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Executive summery

The Forest Stewardship Council (FSC) has introduaedhternational labeling scheme
for forest products, which provides a credible gmése that the product comes from
environmentally responsible, socially beneficialdaeconomically viable sustainably
managed forest. The demand for certified forestipets is on the increase particularly in
Europe and UK. However, green labeling or forestification is a fairly a new concept

to Sri Lanka and at present, there are only a hauedicompanies who are FSC certified.

Most companies wish to join FSC scheme are uncerédiout the benefits and
opportunities they can derive through such schdierefore it was necessary to conduct
a survey on the benefits and opportunities mainynf financial perspective that FSC
certification would provide a holder. Under the qamst survey, the views and ideas of
representatives from all the FSC certified Sri Laamkvood based export manufacturers
and plantation companies as well as parties whee haterests in FSC certification

scheme were gathered through questioners and igexv

According to the findings of the present surveyc@mpremiums seems to be difficult to
find and illusive thing for most plantation compasi At present they do not enjoy any
significant financial benefit because of having F&ttification, and they find it difficult

to justify the cost of certification. But most dietm believed that if the market mechanism
is properly worked out and benefits spread throtinghentire supply chain FSC certified
woods can fetch a better price in the market. Fantption companies it's the high end

timber that would bring most financial benefits.

Respondents from export manufacturing sector h#drent views of the role of FSC
certification as a marketing tool and the avail@pibf price premiums for certified
products. The findings of the survey suggest thatespotential for price premiums exists
in specific market niches and the financial bentfithe manufacturer depends on the
supply chain to the retailer or the end market Wwhite export manufacturer currently
joined to. However most companies participatedhm survey were disappointed in the

present market benefits of certification.



Although most local wood based export manufactueerd planters don’t have any
significant financial benefit due to FSC certificat, they remain optimistic about the
future benefits it would bring and they are expegtihe situation to be changed in the
future. In addition, some respondents viewed FS@fication as a mechanism that can

give a competitive advantage over another withenftirest products industry.

For most of the Sri Lankan wood based export manurfars, the cost of certification is
not an extra burden since they are being spondorekeir respective overseas buyers to
obtain the FSC certificatiorRespondents in this study also indicated that absing forest
management and production process they had to maksaining FSC certification were not
significant, but FSC certification has improvedithmanagement and information systems

(documentation) considerably.

Most companies suggested that the current stand&flSC scheme should be revised in

accordance to the local conditions.



CHAPTER 1
INTRODUCTION

1.1 FSC certification

FSC was created through a joint initiative by emwmental, social and economic
stakeholders with the goal of promoting environraéntresponsible, socially beneficial
and economically viable management of the worldfedts. FSC is a means of linking
environmentally and/or socially conscious consumerigh like-minded producers,
retailers and distributors. Wood products comirgmrFSC forest operations can carry
the FSC label. Because these products carry thel®&L consumers can easily choose

to support well-managed forests.

Over the past 10 years, 42 million hectares in nioae 60 countries have been certified
according to FSC standards while several thousandupts are produced using FSC
certified wood and carrying the FSC trademark. Fkf@rates through its network of

National Initiatives in more than 30 countries.

The FSC system is unique from other certificatiomgpams in a number of ways:

- FSC offers "chain-of-custody” certification, whiameans that retailers and
wholesalers can make it clear to their customenglwproducts have been made
from wood harvested from certified forests. Otheogoams certify only the
producer, not the product.

« FSC certified forestry operations must follow sfieagiegional standards that have
been drafted with full public participation and thare tailored to the local
environment.

« FSC standards set out specific on-the-ground reougnts for forestry operations,

not just general principles or processes.

FSC standards reflect concern for both environmemizh community sustainability.



1.2 Benefits of certification

Generally spoken, FSC specifies three fields ofebenof certification: social benefits,

environmental benefits and economic benefits.

Social benefits

FSC calls for participation of a diverse set okstelders in standard setting for forest
management certification. These social stakeholdexshrough this process empowered
with access, knowledge and voice in the debatéein livelihoods and work places. FSC
is the only forest certification system that hasedeped a Social Strategy, to support the

social component in forest management.

