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traded inside Peru and exported to the rest of the world is

logged illegally, laundered with documents that appear official
but contain fraudulent information. Most of the timber industry
and government authorities have looked the other way instead
of tackling the root problems, with each company claiming that it
buys “in good faith,” that its timber is legally compliant, and that
it has the papers to prove it. Meanwhile, Peru’s forest and trade
authorities have enshrined into law, policy and public statements
their commitment to ensuring the legal origin of wood products
from their point of harvest to export, while doing little to make
such commitments real.

In the last few years, however, a subset of Peruvian
governmental authorities has started working together in

new ways to crack down on timber laundering. By sharing
information and coordinating strategies, entities such as the
customs authority (Sunat), the Agency for Supervision of
Forest Resources and Wildlife (Osinfor), and the Environmental
Prosecutor’s Office (FEMA) have demonstrated that once the
political will is clear, illegally harvested timber stolen from the
Amazon, camouflaged as legal and exported from Peru to the
world, can be identified and stopped.

Actions to combat illegal logging and improve forest governance
build upon decades of research, investigations, publications, and
open discussions conducted by NGOs, indigenous organizations,
academia, and other civil society institutions in and outside

of Peru, including EIA’s own 2012 investigative report The
Laundering Machine. The big game changer in recent years,
though, has been this leadership by Sunat, Osinfor, and the
Environmental Prosecutor’s Office.

EIA’s new report, Moment of Truth, describes important
advances since 2012 in Peru’s fight against illegal logging, timber
laundering, and its associated international trade — as well as the
backlash against these new approaches. At a time when Peru

has demonstrated that it has the institutional capacity to identify
and take action against the trade of illegally logged timber, and
international markets are increasingly demanding legal and
traceable products, Peru is at a critical moment.

For years, it has been widely known that the majority of timber

This report begins with background on Peru’s forest sector, illegal
logging methodologies and their impacts (Chapter 1), and policy
responses to EIA’s 2012 report exposing the problem (Chapter
2). The story then focuses on three pieces:

(i) A multi-year enforcement effort called Operation Amazonas
that in 2015 focused on timber exports carried by the
shipping vessel Yacu Kallpa, the largest trade stream
of timber from the northern Peruvian Amazon to the
United States, Mexico and the Dominican Republic. Upon
investigation, enforcement agencies discovered that an
average of 91.3% — and as much as 96% — of the timber this
ship carried was from illegal sources, leading to detentions
and seizures in Peru, the Dominican Republic, Mexico, and
the U.S.? Chapters 3 and 4.

(i) Protests, backlash and high-level pushback in response
to these efforts to enforce the law and introduce greater
transparency to the system. The timber industry, its primary
regulatory authority (the National Forest and Wildlife
Service, Serfor), and other government entities in Peru
have denied or minimized the problem and attempted to
weaken enforcement institutions. They have also reduced
data collection and changed official requirements to make
it almost impossible to trace timber and verify legal origin,
in contravention of Peru’s own laws and commitments.
Chapters 5 and 6.

(iii) A new analysis of hundreds of pages of official documents
that reveal systematic exports of illegal and high-risk timber
from Peru’s main port of Callao during 2015, by dozens of
companies and to 18 countries. It is impossible to replicate
this analysis for 2016 or 2017, since the Peruvian forest
authority has decided to stop compiling the necessary data.
Chapter 7.

The evidence of persistent illegal logging, systemic
corruption, laundering, and illegal timber in Peru’s exports is
overwhelming. Human rights violations, long-term economic
impacts, and damage to biodiversity and the global climate
are all embedded in the forest sector’s current operating



model. At the same time, Peruvian institutions have shown

that they have the tools to conduct effective enforcement and

create more transparent procedures and systems with the
potential to transform that model.

This is a moment of truth. Can Peru accept the reality revealed
by enforcement actions like Operation Amazonas, and shut
down the laundering machine that has characterized its sector
for so long? Or will this enforcement, itself, turn out to be only
a passing moment when the truth is exposed, before the forest
sector reverts to its opaque and harmful status quo?

