 3

'ic

ii.

iii,.

Te2e3

highways

i.

ii.

iii,

ive.

J_/o It is
neoessary for the forest owner to find a compromise whioh will satisfy the
and the local indusiry, and it may be found along one of the following

The government guarantees the established companies an annual quota of
wood whioh will be sold to them from other publio forests.

The company to which the long term contraot is to be granted will have

to supply to certain operators annually a volume of wood of speoified
species and grades, at specified or agreed prioces.

The grantes will have to employ oertain companiss for ocontraotual logging
and transport operations in the new unit. This requirement is usually
limited to a certein period, perhaps 5 or 10 years.

The right of socpse in the granted area

The roads of the granted area whioh have not been olassified as publie
will frequently have to be used by third parties such as

The local population,who may have a legltimate need to uase the roads.
The holders of neighbouring utilization contraots,who may have to use
some of the roads if no other praotical access route to their areas
exista.

Companies which hold mining or oil oouoos;ions-

The general publioc, for communiocation between villages or for tourism.

j? This procedure is used im British Columbia if a long term tres farm licence or a

publio working oirele haa to be established.
Sloan Report f7

See the relevant sections of the
9) pe 67-T6.
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It is very important that the agreement apeoifies which group of individuals
shall have the right of acoess on the roads of the granted unit, and the oon-
ditione whioh apply to the exercise of those rights,egocially on roads which have
been oonsiruoted by the grantee himselfs If the roads have to be used by heavy
traffic, for instance trucks from neighbouring logging units or aress, the agree-—
ment sbhould provide that adequate compensation for oconstruction end maintenance
coate should be paid to the grantee. It may also be necessary to inoclude pro-
vieions for arbitration over such mattera as interference with cperatioms or
damzge to roads and installations between the grantee and other parties entitled
to use oertain roads.

CONTRACT DURATION

The duration of long term utilizatiomn contracts may wvary considerably. As may
be seen from Table 3, in whioch the marimum periods of such contracie have been
compiled for warious oountries,there is a tendency to grant the rights for a perioad
of 20=30 years. A duration of more than 40 years is exceptionsl. Judging from
experienceya ocontract duration of 20-30 years seems to offer a sound compromise
between the divergent intereats of the grantor, who,on the one hand,may, for
soconomic, soolal and politiocal reasons, see advantages in limiting the duration to
a oomparatively short period so as to have freedom ¢ introduce ochanges regarding
the utilization of the forest resources, but,on the other hand, realises that the
duration has to be sufficient for the prinoipal aims of long term contracta to be
achieved.

The oontraot duration has also to be mesen in connection with the gquestion of
whether the agreement is renewable or not. Providing for the possibility of re-
newal reocognizea that the interests of both parties would be served by the con-—
tinuation of the operations beyond that period for which the agreement was origi-
nally granted, but gives to both parties an opportunity to rensgotiate. Several
oountries have therefore a renswal olause in the agreements subjeot to the grantee
baving worked in a satisfactory manner. In some countries,the renewal is limited
to one or two more periods, while in others no such provis;on ig made. If a long
term oontract is to be renewed,it is the usual proocedure for the granise
to notify within a oertain poriod prior to expiry, perhaps 6 months, its interest
in the renewal. The government then considers whether the grantee hap complied
with all oconditions of the agreement and whether it is in its interest to Tenew
the oontract.

The agreement must also specify olearly the starting date of the contraot

and the clroumstances or oonditions whioh may lead to its termination. The beginning

of the contract is usually the date on which the agreement is signed, but there is
no necessity for this %o be so 1if some more convenient date is agreed upon.

The termination of the contract may oocur for various reasons I
i. The agreement expires without being renewed for another period.
ii., The grantee renounces his rights.
iii. The grantee bhaoomes imeoclvent or is disgoi;ad.
ive The rights are withdrawn, because the grantee has not complied with his

obligations. (The main reasons for whloh the grantor may invoke this
sanotion are given in Part III).
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Table 3

DURATION AND POSSIBILITY OF HENEWAL OF LONG TERM CONTRACTS
AS DETERMINED IN THE LEGISLATIMN OF VARIOUS COUNTRIES

Mé.ximum durstion

Country / o Renewal Special remarks
{LATIN AMBRICA
Ecuador 30 no
French Guiana 18 ¥es
Mexico 29 yes
Venezuela 50 no, Contract granted for 40
Jears
AFRICA
Congo=Brazzaville 25 ves. Former "Permis tempo-
raires d'exploitation™
granted up to 25 years.
Present '"Permis indus=
triels" granted for 10
years
Cameroon 5 no Contract to be renewed
Beveral times, Speoial
renewal conditione for
companies with wood ocore
| version units
Ghana up to 50 no
Ivory Goast 15 no
Madagascar 20 yeu Henewal only for one
) period
Nigeria 25 no
A5T4
1Khmer Republic up to 20 no.
Indonesia 20=30 Renswal proposed but not
epecified
{Fhilippines: 25 yes Renewal o¢nly for one
period
Thailand 15 yes Renewal to 30 years®
period proposed
PACIFIC AFHEA
Auetralia
(Eastern New Guinea) no
Britieh Solomon Islands 20 no
Hestern Samoca 20 yes Renewsl limited to 40

years
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Yhen the agreement ends,or if the comiraot rights are withdrawn, the govern-—
ment repossessss the land. The agreemsnt should therefore oontain provisions ro-
ferring to this situation,; and may require, for inetance, that the grantee must
leave all buildings and installations in good working conditions, and that they
shall beoome, with or without ocompensation, the properiy of the grantor. Usually,
the provision is made for the buildings and permansnt imstallatione oonnested with
logging and forest management, suoh a8 loading facilities or logging camps, to beoome
property of the forest cwner if he so mdvises the graniee im writing prior to the
termination of the agreement 1/

The grantee usually bhas the right tc remove all machines; vehicles and
mnovable equipment within a oertain pericd, say 3 monthe, after termination. In
some ocages 1t bas been aspeoified that the grantee will be required to hang over
all equirment utilized for foreast management, such aa vehloles, maps, photographa,
equipment for fire fighting and foreast proteotiomn, ito the forest owner. It mey
also be neocessary to provide that the grantee pust pull dowm certain buildings
and installations within a set period after termination, if so advised in writing
by the forest owner.

T4 EXTENT OF AREA ‘

The following three problems have to be ocomsidered in connection with the
extent of the granted area s

i. The size.
iil. The different catsgorlies of foreat land which are io be part of the unit.
iii. The dafinition and demarcation of the boundaries.

Tedel Size of area

The aizs of the area may vary oconeiderably in praotice. In some countries,
the government has determined minimum and maximum figures for the area ito de
granted. This approach should, however, only be used to glve a rough indication..
An effioclient policy for long tarm forest contracts should provide that in each case
the raw material requirements for the proposed industries be examined and the
slze of the area be adjusted to this. If suoch an analysis is not maderit could
bappen that the ares will either be too large, and oonaequently the forest re—
sources will noct be utilized to the . fullest poesible extent, or that the area
will be too small and the aim of effiolent long term utilization will noi be
achieved.

The two faotors whioh mainly influence the size of a partioular coniraot
ares ara, thersfore, the type of the forest whioh governs the long term possi-
bilities of wood supply and the type of industiry,

In forests whiohk, acoording to present kmowledze; are capable of being
managed on a suatained yield basis, it will be comparatively easy to adjust the
slze of the granted area toc the long term raw material regquirements of a partioular
type of forest industry. The problem is likely to be more difficult in tropical
broad-leaved forests, where sustained yield management may be difficult. In such

17 The buildings and installations of large integrated wood processing faoctories are
usually not included under this heading. If this should, howesver, be the case,
it must be so atated in the agreement.
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cases the grantor mey have to plan for a first cutting period of some 30 years
and determine the Bize of a particular unit so that the indusiry ocan operate at
leant for that pericd. He should,however, also plan for the first ocutiing period
to be used to build up new foresis or ¢ increass the yleld of the exieting ones
by measures of forest managemeni, if the oontinuation and expansion of the
industry beyond this pericd is to be ensured.

Tede2 Categories of land

The granted area may comprise forest land of different land-use categories.
Since a long term utilization contract is by its very nature an instrument of
long term forest marnagement, a substantial part of the granted forests should be
made up of areas planned to remain permanently under forest cover. If the area
jholudas protection forests, apeocial provisions will have toc be included in the
agreement governing their utillzation. and conmervation. In mome cases,a long
term contract may include areas whioh acoording to a rational land-~use plan will
eventually become agricultural or pastaral land. The wood which ocan be Larvested
on these lands may nevertheless be & valuable source of rav material supply for
the first period of the contraot, sc in such ocasses the boundaries of thoss parts
which are to be turnmed over to other uses than timber production forestry should
be determined by a detailed land use survey befors the first management plan for
the long term unit is made. Provisions relating to the logging methods and the
type of foresi management should therefore allow for adjustments in acoordance
with the statue of the land to be inocluded in a partioular long term oontract.

The following are the four main categories of land involveds

i. Permanent timber production forest in whioh all provieions for ratiomal
exploitaticn and management muat be applied., Reforestation should be
oconoentrated in these areas.

ii. Proteotion foreet in which apeciasl measurss of oomservation, for instanos
restrictions on logging and road construotion, bave to be enforoed.

iii. Areas which will not Tremain under permanent foreat cover and which have
to be exploited under a special salvage logging programme. XNo silvi-
oultural treatment should be applied in these forests.

ive Forestis whoss future use has not yet heen ssttied. These aress should
be treated as forest land and certain management aotivities such as
silvioultural logging be carried oute.

The granted areer may include land under different owmerships for whioh special
rrovisions with regard to wood utilisation and forest management may have to be }
mades. Some of the pointa t0 be settled in order to safeguard the interests of
the various forest owners are :

i. The identity of different forest owmers and their respeotive aress to be
included in the unit.

ii. The rights and obligations of the grantee in relation to esach property.

iii. The responsibility for leogging and forest management on the different
properties.

ive The fess to be paid tc the wvariocus foreat owneras for the arvested raw
materisal and the method of its assesszent and payment.
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Te4.3  Boundaries of ares

The exact definition of the boundaries of the area included in s forest
utilisation ocorntract and their demarcation on & map and on the ground are of sgual
importance to the grantor and the grantee. XNumercus and continuing difficulties
with the loeal population or with meighbouring companiee may arise if this is not
done adequately. Bach long term agreement should therefore define ¢learly the
limits of the granted area by precise reference fo artificial or natural boundaries,
which can be unmistakably recognized 1/, The agreement should also include & :
detailed map of the areva. The actual location of the boundaries must be carefully
axamined if disagreements between the granteee of adjaoent units are to be avoided.
The praotice of setiing up boundaries drawn on maps without a field exsmination of
the aotual situation is  hazardous as it can lead to many difficulties with regard
to demarcation, area and rights of access. Frequently,the best solution will be
to choose, vherever feasible, matural boundaries such as rivers and mountain.

ridges.

It is usually advisable tc demarcate the boundaries omn the ground, for
instance, by oclear—cut etrips or boundary posts. Well and olearly marked hounda-
ries will help to control illegal cutting by third parties. Ths grantee should
insist that demarcation be dones during the negotiating stage of the contract.
Demaraation should therefore be the reasponsibility of the grantor and should
probably be underiaken by the national forest service, but it oould be provided
that the grantee ultinstely bears the oost.

i/ A diffiocult situation mey arise if the boundary demcription uses az point of
reference the limits of neighbouring units since these may frequently not be
well defined either. In order 1o aveid confusion between the grantees,

Art. 10/3 of deoree No. 68/179 of Eastern Cameroon (100) has thus prohibited
this type of boundary desocription.



FOREST MANAGEMENT 1/

The toerm forest management oovers for the purpose of this study all aotivities
whioh aim at & rational utilization of the standing timber and at the conservation or
augmentation of the yield of the forests. DBut management operaticns in forests that
have been granted in long term oontraots ocannot be carrisd out in an squally intensive
way at all stages of forestry development. The economic and sceial importance of the
forests, the Telative scaroity of wood, the prices paid for ths Taw material and the
oXperience in allviculiural techniques, are some of the faotors whioh govern the in-
teneity of management. A careful and realistio examination of what is possidle in this
field under the prevailing oconditions must bs made by the forest owner, and the long
term agreement ghould omly include suoh provisions concerned with management which can
be reascnably well practised and adequately snforoed. '

B.l THE FOREST MANAGENENT PLAN

The public forest owner should he aware that & well prepared management plan
is one of the momt important instrumenta for the affioient uss of forest rescurces
and therefore no long term contract should be granted without the preparation of
suoch a plan. The plan must cover all important management aspeots in the granted
area and should be concerned with operations such as

i. Protection of the forest resourcee, involving say, fire prevention and
control on sbifting oultivation,

41le The rational utilization of the raw material, including the determi-
nation of an annual allowabls ocut, and the prevention of wasteful
logging methods,

i1ii. Systematio working of the granted area ®.g. by felling aocording to
the "Coupe System",

iv, Proper planning of the road system.

v, The treatment of stands in order to favour the wvalusbls species
in lower dimmeter olasses.

vi. Reatocking of the logged-cver ereas with commeroiasl speoies.

i7 For a general ireaiment of this subject the readsr may refer to numerous
atandard books, such asi

1 Davis, X.,P. 1 "Forest Management", 2nd ed. MoGraw-Hill, New York, 1966,

2 Buffel G. ¢ "Economique forestidre!,5 Vols. Librakvie Agricole de la Maiwon
Rustique, Paris, 1919.

3 Mackay E, t “"Ordenaoidn de lontes", 2 Vols. Esocuela Técnica Superior de Ingenieros
de Montem, Ciudad Universitaria, Madrid, 1944 and 1949.

4 Mantel W. t "Forsteinrichtung", J.D. Sausrlinder, Frankfurt, 1960.

5 Mayer H.A, et al ¢ "Forest Management", 2nd ed. The Ronald Press Co.

New York, 1961.
6 Osmastop F.Cy : "The Management of Foreats", Osorge Allen and Unwin Ltd.,
Aberdeen, 1968.
T Patrone Ge t '"Economia Forestale", Universiti di Firenze, Firenze, 1970.
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Each management plan may be oomplemented by additional doouments which cover .
gertain activities in more detail, such as a plan to determine the annual felling
areas, 8 plan for reforestation operations, a general plan for road oonatruction
or & Bochedule for the installation of fire fighting faoilitles.

The period for which a menagement plan is in foroe usually covers 5 or 10
years. The rapid changes ln wood utilization and marketing oconditions make a
longer duration in most casee impractical. After the first management period
the plan must be revised periodically. The regular revision of the plan isp an
essential slement for ensuring efficient forest management ihroughout the period
for whiok the area is granted.

Ideally,the management plan should be prepared and agreed before the long
term oontraot is granted. If this is not possible, the agreement should require
that such a plan be worked out and agreed during the firet 2-) yeare which follow
the signature of the agreement. The date by which the plan has %o be presented,
the method by which it hae to be prepared and the interim provisions which
goverm the activity of the grantee until ite approval pust alec be specified.

A well-prepared management plan will inolude many prescriptions ooncerning
matters which would otherwise have to be defined by general forest legislation
or by provisione of the individual long term agreement. It is therefore neces=—
sary to lay down that it ghall form an integral pari of the agreement or,if the
plan ie 10 be prepared after the agreement has been signed, that it will become an
integral part of the agreement.

The responsibility for the preparation of the management plan may lie
either with the forest owmer or with the grantee., Ushally, the party which has
the overall responsibility for forest management is also responeible for
the preparation of the management plan, If the responsibility lies with the
forest owner, the plan should be prepered in olosa oocoperation with the Puture
grantee. The latter mey also contribute to its preparaticn by providing certain
information, wuok as lnventory data and aerial photographs or by making avail=-
able squipment and facilities for field work and data proocessing. Tn Bome oases,
the management plan is prepared by the forest owner at the expense of the grantee.

In several oountries it is entirely the responsibility of the grantee to
prepare the mansgement plane This procedurs hae frequently been adopted where
there are many long term oontractisy, and where the planning seotion of the atate
forest service is too mmall tc handle the amount of work, This will be a satis-
faotory solution,provided the preparation is oarefully supervised and the date
verified by field-ohecks. It may be demirable for the granior to specify the
outline of the plan 1/ and aay to what specifications,for instance the standard
of forest inventory, the plan hap to be prepared. Some countries bhave also re~
quired tke company to employ a ocompetent professional forester to be in charge
of ths preparation. Onoce the plan has been prepared,it has to be approved by
the forest owmer.

8.2 THE PRINCIPAL OBJECTIVES OF FOREST MANACGEMENT
8e2el Foresi Protection

The management activity meet urgently required, even at an elementary stage

1/ Thus Arte 25 of deores No. 156 (0§ of Venezuela presents a detailed outline
a0oording to whioh management plans have t0 be prepared. Appendix F oontaina
a5 an example the outline-of 4 manegement plan for long term coritract® in this country.
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of forestiry, is proteotion. In many countries,the forests have to be prohqtnd.
mainly from two faotors — fire and shifting oultivation 1/.

An sffiolent fire prevention and suppreasion system may require that :

i, The total granted area be dirided into meotions acocording to
geography and oommuniocations and a territorial fire protection
organization be set up for each seotiom,

1i. A programme for providing the necessary infrastruoturs for fire ocontrol,
be instituted,inoluding the following measures &

(a) Construction of jeep roads and trsils to the isolated parts of
the different seotiona.

(b) Establishment of fire control lookouts with communiocation to
ground staff.

(o) Preparation of landing strips for small planes to faoilitate rapid
movement of fire fighting orews and equipment. 2/,

iii. Additional panpower for detection and fighting be provided in the fire
season. Fire control lookouts must be manned and regular patrol flights
to spot fires may be necessary. '

iv. The grantee partiolpates in educational campaigns aimed at reducing the
lighting of forest fires by the loocal population im order to gain agri-
cul tural or pasture land.

The problsms of shifting sultivation and the oontributions whioh the grantes
may make in this field have already beean discussed in paragraph Te2.1.

Measures for the prevention of forest fires and the contrcl of shifting
coultivation must be backed by adequate forest leglalation and law enforoement.
Legislation must include olauses on burning forests or illegal cooupation of
forest land, and provide for adequate deterrents. For effeoctive enforoement of
the law it may in some cases bha necessary to appoint speoial forest polioes and
to protect forests by forest guards or looal police foroes. The legal aspeots
of forest protection are usually not left to the grantes but are retained as the
responsibility of the nationmal forest service or other government authorities }/.

17 In the tropical rain areas, the destruotion of the forests is mainly caused by
shifting ocultivation praotised for the subsistence of the local populstion or for
cash oropss In the semi-deciducusregions with a dry season, the forests are
threatened by firea begun by man in order 0 oreate new pasture land.

g/ In several large units the ocompanies have their own planes which may be used for
fire detection. In other oamses,ochariered planes are used.

j/ If the responsibility to exeroise funotions of forest police is given to the
grantag,; oconfliots hetween iis repressntatives and the looal ocommunitiss may
arrise. A better solution might be that the company has to ocooperate with the
forest authorities by providing buildings and vehioles, but that the aotual polioe
funotion ie exercised by state offiocials.
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8.2.2 Rational loggzing methods

Foreat management has te bs concerned with the application ¢f rational
logging methods and with a systematio exploitation of the granted area. The
logging operations should advance syatematiocally by a mystem of "Coupes" or fel-
ling units. In each ocoupe all usable wood should be removed before extraction
may start in the next one. Provisions to penalize wasteful logging methods,
such as high stumps, breakage, the leaving aof  marketable %rees or logs,and
damage to the remaining treea as z result of oareleas felling or extraotion,mat
be included im the agreement. It is also necessary to determine which apecies,
acoording tc the market oconditions of the country, are io be considered exploit-
able. In some caseas it will be necessary to define in detail whioch logs shall be
used in the vencer and gsawnill industry and whieh logs shall be used as.pulp
wood i/-

In many countries it is prescribed that logging will progress as laid dowm
in an annual felling plan whioh the company mst submit for approval. This plan
should indicate whioch ocoupes are proposed for logging during the next year and
what quantities of wood are to be removed. The plan thus assists in controlling
the rate of utilization and ohecking whether logging proceeds in aocordance with
the provisions of the management plan.

8.243 Blanning of rgad oonstruction

The forest owner must emsure that logging roads will fit into the network
of roads which already exist in the ocountry, and that the area will bs opened up
in a aystematic manner. In order to keep road standards consistent throughout
the oountry, it may be desirable for the govermment to set minimum speoifioations
for logging roads %o facilitate their use eventually as public roads.

The looation of the new logging roads and the standards of comstruotion
mst be defined in a general communications plan. The responaibility and
standards for maintenance must be determined. These points, together with a
time sohedule for the construction of the road network, should bs laid down in a
special chapter of the management plan. Preferably,this planning should ba
approved by the government agenoy responsible for public road construction. In
some casesycertain rights of way may have to be aocquired and it should be the
responsibility of the grantor to ensure that any necessary rights of way are
glven to the grantse,

The projected roasds must be classified aocording to their functions and the
responsibility for oonstruoction and maintenance. Such a road clagsification may
comprise 3

i. Publioc highways built and maintained by the government. If the grantes
uses these roads to a ¢onsiderable extenty a special contribution towards
maintenance costs may be required.

ii. Roads built and maintaiped by the granteg :

Primary forest access rogde whioh are mainly used for log tranaport and
which are connected to publioc roads. It may be necessary to require

17 This may,for example,be the case in oconiferous forests if the ocompany operates

an integrated forest industry that inoludes a pulpmill. As long a8 saw logs arae
available in large quantities, the company may be inclined te use trees - which
under sound utilization methods could atill be converted to sawn wood -~ as
pulpwood.
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that they are open to the publie, but the grantea should have the power: to
regulate or restrict such traffic in order to avoild interference with logging
operations.

logging roads whioh open up certain areas and serve mainly for logging
operations. Use by the public may be subject to a Bpeoial permission issued
by the grantor. They may be constructed ao that they are only open part of
the year (ary meason).

S roads, which are built to last only for a short time, l=-3 yeara. No road
oonstruciion and maintenance standards should he specified. They phould
only be, used by the grantes.

Forest penetration roads &8 primitive access roads for management operations,
No standsrds should be reguired.

Be2e4 Silviculitural treaiment

Silviecultural measures whioch maintain or increase the yield of the forestis
are also part of forest management. Some of the most lmportant silvioul tural
aotivities are :

i. The treatment of stands witk the aim of fawvouring the exploitable species
in the lower diameter clasees.

ii. Inoreasing the representation of wvelusble apecies by enrichment Plapting.
iii, HNatural regensratior or reforestation of the logged arsas to ensure
adequate restocking with commeroial species.

The possibilitiea for applying specific silvioultural methods in the granted
forests wvary greatly in different oountries‘lﬁ If the responsibility for silvi-
culiure devolves on the grantee, the forest owner must plan carefully minimum
silvicultural requirements which the grantee can be reasonably expected to main-
tain under the prevailing oonditions. Without such a plan, based on realistiec
cost figures, the provisions of the agreement relsted to silviculture will tend to
remain & theoretioal exercise with very little appliocation on the ground.

The minimum regquirements that a company should need with regard to the
establishment of & new forest crop may be based on two oonsiderations 1 first,
what minipume area of new forests must be regenerated or plantied every year if a
Fven annual cut is tc be harvested once the new forests oome into full production;
second, what is a reasonable percentage of the value of the sxtracted raw material
for the grantee to spend on silvioultural operations. The foresst owner should
oombine both oonsiderations to determine in detail the intensity of silvioultural
treatment to be oarried ocute The Agreement or the management plan should also
state whether the grantee has to establish forest nurseriss, and if mso, their sice

and annual capacitiye

1/ The siivioultural possibilities are determined in a deoisive manner by the per—
centage of the total wolume per hectare that cannot be expleited eoconcmioally,
Thus Moore (68) reporting on the situation in Trinidad has shown bow the in-
tensification of silvioulture will be fawvoured by an augmentation of the exploit-—
adle volume per unit arsadus to & oloser utilisation of more species.
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8.3 IETERNMINATION OF THE ANNUAL CUTTING VOIUMB

Unfortunately, a considerable number of existing zgreements do not ineluda any
provision as o how much wood is ito be harvested annually, so that the grantee may
declide freely on quantity, epecies and grades to be iaken out. Some regulation of
the annual cut should, however, be exercised by the forest owner, at least by setting
an upper limit to the apnual ubildzation vehime cr fixing the minimum volume which
mst be teken out annually, or preferably by setting both.

84341 The  anpnual allowable out

In many countries,limitation of the ammual logging wvolume is urgently required
if overoutting and excessively rapid depletion of the . forests are to be avoided.
The moat efficient basia for control is the setting of an ellowable ocut for each
area granted. The allowable cut is an important instrument of any wood utilization
policy aimed at stabilizing the forest industry of the country. Under the oonocept
of sustained yleld,the out would be fixed at such a lavel that the gquantity of
wood removed each year will not exoeed the average annual yiseld of the foreats.
The preaent wvolume of utilisable raw material has to be spread over the periocd of
time which is required for a new crop t¢ grow up and supply the needs of the
forest industry.

The main requiremente for the determination of the annual allowable cut arer
reliable inventory data on the quantity of raw material available in each umit,
and acourate information on the annual inc¢rement of the different species. Un-—
fortunately, in many countries very little inorement information is available.

This is partioularly serious in tropiocal hardwood foresta, in which the annual
inorement is wery difficult to determine without a long series of growth records.
A aystem of permanent sample plots for increment measurement in non-exploited as
.well as in exploited forests must therefore be set up immediately either by the
forest owner or by the grantee.

The diffioulties are further aggravated in troploal forestry whbere sulitable
methods of foreat regeneration mey not yet bs kmown aud where 1t is not feasible teo
ostimate what volume of the presently umoommeroial speoise may be utilized in a
later period. Under theas conditions the annual allowable cut should at least be
determined so that the raw material will be sufficient to supply the forest in-
dustry for a substantial period, sey, 30 years. During this pericd experienoe in
gilvicul ture may be gained and new methods dewveloped.:

A simple method of fixing the amnuel cut is to divide the toitrl granted area
into felling units of equal size; eaoh year one of these units will be logged.
The annual expleitation area miltiplied by the average stooking volume per unit
arsa will indiocate the volume of the annual cut. This systemn will give good
results in homogeneous foreats, for example in Mangrove forests, but in foresta
with an uneven distributiom of the exploitable species the determination of the
annual allowable out should be based on the volume dimtribution 1/, The total
volume of all exploitable apeoies must be spread over the utilization pericd. If
only a ocomparatively small number.of specles are merchantable, it will even be
necespsary ito determine what annual quantity of eaoh of the important speoies, orx
of emroh group of similar specles, may be harveeted. Limltation of the annual
exploitation volume for each of the important spacies can be an efficient tool
for achieving fuller utilization of the raw material, A grantee who 18 not

17 If the area of the long term utilization ocontract is to be worked under monooyelic
logging followed by reforestation, one of the olassical yield control methods may
bhe appliede In many tropical forests where polycyolio logging is praotised, the
annual allowable cut can be determined through methods on the lines of the

Brandis System.
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ellowed to carry out a rapid logging operation utilising only the most waluable
speciss may become more interested in lesas wanted species in order to inocrease hig
annual extraction volume,.

If the annual allowable tut is determined in sach granted unit, provieions
covering the following points may be required :

iz, I+ will often be imposeible for the company %o extract during each year
exacily the volume laid down in the agresment. A certain toleranoce,
say, 5 or 10 peroent, should be allowed within whioh over-or undercutting
will be acceptable.

ii. The operations will be made flexible if over or undercutting above or
below the acceptable limite may be balanced in the following period,
sayy 1-3 years JJﬂ

iiis The penalties to be applied if the grantee has not respeoied the outting
limitations.

B.3.2 Minimum diameter limite

Another form of a cutting ocontrol is to set minimum diameters helow which no
irees may be cut. The minimum diameter iz usually measured &%t breasst heighis; Iin
the case of buttress trees it is measured above the main butiress., A dlameter
limit for logging is a einmple but important control measure whick can be applied
even in the =arly stagees of foresiry 1o retsin young vigorous trees of wvaluable
species until they reach bigger dimensions. In arsas wiioh are not to remain
permanently under forest cover, or whioch are to be clearcut and replanted after
logging, the enforcement of & minimum diameter is obviously lnappropriate, eo the
provisions relating to diameter regulztions should allow for exceptione to the rulse
in appropriste situations such as salvage logging operations.

Sinoe increment varies with different species agnd on different sites _diameter
limits should be varied sccordingly g/. However, the regulatiions should ﬂe simple
enough for easy checking by the grantor, and this need frequently sxcludes the
more detailed regulations that might be desirable for eilviocultural reasons. In
most countries, the diameter limiis have to be fixed arbitrarily,since detailed
infoermation on increment ie not availablee.

The usefulnese of minimum diameter limits as an inetrument of gutting conirol
has besn questionsd. In Venezuela }/, for instance, it has been shown that the
diapeter regulation of the countiry does not guarantes pusiained yield for moet of
the important species, since their diameter distribution is not regular, dbut has
2 heavy over~representation of higher diameter classes. Below the minimum diametex

1/ 1In Britieh Columbia,for example, the grantee may over-or undercut up to 105 in one
single year. He will have to adjuet the exploitation wvolume of & H.year pericd
witkin a variation of F% to the aggregated volume of 5 years sllowable out.
Specified penalties may be applied by the grantor if these limits (10% in one year
and 5. for 5 years) are not Tespected.

g/ In Venezuels, for example, threes groups of species are distinguished. For the most
valuable Bpecies "kaderas Finas", the minimum diameter limit is 65 om, for the
so-called Boft Bpecies '"Maderas Blandas", it ie about 55 om, and for the bhard
species '"Maderas Duras" it is 30 cm.

3/ See Lamprecht {(58) : "Unos puntos sobre el principio del rendimiento sostenido
en la Ley Foresial de Suelcoe y de Aguss Venezolana'l,
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limites only few trees are left. This form of outting regulation alone ocan ithere-
fore not ensure the long term wood supply of the forest industries.

The shortecomings of minimum diameter limits in the case of wnequal distri-
bution of diameter oclasses are no reason tc Trenounce them oompletely. They will
not lose their usefulness,especially if apm amnual allowable cut is determined for
each granted unit, until they can be replaced by more efficient methods of
oontrol 1/ Even then minimum dismeters mey remasin an instrument of silvioultural
practice, though no longer an instrument of menegement planning, for use in
selection systems.

8.3.3 The minisum exploitation volume

Control may be exsroissd through & minimum exploitation volume Bpecified zs
the minimam quantity of wood that the grantee mist extract annuelly. Such a
clause may be necessary if the exploitable foresis are large in extent and the
forest owner is interested in a rapid advanoe of the utilization of the forest
resource 2/. A minimum cutting volume oan alec be of value in promoting the use
of less wanted, but stil]l merchantable, sepecies.

If provisions concerning the minimum annual volume of exploitation are to be
included in & long term agreement, the following two points should be coneidered :

i. The sanctions that will be applied if the grantee cannot reach the
minimum volume in any one year. A practical clause can be that the
company has to pay the stumpage for that minimum quantity even if a
lesser quantity hae actually been extracted.

ii+ The proviegions that may be necessary if, in exceptional cases, such as
e sudden drop of demand for ocertain species on the world market or
operational difficulties outside the grantes's control, the minimum
volume regulation becomes impractioable.

844 RESPONSIBILITY FOR FOREST MANWAGEMENT
8.4.1 Forest management by the forest owner

The overall responsibility for forest management may be refained by the
forest owner. Thies does not exclude providing for the grantee to undertake
oertain speocifiocally determined management operations such as gupplying information
for a forest inventory or assisting in fire fighting operationa, although he will
mainly be oonoerned with felling and extraction of timber. The forest owmer will
have to build up a techniocal and territorial forest organization capable of
implementing forest menagement in each granted unit.

On first aight, the solution by whioch the grantor keeps the responsibility
for forest management seems t© he advantageous, since he can sxercise a direot
influence and contrel on all operations. On the other hand, this responsibility
may be a heavy burden on the administration. ILack of qualified personnel and of
funds may make 1t difficult to build up the forest organization reguired for
effeotive management. This kind of arrangement may place all the diffioulties on

'1? Thus in the pine forests of ROrthern ¥Vaxino, an annual allowable cut based on a
detailed forest inventory i1s determined in the long term units. The diameter
regulation there is graduslly losing its importance., Its applicatior in inten-
sively managed foresta may even be wrongyeince this will make it impoassible to
carry out the necessary thinnings.

2/ Thie is, for example,at present the case in Indonesia.
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the shouldera of the government and give all the advantages of an assured long
term wood supply to tha grantee. In addition,the integration of forest management,
wood extraction and oonversion, whioh can produce many advantagea for forestry and
forest industries, msy not be achieved if thia solution is adopied. Some careful
oconsideration needs to be given, therefore, to the question whether, in general,

long term forest coniraots which leave the principal responsibility for management
to the foreet owner showuld ba granted.

Retention by the grantor of responsibility for forest management may become
neceasary whers some operations have to be concentrated in one region of the
country and will therefomw motbe carried out within each granted umits. Suoh a
gituation will, for instanoe, ocour if the government plans to carry ocut a re-
foreastation scheme with softwood species close to the site of a futursa pulp mill
or to concentrate all plantations with native species in an area which ia parti-
cularly suitable for them.

The state forest service is usually im charge of the management operations
for which the grantor is reaponsible. In some countriea,bowever, part of the
management operations are transferred to an autonomous agencye Such a aolution
has for example ,been proposed in Ivory Coast where an autonomous state
organization responsible for a country-wide reforestation and silvicultural pro-~
granme may be formed, the state forest service remaining in charge only of the
exploitation control. The sstablishment of an independent agency in charge of
management operations oould offer gome advantages,since it may be able to raise
capital for forestry programmes over and above funds allocated under the general
budget. It mist however,be recognized that thie system means a double adminig~
tration in forestry with all the difficulties and frictions that may result,

B.4.2 Forest manegement by the grantee

In some countries,long term contracts are granted am forest menagement ocon-
tracts which place the responsibility for all management operations on the grantese,
In some countriss this method is not used at all and in others it is partially
used. Taking into aoccount the prevailing ciroumstances of forestry development,
an examination of the experience of countries using forest management contracts
indicates that this solution may show good resulta if appropriate provisions are
included in the agreements and if operations of the grantee are supervised ade-
quately.

One of the main requirements is that the grantes must empley a forester to
he in cbarge of all forestry operations in the granted area _lﬁ Such a provision
can be a means of ensuring good progress in mapnagement in the granted forests,
and mutual understanding beiween the parties in the management control function.

The professional forester in charge of forestry cperationsa, where the grantee
13 respomsible for forest management im the granted ares is firstly a repra-
sentative of the company znd is concerned with the efficient and economical
utilization of the forest resources. But he is also responasible for seeing that
the regulations are respectaed and that the measures of foreat managementi are
carriaed out in a satigfactory mamner. This double responsibility is especially
avident in countries in whioch the forester 13 an official of the national foreat
servioe whose salary jiowever, is paid by the grantee. The influenoce of the grantowr
is particularly strong in this case,but the intereats of the grantse are also

17 The employment of a foramter of a specified professional standing in all leng
tern utilization contraots ias, for example, required im ilexico, Venezuela,
Philippines and in British Columbia.



safeguarded since it is usually provided that the post may not be filled without’
hie approval .lﬂ Hore commonly, the responeible foresier is an employee of the
grantee and the annual expenditure for foresiry operatioms ia financed direoctly
out of the ocompany's operational budget g/} It may be useful to provide in this
case that the forest owner has to give his approval to the appointment of the
forester.

The grantee's responsibility for forest management implies that a technical
forest organization has to be duilt up, sufficient teclmiocians have to be employed
and the necessary facilities,such as housing, offices, meohinery, equipment,

vehicles, and radio ocommunicationg, have to be provided. The structure of the
foreat departmentyas laid down in the past long term managemsnt plan in Venezuela,
iliustrates the organisational oconsiderations

i, All forest management,including logging, is to be the responsibility
of a professional forester.

iis A1l field operations are 40 be supervised by forest techniocians.

iii. Specially trained forest workers are %o be employed as forest guards for
forest protection.

ive All operations are to be directed from & central office and field
stations to be available for the territorial staffs All forest
techniciane are to have radio equipped vehicles.

This organization shall be responsible for @
i. Proteotion agaifist forest fires and illegal ehifting cultivation.

ii. Planning of the ocommunication syetem and road constructiion, determi-
nation of annual exploitation area in mcoordance with the management
Plan, supervision of logging operations, and marking and measurement
of felled timber. :

iii. PForest inventory and preparation or revision of the forest management plan.-

ive The annual silviocultural programme.

i/ This is the solution which has, for exanmple, been chosen in Mexioco. The situation
in thie ocountry is remarkablessince the independent position of the responsible
forester with regard to management operations is particularly strongs. The forestry
organization in charge of the granted srea ies set up as an independent adminis-
trative unit with its own annual budget to finance forestry operations. The neces-—
sary funds are raised from & financial contribution of the grantee. A gimilar
organization of forest management has been proposed in Venezuela.

‘g/ This method exists, e.gs.y; &8t present in the Philippines and in British Columbia.

j/' Thusgaocording to the Philippinian regulations, the company has also to employ at
least 5 forest guards for a unit larger than 10,000 hegtares. For every additional
3,000 hectares, the ocompany, at the digoretion of the Director of Foreatry, may
have to employ one more guard. The guards will be under the msupervision of the
national forest service., See Forestry Adminigtrative Order No. 2-1 (I5),

Cleuse 2.



The assessment of manpower requirements for forest mansgement given in
geveral FAO studies gives an indication of the number of technical staff that may
bte required j/ﬂ

The gquestion of ensufing adequate financing ¢f the management operations to
be. carried out by the grantee may be handled in different ways :

i. The arxpenditure inourred in complylng with the prescriptions of an
approved management plan to approved technical standards ocould be
considered as part of the costs of the wood harvesting operations.
These ocosts are taken into ac¢oount when the stumpage is assessed.
Thie method which is used for axample in British Colupbia, is perbaps
the most satisfactory cne, but its introduction requires that a
thorough stumpage appralsal is carried out in each unit.

ii. The grantee oould decide independently on the amount ic be spent in a
particular year for management operations. The gramtor is not
particularly interested in how much the grantee spends on maragement,
tut oaly in the results achieved. If certain management objeotives are
not reached, the determined penslties or sanctions may be applied. This
method may work satisfactorily if the grantee has a sirong interest in
carrying out the operations and if the grantor exercises mtrict super—
visgion.

1ii. The expenditure for forest menagement is a charge sdditional to the
operational costs, but the grantee has to submit annually s budget
whioch indicates the amount of money that is to be spent for the warious
management operaticns. The budget has to be approved and the grantor
will then determine & certain sum t¢ be paid for each m) of wood to be
removed during the naxt year in order to fipance the proposed expendi-
tures. This method which is applied in Mexioo and propomsed in Venesuela
gives a guarantee to the forest owner that the planned measures will
really be carried cut. It also strengthens considerably the position
of the professicaal forester in charge of management operations. The
example of a North Mexican unit for the year 1966,given in Table 4,
shows the siructure of such a budget 2/.

See FAC (35) : "Needs and problems of forestry education in Asia”. MO (57) 1
"Needs and problems of forestry education in Africa. Fi0 (77) s "Forestry
eduocation and training in latin America.

The foreat area of this unit covers about 250,000 heotares and ths total annual
cut is about 430,000 m3. In this example,thes total oharge for forest mansgement
operations was approximately 0©0.40 $ U3 per ml removed wood.
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Table 4

BUDGET FOR MARAQEMERT OPERATIONS FOR 1966 I 4

MEXICAN FORESTRY UNIT (1N MEXICAN PES0S) 1/

Qperations Annual Expenditure %
Administration| 1 chief of office 33 000
1l smployee 10 oGO
2 mecretarios _ 17 000
offioe equipment 1000 6T 000 4
Technioal 1 director 130 000
. 1 deputy director 58 000
1 forest engineer {field) 45 000
1 engineer (surveying) 50 000
2 draftesmen 39 000
& tree markers 85 000
2 technicians 38 000 445 000 26
Territorial 2 forest guarde (ohief) 40 000
organization 21 foremt guards 232 000
field stations 13 000 285 000 15
Fire fighting Snag felling 90 000
Fire towersa 13 000
Equipment 19 000 122 000 1
Silvioulture Rursery 35 oo0
Clearing/tending 104 Q00
Speciea regulaticn 17 000
Erosion oontrol 10 0CO 166 000 9
Techni cal Inventory
studien Experimental areas 518 000 518 000 30
Mansgement plan
Social Doctor, mediocines,
servioces insuranos 24 Q00 24 000 i
Other itens 120 000 ¥
TOTAL 1 747 000 100

1/ 1 Mexican Peso e about 0.08 Usy:
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Chepter §

THE BETERMINATICK OF FOREST FEES

9.1 DEFINITION

Al]l payments which the grentes has to make to the owner for the rights to
remove and utilize the wood on m specific area of foreats and for the purchase of
that wood can, for convenience, be considered as "freat feee". Although this
expression may not necessarily agree with the usage in the public administration
of a country, it i& used here to refer specifically toc the following finanoial
obligations which may be incurred by the grantee in exchange for the granted
rights and the wood (and other materials) standing on or to be produced on the
granted areas:

i. Payments which have to be paid only once, for inetance in connecticn
with the application for or the preparation of legrl or adminiatrative
dooumente. These fees arTe usually low and In the oontext of the whole
of a long term contract are without major importance. It ie posaible,
howevery that the rightes to the contract,as distinot from the timber
involved in the ocontraot, could be the subject of a special feey in which
case the amount could be of some aignificance over the life of a
ocontract.

ii. Recurring pesular paymentg in the form of an annual area fee, fees for
& specifio purpose, for instanoe. forest management, and the fees o
‘be paid for the purchase of the raw material.

The term "forest feea" does not inolude payments such as transport taxes,
export duties on sawn wood or logs, and duties on imported machinery and egquip—
ment, which are not levied speclfically for the granted rights; payments to the
loocal population for damage such as oompensation for damage to fruit trees
which, for example, are required in parte of Ghana and Niperla; noxr the payment
of & guarantee or deposit by the grantes which is required in several oountriee.

Ce2 THE AREA FEE

This type of fee comprimes paymentas whioh are assessed on the granted land
either in a lump sum or more often per unit of avea lj. The ares fee may be
levied annually or onoe for ali. In some ocasesythe annual charges may be paid
in advanoce for & period of years in order to simplify the administrative pro-
ocedure.