Environmental benefits

FSC’s membership is committed to the conservatpratection and restoration of the
world’s forests and what they have to offer. FS©npotes forest management that
conserves biological diversity in for example watesources, soils, fragile eco-systems
and unique landscapes. FSC criteria protect thmedtand endangered species and their

habitats and maintain the ecological integrity &ntttionality of the forest.

Economic benefits

FSC considers forest certification as a marketrunsént. For retailers certification
provides their consumer with a credible guarante¢ the company is acting responsibly
with respect to the environment and the socialuorstances of those involved in forests

and forestry.

1.3 Global Overview

In Asia countries such as Indonesia, Malaysia agdrivhar are major exporters of timber
products. Exports in Vietnam, Myanmar and Cambagiaear to be growing. Developed
countries such as Japan, the US, and the EU aren#ljgr export markets for Asian

products (ITTO, 2001).

The most highly traded timber products globall2000 were: (according to eco-labeling
and certification in forestry — Issues relevantise of eco-labels in ASEAN and towards

global standargs



Paper and paper board

Furniture

Wood and articles of wood charcoal
Pulp of wood and printed books
Cork

Manufactures of straw

S T o

Demand for forest certificates is particularly sfgrant in the UK’s DIY (Do It Yourself)
sector. There is also considerable political suppothe UK for forest certification, as
illustrated by statements of support for the 199%s F5roup from UK Prime Minister,
Tony Blair, and Prince Charles issued at the God@n Year Anniversary Event held in
November 2001. The strength of political support flirest certification partly reflects
the fact that 40 percent of domestic forests ame RSC certified an area which includes
all the UK’s state-owned forests. With UK wood auttpet to double in the next 10 years,
the UK forest sector is counting on domestic farasttisfying an increasing proportion of
UK demand for certified wood. The UK governmenaiso seeking to create demand for
certified wood products through the implementatdenvironmental purchasing policies
in the public sector. The UK Magazine ‘Gardeningitii?’ did a consumer survey in
April 2001, which showed that 76% of people resjgadasfor a garden agreed that large
retailers should only sell timber that comes froroperly managed forests, with 50%
strongly agreeing. The same research showed thed @B all those interviewed
remembered seeing the FSC logo on wooden proddDtthose, 75% knew what the FSC
logo stood for.

The UK Ethical Purchasing Index Figure shows thda#%3of the total timber sales in the
UK in 2000 were FSC certified. This represents £626f a total of £18,500m).

Both product certificates (for wood products) andogess certificates (for the
management of forests and the management of haryestading and processing) are
increasingly common in the Netherlands. Close te-tird of Dutch forests are FSC
certified. The total availability of FSC certifiedood on the Dutch market equals almost
7 percent of the total consumptioRecent research, undertaken by WWF in The
Netherlands, shows that about 75% of Dutch conssiregpressed that if they had a

choice, they would prefer timber from well managexirces. This is however only a



preference and consumers may not put this intotipeadf they find price between

certified and uncertified products.

Forest certification has been growing in the Uni&tdtes for more than 10 years, and the
Forest Stewardship Council (FSC), has been ondhding edge of that growth. The
emerging ‘green’ building industry perhaps the msighificant of these market-based

initiatives that preference FSC certified wood prois.

1.4 Need for the survey

Sri Lanka is a developing country that is enrichéth natural resources. Sri Lankan
exports in the past have been dominated by thewtynal based exports. Timber and
timber products have been a part of the Sri Lardgort range. Sri Lanka wood and
wood based industry has a high potential to exghredto the traditional knowledge that
has been passed through from generation to gemeratid due to the high availability of
timber. Therefore wood and wood based sector eawnldntified as a sector that can be
developed to increase its contribution to expoAscordingly it is necessary to facilitate
the Sri Lankan wood and wood based exporters tairolbhe necessary competencies to

face the high level of competition in internationa@rketing.