The Power of Data and Collaboration

As this report describes in Chapter 3, the growing success
of efforts to crack down on illegal timber trade has occurred
mostly under the leadership of Sunat, in coordination with
Osinfor and FEMA. During the first stages of Operation
Amazonas, in 2014-15, Sunat focused on the Amazon

River port of Iquitos, the capital of Loreto, a jungle region
larger than Germany or Japan. The main shipping company
dispatching cargo from Iquitos was the Naviera Yacu Puma,
which until late 2015 sent its boat, the Yacu Kallpa, down
the Amazon through Brazil, to Atlantic and Caribbean

ports, ending in Houston, Texas. Between 2011 and 2015,
approximately 25% of Peru’s timber exports by volume were
from Iquitos.?

Chapter 4 describes in detail how the data analysis and

international cooperation efforts of Sunat and the Environmental

Prosecutor’s office led authorities in Peru, the U.S., Mexico, and
the Dominican Republic to detain or seize millions of dollars’
worth of Yacu Kallpa timber cargo in 2015-16. Seventy-two

shipping containers of wood — enough to fill three football fields?

— were stopped in Houston in September 2015 and eventually
destroyed, with criminal investigations opened against at least
one U.S. importer.* Even larger amounts of wood sat in the
Mexican port of Tampico from February 2016 until late that year
when, according to an international journalism investigation,
they were released to importers in contravention of formal
procedures.® The shipping company declared bankruptcy in
January 2016, and since that time, no new timber shipments
have left from Iquitos to the United States.

At the core of these Operations was a methodology based on
three simple steps:

Step 1: Collect the right data at point of export. Sunat requests that
exporters submit documentation indicating the point of harvest
for their timber and wood products. The required papers (called
GTFs) are necessary for transporting any wood product between
harvesting site, sawmills or other processing facilities, and the port.

Step 2: Cross-check the data with field verifications. Sunat sends
the point of harvest data to Osinfor, the authority in charge of

verifying whether legal harvesting took place in authorized forest

areas. Osinfor compares the data provided by exporters with its
own field verifications.

Step 3: Communicate with the country of destination. If the field
data from Osinfor indicates that the timber had been laundered
through use of falsified logging plans and permits, and has
already left the country, Sunat communicates with the customs
authority in the destination country, especially if that country
has a demand-side law, such as the U.S. Lacey Act, that makes it
illegal to import or trade illegally-harvested wood products.

Field inspections done by Osinfor supervisors are crucial to verifying legal
timber origin. © EIA

lllegal timber from all ports, to all destinations

As it turns out, illegal timber was not only leaving Peru via the
Yacu Kallpa. In Chapter 7, Moment of Truth presents analysis
of a different dataset of shipments exported between January
and December 2015 from Peru’s main port, Callao, to countries
around the world. This Callao 2015 dataset, which represents
around 41% of Peru’s wood product exports for the year in
question, demonstrates that Peruvian exporters have been
consistently selling illegally-sourced timber. This illegal trade
is not a practice limited to one tree species, a few “bad apple”
exporters or importers, nor specific countries of destination;
it continues to be a systemic problem of governance and
transparency in Peru’s forest sector and timber trade.

The Callao 2015 data reveals that, for the shipments that
Serfor selected for inspection in the port, only 16% of the
points of harvest declared by exporters are verified legal.
At least 17% of the supposed timber harvest sources are
verified illegal, and the other 67% remain undefined. Almost
65% of the unverified timber, moreover, is mid- or high-risk
by EIA’s analysis. This illegal and unverified timber went

to 18 countries. There are patterns in the data suggestive
of deliberate efforts by exporters to use less transparent
timber sources and to selectively seek either “green listed”
or untraceable paperwork for importing countries with due
diligence requirements.