In some countiriessthe area fee may be a legal requirement showing that the
grantee has only reoeived righte of forest utilisation but not ownership. The
formation of private forestry holdings out of the public forest estate is thus-
prevented. The payment of thip fee is at the same time one of the safeguards
for the grantee,whioh provee that the rights of forest utilization have been
granted to him and thet no other sntirepreneur may acquire the same Tighis.

1/ The area fee has frequently the aspect of & land rent which the grantee has to
' pay for the use of the granted forest land, eas has been described by Wilkes
(93) + "Grownd rent for provincial forest land in Ontario".
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The purpose of an area fee may also bs to raise revenue for the grantor 1/.

A third reason to levy this partioular fes may ba to disocourage spsculation
with the granted area 2/s This will however, only happen if the area fee is sat
at an amount that is & significant financial burden, and has a fairly olose
ralationship to the transfer value of the forest utiliesation ocontrazot.

9.3 FOREST FEES FOR SPFECIFIC FURFPOSES

Forest legislation may provide for the payment of fees which must be used
by the grantor for a specific purpose. The general management fee or apecial
fees for forest proteotion or inventory belong to this group j/. The paymenta
for works of publlic interest, which are ,for example,required in Ivory Coast,
can also be inoluded under this heading. This type of fee may be charged -for a
special purpose whioh will be of direot advantage to the grantee. 5/sUsually, the
paymenty for such fees are paid into & forestry fund out of which management
operations in the whole country are finanoad.

The important feature of this type of fee is that the payment does not have
to be mococounted for as reovenue in the natiomal budget; the money is handled
through a special fund for certain specified purposes, which has several ad-
vantages. The position of the national forest servioce might be strengthened
considerably if it can be proved that the expenditure required for management can
be financed out of the forest. The faot that the grantee has to coniribute
directly to finance forest operatione could also have a favourable influence on
publio opinion on the management activities of the national forest servioe.
A further important advantage of a speocial menagement fee ie that the forest
service may plan programmes for several years in advanoce,sinoe the size of the
revenue from this fee can be forecast with some acouraoy. Taking into oonsider-
ation the limited funds available in the annual budget to most nationsl forest
servioes, the ocolleotion of a management fee may be in many oountries one of the
few praotical solutions for financing those silvioultural or forest protection
operations whioh are the responsibllity of the grantor.

; If a management fee is to be realistioally fixed,the forsst servioce must
have proper information on the oostes of different operationa. for which it is
responsible.

1/ 1t has been estimated that in 1964 about 15 of the total income from all forest
faes assessed in Ivory Coast oould be attributed to the area fas. Seer 'Les
activitde d'exploitation et de transformation du bols de 1960 & 1964%( 2),p.40.

g/ The possibility of reducing apeculation by assesesment of an area fee has, for
instance,already olearly been seen during the last century in the Canadian Provinoce
of Ontario. See Wilkes (93):"Ground rent for provinoial forest land in Ontario"
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j/ A oubstantial general manzgement fee exists in Thailand. For teak loga, the fee is
at present US$5 per miyand for other species the amount varies between US3 1.5=2.5

per m3., - In French Guians, the regulations provide for a silviculture fee (taxe
sylvicole forfaitaire). In British Columbiay 8 speoial forest proteotion fee may
be levied.

In Ivory Coasty this feey,which is made in a single payment,amounts up to
400,000 P. CFA (about US$2,000 ) per working unit fohmtier) of 2,500 ha,

j/ Thus the legislation of Surinam requires that in forests in which the national
foreat service has constructed the basic road system the grantee has to pay a
special fee in addition to the normal stumpage.
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One way of estimating the fee would be to analyse the annusl accounts of
companies having long ierm management oontraots and use this information as a
basis for deciding how muoch other oompanies which are fres from the management
responaibility should pay im the form ¢f a forest management fee. Such & fee
may then be charged annually in & lump sum for each granted umit or applied
aocording to the extent of the granied area or the volume of wood removed _Lﬂ

THE STUNPAGE FEB

The importance of the stumpage fee

In payment for the raw material, the grantee has to pay & fee which is called
in this handbook "stumpage fee". In English-speaking oountries,this fee is usually
oalled "Royalty", "Stumpage", "Forest Fee" or "Forest Due" 2/. In French-spsaking
countries, the fee im referred to ag "Redevanos d'abattage", "Taxe d'zbattage",
"Taxe de production” and "Prix forfaitaire de wente” 3/, In Latin Amerioan
countries, the current terms are "Impuesto Forestal", "Precio Forestal" and
"Dereoho de Monte". 4/,

The stumpage fes is the price at which the foreat owner sells the raw
material to the grantee. It is masessed on the actual exploitation wvolume and
the payments usually form part of the national revenues. In some ocases, however,
the stumpage fee may have to be paid partially or totally to looal or tribal
communities, if these organirzations originally owned the exploitation rights in
the granted forests. In Nigeria, the revenues go to the "Native Authority
Counoils" if the harvesting rights are granted on forest land under theilr juris=-
diotion. In Ghana,the fees are paid to a oentral fund of the general adminis-
tration out of which the tribal organizations (Stools) receive certein payments.

The stumpage fea is by far the most important of all forest fees jjﬂ
While sometimes the area fee or fees for special purpoeses are not levied, a
stunpage fee ie levied in almost all countries. Usually,more than 905 of all
paymenia to the grantor derive from the stumpage fee. One of the few examplies
where it is not oharged is Frenoh (uiana, where for a certain period the stumpage
fee was waived,since the government was more interested in inoreasing the inter-
national ocompetitiveness of the newly-established forest industry by supplying
it with cheap raw material than in geining direet revenue.

7 The annual protection tax in British Columblia to be paid for all areas which are

not inocluded in long management unite is mssessed on & heotare basis. The different
silvicultural or management feem whioh sxist in several countries are normally
sassessed on the basis of the removed volume.

“"Royalty" in British Columbla, Guyana, Fiji, Chana, Nigeria, Malaysia, Trinidad,
Sierra Leone. "Fes" in Tanzania, Ugenda,and for part of the payment in Fiji, Chana,
Nigeria and Sierra Leone. "Tariff" in Eastern Nigeria. See alsc the study of lac
Gregor and Dow (62), wnich in its appendix oontains a liset of definitioms of these
terms.

"Taxe d'abattage" in Frenoh Cuiana. "Prix forfaitaire de vente™ in Ivory Coast.

"Inpuesto Forestal” in Venezuela. "Precio Forestal' in Peru. “"Derecho de lionte" in
¥exico.

The problems related to the determination of thim fes have been dimcussed during
the last years on various ocoasions. The publication of Weintraub, 1959; Haciregor,
1961; lowsley, 1961 Farquhar, 1962; and Leslie, 1569, related to this topic may be
particularly considered. Valuable information on the basic preblems of stumpage
determination is also included in the reports of the different Royal Commiscions
vwhich have analysed the forestry problems in various Canadian provinoces,
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The difficulties of many forest departments and some of the most serious
problems of tropical foreatry are related to low stumpage rates whioh limit in-
come flow from the areas ihat have been granted. In order to obtain more revenue,
several countriee have merely increasad the area aexploited by granting more forest
contracts lnstead of assessing and applying higher stumpage rates; such a policy
will obviously lead to a more rapid depletion of the national forest rescurces.
The determination of realistic stumpage fees whlich will glve to the forest owner
the full value of the standing timber is therefore one of the most urgent
problems of foreatry in many ocuntries.

No problem can cause so much disagreement between the parties concerned
and ne meaaure may be so heavily oriticized by the foreat industry as etumpage
determination. The forest owner has therefors to be well aware that stumpage
rates will be one of the central points of discusaion when an agreement is to be
negotiated. If his interests are to be safeguarded, the following two basic
principles muat be ocovered by foreast legislations

i. The methods by which stumpage payments will be datermined have to be
clearly defined. It may be useful to examine the resulte of theae
methods from time to time (after 5-10 years) and to provide for the
introduction of appropriate ohanges,

ii. A provision must be made so that the stumpage rates themselves be
-revised from time to time, say, in periods frem 3-5 years, by
negotiatione between the two parties, or that an automatio re-—
vision operating at shorter intervals will take place l/-

Since a policy of long term forest utilizatlon ocontracts should put emphasis
on matters conocerned with scoial improvement of the local population and rational
mans@ement of the forest resources, the level of stumpage rates should also be

- gaen in relation to these benmefits. It may be more important to the interests of
a country to ensure that the grantee pyrovides a minimum level of forest management
and & stable forest industry and that he undertakes urgently required social
services t0 local communities than to squeeze out a bigh stumpage rate. The
finanoial implloations toc the grantee cf these additional responsibilities muast
be evaluated and taken into conasideration when the stumpage fee is determined.
The forest owner should reallize that the ocats incurred by the grantee as a re-
sulf of the wvarious responsibllities of the agresement, such as sooial services,
obligations for foreat management, and for the payment of stumpage or othar
foreat fees cannot in the long rm add up to an amount which does not leave the
grantee an adequate profit and return on hias investment.

Gede2 The influence of the lovel of stumpape on wood utilization

The stumpage fee may be primarily a revenus instrument,but it ocan have
implications for wood utilization standards which need to be examined thoroughly.
In the paat too little attention has been given to this important aspect of
stumpage assesament. Frequently,a olose examination will show that the atumpage
for partioular aspecies is not realistically related to their actual market value
and to logging ocosts. If the ocompany can make a higher profit on the mors valuable
spocies and on the better grades, essentially because the stumpaze fee doem not
refleot the relative values of different species and grades, there is a strong
incentive for lozging to be highly selective and wasteful. Stumpage determination

17 An automatic revision of the rates may, for exampla, be ocarried out in such a manner
that for every change in the price of sawnwood the stumpage will change also by a
determined percentage of the price movement,.
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which takes into oonaiderstion the selling price, the logging and manufacturing
costs and the recovery rates of the different speoles is therefore one of the
necessary conditions for the introduotion of better utilizetion standards.
Inprovements in foreat utilization may often he brought sbout mors easily and
effeotively by an appropriate scale of fees than by the numerous stipuletions
which are usually inoluded im an agreement.

The aim of the forest owner might be,for example, to adopt a system whioh
leaves & smaller than average profit for the most valuable speoies, in order to
reduce ithe chance of overoutting of these mpecies. The extraction of less
valuable speciea might,on the other hand,offer the prospeot of a greater than
average profit as an inoentive for fuller utiliseation. In the case of apeocies
which have not yet an established market it may even be expsdient te eharge no
stumpage fee in the initial period or to adopt the concepi of "Hegative Stumpage"
as desoribed in paTagraph 6.1.2.

An appropriate gradient of stumpage rates is also of importance in order
%0 favour full utilization of lower gredes = tree tops, branches, oull irees,
damaged trees. Several countries have introduced & special low rate "salvege
foes" for this materiale A reduced stumpage fee may alsc be applied for "salvage
areas" from which the wood has to be removed urgenily,as in areap threatened by
phifting oultivation or that have becn burned. The full or even an increased
stumpage fee mhould,however,apply o sound trees whioh have been out but left in

‘the forests, or %0 loga droken and damaged by careless felling and extraction.

The impaot of stumpage on the profitability of logglng different speoies
can be illustrated by an example from Tanzania. In Teble § the selling price,
the total production oosts, the present stumpage raie and the estimated profit
on eawnwood, recaloulated as m3 roundwood equivalent, of gome of the important
epecies are shown. As can be seon in oolumn 5,the estimated profit for the
different species wvaries from 50 sh per m3 to 200 sh per m} _]_/. Any ocompany ie
thue given a strong inducement to prefer the more profitable species suoh as
Muninga and Mvule. This is pertioularly serious in the ocase of Muminge,
8 Bpeoies whioch ie still used for all kinds of utilit{y purposes, whereas it
should be used only as a high olases, high wvalue, timber.

377105 § equals 7.14 Tanzanien Shillings (s&h).
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Table 5

STUMPAGE VALUE, SELLING PRICE FOR SAWNWOOD, TOTAL PRODUCTION
CO3TS AND ESTIMATED PROFITS FCR SOMB IMPORTANT SPECIES IN
TANZANIA 1/.5h per m3 roundwood equivalent 2/, Tear 1968

Selling prioeﬂ/ Eatimtedy Present stumpage Estimated profit
~Spaoies-2/ for m3 sawnwood | produotion (rowndwood (roundwood
(roundwood ocoat equivalent) j equivalent)
equivelont) (roundwoeod ’
squivalent) |
I
Mnale 164 é/ 120 37 ahout 200
Camphor 210 120 . 28 about &0
Muninga 335 120 : 28 ~ about 185
Mahogany 200 - 120 28 about 50
Lolionde 294 120 28 about 140

R RE

SR

Based on the work of s FAO Zarest eoomomist - FAO/UNDP S¥ project. Torest
Industries Development Planning.

All figures have besn recaloulated per m3 roundwood equivalent on the
basis of a recovery of 40% for all species.

Average selling price for the whole country and for all grades.

Average sawmilling costs have been estimated at 180 sh per m3 sawnwood
(true volume) and logging and transport oosts at about 50 sh per m3 round-
wood« These cost estimates inolude overheads and business taxes. Therse is

no reason to assume that either manufacturing or logging costs vary greatly
within the different speolas.

Clorophora exoelsa (Mvule), Ootoes usambarensis (Camphor), Pterocarpus spu.
faninga), Khays nyasioa (Mahogany), Olea welwitaschii (Loliondo).

1 US $ equals 7.14 Tanzanian Shillings (sh).



9.5 METEOD3 OF STUMPAGE DETERMIKATION

It ie one of the importemt principles of a progressive wood disposal policy
that the determination of stumpage should be aimed at realising the real value of
the standing timber and - the true volume of the aotual removed raw material 1/,
The application of this principle will minimise the danger that stumpage rates
will give an inoentive either to concentrate exploitation in limited areas of the
oountry or on extraotion of high value specles or qualities.

Stumpage may be determined by a unilateral aoct of the forest owner setting
out a fixed schedule of fees,by public auction or tender or by individual
pDegotiations between the partiee 2/.

9e5.1 Stumpage determined by a fixed schedule

In many countries,the stumpsge rates are specified in a fixed achedule
which is usually attached to the forest lew or regulations. A company has in
such circumstiances only the choice of acoepting the rates or of not applying
for a forest contract at all. This method has,as Farqubhar points out with good
reason, much in gommon with the assessment of a tax: "Timber wmes ireated:in fact
as a form of natural wealth akin to mineral deposits and the same rough and
ready method of taxation could be applied to both. The very term'royalty' points
to thie o0lose connection™ jyﬁ The stumpage 8chedule often comprises several
groups of similar species for which different rates are listed,but these ofien
do not reflect adeqguately the differences in the real values hetween the
‘various species and grades.

The main shortoomings of fixed stumpage rates as they are commonly applied
can be pummarized as follows:

i~ The stumpage rates are usually determined for a long period and ofien
cannot be adjusted rapidly to changes im the wvalue of the raw material ﬁ/,
If the ratees are fized by the forest law,it may be difficult to
change the schedule,.

ils The rates are usually fixed at the same level for the whole ocouniry
or for large forest regions. In such capeas,the exploitation of
forests close to porie or oonsumpiion oentree is favoured, since
lower transport oosts from these areas will leave & higher profit
to the grantes. These zones will bas overexploited,wbile wood
utilization in the remote regions will be low.

% B

It was ocommonly the case in the beginning of forest exploitation that the stuapage
rate was set at a fixed amount per removed tree, irrespective of its actual size
and value, since it was eamy to count the fresh stumps and to assess "ptumpage®
accordingly. In a more advanoced stage, thiws mesthod, whioh strongly enoourages a
lowv utilization standard, should be abolizbed and the stumpage payments assessed on
tho ?llil of the quantity of raw material remcved, measured, for instance, in a3 or
ou, ft. :

One of the first comparative murveys examining how stumpage rates ars at present
determined in tropioal areas has been made by MacOregor and Dow (62). The study
desoribes stumpage nssessment in several Commonwealth countries and presents some
of the most important considerations for the improvement of the prevailing methods.

Farqubar (38): "The assessaent of forest fees", p, 1«

A somewhat exireme example is the case of Surinam, where the stumpage rates in the
"fres oonoessions” have not been changed for more than 30 years.



iii, Frequently, stumpage is determined at a flat rate for all speoies or
only varied for a few groups of species. The relation betwean the real
values of differsnt species iB not sufficiently oonsidered, and ass a
consequence the exploitatior of more valuable species is favoured and
the utilization of less known species discouraged.

iv. The same Btumpage rate is often fixed for &ll grades and gqualities of
& particuler species, and thie gives an undesirable inocentive to
exploit only the best qualities of s species.

There is no good reason why stumpage fixed in thls way should not provide
adequete payment for the wood removed, but in practioce this ie rarely the case,
A ocomparison of rates in ocouniries where stumpage is assessed in this mannerywith
the situation prevailing in countries where the assessment is by other methads,
suggests that the rates fixed do not bear a reasonable relationship to the value
of the wood.

9¢5.2 Timber auctioning

Ancther way to arrive at the value ¢f standing timber 1s from the results
of wvorbael bidding at public auction or written sealed itenders. The price to be
paid 18 influenoced by the competition between the parties interested in acquiring
the timber on offer. If the raw material is sold in this manner, the foreat owmer
may receive g considenably higher price than from fixed stumpages rates 1/5 The
auction method may include minipum price, set but not publiahed by the forest
owner, below which he will not sell. The minipum or reaserve price may be deter-
mined by reference toc other sales of comparable materisl or by a detsiled
stumpage appraisal for the reapective logging orerations.

The method of public auetioning of timber may be a convenient system for
short term utilization contracts. The study by MacOregor and Dow (62) showe that
there is a strong tendency in several ocowntries to replace fired stumpage rates
by publioc biddinge. The practice of timber auctioning is used;for exampleyin the
different states of the Kalay Federation 2/.

In long term utilization oontractis,the application of the auction method
may only solve part of the problems It would be difficult and esrtainly not in
the interest of the foreat owner tc determine through the auciion method the
stunpage for the whole contract period once and for all when an agreement ia
first made. The future value of the wood could only be assessed on the present
situation and on. the extrapoclation of past trends. If a oompany had to bid for
the total volume of raw materiml to be harvested during the contract duration,
it may only make a very oonssrvative offer in order to have a large security
margin, since 1t is imposesible to predict the changes of prices and ocosts over
a period of perhaps 30 years. If the forest owner is to receive an adeguate
price for the harvested raw material and if the grantee is to be protected
against losases frox falling prices and/br rising costes, the stumpage should be

1/ in example from Venezuela illustrates this. In some parte of the foreat remerves,
the government has gradually introduced stumpage sales with publio auctioning. For
the years 1961-1964, the average price for Caoba and Cedrc amounted to US$ 7-12
per m3 and for Apamate and Saqul Saqui U3S$ 7-12 per m3,while the official stumpage
rates were only US$ 12 and US$ 6, respectively. '

By Ia Sarawak,a oombined system of fired siumpage rates and an additional “premium",
which is determined by bidding,has been established. The percentage of revenue
from this additional payment has amounted to sbout 205 of total stunpage revenue.
The premium may be paid in a lump esum, in a monthly payment during the contraot
dursation, or as an addition to the actual stumpsge rates. See Gallant (42): "Export
of Ramin. Report to the Govarnment of Sarawak".
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redetermined at a regular interval, say, 3-5 years, on the basis of the then
prevailing prices and cost situation. Since the oompany has been granted the
exploitation rights for a much longer period, bidding in order to determine
stumpage gt regular intervals after the first determiration,is no longer possible.
Another Teason why asuctions may not be appropriate ia that holders of long term
contracts control wvery large areas and may fregquently have a dominant position

. in the market. Thieg will reduce the element ¢f competition so that no aatia—
factory bid may be made.

What a company aoquires in a long term oontraot can be separated into two
itemss firsi, an actual amcunt of raw material for which it pays a stumpage fee
and, secondlysy the security of raw material supply for which it may be prepared
to pay an additional amount of moheye Aoccordingly,the auotion method sould be
applied in the following maenner 3

i« Interested companies may be invited to offer a price for ths raw
material to be harvested during the initial period of the contraot,
say, 3=5 years. In later perlods the stumpage will have to be re=
negotiated and the rates deltermined by some other method, for
instance a proper gtumpage appraisal,

ii. The auction method can alsc he used in order to find cut how muoch the
various companies interested in the contract are prspared to pay for
the long term seocurity of raw material supply,either in the form of
a lump sum or a premium on the actual stumpage rates.

9.5.3 Stumpage determination through negotiations

Eapeclally for contracts covering large forest areas, mtumpage rates are
often individually negotiated between the foreat owner and the interessted
company.lj, Based on the prices whioch he expeots for his products and his fore=
cast of coats, the buyer will calculate the upper limlt to whioh he is prepared
to go for the raw material. On the other hand, the forest owner will determine
bis minigum figure. mainly from the following considerations

i In a country in whioh little information on the value of stending
timber is avallable, reference tc the stumpage fees in other countries
may give useful information 1f only to serve as an initial indlcation.

ii. In countries in which a market price for the different species and
grades exisis outside forest ultilizatlon contracts,the forest owner
may use thils price lawvel. Such a case exists,for example, in Venezuela,
where a conaiderable percentage of the annual out comes from private
forests.

iii., Valuable informaticn may be gained from an analyesis of the offers of
companies that have participated in timber auctions, in sales of stand=
ing timber, or in short term contraote.

iy, The bargaining position ¢of the forest owner may be based on the results
of a caloulation of the residual wvalue of standing timber through a
stumpage appraisal. In practioce this may he the prinoipal method for
determining the stumpage for long term contraota,sinoo it is frequently
imposaible to find a comparsble price level.,. 2

lj As bas juat been meniioned, the negotiation of stumpage is of particular importanoce
in connection with the periedic revision of stumpage rates in long term
utilization ocontracta. . e i, ®
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The stumpage appraisal method will be discussed in the next section of this
chapter.

It could be in the interest of: the grantor to dispose of forest produce by diffe-
rent methods suck as stumpage sales and short-term contracts with public bidding, which
will indicate price levels for standing timber that may serve as a yardstick for stump-
age determination in negotiating long=term contraotss

The negotiation of stumpage rates will be diffieult if, as may sometimee occur,
only the company is interested in a particular long-term contract. In this case stump-
age payments for the initial contract period cemnnot be determined by competitive bid-
ding 1/. Unless reliable data on selling prices and production costs are available, for
a reliable siumpage appraisal, the forest owner may be compelled to negotiate more or
lesg arbitrarily according to previous sxperience or information from other countries.
It is of particular importance under these conditions that the agreement should provide
for a renegotiation of the rates after & firat trial peried, say 2-3 years. The bar—
gaining position of the forest owner may by then be strengthened by having the informa-
tion on which to base a realiatic stumpage appraisal. A renegotiation provision is
particularly important if the grantor and the company have agreed to keep the price for
the raw material low during the first period of operation in order to facilitate the
establishment or expansion of a forest industry.

STUMPAGE APPRAISAL

Principles of siumpage appraisal

The expression "stumpage appraisal" is commonly understood to cover the estimatiom
of the unit residual value to a prospeotive purchaser of standing timber, asm derived
from the prices and coats of production of processed products. It is necessary to dis—
tinguish cleerly between "stumpage determination” and "stumpage appraisal®. Stumpage
determination im the act of fixing the rates to be paid by the grantee, ba it through
& unilateral decimion of the forasst owner, through negotiation or through auction.
Stumpage appraisal, on the other hand, is a method of evaluation of the residual value
of wianding timber (i.e. the amount that could be paid per unit quantity). Ths reeult
of a stumpage appraisal may then be umed for the actual determination of stumpage rates
or for fixing the reserve prica in s timber auction or negotiated male. Appraised
stumpage rates and stumpage fees actually determined may thus be different.

One of the theoretical weaknesmes of stumpage appraisal is that it usually consi=-
dera only the comts incurred by the buyer in his production activities and takea no’
account of the cosmt struciure on the seller's mide. Thise point can be of importance if
the expenditure for forest adminimtration and management by the forest owner hag reached
a high level. In spite of this shortooming, stumpage appraisal is an important element
in any forest utilization contract, and the financial situation of the forest owner
could be considerably improvad in many countries if the prices for the raw material wera
assessed on the basis of such a caleculation 2/.

The forest owner can only apply the auctioning prinoipls for the .determination of the
stumpage rates for the first period of the contract (3-5 yeara) if at least two compa~
nies, equally acceptable to the grantor from & general point of view of foreet policy
= eaptablishment of forest indumtries and reaponeibility for forest management - are in-
terested in the long—term contract.

In the context of this chapter it is not posmibls to discuss all problems of this me—
thod in detail. A mure detailed examination is to be found in the ochapter “Appraising
Fational Forest Timber" (2) of the U.S. Forest Service Handbook. Its basic features
are nleo describsd in the Forestry Handbook for British Columbia "Stumpage Appraisal
by the B.C.F.S. Method", pps. 476-484.
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The oaloulation of she residual value of standing timber takes as the
point of departure kmown market prioces of roundwood, or of specifio processed
foreat products, at a salected pointy for instance at roadside or faotory sale,
From these prices, the production ocosts{ocosta of manufaocturing, transport and
logging) are deduoted. If no allowesnoe for profit and risk is included in the
manufacturery production costs,then the difference between selling price and
total operational ocosts gives what 1a usually oalled "oonversicn return® or
"oonversion value®™, A basis for dividing the conversion return between the
buyer and the sellsr has then to be devised; ona part to the buyer for profit
and risk and the other part to the aseller as the fee or the minimum negotiating
prioe for determining the fae for standing timber. If the allowance is made
for profit and risk in calculating the total production costs = and there
ars several ways of doing this —j,then the difference batwesn selling prioce
and total production oosts repreaents the margin available for stumpage.

The main eolementa which have to be known for this sort of caleulation. are
the selling price of roundwood or of the manufaotured products, the production
costs, the recovery percentage from the raw material and the profit margin of -
the company 1/

The appropriats selling price of logs 1a comparatively easy to find if
the ocompany oconcernad selle legs to another operator, provided that the price
is not fixed at an artificial level. This danger ocan be praotically exociuded
if there is a oconsiderable cpen log market in the country or if the individual
sale prices can be ohecked againast prioces in ths log export marketa. If no
reliable selling prices for logs oan be found, it would be preferable to base
the appraisal on .the selling prioce of manufaotured products. The higher the
level of manufacture and the further along the proocessing chain Producis
lie, the more oomplicated will be the ocaloulations. This is particularly true
if the production oomsiste of pulp and paper or of plywood and particle bomrd.
In some cases it will be difficult for the forest owner to determine in de~
tail the manufaoturing costs of the company, #speoially where large initegrated
foreat industries are concerned. O(me possibility for reduoing this problem
is to take as the point of refarence internationally kmown manufaoturing ocosts.

The evaluation of the costs which have to be deducted from the selling
pricea may also present certain problema. Firat, the different types of jobs
which arise in the production prooess have to be identified and ocosted. The
moat common groups of jobs whioch cocour are i

a. forest administration and management (other than logging)

b. logging, extraotion and transport of wood,

0. manufaoturing the product,

d: transport and marketing of the produet.
The coat examination has to separate tha warlable and the fixed ocosts of the
operations. The variable costs comprise all current sxpendliture, as for wages
and salarieas, supply, maintenance and repair. The fixed costs are those which
arise from the existence of the enterprise and inoclude such items as de-

preciation of machinery, egquipment and buildings, insurance and capital
charges. 3Since the dapreciation of machinery, permaneant installations and

1/ The principal elements of stumpage appraisal have besn reviewed by Lealie in "Eco-
nomioc Problems in Tropical Forastry” (58bis), and by Halker in "Manusl of Forest
Valuation™ (87). The faotors which influenoe the conversion returm have beea die-
cussed in detail by Chapman and Mayer in "Foreast Valuation® (18).
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buildings will considerably influence the costs, the method and period of depreciation for
the main iteme must be examined in detail.

The amcunt of a given products that can or will be produced from a given quantity of
raw material is sometimes expressed as a conversion rate in terms of the amount of raw ma-
terial required to produce a given quantity of prooessed product. The recovery or conversion
rate has a considerable influence oo the cost/price relationship and, consequently, on the
convarsion return. It has to bs determined for different products. The extent t0 which re—
covery or comversion rates vary within the same spacles a2lso needs t0 be examined. A8 a Te—
sult, the siumpage fees may be given in a differential table by spacies.

One of the important points in stumpage appraisal is the detearmination of an adequats
allowance for profit for the entrepreneur 1/. The profit may be assessed in variows ways:
first, as a percentage on the invested capital of the company so that the "profit" allowance
implies a ¢ertain return on the investment. This solution may be suitable for large forest
industries with heavy capltal invesiment, but a great amount of operatiomal informatiom ims
necessary for this method to be applied reliably. Secondly, profit can, as in British
Columbia, be asaessed as a percentage of the total operating oosts g/. The gguivalent pro=
f£fit allowanoe par unit is subtracted from the selling price and the remainder then covers
the total operational coats of the operator and the appraised stumpage for the raw material.
This method necesaitates a close scrutiny of the costs presented by the grantee, wince his
profit will be directly related to them. If the selling price is determined on the round-
wood level, and if the entrepreneurs operate with a comparatively low capital investment,
this method may work satisfactorily. Thirdly, as used for exadple in Sarawak, the conversion
return can be divided according t¢ a fixed proportion between profit for the company and
stumpage for the grantor. This solution does not actually solve the problem, gince some
criteria have to be found to settle the proportion. It has, however, the advantage of being
coat neutral and it is not blased in favour of either heavy or low capital inveasiment,

In spite of the long time during which stumpage appraisals have been in use, the crucial
questicn as 0 how the conversion return should be divided between the ovmpany and the forest
owner has not yet been anawered in a mutually satisfaotory mamner. In fact, it probably
cannot be answered by any general formila, since it involves reconciling differing opinioms:
this is the essence of negotiatiom.

In trying to establish a "reasonable" or "acceptable basis for the division of the oon—
veraion return, the following pocints could be worth considering:

a., The profit sxpeciations and risk evaluation in relation to the level of capital
investment svident in other industiries and countries.

b« The profit plus risk allowance that buyers have revealed as their objectives in
open log market .sales or by bids in timbher sales.

In the end, the settlement ie likely to refleoct the relative bargaining stirength of
the company and the forest ouwner.

1/ In several countries in which the stumpage. appraisal method is used,; a special margin
for risk is accepted beeides the profits It seems, however, reasonable 10 assume that,
normally, the profit itself includes also an allowance for risk of the entreprensur and
that, therefors, a special riek does not have {0 be included in stumpage calculation.
The problem of the profit margins is discussed in detail im the U.3. Forsst Service
Handbook (Section 2423/62).

g/ As an example of actual stumpage appraisal, the method used in British Columbia can be

i mentioned. (See "Forestry Handbook for British Columbia" (5), p. 470.) The formula used
is: Stumpage = S.P. — (C+P+R); S.P. is the selling price for roundwoed as periodi-
cally determinad for the major regions, C is the total operating cost for logging and
transport, and P+R the allowance for profit and risk, The latter is measured in a so~
called profit ratic, which is the quotient of profit plus risk divided by total opera=
tional coats. For practical purposes, the selling prioce will bs reduced in proportion
40 the profit ratio, giving the so~called disccunt valus from whioh the total operatlio=
nal costs are subtracted. The remaining amount will have to be paid. aas atumpage,
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96,2 The application of a stumpags appraisal formula

Since an individunel stumpage appraisal for eaoh long term unit demands a oonside—
rable amount of work and a highly trained and experisnood staff, some oountries have
tried to epply a general formula for the agseasment of the stumpage fee 1/. The prin-
ciple of any general stumpage formula is that the payments are caloulated on the basis
of average selling prioes and simplified standard cosis for manufacturing, traneport
and logging. Its effectiveness depends mainly on the extent to whioh the important
factors, such =s transport distances, recovery rate from different mpeocies, grades or
quelities, the selling prices for sawn timber or logging difficuliies which influenoce
the price/cost situation in a partioular country or in a region, are adequately repre-
sented. If the relevent oonditions are properly defined, evaluated and adequately re=
presented, even a comparatively simple formule may be a oonmiderable help in stumpage
determination. A simple but soundly based formula which can be applied on a largs
scale ies more useful than an elsborated and complicated methed of individual stumpage
appraisal.

One simple general formula would be to adjust the stumpage rates of different spe—
cies aoccording to their respective melling priees. In thie way, the grantor would at
least profit from any general increase in the price of the raw material or the prooessed
producte and be partially protected from the effects of inflation. This system would
also help to avoid the danger of the stumpage rate of a parficular species, whioh be=—
comes of greater commercial interesi, remaining unchanged., One shortcoming is that
neither the actual exploitation costs nor the recovery percentage are considered. If
these vary widely between the species, the profit may differ greatly and the formula
could encourage selective logging methods. Another disadvantage ia that the general
stunpage level adopted as & base may not be closely related to the true level so that
the revenue received by the grantor may be appreciably lese than he would get under
some other system of stumpage determination.

4 more refined approach would be %o adjust the stumpage rate to the selling prioe
znd take acoounti of the faotors influenoing the operational ooats and the recovery per~
centage. Differences in logging and iransport oconditions, and of reocovery percentages,
could be dealt with by a system of rebates on the bamic rates 2/.

If the relevant oost ard recovery variables ere included, and if the rebates are
differentiated sufficiently, this type of formule may produce quite satisfactory results.
Ite main advantages are that it does not favour selective logging nor discriminate
against logging in remote areas. However, it still leaves the gueetion of the base
stumpage rate and its relationship to the prlce of the end products unresolved. Thus,
while it could reduce anomsalies between species and areas, it comld still result in
stumpages lower than the true level.

Experience with the application of & formula has, for.example, heen ga;nad in Ke
The method used in that country has been described by Lowsley (60). Farquhar (323
has proposed another formila for Tanzania. Gellant (42) has deacribed the method
which has been used in Sarawak for Ramin (Genyatylus 8pp. )+ There the formula uses
the value of sawn timber free port from which the manufacturing oosts {logging and
saw milling costs) and the transport costs from the sawmill to the shipping port are
deducted. The residusl conversion value is divided equally, 505 being left to the
company for profit and the other 50% being assessed as stumpage.

Rebates, which take account of transport distance and reocovery psrcentage, are used
at present in Tanzania. A rebate is given for all species if unusually low reocovery
grades have to be expected due to & high percentage of oull or defective trees. The
rebate for long haulage distances exists for most of the important species. The
maximum reduction which amounts to about 40% of the basic stumpage value is reached.
at & transport distance of about 200 miles.




= ie =

A formula that will satisfy all requirements for a sound stumpage appraisal would
therefore involve a simplified residual velue calculation based on standard selling
prices and standard production costs establiphed for the whole country. Such a formula
should work with a system of deductions and premiums, expressed as a percentage of the
baslo rates, and nasembled in a tariff for the important apecies or for groups of com-
parable specles. The iransport oosts, for example, might be increased by & given per—
centage for every additional S0 km of haulage above & basic distanoe and a oorreaspond=
ing rebate applied, and skidding distance, changes in slopes and other factors similarly
provided fors. Once the initial framewerk for dealing with the main factors has been
worked out, the formula and the connected table of standard rebates or premiums can be
applied with comparatively little administrative diffioulty. The variables in the for-
mila should be adjusted from time %o time, say every 3=5 years, in line with the changing
market and coet situastion of the country.

One of the main problems in the appllcation of any formula is what oost figures
ghowld be used. Two companies working under the same external conditioms may perform
at different cost levels due to differences in efficiency or mersly in accounting methods.
If standard costs are toc be used, it mst be decided what degree of effioiency and what
acoounting practices will be taken as the standard for the ocost calculation. It may
therefore be helpful to take the ccst situation of an average company as the point of
reference. This will disoriminate against the less efficlent companies and favour the
companies whose efficiency is above the average level which, all other things being
equal, would be in the finanoial interest of the foreat owner. In addition it would be
unwige to reduce the inoentives for the better than average ocompanies, since they may
be the spearhead of new progressive developments in the forest industry of the country.

THE POSSIBILITY OF AN INDEFENDENT AGENCY DOING STUMPAGE APPRAISAL

To carry out a detalled stumpage appraisal or to develop & general stumpage fore
mula whioh allows the company to make an adsquate profit whilet the forest owner re—
oeives a8 muoh as possible for ptumpage requires a large quantity of detailed informa=—
tion on eelling prices of roundwood or foreet produwois and on cost figures for the
diffarent stages of production. The required information may be obtained mainly from
two sources:

i. from operations conducted directly by the national forest service. The possi=
bility of obtaining at least part of the required information from this sourcs
may be an important argument for organizing the mtate foreat mervice as an
operational unit as well as an administrative unit; and

ii. from contracts already operating. Since the grantees may be reluctant to disw
close this type of information, it is desirable to provide in the agreements
that the grantor has the right to inspect the books or to arrange inspection
by an independent accountant, if reliable data for a realistio stumpage ap-
praisal ocannct be obtained ctherwime. In the interesst of the grantee it
ghould, howevar, be guaranteed that information obtained in such a manner will
only be used in comnection with siumpage appraisal and not for any other

purpose.

In view of the difficulties and objections that can ariae under these circumstances,
it may be useful to¢ pass the reapomsibility for the preparation of the framework for
stumpage appraisal to a researoh organization or to an indepsndent commission l/. such
an agency oould collect the cost and production dats and propoae the lavel of stumpage
rates. It would alsoc be concerned with the preparation of a periodio census of produc—
tion prices and a series of index numbers for the main cost elements and could give
advics on new rates when stunpage rovision comes dus. 4in independent agency would be
in a better position than the grantor himself to ccllect this type of information from
private companies.

Such an independent authority has, for exmmple, been proposed by MacGregor (68).
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Chapter 10

TEE CONTROL OF FOREST UTILISATION CONTRACTS

MEASURES OF CONTROL

The forest owner must check periodically or at irregular intervals the
operations of the company, to verify whether the grantee has fulfilled all his
obligations under the forest utilisatlon contract. If the results of thess
ochecks show that the obligations of the agreemeni have not been carrisd out
satisfactorily, then the grantor mey impose sanotions. It is therefore
recessary to provide a legal basia for measures of control in the legimlation
on forest utilization ocontracis. Provision ashould be made that the forest
owner may check all operations of the company and that his representatives may
at reasonable hours of the day viait the granted area andé carry out inapection
tours in the forests, and to the extent that is deemed necessary, in wood
conversion plants and other installations. It may also be ocomvenient to
provide that the grantee furnish transportation and accommodstion for &
reasonable number of inspesting ataff, for a reasonable time, and that he
glve all relevant information tc the duly autheorized representatives of the

‘grantor.

In order to exercise efficient control, the grantor needs a sufficient
number of trainad staff. Nothing would therefore be more erronecus. then to
assumé that by granting forest utiliszation contracts the govermment is freed
from meintaining an effiocient, technically competent and adequately siaffed
foreat mervice. The national forest mervice may not need to be large if the
actual foresut management in the granted area is done by the graniee, but a
high professicnal standard is essential, It xill oclearly be wmorae satisfactory
all round for the ocompany %o discuss teochnioal matisrs with oompetent forest
officers than witb purely sdministrative officers.

Control by the forest owner mast be exercised in such & way that 1t will
not unnecessarily oomplicate, or delay, or evern render impoasible the progress
of work by ikhe company. The following kinds of diffioulties arise:’

i. Delay because the vompany has to wait for certain decisions (such ae
approval of the management plan or of the annual Ptudget
for management) which muat be taken by the grantor before logging
or ather operations may prooead. To obviate such delays, it may be
desirable for the agreement to provide that approval may be assumed
if nc oebjeotions have been railsed by the grantor within a specified
realatively short period.

ii. BSlowness in the determination of the extraotion volume, whioh regqults
in conaiderable interfsrence with the progress of the grantee's work.

iii. Interruptions in logging through the need to obtain a speoial
"Transport Permit" for the removal of wood. This reguirement should
be relaxed unless such a permit would also be in itbe interest of the
grantee, for instance where there is illegmnl cutting by third parties
or theft.
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10.1.1 Techni cal oontrol

Control bas to be exercised in the planning stage as well as at the oper—
ational stage. With respeot to the planning stage it siould be required that
all plane for whose preparation the grantee ig responsible must be drawm up in
conformity with standard procedures laid down by the forest cwner ir advance
and be submitted for approval to him in accordance with & time scheduls. Before
approval is given,it may be neoessary for the grantor to oarry out field checks
to verify the information submitted by the graniess . Conircl at this stage may
be ooncerned with the followipg operations 3

i.
ii.
iiia
iv.
Ve

At

The forest inventory.

Preparation and revision of a forest management plan.

Planning & road network and other oompuniocation lines,
Determination of standards for road oonstruotion and maintenance.
Preparation of the yearly mudget for forest management.

the operational level, the control has mainly to be done by field chedks.

These will be eimplified if it has beern laid down that the granted foresie have
1o be worked in felling units according to a "Coupe System".

Efficient field control depend® largely orn inapeotion of the ocut over areas
During such an inspection, the following points should be checked agaimst the
oonditions in the agreement @

i.
ii.
iii.
iv.

e

"‘iil

viii,.

ix,

The satisfactory exploitation of the Telling umit.
The obaervance of tree marking rules.

The observance of minimum diameter rules.

The application of the milvioultural requirements.

The proper utilisation of all species and grades to be removed undar
the existing market conditions as speaified in the sgTesment.

The remcval of all felled timber except excessively defective logs.

Iiltofui logging methods (stump height, minimum diameter of logs,
brﬂ.k‘g‘) . l -

Extraction methods such as location and width of sakidding trails or
location and size of landings in the case of high-lead logging .

Damage to the reeidual stand.

Other field inmpeoctions may chedk, where approprimte, tha sffectivenesa of
nursery work, reforestation and other silvicultural measures such as cleaning

and thinning.
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An effoctive means of control is marking of the troes to be out. jjﬁ If thim
is enforoed, it will help to improve the standard of wutilization and to proteot the
residual stand from unneocsssary damage. Bree marking is a neoessity if logging
is practimsed under a seleotion syetem. )

: In long term oontracis,the foreast owner should be informed regularly that all
operations will progress as determined by the manegement plan. It is also desir-

_ able that the grantee submit sn "annual report” im whioh all cperations carried
"out in the granted unit during the past year are desaribad. The following points
may have to be ovovered in such s report g/.-

i, Progresa on ths preparation of the hanagﬂnent plan.

ii. Forsst protection {(i.0. prevention and guppression of forest fires,
control of grasing, control of inseots and fungi).

iii. Production of trees in murseries and satabliahed area of plantations.

iv. Quantity of wood removed for processing in the forest industry oxr for
local consumption.

v. Construotion of roads, observation towers, ranger siations and other
buildings and installations.

vi. Proposed budget for forest management.
-vii. Soocial development aotiviities for the looal population.
viii. Other matters related to the agroement ihioh may be indicated.
10.1.2 Control of volume removed

The grantor must obtain exact data on the Quantity, spsolies and grades of
wood removed anmually from the granted area. Thim information is commonly the
tasis on which the stumpage fee is calculated. Measurement of the volume removed
is alac necsssary where yield regulation is by wolume in ordexr ito oheck aotual
sgalnst allowable cut. The information is important too for the praeparation of
rogional and national statistical records on roundwood produoction.