In the recent past one of the major changes, edpeni the European Union and USA
markets, in customer preference on Timer and Tingoeducts have been the interest
shown by the customers to purchase products madefdeSC certified timber. This
change in customer buying behaviour has pressutleEduppliers to provide products
with FSC certification, which in turn has pressadzSri Lankan exporters to obtain FSC
certification in the context of international matikg. As a result the following exporters
have obtained the FSC certification (chain of cdgtoertification).

Beira Parawood Products Ltd.
. Borwood factory (Kelani Valley Plantations)
. First Funiture (Pvt) Ltd.

. Parquet Ceylon Ltd.

1.
2
3
4. Islandwide suppliers (Pvt) Ltd.
5
6. Ravi Industries Ltd.

7

. Sirisanda Timber Stores



They have supported and pressurized their supgiensber cultivators) also to get the
certification. As a result the following cultivagof rubber wood have obtained the FSC

certification.

1. Agalawatte Plantations Ltd.
2. Horana Plantations Ltd.

3. Kegalle Plantations Ltd.

4. Kelani Valley Plantations Ltd.

However, eco-labeling or forest certification ifa@ly new concept to Sri Lanka and at
present, there are only a handful of companies areoFSC certified. Most companies
engaged in wood and wood based industries havézedathe value of obtaining

certification and that in near future it might bew a non-tariff barrier. Having this
background, the Sri Lanka Export Development Baagether with CBI Netherlands has
initiated a group certification scheme for Sri Lankith IUCN (Sri Lanka), the Rubber
Research Institute and the Forest Department. Sirceoncept of certification is fairly
new to Sri Lanka, most companies are curious oreancabout the benefits and
opportunities they can derive through such cedifan scheme. Therefore it was
necessary to conduct a survey on the benefits gpdrtunities mainly from financial

perspective that FSC certification would provideocéder.

The main objective of the present study wasinvestigate the potential of FSC
certification as a marketing tool through examining the existence of price premiums

for FSC certified timber and wood products and other advantages FSC would provide.

The views and ideas of representatives from alRB€ certified Sri Lankan wood based
export manufacturers and plantation companies disasegyarties who have knowledge
and interests in FSC certification scheme, werehegatl through questioners and

interviews.
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CHAPTER 2

FSC CERTIFICATION IN PLANTATION SECTOR

2.1 Introduction

At present, plantation companies primarily haveé¢heibber wood plantations certified
under FSC scheme. Therefore in the present studinlynthe rubber plantation sector
was investigated and the results are presentedwidrediscussions on the prospect of

certifying other timber plantations.

Broadly speaking, 3 main sectors can be identifredsri Lankan Rubber Plantation
Sector.

1) Regional Plantation Companies

2) Medium scale holders

3) Small holders

About 50% of the plantations are owned by smaltdbd. But at the moment none of the
small holders are certified. Only 4 Regional Pdéinn Companies have obtained FSC
certification, they are:-

Extent (hectares)

1) Agalawatte Plantations - 5099
2) Horana Plantations - 2915
3) Kegalle Plantations - 3546
4) Kelani Valley Plantations - 4691

2.2 Objectives of joining FSC

In Sri Lanka it is the buyers of timber who havempted the plantation companies to
obtain certification. The buyers have sponsoredcttmpanies to get certification. All the
companies have long term buyers who have a goad selationship among them.
Although it has been a buyer oriented certificatdhe start, now the companies believe
that FSC can be used as a tool for sustainablstfgr& he plantation companies use FSC
to state that the company is acting as a sociaipansible organization. Further FSC has

enabled companies to be more systematic and omghniz terms of proper and
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methodical documentation in operational aspectsh sas use of weedicides and
chemivals, provision of safety to workers and idferdtion and numbering of pocket
forests. Marketing and communication by these plaot companies on FSC is
important as the Sri Lankan export manufacturees sginning to learn about forest

certification and what FSC means

2.3 Nature of output

Most of the companies are selling standing treesreds some plantations like Horana
Plantations had a factory which was closed and rfeddley Plantation are having a
factory where they produce Boron treated kiln ptaakd Kegalle Plantation is looking
for the possibility of setting up a joint venturearder to obtain more benefits from FSC

certification.