91.3% of the timber inspected on the Yacu Kallpa in 2015 was found to be ille-
gal. Millions of dollars’ worth was seized or detained in four countries. © EIA
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Given this complex and risky governance environment, EIA’s
analysis indicates that currently the only way to have real
confidence in the timber coming from Peru is to be able to
cross-reference point of harvest origin information with field
verifications conducted by an independent entity such as Osinfor.

New settings for the laundering machine

In April 2012, EIA released the investigative report The
Laundering Machine: How Fraud and Corruption in Peru’s
Concession System are Destroying the Future of its Forests,
which documented systemic illegal logging and the process
by which timber is laundered in order to introduce it onto
international markets. As described in Chapter 2, EIA’s data

analysis focused on all exports of two timber species to the U.S.

between 2008 and 2010, and documented the illegal origin of
at least 37% of those shipments.

Moment of Truth shows that little has changed in the illegal
timber laundering methodology described back in 2012. The
big difference is that for The Laundering Machine EIA was
only able to access data related to the species listed under
the Convention on International Trade in Endangered Species
(CITES), Big-leaf mahogany (Swietenia macrophylla) and
Spanish cedar (Cedrela odorata): the two most protected
species in Peru, representing less than 1% of total exports at
the time by value’, and still, illegality was rife. For the current
report, however, EIA obtained access to data for all species
being exported during 2015 out of Iquitos on the Yacu Kallpa
(Chapter 4), and out of Callao on several different vessels
(Chapter 7). While EIA also obtained official data for 2016
Callao exports, changes that the national forest authority has
introduced for collection of the data make it impossible to
conduct a similar analysis of legal origin of the products and
their final destination.

The two 2015 datasets show that the percentages of illegality
are far higher for non-CITES species: illegality among inspected
timber on the Yacu Kallpa averaged over 91% per shipment
and reached a stunning 96% for the vessel’s final shipment,
while the Callao data reveals that only 16% of the timber has

a verified legal origin. Buyers of Peruvian wood should still
beware.

Unfortunately, the data also indicates that the industry is
adapting its tactics to evade increased transparency and
enforcement: developing new settings for the laundering
machine, as it were. For example, the volume of timber with
papers from “local forests”, a type of logging permit that
historically had little to no oversight from either Serfor or
Osinfor, increased from 25% to 67.5% of the volume on the
Yacu Kallpa over the course of 2015 — and over 90% of it was
illegal. Tree plantations also appear to be a growing source of
papers for laundering. And since Osinfor began to inspect local
forests more consistently in late 2015, EIA has been finding
increasing evidence of timber being traded with land use
change authorization permits, which still lack any meaningful
supervision. This continued switching towards less transparent
sources would appear to be a deliberate strategy.

Unrelenting pushback from industry interests

Operation Amazonas 2014 and 2015, as well as the seizures
and investigations in the U.S. and Mexico, sent shock waves
through Peru’s forest sector. These actions, like the destruction

of an unrelated shipment of illegal Peruvian timber that arrived
to the U.S. in December 2015, and several major raids on
illegal logging organized crime groups in Ucayali, are evidence
that Peru has the right institutions with sufficient jurisdiction
and just enough resources already in place to start having an
impact.

But such progress has not gone unchallenged. This report also
tells the story of the multiple ways in which a segment of the
Peruvian timber industry, in conjunction with its regulatory
authority Serfor, has fought to stop these enforcement actions,
weaken enforcement institutions, and reverse regulations

that are finally allowing for some success in fighting the illegal
timber trade.

The tactics being used range from high-level political pressure
to direct threats of violence against individuals. Some of the
backlash documented in Chapter 5:

- Marches and protests rocked Loreto and Ucayali in late
2015, with loggers burning makeshift coffins draped with
the names of enforcement agency leaders, and Molotov
cocktails thrown into an Osinfor office;

- The President of Osinfor was arbitrarily fired before his
term ended, under pressure from powerful industry and
government actors, and fled the country in the face of
threats to his life and family;

- The Ministers of Foreign Trade, Agriculture, and Production
and the Director of Serfor met with Peru’s head Prosecutor
to pressure him to step back from the Yacu Kallpa case,
arguing that his staff’s work was treasonous;

- The Minister of Foreign Trade and the Director of Serfor
sent letters to officials in the U.S. and Mexico to stymy
investigations, contradicting factual findings by Osinfor,
Sunat and FEMA;

- Companies and exporters have filed successful legal claims
asking for their seized illegal wood to be returned, arguing
they bought it “in good faith” from intermediaries.