The following three methods are commonly used to determine the roundwood
volume 3

i, The felled trees are measured baefore removal by the forest asrvioce.
Every log must be measured and then marked near the atulp by a forest
guard with an official hammer. Only marked logs may be removed. This
system demands good cooperation between the representatives of the
foreat eexrvice and the graniee if friotion and delays in working are
to be avoided.

or ii. A1l logs removed are measured by the forsest sarvios at ons or ssveral
) central checking points, and marked with an official brand. This
method im ourrently used in large units where all wood transport oan be
controlled at a few points. '

1/ Tree murking may be the responsibility of the forest owner or of the grantes.
The grantor must supervige thig operation olosely.

g/ For a detailed liat of items on whioh the grantee has to report annually. gea ,
for inatanoe,Art. 13 of the Mexiocan agreement, whioh is attached as Appendix A.



or 1ii. The wolume removed is recorded by the grantee. Every log muet be
marked with & serial number and by & Bpecisl hammer bearing an
ldentification mark. Iog volume, speoles, grade and serial number
mst be recorded in & eBpeocial control book which has to be presented
regularly (say momthly)to the grantor.

The forest service im only ooncerred with sample field checks to verify that
falled trees have been marked, measured and noted correctly.

The determination of the volume removed is very labour intemsive. 8ince
the forest servioe ie frequently short of staff and money, it should be care-
fully oonaidered whether, in large forest contracts at least, this Tesponsibili-
ty oould be left to the grantee. Staff would tbus be raleased for more urgent
aotivities such as field inmspections in the granted mrea 1/,

The methods described above are puitable for relatively large and/or
wvaluable logs when it is easy or worth-while to measure and mark each imdividusl
loge, But for wood of low value and in small sizes, such ae pulp wood or fuel
wocd, these methods are financially and physically impracticable = they cost too
mich money and menpower in relation to the value of the produce., A4n alternative
method for this materisl ie to weigh each truck load Ty paseing it over a weligh
bridges The weight can be converted to volume by a formula, devised by measuring
and weighing emch 10th or 20th load, to obtain & weight/volume ratic which
is then applied to all other loads. If 1¢ is conmidered neceesary — and it
seldom is = t0 know the volume of differsnt species, this can alsc be derived
from the same sample loads. If it is intended to use this method, 1t must be
laid down in the agreement that the grantee provides the weigh bridge, and the
proocedure for weighing and measuring must be given in detail.

10.1.3 Control of wood transport

Some governments control the traneport of wood through epeaial transport
ermits. Wood may only be transported on a public road if such a permit

spe ng the spedies and the log wolumes of each load has been issued by the
foreet mervioe. The permit has t¢ be taken along with the transported material

and mey be checked at ocertaln control peints. Buoh transport comtrol is basical-

1y a method for reducing illegal cutting and transport of siclen timber. In a

long term contract, the issue of & transport permit is usually not neoessarys

10.1.4 Yoarly cutting permits

i

The yeerly cutting permit can have an important control function. Tke
right of expleitation is, in prinociple, grarted by the long term agreement, dbut
one of ite provisions may be that logging can continue cnly if s outting permit
is issued at the beginning of every year. The issue of suoch & permit can be
subjeot to the fulfillment of oertain conditions end thus safeguard the forest
owner's interests. The permit may, for example, ba refused if the following
cdroumstances cocur 3

i. The granise has not paid all forest fees of the preceding year.

ii., The management plan has not been preparsed snd duly submitted to the
forest cwner.

7 A survey in the major granted areas of the tropics mshows that this problem is

handled quite differently in the various countries. The responsibility for the
determination of the removed trees is, for example in the French-aspeaking
countries of West Afrioa,almost exolusively given to the grantee,whilst in
English~speaking countries it is usually left to the national forest servics.
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iii. 'The annual budget for forest management has not been acocepted by the
grantor.

in order to make the cutting permit an effective instrument, the agreement should pro-
vide that cperating without a valid permit will be a reason for immediate suspsnsion
of &ll activities in the granted area.

It is, however, necessary to avoid injury to the grantee which may repult from
an unjustified refusal of a permit. The agresement should therefore apecify:

i« In what circumstances the grantor may exercise the right to refuse a
cutting permit;

ii. that the permit will be issued quickly, say within one week of the due date,
if the company has fulfilled its obligationBe or corrected shortcomings.

10.2 PENALTIES AND SANCTIONS

The legal provisions related to penaliies for any infringement of the national
forest law or any other relevant legislation are frequently very general. It may
therefore he neceassary for the agreement to include provisions concerned with enforce-
ment. One such measure could be penalty payments and, if these are to be applied, the
agreement should specify the penalty that will be incurred in each case of breach of
the conditions. Another possibility ie for the company to lodge a surety bond which
could be forfeit if certain obligations are not fulfilled. The possibility of withe-
holding the annual cutting permit under certain conditions has already been mentioned.
If merious offences againat the forest regulatione or breaches of the agreement occur,
the suspension of all activities in the granted area may follow. The final sanction
is the withdrawal of the granted rights. In addition to the application of penalty
payments, forfeiture of surety bond or other sanctions, it may be necessary to provide
for the payment of compensation for damages to the forest owner or 1o third parties.

It is important that the application of the various sanctione iB governed by
principles which will avoid penalizing the grantee unfairly or arbitrarily. The fol-
lowing pointe should especially be considered:

i, Which authorities are to decide whether one of the sanctions is to be applied.
In the case of sanctions of minor importance, such as paymente of penalties
or forfeit of & aurety bond, the authority usually lies with the state or
national forest service. The decision to suspend or withdraw the granted
rights, however, is normally left to a higher authority, such as the minister
or one of the legal courts of the country 1/.

iis The cases in which a certain sanction may be applied must be specified
in detail. The principle of e¢qual values has to be respected in order
to avoid sanctions which are completely out of properition to the im—
portance of the alleged fault of the company. It is particularly

Y

1/ In some countries, this decision is left to the highest administrative authority whose
decision is final. In other countries, the company may then appeal to a court or to
a epecial arbitration commission if it does not accept the deoision. If the agreement
has more the aspects of contractual law, the puspension or withdrawal of the righte
may have to be decided by the courts at once.
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necessary to define preciasly the reasons whioh may lead either %o
suspension or withdrawal of the rights 1/.

iii. Hotice of the intention to apply penalties or sanctions should be
forwarded %0 the grantee in some formal and defined way, such as by
ragistered mail to its offioial address.

iv. 4Any sanotion should only be applied after a reascnable lapse of time
after the serving of notioce, during which time the &anipe may be
expected to amend shortcomings or to furnish required information.

v. The refused outting permit should be issued or the suspension of
granted rights should be revoked within a given time, say 3 weeks or
3 monthe, if the grante® has amended the shortoomings in a satis—
faotory manner.

vi. The grantes should have the right %o appeal to an impartial body such
as an arbitration tribunal if he doem not agree with the application
of sanctions or penaltios. -

10.3 ARBIPRATTON
10.3.1 The necessity for arbitration

Although the interests of the forest owner and of the grantee are olosely
linked, dispute ocan still arise. Even the most elaborate regulations cannot
foreses Or provide solutions for all possible difficulties and points of dis=
putes Both partiss depend cn sach othexr and it would be contrary to the aim of
having effective wood disposal arrangementis to sllow to one of them to make it
impossible %0 Teach the goal of rational utilisation of the forest resouroces
in the intereet of the ocountry. Ain iapartial arbitration system is therefors a
zeans t0 safeguard the interassmt of both parties. Without the possibility of
appeal to arbitration both parties may fvel driven to apply measures of resiet-
ance or deoceit. 2/

The fact that arditration procedure exists does not mean that the partios
should use 1t frequently. It should,on the contirary,be an ostablighed principle
that the ususal diffioculities ahould be settled direotly by the twe parties, and
that arbditrstion should be used only as "the last resort'. Conditiona under
which arbitration could become necessary may, for example, arise for the
following reasons @

i. IDMdsagreement with regard to stumpage sppraisal. The function of arbi-
tration should not be oconfused with that of an independent ocommission
set up to advise the governnent on apprelisal pethods and stumpage
rates., Arbitration will become necessary if the forest owner has
fixed the stumpage fees with of without advios and the company die-
putes them.

§7 A ilat of infraotions for whioh certain penalties may be applied and the main
reasona whioch may justify the suspenasion or withdrawal of the rights are given
in the liet in Part III.

2/ The necessity for impartial arbitrstion does mot only ocour in long term forest
contracte.I¥ is & common problem for all industries to whioh long term utili-
zation rights on national resources have been granted by the government. Similar
problems exist, for example, in the mining or oil industry and for private '
eleotricity companies whioh axploit the watel resocurces of a country. It may
therefore be useful to oonsider the national lasgislation on arbitration in these
se0toTs Dbefore arbitration for forest contiracts is determined in detall.



ii. Dieagresement on the tranefer of more obligations of forest management
t0 the grantee in conneotion with & revision of the managoment plan.

iii. Disputes on ares and boundaries of the unit.

iv. The suspension o» withdrawal of ithe granted rights.

v. Disagresment over the interpretation of clauvsss of the agresnent.
vi. Disagresment over ths spplication of sanctions or penmalties.

10.3.2 Nethods of providiung for arhitration 1/

In some countries,specisl arbitration legislation exists which oan be
applied in forest oontraota. In this case it is suffioient for the relevant
olauses of the agreement to refer to thims legislation. Where no general
arbitration legislation exista or its provisions may not be conveniently
applied to forest ocontraois; the agreement muet deiermine in detail the pro-
cedure for arbitration. It must be made olear whether arbitration is voluntary,
which means that both parties have 1o agres to refer certein matters to it, or
whethsr it will be spplicable sutomatioally, if certain disagresnsnts ooour,

Basioally,disputes whioh the parties oannot resolve between themselves may
be seitled by reference 0 a sSpecdal Arbitration Tribunal, The agreement
should lay down the prooedure appliocable to all unresclved complaints and
disagreenents as f£ollows ¢ Both parties must acoept the deocision as final, and
no appliocation may be made %o a legal oourt to vary the result of this arbi~
tration. The usual way in whiob the tribunal im met up is that both parties
appoint one representative each and the two ropresentatives ohoose & third
member, who beocomes the chairman. This ithree-man tomm oonstitutes the
Arbitration Tribunal and its deaision is final.

i/ Ses @180 paragraph 12.5 (Chapter 12),



Chepter 11

PEEPARATIONS FOR GRANTING A OONTRACE

11.1 IETERMIFATIOR OF GRANTING PROCEDURE

The arranging of & long term oontract should be based on omreful preparation
and usually involves intensive negotiation between the parties. The forest owner
should be aware of the different steps in the proocesses leading to the signature
of the final agreement and should formalise the proosdure for the proocessing of
applicatiocns.

Onos shs general poliay relating to forest utilisation ooniraocts has been
established and the legal framework to grant such ocontracts existe, it is first
neoessary t0 determine whiaoh authorities will be responsible for the preparsision
and negotiition of the agreement and which agencies or oommittees bave to be ocon-
sulted, informed or should give their approval to it. The specifioc responsibili-
ty of each of thess agencies has 0 be defined and the point at whioh esach of them
will have to intervens or be oconsulted during the preparation and negotiatioa
poricd identified. The following list indioates soms of the imstisutions that
may be ocmnsoted at some stage with the preparations i

i. The head of State, the Cabinet or the National Assembly, if the approwval
of cne or more of these is required for the establishment of a long-
tera ocontract.

ii. The Ninister or Kinisters responsibls for foresiry aad forest utilisa-
tion.

iii. Institutions oconocerned with the oversll planning for economio develop-
ment such as a FNational Development Counoil.

ive The Winistries of Boonomics and Finanoe and/or national investaent
boards, if special investment incentives are to be granted, and
Ministries of Transport, Communications, Power, Indusiry, Water Jupply,
Lands, labour, Rducation, in relation to infrastructural rTequirements
or development. .

ve Speocial boards such as foreign cspital investment boards.

vi. The Provinoial or State Jovernments,in the jurisdiosion of whioch the ares
t0 be granted is situated.

vii. Institutions representing the interests of the loocal population such as
Hative duthority Counolls.

viii. The state forest service, and/or ths teohnioal agency that 1s in ohbarge
of forest contraot matters. ' '

ize The seotions of the forest servios which are responsidle for the pre—
paration of the agresament.

X, Representatives of established forest imdustry.

‘xi. 4 speocial working oommission concerned with the selection of s possible
grantee.
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The following steps may be reguired for the preparation of & specific
agreement

i. Determination of the aims to be reached by granting a certain forest
area iy a laong ferm aputract and the interest of third parties to be
oconsidered.

ii. Publication of the proposed project and analysis of the publioc reacticn.
31ii. Invitation tc private firms to apply for a oontract.
iv. Analysis of applications and selection of & suitable ocompany.

¥« Discussion with the selected company and settling the studies, doocuments
and information to be submitted before the final decision is made.

vi. Analysis of submitted material, drafiing, final negotisiion and signature
of the agreenent.

vii. FKNegotiation of the olauses of the long term agreement.

The different steps in the preparation period and the pcintis at which the
various ingtitutions have to participate may be summarised in a flow sheet. Ain
an example, the flow sheet for processing ocontract applioations, as prepared in
Indonesia, i shown in Table 6. Thims diagram would of oourse be modified
acoording to the situation in a particular oountry. It oould also be muoh more
detailed showing, for instance, the various teohnical operations required during
the preparation period.

11,2 AFPLICATIORS

1l.2.1 Invitation for appliocation

In many countries, the initiative to apply fur a long term ocontraot is left
oompletely to individuals or private companies. From the provisions of the
forest legislation, private sntrepreneurs know that such contracts may be granted
and apply for the areas in which they are interested. In other oouniries, the
government advertises the forest areas for which contracts are t0 be granted,
and invites applioation 1/ Thie approach has oertain advantages, the forest
owner oan choosd the time snd the areas of forest land that he thinks most
appropriate. The public imvitation to apply may attract & larger mumber of
oonpanies from whioh the forest owner omn seleot the one or ones that he oon=—
siders most promising. Thie is of particular importance if foreign companies
with large industrislisation posmibilitiesm and connections with foreign marikets
are to be attracted. In sddition,the public offer of dhe ares will inform the
established forest industry of the projeot, which may result in & common sffort
¢f these induastries to applye.

1l.2.2 Doocuments and information to be submitted with application

The application for a forest contract should be made in writing (letter of
intent) and furnish detailed information relating to the applicant's qualifioa
80 that the grantor may evaluate the appliocant's suitability or potential. The
following type o7 information i# usually required i ,

bug the QUovernment of Venesusla adveriised areas for several large management
contraots in 1965 in a speoisl "Boletin Informativo para la Cferta ds ireas"

(3. J



Table 6
FLOW SHEET SHOWING THE PROCESSING OF A REQUEST 1/
FOR A FOREST UTILIZATION CONTRAC? IN INDONESLA
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i. Perscnal or tusiness details of the applicant such as name, nationality,
profesaion and residencey in the ozee of an applicetion by u company,
ite logal status, registered address, list of shareholders, names of
directors and managers, eto.

ii. In the case of the initiative coming from the applicant, information on
the area requested, such as location, boundaries, approximate ares.. A
map of premoribed soale which shows the boundarlies of the proposed unit
ray also be nesded. p

iii. The present and past operations of the epplioant, such as description of
industrial operations; balanoce sheet showing invested capital and
aulited mooounts, tables indloating development of production during the
last years, information on market experience, inventory of available
machinery and equipment, eto.

ive TUtilisation proposals relating to the forest resources applied for, such
as the establishment of a forest conversion unit (sawmill, plywood plant,
pulp and paper industry) of specified sise within a certain period, the
quantity of raw material tc be processed annually, sources of finance
nationally and abroad, detailed time—table af operations.

v. Proof that the applicant is capable of lodging the regquired depcsit
or that a surety bond will be issued by a specifio bhank,

vi. Receipts proving that any prescribed applioation fees have been paid.

Information regarding utilisation proposals can, of course, omly be tentative;
sinos the applicant probably doos not yet have detailed figures on the type and
quantity of the awvailable raw materiasl. Eenoce,the more information that the
forest owner ocan make available on the nature of the rescurces on the oontraot
area, the more specifio the proposals of the applicante are likely to be, zand
the easier it will be to make & qualified selection among the various appli=-
cations.

Toot notes to Table b ¢

From "Teohnioal Quide for Foreign Capital Investment in Forestry';August 1968,
Joakehutan Ditusa, Appendix 16. T5.

I

The forelign capital investment board has t¢ give itm approvel if the contraot is
to be granted to & company financed with foreign capital.

The provincial government, in the jurisdioiion of whioh the area to be granted is
situated, has to give its approval.

W

The sub-~team on ares will check whether the area applied for is atill fres to
be granted.

R &’

The foreat development board represents the different departments of the forest
sarvice.

lg:

The preliminary agrsement is ocomparable to & forest exploration contract.
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11l.2.3 Analyais of selection between spplications

Iifferent methods have been applied in the past to decide whioh applicent
should be seleoted. The easiest way is io choose the applicant on the basis of
first oome, first served. The main advantags of this method ie that any sub-
jeotive elsmant regarding the choios is excluded. This procedure has usually
been applied in oountries whera the forest legislation has alresdy determined in
detall the oonditions under which a company may opsrate. It may be s suitable
solution for short term or middle term timber harvesting oontracts. In the case
of long term contracts this method im less satisfactory, ®ince too much is at
-stale for the grantor to leave the decision to ohance.

The second method is meleotion hy bidding & the applicant offering the
highenst stumpege is choben. Ageain, this soclution may be oonvenlient for eshort
tern contracts. BPut for long term contracte,the principal oonsideration of the
forest owner sbould be the choice of a company that will utilize the forest

sources officianily and manage the forest satisfactorily, rather than the
tighest possible revenue 1/,.I1f,however, several companies, whioh are comparable
from the point of view of wood utilization potential, are interested in a ocertain-
area,the highest bid may then be an appropriate criterion for the selsotion in
long term oontracts as well,

The third way to ohoose among the applications'is by a careful comparison
of thelr relative merits with regard to offers of stumpage, proposed capital
investment, proposed type of utilization, experience in forestry operations
present reputation of the oompany,stc. The responeibility of sslsotidn under
this method im frequently left tc a speocial ocommiseion. In comnsotion with long
term oontracts this prooedure is the one that has mainly been used in the past.
Its main dieadvantage ie the extent to which mubjective Jjudgement must influence
the final aholce.

11,3 PRECOFDITIORS FOR A UTILIZATION CONTRACT

1l.3.1 General information on the potential of the forest resources.

Information on the potential of the forsst resources to b utilised under
ldng term contracts is needed for the forest owner to determine the aim of
such contraots. Regional or countrywide forest Teconnaissmce,indicating what
kind of rav material (hardwood or softwood species, venser logs, sa¥ logs or
pulp wood) is available and approximately what quantities of wood oan be har—
vested each year, provide® zbasis for overall plamning of forest industriali-
sation. Forest reconnalssance surveys oarriea out during the iast two decades
by national and international organisatione have incremsed considerably the
krowledge of forest resources and provided valuable information for this purpose,
but several countries still do not have sufficient basio knowledge for the
making of satisfactory foreat utilisation contracts. In addition information
on wood properties will be useful, partioulsrly for tropioal forests where the
potential uses of many speocies are 8till 1ittle kmown. Information on present
and poesible future markets for those forest producis which can be produced frox
the gveilable raw material is alse required, snd for this studies of trends in
national oonsumption and potential export markets may be necessary.

3.7 This is the reamon why in countries in which forest contracts are granted accordirg
to this method, the forest owner usually reserves the right to refuse the company
with the highest offer and tc accept ancther ome with & lower bid, if the latter
will give a bettsr guarantee for a rational utilisation of the forest Tsmouroces,



Based on the findings of forest reconnaissance surveys and preinvestment studies,
the forest owner may then determine in an appropriate manner what type of forest industry
should be established in order to utilize the available raw material to the fullest pos—
sible extent. This decision will strongly influence the type of utilization contract to
be granted, as well ag duration, size of area, type of material to be harvested, and an—
nual logging volume of a particular unit. The result of such studies may also show that
it could be advisable to give two different types of contracts in the same area, e.g.
several contracts concerned exclusively with sawmilling and peeler loga to unita of the
sawmilling and plywoed industry, and one large contract for pulp and paper harveating
for a pulp and paper industry 1/. Or it may be neceasary to stipulate that certain come
panies (e.g. sawmills and peeling plants) have to supply a certain type of raw material
which cannot ba used in their own conversion facilities, e.g. pulp logs or pulp chips, to
another industrial unit in the country or for export g/.

11.3.2 Forest inventory for area to bs granted

11.3.3

The negotiation of a long term contract should be based on the results of a detailed
forest inventory. The inventory furnishes the data on which the annual aliowable cut
estimates are made and enables to judge what type of raw material can be removed. It
should cover thes following polnte:

i. The total area of the unit which is covered by foresta.

ii, Pattern of owmership.
iii. Permanent and non-permanent forest land.

iv. Exploitable and non-exploitable forests.

v. Protection forests or other foreasts where cutting restrictions will be needed.
vi. Main forest types according to species composition or stooking volume per ha.

vii. Total exploitable volume for each important species or for groups of comparable
species.

viii. Information on increment and diameter distribution.
ixs Information on quality of timber (sawlogs, veneer and plywood logs, pulp wood).
xs Information on defects of astanding timber.

proposed utilization of raw material

If 2 long term contract is to be granted under the condition that a forest induatry
is to be established, or that the facilities of an existing conversion unit are to be
established, or that the faoilities of an existing conversion unit are ito be expanded,
the grantor should insist on inspecting a careful feasibility study of the project be=
fore the final agreement is signed. s part of the study, the applicant should be re=
quired to specify the type of industirial development that is proposed, with a time sche=
dule indicating when the different stages will become operational.

11.3.4 Preparation of the forest management plan

The importance of the forest management plan and the principles according to which
it should be prepared are explained in Chapter 8.

4

In British Columbia, the grant of special '"pulp harvesting licences" may offer an example
for this type of forest resource allocation. These contracts may be granted in the same
areas in which the saw logs are harvested by other companies.

The exvort of pulp chips produced from wood which cannot be utilized in the grantee's
conversion unit has, for example,; been strongly advocated in the Fhilippines.
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11.4 THE PERIOD OF PREPARATION AND NEGOTIATICN

The main difficulty which faces the forest owner whoe has to analyze different ap-—
plications and select ons of the companies with which to negotiate stems from the fact
that in the early stages not all the details of the futurs unit are known. The forest
inventory of the arez may not be available and the management plan and the feasibility
study for the proposed forest industry certainly note.

T™wo solutions have been adopted to deal with this difficulty. The first is for
the agreement to be negotiated and signed as soon as one of the applications has been
accepted, with the stipulation in the agreement that the grantee must carry ocut a forest
inventery, prepars a management plan and establish the prescribed wood processing fa~
cilitien. This procedures is not really a solution 4o the problem either for the forest
owner, who still has to make the choioe while information is soarce, nor for the com-
pany, which may have to accept obligations that in the light of further data may be
found to be difficult to fulfill. The second solution is t0 allow & long period of pre—
paration and negotiation during which the necessary informstiom is collected, following
acoeptance of the application. Only when all information is available will the agree—
ment be finalired. In this case, the forest owmer usually iseumes an "exploration con=
tract' or a preliminary permit which allows the company to oollect all necessary data
and then to apply for the long term contraot if it still wishes to do so.

The preliminary permit gives the company the right to carry out all operations in
connection with the exploration of the utilization posmibilities. It is usually issued
for a limited period of 1=3 years during whioch the company has t¢ carry out the forest
inventory, prepars a forest management plan and the feasibility study. The limitation
of the duration of the permit toc a few years is necessary in order to prevent the ocompany -
using the permit for speoculative purposes. Preliminary permits ars, for example, isaued
in Indonesia and Venszuela 1/. A somewhat axceptional omse sxisis in the Philippines,
where the government has granied a 4 yesr timber harvesting oontract whioh may aventually
be turned into a long term management contract, if the company presents the neceasary
docurents before the 4 year ooniract has expired.

Similar to an exploration contraot, the preliminary permit gives a sirong safeguard
to the future granies. The preparation of a forest inventory, & management plan and a
feasidility study is expensive, technically exacting and time—consuming. The permit
protects the company at least from the possibility that the area will be granted to one
of its compatitors during the period of negotiation. It doew, however; not excluie the
risk that the expenditure may bs in vain if no final agresment can bs raached betwmen
the two parties g/. The preliminary permit is also im the interewt of the forest owner,
since it snzbles him {0 negotiate the conditions of the final agreement on the basis of
detailed and substantial information.

Onca all necessary information on the projesot is available, the two parties may
snter into the final negotiation. Tha list which is given aa Part III of the handbook
indicates the kinde of olauses to be included in an agreement. It is important that the
reprosentatives of the forest owner ars well aware of the limits within whioh the dif=
fersant requirements aras negotiable. Detailed knowledge of the value of the raw materisi,
of prices of the manufactured products and of coste is essential.

In Indonesia, a preliminary permit is issued, but ité duration is not specified.
In Venszuela, the permissicn for exploration is given and the management plan has to
be presented within two yeara, Sae "Reglamento Parcial', irt. 19 and aArt. 24 (206).

Some countries have adopted the solution.that the sxpsnditure for the forest inventory
and for preparation of a menagement plan will have to be paid for by the successful
applicant if the long term unit is not granted to the company which has carried out
theae opsrations.
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Chapter 12

NATIONAL INVESTMENT CODES AND THEIR RELEVANCE T0 FOREIQN INVESTIENT
IN FORESTRY AND FOREST INDUSTRIES

THE APPLICATIQN OF INVESTMENT LAWS TO FOREST UTILIZATION CONTRACTS

Many governments have found it necessary or desirable to turn to foreign investore
who alone may have the necessary capital and technical and commercial experience to
operate a large integrated forset unit and to organize the expori and marketing of raw
or processed forest producta. The decision to seek and use forelgn investment in the
development of a state's natural resocurces entails several pProblems: problems, broadly
speaking, of attracting the necessary capital in the first place end of controlling the
use of that capital to the best sdvantage of the receiving country. The problem of
achieving a satisfactory balanoce between these two aims is, of course, not limited to
investment in foresiry and forest industry, but is part only of the overall problem of
the promotion of public and private investmenta, both domestic and foreign, and indeed
of the general development of the national economy. As such, the relevant provisions
are often to be found not only in the legislation ooncerned exclusively with foreign
cepital investments, but aleso in general investment promotion legiplation and, to some
extent, in the general development plans laying down overall development aims and prio—
rity sectors of the company.

The aim of this chapter, therefora, is not to lay down guidelines for drafting
compreheneive invesiment promotion legislation. It is rather to indicate some of the
waye in which investment laws as they exist today may nffect foreign investment in
forest utilization contracte and to outline brisfly the sort of legal and institutional
background which both parties will need %0 keep in mind when negotiating and, later,
operating under a forest utiliszation contraot where foreign oapital is involved.

Broadly speaking, legislation for the promotion of foreign inveatment may affect
foreign investment in forest utilization agreements, as in other sectors of the economy,
in two ways, i.e. by according henefite and incentives for that investment and/or by
placing restrictions and conditions on ii.

Whether or not incentives should be granted under national foreign investment
promotion legislation for inveatment in the forestry sector of the economy iz a question
that each state must determine for itself on the basis of iie own economic and develop-
ment priorities. In practice, however, several countries have included forestry or
forest producte industries among those activities which qualify for special benefits.
In Gabon, for example, where forest revenue from the "okoumé" species is of major im—
portance to the mational economy and export +trade, a special annex to the investment
code 1/ is devoted to inland forest utilization contracts and the special guarantees
and benefits which may be accorded to both foreigm and domsstic investment in such con=
cessions, More usually, however, forest activities are not given such specialized
treatment, although they may be listed as promoted activities in the genmeral investment
promotion legislation, either specifically or under broader designations. In some
cages, these broader designations of promoted activities may still be specific enough
to cover with some certainty forest activities. But in other couniries, the designa-
tione of promoted activities are much more gemeraliged, referring, for example, to
“productive activities in indusiry, mining, agrioulture and transport"g/or aven 'any

R

Annex %o Ordinance Ko. 21/67 of 23 March 1967.

Iran: Law of 29 November 1955 concerning the atiraction and protection of foreign
investments in Iran, Art. 1,
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other activity classified as being of interest to the national economy 1/". Such pro-
vigions are, of course; broad enough to oover forest utilization contracts. ‘ihether
they do, in practics, will depend omn the interpretation glvea to them in each particular
case in the individual countries conoerned.

Foreign investment legimlation may often lay down certain oonditions that foreign
investment must fulfil in order t0 qualify for investment bensfits, either in addition
to liate of promoted sotivities or in place of thems Suoh conditions may include, for

" example, that the investment will provide employment opportunities for the local. popu-

12.2

lation, that the productive capaeiiy of the national economy will thereby be developed,
that the investment will be in priority areas in the national sconomy, that the invest=
ment objectives will ooincide with the overall objeotives of the national development
plan, or that the investment will improve the country's balance of payments poaition 2/.
Whether a particular foreign investment in a forest concession would meet thess condie
tions and thus gqualify for speoial benefits, again depends on the terma of the investe
ment and utilization agresment, and on the mituation in the partiocular country concermed.

Porsign investment laws may operate not only io emcourage foreign investment in
coertain sectors of ihe ecomomy, but aleo to restrict such invesiment in other seciora.
However, forestry is normally not included within the asocope of epeoifio prohibitions
which are reserved more for investmenis in such fields as national defences or publio
utilities.

+Where foreat utilization agreements ars not referred to at all in the foreign ine
vestment promotion legislation, foreign invesiment may still be allowed, although with~
out special benefits, under other legislation or through other ohannels. If, on tha
other hand, no other channels but the investment legislation exist, then the effect may
well be to prohibit such investiment.

MACHINERY FOR THE REQULATION OF FOREIMN INVESTMENTS

The machinery and proocedures for the sslection and regulation of promoted invest—
ments are normally set out in the general investment legiamlation and may not be corre
lated with the machinery and proocedures for the negotiation of forest utiligation agree—
ments., in exception in this respect ie Indonesia, where both the Invesimant Code and the
general forestry legislation have been revised recently and the various proocedures
rationalized 3/,

To implament a policy of promoting investment in partiounlar sectors of the economy,
a government must have not only full information on the proposed invesiment, but alse a
sound machinery for evaluation of the investment in terms of its effeot on the particular
sector concerned and in terms of its effect on the national economy as a whole. (here
long term utilization agreements are concerned, the effeot of the foreign investment on
the foraestry seoctor will, of ocourse, already be the objsot of the utilisation contract
negetiations between the investing company and the national suthorities responsible for
the forestry sector. In avaluating the proposed investment in terms of the naticnal

i

Chile: Decree with foroes of Law No., 258 of 30 Maroh 1960, the Foreign Investment
DQCNQ' Art, 1.

With reference to this chapter aee, generally, J; Henderson, Foreign Investment Laws
and Agrioulture (54).

The relevant provisions of both mets of legislation and the oombined procedurss te be
followsd where foreign investment is involved are now set ocut in a comprehensive and
comprehensidble publication (13) called" Teohnical Guide for Foreign Capital Inveatment
in Forestry" (Jakehutan Ditusa, August 1968). Such a publication will obviously facie
litate the tasks of both forestry authorities and foreign inveatora at all atanes of
application, negotiation and operation of forest utilization agreements.
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economy a8 a whole, however, more independent or inter—departmental machinery is required.
To provide such machinery, most of the countriea which have taken measures to promote
foreign private invesiment have established independent investment boards or committees,
functioning normally at minieterial level., It may happen that forest interests are
directly and automatically represented on these boards l/.

- Again, such epecial treatment for forestry is the exception rether than the rule.

In several countries, the protection of forestry interests will be left to the Minister

of Agriculiure, vwhere that Minister ie an automatic member of the investment board; he
often is in couniries where agriculture forme an important sector of the national economy,
and a sector to which foreign investment is directed. Even where forestry interests

have not automatic voice on the investment board, provision may be made for the ad hoc
repreeentation. of other govermment departments or concerned parties at board deliberatiomns
specizlly concerning their sectors. Whatever the way, however, it is important for
forestry interests that their voice be heard during the boerd's deliberations where forest
utilization contracts are cohcerned.

The main functions of such investment boards are normally concerned with the proces-
sing of investment applications, examination of the terme of the appllication and recom—
mendations for its approval or rejection. But the national investment board may sometimes
be given other functions, spuch as ensuring the compliance of foreign investors with the
conditions of their investments.

The procedure of epplication {0 the investment board may be necessary either for the
initial authorization of the investment, or merely for the designation of that particular
investment as a promoted investment qualifying for special benefits under the investment
prometion legislation. In both cases, the prospective investor will normslly be required
1o produce fairly detailed informetion on himself and his proposed inveetment. This will
generally include detailed information on the foreign entreprenmeur, including hie present
and past financial state, on the proposed investment, on the proposed financing of the
project, and on the economic and social advantagee that the country mey expect to gain
from the investment g/. Sometimes additional informetion is required from foreign enter—
prises wishing to invest in certain particular sectors of the economy. JInvestment in
the processing of forest products in Turkey is an example. There, the foreign investor
must fill in an additional questiomnaire giving further information on the subject of
the investiment, eatimates of preduction and costs, and of raw material, faoilities, man—
pover and fuel requirementa, and time-tables for the various phases of investment and
production, etc.

Foreign invesiment in forest uwtilization contracie, as has been mentioned above,
involves two distinct elements: its evaluation in terms of its effect on the forestiry
sector, and its evaluation in terms of its impact on the economy as a whole. These
elements necessitate consideration by different bodies. The order in which these esle—
ments should be considered is not generally epecified in the forestry invesiment legis=
lation. In Indoneeia, however, the order of application and consideration of applica-
tions from the standpointe of the forestry interest and the foreign investment interests
is set out in the policy statement of 1967 on investment in the sector of agriculture
and more generally in the Technical Ouide for Foreign Capital Investment in Forestry
referred to above (13).

BENEFITS GRANTED UNDER FOREIGN INVESTMENT LEGISLATION

Special benefits or guarantees to foreign investment to attract capital inte prio-
rity areas of the economy are normally concerned with taxstion, import and export duties,

L w

This ie Bo, for example, in Gabon.

See Henderson ope. cit. pp. 61=64 for a2 more detailed account of the sort of information
often required.
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and exchange control regulations with respect to the repatriation of profits and capi-—
tal. DBut they may extend to other matters such as guaraniees against expropriation or
guarantees relating to the stability of legal, economic and financial conditiona,: for
example, It is, of course, nci{ necessary to accord the same treaiment and benefits to
all foreign investment, and the degree of benefit — the degree of attraction in fact =
is often graded according to the degree of importance of the proposed investment for
the development of the country's economy.

This gradation may be made by differentiated treatment within the investment legip=
letion itself or it may be achieved by reserving the foreign investment code and its
special benefits for investments of especial importance to the country, while allowing
less important foreign investment to be made outside the context of the investment code,
without formalities and, of course, without special benefits. ‘

The gradation itself may be in termes of the type of benefit granted or the duration
for which it is granted. Dut in most countries it has been deemed advisable to place
an overall limit on the period for which special benefits may be accorded t6 foreign
investment.

12.3.1  Taxation

The majority of foreign investment promotion laws rely to same axtent on tax bene—
fits. These may consist of total exemptions or mere reductions, or a combination of
both, and are normally accorded for a definite period only. They may apply to normal
direct business taxes such as company tax, turnover tax, profit tax and the like, or to
indirect taxes such as atamp taxes and import and export duties. Foreign investment
promotion laws may also allow qualifying enterpriees to apply accelearated depreciation
retes for tax purposes on their capital equipment, thus permitting the enterprise to
reduce declared profits and, consequently, the tax liability on those profits.

Special benefits are alsoc sometimes related, not to exemption ar reduction of taxes,
but to their continued stability at the rate sstablished as payable at the time of inj-
tial investment. Thie rate, then, is guaranteed as continuing in foroe for that in=
vestor during the whole period that he enjoys benefits, and any subsequant legisiatiom
increasing generally the rate of any given tax would not be applicable to bim., T'w
guarantee may apply not only to the tax rebates,but almo to tax bases, or the methad of
calculation of taxes.

124342 Exchange contirol and the repatriastion of oapital and profitas

A large number of developing countries apply exchange contral restriotions, and
thus any special regulatiomwaiving these restrioctions for foreign investors are likely
to be of paramount importance tc those investors. The regulations wiving or lesdening
the effectes of exchange control restrictions may affect remittance of prafite or the
repatriation of capitzl.

Profit remittances of approved foreign investiments are sometimes allcowed either
free of comtrol or at least subject only 0 the filing of reports and payment of taxes,
or reservation of the right of the government to impose controls in the Muture it thess
should become necessary as & result of a deterioration in the ocountry's balanos of pay=
ments position. Alternetively, the foreign investment legislation may met a maximum
limit on the percentage of profiis in relation to the total investment made that ocan

be repatriated in any one year, any amount over that stated percentage being blocked or
subject to special conditions.

The sudden outflow from a developing oountry of large amounts of fareign oapital
mey create serious problems, not only from the balance of payments point of view, but
aleo from ite effect on the soconomic development of the country and the emplayment of
its population. Thus, on the whole, rastrictions on the repatriation of oapital tend
to be harsher than those on profits, perticularly in the initial period of the investmant,



12.3.

12.4

_94_

Although there are, it is true, countries where any foreign capital may be repatriated
freely at any time 1/, these are much the exception. It is more usual to find that
only approved foreign investments may qualify for repatriation privileges and these
subject to certain conditione ae to amount, timing or currency.

In some countries, the time limits for the repatriation of capital may be combined

"with the depreciation period allowed, calculated in such a way that, once the whole in-—

vestment has been amortized, the investor will have been able to repatriate all his
original capital. :

Sometimes,; all capital repatriation may be forbidden for so long as tax concessions
are in effect,; although exceptions may be made where the repatriation involves the re-—
patriation of any amounts representing compensation of nationalization.

3 Other benefits and guarantees

Although taxation and repatriation benefits and guarantees are the methods more
often used in legislation to attract foreign inveetment, other benefite or guarantees
may be used as well,

Cuarantees against expropriation. or nationalization are, for example, to be found
in the legislation or constitutions of a number of countries; such guarantees may,
however, be of limited interest to investors operating under forest utilizatien con-
tracts.

Other benefits and guarantees may be expressed in specific terms in the investment
promotion legislation ﬁ/. In Indonesia, for example, additional facilities not Bpeci~
fied in the legislation may be granted to foreign capital enterprises which are vital
to the economic growth of the country.

CONDITIONS AND OBLIGATIONS IMPOSED ON FOREIGN INVESTORS

Specific or implicit restrictione on the investment of foreign capital in certain
sectors of the economy have already heen mentioned in connection with the general ques—
tion of the appliocation of foreign investment promotion laws to forest utilization con-
tracts. So have also some of the general conditions that governmentms may require the
investment to meet before it may qualify for benefits. The present section then will
indicate msome of the other conditions and obligations impomed on foreign investors by
the foreign investment promotion legislation.

e k=

See, generally, Henderson, op. cit., pp. 98—10{.
For details see Henderson (54), Chapter 9.
The legislation of Gabon, for example, provides for:
- guarantees as to stable legal, economic and financial conditions, in particular

with regard to non—discrimination in company legielation and regulations;

- guarantees as to0 stable marketing conditions;

— guarantees concerning freedom of choice of suppliers of goods and services;

~ guarantees of priority for the supply of raw materials and any other items
needed for operating the enterprise;

— guarantees of facilities for bringing goods to market;

- guarantees as to the evaluation of products and the use of facilities at the
place of evaluationj.

~ guarantees aB to the use of water and electricity suppiies and other public
utilities needed for the operation of the entarprise.
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12,401 Status and organization of foreign enterprises

Some couniries have sought %o ensure governmental control over foreign invesiment
by meking certain requiremenis with respect to the status and organization of companies
with capital originating from abroad. Thus the legislation may require that the in—
vestment be operated by a company established under the local law and domiciled in the
country, or it may seek in some other way 1o ensure that the operating company is in a
real sense subject to the jurisdiction of the local government and courts.

4Ls a consequence of their concern about the possible dangers of foreign control
cver their national economy as & result of foreign investment, several countries have
prohibited the participation of foreign governments in foreign private investmeni or
have providel for compulsory participation of local capital with foreign capital in
joint veniures or incentives for voluniary participation. A similar concern on the
part of many countries in lLatin America stimulated the adoption of the principle of

the sowoelled "Calvo Clause™ which requires foreign nationals and oompanies to submit
to the exclusive jurisdiction of the local courts and renounce all claims to diplomatic
protection from their own governments.

Some of these requirements will, of course, probably be of less conaequeﬁce where
activities involving long term forest utilization contracts are concerned than they
would where less permanent commercial- activities are involved.

12.4.2 Provisions related to the keeping and aunditing of accounts

To allow for a degree of governmental control over the operation of the foreign
capital enterprise and over the qualification for an enjoyment of benefits under the
investment legislation, some countries alsoc include provisions in their legislation
relating to the keeping and auditing of accounts and the production and submission of
these accounts to the relative government authorities. Government control may zleo be

"provided for more generzlly by a requirement that the enterprise cooperate fully with
government authorities in supplying these authorities with any information that they
may require regarding their activities or in allowing inspection of their premises and
working conditions by authorized officials,

124403 Provigions related to employment

Mention has already been made of provisions which may be negotiated in the utili-
zation agreemeni itself, requiring the employment and scmetimes training of local per—
sonnels This mey also be provided for in more or less general terms in the foreign
investment promotion legislation. Thus, on the one hand, many countries specify as one
of the besic conditions that the foreign investment must fulfil, in order to qualify as
an approved investment, the provieion of employment opportunities for the local popula-
tion. More apecific obligations may then be included in the terms of the agreement or
document approving the investment, or in the Foreet utilization agreement iiself, where
the investment approval merely consists of approval of the concession agreement. Some
legisglation, on the other hand, lays down more definite obligations in the legislation
itself. In Indonesia, for example, the general rule is that foreign capital enterprises
are required to meet their needs for labour by employing Indonesian nationals, although
temporary exceptions may be allowed for technical and managerial staff where no skilled
labour force is available, In any event, enterprises are required to organize training
end education facilities for Indonesian nationals 1/. Where such provisions are already

1/ Indonesia: Law concerning investment of foreign capital (143) - 4Art, 10-12. TYore rigid
provieions are cometimes found, as for example in Guatemala, where employers are prohi-
bited from hiring less than 90 of CGuatemals workers, and these workers must receive at
least 85? of the peyroll. 4iny enterprise zpplying for benefits under the investment
vromotion legislation must provide permanent remunerated employment for 2 minimum of 30
workers. Ouatemala: Decree No. 1317 of 30,2,1959, the Industrial Promotion Law, Art. 4.
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in force, both the government authorities and the foreigzn investor-seeking a forest
utilization agreement should, of course, take these provisions into account in the
negotiation of the terms of the agreement.