2.4 Demand for FSC certified timber

Demand for FSC certified timber is on the incregsirend in the Sri Lankan export
manufacturing sector. But the annual figures caeoaccurately produced due to many
factors. The plantation companies state that theyiaable to meet the demand currently.
The determining factor for plantation companiesetling their timber is the price offered
to them by the buyers and they will offer the timbethe party which offers the highest

price.

Buyers of timber from these plantation companasloe categorized into 4; they are:

1) Merbok MDF Ltd.

2) Brush industry — comprising of companies like Beigarawood,
Ravilndustries, First furniture etc.

3) Other value added Export manufacturers like Paréimdring and Sirisada
timber Stores.

4) Buyers for the purpose of fuel wood — Ex. Tea @#tah companies.

When comparing these 4 sectors, due to the taxotnsl concessions enjoyed by Merbok
they are capable of offering a high price for timbeThe demand from plantation
companies for timber to be used as fuel wood hsw ialcreased due to the increase in
fuel prices. Sometimes they are capable of offeran higher price than export

manufacturers.

12



The important factor to note in brush handle indusst that the margins are small but the

industry is expanding. But in relation to compteteushes the situation is better and the
finished brushes give a better price and highegmar Due to the margins being small

they are restricted from offering increasingly hjgices to the plantations.

In relation to other manufactures like Parquet I@eyLtd manufacturing wooden
flooring, they are restricted to one or few buyansl they are heavily dependent on these
buyers therefore bargaining power of these manuifaxt to get a premium or high price
for their certified products is low which in terestricts their ability to offer high prices or

price premiums for certified timber.

Therefore the plantation companies currently damjoy a premium price for their
certified timber and some companies state that fimelyit difficult to justify the cost of
certification. Some plantation companies have stdppeir harvesting activities because
they didn’t carry out proper replanting during feriod of recession in the rubber latex
industry in the nineties. As a result of all thesasons the FSC certified manufacturing
companies sometimes find it difficult to obtain FS@rtified timber, as plantation

companies will offer their timber to the party whioffers the highest price.

In this sector, inability to supply significant qudies of FSC certified wood is a
constraint. The reason why the plantation compaatiesunable to meet the demand for
certified timber is because inadequate productarlifies like land and other resources.

2.5 Effects of FSC on Company profits

Price premiums are difficult and elusive thingsl #hle plantation companies stated that
they are currently not enjoying a premium price éertified wood. Some plantation
companies stated that they are not enjoying arantial benefit because of having FSC
certification and that they are finding it difficub justify the cost of certification. In most
companies financial information on benefits soldlye to FSC was not available as they
had included them under performances of the sélctdrcomprises of latex as well. But
most of them believe that if the market mechanismroperly worked out and benefits
spread through the entire supply chain FSC catitifteods can fetch a better price in the
market. For plantation companies it's the high emder that would bring most financial
benefits.
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According to experts, for teak, there is a hugaypum at the moment as there is for high
value tropical timbers like mahogany (ITTO, 200B)plantations are able to offer these
certified timber, then there is a premium - thodgiw long it will last will depend on
how much of the timber will come onto the marketl dow quickly. This will tend to
reduce the price premium. For rubber wood, pinearghlyptus and timbers at the lower

end of the market, the premium is very small orstoat exist at all.

2.6 Costs associated with FSC certification

The most significant cost of FSC is the cost oftifteation itself that is the initial
certifying cost and cost of annual surveillancesirréntly the independent forest
certification is done in Sri Lanka by a commeraattification company, namely SGS
Lanka FSC accredited certifier. The companies s$ketiethis process of certification costs
heavily. And if that cost can be brought down byabkkshing a local certifier it will
provide a huge benefit to the industry.

2.7 FSC and Competitive Advantage

Most companies agreed that they enjoy a compet#dantage over their competitors
due to FSC. And it was stated that FSC will be \ergortant in terms of competitive
advantage in the future. But other aspects sughr@duct quality, reliability and price

need to be up to the standard in order to FSCttasaa source of competitive advantage.