And the government continues to deny the problem. In
November 2017, the international non-profit organization
Global Witness released a report called “Buyers in Good Faith”
that showed undercover footage of representatives of three
Peruvian timber exporting companies admitting knowledge
about the illegal timber they trade, and blaming it on the
corruption of the whole system.” The Peruvian government’s
response thus far has been to state that Peru now has new
legislation and the situation presented in Global Witness’
report does not happen anymore.” This response, it bears
mentioning, is strikingly similar to the one that followed

EIA’s The Laundering Machine over five years ago. Sadly, the
evidence presented in this report proves otherwise.

Why reduce transparency and traceability now?

Perhaps most troubling of all for the long-term health of Peru’s
forest sector are attempts to destroy the existing tools for data
collection and transparency. For example, as Chapter 7 explains,
during 2016 Serfor dramatically reduced the timber export
inspections conducted in Callao port to document and verify
points of harvest. It went from generating over 900 Actas de
Inspeccion — the official document produced by an inspection

— in 2015, to just 23 in 2016, and stopped collecting key pieces



Well-managed sawmill operations, including complete and accurate re-
cord-keeping in the official Operations book, are one of the key elements to
guaranteeing timber traceability and legal timber origin. © Toby Smith / EIA

of data altogether, making the analyses done by Sunat for
Operation Amazonas impossible to replicate. For 2017, EIA was
officially informed, no Actas de Inspeccién were produced.

Most recently, in a startling turn-around after years of a nominal
commitment to traceability, both the industry and Serfor itself
have begun to argue on the record that this simply cannot be
done. “It is impossible to conduct traceability from the product
to be exported back to the timber contract [origin] or vice
versa,” states a letter sent on March 2017 by the Association of
Exporters (ADEX) and the National Society of Industries (SNI) to
Sunat. Chapter 6 describes these arguments in more detail.

These claims are inaccurate and worrisome for the future

of an industry exporting to markets that nowadays require
information on legal origin and chain of custody. They force the
question of whether exporters have been reporting fraudulent
information all these years to Serfor and Sunat. And they raise
serious questions about the heavy investments in traceability
programs touted by international donors like USAID and GIZ.

The U.S. government, according to official figures, has
invested more than $90 million dollars “in technical assistance
and capacity building to support forest sector reforms and
address enforcement challenges, including the development
of a state-of-the-art electronic timber tracking system that,
once implemented broadly, will help Peru better monitor the
movement of logs from stump to ship and detect illegality.”®
As of the end of 2017, this system is still not yet broadly
operational.

The German government has also been supporting “supply
chain traceability” and business development for companies
including Bozovich Timber Products and Inversiones La Oroza.’
Yet according to the data presented in Chapter 7, in 2015,

at least 45% of Bozovich'’s inspected timber sources found in
SIGO were on Osinfor’s “red list”of high risk for illegal timber.
La Oroza meanwhile was the largest exporter of illegal timber
on the Yacu Kallpa by value and volume.’® And these same
companies are now arguing that it is technically impossible to
trace their wood products back to the forest.