12:5 PENALTIES AND SETTLEMENT OF DISFUTES

Some mention has already been made of provisions for penalties and settlement of
disputes which should appear in the forest utilization agreament. These provisions
refar normally to situations which may arise in the operation of the utilization asree=
ment and which are related to the cquestion of the fulfilment or non—-fulfilment of the
technical or general provisions of that agreement. However, where a forest utilization
agreement is to be aperated by a foreign investor; other difficulties and disagreementas
may arise, concerned specifically with the conditions of the investment and the enjoy—
mant of benefits under the relevant foreign promotion legislation. TFor this szecond
type of situation, different forms of penalties may ba called for. So far as the
settlement of disputes is concerned, where the utilization agreement operator is a
foreign investor, speoial procedures and machinery may also be provided for in the im—
vestment code which may apply to disputes arising out of the interpretation and appli-
cation of the investment code and indeed out of the operation of the utilization
agreement itself.

12.5.1 Penzlties

Broadly speaking, penalties invoked against foreign investors who fail to obsgerve
the provisions of the relevant investment promotion laws may take two forms. Either
they may be sanctions applied against the person of the investor, whether they be fines,
terms of imprisonment, deportation or the like, or they may take the form of the sus=
pension or cancellation of the rights conferred by the investment legislation. In the
latter ocase, thies may involve merely losm of special tax benefits or it may, in the
last remort, involve the withdrawal of approval for the whole investment.

Exactly how violations are determined and penalties imposed varies from country to
oountry, depsnding ¢n the nature of the political and legrl sysitem in the country. It
may take the form of an administrative decision from which there is no appeal, an ade
ministrative deoision which can be appezled to other administrative or ministerial
bodies or to the courts, or it may be a judicial decision which can be appealed to
other administrative or ministerial bodies or to the courts, or it may be a judicial
deotsion taken by the courts in the first place.

12.5.2 Settlement of disputas

The moat obvious machinery for the settlement of disputes at the national lavel
is the court avetem of the country whers the utilization agreement is held and worked.
Alternatively, the foreign investor may be accorded the right of appeal to a further
administrative agency or tribunal or 4o an appropriate minister or ministers. Foreigm
investors, howsver, may be chary of investing large sums of capital where they foresee
risk=s of being involved in complex litigation before courts whose procedures may be
unf-miliar to them and which, fundamentally, will be’ bowmd to apply laws drafted by
the sther party to any potential dispute, and even mors so where their only right of
appsal is $o a further adminietretive or govermment body. In recoznition of this re=
luctance, many countries have introduced into their foreign investment promotion legise
lation further guaranteea for the impartial settlement, outeide the normal lezel system;
of disputes between the foreign investor and the host govearnment, by the procedure of
arbitration, either at the national or at the international level. .% the national
level, the procedure normazlly follows a set pattern: each of the parties to the dis—
pute chooses one arbitrator and a third is then appointed by the other two, or by an
authority designated in the establishment agreement, and the decision of the arbitra-
tors which is token by a majority vote ia final and binding om both parties.




- QT -

At the international level, arbitrestion may be provided for by bilateral agreements
between states dealing specifically with the settlement of disputes between the nationals
of the investing country and the govermment of the country where the investment is made.
A number eof industrialized capital supplying countries have already concluded bilateral
agreements with developing countries dealing generally with foreign private investment
and containing provisions for arbitration 1/, O(n the other hand, referencs may be made
to the arbitration and conciljation facilities provided by the International Centre for
Settlement of Invesiment Disputes (ICSID) set up under the International Convention for
the Settlement of Investment Disputes between States and Wationalas of Other States of
1965, Under the Convention, either investor or contracting state may submit their dis~
rute, provided they both agree in writing to the Centre for coneiliation and/or arbitra-
tion. The Centre maintains panels of specially qualified persons to which each state
may designate a certain number of persons, and it is from these panels that the conci-
liators and arbitrators are drawn for each case. Awards are final and binding on the
parties. is of 1 May 1970, the Convention had been signed by 63 states and ratified
by fifty=Live g/. Other similar facilitiem for arbitration at the international level
are offered by the Arbitration Tribumal of the International Chamber of Commerce.

12.5.3 Other relevant measures related to investment

In conclusion, it may be useful to mention, as part of the general background
against which forest utilization agreements with foreign investors will be negotiated
and drawn up, other relevant forms of provisions to be found in intermational instru

nents or, sometimes, in the legislation of the foreign investor's ocwn country.

There are many bilateral treatises to he found whose provisions may affect foreign

private investment in some way or another.

These may be double taxation agreements

deaigned to avoid or reduce taxation on an enterprise from one country working in
another or agresments concluded specifically for the promotion and protection of pri-

vate capital from one country invested in ancther.
-Switzerland, and the United States, have, . in particular,; entered into this latter type

of agreement with many developing countries.

s

See, generally, Henderson, Ops. cit., pp. 207-212.

The Federal Hepublic of Germany,

The 52 states which had ratified the Convention as of 29 September 1969 aret

Afghanistan Guyana Higer

Camerocon Iceland Nigeria

Central African Republic Indonesia Norway

Ceaylon Ivory Coast Pakistan

Chad Jamaica 3enegal

China ETaiwan) Japan Sierra Leone

Congo (Brazzaville) Kenya Singapore

Cyprus Korea Somaliaz

Dahomey Lesotho Sweden

Denmark tadagascan Switzerland
™Mnland Malawi Tozo

France Malaysia Trinidad and Tobago
Gabon Hauritania Tunisia

Germany (Fed. 2ep. of) Hauritius Uganda

Chana Horocco United Kingdom
Jreece ilepal United States of lmerica
Guinea lHetkerlands Upper Volta

YTuroslavia
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In addition, some capital exporting countries take wnilateral measures which
affect, to a greater or leseer degrse, foreign private investment. These may be fiscal
measnres relieving nationals who invest abroad from all or part of the tax burden on
their overseas operation. Thus, in some cases, a complete tax exemption may be granted
t0 a domestic corporation from dividends received from the foreign subsidiary, or tax
may be levied on those dividends only after the foreign tax liability has been deducted.

Finally, several occuntries, ineluding Austrelia, Denmark, the Fedasral Republic of
Germany, Japan, Norwny, and the United States, opereie investment gusrantesas sohamss
which allow national enterprises to insure their investments in developing countries
against such risks &8 exrpropriation, the tying-down of profits or capital because of
non=convartibility of currency or damage from actes of war.




PART III

CLAUSES AND PROVISIONS FOR LONG TERM FOREST UTILIZATION CONTRACTS J_/

l. Helevdnt Leglslation

- Law deorees and regulstions in acocordance with whigch
the agroement is granted.

2. Conditions fulfilled
= Verification that the land which has been applied for can
be granted by & long term oontract (o'llntrship, ertension
of other agreements, land-use DIOGrANNes).

= Varifioation that the grantee has duly applied for
the 1and-

= Previous studies related to the proposed industrial

unit {e.g. feasibility study, land-use survey, foresi
inventories).

- Payments required in oonneotion with the appliocation.

-~ Quarantee payment or surety bond paid to or put at the
disposal of the grantor.

3+ Definiticms
= Definition of teohnioal terms used in the agreement.

4. ZPartles conoerned

Name of ~ Name, legal status and business addreasof tho grantor
parties (responsible government agenay) and of the grantee.

= Abbreviation under whioh the two parties will be refarred
to in the text of the agreemsnt,

Jignature = Signature and seal ¢of the parties oconcerned.
= Date and place of signatures.

= Date from which the agreement becomes wvalid ({for instance
publioation in the offioisl gazette).

1/ The items given in the following list are of course not all appropriate for
in all agresments or in the relevant legislation of all countries. The 11“11;:1;:1:2
t0 help those drafting agreessnts or appropriate legislation to make sure that no im=
portant matters are omitted. The wording of the list is not the phraseslogzy to be used
in the actual text = this must follow the practios of individual countries. Tha rea—
sons for the items are not discussed = this is dons in Parts I and II of this handbook.
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5« Extension of erea

Boundaries and - Exaot description and size of the area which is to be granted.
sxtension

- Bxaot looation and definition of the boundaries.

= Map which shows the boundaries (usually attached as sanex).

Demaroation and =~ Demarcation of boundaries to be carried out and paid for

maintenance of

boundaries

Fl

Land tenure

Permanent
forest land

Protection
forests

Non~pozrmanent
forest land

Other forest
land

‘Reduotion of
aTea

by the grantor. :

or Dsmarcation to be oarried out by grantor but all ooste
to de paid by the grantee.

9or Grantee tc demarcate and maintain boumdariss in a manner
determined by the grantor. If grantee failm to de-
marcate within the prescribed period, the forest service
or another government agency may do the demaroation
at grantee's expensa.

Date for ocompletion of demmroation.

Method ¢f demarocation and provisions oonocerning maintenance
of the boundaries.

lanad at the full disposal ¢f the grantior and special pro-
visions related %o such land.

Other public or private land inoluded in the grantied ares
and spesdial provisions related to such land,

Private land of the grantee or land granted under previcus
oontraotes to be inoluded in the new umit and special pro-
visions related 40 much land.

Uranted land to remain permanently under forest ocover and
speolal provisions to bs applied on this category of land.

ranted land on whioh the .forestis bave besn declared
rrotected forestis and special provisions and Testrictions
%o bs applied on this oategory of land.

Oranted land to be sventually turned over to non-forest
purposes and special provisions suoh as clearing sohenme.
t0 be applied on this ocategory of land.

Granted land ©of whioh the Wltimate status has not yet been
decided and speocial provisions to be applied omn this
oategory of land.

Boundariss of the granted area toc be oonsidered as definite
and to be changed only by mutuml ocnsent of both parties.

or Part of the granted area, urgently roquifod for other

purposes, may be excludsd from the unit, provided that

a substantial reduction of the mnnual allowable out

is not nsoessary or that the grantor will oompensate
the grantes for the reduotion from other timber re-
sources, or that the granies agrees to the reduoction for
other reasons.
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= Proposal to exclude certain parts of the granted area to be
referred for decision to a Bpecified land-use authority if

decision oannot be made by mutual consent of the two parties.

~ Forest land to be excluded from the granted area shall be
logged by the grantee within a specified period.

6. Contraot duration

Years for which the contract is granted.

Date from whioh the contract duration will be ealculated.

Start of = Right to start operation from a epesoified date.
operations

- Obligation to start cperation before a given date.
Renewal of ~ Pogsibility to renew the agreement if the grantee has

ocontract fulfilled hims obligatione and both parties agree to
suoch renewsl.

= Perjiod during which the grantee must apply for renewal.

7+ Rights granted

Forest - Rrolusive (or non-exclusive) right to harvest, utilize,
utilization Prooess, transport and market timber and forest products
from the granted area.

- Right to make timber surveys, to oonstruot and cperate
logglug roads, bridges, landing strips for aireraft,
logging camps, houses for employees, office facilitiee stc.

Wood prooessing - Right to establish & wood prooessing unit or unite and
all faoilitles which are reguired to operate it.

Foreat - Right to ocarry out operations of forest managesment as
managenent specifisd in the management plan or as authorised by the
grantor from time to time.

Special legml ~ Deolaration of a speocific legal status for ocertain land,

status if this is regquired by law, in order to give rights to the
grantee on forest land not owmed by the grantor but whieh
is included in the granted area.

8. Rights withheld

Restriotion of -~ Restriostions on exploltation with regard to partioular

axploitation spscies, particular qualities such as pulp wood, sav logm
and venser loge, particular aress, for instancs near local
commmities,and specified quantities.



Other forest
produoce

Mining rights

rl

Bunting and
fishing righta

Right of way
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Right of the grantor ito issue permlts or licences

for the oolleotion and remowval of forest produce not
granted to the grantee,provided that such operations
d0 not interfere with the operations of the grantee.

Urantee to be informed that such permit® or licenoes
have besn issued.

All mining snd drilling rights reserved to the grantor.

Part or the whole of the area may he granted for pro-
specting for oil or minerals with prior notification
to the grantea.

Part oX all the area may be inoluded in any form of
mining concession granted to third partiea.

Holder or a mining conoeasion to compensate for any
damage or logs caused to the grantee.

Government to give a fimal deoision if disagreements
between a2 mining company and the holder of the forest
utilization ocontract cannot be settled matuslly.

HBmting and fishing to be undertaken only according
to the laws and regulations and with a valid permit,

Hunting and fishing for aupply of looal labour foree
may be allowed by special government permission.

Right of way for the general publlio on certain roads
in the granted area, for example for touristic ressons.

Right of way for a limited oirole of pesople such as
government officials and thoge authoriszed by the
grantor in writing.

- Right of way for the logal population on all or

certain roads.

Right of neighbouring logging companies to construot
their own logglng roads through the granted umit, if the
government has issued a special permit (timber path
permit) to do so.

Right of other ocompanies to use under speoified
ciroumstances the logging roads of the grantee
subjeot to ocompenaation,

Grantor to decide in case of disagreement between the
grantee and other logging companies.

Right of way for other private companles such as mining
firma.
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S Rights of the looal population

Exeroise of

oustomary
rights

Free apoesa

looel use
of timber

Minor foreht
produoe

Conetructions

Settlement of
diaputes

= Exeroise of ocustomary rights in the granted area, or

proviasion that local population may only exercise lts
rights in such & manner that they do not interfere with
the prinoipal zims of the long term ocontract.

Aotivitiea suoh as the use of fire to gain pasture
land, which mey not be exercised im parts or ell of
the granted area.

Free acoess to the granted area.

Right to extraot timber for looal uses suoh zs
oconstruotion purposes and for firewcod.

Right ¢o use logging residues.

Bight to colleot minor forest produce guch as latox, gum,
rosin, fruits, nuts, mediecinal plants,etc..

Right to construot permanent or temporary dwellings,
camps, Btables eto..

Disagreeﬁants between the looal population and the
grantee to be settled by the loonl forest euthorities
or by any other ampeoified authority.

10. 8cecizl Improvement

Workse of publioc

interest

= Orantee to carry out specified activities or finanoce

operations guoh as conatruction of community roads,
school bulldings, hospitals or improvement of medical
and soolal mervices and faollities.

~ Detalls of these aotivities in a schedule or determination

of the amount of money to be spent annually for this
purpose.

1l loocal demand for wood and wood produgts

~ (rantee tc supply specified producte of specified

qualities suoh ap sawn wood of Beoondary Bpecies in
speclified quantities to meet domestiio demand.

= Prices to be charged for these produots.

12. Interast of egtablished forest indusiries

= Grantee to supply certain qualities and gquentities

of roundwood to specified flrms in the existing forest
industry.

- Orantee to employ existing lﬁgging compenies as

sub-contractore.
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13. Employees and labour foroce

Compensation and -

insurancs

Social legis-
lation

Special
facilities

Instruotion
and
training

Speoial groups

Orantes to effeot and maintain insuranoe to cover
adequate ocompensation for death or injury by accident
for the labour force and other employees, and third
party liability.

Grantes to comply with the axisting moolal legislation..

Grantes to establish special facilities for his employees
and labour foros such as housing schemes snd medical
services.

Grantee to provide appropriate inatruotion and training
with proper faollities for forest workers, forest guards
and other smployees.

Employment to be offered to specified groups of veople,
for instance preference of employment for the populstion
in or near the granted area.

14. Specisl clauses in the case of a forelgn grantes

National
company

National
capital

Foreign
investnent
inosntiven

Employment of
national
personnal

Employment of
foreim
speoialiats

Training of
national
personnel

Urantes to operate like a national company under the
law of the country.

Parcentage of capital to be contributed by national
investors within speoified time.

Speoial benafits and faoilities to be granted for a
speocified period.

Crantes to exmTloy a specifisd minigum percentage of
nationals in technical, non-technical and managerial
positions. '

Crantee may fill poets with foreisn speoislists for
whioh no equivalently trained nationals are available,
provided that government has previously given its
approval.

Grantee to set up & itraining socheme to increase the
peroentage of national labourers and other smployees
in a speoified time, gubjeot to approval by the
government. S

National employses of the grantee to be sent abroad

for training, or foreign instructors to be brought in to
glve looal training for an agreed pericd of tims, subjeoct
to government approval.
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15. Establishment or expansion of wood conversion facilities

Local prooessing

Estebliahment
of industry

Expansion of
industry

Total investment

Regular reports
on
industrialization

BEnforcement

-

A1l wood removed from the granted ares 0 be used
in the wood procesaing facillities of the grantee.

or After a specified lapse of time,a specified
percentage of the total exploitation wolume to
be prooessed in the grantestl!s faotoriea.

or Grantee may ccoperate with other companies
willing to establish jointly an integrated forest
industry.

drantee to eatablish a forest industry of a stated
sapaoity _ in asooordance with a detailed time
schadnle whioh 18 part of the agreement.

Grantes to expand the existing facilities of & forest
industry to & determined capascity in accordance with
a previcus feasibility study and a detailed time
schedulea,

Total amount of investment for forest operations
and wood conversion to be made in a speoified period
of time aceording to & previous feasibility study and
a detalled working scheduls.

or Qrantee to submit an investiment plan within o
speoified time.

Uranted to submit regularly a report to the grantor,
say every § months or amnually, on the progress of
work of installation of logging or wood converelon
facilitien. -

Bond or cash guarantes to be deposited by tha grantee,
and to be returned when the specified wood oconversicm
faoilities have besn sucoessfully established.

or
=]

16, TForest mensgement

Stumpage to be increased by & specified percentege
after & certain lapse of time for all wood that is
not precoessed in the countiry.

Oranted area o be reduced 1f grantee ims unable %o
prooess the specified percentage of the raw materisl
in hisowm factories.

Hesponsidbility = (rantee to be entirely responsible for all forest
management operations.

or

Grentee %o be reaponsible only for certailn
aspecified operations asuch as forest proteotionm,
and specified silvioultural meamires.
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Forsst inventory = Qrantee to prepare a forest lnventory of & speocified
standard within = speoified timae.

Aerial photographs = (rantee to make available aerial photosi‘sphl of
a specified scale within a fixed time.

Mensgexsnt plan - Orentes %0 submit a manegsment plan within a fixzed
time for epproval by the grantor.

= Presoriptions of the management plan to be binding
on the grantee,provided thet the plan has been duly
approved.

or Orantes to operste striotly according to a
management plan prepared by the grantor or his agent.

= Presoriptions of the management plan to be part of
the agreement.

~ Poriod for whioh the management plan im to be in foros.

Preparation of = Management plan to be prepared soocording to regulations
nanagement and instructions of the grantor.
plan

or Management plan to follow an outline prepared
by the grantor.

or Management plan to be based on the findings of a
forest inventory, to contain a division of the
forent area inio oompartments and to presoribe
the annual felling area, the methcds and standards
of utilization end extraotion ways, the requirements
for foreat proteotion and the silvioultural
meagures to be applied lj

Revision of - Revision of the management plan to0 be sabtmiited by a

plan specified date for approval if the revision is to be
done by the zrantee.

Approval of - Approval to be deemed as given if the plan has been

revised plan duly submitted and mo aotion has heen taken by the

grantor by a speoified date or at the beginning of the
new management period.

Collected data = A1l data collected by the grantee,on which the
meanagement plan is based, to be made available

to the grantor. .

= Regults of all forest researoch and experiments by
the grantee to be made available to the grantor.

l/ If the grantee is to operate according to a comprehensive management plan prepared
either by lLimself or the srantor, most of the mattere such as ocutting regulations,
utiligation, road ocomstruotion, etn. will be included in this plan. Consequently,
these pointa will not have to be specifiocally momiioned in the agreement.




Annual budget for
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Mansgement fee

Reguwlar report
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= (rantee to submit an annual budget for approval by
the grantor whioh specifieg in detall the amount of
money to be spent for the various management operations.

= Budget to be binding on the grantee if duly
approved.

- Budget t0 be taken as approved if the grantor
does not make any ocmments by a specified time.

= Budget o be set up in accordance with a smpecified
ocoutline agreed by boih parties.

= (rantor to specify annually the amount of money
to be paid by the grantes per unit of volume of
wood removod.’to be used for financing the budget.

- (rantee %0 pay & specified sum of money per umit
of volume extraoted as management fee or as special
fee for a miated purpose (proteetion, silvioulture)
if part or all of the forest management operations
are in the charge of the grantor.

= Mathod of fixing this management fee or special
feo.

- Qrantee to report regularly (monthly, every 6 months,
annuelly) on all forestry operations (such as inventory
and preparation of manzgement plan, Infractions of third
Parties within the granted mrea, protectiocn, nurseries,
total wolume removed, road comstruction, eto.) and
on all matters of importance as mpecified by the
grantor.

~ (rantee to provide suoh equipment, buildings or cther
installations for forest management purposes, such as
forest nurseries, dwsllings for forest guards, as
provided in the managsment plan or in & special
schedule attached to the agreement.

17. Employment of Technioal Pergomnel

Technical forest
administration

Forest engineer in
oharge of forestry
cperations

= Grantes ¢ establish his own professional and
techniocal forest adminietration which will be
ooncerned with logging and forest management in
the granted areas

= This forest administration to be responeible for the
sXooution of the annual budget for forest management.

- Orantesa to employ a professional foresier of approved
quallfications to be in charge of all forestiry
operations.

~ Appointment of this forest officer tc be approved by
theo grantor and his speoial legal status in the state
foreat administration to be arranged.



- 108 -

- Rights and obligations of this forest officer conoerning
nomination and supervision of other foresiry personnel
employed by the grantee,

Cther technical - (rantee to employ a apeoified minimum nmusber of profes-
personnel sional forest officerg,rangers and foreat guards in
order to fulfil 5Lis reasponeibility for foreat management.
- Responsibilities and positions of these employess.
Hepresentatives of - (rantor %0 employ a speocified minimum number of
the grantor. professional, technioal and cther staff in order to
fulfill his responsibllities for forest management.

18. Regulation of annual cut

Minipum volume = Minjmm quantity in total or for certain species to be
extracted per year {according to a table if logging is
4o be inocreased during the next ysars).

- Heduction of granted area in proporticn %o zotual level
of production if company falls to reach the annual
minimum without acceptable reasons and cannot adjust
the volume in subeequent years.

Qrantea to pay the stumpage fee for the whole minimum
wvolume even if only part of it is extraoted.

Annual allowable Volume to be removed im one year (annual allowable out)

out for eaoh speoles or important group of species.

Nethod of - Method (inventory data, management formulas) to be
determination applied in order %o determine the annual out.

Revision of -~ Annual allowable cut to be revised eithar after &
allowable cut speoified number of Yeare or together with the revision

of the management plane.

- Right of slther party to require the Tevision of the
annurl allowabla cut if the basio faoctors of wood supply
have ohanged.

Bnforoement of = (rantees to harvest the allowable annual out with &
allowable cut tollerance above or below this volume of a spsoified
' peroeniage, say 20.

-~ Overoutting or underoutting in -one year %o be balanoed
within a espeoified period, say 3-5 years.

- Orantee to pay an increased stumpage rate (double
or triple stumpage) if the annual volume removed does
not atay within the specified limits of the allowabls
out.

= Payment for over or underoutting in one year may be
repaid to the grantee if he ocan balance the sxcess or
deficiency within a espeoified period.



Emergenay ocame

Security of
supply
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'Sll;n.ga logging

Combined cutting
regulation
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Grantee may reduce his outting substantially say to 50%
of allowable cut, in the event of a merious recession
of prioces of wood or wood producte which may be oon=
sideresd as an emergency, and is mso agreed by the grantor
in writing.

rantor to supply the grantes with wood from other
areass 1f a reduction of the annual allowable ocut in
the granted unit should become necesBaTry.

or Reduotion of granted area leading to s reduction
of annual sllowable out of more than say, 9% to be
sffected only by matusl oonsent of both partiea.

Right of grantor to reduce granted area if annual
allowable out can be lncreased due to better utilimation
practios and/or more intensive forest management.

Right of grantee to matoh highest offer of other parties
for additionsl annual cut from that area.

Details of volume to be harvested under a salvage logging
sohemé within a specified period from land which is not
to remain permanently under forest cover or from any
other land declared & salvage area.

Dotaila of speoies (or group of speaies) of which a
maximum volume to be ocut amnuelly is fixed, details
of spooies (or group of species) which may be out in
varying quantities annually, and details of species
of whioh a minimum volume must be removed every year.

19. JFelling and extraction

Management plan

Annual logging plan

Coups systenm

- logging to Wwe carried ocut in mooocrdance with the

management plan.

Grantes to submpit an annual logging plan and reocelve
approval of the grantor before logging operations of a
new year may stari : approval to be assumed if grantee
receives 1O oomment before & specified date.

Grantee tc work the area in suoccessive ooupes as
determined in the management plan or in a specianl
feliling plan.

Orantee to mark thy individual ooupes appropriately.

No mew ooupe to be started before the o0ld ons has
been ocompletely logged.

= Each ooupe to be inspeoted by a representatlve of

tha grantor and olearance certificate issued.

= No felling to take place after a ooupes clearanoce

oertifioate has been issued.
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Felling = Felling and extraotion may be restricied or spsoial
restrioctions logging and skidding methods may be prescribed if this
' is neocesasary in order to snsure proper soil and water
oonsorvation.
Tree marking - Trees %0 be marked prior to felling in acoordancs with

silvioultural requiremen® by representatives sither of
the grantor or the grantee 1/.

- Presoribed direotion of felling to be respeoted.

Salvage areas = Tres marking or other silvicultural measures not to
d be applied in salvage arsas if such areas have been
designated by the grantor in writing.

Utilisation = All marketabls trees of oommercial species to be used
standard to their fullesmt axtent.

= Sohadule of specles to be oonsidered as OOmmeroial
geades, of trees 0 be considered marketable, and
pinimum dlameters (in ocase of clear—cutting) to be
atilized. 4

= Standards of marketablility and the minimum requirsmenta
of utilization to be revised froa ¢time to time by
mitual agreement.

= Bpeoiea which do not belong to the commeroial oategory
may be utiliged if this i’ not prohibited hy the
management plan or by law.

Kinimun = Fo tree with diameter below the minimum fixed for each
diapeter apeoies to be cut 3 (minimum outting disdeters in
schedule or management plan attached).

= Minirmun diametsr to bs messured at breast height or
above buttresses.

Mazimum @tump = Maxipum stump height to be messured from the groumd.

height
Removal of = All marketable trees whioh have been foelled to be
treen removed from the area within a given periocd.

=~ Stumpage fee to be charged for all oommerclal logs which are
left in the foreat thereafter. '

Extraction wethods - loocation and width of traotor traile and ocable lines.

= loocation of settings and the angle of oable ways (in
case of high lead logging).

1/ X clauss to this effeot is essential in the ocase of mslective outting, desirable
but optionsal in other oasmes.
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Felling and = Unneceasary damage to remaining trees - especially to

extraotion damages trees that have been marked as future crop trees or
seed trees = to be avoided in felling and extraction
oparations. ’

= Unnecessary breeskage to be avoided.

= Stumpage fee to be charged for all standing trees and
for loga damaged or broken by careless felling and

logging.

Slash disposal = Slash to be disposed of and dead trees to be felled
(emag felling) to prevent fire hazard and damage from
inmects or fungl.

= All roads, other communication lines and boundary
lines to be oleared of fallen trees and branches
immediately after felling and thereafter kept cleanr.

Clearance neaxr = Grantee to remove all trees within a especified distance

roads of buildings, logging camps eto., roads, rallways and
bridges. -

20, Hood tranaport outside the granted

Log marking = All loge to be marked and measured by a representative
of the grantor at place where felled or at a determined
chocking point or points.

oz All felled trees to be marked and measured by the
grantee at place where felled or at a determined
cheoking point or pointa. KXo unmeasured or un-—
marked tree to be removed from the granted area
or beyond a welghing point without a welgh tioke:
(for pulpwood and fuel wood) «

Proprietary rights « (rantee to sogquire property rights to each piece of
fellod timher when it has been duly marked and
meapured or weighed aocording to the specified pro-
cadure, end after payment of the stumpage fee.

Speoial hammer - Trees to be marked by the grantee with authorized
narks bammer marks only.
Measurement ~ Method of vwolumé measurements with reference to

particular tables.

= Regular oheoks (or remeasurements) of removed wood
by representative of the grantor.

Pelling list = If grantes is responsible for log measuring, all

measurement or weights to be noted in an official

; folling list whioh muet be submitted regularly %o the
grantors The felling list (with a specified number c-
copien) has to indicate eerial number, species, mid-
girth length and volume of sach tTee or log that hasa
been removed (except for pulpwood or f‘uelwood)when
truck numbers would be recorded.



Removal permit

Regular report

2l.

Clagsification of
roads

Speoifications
for road
construotion.

Traffio
regulations

Reagponsibility for
oonstruotion and
maintensnce

Roads oconstruoted

by highway
department

Roads constructed
by national
foreat service

Roads construocted
by the grantee

Right of acocess

Road comstructiom
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Speocial removal permit to be provided by grantor from
anted area to converasion plant or other destination
only in exzceptional nit‘ua.tions).

Grantes to report regularly, say monthly or every 3
months, on the total volume species and zrades extractad
and on the production from his wood oconversion
facilities.

Classification of roads to be comstruoted in the granted
area, such aa public highways, primary forest acceas
roads, logging roads, spur roads and forest penetration
roadsa.

Speclfications such as width, slopes and maximum loads
for bridges, and road standards, such as construotion
material, surfascing, minimum radius for read curves,
toc apply to the different oategories.

Standard of maintenance to apply for the different
road categorles.

-

National traffic regulations, Bpecizlly related to
dimension and tonnage of logging trucks, to apply or not
to apply %Q the different road oategories.

Categories of rovade tc be oconstructed and maintained
by the highway department, by the national forest
gervice and by the grantee.

(rantee to ocontribute to the maintenance of certain
publio roads by special payments or actual maintenanoe
work if suoh roads are used to m oconsiderable extent
by his logging trucks.

Grantee to ocontribute to finanoing of logging roads in
the granted ares, which are %o be constiructed by the
national forest servioe.

Grantee to oontribute to the maintenance of such romads

0T carry out maintenanoe completely himself.

Dotermination of those roads %o be oonstructed by the
grantee.

All rcad construotions to be in accordanoce with a
special commmication plan or with the management plan.

Minimum quaniity of all-weather roads and of secondary
roads to he oomnmtruoted eaoch year.

Details of the categuries of roads to be open to the
genoeral public, to certain groups of pecple aznd to the
grantee exclusively.



22 Foresti protection

Cooperation with
netional foremt
service

Report of
1llegal aotas

Fire prevention

Fire fighting
{sducation programme)

Organlzation of
fire fighting

Control of
shifting
sultivation
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Certain logging oompanies or other private companies,
of the mining or ¢il industry, to contribute to finanoe
construction and maintenance of certain roads if they
use them to a oconsiderable extemt 1/.

Use by third ~erties of logging roads which have not
been deolared public highways not to interfere with
the operations of the grantee.

DHaagreement between the grantee and others using roads
in the granted area to be referred for decision to the
rational forest service or other mpecified agsnoy.

A third party may construoct its own logging road
through the granted area if a special "timber path
permit" has been imaued by the grantore.

Grantee to cooperate in all aspeots of forest pro-
tection with national forest servios.

Crantee to Teport all illegal acts of third parties
guch as illegal felling, forest destruction by
shifting cultivaticn, burning of forest, to the
national foreat service or cother spscifiled muthorities,

Crantee to take specified measures to awvoid the risk
of forest fires.

Crantee to oooperate with the natiomal forest servioe
or oarry out himsel?f an education programme for the
local population on dangers of forest fires.

(rantee® tc take all prsoticable steps to prevent and
fight forest fires.

Teochnioal measures ooncerned with fire fighting and
detectlon, such as division of the granted area in

fire oontrol smeotions, construction of jeep roads and
trails for rapid aoocess, oconstruction of fire lookouts
and landing strips for sgall airoraft and establish-
zents of & radic communication aystexz.

Detaile of trained permonel and squipment to be
available during the main fire seasocn.

Grantee to make every effort to offer an aliernative
way of life to that part of the looal population whioh
otherwise would have to praotise shifting ocultivation.

Grantee to give prefersnoce of smployment tc ‘pacple
engaged in shifting cultivaticn.

]? Obv'.i.oull,;r,l. separate agresment must also be made with these companies,
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= (rantes to carry out speoial education and agrioultural
inprovement progranmes, such as distribution of
fertilizers JAntroduotion of better livestock and cash
crops in order to reduce the intensity of shifting
cul tivation.

- (rantee t6 carry out a speoial programme to ocombine
shifting oultivation with the establisbment of forest
plantations (taungya system or asm-torutry).

23. Bilvigulturai ireatment

= Granies to submit annual plans for regensration of
logged~over or understocked arems indicating +the
species 1% be planted and the methods %o be used.

= (rantee to maintain an sdequaetie nursery with a
prescribed annual cutput of seedlings.

- Determination of the minisun forest area to be Te-
stocked annusally.

« Determination of the minimum area on whioh enriochment
planting and improvement cutting is to be ocarried out

annually.
24. Forest fses
Different typea = ¥ees in oconneotion with the granting proocsdure.
of foes
= Foes related to extent of mrea, tc be pald anmmually
or in a lump sum for the whole contraot duration.
- Peea for speoified rurposes, such as forest proteotion,
silvioul ture or management.
= Feos for the raw material (stumpage)..
Revision of fees = Besdjustment of fees after mpecified pericds of time.
Determinstion = Methods and regulations acoording to whiokh the
of fees different fees are to bs determined.
Form of payment = Procedure for the payment of the Aifferent fees, and

time limits within which such payment are to be effecied.
25, tum fos

Tyye of atumpage =~ Btumpage to be pald per tree as determined for the
various speoies,

Stumpage to be paid per unit of removed wolume.

5 s

Stumpage to be paid am set out in attached scheduls.

or Stumpage ‘rates o bDe pald acoording to a formula.



v 215

- Stunpage assessment t0 be based on the results of
a stumpage aprraisal.

Stumpsge appraisal - Stumppage appraisal method t details of costs, prioces, ‘
recovery returne and the acoceptable allowances for
profit and risk t0 be considered in suoch an appraisal.

- Crantee's sxpenditure for forest management or the pay-
ment of & manzgement fee to be oconsidered im stumpage
appraisal as part of the operational oomts.

Bevision of = Regular stumpage adjustment after a mpeoified period

appraisal of time refleoting changes in market prioces and in
preduoction costm. ‘

Independent = Creation of an independent ocommimssion to which the

commiasion stumpage appraisal problems mey be referred.

Assessment = Measurexents for stumpage to be based on roundwood

volume using a specified measure muoh as oubio
netre (m3) or cubid et (0.£%) over or under bark.

- Assessment to be basmed on reasurements by the national
forest service or on the felling list to be kept by

the grantes.
= Details of methods of weasurement and tables tc be
uged.
Payment = Payment of stumpage to be made repgularly as specified,

gay every l-3 months.
— Additional charges if payment is delayed.

Utilized wood - Payment (or no payment) to be made for timber and other
forest produce uged in oconstruotion of roads and
buildings or other facilities whioch are required for
operations of the grantee.

Salvage srcas - No stumpage (or reductiion of stumpage) for wood removed
Irom salvage areas, if guoh areas have been declared mo
by the grantor in writing.

26. Contxel ang supervision

Rights of =~ Right of the grantor to inapeot all aotiviities of the
inspeotion grantee and to werify that these are in scocordance with
the agresment and with the relevant laws and regulationms..

- Right of grantor %0 inepect the granted area and the
promises of the company at reascnable times of the day.

- (rantes +o provide transportation and living accommodation
for a reasonable number of the grantor?'s inspeotors, for
a8 reasonable length of time,
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Records and
documents to be
subnitied by
the grantee

Annual cutting
Permit

Responaible
represantative

L

- (rantee to make available log production records and

all other informetion regerding forest operatiions to
@aly authorized representatives of the grantor.

Orantee to make zvallable all reocords and information
‘congerning wood processing if these are required for
the ocaloulation and revision ¢f oconversiorn factors and
for the assessment and revisiocn of stumpage rates. -

Urantee's books mey be inspeoted, if judged neoessary
by the grantor, by an esuthorised government agenoy or
by an independeat auditor,in order to determine actual
operating costs for stumpage aprraisal.

Data of forest inventory and serial photographs.
Management plan and its revision.

Report on progress of installation of logging and
wood utilization facilities,say every 6 months or
yearly.

Apnual budget for forest management.

Annual report on all forest operations and on the
reapestive sxpenditures.

Regular oompilation of sxtraoted volumes, monihly or’
qua.;'tarly, for stumpage assessment purposes.

Annuel logging plan.

Cutting in a new year not to be smtarted until the
annual outting permit has been issued by the grantor.

Anrmual ocutting permit to be issued by the granter,
88F 3 montha prior to the beginning of the new year.

Permit may be refused in specified cases, for instanoce
non=-submission of annual budget for forest management,
non~payment of forest faes, non-—submission of state-
nent of the removed volume. .

Cutting permit to be issued without delay, say within
1-3 weeks, if the graniee oorrects shortoomings.

Urantee to inform the grantor of the name and business
address of his Tepresentative in charge of all
operations in the granted area.

2Te Liability of the grantee

= Grantee to have oomplete responsibility for his

aotivities and transactions; grantor to scoept no
liability towards third parties for any sotion of the
grantes, his representatives, employees and labour
force.
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= A1]1 buildings, private roads, bridges, logging camps
eto., to be maintained in good order by the grantee.

28. Transfer of rights

= Qrantee not t¢ transfer in any way his righta under

the mgreement to any third party without grantor's
Prior consent in writing.

= Such oonsent not to be unreasonably withheld if the
transfer of rights takes place in order to allow for
an economiocal and financially justified reorganization
or smalgamation of the business of the grantee and if
the transferetis prepared to enter into an agreement
with the same oonditions that bind the grantee.

- Contraoct to become woid if the grantee transfers hie
industrial interests, thus separating the granted
forest area from the wood oconversion wmit, without
the grantor's approval.

29. Surety bong

~ Grantee %o deposit a speocified msum of money, all or
part of whioh shall beoome the property of the grantor
if the grantee falls behind sochedule with regard to
sstablishment oxr expansion of the wood conversion
faocilities, or in came of cther mpecified delay or
shortooming provided that the grantee cannot give good
reasons for suah a delay or shortoonming.

~ Forfeiture of the surety bond not to exclude other
Penalties or sanotions provided in the agreement.

=~ Ho logging to be underiaken before the bond has been
deposited with the grantor.

= (rantee to fumish a newv bond within a specified
period, say 30 days, if the first bond becomes in-
suffiocient or if a portion of the surety has been
legally forfeited for breach of the agreenent.

30. Benotions

Penalty payment = Penalties for specified breaches or shorteomings set
out in a speoial list gttached to and part of the agresment.

Indiocative list of = Failure to respeot the rights of the looal population.
reaascns fox penalty
= Failure to ocomply with the social legislation (atnimum
wages, insurance, seourity regulations).

= Failure to respeot the presoriptions of the manage-
ment plan or any other plan,such as the annual felling
Plan.



Compensation
Enforoement of

operations

Suspension of
operations
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Failure to demaroate or maintain the boundaries
an speoified.

Annual exploitation wolume above or below the acoeptabls
limite of the annual allowable ocute.

Failure to respeoct the fire prevention regulations or
to provide the specified equipment for fire fighting
and deteotion.

Fallure to Tespeot specifications and standards laid
dowm for road oconstruction or failure to maintain the
sxiesting roads as specified.

Fallure to measure and mark loge or weigh wood in
aoccordance with the regulations.

Waeteful logging methods such as high stumps, unnecessary
breakage.

logging and skidding damage to the residual stand,

Failure to carry out tree markinge.

- Failure to respect the minimuxn dlameter.

Failure to establish the speoified forest nurserias
and %o plant the minimum 8Tea per yealr.

Failure to carry out other required measures of
ailvioul ture.

Failure to submit the annual budget on forest management
or other regular rTeports.

Faillure to ocomply with other olauses of the agreement.

Payment of compensation for damage to be as determined
by the grantor.

Operations for whioh the grantee is responsibdle in
acocordance with legal requirements or oonditions of the
agreement, and whioch have not been carried out after due
notice froa the grantor, may be carried out dy the
grantor at the oost of the grantee.

Power of the grantor to suspend all operations of the
grantes if the latter has ocommitted specified breaches
of the agresment or revurrent infringesents of laws
and regulations. :



Indicative list of
resBong for
suspension

Suspension after
ammouncemsnt

Inmediate suspension

Lifting of
suspension
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- Non-payment of forest fees.

- Non-payment of penalties and oompeneation or fallure to
reimburse ocsts for operations which have been carried
out by the grantor.

- Serious breaches of the forest law or the forest
regulations.

= Failure to submit the reguired surety bond.

= Failure +o submit the management plan or its revision
by the required dete.

= Failurs o employ the reguired minimpum number of
profesasicnal and teohnical staff of specified standing.

= Failure to provide the specified faocilities for sooial
improvement.

= Failure to respeot the restrictions on logging and
extraction in such forest areas whioh have been
expressly olassified as protection forests for soil
oonservation and watershed management purposes.

= Continuation of logging without valid annual outting
permit.

-~ Fajlure of grantee to comply within a specified peried,
#ay 3 months or 30 days after due notice of the :
grantor, with other oclauses of the agreement or with
requirements of lawa and regulations, ©OT failure to
repair damage or make reazsonable compemsation for
damage after baving recsived due notice from the
grantor to his registered addressa.

~ Persistent breaches of any condition or obligation
imposed on the grantee by the agreement or legis—
lation.

= Before suspension of operations, the grantee to be
informed that this measure is imminent and that &
period,say 3 weeks or 3 months,during which he may
correct the shortoominge will be aococorded before the
suspension is applied.

= If shortcomings have not been corrected within ihis
pericd, the contraot to b# automatically suspended.

= In apecified ocasaes, for instance logging without
valid outting permit, suspensiocn of operations to
take place immedistelye.

— Suspension to be 1ifted rapidly, say withirn 3 days or
3 rook:s’ if the grantee corrects the shortecomings.



Reglatered mail

Invocation of
arbitration

- 120 =

Deoigion of the grantor that s certain sanction shall
be applied to be announced by registered mail sent or
delivered to the registered address of the ocompany.