2.8 Some important points

1) Rubber is a plantation timber. Most estates inL3nka are well managed (As
stated by plantation companies) therefore verielit needed to be done in order to
comply with FSC principles and criteria. But a hgaest has to be incurred to obtain the

certificate.

2)) The timber volume produced and the annual tinteéated export production
from Sri Lanka is at a very low level when compatedther countries in the region.
Most of the Sri Lankan export manufacturers areeddpd on one or few buyers, which

limit their bargaining power for a premium price.
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3) The competitive environment of the Timber basedustries has drastically

changed in the past few years due to the entrangaenew MDF manufacturing company
which has threatened the existence of other matwifag companies due to its large
capacity (Their maximum export capacity is 80 raillikg of MDF/ year. In 2003 Merbok

was doing 37 million kg) Merbok is buying most tiettand raise their buying price very
frequently. Therefore other rubber wood exporteeslaosing orders because they can't
compete for raw materials. Merbok can produce thducts at a very low cost; they get
energy and water for reduced prices from the gowent and are using low cost

chemicals therefore they can allocate a major gutagn of their cost on obtaining raw

material. But Merbok is not a FSC certified compamyl therefore they do not require
FSC certification from plantation companies. Buerth is a heavy demand for FSC
certified MDF. Where as other FSC certified expodnufacturers have to compete at
global level with manufacturers in other countréesl due to this their ability to pay a
higher price is limited. As a result some of theCF&ertified plantation companies are

providing timber to non-certified companies becathsy offer a high price.

4)) The plantation companies have paid little attenttm growing high end timber
such as Teak and Mahogany which can generate ayeprice if FSC certified. These
timbers are only available in small quantities vtk plantation companies. And even the
little amount that is available is not up to expguility standards. This is an area where
the plantation companies can focus on to gain Gigrbenefits through FSC. A reason
why the plantation companies have paid little ditento this area may be because of
strict regulations imposed by the regulatory bodiasharvesting and transporting and
exporting these timbers. Exporting these timberbogform is not beneficial to the Sri

Lankan timber industry.

If export manufacturers start using these timberkigh value added products the entire
supply chain can benefit from it. At the momentréhare only few companies engaged in
large scale cultivation of these timbers. Ex. Touobd etc. and Forest Department has a
high acreage of these timbers. Getting these Fddegartment plantations certified

would be a good prospect.
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CHAPTER 3

FSC CERTIFICATION IN WOOD BASED EXPORT
MANUFACTURING SECTOR

3.1 Introduction

At present there are about seven FSC certified faaturers in Sri Lanka who are
involved in exporting wood based products. The gmesurvey was carried out to cover
majority of these industries. Most of the indusriare involved in production and
exporting of brushes and brush blocks made of nuboed. Both FSC certified and non-
certified products are being exported and the festiproducts are mainly exported to

Europe, UK and Australia.

Unlike in the plantation sector, the respondentsnfrexport manufacturing sector had
different views and ideas about the role of FSQGifeaation as a marketing tool and the
availability of price premiums for certified prodsc The findings of the survey suggest
that existence of a price premium depends on tHatiogeship between export

manufacturer and the buyer i.e. the supply chaith&retailer/end market which the

export manufacturer currently joined to.

3.2 Export products

As stated above, the main wooden product exporyethd local industries are brushes
and brush blocks from rubber wood. Ravi industffeg) Ltd is the largest exporter and
has the highest market share of all the local itvdhss exporting brushes and brush
blocks. Island Wide Suppliers Ltd and First FurretyPvt) Ltd are the other small to
medium scale exporters. Apart from these produetsiiet (Ceylon) Limited exports

wooden flooring. Only a single manufacturer, Smga Timber Stores has focused its
attention on exporting products made from spectiberahan rubber. They export trellis
and lattice made from mainly Alstonia and other owarcially usable species (Sabukku
and Durian).