For Peru’s sector to change, real political will and private

sector leadership with a new vision will be needed. The
industry needs to welcome transparency, traceability, and law
enforcement as tools to build and maintain its credibility and
market share, not threats against a comfortable but harmful
status quo.

lllegal logging: a crime beyond Peru’s borders

The countries that purchase Peruvian timber have a
responsibility to support the transition to legal, traceable
supply chains. Buyers of Peruvian timber should demand the
data necessary to assure that their suppliers provide only
verified legal wood products — both to avoid committing a
crime under their own national laws, and to make sure that
they are not accomplices to the human rights violations

and corruption linked to illegal trade. American, European,
Mexican, Dominican, Chinese and other buyers must stop
accepting “good faith buyer” arguments. Countries such as
Mexico and China that still do not have legislation to prevent
trade in illegally-sourced wood products need to prioritize this
reform.

A shocking new analysis found that, between 2003 and 2014,
tropical forests turned from net sinks to net sources of carbon
emissions — and that almost 70% of that biomass loss globally
was not generated by clearcutting for agriculture but rather by
forest degradation, one of whose principal causes is selective
logging.!! In a world imminently threatened by global climate
change, it is everyone’s responsibility to ensure that trade and
consumption are supporting policies that keep forests standing
and healthy.

Recently, the U.S. has begun to take serious action to reduce
imports of illegal Peruvian timber, including detaining
shipments until they can provide sufficient documentation
and, most recently, prohibiting for three years any imports
from one of Peru’s main exporters of verified illegal timber,
Inversiones La Oroza. These measures send a strong and
important message. Other consumer countries should follow
suit.

While Moment of Truth focuses on export trade streams, the
domestic market cannot be ignored. However, data to do any
analysis on domestic trade is entirely lacking. It is therefore
key that the Peruvian domestic market also starts demanding
documentation of legal origin, as is actually established

by Peruvian law but not being implemented. The Peruvian
State itself, one of the most important domestic buyers for
construction and infrastructure projects, must not delay
implementation of such measures for its own purchases. If
the Peruvian government would start demanding only timber
with a verified legal origin, this would send a very important
message to the illegal timber industry.

The evidence provided in this report makes a compelling case
for the necessity of gathering timber traceability data and
making it publicly available if Peru wants to demonstrate that
it is serious about effective law enforcement to tackle illegal
timber trade and associated corruption. In this moment, Peru
has an opportunity to build upon the reform and enforcement
processes it has begun to create more transparent and
functional systems, with long-term benefits for the timber
industry, the forests, and the people who depend upon them.
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Poor forest governance, corruption, and unethical trade put the world’s lungs at risk. © Toby Smith / EIA
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The combination of forest sector legal reform since

2008 with a broader process of political decentralization

in Peru since 2002 has created a web of institutional
actors charged with implementing forest-related laws,
regulations, and decrees. However, the basic definitions
and mechanisms of illegal logging, timber laundering, and
associated trade have remained consistent over this period.
They have been described and documented repeatedly by
journalists, NGOs, and even official government reports.*?

1.a. The legal and institutional framework

The National Forest and Wildlife Service (Servicio Nacional
Forestal y de Fauna Silvestre, Serfor), within the Ministry

of Agriculture and Irrigation, is responsible for ensuring

the appropriate use, management and protection of forest
sector resources in accordance with Forest and Wildlife Law
29763 and its Regulations, and in coordination with regional
authorities in Peru’s 24 regions.* These latter regional
offices are nowadays responsible for the day-to-day work
of authorizing and overseeing the logging, transport, and
processing that takes place within their borders, as well as
other aspects of sectoral planning and development.

Although Peru passed Law 29763 in 2011, it did not enter into
force until 1 October 2015 when its implementing regulations
were finally adopted. Prior to that time, the sector was
regulated by Forest and Wildlife Law 27308, passed in 2000, and
its implementing regulations passed in 2001.1* A replacement
Legislative Decree (DL 1090) was briefly put in place in 2008

but revoked in June 2009 after indigenous peoples’ protests
regarding the process by which these decrees were passed,®
reverting the sector back to Law 27308.

Also in 2008, Peru passed a separate Legislative Decree (DL
1085) establishing the institutional independence of the
oversight body Osinfor (Agency for Supervision of Forest
Resources and Wildlife, Organismo de Supervision de los
Recursos Forestales y de Fauna Silvestre, see Box 2). This
decree remains in place today.