Crantee to have the right to apply for arbitration if
he judges that suspension of operations, or a penalty,
or a payment for (ovyensation,or the reimbursement of
costs for operations oarried ocut by the grantor, are
unjustified or out of proportion.

Invooation of arbiiration not to defsr any such pay-
ment nor suspenzion.

3l. Cancsllation of contract

Failure to start
operations

Failure to inorease
wood processzing

Follow~up aotion
of suspension

Insolvenoy of
OOMpANY

Ronumolation of
granted rights

Effectiveness of
cancellation

32, Arbitration

33. Fipal vrovigions

Present leglalation

-

Fallure to siart operations within a specified period
of time without the grantee being able to give good
reasons.

Fgilure to construct a forest industry or to expand
the wood prooessing facilities as specified in the
agreement without good reasons.

Failure to correot a shortooming within a certain
period, say 6 months, of suspension of the granted
rights.

Insolvenoy or liquidation of bueiness of the grantes.

Renunolation of the granted rightme, in writing, by the
grantee after payment of ocompeneation for damages as
agreed upon by the two parties or by arbitration,

Cancellation to beoome effective when the notice of
cancellation has been duly conveyed to the grantes
in writing,.

Names of existing inetitutions to whioh problems that
cannot be settled by mutual agreement shall bde re-
forred and details of the legal prooedure and the
relevant law on arbitration.

or Special arbitrstion tribumal, vhose decision shall
bs . final, to be appointed when disputes need
gettling j and procedure for sppointing tridunal.

-

Legislation pertaining to forest utilization contracts
and general forest lsgislation to be respected by the
grantee a8 part of the ocontract.

Changes or additions to the agreement to be made. only
by mutual consent, by & dooument in writing duly
signed by both partiaes.



Appendices to
sgreement

Other items

Choice of law and
Jurisdiotion

Property after
ocanosllation or
termination of
agreement

Transitory
provisions
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Appendices to the agreement to be part of the agree.
ment itself.

Commnicaetions or agreements, elther oral or writtem,
which are previous to the contraot agreement, to be
void.

Grantes to be free of liadbility for fallure to perform
his obligations under the agreement if default is
caused by aots of the grantor or third parties.

Determination of law and jurisdiotion to be l.pplied,
in case of forelgn grantes.

Buildings and fixed inastallstione which have been
construoied or established by the grantee to beocome
property of the grantor without (or with specified)
compensation,

Speoifio items to be exoluded from this cause.

or Crantee may Temove all mathinery and equipment

which have been used in forestry operations
within & speocified time, say 3} months, after the
cancellation or expiry of the contraot.

or All fixed oconstructions such as roads, bridges,

logging camps, office bulldings, nursery facilities,
8tCs 10 be left as in use prior to cancellation
or sxpiry and to beoocme property of the grantor.

or GOrantee to diemantle certain installations within

a specified time, say 3 montihs afier cancellation
or expiry of the coniract,if so advised by the
grantor.

or All inetallations, equipment, wvehioles and records.

whioh have bean used for forest management to
become property of the grantor after cancellation

or explry.

Until the full management plan hae been prepared and
approved,logging to be undertaken in scocordance with
a preliminary felling or working plan as aprroved by
the grantor and attachsd as part of the agreement.
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PART IV

FOREST UTILIZATION CONTRAGTS ON PUBLIC LAND
IN THE HUMID TROPICS: EXPERIENCES, PROBLENS AND TRENDS

The purpose of +hie section of the handbook l/iB:

= to demonstirate the great importance of foreat utilization contracts for timber
harveasting in the humid tropics;

~ to examine recent developments and improvements in the legal framework for granting
such contracts;

- to diacuss some of the problems which at present limit the efficient implementation
of national conceseion policies; and

~ to indicate certain trends which are likely to be expected with this form of forest
resource allocation in the future.

*e  UTILLZATION CONTRACTS AS THE MAJOR INSTRUMENT FOR TIMBER ALLOCATION IN THE HUMID
TROPICS

Forest utilization contraots — frequently also referred to as forest concemsions -
compriee all forma of legal arrangements such as permits, licences, leases, agreements and
contracts which convey to an individual or a oompany the right to explores the forest poten—
tial (exploration contracts), to cut and remove commeroial timber (timber harveating oon-
tractl), and/or to manage forest land for a continuous raw material supply (forest manage-
ment contracts). Utilization contracts may also include the right to conetruct and maintain
forest roads and other traffice installations, to build logging camps and to establish wood—
processing industries.

Most utilization ocontracte are granted by governments or autonomous government agen—
cies on state—owned and other public land, e.g. commmnally or oustomarily owned forests;
governments may also grant coniracis on land, the ultimate ownerehip of which has not yet
been decided upon, but over which the State may exercise some form of control. OSuch a com—
bination of public land ownership and private or semi-private utilization of the raw material
thereon may lead to a partial or complete integration between forestry production and wood
transformation without affecting the ownership and management of the land itself.

1/ Some aspects discussed herein are based on a comparative review of concesslon agree—
ments prepared by Dr. S.I. Somberg in 1975 on behalf of FAO.
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From 1962 to 1973, total production of non—coniferous logs in developing countries rose
from 723 to 951 Million m3 _1/. Total export earnings from forest products of theae countries
rose from US$ 544 Million to US$ 3,423 Nillion during the same periedj particular steep in-
creases ocourred in the Far East and in the African Regions, where total export values in-
creased from US§ 257 Million to US$ 2,314 Million, and from US§ 191 Million to US$ 692 Mil-
lion. Most of this production comes from the tropical forest belt, the wood rescurces of
which have beoome of increasing importance on world markets. In several countries of the
tropical zone, foreat utilization thus proved to be a major incentive for economic growth,
offering a substantial comtribution to the inorease of export earnings, employment, indus-
trial investment and government revenues. This mobilization of tropical forest resources
was coupled with the allocation of very large forest areas under utilization contracts. A
rough estimate indicates that during the laat two decades approximately 100 Million ha. of
tropical forest land have been granted to the indusiry for timber bharvesting; an additional
20-25 Million ha. is presently under request or offered by governments for new allecation 1_2/ =
The most spectacular developments havs taken place in South-East Asia and West Africa which
acoount at present for more than two~thirds of the eatimated forest concession area in tro=
pical countries (see TABLE 7).

In South-East Apia, the three main producers of tropical hardwood logs, Indonesia,
Philippines and Malaysia, have granted until now a total forest area of ca. 26 Million ha.
In the Philippines, the disiribution of large forest areas occurred mainly during the early
sixties and it can be assumed that the presently allocated 8.5 Million ha. cover most of the
country's commercially exploltable feresta. The total area granted under permits, licences
and agreements in Malaysia can be estimated at around 5.5 Million ha.; a considerable part
of this area is allocated under annuel permits or short=term licences with a duration of
less than 10 years. Indonesis reported in 1973 a total forest area of 12.5 Million ha.
granted under final contractual agreements and licensed to operate; an additional 4 Million
ha. were oovered by forestiry agreements but not yet definitely granted, and ca. 10 Million
ha. more were being surveyed and are at various stages of request. Considering that the
total area classified at pressnt as operable forest is around 40 Millicn ha., these figures
indicate that a substantial part of the areas of commercial interest for timber harvestiing
has now sither been granted already or i= under application for granting. Another ocountry
in which utilization contracts have been granted on a large scale is Papua FNew Quinea. The
actually allocated area can be estimated at around 1 Million ha. The Qovernment has acquired
an additional area of 1 Million ha., to be granted eventusally for new timber harvesiting ope-
rations. Utilization contracts of various kinds exist also in most other countries of South—
East Asia, e.g. in Thailand 3/, the Solomon Islands and im Fiji.

In West Africa, the total area of tropical high forest already under exploitation, or
posaibly of ocommeroial interest acoording to present logging standards, may be estimated
roughly at 75 Million ha; slightly more than half of this area (ca. 40 Million ha.) is
already oovered by utilization contracts. The most striking feature in the West African
region is the faot that more than two~thirds of the foresis actually granted have been alloo=
ated during the last 5 to 10 years. A particularly rapid distribution of contracts has ogo=
ourred in Ivory Coest (1965/68), Cameroon (1968/71), Gabon (1968/72), C.A.R. {1967/70) and
Liberia (since 1967). At present, an additional area of ca. 6 Million ha. is under request
or ready to be offered by the Government for additicnal granting. This leaves for the fu-
ture ca. 30 Million ha. of forests in which more utilization contracts may be issued. The
bulk of the land not yet allocated or earmarked for immediate developmaent planning is clearly
situated in the Equatorial part (Congo, Gabon, and part of Scuihern Cameroon). The figure
of 30 Million ha, for additional contract-granting doas not take exisiing infrastructural
conetraints into consideration, nor does it include such areas which may be rendered in the
future prior to complets exploitation and which, conseguently, will be available for realloo—

1/ Yearbook of Forest Products 1973; Review 1962-1973. FAO, Rome, 1975.

g/ These figures are based on the most recent couniry figures available, usually dating from
1972-1974; in the meantime, additional conceassion areas may have been granted in several
countries.

Y 1In Thailand, oa. 300 licences and permits are granted at present, covering the greater
part of all exploitable forestis in the country.
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Table T

ANNUAL LOG PRODUCTION, EXPORT VALUES OF FOREST PRODUCTS
AND ESTIMATED FOREST -AREAS UNDER WOOD UTILIZATION CONTRACTS

IN MAJOR TROFICAL REGIONS

Year 1973
. Total annual Export value Eatimated
log production of forastg/ area under
(industrial b, products wtilization
roundwood ) contracts
Million m3 ¥illion $ US Million ha.
FAR EAST 93 2,314 =40
Indonesia 27.3 633 12.5
alaysia 26.4 642 5.5/
Papua New Guinea 0.8 16 1.1
Philippines 13.8 406 8.5
AFRICA 43 693 =50
Camergon 1.3 38 9.0
C A -R. 0 .5 1 L] 2
Congo 0.7 49 1.7
Gabon 2.4 105 7.0
Ghane 1.9 111 2.9
Ivory Coast 5.7 218 6.7
Liberia 0.5 14 4.8
SOUTE AMMRICA 42 kYA =10
Colombia 4.9 8 0.5
Ecuador 1.9 6 0.3
French Cuyana 0.5 0.1
Ouyana 0.2 2 0.9
Peru O 8 4 0.6
Surinam C.2 407 1 l5

1/ Yearbook of Forest Products 1573, pp. 40-41.
" 1973| pp. 322“323.

3/ Additional substantial log flow from agriculiural conversion areas
‘ not under formal contracis.

-2/ n n "
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ation. No detailed figures were available with regard to forest areas allocated under uti-
lization contracts in other African regions. However, commercial forest utilizatiom is
carried out in most African countries exclusively or to a very large extent under various
forms of permits and licences. 1% can be assumed that these allocated aress amount to another
5 t0 10 Million ha. of forest land.

In Latin America, practically all industrial wood harvested on publio land is cut under
various forme of permitn, licences and concessions, but the total area granted under utiliza~
tion contracte is considerably smaller. According to available information, the total amount
of forest land presently allocated may be estimated at around 10 Million ha. BSome countries
in which the forest area granted through utilization contracts varies between 0.5 and 2.0
Million ha., are Colombia, Quyana, Peru, Surinam and Venezuela. In Brazil, forest utilization
contracte are granted in the forest production reserves, and the forest administration tries
to control cutting on other umclassified and vacant land.

A review of forest utilization practices in tropical forests thus reveals that the wood
harvesting ias at present almost entirely carried out through the granting of utilization con-
tracts. The reason for this situation is mainly twofold: (i) in many tropical countries,
egpecially in the Far East and in Africa, commercially exploitable forests are either exclu~
sively or to a large extent publicly owned. In Latin America, private forest tenure appears
t0 be more frequent, but even there the tropical low land forests of the Amazon basin and
along the coastal belts are mostly under public ownership 1/; amd (ii) forestry in tropical
countries is generally still at an early stage of development. Governments may find it dif-
ficult to bring the awvailable forest resources into use, because the infrastructure of the
countries ig not sufficiently developed and the forest administration lacks the technical
staff and operational funds to open up the forests and carry out large-scale logglng aoti-
vities. State-operated logging (exploitation en régie) or other forma of wood allocation
procedures such as stumpage sales— in spite of the fact that rrovisions are made for thesa
in most forest laws — are oither non—existent or occur only om a rather limited scale.

Under these circumstances, the casiest = and often the only pesaible — solution for a
government i3 to organize the exploitation of the unworked foreste by granting utilization
coniracts to private companies which offer the required akills and capital for timber ex—
traction and pay in exchange for the granted rights forest fees linked with the contracts
and the timber purchased. Forest utiiization contracts are thus the major element of any
wood utilization polioy im the humid iropics. All measures related to timber harvesting,
establishment of new forest indusiries, and improvement of managesment methods have to take
inte account the inherent mechanisma, poseibilities and limitations of such contracts.

2, IMPROVEMENT OF THE LEGAL FRAMEWORK FOR CONTEACT-GRANTING

With the increasing value of tropical forest resources, many governmente have made a
substaniial effort to define more clearly the conditions under which they are prepared to
grant timber harvesting righte on public forest land. This process has by no meana already
coms to0 an end, and further improvement of the institutional requirements for concession—
granting is required, either through appropriate legislation or well formilated and compre—
heqsive agreementes. The growing awareness among policy-makera, forestry profesaionals and
representatives of the indusiry, that utilization contraocts can only be acceptable to both
parties concerned if they keep a realistic balance betwsen transferred rights and obligations,

1/ This mituation could, however, change in the future, at least in the Erazilian Amazon
region, in view of the present government's policy to allocate aubstantial areas of
presently unclassified forest land (tierras devolutas) under private tenure, which may
possibly favour the creation of mrivate forest estates. This refers in particular to
areas along the newly constructed federal highways, where the National Institute for
Colonization and Agrarian Reform (INCRA) offers land to private interesta. (See "Ama-
zonisn Forestry; present situation and perspectives for ita development™, pp. 1-8.)
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will epeed up this development. It is %0 be hoped that the experience of such natiors which
have heen ssriously concerned with improving the legal and contractual machinery for con-
cession—granting will encourage other countries in the tropical regions, where present ar=
rangements must be considered insufficient, inconsistent or obsolete to take similar actions.

General Forest Legislation and Contractual Arrangements

The rights and obligatione of both partners in. a utilization contract are defined by the
general foreat legislation (law and implementing decrees) and/or by contractusl arrangements.
In English-speaking countries, the forest legislation usually comtaine enly a few provisions
whichk determine the type of contract to be issued and the application procedures; the actual
rights and responsibilities attached to a particular contract are largely settled by indivi-
dual agreements. In moat French= and Spanish-speaking countries, the general foresi legis—
lation regulates in much more detail the conditions under which the granied timber harvest-
ing rights may be exercised, whereas the actual concession title includes mainly a descrip—
tion of the allocated area. There is, however, a recent tendency to choose more flexible
solutions and to settle the specific exploitation and wood=processing requirements through
individual governmental decisions {arr8tés) or contractual agreemente; this refers in part-
icular to long-term utilization contracts, the conditions of which may vary considerably in
each case.

It ie beyond the scope of this paper to present a detailed and systematic list of all
relevant clauses and provisions which would have to be congidered when granting utilization
contracts 1/ « The following pointa to be oovered by sppropriate legielation and agreements
illustrate the basic institutiomal requirements for a modern, well balanced end comprchen—
sive forest conceesion policy:

(a) Categories of contracts, application and granting procedure

Minimum requiremenis and obligations related to a certain type of contract; public
announcement of new concession areas; documents and information %$o be submitted with
the application; government services and committees t¢ be concernsd with the selection
of candidates.

(v) Concerned parties and object of the contract

Responeible agency issuing the contract; name, address and legal status of the
grantee; description of allocated areas; contract duration; date from which the
contract becomes valid; official registration of granted coniracis; renewal of ex—
pired contracts.

(c) Righis granted and rights withheld

Exclugive or non—exclusive right to harvest timber; right to oonstruct and
operate logging roads; right to establish and operate logging campe; office duild-
ings and wood-processing facilities; hunting and fishing rights; rights of access;
customary rights of the local population.

(d) Establishment or expansion of local wood-processing units

Minimum percentage of raw material to be processed; iype of conversion mit to
be eatablished; inveatment to be effected; time—schedule for ocommencement of opera=
tions.

-

1/ Such a list is presented as Part III of FAO's "Handbog , U on_Contracts
on Public Land®. It has proved to be au.rfioiently comprehenaivo and no major addition
appears to be necessary for the time being.



(e) Fellins

Minimum and maximum volume to be harveated annually; annual allowable cut by
spaeciea or groups of specles; submigsion of felling programmes; working of area in
subeequent coupesj felling restrictions and minimum diameter for cutting,

(f) Road construction =nd improvement of ggfrastrﬁcture

Minimum construction standards for forest roads; responsibility for maintenance;
legal status of roads constructed by the grantee; works of public interest to be
constructed (e.g. commmity roads, school buildings and hospitals).

(g) Forest management and reforestation

Preparation and revision of forest inventories, forest maps, and management plans;
minimum tasks to be performed by the grantee with regard to forest protection and
silviculture; ammual reforestaticn programme; employment of technically qualified
personnel.

(h) Forest taxes,; stumpage and other fees

Categoriea of taxes and fees to be levied in exchange for the granted harvesting
righta; methods of assesement (stumpage appraisal); collection procedures.

(i) Control, supervision and sanctions

Inspection of granted areas and premises thereon; control inventories by forest
officers; wrecords and documents to be regularly submitted by the grantee; annual
outting permit; deposit of surety bond; penalty paymente; suspension of operations;

.cancellation of contract.

() Other general provisions

Applicable arbitration procedures; applicable law and jurisdiction; removals of
equipment and machinery after cancellation or termination of contract; continuation
of wood~proceesing units linked to a particular concession area.

Applicable legislation and contractual provisions related to timber allocation and uti—
lization contracts in the humid tropics have changed substantially from the time when con~
cesslons were granted without any particular requirements and technical specifications, to
sophisticated legal documents which define the grantee's obligations in great detail. Only
10 years ago it was not uncommon to find conceassion documents which merely determined the
boundaries of the granted area and transferred the logging rights to a company against pay-
ment of what seems today a rather modest exploitation fee. In some countries, the companies
wers even free to choose the particular logging site themselves after having acquired the
exploitation rights for a certain number of hectares. Some of the most typical defects of
many utilization coniracts weres

= Lack of provisions concerning local wood-processing, minimum logging and road con-
struction standards, annual exploitation volumes, commercial species to be harvested,
and silvicultural or reforestation obligations;

= lack of provisione concerning sn adequate control of the actual performance of the
concesgionnaires;

— inadequate provisions concerning the assessment and collection of forest taxes or
royalties;

= ill=defined or veguely formulated obligations and technical terms.
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These and other shoricomings, which still today can be found in the concession legisla-—
tion or in current agreements of several countries, resulied principally from over-emphasis
on immediate revenues from concession-granting and inadequate consideration of the long-term
objectives and benefits which can be derived from planned and rationally organized forest
operations on the basis of comprehensive and well~defined utilization coniracts. However,
many governments have realised in the meantime that a policy of giving away the country's
forest resources without determining in detail the righits and obligations of the concession—
naires seriously impairs the rational utilization of the foresi potentisl and contributes
little or nothing to a balanced social and economic development of the nation. New legal
provisions related to the granting and operating of forest utilization contracis have con—
sequently been adopted with the aim of:

= adjusting the size and duration of the contract to the partioular sittation of the
operators;

= providing new typee of long-term contracts for large woodiproceazing industries,
and establishing clearly defined processing rules;

= planning and controlling the wood harvesting in the contracted areas more efficiently;

= determining specific requiremenis related to road construction, infrastructural im—
provements, participation of national investment and iraining of national personnel.

In countries wheres concession-granting is mainly based on contractual arrangements,
certain elements of already existing concessions have been renegotiated mnd standard esgree-
mentes prepered which can serve as a model for new concessions, and poasible revisions of
agresments made during an earlier period.

Examples of countries in which important modifications of the institutional framework
for wood allocation under utilization contracts have been adopted during the last 10 years,
or in which the governments now consider introducing such measures, can be found in South—
East Asia (e.g. Indonesla, Papua New Guines and Philippines), in the West African region

e.g. Cameroon, Congo and Ivory Coast) and in South and Central America (e.g. Bolivia, Co—
lombia, Ecuador, Honduras, Peru, Surinam and Venezuela) 17. In spite of the fact that the
newly adopted measures are perhaps not entirely sufficient and many need further improvement,
the substantial number of countries that have amended their forest legislation indioates
clearly the dynamic development of the concesasion policy and the determination of many go—
vernments to plan and control more actively the utilization of their forest resources. The
following sections summarize the major issues and present tendencies towards more specifioe
regulations.

Adjustment of

The duration of utilization coniracts should be related to the size of capital invest—
ment and limited to the anticipated amortization period of such investmenta. The size of
the granted erea can then be determined for each operator by teking into accomt such factors

Contract Duration and Size of Granted Avea to Various T

‘ypes of Operators

as the long-term rescurce potential, the accepted coniract. duration, the projected annual raw

material requirements of the operational unit and the amount of wood which wnder prevailing
utilization etandarde can be removed per hectare of forest land. In principle, three types
of utilization contracis may be distinguished:

= Shori-term permits, usually lssued for a period of 1 to 3 years to small-scale opera—
tora; 1in some cases, permits may be issued for mix months only and be restricied to
the removal of a certain number of iress for local wnod supply;

1/ Some important reports and legislative texts whick indicate present developments are
listed in the bibliography rresented as annex to this paper.
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- medium—term contracts for logging companies or companies operating sawmille only.
The duration of the concession is usually within a range of 5 to 10 years; the con-
cession document should indicate the maximum volume of timber to be removed annually;

- long-term cantracts to be granted to large integrated forest industries Pfor = duration
of 15=25 years subject to detailed proviasions concerning the establishment or expan—
sion of large wood=-processing wnits and in accordance with specific management plana.

In many tropical areas, the existing categoriea of utilization contracts did not allow
a flexible adjustment of wood allocation policies to the requirements of foresiry and forest
industries development. Thus forest administrations did rot have the posaibility to issue
long~term utilization contracts in order to atiract new large integrated wood-processing
indusiries. In other cases, the duration of the contracts was unnecessarily long and not
related to the grantee's size aof operation. Or, for example, as is presently the casme in
Venezuela, legislation providea only for long~term contracts and short=term (annual) permits,
with the reault that one group of operators — i.e. the existing sawmill industry, for which
& one—year arrangement is insufficient, btut which, on the other hand, does not qualify for
long—term contracts = cannot improve and expand its production units. Several countries have
therefore changed their forest legislation either by initroducing new arrangements or by modi-
fying already existing permits in such a way that it azllows the granting of short-—term, me-
diumeterm and long-term contracis. A clear distinction of these three categories makes it
poseible to modify the objectives of a particular contraot according to the -importance of the
allocated resource, to define more yrecisely what obligations are 4o be accepted by a partio—
ular operator, and to reduce the number of existing permits and licences. The latter point
is of special interest, since the proliferation of various types of contracts (in Gabon, for
instance, there zre at present seven different types of permits in existence) has proved to
be a serious ohatacle to the formulatilon and implementation of a coherent forest concession

policy.
Long=Term Contracts as a Major Incentive for Local Wood-Processing

One of the most imporiant aspecie of forest resources allocation on public land is the
granting of long-term contracte to companies which are prepared to establish an integrated
wood conversion wmnits. The security of raw material supply obtained through such concessions
has proved to be a strang incentive for the expansion of local wood-processing and the esta-
blishment of largs industrial unite which contribute considerably to the economic and social
development of a particular region. The allocation of long-term contracts over large forest
areas, ususlly 100-200,000 ha,, repmresents an important liability for both the graniting go-
vernment and the interested company. Both parties pust therefore insist that the granting
procedure, the nature of the righis to be granted, as well as the obligations and restric-
tions to be accepted by the concessionnaires, be defined in & clear and comprehensive manner,

In South-East Aeia, all major producers of tropical hardwood (e.g. Indonesia, Malaysia,
Fhilippines) use at present long-term utilization contracts. In the West African regionm,
Jhana and Nigerigz had already granted such contracts during the period 1945-1955, btut in the
French-speaking countiries, long-term contracts were introduced at a much later stage. Thus
Ivory Coast started to very concession dwration according to the type of aperation during
1965 1¥Ei- S5=year permits were given t¢ mere logging companiea, 10~year permits t0 companieas
operating a sawmill, and 15=year permits to integrated wood-processing imits. This policy,
hiowever, was stopped in 1969, and expiring permits are now reallocated for 5 years only.
Congo issued a firsi series of larger concessions for 10 years' duration in the Okoumé regiom
in 1967; +ihe forest law of 1974 has replaced the so~called industrial permits long—term
wood traneformetion ceniracts with annual production volumes of about 100,000 roundwood..
In Qazbon, industrial permiis {maximum possible duration of 30 years) were iniroduced in 1968,
and several large units were granted subsequently in the second exploitation zone; additional
parmits covering wnexploited forests along the newly constructed railwsy line Owendo-Booué
were issued in 1972 through specific contractual arrangements. Large—scale coniracts were
also given in Cameroon during the period 1968/73. The duration of these exploitation licen—
ces is limited t0 a S5~year pericd; bui the forest decree of 1974 provides for a simplified
renewal procedura after the first 5 years, mrovided that the concessionnaire has fulfilled
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his obligations. In CsA.R., large concession units have been granted during the last decade,
with a duration of 15 years. Long-term contracts with a duration of 20-25 years erxist also
in Liberia. In the coumtries of Latin America, long—term contracts have become a common fea~-
ture during the last 10 years. In several cases, forest legislation has been modified in
order to allow this form of timber allocation, but only a limited number of contracts has
been granted so far.

Fast experience indicates that long—term contracts have in general encouraged local
wood=processing; oempanies having cbtained such oontracis comvert on an average a higher
percentage of the raw material within the countiry than other operaters. In some countries
log exportas contined, however, to rise even faster than local wood transformation, and one
of the main reasons for this unsatisfactory development has been the lack of clearly defined
wood=processing obligations in the concession agreements. Clauses such as "the grantes will
make all possible efforts to process the harvested materisl in hie own plants", or "the con=—
cesgicnnaire will utilize such material in his unit whioch oan be economically processed with—
in, the country", will hardly help to foster the creation of a national wood-processing in-—
dustry. Neverthelesm, if properly negotiated and teclmically defined, long-term utilization
contracts oan Btill be regarded as one of the most efficient inatruments to attract new in-
tograted wood-processing units. J

General Processing Rules, Log 7 Quote and Ban on Liog Exporte

A number of countries — mainly in the regions of South-East Asia and West Africa - have
recently introduced additional measures, such am general Mrocessing rules, individual or ge—
neral supply quotz or a complete ban on log exports, which clearly show the governments' de-
termination to increase the percentage of local wood transformetion. These measures are of
particular importance if large forest areas have already been allocated previously to com-
panies mainly engaged in log exports, and governments find it diffioult to ensure an adequate
raw material supply for already existing or nswly projected forest industries.

It has thus been the policy in Peninsular Malayeia to guarantee priority raw material
supply to the local industry and to allow only surplus logs to be exported; as a consequencs,
the export of the so=called "preaferred mpecies®™ was terminated and the log export share fell
from 21% in 1972 to 15% in 1973. In Sarawak, 30% of the amual out is permiiied o be ex-
ported during the first 5 year build-up of a large-scale industry mo as to produce revenue
to ease the initial heavy burden of capital outlay. In the Philippines, the mew forestry
reform code of 1974 provides for a complete stop of all log exports by the begimning of 1976,
but some indicatione exist that such a measure camot be fully implemented by that date.
Among the West African couniries, the measures adopted in Ivory Coaai appear to be of pariic-
ular interest. By 1970 some of the established wood-processing wmits could not get suffi-
cient timber, since large conoession areas had bheen gliocated to companies mainly engaged in
log exports. This artificial shoriage of raw material has heen atopped by a system of log
Bupply quota obliging all concessionnaires to process a determined pert of their log produc—
tion in their own units or to deliver the raw material to other forest industries in the
country. The minimmum guota applies only to the 19 major export apecies; othsr species not
yet firmly established on the market may be exportied in unlimited quentitiea. DBy the end of
1973 the quota to be processed locally had been gemerally established at 66% of total log
export volumes (major species only), and at 100% of log export volumes in the case of com-
panies with particularly large concession ereas, On the whole, the new policy of the Ivorian:
Covernment has proved to bs suceessful so fari sawnwood exports alone rose from ca. 126,000
tons in 1972 to 194,000 tons in 1973, and to approximetely 240,000 tons in 1974s The new
forest utilization contracts of Liberia provide that companies have to proocess a minimm
volume, starting at 20% during the first year and increasing by 20f every following year.

Ir the companies fail to comply with these regulations, government may deny the delivery of
log erport permits. Ghana introduced in 1973 a ban on log exports for the 5 largest wood-
rrocesging companies. In Nigeria, log exports of major rodwood species wers rrohibited, but
other species may presently still be exported. In Camergon, the forest regulations of 1574
stipulate that at least 60% of all wood out in concessions have to bs transformed locally,
A similar provision bas been introduced by the new forest legislation of Congo, providing
that wood traneformation coniracts may only be granted if a minimum of 40% is processed.
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The offere of new forest areas (1974) in the Southern sector of the couniry provided for 100%
local transformation of Okoumé loge and a minimum of 50% for other species. In Latin America,
roundwood exports are less important, but some countries {¢.g. export ban in Brazil for cer—
tain high value species, ban on Virola exports in Surinam) have introduced certain leg export
restrictions,

This review indicates that most of the important exporters of tropical hardwood logs
have now adopted some globzal meamures to0 reduce the export share of unprocessed timber to less
than 50% of total produotion. The only major log exporting country where no such measures
hava been reported so far is Indonesia, which is at the moment the largest producer and ex=
porter of tropical hardwood logs. This fact merits particular attention, since it may con-
siderably influence the competitive position of other countries whioch have already introduced,
or are at mresent considering, limitations of the log axport trade.

The implementation of general wood=processing rules may he difficult in countries where
exploitation is stlll almost exclusively geared to roundwood exports, since a too rapid en-
forcement may slow down the activity of the forest sector as a whole. The possible impact
of such rules needs therefore careful investigetion in each particular case. For ihis reasen,
new log export restrictions should be plammed a fow years ahead and posesidly be discussed
with the forest industry im advance in order to allow a build~up of wood-processing facili-
ties. It could also be considered teo apply processing rules and other log expori restrictions
= at least during the initial period — to major export species omly, 80 as to avoid the risk
of a severe breakdown in total log produstion. Such a practice will equally facilitate the
introduction of lesser used species in the overseas markets. Once these species have hecome
familiar to the industry in log form, they may eventually also be exported as processed pro—
ducta.

Othor Incentives for Lgecal Wood-Processing

Many cowntries provide additional incentives, such as income tax exemption or reduction
of import duties on logging and wood-processing equipment, for companies that are prepared
to0 establish new wood transformation industries. General incentivea of this kind are usually
settled by national investment legislation. In exceptional cases, however, forest utiliza=
tion contraote include specific inveatment inoentives. As an example, the yrincipal exemp~
tions provided by the Liberian timber utilization agreement of 1973 (standard form) may be
mentioneds

-~ Income tax not to excead 50% of total net income in any ome year;

= full incoms tax exemption during the first 5 years if prefits are used for the ex-
pansicn of operations or investment in Liberia, and no income tex exemption of wup
to 20% on annual profits (if reinvested within the country) after the firat S5—year
period;

~ exemption from import duties on equipment, machinery and similar items with a useful
life of 5 years and more; morecver, no impoxrt duties are levied on tires and spare
parts for trucks, irailers and heavy egquipment used in forest exploitation;

- exemption from customs and other duties {but not royalties) on logs exported in ao-
cordance with the general log-processing rules during the first S=year pericd.

Porest Roads

The concessionnaires have in general the right to construct forest roads in the granted
area., They may also consiruct roads through areas of other graniees at their own expense
or use the logging roads of such concessicnnaires, provided that they psy an appropriate
share of the conatruction and maintenance cosis. The companies usually settle these problems
among themselves without govermment intervention, but in some cases, the construction of
forest roads outside concession areas may be subjected to a special permit. Forest roads
constructed by the graniee have frequently (e.g. in most West African countries) the legal
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gtatus of public roads which may be used freely by the population; access may only be res—
tricted if it interferes seriously with concession operations under way. In countiries
where forest roads censtructed by the concessionnaires are deemed {0 be private, some legal
provisions are required which determine that such roads may be declared to become part of -
the general road network for reasons of public interest, The maintenance of the forest
Toade used by the grantee and the general public may be settled as part of the obligations
in a particular agreement.

Under the present logging and extraction conditions in tropical forests, the skidding
distance of an efficient operation varies in general between 400 and 70O m; <this amounts
to a density of 10 m/ha. of major logging roads. Forest exploitation thus comprises an im—
portant infrastruotural inveatment which shouid be used as much as possible for the develop—
ment of the country's general rosd network. However, present concession legislation or
agreements frequertly do not include adequate provisions related to planning and construo—
tion of logging roads. Thie is a serious shortcoming and more attention will have to be
given to this problem in the future. In order to avoid that important road investments of
the concessionnaires become subsequently of little use to the national road system, the lo—
cation of logging roads of possible public interest neede to be identified. Minimum con—
atruction etandards, compatible with those of the general traffic regulations, should be
applicable for these roads. The whole question of public sector infrasiructure investment
requires, however, careful study, as it has an important bearing on investment cost and
profitability calculationa of the logging companies.

Forest Utilization

In the early stages of concession=granting; the selection of the trees 10 be removed,
the determination of the annual production volume, and the choice of current exploitation
methods were largely left to the concessiennaires. Minimum utilization standards were'
either badly defined or not imposed at all. Important institutional improvements in this
respect have been achieved during recent years. The present standard pattern, as can be
found in the more recent legislation and agreements of the major log—producing countries in
South-East Asia (e.g. Philippines, Indonesia and the new draft legislation for Papua New
Guinea), ia that the grantees have to operate under a management or harvesting plan, and
that they have to submit annual felling programmes. There is also a general tendency to
stipulate that the log production of major commercial epecies in any one year may not ex-
ceed the annual allowable cut as established by the management or harvesting plan. Similar
prineiples have recently been adopted in some West African countries. Jlvory Coast (1972),
Congo (1974), and to a certain extent also Cameroon (1974), have introduced provisions re—
questing the concessionnaires to submit logging and road conmstruction programmes and to re—
port ammuglly on their past operations. Additional logging requirements %:dmoval of obli-
gatory species, utilization ¢f low—grade material, working of areas by subsequent annual
coupes ) may be imposed on the companies by means of epscial concession clauses (cahier des
charges particulidres), In the forest reserves of GChana and Nigeria, loZging and extrac—
tion have already been subject 1o detalled managment prescriptions for much longer periods.
The preparation of management plans and the spubmisasion of annual exploitation programmea is
also stipulated in the more recent foreet leglislaiion of Latin American countries (e.g.
Honduras, Peru and Venezuela, and draft legislation of Surinam). On the whole, the insti-
tutional improvements in all three regions remresent an important step towards enforcing
a more rational utilization of the foreest resources under stronger technical supervision.

Porest legislation and agreements generally provide minimum diemeter or girth outting
limits for most species of commercial interest. Minimum cutting limits vary for particular
apecies, depending on their growih pattern; <the point of measurement is usually fixed at
breast height (BH) or above buttresses. The objective of minimum diameter or girth limits
for forest exploitation is to prevent trees of smller dimensions being cut before they
reach their full growth level. Therefore, in areas that are to remain under forest cover
in the future, minimum cutting limits should remain in force until the foresis can be treatsd
by more elaborate management and silvicultural practices. The shortcoming of existing re-
gulations is that minimum diameter limite are prescribed indisoriminately for all foresta.
In areas where the forest is to be oleared for other land-use purposes, or where forest
plantations are to be established, an exemption clause should be applicabls.
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In certain forest types of South-East Asia = eapecially in the Dipterocarp forests of"
the Fhilippines and Malaysia =, logging is or was carried out according to ailvicultural
selaction systems. Tree-marking prior to felling, either by the conoessicnnaires or by the
forest service, is usually presoribed. The Jresent exploitation of West African dense tro—
pical foreste 1s mainly based on logging of an average of 1=3 trees per haj concession re—
quirements 4o not include provisione related to the practice of a special silvicultural se-
lection system. Exceptions %o this rule only exist in the reserved forests of Ghana and
Nigeria, where trees are selected and marked by the forest sarvices prior to exploitation.
In Latin America, tree-marking is sometimes obligatory, but implementation is difficult due
to the lack of an adequate number of trained field staff.

Under the conditions prevailing in dense tropical forests, regeneration techniques are
not 20 well known that they could be successfully applied by the concessionnaires on large
areas. The future production from the natural forests, especially the harvest of the second
logging cycle, depends exclusively on the increment of commercial trees of lower diameter
classes remaining in the foreat after the first exploitation, and on natural regeneration
occurring without additional intervention. FPor this type of extensive foresiry use, the
prescription of minimum diameterlimits and the prohibition to return to the over-logged area
before the start of the mecond logging cycle are usually the only practical requirements to
be imposed on the concessionnaires. However, at a later stage, when the forest service has
been strengthened suffiociently to engage in mors intensive forest management operations, the
‘concessionnaires could be obliged to undertake, or cooperate in, silvicultural post-logging
treatment such as the cutting of tree climbers.

Reforestation

The problem of renewing the national forest rasources is of growing concern to many
governments in tropical areasy wvarious clauses which oblige the concessionnaires to partic—
ipate in reforestation have been included in the utilization c¢cdntracts. Two different kinds
of arrangements are currently in ues %o ensure such participetiont

(a) Provisions whioh oblige the concessionnaires to carry out reforestation projects
in their granted areas; and

(v) provisions which stipulate payment of a reforestation fee thai is subgequently
used by the forest service or an autonomous government agenoy for large—scale
reforestation programmes.

Referestation by the concessiaonnaires themselves has in many cases not provad to be
sucoessful, the main reason being ill-defined contract requirements and technical targsts,
lack of silvicultural and operational expariente, and inadquate supervision by the public
forest administration. Especially smaller and medium-sized operators have generally neither
the necessary facilities and qualified staff nor any sufficiently long—term interest in the
future crop that would induce them to engage actively in reforestation. If compelled to do
80 ar part of their obligaticnms, they tend to do the very minimum necessary to keep their
concession. Forest plantations, if established at all, are badly looked after and inade—
quately protected. Moreover, the established plantations tend %o be acatterad all over the
country. This makes the futurs management and utilization of the new crop extremely diffi-
cult.

If one considers the limited experience of most concessionnaires in reforestation work,
and the difficulties of forest administrations in supervising many small—scale plantation
projeota, it can be concluded that individual reforestation obligations may not be the most
suitable instrument at jrement for ensuring future forest production. The levy of a refores-—
tation fee — possibly as part of, or combined with, a general forest management tax - is a
more appropriate method t0 make the companies participate in forest plantation work. The
revenues from this fee can be used by the forest administration for large—scale reforestation
yrojects planned at a national or regional level, as is now a well established practice in
Peninsular Malaysia, for instance. Another typical case = whioh is rather representative of
most of the West African region and of many Latin American countries as well = is that of
Liberia. The utilization contracts issued in that country inoluded a formal obligation to
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reforest the part of the concession area which would be required for a continuous wood supply
from the granted foresis. This provision has not proved 1o be successful; concessionnaires
have either failed to establish forest plantations or did not have sufficient experience

to carry out efficient operations. It has now been ypropesed to create an independent re—-
forestation agency which would carry out large-ecale plantation programmes on behalf of the
concessionnalres against payment of a refeorestation fee. A similar yrocedure has already
been adopted in several French-speaking countries (Cameroon, Congo, Gabon, Ivory Coast),
where reforestation is carried out by specialized government agencles; operational expenses
are met by reforestation and management taxes levied on the concessionnaires.

There are, however, a few examples, such a8 MgXxigo and the Philippines, where logging
and wood—-processing companies, with investments covering several million dollars and annual
hervesting volumes of more than 100,000 s have becoms actively engaged in sucoceasful plan-
tation programmes within the granted concession areas. With new, large and integrated fo—
rest industries planned in several ocouniries, the number of such concessionnaires may in—
crease in the future. This refers in particular to projected pulp and paper units which re-
guire large~gcale plantation schemes in order to assure their future raw material supply.
The long—term production outloock of these companies implies consequently grester and more
immediate interest in reforestation work.

The alternative of individual reforeatation obligations versus the levy of general re—
forestation fees has to be examined in the context of each country. Responsibility for re—
forestation should only be given to companies from which efficient establishment and pro—
tection of plantations can be expeoted; such companies, if they can show that their annual
expenditure emounts to at least the equivaient of general reforestation payments, should be
exempt from reforestation feem. All other concessionnaires should not be required to carry
out plantation or other milvicultural work, but logging should be subject to the levy of a
reforestation or foreet meanagement fee.

erigl Personnel and Participation of National Capi

Training

of ecial &nd Fan &g
Conceseion legislation and individual agreements contain very little concerning train-
ing requirements of qualified nationsl personnel that could eventually replace expatriates
in technical and managerial positions. This point should be of special concern when long-
term contracte for large areas of forest land are granted. Some notewnrthy exceptions are
to be found in the West Africa region, Thus the new standard agreement in Liberia provides
that the concessionnaire has %o train Liberians specificelly for technical or administirative
posts. Within five years after the beginning of operations under the conceasion agreement,
at least 75% of the total number of all persons employed in such positions shall be Liberian
citizena; +ten years after the beginning of the concession, 95% of all posts have to be
filled by nationals. The concesgionnaire shall also provide training for supervisory and
managerial posts, and 10 years after the commencement of conoession operations at least 90%
of these posts shall be held by Liberians. In Congo, the concessionnaires have to prepare
training programmes and mus$ report regularly on the progress of each traines., Special
training requirements ars also part of all naw large-acales harvesting agreements issued in

Malaysia.

Capital participation of foreign investors and private national entrepreneurs, or joint
ventures with government, are usually setiled by general invesiment legislation, but some
farest laws or utilization agreements include specific provisions or this subject. Joint
venture partnerships, with the State holding a majority of equitiy on behalf of local citi-
zens until these are in a position to participate, are increasingly influencing the invest-—
ment scene in some timber—producing countries. Malaymsia, in particular, has conalderable
experience in this fisld. Another solution has been adopted in the Liberian standard agree-
ment, where it is stipulated that not less than 25% of ihe original shares, and of each
successive igsue of shares, are kept available for subscription nnd/or purchase by Liberian
citizens; a quarter, but not less than two, of the directors of the company shall be Li-
berian nationala. In Chana, the Timber Cperations (Government Participation) Decree has
established a government majority participation in the five largest forest concessionsa.