The certified wood comes mainly from the forestd atantations of four FSC certified
plantation companies which are Agalawatta PlantatidHorana Plantations, Kegalle

Plantations and Kelani Valley Plantations. Howewere common factor for all the local
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wood based export industries is that they are uklagend timbers as raw materials
where it is very difficult to find price premium®if such products in the international

market.

3.3 Local wood based exporters pursue FSC certification

Although there are several benefits of eco labelegrording to the findings of the

survey, all the manufacturers have participated=8C scheme due to one particular
reason, which is the request and preference froyersuor certified wood products. The

exporters have long term buyers for both certibed non certified products. Small scale
exporters often have single buyer.

Some buyers are involved in supply chains to mtailwho sell only FSC certified
products particularly in UK, Europe and Australieherefore in order to secure the
existing market, the export manufacturers needeabtain the FSC certification and in
most cases their overseas buyers had provided eébessary funds to get the FSC

certification.

3.4 FSC certification asa marketing tool

FSC considers forest certification as a marketrumsént. For retailers certification

provides their consumer with a credible guarante¢ the company is acting responsibly
with respect to the environment and the socialuorstances of those involved in forests
and forestry. By applying the purchasing power comsrs can promote sustainable

forestry.

However from the findings of the present studyahde inferred that although it is
intended that certification should be market drivesth educated consumers sending
price signals through the supply chain to the fosesd wood based industries, price
premiums for certified products are not always goteed. Nevertheless, some potential
for price premiums exists in specific market niclesl the financial benefit to the
manufacturer depends on the supply chain to thaleetor the end market which the

export manufacturer currently joined to.

If we analyze the Sri Lanka's wood based exportgh international market, two

different market lines can be identified; the eommental market (green or certified

17



products) and free market (non-certified). Localnofacturers supply their products to
both these market lines. Figure 1 shows the anexbrts by some manufacturers and

the quantities supplied to each market line ismgiae a percentage of total exports.

].00’ "TT

80

60 1 O Certified

& Non certified

40 |

% of total exports

S
A

Ravi First furniture Sirisanda Parget Ceylon
Industries

Name of the company

Figure 1: Annual exports (%) of certified and non-certifipabducts by some wood based export
manufacturers in Sri Lanka

Most respondents participated in the survey wesapfiointed in the market benefits of
certification and blamed this on the lack of endrudemand for certified products. The
present demand is mainly coming from buyers groups supplies to retailers and, if the
certification is to be more effective, the demahdwdd come from the end users.

At the moment niche markets exist for FSC certifoedducts particularly in some of the
European countries, UK, US and Australia. For instaRavi Industries Ltd having the
largest market share of all the local brush andtbriolock manufacturers exports only
10% of the total exports as certified products t& &hd European countries. Rest is
exported to countries such as Middle East, Soutre&oSingapore, USA and Japan as
well as UK and European markets where they dowjtiire certification. This shows the
limited markets available for certified productsdatine negligible impact in terms of
financial benefits of FSC certification on largealec exporters. Therefore the
manufacturers are not concerned about any valudiadd to gain further financial
benefits from certified products and they are mim@used on further development of

products that are sold in the free market.
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For most of the manufacturers involved in supplgioh to supermarkets and retail shops
in those countries, FSC certification is more adibon to fulfill rather than a marketing
tool to gain higher financial returns. Although yhere receiving 1-2% higher prices than
that of non-certified products, it is merely enoughcover the cost of certification.
Therefore, most export manufacturers didn't recogthiFSC as an effective marketing
tool. In addition certain respondents of the symtributed the depreciation of the rupee
ageist the dollar as a one possible reason foll lmeaufacturers not getting the real
financial benefits of certification.