Law 29763 created Serfor as the new forest authority, and a
special ministerial rule was passed to allow its establishment
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and function during the period between passage of the new
Forest Law and its entry into force.® Serfor replaced the General
Directorate of Forests and Wildlife (Direccion General Forestal

y de Fauna Silvestre, DGFFS, 2008-2014), which had come into
being after DL1090 dissolved its institutional predecessor, the
National Institute of Natural Resources (Instituto Nacional de
Recursos Naturales, INRENA, 2000-2008).

1.b. How timber extraction happens on paper

Timber in Peru can be extracted legally from several different
types of natural forest sources. Historically predominant among
these are Permanent Production Forests —land in the public
domain that has been granted by the Ministry of Agriculture in
the form of concessions — and indigenous community forests.
But logging may also be authorized on private properties and
increasingly in local forests, areas granted by the regional
governments to organized community groups officially
recognized by their municipalities. Under Peruvian law, all of
these legal arrangements for timber harvest rights are called
“titulos habilitantes”; in this report, the term “logging contracts”
is used for ease of understandlng. (Other sources subject to
different permitting processes include land authorized to be
deforested for infrastructure, roads, mines, etc. and planted
trees on private properties, either in plantations or agroforestry
systems such as wind barriers.)

Concessionaires, communities, local forest managers, or private
property owners must submit an Annual Operating Plan (POA for
its Spanish acronym)*” or similar forest inventory information

to their corresponding regional authority in order to solicit
approval of the volume and species to be harvested. These POAs/
inventories include georeferenced maps and lists of each tree
slated for cutting or for protection. They must be signed off on
by a private forestry consultant who has been registered with
the national professional association (Colegio Forestal) and pre-
approved by Serfor; this consultant, in theory, has been part of
the forest inventory process and POA preparation. (Under the
new Forest Law since October 2015, forestry consultants must be
trained, approved, and registered as a “regent,” a category that
has similar but stronger legal obligations.)
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When any of the few tree species protected by the Convention
on International Trade in Endangered Species (CITES) are
part of a logging plan, the Law (Art. 46) obliges authorities to

conduct a prior site visit to verify that the POAs are in order. For

the vast majority of permits, however, authorities rely on the
sign-off of the forestry consultants (now regents).

On the basis of an approved POA, multiple transport permits

Box 1. A Guide to GTFs

From point of harvest to sawmill to warehouse to port, all
transport must be accompanied by a series of GTFs (Guia de
Transporte Forestal, Timber Transport Permit). These papers
are supposed to include correct information corresponding
to the timber’s original source.

The first Guia is issued at the point of harvest and
accompanies wood from forest to sawmill. Under the
previous Forest Law 27308, this Guia was called an Origin
Transport Permit (GTO); under Law 29763 it is called a
GTF. This permit is issued by the logging title-holder, local

Figure 1: Old and new GTF formats
Examples of old GTF format (pre-October 2015)

or Guias de Transporte Forestal (GTF) can be issued for timber
adding up to the total volume approved for a given point of
harvest. A unique GTF must accompany each batch of timber
moved throughout the country, whether from source to
sawmill, or from sawmill to point of sale or export. The GTF
provides information about point of harvest origin, species, and
volume (see Box 1).

government representative (for local forests), or regent.

New GTFs are issued to accompany wood products

from that first sawmill onwards. Under Law 27308, the
government forest authority issued these GTFs; under Law
29763 the title-holder of the processing facility itself issues
them, using a basic format defined by the government.
(And if products undergo further transformation before

sale or export, they might be accompanied instead by a
Remission Permit issued by a subsequent transformation
facility.) These GTFs are considered a sworn declaration with
legal force.®

Examples of new GTF format (post October 2015)

x Origin source contact number —

Name of contract title holder
RUC (tax ID) of contract title holde
Owner of the Wood product /

Consignee of the Wood product

Export route (river, land)

Description of the product

\



Responsibility for legal origin

All wood exported from Peru passes through a sawmill first,
since as per Law 29763 export of logs is prohibited except for
plantation timber (Art. 122). The mills are “obligated to verify
the legal origin of the products they transform” (Art. 121),
although how they should do this is not laid out by law.