The Congolese Forest Law of 1974 provides that companies held or managed by foreign invesiors
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shall pass gradually under national control, subject to contractual arrangements. Moreover,
the present timber allocation policy has established a priority for concession—granting in
favour of logging companies and government joint ventures.

Forest Taxation

The principle that the combined chargee of all foreat taxes should be related to the
actual raw material value of standing timber, and that tax rates should regularly be adjusted
to changes of the price and production cost level of a given apecies and log quality, has
become more and more accepted during recent years. New proviaions have been incorporated in
forest legislation or individual utilization contracts, which establish that tax assessment
is based on appropriate stumpage appraisal methods. Tax rates are to be determined by regula—
tions and not by the law itself and should be revised at regular intervals. The following
examples of recent legislative changes may be cited:

(2) The Forestry Reform Code of the Fhilippines (1974) stipulates:

Sece 25(3)t "The estimated volume and value of timber available from commercial
sale shall be determined through an appraisal system by the Bureau.”

Sec. 26(1): "The Director shall institute a system of timber appraisal for all
rublic forest areas or forested alienable and disposable lands,
whether vacant or covered by existing concessions,”

(2): "In the case of timber licence agreements, existing as of the effect=-
ive date of this Code, the first appraisal shall take place two (2)
years following such effectivity; and in those that may be issued
thereafter, said appraisal be made every five (5) years, reckoned
from the original issuance thereof."

(4): "The Director, with the approval of the Depariment Head, shall pro-
mulgate the implementing rules and regulations to carry into effect
the purposes of this section.™

Secs 27(1): "In addition to the taxes, fees and charges imposed under existing
laws and regulations, the Department Head is hereby authorized to
impose, upon recommendation of the Director and in consultation with
representatives of the indusitry affected, such fees, or require
special deposits, for the privilege to occupy or use a portion of [
the public forest, or harvest or utilize forest products.”™

(v) The Forestry Code of Congo provides:

Art. 25(1): "Les taXes domaniales et forestidres seront fondées sur des critdres |
dconomiquea de mani®re 3 épouser la wvaleur des produits sans inter- |
rompre ni freiner l'expansion et la permanence de 1'économie foreg—
tidre dans les régions."

(3)s "la ricalité demeurera stable par périade gquinquennale et ne pourra |
&tre reviede que tous les cing ans.”

A special law on forest taxation complements these provisions and establishes a
tax assessment procedurs based on a general stumpage appraisal.

(¢) In Bolivia, the new forest law (1974) stipulates that payments for raw material
ars to be considered as a timber price.

Art, 87 "Los derechos de monte son el precio estipulado por el aprovecha~
miento de loa bosques del Estado, y no constituyen impuesto alguno.” [

{(d) Similar provisions have been inserted in the draft legislation prepared for Surinam
and Papuz New Cuinea.
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Considering the dynamic development of world market prices of tropical forest producis,
sspecially where high-quality export logs are invelved, the provision included both in
Philippine and Congolese legislation that forest taxes should only be reviped every five
years does not appear to be in the interest of these countries. A more appropriate reogula—
tion would be to stipulate that "the rates of fees shall be revised regularly, at least
every five years", a formula which, for instance, hae been chosen in the Surinam draft law.
In apite of such shoricomings it is important to note that a new concept of forest 4taxation
is becoming more widespread in tropical areas, resulting in modifications to the forest
legislation.

3. IMPLEMENTATION OF NATIONAL FOREST CONCESSION POLICIES

Strengtheningz of Public Forest Administratiors

While improvements to the institutional basis for granting utilization contracts have
been achieved, the most urgent problems arise at present from inadequate implementation of
national forest concession policies. Coherent legal provisions and well formulated agree—
ments will fail to ahow any practical effect — and this ie the experience in many areas -
if the allocation of forest resources and their subsequent utilization is not planned and
supervised in a comprehensive manner. The granting of utilization contracts should con—
sequenily not be considered as a legal issue only, as has been done sometimes in the past,
but also as a problem of forest development planmming, forest management and timber harvegt=
ing organization. The atrong impact of technical foresiry aspects on all timber allocation
systems is in fact the main reason why in most countries of the tropicsi belt utilization
contracts are granted by, or on the advice of, the competent national forest administration.
I, however, other government agencies are responsible for timber allocation, it will be
essential to insist on effective coordination with the existing forest administration in
order to ensure the successful implementation of national forest concession policies. It
may even be useful to reconsider the organizational siructure with the aim of improving the
feedback betwesn forest management and concession—granting.

Some of the most obvious constraints that limit at present a coherent system of timber
allocation through utilization contracts are:

(a) Lack of well-defined national land-use programmes which could help determine
long-term forest land use, management standards and concession regquirements;

(b) lack of adequate resource information when negotiating new utilization contracts.
Without this information it is impossible to decide what the best use of the raw
material should be, what type of forest industries would be feasible, and what
stipulations with regard to local wood—-processing could be included in a partic-—
ular agreement;

(¢) 1lack of management information which would allow an adjustment of the annual log=
ging volume to the long—term production potential of a certain forest ares and a
definition of the minimum requirements with regard to logging and skidding prac—
tices, removal of commercial species, and construction of forest roads;

(d) inadequate knowledge of the possible range of companies, either at the national
level or from abroad, that may be interested in a particular eontract. T4 is thus
imposgsible to select companies with experience in wood-processing and access to
international markets;

(e) lack of experience in negotiating individual conceseion agreements;
(f) inadequate information about the price/coat relationship in logging (e.g. access—

bility of the resource) and wood-processing as required for a consistient assess—
ment of forest taxes.
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These constrainis result of course mainly from the chronic weakness of public forest
administrations in most tropical countries. Ineffective forest administrations, suffering
from shortage of professional and technical staff, scarcity of operational finds and inade-
quate organizational structures, are certainly among the main obstacles in implementing
national national forest concession policies. This refers in particular to the field orga—
nization of national forest departmenis; in some countries, the territorial structure is
8till almost non-existent or so little developed that the planning of forest utiliza-
tion as well aB the control and supervision of concession operations in the forest are
virtually impossible. In several cases, forest officers do not even possess transport ve—
hicles and consequently must rely on the concessionnaires when they are on field duty. Such
a situation can make the forest administration dependent on the logging companies, which
cannot be in the interest of a proper management of the forest resources., If national forest
concession policies are to be implemented more adequately in tropical forest areas, a major
effort will be required to strengthen the public forest administrations. v

There is little doubt that the increased expenditure cocnnected with improving the forest
adminietration will be counterbalanced by additional benefits resulting from a more rational
utilization of the forest resource. In qualitative terms, the benefit of a sirong and effi-
cient forest administration consisis in the implementation of a coherent national forest
policy and the application of appropriate management methods which safeguard and develop the
forest potential. Thie would, for example, include: tihe planning of wood-proceesing and
timber allocation at the national level; & more detailed evaluation of the forest resource
potential; appropriate selection of suitable candidates for new concessionsj an adegquate
supervieion of the operations of the concessionnaires in the field; and a more realistic
assessment of forest taxes. BSome of these factors can be gquantified at least partially;
for instance by evaluating the additional raw material output and tax revenues if the en—
croachment on forest land is reduced or if the prevailing utilization standards can be im-
proved through more efficient planning and supervision of timber harvesting operations. It
is aleo possible to quantify the additional raw material supply, as well as the social and
esconomic benefiis resulting from increased local wood-processing, through appropriate methods
of concession-granting. Muture increases of government revenues due to the implementation of
coherent forest taxation policies will equally indicate that the sirengthening of forest
administrations ie in the immediate interest of tropical countries.

Public Announcement of Forest Areas and Negotiation of Contracts

In the past, the initiative to apply for new utilization contracts for timber harvest-
ing was frequently left to private enirepreneurs; the public feresgt administrations reacted
merely to a rising demand for new concession areas. Thies situation has not helped national
forest development. Covernments should take an active part in forest resource allocation
by indicating publicly in what particular areas of the country new concessions may be granted.
In principle, such areas should have been covered previously by a forest inventory and a
management or timber harvesting plan, Applications for forest land not publicly identified
shouid not be acceptable. If long-term utilization contracts are to be granted, governments
will be in a better bargaining position if they request a range of national, and poesibly
international, investors to submit industrial projects. In this case, the ammowmcements
should: (i) include a summary of the inventory results; (ii) indicate the expected annual
logging volume and the type of wood-processing industry envisaged; (1ii) state the techni-—
cal requirements for logging and road construction; and (iv) describe the special condi-
tionse ?zintract with private companles, joint venture with government agency or private na—
4ional investors) under which a possible foreign invesitor may have to operate.

Once the offers have been received from the interested investors, a certain periocd of
time ie required in order to examine the technical aspects of the proposals and to prepare
a short list of the most promising candidates for preliminary negotiations. Selected can—
didates shauld have an opportunity to review the available information on inventory and
management plane, to carry out field investigations, and to collect data that are relevant
to the proposed project. In a number of countries, the selection of the candidates and the
decision as to which project ought to be retained are subject to the advice or appraisal of
an interministerial committee in which all Services interested in the economic, social and
financial aspects of the proposed contract are represented.
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The granting of utilization contracts thus becomes inereasingly = problem of individual
negotiation, especially when long-term contracts covering large forest areas are to be is-
gsued. For negotiations to be successful from the granting mation's point of view, compre—
hensive knowledge will be required of the value of the resource and its possible uses for
industrialization, of the social and economic potential involved, and of the eventual groups
of investors that might be interested in the reacurce. Such information can only be ob=
tained from serious feasibility studies prepared prior to the start of the negotiation
period. It is the guality of ithese siudies which will t¢ a large extent determine the suc—
cess of future national forest concession policies.

Supervision of Forest Utilization

Regular and competent supervision of the grantee's operation in the forest is an ep-
sential complementary element of more intensive planning of timber allocation and more spe—
cific concesaion obligations. The control and supervision of the concessionnaire's opera~
tions constitute the necessary feedback for national concession policies and forest manage—
ment regulations. In fact, both become meaningful only afier the public forest owner has
clearly defined his strategy for resource utilization. To have n¢ management plans and no
forest inventories meant in the past %o have litile or no control over forest resource uti-
lization; increased management planning and better defined concession obligationa will
imply more control and supervision for the foresi owner.

An examination of the rresent situation in tropical countries reveals, in general, a
proliferation of reports, tables, maps and other documents to be submitted by the grantees
at regular intervals. This mass of information tends to accumilate in the offices of the
regional forestry officers and then percolates to the central unit of the Forest Service.
None of the various organizational levels has sufficient staff to use -~ and synthetize -
this information; on the contrary, the accumulated paper succeeds in using up moat of the
time the technical personnel has available. Moreover, it gives the false impression that
everything is — .at least statigtically = under control, and that the supervision of the
forest owner is more than adequate. This situation seriously impedes national forest
development. What ie essentially needed for successful concession—granting ie:

(a) Strong supervision in the forest based on regular field inapections by competent
forest officers, contreol inventories and updated management or timber harvesting
rlans. The aim of this supervision is to assess whether the provisions referring
to anmual allowable cut, timber harvesting standards, road construction, forest
protection and other technical requirements are respected by the concessionnairej

tb) limiting the information submiited by the concessionnaire to a few key figures
such as production volumes by species and grades, quantity of 1og® processed
locally, extension of annual logging areas, consiructed roads. Such information
should be submitited regularly, i.e. on a yearly basis. In countries with large
concession areas and many concession units, this information will have to be ag—
gregated by regions and at the national level; the reorganization of data=-pro—
cessing, including the use of computer programmes, will need further investigation.

Reorganization of Existing Utilization Contracts

In areas where utilization contracts - especially mere logging contracts = have already
been allocated, a reorganization of the existing pattern may become necessary in order to
allow the establishment of new integrated transformation units or to improve the structure
of the existing industry. Possible solutions are the regrouping of smaller companies in
some cooperative arrangement or contractual agreements betwsen the companies with supply
obligations towards the forest industry located in the vicinity. The implementation of
such arrangements will, however, in most cases be rather difficult. A more effective pro-
cedure could be the official identification of forest zones with already allocated concess
sions which, in view of their still remaining forest potential, could support large wood-—
processing unite. A8 a consequence, no new logging concessions would be issued and existing
cnes only be renewed up to a certain time limit; after this period, the whole area will be
come available and be allocated to integrated forest industries through new long—term contracts.
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Control of Subcontractual Logging

The term "subcontractual logging™ ie used for companies whick do not exploit their own
concesaions but have acquired by some private arrangement the right to harvest forest areas
granted to third parties. Subcomtracting is usually prohibited by legislation, but some
countries have legal provisions which allow this practice under certain conditions, In
Engl ish—-speaking countries, the utilization contracts usually have a special clause for-
bidding subleasing without official approval. Whether officially admitted or not, subcon-
tracting has become of increasing importance during the last decade. The main reason has
been the allocation of conceszsion areas to individuals who are not actively engaged in tim=-
ber harvesting and do not have the interest nor the managerial experience to organize such
operations. Subcontracting of utilization contracta, if not authorized for very specific
reasohs and Droperly supervised by a competent forest administration, tends to favour cream
ing operatiomns in the forests, creates additional difficulties for the establishment of
large wood-processing units, and may lead to speculation with concession areas by allowing
substantial profits for middlemen which are difficult to justify mocially and economically.
As such practices cannot be coneidered in the interests of the granting nations, governments
should closely examine this particular problem and take appropriate measures either to put
a stop to subcontracting or to control the already established pattern, i.e. through super—
vision and official registration of subcontractors and subcontractual agreements. One of
the most efficient tools to avoid subcontractual logging ie a coherent forest taxation po—
licy which does not allow excessively high logging profits, ocut of which sub-letting charges
can be paid to the middlemen.

In the past, subcontracting has sometimes developed in connection with concessior. poli-
ciea aimed at a greater participation of nationals in logging and wood-processing. Concee-
sions were granted to nationals without ascertaining whether they really intended to take
up businesss in forestry and had eufficient capital and experience to start an efficient
logging operation; the granted areas were then frequently subconiracted to foreign—based
logging companies. Such a policy does not attain its main objective, but rather leads to
a shadow participation of nationals in the foresiry mector. This experience clearly indic=
ates that increased national participation camnot be encouraged by indiecriminate concession-—
granting, but will rather require a series of well-planned measurss such as:

= Priority of concession-granting to national companies already engaged in forest ex-
Ploitation or willing to be involved in the future;

-~ credit facilities for logging, road construction and iransport equipment for these
grantees; national development banks should investigate more closely the possibili~
ties of such financial arrangements;

« technical assistance from national government agencies; this formla has been adopted,
for instance in Gabon in 1965, where small-gcale loggers can be assisted in exploite—
tion planning (stock mapping, tree-marking prior to exploitation) and logging opera-
tions (loan of logging and transport equipment);

., = participation of nationals in capital investment of foreign-based companies (és for
irstance required in Liberia);

= Jjoint veniures between government and local enterprise or foreign-based companies.

Introduction of Additional Wood Allocation Procedures

The granting of long-term utilization contracte to large integrated wood conversion
umits under appropriate terms will be in the future a major option of forest resource allooc—
ation in tropical couniries. On the other hand, certain caiegories of coniracts, e.g. short—
and mediwn-term cuiting permiis, may eventually be replaced by other forms of timber alloc-
ation, in particular by stumpage sales. Whereas a coniract transfers a general cutiing right,
the object of a stumpage sale is a defined quantity of wood of determined species and grades
to be harvested within a specific forest area. The conditions of such a sale and the price
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for the raw material are setiled by negotiation between seller and buyer. - The advantages of
stumpage -sales are mainly threefold: A

(1) The Forest Service may exercise a stronger control over forest utilization; +trees
to be harvested may be marked prior to the start of logging operations,

‘(2) fThe price level for the raw material can be determined through timber—auctioning
procedures,

f3) The fact that the buyer may choose different companies in subsequent sales faci-

litates the creation of an open log market.

The introduction of stumpage sales is, however, only feasible in countries where the
forest adminiatration has been strengthened sufficiently to be able to provide adequate re—
source and management information. Under the prevalling circumstances, stumpage sales could
be considered in the presently reaserved forests, but at & later stage they will become of
general importance ae an alternative wood allocation procedure.

4., FOREST RESOURCE PLANNING AND MANAGEMENT

Legislation on utilization contracts and individual concession agreements tend to be
vaguely formulated and faulty because there is no clear understanding of what the forest
can yield, how it should be managed, how the available raw material can be processed within
tbe country, and what responsibilities sghould consequently be given to the concessionnaires.
The problem of concession-granting is therefore intimately linked to the central issues of
national forest policies and general foresi management concepts. Aspects such as land—use
cla331fzcation, inventories, management plans and planning of wood—processing industries,
which in fact determine the scope of a particular utilization contraci, have not been suf=-
ficiently examined in the past, and this is the very reason why naw concessions may have
contributed lesa to long—term economic and social development than the granting governments
had expected., This situation can only be improved if the issues related to forest resource
management in its broadest sense are considered to be an indispensable prerequisite for
successful national forest concession policies and of equal importance to the formulation
of appropriate legislation or agreements.

On the other hand, it sometimes appears as if the issues of '"forest management™ have
received until now a somewhat theoretical treatment in tropical countries.. It must be
realized that in tropical forestry, management on a large scale means today above all ime
pPlementation of timber allocation policies, since such policies give in practice access to
resource utilization. Forest management, if it does not take into consideration the mecha-
nism of utilization contracts with its inherent possibilities and limitationa, riasks in
many countries being resiricied to a few research plota.

Forest Management and Timber Harvesting Flans

At the present stage of forestry development in most developing countries, forest
management should generally be understood as a concept of forest resource planning in a
particular area; it is used in a much broader sense than the one usually given to it in
couniries where the permanent forest estate is clearly defined and the term restricted to
mean sustained yield control in reserved forests. Any rational allocation of forest re—
gsources on a regional and local level will thus have to be supported by specific plana
which determine how the forest potential can be used in the interest of the country. When
discussing the issue of "management" and "management plans" in the context of tropical
foreats, the following could be useful in order t¢ avoid some wide-spread confusion:

ga) Unfortunately, very little knowledge exista at present of how tropical foreste
can be used on a long-term basis; more definite criteria for management cannot
be established until resulte from large—scale applied silvicultural research
bhecome available.



S Nl

(t) In the immediate future, "management plans" — or "timber harvesting plans" as they:
can also be called in the early stage of forest resource plamning - can only at-
tempt to regulate the flow of loge and the manner of their extraction in acocord-
ance with some basic assumptions on resource utilization, considering for example:
the likely future land-use pattern; +the composition of the commercially usable
timber resource; the likely increment pattern of mzin species before and afler
cutting intervention; and the minimum supply period (usually 20-30 years) required
for establishing viable forest industries and stable community development 1/.

(c) The lack of detailed information on inventory and increment should not obscure the
fact that resource planning can and must be done at any stage of forest develop-
ment, and that it is an essential element for the implementation of national forest
rescurce azllocation policies in all countries.

(d) It should alsc be realized that log flows and harvesting techniques, for instance,

' cannot be regulated without effective supervision, and that plans of any kind are
quite meaningless unless they can be put into practice. Management — both at the
planning and implementation lsvel = is therefore intimately related to the problem
of institutional strengthening of public forest administrationa.

{e) Considering the dynamic development of land-use patterns and forest utilization
possibilities in the tropical zone, forest resource planning is bound to be modi-
fied in the future and possibly even after comparatively short periods of time;
consequently, management plans muet be revised at regular intervals, e.g. every
five or ten years.

{(f) In view of the limited siaff of forestry departments, management should not be
directed t{o too small wnits during the first stages of forestry. The first priori-
ty is clearly to cover the entire timber harvesting zone, and in addition those
forests which in the near future are bound to be opened up to exploitation.

The formulation of management rules and concession requirements for the rational har—
vest of timber resources depends — at least at an early development stage — to a very large
extent on the established land use and the anticipated future changes of the land—use pat—
tern. In accordance with the general principles of national land-use planning, forest ma-
hagement plans have to determine specific utilization strategies that are realistically re-
lated to the present status of forest land and the foreseeable changes., Three broad cate-
gories with different management implications may usually be distinguished:

= Areas which will be required for agriculiural development projects and other non=-
forestry purposes, or areas in which the forests are to be cleared for an expanding
shifting cultivation. Such forests are to be classified as malvage logging areas
and their exploitation should have priority. Concessionnaires should be obliged to
remove all commercially usable timber.

~ Areas which have been classified and demarcated as permanent forests, either for
long—term wood production purposes or for yielding other, e.g. protection or re-
creational benefits. Part of the permanent forest may have ‘to be managed under a
special regime (e.g. a8 protection forests) which restricts or even excludes timber
harvesting. Silvicultural operations and reforestation should be concentrated in
this part of the forest land.

1/ There is at present no generally applied terminology on what should be called a manage—
ment plan. 3ome countries use this term in a rather restrictive manner, whereas others
refer to it even if only =zome general expleitation rules are prescribed. In view of
ths broad management concept referred to sbove, the term "management plan” will be used
here in a general sense for all resource utilization planning at regional or loecal level.
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= Areas for which no definite land-use decision has been taken yet and which for the
time being should be preserved under forest cover. Areas with a large number of
trees of desirable species in smaller diameter classes, or with sufficient natural
regeneration indicating a high production potential, or being of importance for
environmental protection purposes, should be earmarked and proposed for future re—
gervation as permanent forest land.

After such a classification of the available forest areas and the inventory results
obtained, it will be possible to evaluate the total log rroduction volume (or allowable
cut) that may be harvested every year in a certain area in view of a ohosen strategy. At
an advanced stage of forestry development, the ammual allowable cut is generally related
t0 the renewable production capacity of the forest and determined in accordance with the
principle of sustained yield. In many countries, however, major land-use changes are still
to be expected, very little knowledge and experience on natural regeneration is available,
and funds for the establishment of forest plantations are limited. Under these circum=
stances, the annual allowable cut may frequently only be determined by what could be des-
cribed as a controlled felling cycle. The basio idea underlying this approach is to spread
the available stock of commercially usable timber over a period sufficiently long 2o as to:

= ensure the long-term raw material supply for large integrated wood-processing units;

= stabilize foreat exploitation and allow for the development of stable communities
in the forest regionas;

= leave the smaller diameter classes to grow until the trees becoms ‘exploitable under
a second cutting cycle;

— increase gradually the output from lower grades and secondary speclies by improved
marketing and better timber harvesting methoda.

The determination of the annual allowable cut by main species or groupse of specles is
2 valuable indication for forest indusiry planning and concession allocation. The planning
of a continuous log flow helps to attract new wood-processing companies or io reorganize
the structure of already existing logging and wood transformation unita. Annual logging
volumes should be calculated for each important commercial species or for groups of apecies;
during the initial period, no restrictions will be necessary for Bpecies which are of limited
commercial interest. Considering that utilization standards may be improving (harveating
of lower—grade material and additional apeciea), the annual ellowable out should be adjusted
through periodical revisions of the management plan. Forest land in the vicinity of ex—.
panding zones of shifting cultivation or officially earmarked for conversion to other land
uses (salvage logging areas) should also be considered when determining the annual production
volumes. Production and marketing needs of the industry require that the level of annual
removala should be subject to a reasonable fluctuation; an average 3=5 year target, together
with an acceptable margin (10=-20%) for yearly fluctuations, may be an appropriate solution
reconciling forest resource plamning and the industry's need for flexibility. The applica~
tion of longer term cutting regimes along the described lines represents a first step towards
a long—term management strategy; in a subsequent phase — once a national land-use policy
has determined which areas should be demarcated and managed permanently under tree cover =
the annual production volume from this part of the foreat could be related to sustained
¥ield principles based on natural regeneration and/or reforeatation.

A review of some management plans which have heen prepared by some tropiosl countries
indicates that these plans tend to be very comprehensive and bulky documents which contain
mach background information on forest conditions in general, but little on actual opera~
tional issues. The rather traditional approach of an elaborate and time—consuming prepara-
tion is not geared to the pressing needs for an improved resource utilization. What is
needed is a clear concept focusing on the key problems of timber harvesting in a particular
area and specific regulations that can be implemented in concession—granting. It is cer—
tainly not the number of pages nor some learned explanation of geology and precipitation
which will determine the value of such a plan, but the relevancy of the utilization require-
ments. The following peints seem to be of particular importances
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~ Forest land-use pattern in the management uni} and obligations (salvage logging,
logging restrictions) for the concessionnaire which derive from this rattern;

determination of ammual production level and applica?le timber harvesting methods;

determination of log fiows by location (e.g. segquence of annual logging coupas),
volume (e.g. species, size and log quality) and time;

distribution of log flows to existing industries based on transport minimization;

potential for new forest indusiries;

basic road network and other necessary infrastructural facilities;
= regeneration (natural and/or ertificial ) and required silvicultural operations;

= provisions related to forest production, supervision and logging control.

Forest Management Units

The first step towards any form of rational resource utilization is the subdivision
of the forest area into management units for which a regional invemtory and a management
plan can be prepared. The size of the units should normally be determined so as to allow
the establishment of larger integrated wood-processing wnite. Utilization planning by re-
gional units is aleo mn essential requirement for a coherent concession policy. Once the
resource potential is kmown, the government can decide more easily what types of utiiiza-
tion contracts are to be envisaged in a particular unit and what sort of timber harvesting
conditions can reasonably be imposed on the concessionnaires to ensure an optimum use of
the raw material.

.The total area of a management unit can either be granted in one long-term concession
or be split up into several short= and medium=term concessions. If an entire management
unit ies granted under a long=term contract, the provieiens of the management plan are di-
rectly applicable to the company. If a management unit includes several short= or medium=
term concessions, additional logging plane for each concession, compatible with the manage-

ment plan itself, will have ito be prepared. Management or logging plans should be referred'

to in the document transferring the utilization righte, or be attached as an annex or
epecial schedule to such a document. In management units with already allocated areas,
existing concessions may either be regrouped or gradually consolidated into larger lots.

Regional Forest Inventories

Regional forest inventories are an important aspect of resource utilization and are
required in particular when dealing with such issues a8 land ume, forest indusiry plamning,
timber harvesting regulations, distribution of concession areas and negotiation of indivi-
dual msgreements. Such inventories, to be prepared for each management unit, have to be
management— and industry-orisnted. Both the foresi owner and the industry may need to know
details about species by marketing groups, distribution of size classes within these groups
a8 well ae details about log quality {e.g. peeler and sawlog grades) and current defects.
Raw materiasl stock estimates should be related to net volumes which can be used for feasi=-
bility calculations, The following pointe illustrate the type of information to be ex=
tracted from current regional inventories for tropical forest zomes in West Africa?

- Total volume {gross volume and actual merchantable volume) of trees above exploit-
able diameter 1imits (usually between 60 and 80 cm DBH) and its distribution by in-
ventoried spacies. Pregently exploitable species may then be grouped according to
their commercial value and uses (e.g. mzin redwood epecies, main peeling and sawn—
wood species, other species acceptable to the market); species not yet marketable
but with identified potential may be grouped according to their eventual utillzation
possibilitien. )
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= total volume (gross volume and actual merchantable volume) and number of trees by
diameter classes 60/80 and 40/60 cm DBH of main groups of species; these figures
indicate roughly the utilization possibilities of a second cutting cycle;

—~ number of trees of diameter classes 10/40 om DBH and distribution by main groups of
species; this information is needed in order to determine the areas with a higher
frequency of young trees of commercial species to be left under foresi cover for
future production;

-~ maps indicating the geographic pattern of forest types and showing the frequency of
commercial speciss or groups of species; this will give a first indication of the
distribution of exploitable volumes; )

— maps indicating the penetration zones of shifting cultivation.

In other circumstances (e.g. specific pulp wood inventories) additional information on
a wider range of apecies and on the volume distribution of smaller diameters may be required.

Preparation of Inventories and Management FPlans

It seems appropriate to distinguish clearly between:

(a) The need for inventory and management information required as a basis for strategy
formulation at the national level and for the identification of those specific
arsas which are available for major industrial investment. Thias information has
generally to be provided by government agencies;

(b) the need for an evaluation ¢f investment possibilities in a particular area and
and for minimum management requirements; this should also be carried ocut by the
W public administration in order to protect the interest of the Fforest owner;

{c) +the need for detailed inventory and operational cruising in order to produce a
sound bagis for feasibility studies and ongoing operations. This could either be
done in a joint undertaking or under the responsibility of the investor.

In several countries in South—-East Asia and Latin America (e.g. Colombia, Ecuador, In-
donesia, Philippines and Venezueli), private companies .applying for new contracts are made
directly responsible for the preparation of inventories and management plana. This s¢lution
has usually been adopted in view of the heavy staff and budgetary limitations of the public
forest administration; it may provide an immediate answer to the rapidly increasing demand
for new concesgion areas in these ccountries. In principle, it is doubtful, however, whether
such an approach is ultimately in the best interest of the granting nations. The results of
forest inventoriss should enable the governments to define a global development strategy for
a certain unit, to attract the most suitable investors, and to strengthen their position
when negotiating new contracts. It is difficult to see how these objectives can be reached
_when the inventories are prepared by the applicants. 3Similar considerations concern the
preparation of management plans. The forest owner's objective of adjusting the rate of an-
nual timber harveating to the production potential of the resource is not essentially iden-
tical with the immediate business intereasts of private companies accquiring timber rights,
and it may be difficult to settle conflicte in the long=-term interest of the country. In
view of these considerations, the preparation of inventories and management plans by the
public forest administration representing the forest owner should rather be the rule than
the exception.

If for some specific reason (i.e. lack of staff and funds of the administration, or the
granting of contracts to very large integrated units with greater interast in coordinating
timber harvesting with long—term forest development) the preparaticm of inventories and
management plans is left to the grantee, the following rules should be applied:
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= The inventory standards and the subjects to be covered in management planning should
be sapecified in advance;

= The inventory results and the proposals of management plans ghould be carefully checked
and approved by the national forest administration.

= The exeouting company should bte required to submit all information received during the
preparation of inventories and plans, irrespeciive of whether a contract will be
granted or not.

The saliant point is of course that a satisfactory solution can only be found by a clo-
ser and more effective working relaticnship between public forest administrations and the
industry. Unless the industry cooperates fully with the government in a spirit of understand-
ing for long-=term Tresource utilization, it will never be possible 1o garantee a successful
implementation of management plans. Improvementis of this kind require a substantial amowmt
of good will both on the side of the forestry officers responsible for resource menagement
and the industry managers concerned with ite use.

National Land-Use Programmes as the General Framework for Resource Allocation wumder
Utilizdtion Coniracts "

As has been stressed previously, one 9f the main problems with foresiry and timber al-
location systems in many tropical countries is at present the nked for a general forest land-—
use policy whioch, within the framework of national development planning, definea:

- what forest land should be released fer other uses such as expansion of the agricul-
tural sector;

~ what forest land can be retained as a resource basis for future raw material supply
to wood-processing indusiries since no alternative land use offering a greater con-
tribution to national economic growth can be expected;

~ what land should be kept permanently under forest cover for purposes of s0il conserva-
tion, erosion control or water resource management;

-~ what forest land should be classifed as national parks, game reserves, nature sanctua-
ries, eatc.; :

« what areas presently not wnder forest cover will be required or be available in the
future for additiomal raw material production.

Land-use planning is an important prerequisite for any coherent policy of resource al=
location through utilization contracts, since the status of forest land will directly affect
the conditions under which the grantees should operate. On land to be turned over to non-
forestry uses (aalvuge logging ereas), provisione other than those on land permanently re—
served for foreastry or on land with special protection functions are to be impomed. It should,
however, be kept in mind that under prevailing conditions land-use decisions can hardly be
based on static assumptions; but it may be feamible to think, for imstance, in terms of 25
years, a period that would at least justify substantial investment in forest ‘indusiry develop-
ment.

5, ASSESSMENT OF FOREST TAXES

Shorticomings of Present Foreat Taxation Policies

Forest taxes in the present context may be so defined that they comprise all fiscal pay-
ments specific to forest utilization and which have to be paid by the companies in exchange
for wood—cutting rights on public land. They include in particular export duties on logs and
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processed timber and payments related to the granting of utilization contracts. They do not
encompass taxes and fees not specifically applicable to the logging end wood—processing in=
dustry, for instance, general business taxes, profit and income taxes, import duties on ma-
chinery, equipment and spare parts. Foreat taxes may be classified into export taxes usually
collected by the Customs Service and internal taxes assessed and collected by the Forest Ser=
vice and/or Internal Revenue Office. The notion that payments of the grantee inm exchange for
utilization contracts are referred to as "forest tax" is particular to most French-speaking
West African countries and to some countries in Latin America and South-East Asia. In English—
speaking countries, these paymenis are usually referred to as stumpage, timber royalties and
forest fees.

Three major shortcomings of forest taxation experienced in many tropical countries should
be mentioned:

(a) Payments are fixed at uniform rates and do not consider the economic valme of the
harvested raw material. Thia practice generally discourages utilization of lesser
known species or low—grade material and favours over-exploitation in areas close %o
the main lines of commmication.

(b) Rates are fixed in the forest law itself and can only be changed with great diffi-
culties; substantial loasses of revenue, due to an inadequate adaptation to changing
raw material prices and production cost levels, may result from such an arrangement.

(¢) Tax rates are determined by individual contractual arrangements not including tax.
revision clauses.

Theas difficulties arise from misinterpreting the nature of forest taxes which in many
countries have been considered as a mere device for revenue collection purposes. Dorest
taxes should, however, be understood as payments corresponding to raw material values = usuale
ly the value of sianding trees — pald by the grantee of a utilization contract in exchange
for the harveating rights. For this reason, the payments of the concessionnaires are in
some countries explicitly referred to as "stumpage", meaning the value of the trees on the
gstump prior to the harvest that is to be paid to the forest owner l/.

Stumpage Appraisal

The asseesment of forest taxes should he based on a stumpage apprairal of the harveated
material. Such an aprraisal determines the value of the harvested raw material (stumpage
value) by subtracting the total exploitation and transport costs and a reasonable profit
margin for the entrepreneur from the price obtainable for exported or locally .processed logs.
The remainder represents the reimbursement or wood costs which i expacted from the conces=—
sionnaire either in the form of a direct stumpage payment or the aggregate payment resulting
from the various forest taxes. Under the prevailing conditions of forest exploitation it is
of couras not always practical to make such calculations for particular expleitation wmits;
stumpage appraisals should rather give a broad indication of an estimate for the oombined
forest tax burden which can be assessed on the important commereial mspecies, log grades, and
in the main forest regions of a country. The principle and usefulness of stumpage appraisals
can easily be understood. But the major difficulty of idx asmessment arises from the fact
that many government® have at present insufficient information about timber prices and pro=
duction cesisj for this reason they are unable to put such a system into practice.

1/ In spite of the fact that the term "stumpage" or "wood cosis" appears to be more ap~
propriate, we continue to use the term "forest taxes", since many countries in the
itropices refer to concession payments in this manmer. For a review of current nomen=
clature of the various terms, see "Handbook on Forest Utilization Comtracte on Public
Land", pp. 62=64.
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There are, of course, at least in principle, other possibilities to capture the resource
rent of the raw material. The main alternative would be to rely entirely on non-forestry
taxes (e.g. business and profit taxes); however, due to practical obstacles in assessing
and collecting such taxes, such an alternative may not yield the highest pozsible revenue
from forestry under the prevailing oircumstances. Moreover, forest taxes are mot only a fis—
cal device for revenue collection, but, if assessed in an appropriate manner, they have im-
portant effects on timber harvesting practices. On the other hand it should be understood
that the argument in favour of forest tax assessment as related to raw material value does
not mean a Plea for cumbersome collecticn procedures still used by some forest departments.
Adequate forest tax assessment procedures are mainly a conceptional issue and do not neces—
sarily imply the use of a substantial part of the field staff for revenue collection. It
would thus be nmdvisable to concentrate in the future on the determination of realistic tax
rates and fewer payment categories which could, for instance, be collected at the entrance
of processing wmits or, in the case of exported logs, at central checking poinis er the poris.

Application of more coherent taxation policies implies a definite need to examine more
closely the economic aspects of forest uwtilization and stumpage appraisal than has been done
8o far, It can be assumed that such an activity will show rapidly some results and may lead
= at least in some major log-producing countries = to substantial additional government re—
venues. Appropriate tax evaluation requires in particular a regular analysis of timber price
developments. and related production coste in reasonably efficient operatiomal units. As an
indicative price level for stumpage appraisals, actual FOB prices for species and grades, or

prices at mill site for loge procesesed locally, may be used. MFrom these mrices, the follow-
ing costs will have to be deducted: -

{a) Exploitation costs, oomprising exploration and logging inventory costs, construc-
tion and maintenance of forest roads, felling and skidding, bucking and wood-
handling in log yards, loading on trucke, and general overheads of the logging oamp;

(b) transport costs to port or mill mite;

(c) port handling coste, excluding forest taxes;
{d) overheads of central services;

{e) costs of export and marketing agencies; and

(f) a reascnable profit margin for the concessionnaire.

These data make it possible to calculate the unit valus of a oertain species, of a
certain quality and at a certain location, and the margin which might possibly be collected
in the form of taxes. For lower quality logs, wood cut in a salvage area and species to be
introduced on the market, rebates could be considered in order to encourage a more intensive
use of the resources.

The present division of responsibilities for forest tax assessment among various go—
vernment agencies — a8 it exists in certain countries = does not encourage improvements in
this field. Changes In forest taxstion may be decided in the Winistry of Finance, whereas
the teohnical administratiori has little or nothing to say in this matter. A clearar under—
standing of the nature of forest taxes and closer cooperation between all governmeni agencies

concerned would certainly contribute to design and implement more appropriate tax ocollection
procedures.

Possible Modifications of Foreat Taxation Policies

I+ is usually not possible to change established foreat taxation methods overnight so
as to reflect completely the principle of economic value. However, substantial modificatione
can be made which are in line with the advocated principle of stumpage appraisal; a policy
of gradual revision is also more realistic. Murthermore, in view of the somewhat differemt
conditions and the prevailing patterns of forest taxes, it is not possible to advocate the
same tax assessment system for all countries. The following coneiderations are, however, of
general relevance in countries with large concession areas:
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Tax assessment should mainly focus on area tax, volume tax and export taxj the
possibility of reducing the number of other forest taxses should be examined..

‘The assessment of export taxes, and possibly also volume taxes, should be based

on current FOB prices or local mill site prices; 1if officially determined tax
values are still retained for some reason, such values should be adjusted fre-
quently, e.g. every six months, t¢ FOB price developments. :

The tax rates of export and volume taxes should be increased mora rapidly on high
value specles than on low value species; tax rate adjustments should be based on
an analysis of the combined effect of the FOB price and production cost level on
the expected profit margin.

Area tax, roundwood tax or export taxes should be varied in such a way that the
total forestiry tax burden per m3 reflects differences in tranaport coats.

The combined foreastry tax burden on species 40 be introduced on the market may be
reduced below the average tax burden; forest taxes could even be waived completely
during the promotion period.

Taxation policies which assess lower taxes on locally processed wood may be justi-
fled during an initial period in order 4o encourags the expansion of forest indus—
trieg. Taxes should preferably be levied on roundwood entering the tranaformation
units and not on processed productis.

"Strong and independent supervision in the foreast, at the production unite, rallway

stations and ports is required in order ito emsure that origin, species and grades
declared for taxation purposes correspond to reality.

Forest tax revenues collected by the Customs Services should be indicated separa—
tely from other export tax revenuea and the annual reports of forest services or
other government agencies should indicate the combined revenue from all forest
taxes. -

The major producers of iropical hardwood logs should consider the creation of a
speclal forest economics section within the foreat administration, or, if appro-
priate, in other government services which could regularly deal with forest tars-
tion problems. The main tasks of this section would be (i) to follow price de-
velopments, (iig to collect information on logging, transport and wood—-processing
costs, and (1ii) 4o evaluate the effect of tax rates on gensral forest policy
objectives.

Aprlied forest research in couniries with substantial forest resources should be
more concerned with studies related to the economics of forest exploitation and
wood—-proceesing, the results of which can be used for tax assessment purposes.

6, FOREST UTTILIZATION CONTRACTS — A FORESTRY DEVELOPYENT PROBLEM IN MANY COUNTRIES

Exchange of Information on Concession=Granting ond Forest Taxation .

The exchange of information between countiries with rather ocomparable tropical forest
resources with regard to the conditions under which utilization contracts may be granted and
the requirements which the concesslionnaires have to fulfil, will help to improve national
concession policies. In many cases, investors are interested in acquiring utilization oon-
tracts in more than one country, and a comparison of concessions in other countries will
improve the negotiation position of the governments concernmed. Exchange of information ap-
pears to be particular relevant in the field of forest taxation. The prices for logs and
processed foreat products are closely linked, at lesst in some of the major tropical regicns;
changes of the taxation level, if introduced in one country only, may consequenily influence
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1ts competltive position. A% present, considerable differences in taxation levels may exist
within neighbouring countries; it would help if each of them were able to evaluate its
position within the regional context and could then decide whether modificationa of forestry
tax policies should be made. The regular exchange of information on assessment and collec—
tion procedures, price developments and production costes will thus be of common interest at
the regional level. ?

FAO's Future Contribution

Through its Involvement both in general forest development activitlies as well as in
gpecific gtudies on forest utilization contracts, FAO has acquired substantial knowledge of
problems related to national forest concession policies. Thanks to a continuous Ffeedback
from foresiry projects, the Organization will be able to widen its experience gradually.

It is thus in a position %o continue this work, and its possible future role in this field
could mpinly be %ot

= oxamine the basic problems related to this form of forest resource allocation in view
of further changes of national forest policies and improvements of public forest
administrations., Thia will imply a regular exchange of experience with and between
the countries that have granted utilization contracts;

= provide an objecltive assessment of feaslbility studles for integrated wood-processing
units if a government iniends to grant long—term utilization contracts in a partic-
ular area;

= provide advice on negotiation procedures beiween government agencies and large-scale
inveastorsa;

- evaluate the manpower needs of public forest adminiastrations for an adequate imple—
mentation of national concession policies and to advise on organizational and ad~
ministrative issues related to concession-granting;

- carry out comparative studies on forest taration rrocedures, indicating the categories
of existing taxes, the applicable tax rates, the agsesement and collection procedures
and the total tax burden per unit of harvested raw materisl. In view of the congider—
able importance of forest tax revenue in many tropical countries as a source for go—
vernment budgets and for financing operational activities of public forest adminis—
trations, such studles seem to be of particular urgency in the immediate future.
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APPENDIX A 1/

ESTABLISHING A LOEG TEEN FORBSTRY

UNIT IN MRXICO 2/

Preliminary
Considexrations

loocation
and extension
of area

Authorisation

Sohedule of
stuzpage
payaents in
these forests

( omitted)

Artfoulo Primeros Se deolara de utilidad pdblica
& oonatituciin de una unidad indusirial de
sxplotadidn forestsl en favor de la ezpress
denoninada FH.., sobre dos fracoiones oon super-
fiote total de 462,984 Hs. (cuatroclentas sesenta
y dos mil novecientas ochenta y cuatro heotdreas)
de terrencs nacionales y ejidales onolavaios en
la sona Sur del Territorio de Quimtana Roo,
conforme al oroquis anexo.