However there are some exceptions as well and simal scale exporters who are
involved in supply chains to certain markets sed¢msenjoy higher prices for their
products exported under FSC label. For instancst Furrniture (Pvt) Ltd which is a small
scale manufacturer exports predominantly FSC eatibrush blocks (75% of their total
exports are certified products) receives a higheepghan that for non-certified products
and the buyer pays 1cts more for each certifiegtbtlock. At present the company is
exporting about 4 containers per month, each coingi50 000 brush blocks and
according to the sources they have a gross prbfitS$ 500 from each container. After
deducting the cost of certification, they still lkeaa profit around US$ 300. This goes to
show that price premiums exist in certain markehes and the financial benefit to the

manufacturer depends on the supply chain whiclexiperter is involved to.

3.5 Demand and supply

Despite the lack of price premiums for certifieaghucts, in general, all the wood based
export manufacturers have a good demand for thedyets (both certified and non-
certified) and they are finding it difficult to meethe current demand. This is mainly due

to inadequate production facilities and shortageeofified raw materials.

Many respondents attributed the shortage of rubloed to the consumption by the large
scale MDF manufacturer MERBO#&nd small scale manufacturers are unable to compete
with them for rubber wood. Most of them felt thaeir industries would face severe
difficulties in the future due to this reason. biddion, hikes of fuel prices and electricity
have resulted in plantation companies utilizingogped rubber as fuel wood particularly

in their tea factories.
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3.6 Cost of certification

There is a cost associated with “green labeling”intdude; separate inventories of
certified and non-certified products, which incres¢he material handling cost, the costs
of tracking the certified product through the sgstéo the customer, (i.e. chain of
custody), and the costs associated with becomidgremaining certified (Auditing and
surveillance). The cost of verifying sustainabilitgs increased the production cost by
about 1-2%.

However, for most of the Sri Lankan wood basedoexpanufacturers, the cost of
certification is not an extra burden since they lageng sponsored by their respective
overseas buyers to obtain the FSC certificationcaBee most part of the cost of
certification including annual auditing and suriagkce costs are also covered by the
buyer, it can be considered as a hidden or indbengfit to the manufacturer (there are
other benefits of certification rather than final@ains such as building the company’s

image as an eco-friendly business).

3.7 Compliance with FSC standards

FSC requires certain standards to be maintained ifompany is to award FSC
certification. Although the manufacturers didn'tveao make any significant changes to
the production process, respondents especially Borall scale companies felt that the

current FSC standards are very strict and diffituihaintain in countries like ours.

Monitoring certified timber from the forest to tifectory is the most difficult part unless
the company has its own sawmills and treatmentipldinthe timber are sawn and treated
at private plants, then a special attention shbelgaid to prevent certified material from
being mixed with others. FSC also concerns aboaiiahour safety etc. However local
workers are not always used to working in safetgrgeand, are reluctant to use such
safety wear even though they have been provideddbessary facilities. Therefore most
companies suggested that the current standardddsheuevised in accordance to the

local conditions and business environment.
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3.8 Attitude towards certification and the future opportunities

Despite most local wood based export manufactuten& have any significant financial
benefit due to FSC certification, they remain opgin about the future benefits it would
bring and they are expecting the situation to kenged in the future. With environmental
issues becoming more and more concerned, they tneén labeling would become a

must if they are to survive in the future market.

Another view of certification was that in free-matkeconomy, every industry and
business strives for competitive advantage, antfication offers the forest products
industry an opportunity to gain competitive advgetaby positioning its products
favorably against products with higher environmebiardens. It also offers individual
companies within the forest products industry th@pastunity to gain competitive
advantage over one another. At present, many caeparse FSC certification as a
testimony for their commitment to environmentaltpaion, and introduce themselves as

eco-friendly businesses.

Respondents in this study also indicated that F8@fication system is useful as a
guality management system (such as ISO 14000)iahds improved their management
and information systems considerably. It has hiped them to reduce the wastage and

production cost as well.
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CHAPTER 4

CONCLUSION

In the plantation sector, for most companies, ppicamiums seem to be difficult to find
in the local market for FSC certified rubber woéd.present they are not enjoying any
financial benefits due to FSC certification, andythare finding it difficult to justify the

cost of certification. A properly worked out meclam and improved communication
throughout the supply chain is required to fetdsetier price for certified products in the

market.