But sawmills are not the only ones charged with ensuring legal
trade. According to the Peruvian legislation (Art. 126),

“all persons are obligated, under the requirement of the
forest authority, to prove the legal origin of any forest

and wildlife product or species. Any person who holds,
transports and trades a forest or wildlife product or species
whose legal origin cannot be proved when the authority so
requires it, is subject to the seizure of the product, as well
as the application of the sanctions defined by this law and
its requlations, independent of the knowledge or not of the
illegal origin of the products”.

As this passage makes clear, lack of explicit knowledge does not
absolve any actor in the supply chain from responsibility. “Legal
origin” itself is the key concept, not the accompanying papers
which may or may not be legitimate.

1.c. How timber extraction happens in practice

As just described, the GTF is the piece of paper that must
accompany timber whenever it’s on the move. An official GTF
should only be issued for timber coming from a site that has
been formally authorized for logging. How, then, does a trader
get his or her hands on a GTF to move trees illegally cut from a
national park, state forest or indigenous reserve where there’s
no possible authorization to harvest?

The first step is when logging operators create false or
misleading timber inventories as part of their Annual Operating
Plans (POAs). In many cases, trees that were included on the
maps and accompanying lists do not exist in the forest, but are
simply invented. In other cases, the trees do exist, but are in
concessions or communities too remote to be profitably logged
in practice — real trees, but no intention of cutting them. All of
these POAs, real or fake, must be signed off on by a professional
forester as described earlier.’® A 2015 CIFOR study calculated
the cost of creating a fake POA at US50.70/m?3, fetching up to
USS13/m?in the black market.?

The POAs are submitted for approval to regional forest authority
offices that typically do not have the resources or political will to
conduct the field verifications that would detect irregularities.
Once officials approve the POA, these trees now exist on paper,
and “legitimate” GTFs — based on false information — can be
issued corresponding to the volumes authorized. According

to information gathered by EIA in the field, local officials are
often fully aware and complicit in this process. In a journalistic
piece released in October 2014 by CCTV America, for example,
various Peruvian officials, concessionaires, and timber traders
interviewed all agree that illegal logging is widespread, that
timber laundering is common and facilitated by cheap bribes,
and that it has always been this way.?

These GTFs now enter the black market that thrives in every
Amazonian timber town, making it easy to find the papers
to transport and sell whatever timber an operator has cut.
Undercover work by Al Jazeera in 2015 showed a “volume
vendor,” as these illegal traders are commonly called, buying

GTFs for over 10,000 board feet of wood (23.5 m3, worth some
$5500), with a quick phone call and US$170.22 CIFOR found
the average cost to be about US $9-10 per m3.2

The actual trees, meanwhile, come from anywhere else

but an authorized area. CIFOR found that 62% of timber
production in Peru is done by small extractors that operate
completely informally, without respect for any technical
guidelines; this timber all enters the trade stream, passing
through checkpoints where bribes are ubiquitous.?* Processing
and exporting companies simply claim that they purchased

“in good faith” from a trader who had what appeared to be
legitimate documents, despite knowing full well the reality of
their industry.

This currently ubiquitous illicit trade in GTFs makes the paper
trail from sawmill back to actual geographic origin highly
unreliable for any concerned buyer. The only way to be fully
confident of its veracity would be to go back to the point of
harvest origin where the official paperwork claims it came
from —that is, the POA area in a concession, community, or
local forest named on the GTF that accompanied those logs —
and check for stumps corresponding to the authorized volumes
and species.

Example of a fabricated timber inventory. An EIA field investigation of this
annual harvest parcel, in a concession in southern Loreto, could not find any of
the georeferenced trees identified on this POA map.