Artfoule Segundo. Se antorisa & NN.. para llevar
& cabo el aprovechamiemto de los bosques exie-
tentes on los terrencs denominados... Yy en loas

dende predios proprisdad de la naoidn qQue se
encuenirm dentro del £rea concesionada.

la oconoesionaria deberd pagar las correspondien—
tes tuotas de acuerdo oon lo que dispongan los
deoretos que fijan las tarifas para el pago de
produotos por explotacicnes forestales realisadas
e montes de propriedad de la nacidén.

1/ Appendioes A, B and ¢ reproduce three agpecments ochosen as typical exazples for
long term utilisation ocontraots. In socordance with the partiocular requirements of
the oountry, each of thea embodies certain aspeots of the national utilisation po-
110y, Eaoh agreement has oceriain merits but almo some shortcomings and none of them
should be taken as a model. However, thess doocuments offer s good orosa-sestion of
the provisions of long term utilisation ocontraots generally applied in most tropiocal

This Nexiocan decree inoludes many good provisions for a long term management ocon=
traots It is partioularly remarkable that a preliminary amanagement pEnn is to be
prepared before the unit is esatadblished, that a forest professional has 1o be ex—
ployed, that an annual budget for forest management is to be prepared and that the
grantor shall be informed regularly on progress of forestry operations. The grantee
has to aococept oonsiderable responsibility for works of publio interest, and wood
proceasing in the new forest indumtry is determined in detail.
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within a pericd
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Artfculo Tercerc. También me sutorisa s EN,
para llevar & cabo la sxplotacién forestal de
loa predios denominados ... y dends terrence
ejidales o particulares eximtentes dentro del
drea que ocomprende ests unidad.

La explotacidn de los Tecursos forestales ejidales
queds condiocionada a la aprobacidén por la
Seoretaria de Agrioultura y Ganaderfa, de los
contratos que sn ocada caso deban otorgarse, en

los cuales se fijardn precios justos oon apoyo

on los eatudios gue sobre costes de produccidn

¥ precio de los productos elaborados formulen

los sxpertos que para t&l efecto se ocomimiocnen.

Artfoulo Cuarto. En todo caso, la explotacién
forestal deberd ajustarse a los terminos del
estudio dasondmico preliminar o s los del
Proyeocto Definitive de Ordenaocidn que se forzmula
para regir los aprovechamientos, quedando la
autoridad forestal facultada para graduar
proporcionalmsnte los volumenes que anualmente
debap explotarse, en la medida en gue vayan
instaldndose las diversas industrias proyectadas,
hasta sutorisar la posibilidad propuesta en el
Proyecto Definitivo de Ordsnacion, una ves que
la industria estd totslmente estableocids.

Artfoulo Quinto. NH.. podrd a partir de la

fecha de publicaciln de este decreto en el
"Diario Ofioial™ de la Federacidn, iniociar los
trabajes de explotacién en los predios oconoesio-
nados, haata por los voldmenes que gradualmente
vays autorisando la Secretaria de igriculturs y
Ganaderia, de acuerdc oon lo dispuesto por el
artiouloc anterior.

Artfculo Sexto. la empresa se obliga a reslisar

los trabajos necesarios para elaborar sl Proyeoto
Definitivo de Ordenacidn, el ocusl deberd quedar
teraninado en un lapso de tres anos ocontados o
partir de la fecha de publicacién de este decreto.
El Proyecto Definitive de Ordenacidn contendrd el
inventaric de los montes, la divisidn de loas
mismos en cuarteles de explotacidn, los aftodos
de trataniento, el plan de corias y, en general,
todos l¢s demfs datos que sean necesarios para
Iegular su racional aprovechamiento y determinar
108 voldmenes qQus en .forma definitiwva deberdn
autorisarse de acusrdo oon la capacidad produo-
tiva de los montes.

Queda tambidn obligads s efeotuar, exolusivamente
para fines foreatales, 8l mejoramientc necesaric
Para delimitar el £rea de la unidad y los
deslindes_de los predics inclufdos en ella, asf
comd & senalar olaramente los cuarteles de
explotacidn en que sea divida.
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Artfoulo Septime. HN. Queds obligadas s elaborar
madera aserrsda, chapas y triplay y a utiligzar
log residucs dentro de un plan progreaivo de
industrialisacién.

Artfoulo Ootavo. Queda también obligada &
instalar, en un plaro improrregable de un ano,
oontado a partir de la feoha de publicacidén de
este deoreto, el '‘aserraderc de eierra banda oon
induatrialisaciédn de las maderas aserradas de
cortas dimensiones j en un plaso improrrogable

de dos anos, la estufa para el sacado_de maderas;
y en un plaso improrrogable de tres ancs,
contados a partir de la foechas indiocada en primer
téroino, la f&brica de chapa ¥ triplay 7 la

demds maquinaria Que me ocita en el oconsiderando
cotavo do este deareto, asf como a terminar las
oonstruooiones a Que se alude en el miamo.
Igualnente dar{ avisc a las autoridsdes forestales
de la terminacidn de dichom trabajos a fin .de que
#stas ocomprueben que la ooncesionaria ha cumplido
oon los compromisos Qque adquirid ez materia de
inveraionee 0 instelaciones.

la propia ooncesionaria gueda obligada a
informar trimestralmente a las sutoridades
foresatales por lo Qque toca al desarrcllo de los
trabajos de instalacidn de la industria y
mensualmente por lo que reapeote a la produccidn
forestal ¥ a los procescs de transformacidn
industrial que lleve & ocabo,.

Artfoulo Novenoc. Para garantizar el oumplimiento
de sus obligaciones relatiws a la instalacién
de la industria, & que s® refiere el artfoulo
anterior, la conoeaionaria ctorgarf una fianza
por la cantided de $ 100,000.00 (cien mil pesocs).
En casc de no efectuar las instalaciones proyeoc-
tadas dentro de lop plazos fijedos, la fianze

se hard efectiva por las sutoridades foreatales,
sin perjuicio de cancelar la unidad industrial
de explotacidn forestal, salvo ocamo fortuito o
de fuerza mayor que justifique el inoumpli-
miento,.

Artfculo DSoimo. KFN. en un plago de dos meses

contados & partir de la vigencia de este
decreto, deberf otorgar la fianza & integrar la
Direocién Técnioa Forestal de los servicios de
la unidad Que se encargard de planear, dirigir
¥ realiszar loe trabajos dasoorfticos, de vigilar
los sprovechamientos para Que 88 hagan de
oonformidad oon los estudioe aprobadce, de
efsctuar los trabajos de repoblacifn artifioial
de scuerdo oon los planes de reforestacién
aprobados de combatir y erradicar las plagas y
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las enfermedades forestales, de prevenir y
combatlr los inocendiocs, de controlar el pastorec,
de vigilar el transgporte de los productos; de
roendir los informes sobre producoclién y en general
de las funsciones que conforme & la ley ¥y
reglamentos forestales le ocorrespondan.

Artfeulc Ddcimo Priwmero. La Direcoidn Técniocs de

los Servicice de la Unided Industrial de Explo=
tacidn Forestal estard a ocargo de un ingeniero
forestal nombrado por le empresa conceslonaria,
previa sprobacién de la Secretar{a de igrioulturs
y Ganaderfa, el Personal técnico, administrativo
7y de vigilancia serd nombrado por el Iireotor

‘Tdenico y normard sus actividades conforme al

reglamento interior que deberf mer presentado a
las autoridades forestales pars su aprobacidn,
dentro del lapso improrrogable de & (seis) meses
contados a partir de la vigenctda de este decrstoc.

Artfoulc Déoime Segundo. La Direcoidn Tdonioa
formulard y presentard, a mds terdar el dfa 10

de diclembre de ceda anc, un presupussto anual
que someterd a la revisidn y aprobacién de las
autoridades foraestales, el cual deberd ser
suficiente para garanilzar el adeocuado trabajo
del Servicie Téonice Forestaly teniendo en cuenta
las tareas por realizer y la capacided econdmioa
de la empre#a.

Para cubrir ese presupuesto; la asutoridad fores=
tal fijard cuotas por unidad de productos elato-
rados. Queda & oargo de la DMdrescidn de los
Servicios Tdonloos sl manejo ¥ control de esas
cuotas y el ejercioio del presupuesto, debiendo
la concessionaria cubrir mensualmente las cuotas
que corresponden a los productos forestalss que
alabore.

Artfoulo Ddoimc Tercerc. La Direcoidn de los
Servioios Téonicom, informard bimestralmente a

la autoridad forestal

I~ Del estadoc de loa trabajos relatives a loa
estudios forestales que se estén realizando j

Il=- De las labores de inspeceidn y vigilancia,
datenoidn de productcs y actas de infraccidn, las
que deberdn enviarse sin demora a la autoridad
forestal ocompstents pars su trdmite j

III- De los trabajos de protecoién forestal que

se efactien, tales como prevenocidn y combate de
inocendios, control des pastoreo, combate y
erradioacién de plagas y enfermoedades j eto..

IV- Dé la produccidén de Ardoles en vivercs, de las
plantaciones y aiembras directas }

V= Dol rosultado de las explotaciones para el
abastecimiento de las mencionadas industrias y

el oonsume local del 4&rea de la Unidad Industrialj
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VI~ D¢ la colabaxeocidn de contratico sovre
aprovechanientoms forestales ;

ViI~ De las coastrucciones que realicen, principal-
mente de caminos, torres de observacién, refugios
de monte, brecham de control, ocorta-=fuegos y
ot senejantes j

VIII= Del movimiento de fondos recaudados y de
loe gastos erogados al ejercer el presupuesto, y
IX—~ En general, sobre los asunios que les suto-
ridades les indiquen, relacionados oon la
produccidn, protecocidém y repoblacién forestales.

Artfoulo Décimo Quarto. Lam autoridades fores-
tales vigilarln en forma permsnente el desarrollo
de los irabajos que efectiie la concesicnaria en
ol £10a de la Unidad Industrial y el oumplimienmto
de todas sus obligaciones.

Artfoulo Déoimo Quinto. La Secretar{a de Comuni=-

caciones y Obras Plolicas otorgars & la empresa

conoesionaria, de acuerdo oon las disposiciones

de la materis, todas lss facilidades para

construlr y conservar los caminos ¥y vias de saca
indispensables, pars resclver el problaema de los |
transportes y para efectuar efioientemente loa

servicios de proteccidn, sxplotacién y fomentoc de

1z vegetacién forestal dentro del drea de la

Unidad.

Artfoulo Decimo Sextc, KN. estard obligada a dar
sug enmpleados y trabajadores las prestaciones y
servicics scciales establecidos por las leyes
vigentes j les proporocionarf servioios médiocos ¥
sducativos y habitaciones adecundas, oon la
tendencia a orear ceniros permanentes de poblacién
Y probidird la venta ¥ consumo de bebidas embria=
gantes dentro de los centros de trabajo.

drtfoulo Déoimo Béptimo. Los residuos no aprove-

chedocs pox I; empresa ooncesionaria se destinardn

a la satisfacoién de las necesidades del oconsumo

looal.

la Secretar{a de Agrioculturs y Ganaderfa queda

faoultada para, en casc necesario, senalar

aquellos aprovechamientos diverscs de los desti- [
nados & la indumtiria, que demande el consumo

denixro 0 fuera del £res de la Unidad.

Artfoulo Déoimo Ootavo. NE. estf obligais a
oomprobar ante la autoridad forestal, que ls
totalidad de los productos obtenidos en sus
sxplotaciones forsstales se destinen a los
Tines senaladcs en este decrsto.

Artfoulo Décimo Noveno. La Unidad Industrial de

plotacion Foreatal que se oopstituye tendrd una '
duracién de 29 (veintinueve) anos, contados a
partir de la feoha de publicaocién de eate deareto I
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on el "Diaric Oficial" de la Federaoién, prorro-
gable sn caso de que las industrias oconsumidoms
continien operando normalmente y dentro de la lay,
a juioco del Ejecutivo Federal.

" Artfoulo Vigésimo. La empresa no podrf transmitir

la oconcesidon relativa & la Unidad Industrial de

Explotacidn Forestal que en su favor se constituys

ni entregar a otras industriaas los productos
forestales cuyo aprovechamlento se le autoriza.

Tarwpooo podrd exportar los productos que elabore
misntras no emtén satisfechas las necesidades del
consumno naalonale.

Artfoulo Vizdsimo Primerc. Son oausas de osnosla—
cién de la Unidad Indusirial de Explotacién
Forestal 1@

I- Ne oumplir, en sus puntos eassnclales, oon el
programa relativo a las instalaciones industriales
que deben eatablscersse }

II- No lograr el grado de aprovechamiento ¢ indus~
trializacién de los recursos foreatales a que

eatd obligada 3

III- Inourtir en graves viclaclones por lo que
toca a la forma de aprovechamiento de los bosquesy
IV= No elaborar, dentro de loa plazos senalados,
ol Proyeoto de Ordenacién Definitive y no cumplir
con ¢l miamc en sus aspecios fundamentaless

V= No mantsner el personal técnloo, administrativo
¥ de vigilencia indispensable pars el serviocio
forestal de tal suerte que se abandone, de modo
fundemental, el servicio de proteocidén;, control

de explotacidn y vigilencia foreatal j

Vi- Faltas al ocumplimiento de las prestaciones y
obligaciones de oarfoter sccial que corresponda j
VII- Por vencimiento del plazo senalado en este
decretoj

Viil- Por disolucién o liquidacién de la erpresa
concesionaria i
IX - Por usar sisrras oirculares después de un anv
de vigenoia de este decreto, para el amerrfo de
las maderas, sxcepto cuando se trate de
subprodustos 3

I- Por dejar de cumplir oon las obligaciones gque
impone sste decreto o cualesquiera otras que
correspondan & la concesionaria ¢ lmpliguen un
dano ¢ riesgo grave para la sdecuada conservacidn
Yy oxplotacidn de los bosques oconcesionades o una
alteracién esenocial de los fines y de los
trabajos industriales que justifican el otorgi-
miento de esta Unidad.
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Artfculo Vigdsimo Segundo. Loa mieblem, instru-
mental olentlfico, VO%%OulOI, rlanos, estudios
¥y dends objotos y Utiles del servioic téommico

de la Unided y se destinardn al servioioc forestal,
al concluir o desaparecsr la Unidad.

Transitory Clauses

Artfculo Primero. Ios aprovechamientcs de madera
podran sjeocutarse, desde luego, con cargo al
estudio dasonémico preliminar y a presentado y
mlentras se termina el Proyeoto de Ordenscién
Definitivo.

Artfculo Jegundo. No se sutorirzarf ningin apro-

vechanisnto de maders mientras la empTresa
concesionaria no otorgue la fianza a que se
refiere 8l art{culo 9° y no se integrs la Direo-
cidn de loas Servicios tdonicos de la Unidad.

Artfculo Tercero. El presente deoreto sntrars en

vigor a partir de la fecha de su publicacién en

ol "Dlaric QOficial® de la Federacidén.
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APPENDIX B

ACREBMENT FOR A LONG TERM UTILIZATION CONTRACT IN NIGERIA 1/

This Agresment made this day of .ec.. Dotwoon cieec fOr cvese FHative Authority
as. the traditional suthority on bshalf of the ocommunal owvners of the land hereinafter
referred to as the Orantor of the one part and ¥N. hereinafter referred ito as the
Company of the other part witnesseth that the parties heretc mutually oconvenant and

agree as follows 1

Rights granted

Pelling and
exiraction
Extension of area

Felling and
extraotion in
salvage arsa

In consideration of the due fulfilmant by the

company of all the terms and conditions of this
Agreemsnt 0f the Urantor in exercise of the powers
oonferred by Regulation 40 of tha Forestiry
Regulations made under the Foreatry Ordinance
Chapter 75 of the Laws of FNigeria 1948 herely
grante to the Company subjeot to the limitations
and restriotiona heareinafter oontained and to
the provisions of the Foresiry Crdinance and
the Forestry Regulstions exclusive permiasion

as to enter for the purposes hereinafltsr
stated upon the forest area desoribed in
Johedule I and shown on the map attached

as Annexure B and hereinafter referred to

am the Conocession Area and to fell any trees
to convert into logs,lumber or firewood any
tree 30 folled or any naturally fallen tiree
and to axtraot such logs,lumber or firewood
from the forest within an area not to exceed
+«se BQuare miles of the Conocession Area as
allocated in clause 4.

ts to enter upon the forest area desoribed
in Sohedule II and shown on the map attached
a8 innexure B and hersinafter referred to as
the Jalvage Concession Ares and to fell any
tree to convert into logs,lumber or firewocod
any tree 50 felled and any naturally fallen
tree and to extract such loge lumbser or fire=
wood from the forest over the whols of the
Salvage Conocession Ares.

i/ TEis azTeenment is an interesting exasple of & long term contract granted by local

authorities on tribal forest land.

Its olauses are particularly oconcerned with

the preservation of the righte of the local population (Art. 1}; with ocontrol of
logging by area (Art.4-5), with the determination of stumpage payments {(Art.9-10),
with the spscification of reasons for omncellation of the agreement mnd with the

definition of exploitation standards.

Wood removal in part of the ococnocession

area takes pleace under a salvage logging schems.




Construotion of
roads, railways,
bridges, buildings

Rights of the
local population

Previous
agreements

Timber for
official uses

Start and
duration of
agreement

Operations in
accordance with
forest management
plen

- 160 -

¢s to make such roads,railways and bridges
and erect such buildings as are necessary
within the Concession Area and the Salvage
Concession Area for the felling conversion
of all such loge,lumber or firswoond.

PROVILED

a. that nothing in this Agreement shall
interfere with the right of any native under
the jurisdiotion of {the Fative Authority to
take by permit any tres he may require for his
own use or for sale or barter so long as it

is oonverted into lumber or otherwire fashioned
or hollowed out for any purpose by hand power
only and is not exported from the lands under
the juriediotion of the Native Authority

exoept by the Company.

be that nothing in this Agreement ahall
interfere with the right of any native under
the jurisdiotion of the Fative Authority to
any free grant of forest produce t0 whioh he
Bay have been entitled previous to the sig-
nature of this agreement and subject te the
proviaiona of the Forestry Ordinance and the
Regulations made thereunder.

¢. that the right is reserved %o the CQovernor
of Higeria to take such logs,lumber or fire-
wood &® are required for the esmential works
of the Native Authority or the Government of
Bigeria if the Cowpany cannct supply these
requirements on commercial terms, but the
Governor of Nigeria shall only exercise this
right in emergency.

2. This Agresment ghall be desmed to ccme into
foroe on the first day of April 195. and shall
unless previcusly terminated under clause 14,
olause 16, or clause 17, terwinate on the thirty-
first day of March 197. after the expiry of a
period of tweanty-five years.

3. The Company phall coaform to the prescriptions
of and to any working or silvicultural ocontrol
required by & plan of forest management to Dbe
rublished ae the Idenre Working Plan with a
rotation of a hundred years divided into four
periods of tweniy—five years eaoh with control to
be exercised by the Chief Comservator of Forests
over the Company's fellings by area felled and
regeneration operations t¢ be oarried out by the
Forest Department under the supervision of the
Chief Comservator of Forests.
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4o The Company is mllo¥ed a felling area of s.e.
square miles o¢f the Concesmion Area to be known

as the Felling Area being twenty=five annual
coupes, ona ooups for eaoch year of the twenty-five
Years of the lioence, and sll sxploitation
operations in the Concession Area shall be oon-
fined to that ares.

5. The Onoession Area shall be divided nominally
into a series of annual couper each ocovering one
hundredth part of the Conoession ATrea but the
looality of each of the twenty~five annual coupes
oomprising the Felling Area shall be decided,
declared and demarcated by the Company subject to
the approval cof the Chief Conservator of Foresats
and in such & manner that felling logging and
sxiraction operations may ordinarily ocommence in
one ne¥ coupe annually but the firet five of such
annual ooupes contiguously located may be declared
and worked as & Quinquennial ooupe. The Company
sball enter no amnual coupe in its Felling Ares
until a full five years after its declaratiorn and
deparcation except in the case of tha first five
annual ooupes which it may enter at any tiwe

after their declaration.

6. The Company shall fell and extract all Merchan-

table Timber as defined in Annexure A tc thie
Agreement in ite Felling Area by intensive annusl
fellings during the period of tweniy-five years
covared by this Agreement but at no time shall
the total area in which felling by the Company
has oeased under olause 7 exceed the total aren
of one annual ooupe multiplied by the number of
years of the period of thie Agreement whioh have
elapsed at the time exocept in the last five
yoars of the period of this Agreement,

PROVIDED that felling skall be ocommenced within
twelve months from the date of ocommencement of
this Agreement and that at the end of five Fears
frow that date five annual ocoupes shell have bsen
felled and that, should the rate of working there-~
after fall more than one year in arrear of the
nornal rate of one annual coupe,a year without
the express permiseion of the Chief Conservator
of Foreests the Company shall be deemed to have
broken the terms of this Clause reqQuiring in-
tenaive annual fellingse.

7+ The Company shall osase felling and abandon
all work in each anpusl ooupe of its Felling Ares
exoept as permitited or required by the Chief
Conservator of Foresta at the end of three years
from the date on which it oommenoced work in that
ooupe or in the case of the first five annual
coupes being worked as & Quinguennial coupe at
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the end of five years from the date on which it
commenced work in that gquinquennial ooupe but all
fellinge and extraotion shall ceass on the termi-
nation of this Agreement. Any timber remaining
in = ooupe ghall be at the disposal of the Chief
Congervator of Forests.

8. Permiasion to carry out advance fallings of
overmature iTees may be requested by the Company
from the Chief Censervator of Foresta but must
be approved and marked by the Forest Officer in
oharge of the Working Plan operaticns before
felling. Advance fellings may also be required
by this Forest Officer for reasons ¢of forest
improvement and if not aocceptsd by the Company
shall be allocated by the Foreat Officer at his
discretion to other cperators.

9, The Company shall pay on demand to the Chief
Conmervator of Foreste on behalf of the QJovern—
ment of Nigeris in the case of fees and on behalf
of the owners in the case of royaliies faees and
royalties asesessed at rates for the time being in
foroe as laid down by the proper authority for
the Forest Reserves in which the Concession Area
is situated and for the area in whioch the Salvage
Concesnion Ares is situated on all trees logs,
lunber or firswood which are defined as merohan~
table under Annexure A or which the Company
extraote from the forest or sells or uses in the
forest.

PROVIIED that at the end of each five=year period
fess and royalties shall be paid upon the merohan-—
table contents of any tree of those apecies
dofined as merchantable in Ammexure A to this
Agreesment which is left standing or felled in the
Felling Area but not axtraoted from the area when
felling ceases under olause T ~"in an annual ooups
or the gquinquennial ocoupe 1f the firat five annual
coupes are deolared as a quinguennial coupe under
clause 5.

10, Whereas the Company has furnisghed to the Chief
Conservator of Forests adequate security for the
payment of sum of ..o the following provisions
ghall bave effaot’s

a. If at the end of five years from the date of
oommsnoement of this Agreement or at the end of
any perlod of five years caloulated from the con-
clusion of suoh original veriocd of five years or
any subsequent suoh pericd the toial fees and
royalties paid by the Company,trees,logw,lumber
or Pirswood in the Conoession Area and Salvage
Conoenssion Ares shall fall short of an amount

of ¢¢e multiplied by the number of mquare miles
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worked in the Felling Ares from the date of
commencement of this Agreement to the end of that
period of flive years,the security shall be at once
increased by the amount of suoch shortage but the
seourity shall be inoreased once onrnly for the same
shortage.

b. If at the snd of any subsegquent period of
five years the tctal fees snd royaltiess paid as
described above in this Clause exceed an smount
0f o0 multiplied by the number of square miles
worked in the Felling Ares from the date of
connmencement of this Agreement %o the end of that
fifth year then so much of the seourity as exoeeds
the original L... up to but not exceeding the
amount of suoh exoess shall be relsased to the
Company e

0. On the termination of this Agreement final
adjuetment shall be made and the squivalent of
any shortage from an amount of £ ... Eultiplied
by the number of aquare miles worked in the
Felling Area during the term of thie Agreement
shall be paid by the Company to the Chief Con-
servetor of Foresta on behalf of the Uovernment
of Figeriae and the sureties shall be released in.
respect of any balance or the balance of any de-
rosit refunded tc the Companye If there is no
such shortage the sureties shall be released in
respeot of any balance or the balance of any
deposit refunded to the Company. If thers is

no such shortage the sureties shall be released
in respect of the whole sum and any deposit made
shall be refunded to the Company.

11, VWhen the afore-mentioned minimum of £ cee

for saoh sgquare mile of forest of the Felling Area
worked has not been realised but the Company
alleges thet 1t was only prevented from felling
ag much timber as would bhave produced such minimum
sum by reason of the impoverishment of the forest
by pest fellings before the commencement of this
Adgresment or by tbhe Intrineic poverty of the
merchantable timber contente of the forest, the
ocase shall be submitted to the Chief Conmervator
of Foresta who will if satisfied authorise the
reduction of the rate of £ .. t© the sguare mile
#o that the Company is not penallased by olrouwn~
stances beyond ites oontrol.

12. ¥Whereas the Company has also furnished to. the
Chief Conservater of Foresis adegquate security

for the payment of a sum of £ ... the following
provisions shall have effeoct 1
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as If the Company abandons timber operations.

in the Felling Area before the expiry of this
agreement it shall pay to the Chief Conser-
vator of Forests on behalf of the Jovernment
of Nigeria by way of agreed damages the sum
0f Leo+r for each remaining year of the term
of thie Azrsement after the year of abandon=-
meént.,

be At the end of each completed yesar of the
term of this Agreement oalculated from ite
commencement s0 long as the Company continues
timber operations in its Felling Area within
the terms of this Agreement and to the satip-
faction of the Chisf Conservator of Forests
£e.s 0f the gocurity shall be releassd to the
Company e

13, The Company shall make provision for the
training and employment of Idanre Technioal
Aasiatants in its work and shall do all in ite
power to foster oco-—cperation with local industry.

14, The Company shall surrender any existing
timber liocence held by 1t in the Concession and
Salvage Concession Aveas at the date of this
Agreament 1

PROVIIED

as that if it 1is announced by notice in the
Cazette with the approval of the Jovernor
that the Idanre Working Plan ham been or is
to be abandoned before the expiry of the full
term of the Agreement this Agreement shall
terminate within three months after such
announcement and no further rights or
liabilities shall accorue under the terms of
this Agreement after the date of such
terminstion

bs that the Grantor shall within three
monthe after such anncuncement grant a new
timber licence to the Company for the areas
desoribed in Schedules I and II of this
Agreement on the same terms as the {imber
licence by the Company which seid new timber
licence asball be conditioned to expire after
the period of years for which the timber
lioence so surrendered would have resained
in foroe at the time of surrender

PROVIDED also that the termination of this Agree-
ment under this Clause shall be without prejudice
to the right of the Company under Clause 13, or
to any liabilities whioh either party may have
incurred before such termination
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PROVIDED also that should thia Agreement remain
in force for ite full term of tweniy-five years
as provided for in clause 2, the Company sghall
have no further rights in the Conceasion or
Salvages Areas except those which mey be oreated
by aubsequent agreement.

15. The Crantor shall advige the Company on ese
or a8 soon as poasible before that date of the
allocation of foreat if any which he may propose
to offer to the . Company for a further period
commencing on the expiry of the full term of this
Agresment and of the terms of such allocation.

15+ The Grantor with the approval of the Governor
may terminate this Agreement excluding the provi-
sions of clause 18, and without resumption by the
Conpany of its rights undar an individual timber
licance as they exist at the date of this Agree-—
menty

de if the Company,its agents,servantae or
workmen, fail to observe any term or oondi-
tion of this Agreement to an extent which

in the opinion of the Covernor with the
advice of the Chief Conservator of Foresata
to whom the mgtter shall bs submitted renders
impossible the proper working of the Idanre
Working Plan

PROVIDED that if the Grantor terminates this
Agroement as herein provided on account of
the failure of the Company to the axtent
hereinbefore mentioned to observe the terms
of clause 6, requiring the Company to fell
and extract all merchantable timber in the
Felling Area by intensive annual fellings,
the Company shall be deemed to have
abandoned timber operations and the pro=-
visions of olause 12 ghall thereupor have
effeot

be if the Company beoomea insolvent or its
businesa shall be wound up or go into
liquidation.

17. The Company may terminate this Agreement
excluding the provisicns of oclause 18 at any time
without resumption of its rights under an indivi-
dual Timber Licence as thay exist at the date of
this Agreement by giving the Crantor six months!
notioce in writing of its intention to do ao and
by meeting all liabilities inoluding the agreed

‘damages payable under clause 12.
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18. On the oonclusion of the period specified in
olause 2, or on the termination of this Agreement
under clause 16, or clause 17, as the case may be,
the Company thail be given such reascnable tice as
in the opinion of the Chief Conserwvator of Foreats

"is necessary to allow it to dispose of such

buildings, miils, railways, wharfs or other struc-
tures ereoted for the purpose of its business
undsr this Agreement as are standing on land &t
the dispoesal of the FHetive Authority. Any such
buildings, mills, railways, wharfs or structures
not disposed of by the Company within the reason-
able time allowed under this Cilause shall beoome
the property of the Government of Nigeria.

19, The rights oconferrsd by this Agresment shall
not be tranaferred by the Company wholly or in
part for all or any part of the pericd of this
Agreesment except with the oconsent of the Urantor
and the Chief Conservator of Forests firet
obtained.

( omitted )
( omitted )
( omitted )

Schedule I 1 Extension of granted arez
Schedule II : Extension of salvage arss
Ammexure A 1 Definition of merchantable tizber
Aznerure B 1 Map of granted ares
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APPENDIX C

STANDARD FORM FOR TIMBER LICENCE AGREEMENTS FOR LONG TERM

FOREST CONTRACT 1f “HR PHILIPEINGS 1/

Thime Agresnent made and sntered into by and bstween the Secrstary of Agri-
culture and Natural Regources, for and on behalf of the Republioc of the
Philippines, hereinafter referred to as PARTY OF THE FIRST PART and NN. a
Corporation duly organized and existing under and by virtue of the laws of the
Philippines and duly licensed to transaot business therein, with main 0ffioce
8t sse hereinafter referred tc as PARTY OF THE SECO¥D PART.

Prelinminary
considpr;tionl

" Granted
rights

‘Extension
of arsa

Final deocision
on location of
boundaries

( omitted )

Now therefore, in consideration of the foregeing
prenmises, and of the convehants and oonditions
atipulated the PARTY OF THE FIRST PART represented
by the Seorstary of Agrioul ture and Natural Re-—
sources, aoting under authority vested by law,
hereby issues to the PARTY OF THE SECOND PART an
exolusive lioence to out,; collect and remove
timber, from the date of this licence agreement

t0 see from the part of the public forest in the
Yunioipalities of ... desoribed as follows :

{ omitted )}

Thim license is granted to the PARTY OF THE
SECOND PART upon the following expressed
oonditionse

ls That the PARTY OF THE FIRST PART may amend or
alter the descriptions of the boundaries of the
area covered by this lioence sgreement to conform
with official surveys or subsequent adjustments
by the Bureau of Forestry and that the decision
of the PARTY OF THE FIRST FPART as to the exaot
location of the said boundaries shall be final.

f? The ociauses of thie agreement are partiocularly concerned with the surveying and
demarcation of concession boundaries Elrt. 1-2) with the determination of the

capital to be invested in operations

Art.3), with the employment of forest guards

and forest professionals (Art.6 and 9), with the right of inspection and control
(Art.10,20,21, and 22), and with the responsibility for forest protection. The
agreenent lncludes also detailed provisions on forest managemant (Art.ll-l}} and
logging on & selective system (Part II of the Cutting Rules, see Appendix D).
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2. That should the need arise for any further
survey of the boundary, the PARTY OF THE SEGC¥D
PART shall wundertake the surveying and laying
on the ground the boundaries of the concession
under the supervision of a oompetent forest
offioer, the survey of said boundaries shall be
submitted to tha Idrector of Foresiry through
the District Forester concerned, for approval,

3» That the PARTY OF THE SECOND PART shall pro-
vide a capital of at least s.. for ‘the immediate
prosecution of the work authorized by this agree-
ment, which oapital ehall, i1f neoessary, be in-
oreaped sufficiently to properly operate the
sald buginess in said forest tract under proper
method of outting, ovllecting and removing the
forest produot herein specified; and shall ful-
fil all other requirements hereinafier provided;

4« That the PARTY OF THE SECOND PART sball pay
t0 the Bureau of Forestry an annual licence fee
of o.e¢ The amount may be amended or altered

depending on the ocomputation of said fee appli-
cable to the year to which the fee is paid for.

5. Ae a guarantee for the faithful performance of
the oonditions of this liocence agreement, the
PARTY OF THE SECORD PART hereby delivers a bond
in the sum of e.. and agrees that the bond given
in this lioence agreement aball, upon failure on
ite part to perform all and singular con-
ditione and requirements herein set forth or
made part hereof, be retained by the Republioc of
the Philippines to be applied, ass far as pay be
to the satisfaotion of the obligations assumed
thereunder; and the PARTY OF THE SECOND PART
further agrees that should the sureties on the
bond delivered therewith or any bond delivered
hereafter in oconnection with this agreement
become unsatisfactory to the PARTY QOF TEE FIRST
PART, the PARTY OF TEE SECOND PART shall with-
in thirty (30) days of the receipt of demand,
furnieh & new bond with sureties solvent and
satisfactory to the PARTY OF THE FIRST PART.

6. That the PARTY OF THE SECOND PART shall pay,

in a manner designated by the Direcior of Forsstry,
the salaries of not less than 8ix (6) ooncession
guards wino phall be deputized as forest guards

by the PARTY OF THE FIRST PART and shall be
employed under the direot supervision of the
Dirsotor of Forestry or his repreaentative, In
praventing kaingin making 1/, fires and otber
forest destruction within and oontiguous to the
area smbraced by the lioence agreement. The

1/ Kaingin 1 looal expression for shiifting cultiveation.
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salary of each concesaion guerd shall, in no ocases,
be lower than which is Bet by the Kinimum Wage
Law per annum,.

T« That the PARTY OF THE SECCND PART shall leave
undamaged, in the course of timber extractions,
trees to be left for growing stoock or fell only
such trees that are seleoted to bs out im perma-—
nent forest lands by duly sutborimed foremst
officers and shall cut, colleot, and remove &
minimum 6f «es cubic meters and a marimum Of es.
cubio meters of timber, government net scale,
each year to be removed from the public forest
for the regulated annual cut for suatained yield
purposes; provided, however, that the PARTY OF
TEE SECOND PART shall not be required $o comply
with the said minimum in the event of recesamsion
of prices of logs and or wood products and the
existence 0f other factors that may force the
PARTY OF THE SECOND PART to limit its logging
operations im the said forestj and in no case
the anmual maximum cut exceeds the sustained yield
capacity of the forest by seleotive logging or
approved timber management system as determined
by the PARTY OF THE FIRST PART.

8. That the PARTY OF THE SECOND PART shall dis—
pose of its mnnmual log production as echeduled in
ite tiober managewment plan, duly approved. In
this regard, the PARTY OF THE SECOND PART shall
maintain its bandmill or +.., as may be regquired
to utilize such portion of its annual allowable
cut for local processing.

9. That the PARTY OF THE SECOND PART sball
maintain a foreatry department to take charge of
tinber management work in the concession under
the conditions prescridesd by the Bureau Forestry
and in coordination with Timber Management
Officers. The PARTY OF THE SECOND PART shall
enploy neceasary number of tree markers to
assure that all set-ups are tree marked. No
unit or set—up marked to be logged shall be
abandoned unless completely logged.

10e Tha*t the PARTY OF THE SECOND PART shall allow
the sniry of employeae of the Bureau of Forestry
or duly comstituted suthorities in the concession
ares and provide the necessary assiatance such

as transportastion, equipment, supplies, labor
materials, and so forih, solely for the imple~
mentation of or for otber forestry work and
inspection.

ll. That carrylng on the business authoriged
by thie licence agreement in ocutting, oolleocting
and removing timber in said forest tract, the
PARTY OF THE SECONRD PART shall strictly comply
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with ite timber sanagement plan and subsequent
revisions thereof to attain sustained yielid, the
provimions of Aot FNo. 2711, known as the Revised
idministrative Code; the forest regulations and
all other laws, rules and regulations now or
hareafter to be in force governing the management
and protection of the forest xnd the autting,
colleoting, removing of forest products. ZEvery
fisoal year the report on the progresa and
development of and adherence to the logging plan
shall be submitted for checking and appraisal by
the Director of ForestTy.

12. That the PARTY OF THE SECOND PART shall pay
three times the regular forest ocharges plus the
regular forest and reforestation charges, infor—
mation fund oharges on trees nesded for the
future growing stock which are unnecessarily
demaged in logging or injured through ocareless—
ness of the PARTY OF THE SECOND PART.

13, That the PARTY OF THE SECOND PART shall under-

take gupplementel planting of species of trees

in msuch portion of the forest tract that are
dosignated by the Bureau of Forestry or his
authorized representative am not capable of
successful restocking by natural means. For this
Purpose, & planting plan shall be submitted by
the PARTY OF THE SECOND PART for the approval of
tha Burseu of Forestry.

14, That the Dirsocior of Forestry or his duly
authorized Trepreswentative may suspend or stop the
logging operation of the PARTY OF THR SECCHND PART
whan there is a serious violation of rules and
regulations which endanzer the continuity and
productivity of tha forest.

15. That the PARTY OF THE SECOND PAET shall bde
responsible im protesting the ares from illegal
kaingin making or entry in any portion of its
concesslion. It shall instTuot ite employees,
agents or perscns under its ocontrol to refrain
from making illezal clearing in any portion of
the concession, Any suoch saployee, agent or
perscns violating this provision shall be
subject 10 dimciplinary action or dismiseal for
the employ or tusiness of the PARTY OF THE
SECORND PART after dud prcoess as provided for

under its colleotive bargaining agrssment and
sxisting lawa.

In this regard the PARTT OF THE FIRST PART shall
place ite smployees at the disposal of forest
officers in fighting forest fires and suoch other
opeTgency cases whea found necasa&Try¥.
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16. That the PARTY OF THE SECOND PABRT skall sub~
mit all timber for measursment and appraisal at
such place or places in the woods or at the mill
before disposal or procsasing as may be approved
by the Bureau of Forestiry.

17. That the PARTY OF THE SECOND PART shall sub-
wit for approval by the PARTY OF THE FIRST PART
the names of other persons or entitles as well

as their addressss, naticnality and capital im-
vested who may later join the PARTY OF THE SECOND
PART.

18. That the holdings or claims of any person or
entity which may be found within the area granted
under this liocence shall be respected until the
legal status of the area shall have been decided
by proper autborities.

19, That the PARTY OF THE FIKST PART reserves the
right, when public interest mo requires to desig~
nate from time to time such area or areas, within
the territory covered by thls licence agresment,
to be claspified and certified as alienadble and
disposables for disposition under the Public Land
lay or for legal occupancy under Seotion 1838 of

Act 2711y and that on much area or areas designated

ap slienable and disposable, all merchantable
troee shall be ocut and, inaofar as practicable,
logging sball be oompleted in such areas within
specified periodsof tire, as may be required by
the PARTY COF THE FIRST PART befors it is begun
on other areak.

20. That #ll records of the PARTY OF THE SECOND
PART pertaining to the logging and milling
ocperation shall be opened to inspeotion at any
tine by a forest offiocer duly authborised by the
DIirector of Forestry to make much inspectiocon with
the understanding that the inforsation obtained
ahgll be regarded as confidential.

2l. That the ocomplaints Dby the PARTY COF THE
SECOND PART as {0 any action takern by a Forest
Cffioer inspeocting thie agresment ahall mot be
considered unless pade in writing within sixty
(60) daye from the date of much action to the
PARTY OF THE FIKST PART whose decision shall be
finsl. '

22« That in the event of the violation by the
PARTY OF THE SECOHRD PART, or iis agent,; employees
or other persons operating under this licence
agreexont, act No. 2711, knocwn as the Eevised
Adwinistrative Code, forest regulstions, other
laws, regulaticns or instruotions now or here-
after to be ip foroce governing the management
and proteotion of foremstis or of the terms of this
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licence agresment, and in the event that after
written warnings by the PARTY OF THE FIRST PART
to the PARTY OF THE SECOND PART, and the PARTY
OF THE SBCOND PART fails to stop the violation

. referred to; or in the event that the PARTY OF

THE. SECOND PART or its agents or other persons
operating under this licence agresment commit an.
aot tending to influsnoe or to induce a forest
offiocer, direotly or indireotly, to wiolate
sXisting laws and regulations, the PARTY OF THR
FIRST PART may declare thia licence agreement
null and void, or it may levy upon the bond in
whole or in part, or hoth, as penalty for the
viclatictie as provided for by existing laws and
regulations, and in suoch case, the oonditiona of
the hond therein referred to may be deoclared
broken, and the prinoipal and sureties on said
bond shall be liable within the amount of bomd
for any damage assessed by the PARTY OF THE FIRST
PART cocasioned by reasona of such violation,

23+ That the PARTY OF THE SECOND PART shall limis
the acquisition and use of logging machinery and
equipment to theme just sufficient %o what the
forest area can give in annual allowvable out and
only those machinery and or equipment, the use or
purchase of which shall have been previocusly
approved in writing by the IMMrector of Forestry.
Further moquisition of logging machinery and or
squipnent inocluding any replacement of any un-
sorvicesble unit is hereby prohibited without the
prior approval im writing of the Director of
Forestry. This prohibition does not inolude
acquisition of wire ropes, and othar scoessories
and spare parts.

24. That the PARTY OF THE FIRST PART may, st any
time, reduce the area ocovered by this licence
agresment in cass the PARTY OF THE SECOND PARY
faile to comply with any of the proviaions of
Paragraphs, 2, 3, 7 and 8 of this licence agree~
ment. " e

25« That the cutting rules appended hereto and
any subsequent amendment therete and those amend-
ments to this agrsement, are part of this agree-
ment and bind the PARTY OF THE SECCND PART to
atriotly ocomply with them.

26. That this licenoce agreecment is non=transfer—
able and non=negotiable and shall terminate upon
the date spaciiied or at any sarlier date for
ocauss Subjeot to renewal for amother twenty-
five (25) years under the option of the PARTY

OF THEE PIRST PART.