The findings of the survey suggest that some pigilefdr price premiums exists in

specific market niches and the financial benefitthte manufacturer depends on the
supply chain to the retailer or the end market Wwhite export manufacturer currently
joined to. However most companies participatedhm survey were disappointed in the
market benefits of certification and blamed this tbe lack of end-user demand for

certified products.

Despite most local wood based export manufactuaeid planters do not have any
significant financial benefit due to FSC certificat at present, they view FSC as a
potential scheme which would bring financial betsefand give them competitive
advantage over the others in the industry in theréu

For most of the Sri Lankan wood based export manturfars, the cost of certification is
not an extra burden since they are being spondnyrdideir respective overseas buyers to
obtain the FSC certificatiorRespondents in this study also indicated that absing forest
management and production process they had to madt#aining FSC certification were not
significant, but FSC certification has improvedith@anagement and information systems

(documentation) considerably.

4.1 Recommendations

* At present FSC certification is confined mainly to the rublpdaintation sector in Sri
Lanka. With the large scale MDF manufacturer MERB@#hsuming most of the
rubber wood, the availability of rubber wood for@8ertified export manufactures is
guestionable in the future. Therefore the propgwegect should look to expand FSC
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certification to the plantations of high end timbsuch as teak and mahogany where

there are price premiums exists at present.

 Cost of certification should be reduced in order dttract more wood based
manufacturers and plantation companies to the R$@€nse. The proposed project
should look to the possibilities of bringing dowretcost by establishing local body
for auditing.

» Current standards of FSC scheme should be revissading to the local conditions

(environmental, social and economical background).

* With certification, other quality improvements suels introducing new designs,
exploring new markets and building partnershipsukhdbe done to get price

premiums and these will offer exiting opportunities export manufacturers.

* When promoting FSCertification, it should not be viewed only as arkeding tool
to find price premiums. Other benefits of FSC d¢edtion such as cost savings
through improved production and processing, inengasverall efficiency through
better management, deflecting negative image ofitldestry and contribution to

environmental protection should be effectively conmimcated.

4.2 Limitations of the study

It is difficult to come in to a broader conclusiamich can be generalized to the whole
mechanism of FSC certification since the present ES8rtified Sri Lankan wood and
wood based industrial sector is confined to foanption companies and seven export

manufacturers.

Most export manufacturers and plantation companiege reluctant to expose off the
information on their financial gains and annual pui$ etc because of the high
competence in the industry. Therefore financialdiién of FSC certification couldn’'t be

determined clearly.

Deviations in the capacity and nature of the vadded products of wood based export

manufacturers are incomparable.
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Sample questioner used in the survey to gathernrdton

Annexure

Questioner to assess the potential of FSC Cetiditas a marketing tool in

Timber and Wood based industries

1. Name of the company

2. Products manufactured

3. Products with higher demand

4. Major countries of export :

5. Nature of the buyers
Long term existing buyers
Different buyers each time

Other (please specify) :

6. What prompted the company to obtain FSC :

Buyers demand
Find new markets
Get higher prices
Environmental concerns
Other (please specify)

7. Details of products

(
(
(
H(

N N N

()
()

Product name

Environmental market (certified products)

Free malkIncertified products)

Unit price

Annual
demand (qty)

Annual
supply

Unit pri

ce

nrival
demand (qty

)

Annual
supply

8. If the company is unable to supply the curreathdnd for certified products what is the
most important reason for it?
Inadequate production facilities

Shortage of certified raw materials
Difficulty to comply with FSC requirements (Forgdantations)

Other (please specify) :

()
()

(

)

25




9. Effect of FSC on company profisg: % increase of profits after certification)

10. What level of value addition should be achiewedbenefit most from FSC
certification?

12. Costs associated with certificati@imot joined FSC scheme yet, indicate the estuaiosts)

Management / institutional
Auditing e e e e e
Surveillance :

Other

13. Future opportunities through F$&&iture demand, targets, potential markets etc.)

14. Do you have any advantage over the other cotopgetiue to FSC certification?

15. Other comments
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