In witness thereof, the PARTY OF THE FIRST PART
has heresunto set his hand at <. this day of ,.e
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APPENDLX D
#DEFINITION OF MERCHANTABLE TIMBER" 1/
Periodical l. The term of thie Annexure may be amended from time to time
reviasion Ly agreement hetween the Company and the Native Authority
aoting under the advios of the Chief Conservator.
Definmition 2. JMerchantable timber is defined as a straight log of any
of tree of the underncted species not less than 12 feet long
nerohantability and not less in girth messured under bark at its small end
than the girth whioch is shown below against its partioular
species
or

a straight log not leass than 12 feet long and not less
than 7 feet in girth measured under bark at its amall end
in the cass of logs from any tree of a species not listed
below when any msuch tree is felled by the company.

o&io: Wnigpua Eerohantable

Girth at Small End
Entandrophragma cylindrioum Sprague Foet

Entandrophragms angolense var,
maorophylium (A.Chev.) Harcs
Entandrophragms ocandcllei Hermse
Lhaya ivorenaisg A.Chev.
Fhaya grandifolicla C.DC.
Lovoa Klaineana Pisrre ex Sprague
Chloropbora exocelea Benth. & Hoock.f.
Sarococephalus diderriohii De Wild.
CGuarea thompeonii Sprague & Hutoh.
Cuarea cedrats (4.Chev.) Pellegrin
Cistanthera papaverifera Ai.Chev.
Terminalia ivorensis A.Chov.
Triploochiton ‘soleroxylon K.S3ochum.
Qosswellerodendron balsaniferum Harme

=1 AT Oh Oh OAAR GRAIANAR O On
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PROVIDED
Definition of i= That any log with the following or less than the following
straight log. deviations from the stiraight sball be oconsidered siraight for

the purposes of the above definition

a. For logs below 8 feet midgirth under bark a marimus
deviation of Y4 inch multiplied by the number of feet
in length of the log.

be For logs from 8 faet to 10 feet midgirth under bark
a maximum deviation of Y2 inoch multiplied by the number
of feet in length of the log.

¢« For logs from 10 feet 1 inch to 12 feet midgirth

1/ These provisiona, attached %0 the Higerian long term agreement presented ip
Appendix 3B, offer an excellent ozampfc of detailed definition of utilization
standards.
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under bark a maximum deviation of 3/4 inch multiplied
by the number of feet in length of the log.

d. For logs over 12 feet 1 inch midgirth under bark a
maxipur deviation of I inch multiplied by the mumber of
feet in length of the log.

The above allowanoces refer to logs whioch deviate from the
ptraight in one direotion only. If a log deviates from

the straight in two opposite directions, the log shall only
be olassed as Straight 1f the sum of the maximum deviations
from the straight in each direction is not greater than the
allowances stated above.

ii~ That if a tree is not so orossout as tc ensure that as
muoh perohantable tizber as possible is obtained from it,
its merchantable oontents shall be assessed as if it had
been 80 cromscut.

1ii-= That a 10og shall not be olassed as mexrchantiable if in
the czee of a log lema than 9 feet midgirth under bark more
than ope-third of its wlume is mubject to a major defect
a8 defined in asction 3 of this Annexure or in the cass of
a log more tharn 9 feet midgirik under bark more than half
its volums is subject to0 the said major defects.

iv~ That a log sball not be svlassed as merchantable if the
volume of its heartwood is less than two-thirds of the
volune of the log under bark.

v~ That a log shall not be classed as merchantable if the
diameter of any Branoh Knot, Decayed Enot or Hole oxr Deocayed
Burr or the sum cf the diameters of such defeots exceads
half the groses diameter of the log under bark at its small
end. Pin Knots shall not te considered a defeoct.

Major defeots for the purposs of Proviso (iii) to Sectiom 2
of this Annexure are the following

i~ Heartshake, Esart decay, Holes,Splits, Shatters, Caloi-
fioation, Dry-rot, Decay, and parasitic damage measured by
the volume of timber affeoted hy such defect.

ii- Ringshake measured by the wolume of timber outside the
Bingshake whore the Ringshake is nearer the circumference
of the log than the centre or within the Ringshake if the
Ringshake is nearer the centre than the cirocumferencs cf
the log 3 )

PROVIDED that where a log ham twe or more defeois none of
whioh in itself would sxclude a log from classification as
merohantable under Seotion 2 (ii1) of thim Annexurs, the log
shall not be classified as merohantable if the total wolume
of timber subjeot to suoh various defeots is greater than
one-third of its gross volume in the case of logs less than
9 feet midgirth under bark or one-half of the gross
volume in the oase of loge more than 9 feet midgirth.
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Dotermination 4« The volume of merchantable timber shall be assessed in oubio
of feet by multiplying the length of the log measured from end
merchantable to and at its shortemt length to the nearest foot by the
voluge squars of the quarter girth measursed under bark at the

middle point between the two enda of the log in inches to

the nearsst inoh,the quotient being divided by one hundred
and forty—four. The girth of a log misshapen at its mid-

point shall be the average of its glrtha on either sids of
the malformation. A fluted log may be trimmed sc that its
true girth can be measured s

Mesguremsnt of PROVIDED that the volume of timber not olassified as

unmnerchantable merchantable under this Anmnexure but nevertheless removed
timber removed from the forest or sold in the forest by the Company shall
by the grantee be measured by the method described in paragraph 4 of this

Annexure in the case of timber removed in the log but in
all other cames as true volume of sound timber free from
defects as defined in Seotion 3} and from Branch Enots,
Decayed Enots, or Holes, or Decayed Burrs, but 3apwood shall
not be clessed as a defeot for the purpose of this Provimo
if the timber is removad from the forest or sold in the
forest together with ite sapwood.



- 17T ™

APPENDIX E

CUTTIEG RULES A3 APPLYED AT PRESENT IN TEE PHILIPPINES 1/

I Definition of terms t

1.

2

3.

4.

1,

2.

"Sustained Yield" by selective logging in &ccordance with the established
policy, method and plan of forest management implies oontinous preduction
with the aim of aohieving net growth and harveat.

"Jelective Lozzing" im the removal of mature, over-mature and defective
trees in suchk a manner as %o leave uninjured an adequate nuamber of trees
and volume of haaliby thrifty residual irees of the ocommercial species and
other tree species necessary to assure & future crop of timber and forest
oover for the protection and oonservation of soil and water.

"Healthy Hesidual Tree" im & tree of the ocuommercgial species in wigorous stage
of growth; froe of disease and with a straight, clesr bole.

"Compotent Forest Officsrsare forest officera trained and aasigned in the
praotIoaa of Seleotive logging, such as timber munagement offiocers and timber
nanagenent assistants and higher forest officers having responsibility end
supervision over the implementation of selsctive logzing and sustained yisld.

Other Terms used in the liocenpe agresment and thess cutting rules not herein
daTined snell be interpreted bty the Director of Forestry and asuch inter—
pretation sbhall be considered final or as much as posaible as defined in
accepted forestry terminology.

3ilvioul ture

In publioc foresta no outting of any trees or logging operations shall be
oonduoted unless ithe area is trees-marked by authorized foreet officers.

Yhere tree matking is already praotised in public foreet 3

a. XNo tree ¢of any diameter marked by a foreat offioer within the 1limite of
the minimum indioated in Paragraph b. below for residual growing stock
sesdling or protection purposses ghall be out, damaged or injured.

be 4 Einimum of 60% of the mumbar of available residual trees of the
Philippine Mahozany and other softer dipteroccarps. Dipterocarps and
Anisptera spscies and other species commonly sawn, in the 20-50 centimeters
diameter class grour and 40% of the 60-80 centimeters diameter clase group,
shall be left standing and uninjured after logging except malformed and
unscund trees.

- 6 No felling or yarding shall commence where tree maTking has not been

finished.

These Cuiting Rules apply to all agreements granted in the Philippines and are
attached to the standard agreement pressnted in Appendix C.
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The ocutting of trees valuable for residual growing stock, seedling or pro=-
teotion purposes left standing in logged-over areas within permanent timber—
land is prohibited.

Runways for yarding oable ghall be limited in width necessary for the passage
of end-cheaked loga. Oullies, ravinces and c¢reeks axe preferable for cable
waysj therefore, no residual marking shall be practised in these areas.

No undersized trees shall be ocut in areas that are still being logged or are
to be logged for railroad ties, skide, telephone poles and piles and for
building and other construction purposes, except on the road rights-of-way
or in certified agricultural areas, and no residual trees will be marked in
those excepted areas.

Felling wedges must be usmed for effective control or directiom of fall to
aave trees desired to be left undamaged.

In rough couniry, logging roads shall be minimized by the use of the
swinging system.

The "econtract system"™ of falling and yarding operations shall not be
employede.

Treee shall be felled away from reserved or marked trees and clumps of
young growih and not into or aocross such clumps.

Bilg defeotive trees having 2/3 of their boles unmerochkantable shall not be
felleds, They shall be killed gtanding either by girdling or other means
axcept firs.

Donkey set-ups, roads and main skidding trails shall be carefully located
and shall be resiricted to the minimum necessery for operations. The safety
radius around spar irees shall not exoeed thirty (30) meters and no re-
siduals will be marked in these roada, trails or safety areas.

Clearing for landing sites shall be reduced to the minimum necessary and
indiscrimnate and unnecessary swamping shall not be allowed.

Skidding traotors shall be confined to skidding trails and backstrip trails
previously laid in going to and from the landing.

All guy linss from spar trees and gin poles, and cable rigging, shall be
si;ng to stumps, and trees which are to be fellgd or trees of non-commeroisl
valuee.

Total clearings in right-of-way for logging roads shall be limited 4o the

roadway in permanent forest land. Seleoted residual trees, saplings, and

other reproduction of softer Dipterocarpe, Dipterocarps and Ani soptera

species or fast growing commercial specles in the remaining width of the.
rights—of-way shall be left standing and uninjuredj all other trees in-

cluding Apitong may be out. For truck and railroads, the righta~of~way |
shall not exceed fifteen (15) meters from sach eides of the center line '
of all the rcoada.

Undersized trees or trees designated to be left in accordance with the
parking criteria whioch are out or unnecessarily damaged or destroyed in
the process of logging shall be paid for at four (4) times the Tregular
foreat charges and,in addition thereto, the regular reforestation chargea.



17.

18.

2 1179 -
Unless mot authorized under special licence, the cutting of trees bearing
edible fruits is prohitited (Art. 2911).

¥o almaciga treep shall be cut, except under expressaed autborization Ty
the Ddireotor of Forasiry, previously granted.

III Utilization &

The following prectices shall be observed in order to seture maximum utilization
of tiwber.

ole

3.
4e

5,

6.

Tea

To cut the trees at a height from the ground not exceeding its diameter at
brezst height. A butiressed tree should be out not higher ithan the top of
the main buttress.

The following shall be cut, or removed and utilized and paid for at theé
regular rate ¢

®« Morchantable tops to & diameter of 30 centimeters. (twelve (12)
inohes, approx.),

b, 41l merchentable trees cut in the road righte—of-wdy allowed under
Paragraph 18, Provision Fo. 11 of this rule. -

¢. Merchantable trees, not designated to be left where tree-marking is
practised, each containing at least two (2) S5-meter logs still standing
but o seriously injured or knocked down in logging as to make them
useless for protection or seed trees.

de All merchantable snags if found profitable to remove after fellinmg.
Ho tree shall be left lodged in the procass of felling.

To cut the logs into proper lengths so a8 to avoid waste of merchantable
108‘80

loge less than 33 ¥3% of their gross volume scund in the ocase of the First
Group and less than 50% sound in the second Group and Lower Group may,
bowever, be left in the woods as they are not to be charged for.

Insofar as practicable, to buck logs sc as 1o avoid serious eplits which
mey not be allowed for in scaling.

411 felling and bucking shall be done with saws. Use of axe in meking the
under~out may, however, be allowed.

I¥ Protection 1

1.

Protection of the licence area from unlawful entry and illegal cutting ahall
be the responsidility of the PARTY OF THE SECOND PART; to this effect, the
PARTY OF THE SECOED PART shall employ an sdequate mumber of permanent con=—
oepsion guards. Said PARTY OF THE SECOND PART is given authority t¢ bring
forest viclations under Seotion 2751 of the Revised Adminietrative Code

ae amended directly to the proper prosecuting authorities. Ite legal
counsel shall be designated as speocial attorney pursuant to Seoction 1636

of the same oode. Likewise, the concession area must be divided into patrol
sectors 1o be manned by the above-mentioned concession guards duly deputised
by the PARTY OF THE FIRST PART. Thesa concession guards shcould reside in
their assigned goctors and be provided with houses by the PARTY OF THE
S8ECOND PART.
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2., All precautions shall be exercised %o prevent the mtart of spread of fire in
the ares.

3, During the fire season; s special patrol along the roads and other places in -
and around the conoession where the fire risk is great shall be maintained,
the end in view being to deteot and suppress promptly any fire that may start
from whatever cause.

4. Experimental plots established by the Pureau of Foresiry in the conceasion
shall be proteotied from any entry, cocupation, kaingins and cutting whateo-
Iver.

¢

Agricul tural areas @

l, In agricultural aress, all merchantable timbsr regardlesa of sige or species
ahall be cut and utilized under expressed muthority of the Direotor of
Forestry."Merchantable™ in this smense is understood to zean all timber which
can be logged with profit.

2. As far ss practiocable,logging shall firat be confined to agrioultural areas:
before operations in absoluts forest lands are begun.

Basement 13

All permanent rails; rights—of-way or cther easements which pass through or
adjoln the logging areas shall be kept from obatruction of any kind for publie
use.
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APPENDIX F

OUTLINE OF A MANAGEMENT PLAN FOR 4 LONG TERM CONTRACT

CRANTED IN VENEZUBLA 1/

INTRODUCTICH

Chapter 1 s General Aspeois ¢ Name of granted area. location of boundariea,
total area, ownership, history, altitude, topography, drainage,
precipitation and temperature, soils, ecclogiocal classification,
goneral vegetation, foreat types, road system (present situation
and future developuent).

Chapter 2 @ General Aspeots of Forest Inventory.
. 2.1 Objeotives of inventory.

2.1.1 Quantity and quality definitions
2.1.2 Stratifioation
2.1.3 Volume of averasge trese

2.2 Invontory Method.

2.2.1 Aveilable mapas and asreal photographs
2.2.2 Sample plots
2:2.3 Data oocllected

2.3} Previous inventories.

2.3.1 (ranted area
2¢3¢2 Adjacent areas

Chapter 3 1 Results of Inventory.
3.1 YVolunes.

3.1.1 Total coverage

3.1le2 location of sample plotis

3.1.3 Error caloculation

3e1l.4 Total average volume per hectare, wolume per diameter
alass, volume per specles for the whole unit.

1.2 Stratification according to esoconomiocally important species @
Total area of distribution, average volume per hectare, sampling
error for this volume, total exploitable wolume in the unit.

1? The management plan covers in partioular forest inventory, the determination of
the anm:al allowable cut, the determination of minimur silvicultural requirements,
a detailed specificatior of the costs of forest management and the problems of '
gontrol and protection in the granted area.



Chapter 4

Chapter 5

Chapter 6

Chapter 7

Chapter 8

i

3.3
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Btratifioation acocording to species whioh eventually may be
utilised. (Same imformation as in seotion 3.2 for eaoch of
these species.

Silvioultural treatment.

4.}
4.2

4.3
4+4
4.5
4.6

Objective of managemsnt.

Bpecies represented and distributien of diameter
olasses for each species.

General desoription of milvioultural conditione.
Adims of futurs milvioultural treatment.
Mlvioultural methods t0 be applied.

Regeneration problems.

Exploitation operations.

Sek

De2

5.3
5.4

Basioe information.

5.1.1 Average volume per ha for the most important speoies.
5:1.2 Area of different forest types.

5.143 Cutting oycle.

5ele4d Minimum outting diameter for the different species:

Caloulation of the ammal exploitation volume for the
di fferent species.

Exploitation aystem.
Outting rmles.

Boonomioal Aspeots.

6.1
6.2
6.3
6.4

Markets.
Consumption ocentres.
labour foroe.

Costs s technioal studies for forest management, technical
supervision and forest poligy, forest administration, felling
and buocking, road oconstruction, tractors, mursery, regensration
and oleaning, transport tc prooessing unit, stumpage payments.

Administration, Control and Protsotion.

7.1
T.2

Adwinistration.
Control and Proteotion.

Sunmary of the most important dats and requirements.
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LITERATURE AND HELEVANT LEGISLATION ON POREST UTILIZATION COHTRACTS

A. PUBLICATIONS AND REPORTS 1/

A Long=Term Porest Management Contract Betwean the Southern Timber
Management Service and NN.
Tennessee Valey Authority, USA, 1955,

Appralsing National Porest Timber.

A ssparata of "Forest Service Appraisal Procedures, 3tandards and
Principles.

Foreat Servioce, U.3. DNepartment of Agrioulture, Washington, D.C., 1960.

Boletin Informativo para la Oferta de Areas.
Ministerio de Agricultura y Crfa, Direcoién de Reourmomz Renovables,
Caracas, 1965.

British Commonwealth Forest Terminology.
Empire Forestry Association, Oxford, 1957.

Forestry Handbook for British Columbia (2nd ed.).
Forestry Club, University of British Columbia, Vancouver, B.C., 1959

Forestry in Surinam.

National Progress Report 1960=64, rressnted to the 9th Session of the
Latin American Forestry Commission, Paramaribo, 1964.

Handbook for Forest Officers.
Forest Service of Trinidad, Port=of=3pain, 1961,

Informe de la Solicitud de Concesién.
Presentada por "Honduras Plywoed Company, S.A." por Franoisco Zamarriego
Crespo, Tegucigalpa, 1969.

Les activités d'exploitation et de transformation du bois de 1960=1964.
Fédération agricole et forestidre (PAF), Abidjan, 1964.

list of Timber Licences.

Wood Industries 1968, publishaed by the Philippines Chamber of Wood
Industries, pp. 72-82,

Report of the Royal Commission on Primary Forest Products in New Rrunswick,

Frederictown, N.B., 1964.

Report of the Neaw Brumswick Forest Development Commission.
Frederictown, N.B., 1957.

Technical (Guide for Foreign Capital Invesiment in Forestry.
(Includes the relevant concession legislation of Indonesia.)
Jakehutan Ditusa, Djakarta, 1968.

Wnite Paper of the Commission of Enquiry initc Concessions.
Government Printer, Acora, 1961,

1 Anonymous 1@
2 o H
3 " s
4 ® :
5 e '
6 " :
i A s
8 n :
9 & t
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14 " s
1/  Abbreviations 3
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Horld Foresiry Congress
British Commonwealth Forestry Conference
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Some Forestry Problems Peculiar to Tropiocal Countries,; with
Special Refarence to the Asia~Pacific Regiom.
6tk WPC, Madrid, 1966.

Porest Service Timber Sales : A Preliminsry Evaluation of Polioy
Alternatives.
land Bconomics, p. 205=218.

Who Should be Allowed to Hold Concessioms in Timber?
Technical Fewsletter, Vol, 3 (2), Forest Products Research Institute,
Council for Solentific and Industrial Research, 1969.

Porest Valuation.
NoGraw-Hill, New Tork, 194T.

Do National Forest Timber Appraisals Use Profit Eatios or Judge
Factors?
Forest Industries, 91 (2), 1964.

Forsgtier Tropicanl ogent—gur-Marne (Paris) @

Note sur les régines d'exploitation ferestidre dans les pays
tropicaux francophones.
Unpablished report, 1965.

Note sur le régime da llexploitation forestidre ou Cozsyorm Oriental.
Unpublished report, 1965.

Rote sur le régime da 1l'axploitation forestidre an Congo—Brussaville,
Unpublished report, 1965.

Note mar le régime de 1'exploitation forestidre en COte d'Ivoire.
Unpublished report, 1965.

Note sur le régime d'exploitation forestidre A Hedszasoar.
Unpublished report, 1965.

Hote sur le régime de l'exploitation forestidrs en République
Centrafricaine.
Unpublished report, 1965,

Note sur le régime d'exploitation forestidre au Séndgul.
Unpubl ished report, 1965.

Note sur le régime de 1l'exploitation foresiidre dans les pays
francophones du Sud~Est Asiatique (Cambodge et Sud=Vietnanm).
Unpublished report, 1965.

Prix de revient de l'exploitation forestidre en Clte 4'Ivoire.
1964.

Mergex in the Forest Prodmots Industries.
Journal of Porestry, Vol. 56 (2), 1964.

Forest Reservation Policies and Rights of Usage in Afrios,
FAO/Afr, Timber Pr. Conf. 65/7, 1965.
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Informe Interino No. 1t Concesiones Forestales del Norocoidente,
Provincia de Esmeraldas.
UNDP/FA0/127/ECU/FO,

Obstacles Impeding the Flow of Investment Capital tc Forest
Industries in the Developing Cowuntries.

Committee on Foreat Development in the Tropics.

FAO-FDT 67/1, 1967.

Informe mabre la Legislacién Forestal en Honduras.
PO. SF/HW 2/1, 1969.

Interim Heport to0 the Government on Weestern Samoa Forestry
Develorment,
FO, TA/Western Samoa, Interim 1, 1969,

Keeds and Problems of Foresiry Education in Asia.
FO. APPC-69/8, 1969.

Forestry Eoonomics.

Heport 40 the Governmment of the Philippines on Demonstration and
Trajning in Forest, Forest Range and Watershed Management.

PCOR. SF/PHL 16, Technical Report 1, Rome 1970.

Tropical Forest Economice (review drafi).
PO, Miz0./70/10, Rome 1970,

The Apsessment of Forest Fees.
Porest Service, Dar-Ep-Salaam, 1962.

Politica, Legislacién y Administraciém Forestales.
Informe al Gobiernc de Chile.

Programa Ampliado de Asimtencia Técnica, No. 1570. FAO, Rome, 1962.
La législation forestidre du Gabon,

Programme des Nations Unies pour le Développement. FAD, Home, 1968.

Adjustment of Forestry legislation and Adminisiration for Forest
Industries Development in the Department of El Petén.
Unpoblished report. FAO, 1969.

Forest Policy,; law and Administrationm.
FAQ, Rome, 1950.

Export of Ramin.

Report 4o the Government of Sarawak,

Expanded Programme of Technical Assistance, No. 1189. FAO, Rome, 1960.
Obtservations and Recommendatione on the System of Licensing Comtrol
and Recording of Timber and Sawmills in TPrinidad.

Commonwealth Forestry Institute, University of Oxtord. Oxford, 1964.

Heport to the Royal Commission on Poresiry in British Columbia 1955
on the Management of Forest Land in Eastern Canada,

Unpublished report written for the Committes to study foresiry pro-—
bleams under the Vancouver Foundation.

vmm’ B.Ce. 1955.

Les fermes forestidres aux Etats-Unis.
Unasylva, VYo. 2 (5), 1948.
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The Law of Forestry.
Her Mzjesty's Stationery Offioce, London, 1955.

The Problem of Unmerchantable Species in the Management of Tropiocal
Forests.
BCFC, 1957.

The Influsnce of Land Ownership and Tenurs.
Course on land use for forestry and agrioulture. Oxford, 1959,

Obetaocles to Tropical Forestry = Land Tenurs.
Unesylva, Vol. 15 (1), 1961,

Tenurial Considerations in Tropical Foresiry.
The eveolution of foresthold tenures.
6%th WFC, Madrid, 1966,

Leaning of Porest Land on a Royalty Basism,
Few Zealand Jowrnal of Forestry, Vol. 14 (1), 1969.

Pulpwood Stumpage Charges.

Annt. For. 26 (1), 1962.

Con?m)rta by R.W, Honry (Aust. Por. 26 (2) ana A:J. lemlie (Aust. Por,
27 (1),

Foreat Comcessions, Part II and IV,
Unpublished report, 1969,

Foraign Invesiment laws and Agrioculture.

4 study on the leginlative and other measures taken by developing
comntries %o attract and regulate forelgn privats invesiment, with
speoial reference $0 agriculturs inoluding forestry;, fisheries and
related industries.

FAO Leglalative Series, No. 9, Rome, 1970.

A System of Organized Forest Exploitation in Mexico.
Unaaylve, Vol. 7 (2), 1953.

Ltexploitation forestidre an Congo Delgu.
Bruxelles, 1945,

Forestiry Bduoabion and Training in Afrioca.
Unasylva, Vol. 24 (1), FAO, Rome, 1970.

Unos Puntos sobre el Prinocipio del Rendimiento Sostenido en la ley
Forestal) y de Agnas Venssolana.
Bolet{n de Ciencias Forestales, Mérida/Venesusls, 1956.

Foonoaic Problems in Tropical Forestry.
FO:Miso/71/24, FAO, Rome, Fovember 1971.

Alaska—3ized Timber Salea i
Jouwrnal of Forestry, Vol. 64 (2), 1966.

The Syetem of Pimbar Royalty Lesessment Applicable to Indigenous
and Exotlic Softwood Spscies of Crown Timbar in Kenya Colony.
Forest Service, Nairobi, 1961.

Some Econcaio Problems of Forestry in Hestern Nigeria.
Commonvealth Forestry Institute, University of Oxford. Oxford, 1958.
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Revermue Collection in Commonwealth Foresiry Departments,
Commonwealth Forestiry Institute, University of Oxford.
Oxford, 1958.

A PoBsible Mechanism for Determining Timber Fess and Royalties.
Emp. For. Rev. 40 (2), 1961,

Lopg~Term Timber Concession Agreemente for Tropical Foreais.

(Includes comments by T, Frangois related to this study. )
Unpublished report, 1963.

Lea boisements A caract®re industriel en CSte d'Ivoire.
18" Congrds intermational. Industries alimentsiree et agri-~
coles, Abidjan, 1964.

Report to the Govermment of Tanganyika.
Expandsd Programme of Technical Assistance, No. 1770.
FAO, Rome, 1963.

Customary Land Law in Africa (with reference to legislation
a.’une? at adjusting oustomary tenures to the needs of develop—-
ment ).

PAO Legislation Serjes No. 7, Rome, 1967.

The Effects of an Expanding Economy on the Tropical Shelter—
wood System in Trinidad.
MFC, 1951.

An Adequate System for the Determination of Royaltiee for Saw=
Mill Logs in Victoria.
Aust. Mmb. J. 16 (5), 1950

Legialacifn, Administracibn y Polftica de Bosques.
Informe &1 Gobiernc de Chile,
Programa Ampliado de Asistencia Técnica, No. 1823.

Expansion of Foresiry and Forest Indusiries in Underdeveloped -
Countries.
Unasylva, Vol.17 (3), 1963.

Pimber Sales and Procedure.
Paper presented to the Tth BCFC, 1957.

Competitive Bidding for Mineral Leases.
Natural Resources Journal, Vol. 8, pp. 659-661, 1968,

Some Aspects of A ising Standing Timber.
J. of Forestry 43 (7), 1945.

Proyecto Plan de Ordenacién y Manejo de le Unidad Forestal II
en 1la Heserva Forestal de Tiocoporo.

Untersuchung uber forstliche Kongzessionen.

Ministerium fiir Ernihrung, Landwirtschaft, Weinbeu wnd Forsten..
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Foresiry Education and Training in latin America.
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An Experiment in Asscciating Gram Panclayats with Forest
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The Forest Hesources of British Columbia,
2 vols. - Beport of the Coomissioner, Viotoria, B.C., 1957.

Forest and Forest Industries of Taiwmn.

Report to the Nationnl Uovermment of the Republic of China.
Expanded Programme of Technical Assistance, No. 1854.

FAO, Rome, 1964,

Factors Influancing Forest Land Ownership hy Wood Pulp Plrms in
the United States.
Unpublished report.

Forest Concessions in Developing Latin American Countries.
Saxinaric sobre Desarrollo Forestal, Reforma iAgraria y Colonisa-
cién pare Pafses de Amérioa Latina,

0 p LA 68/85, 1968,

Forest Concessions.
Unpublished report, 1969.

The Introduction of More Effective Weod=Salling Techniquen.
6th WFC, Madrid, 1966.

Colonial Forest Administration.
Cxford Press, 1940,

Unidades Industriales de Explotacién Forestal.
S5th WFC, Seattle, 1961,

MNamal of Forsst Valuatiom.
Ed. Nat. H’Llhl‘. mﬂh”' 1962.

4 Review of ths Royalty Equation System.
Unpublished ms, dip. for. thesis, Forest Commimsion of Viotom,.

1962,

Price=Naking in Forest Service Timber 3ales:
American Econ. Rev. 49 (4), 1959.

The Role of Forest Industriss in the Attaock on Eoonomioc Undare
development.
Unasylva, Vol. 16 (4), 1962.

A Check List for Timber Sale Contraots.
Journal of Foresiry, Vol. 54 (4), 1956.

Taxation of the Forest Industries in Ontario.
Univ. of Toronto For, Bull, No. 3, 1554,

Ground Rent for Provinocial Forest Land in Ontario.
The Canadian Journal of Eoonomios and Political Soience, Val. 22(1),,
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Concessions for Tropical Forest Exploitation.
Unpublished report, prepared on behalf of the "Umited
African Timber Company". d

94 ¥Wood. J.Q.

95 Yoder, R.4. Drafting Timber Sales Agreements from a Forester's Standpoint.
Journal of Forestry 51 (2), 1953.

Informe de la Solicitud de Concesién Presentada por la
Companis "Maderas Raras dsl Caribe S.A.".

Tegucigalpa, 1969,

91 n : Informe de la Solicitud de Conocesiér Presemtade por la
Companfa Maderera "Maya" S,A.

96 Zsmarriego Crespo, F.

B. LEGISLATION AND AGREEMENTS ON POREST UTILIZATION CONTRACTS

Africa
Cameroon

98 Ordonnance N® 61-0P-14 du 16.11.1961,fixant le régime forestier sur le territoire
du Cameroun Oriental,

99 Loi ¥° 68/1/COR au 11.7.1968, fixant le régime foreatier de 1'Etat Fédéré du
Camercun Oriental.

100 Décret §® 68/179/COR du 8.11.1968, portant application de la loi K@ 68/1/COR firant
le régime forestier de 1'Etat Fédéré du Cameroun Oriental.

101 Arr#té R° 32 du 9.4.19689, portant codification des oshiers des charges relatifs 2
l'exploitation forestidre,

102 Décret NC T0=-92 du 15.5.1970, réglémentant le régime des for8$is soumises dans
1'Etat Fédéré du Cameroun Oriental.

103 Décret ¥ 70=-93 dun 14.5.1970, réglémentant les restriotions, et la protection 2
1tintérieur des forfits non soumises dans.l!Etat Pédéré dn Cameroun.

Central African Republic
104 Loi N0 61=273 du 5.2.1962, portant création d'un code forestier centrafricain,

105 Cahier des charges concernant les permis temporaires dtaexploitation de bois 4d'oceuvre.

Congo--Braszaville
106 Loi N° 61/34 au 20,6.1361, fixant le régime forestier dans la République du Congo.

107 Décrat WC 62=211 du 1.8.1962, réglémentant l'attribution des droits d'exploitation
des roduits forestiers dans la Répnbliqus dm Congo,.

108 Décret N® 62-212 du 1.8.1962, fixant le cahier des charges général des exploitations
forestibres dans la République du Congo.

109 Décret N° 63=344, cuvrant & l'exploitation une zone Zforestidre, 1963.
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Qabon -
Code forestier dn 1.5.1961.

Ghana

Comoessicn Ordinance of 1900.

Land and Native Right Ordinanoce of 1927,
Forest Ordinance 1911=1957,"

Protected Timber lands Aot of 1959
Stool Lands Aot of 1962+

Concession Aot of 1962,

Lease made the 23rd 4day of Qoiober 1564 bLetwsen the President of the Republic of
Ghana in trust for the Jtool of Tozse and NN,

Leane between HN. Chief of the Stool of 2iyinasi and W,
Chief of the Stool of Basaka (Lessors) 2ad NN, (Lessess), 1959.

Lsane between the Covermment of the Republic of Ghnana in trust for the Stool of
Jefui Wiawwo snd WN,., 1968,

Ivory Coast
Loi N° 65-425 é&n 20.12.1965, portant Code forestier.

Diaret BO 62128 du 22,4,1962, régléoentant 1'exploitation du buis 4'ceuvrs ot
hénisterie.

Arr#té WO 547 dn 15.5.1962, fixant les modalités d'application des permis tea=
yoraires d'exploitation forestitre.

Arr8tés B° 1165 ot N° 1166 dn 26.9.1966. portnnt atiribution des permis temporeires
d'exploitation forestidre.

Ordonnancs §° 62-216 aun 26.6,1962, remplagant la majoration du dreit wmique de

sortie sur les hHois an $itre de la Contribution Nationale par une majoreation des
taux et redevances forestidres.

Liberia

in Act for the Conservation of the Forests of the Republic of Liberis, of 28,2.1957,
Permit for Porest Survey {standard fora).

Forest Products Utilisation Contract (standard form).

Forest Produots Utilisation Contrect for Salvage Aresas (standard form).

Wigoria
Forest Ordinance of 1948,
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Forest Regulations.

Tuomber Reveme Colleotion (Native Authorities). Rules of 1948.
The (Bastern Region) Porest Law of 1955.

The (Rastern Region) Porest Regulations of 1956,

Tha (Westsrn Region) Forest Law of 1960

The Forestry (Southern Provinces Native Authorities) Rules.
The Forestry (Horthern Provinces Native Authori'tiea) Ruless
Agreemant batween the Banin Native Authority and EN. 1948,

Agreemant between the Owa of Idanre and NN,

Senezal

Décret NO 65~078 du 10.2.1965, portant Code forestier.

Tanszania
Forest Ordinanoe of 1921 (as amonded toc 1958).
Exclusive Licence to take trees and timber or other forest produce (standard form),

Tizmber Sale Agreement (standard form).

Indonesin
Act Bo. 1 of 10.1.1967, referring to forelgn capital investment.
Law No. 5 of 24.5.,1967, Basic Law of Forestry.

Decres Ho. Eep 57/8/67 oconcerning the oopditions and methods of settlement of the
request of forest development concemsion, of 28.8,1967.

Decree Ho, 806/A=2/DD of the Director—Qeneral of Foresiry concerning ths Forest
Develomment Concession Board, of 18.3.1968.

Government Regulation No. 22/67 of 30.12.1967 conocerning licence fee for forest
utiligation, exploitation and royalties on forest products.

Decres of the Minister of Agriculturs No. 2/ 1/68 ooncerning disposal of the amount
of iicence fee and royalties, of 20.1.1968.

Joint Dsores Ho. 20/68 of the Minister of Internal Affairs and the Minister of
Agriculture concerning proportionate division of the prooseds of iicenos fees and,
royalties betwsen the Central Government and the Provincial Govermment.

Rights of forest utilization and ocutting righte in the forests.
Government Regulation 21/1970.

Standard form for request for forest utilization ooncessions.
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155
156

157
158

159
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Standard form for preliminary agreement on forest development concessions.
Standard form for agreement om forest development conoessions.

Dacres of the Minister of Agriculture concerning the granting of a forest
development concession.

Malavysias
Forest Ordinance (Sarawak) of 1953.
Porest Rules (Sabah) of 1958.

Philippines

Compilation of Laws, Orders, Rules and Regulations of the Bureau of Foresiry,
Reforestation Administration and Parks and Wildlife Office, Manila, 1968.

A compilation of the Presidential and CANR Directives on Forestry Matiterss and
Implementing Orders, Manila, 1968,

Timber Licence Agreement (standard form).

Timber Licence Agreement of 24.5.1952 and amendmenta.

Latin America (Central)

161
162

163
164

165
166

167

168
169

British Honduras

Forest Ordinance as amended till 1.9.1962,

Foro;t Rﬂl'ﬂ of 14-9.195'?-

Loasta Rioa.
Ley Forestal de 3.5.1959,

Decreto No. 1 de 19.3.1959, reglamentando las concesiones para explotacién forestal
an baldfos nacionales.

Quatemal s

Deoreto No. 170, ley forestal de 1945.

Decreto No. 543 de 1956, ley para la explotecién de los bosaques nscionales mediante
la oreacién de unidades induatriales de explotacifn forestal.

Decreto No. 1286 de 22,7,1959, ley de orsacién de 1= Empress Naoional ds Fomento y
Desarrollo Econémioco de E1 Petén (FYDEP). g

Proyeato de Acusrdo para la crescién dal Servicio Forestal de El Petén (SFP).

Proyecto de Acusrdo Gubernativo, neglamento para la explotacién de Yosques nacio=
nales de E1 Peténe.
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Honduvcas
Decreto No, 184, ley forestal de 16.12,1955,
Decreto No. 117, ley forestal de 29.6.1961,

Decreto Ho. 93 de 19.6.1963 sobre conceaiones forestalep.

Mexico
Lay Forastal de 9.1.1960.
Reglamento de la ley forestal de 1961,

Deoreto de 30.7.1954 qus establece una unidad de explotacifn forestal a favor de
maderas industrializadas de Qmintana Roo, S. de R.L., en bosques nacionales y aji=
dales ubicados en la zona sur del territorio de Quintana Roo. {This decres and
other decrees for long=term concessicn units have been published in the official
Government Uazetts of the Gountry.)

Nicarague

Decree Ho. 316 of 20.3.1958 issuing the General Law on the Exrploitation of Natural
Resources.

Panama

Ley No. 37, Cédigo Agrario, Capftulc 30 "Las Reservas Forestales", de 21.9.1962.

Proyeoto de Contrato para Explotacién de Bosques Nationales entre la Comlsidn de
Reforma Agraria y ¥N., 1963.

Latin Amerios (Smnh !

179
180

181

182

183
184

185

Bolivia

Decreto Supremo No, 40.574 de 1.2.1957.

Deoreto Supremo No. O7.7T8 de 16.8.1967.

Chile

Decreto Ho. 373 de 13.5.1959. Reglamento de exploiaciones madereras en bosques
fiscalesn.

Decreto HNo. 950 de 27.10.1961, que modifica el Articule 30 del Decreto Supremo Fo. 373,

Colombia
Ley No. 200 de 30.12.1936 sobre régimen dea tierras.

Decreto No. 2921 de 7410.1946 por el cual se dictan medidas sobre explotacifén de
hosques.

Contracts between the Corporation de Valle del Magdalena and variocus land owners
concerning the long=term lease of land for forest plantation purposes, 1962,
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Ecusdoz

Ley Forestal de 14.3.1960.

Decreto No. 1211 de 27.10,1966, ley de concesionss forestales.

Freuch Culops

Décret du 29.9.1934 réglémentant le rigime forestisr du territoire ds 1'Imimi.

Cahier des charges pour 1'exploitation des for8ts ccaenieles en Ouyane, du 18.4.1952,

Déoret E? 68=449 dn 15.5.1968 relatif & 1'ootroi de perwmis forestiers st aux ventes
de coupes dans le Département de la Juyans.

Gayana
Forest Ordinance of 2.5.1953.

Forest Regulations of 24.12.1953.
Forest (Amendment) Regulations of 18.1.1961.

Lease of Crown forests for wood—outiing purposes, of 25.9.1955, issued under
Section T of the Forest Ordinanoce.

Pery

Reglanento de Explotmaiones Forestales ds 1961.

Decreto Lay No. 14.552 de 1963,

Reglamento de Aprovechamiento e Induneirims Foreztales de 1967..

Proyeocto pare un oontrato de vents de drboles dentro dsl Bosque Naoional
Alsxander von Humboldt, de 1967.

Proyscto pare un contrato pare aprovechamiento de saders en la regidn de Pucallps.
Surinas

Houtverordsuing of 1947.

Besluit ter uitvoering van de artikelen 4, 5 ea 15 van de housvercrdeming 194Ts
Landevarordening betraffands het verleanen van een bljzsnders oonessais tod de

sxploitatie van hout aan de X.V,
Surinaamsche Hous Maatsohappii (im oprichting), of 1947..

Jeoezusls

Ley Forestal de Suslos y ds Aguas ds 31.3.195%.

Lay Forestal de Suslos y de Aguas de 14.12,1965,

Reglanento de 1a Ley Foresisl de Suelos y de Aguas de 14.12.1943.
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206 Reglamento Paroial de la ley Forestal de Suslos y de Aguas de 10,10.1964.
207 Decreto No. 1333, Reglamento de ls Ley Forestal de Susios y de Aguss,de 11.2,1969.
208 Proyecto de contrato para el aprovechamiento racional a largov plaso de la Unidad
Forestal II de la HReserva Forestial de Tiocoporc.
Horth dmerics
Capads

209  Province of British Columbia, Forest Act (as amended till 1961),

Pacifio Area
Agstrslia (Eastern New Guinea)

210 Forestiry Ordinance 1936=1951 (with amendments till 1960).
211 Forestry Regulations (with amendments till 1962),

British Solomon IYslands

212 hgreenent on behalf of the CGovernment of the British Salomon Islands Protectorate
and m-' 1964.
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ADDENDUNM

RECENT PUBLICATIONS AND REPORTS ON FOREST UTILIZATION CONTRACTS

"RPorest Concession Legislation and Forest Conocession Agreements'" by K.F.S. King.
Working Document Nu. 3, FO3DP/SUR/74/506, 20 pp., FAO/UNDP, Paramarivo 1971.

"Foreastry Concessions in the British Commonwealth Countriea".
Commonwealth Forestry Review, Vol. 51(1), No. 147, Oxford 1972,

"Développement forestier Gabon: Législation forestidre" par E, Uhart.
Rapport teohnique N° 20, FO:DP/GAB7l6B/50, 32 p., PNUD/FAO, Libreville 1973.

"Forestry Development Surinam: PForest Legislation" hy F. SchmithlUsen.
Technical Report No. 2, FO:DP/SUR/71/506, 61 pp., UNDP/FAO, Rome 1974.

"Qupply of Sawlogs in Venezuela® by B.K. Riedesel,
Working Document FO3VEN/72/019, UNDP/FAO, Caracas 1975.

"Advisor on Timber Concession Agreements Papua New Guinea; Presgent Findings and
Recommendations" by S.I. Somberg.

Terminal Report FO:DP/PNG/74/032, 43 pp., UNDP/FAO, Rome 1975.

"Concessions d'exploitetion, fiscalit® sur le bois et légimlation forestidre —
Républigue Populaire du Congo" par F. Sohmithiieen,
Dooument de travail PRC/71/515, 63 p., PNUD/PAO, Rome 1975.

YForestry Law and Ordinance Papua New (uinea" by J.E, Raeder-Roitech and F.B. Zenny.
Terminal Report PO:DP/PNG/74/051, 95 pp., UNDP/FAO, Rome 1975.

"Manual parsa confeccifn de planes de trabajo; una gufa para concesionarios y
particulares™ por L.R. Perfumc, f

Documento de Trabajo 14, ECU/71/527, 20 phg., PNUD/FAO, Quito 1975. '