Luckily, Peru has a government agency that does exactly

this and has, in fact, been offering since 2014 to do it upon
exporters’ requests.”® (See a sample of Osinfor’s letters

to exporters in Figure 2, p.16.) Osinfor is responsible for
conducting post-harvest “supervisions” (inspections) in many
types of forest management units all over the country (see
Box 2). What the agency has found in doing these inspections
helps to shine a light on the breadth of illegal harvest as well
as the variety of schemes employed to hide this forest theft.

According to Osinfor’s online database, SIGO, between
January 2009 and December 2016 the institution conducted
4393 supervision visits to inspect points of harvest where
logging activity supposedly occurred, verifying the presence
or absence of 472,173 trees. 26% of those trees simply did
not exist.?® According to Osinfor’s database SIGO, during this
same time period their supervisions identified 2.1 million

m3 or 463 million board feet of illegal timber, worth some
USS254.8 million?” —and only a fraction of what’s happening
across the whole Peruvian Amazon.
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Invented trees were only part of the problem. Osinfor
commonly documents other types of fraud, such as GTFs
tracing back to a remote, hard-to-access POA where none
of the trees were actually cut down but the GTFs derived

Box 2: Overview of Osinfor’s mandate and function

The Agency for Supervision of Forest Resources and Wildlife
(Organismo de Supervision de los Recursos Forestales y de
Fauna Silvestre), as defined by Supreme Decree 1085, is “the
entity, at the national level, charged with supervision and audit
of the harvest and conservation of forest and wildlife resources,
as well as the environmental services derived from the forest,
for their sustainability”. Osinfor’s core function is to audit
compliance with the law and respective management plans by
those who have received “enabling titles” (titulos habilitantes).

The technical category “enabling title” encompasses different
types of logging contracts: concessions for timber, non-timber
forest products (NTFP), wildlife extraction, conservation or
ecotourism; permits for timber extraction from native and
peasant communities or private properties; and authorizations
for timber harvest in dry forests, NTFP extraction or wildlife
management ex situ.” While in theory local forests are also
“enabling titles”, Osinfor did not in practice have authority to
supervise them due to administrative irregularities in the way
they were managed under the previous Law 27308 (see details
in Box 5). Additional kinds of authorizations and “administrative
acts”, such as for plantations or agroforestry trees on any
private property or land use change for agriculture, remain
excluded from this category under the Forest Law 29763.

Osinfor’s budget as defined by law comes from the following
sources: the annual national budget; donations from national,
foreign, and international institutions; 25% of all logging
stumpage fees; 100% of income from any fines or penalties
imposed; other as legally allowed.*

Some 28 field personnel are spread among seven decentralized
offices.? These “supervisors” visit logging sites with the annual
operating plan (POA) in one hand and a GPS unit in the other,
to see whether activities have been conducted legally. Visits
are carried out in coordination with the local forestry office,
concession owners and/or communities, who are notified in
advance.

Osinfor lawyers back in Lima review the resulting Supervision
Reports to determine what, if any, penalties to assign. If the
results of the supervision are ok, that is the end of the process.
If the results show problems, Osinfor lawyers’ options are to
(a) cancel the concession, permit, or authorization altogether
(caducidad), or (b) assess a sanction, monetary or otherwise, in
accordance with damages. The resulting Directorial Resolution
(RD) details the infractions, assigns the penalty, and initiates an
Administrative Procedure (PAU) during which the local forest

from these actual trees’ volume were used to launder trees
cut elsewhere. Between 2009 and 2016, almost 80% of its
inspections revealed irregularities sufficient to initiate legal
proceedings against the logging contract holders.?®

authority and/or contract holder are given opportunity to
respond. Ultimately, a second Resolution is issued to finalize
the PAU.

These Final Resolutions may be, and typically are, appealed to
a secondary body called the Forestry Tribunal, which became
operational only in 2016. Whether or not logging should be
allowed to continue during the appeals process is unclear and
controversial.

Osinfor has two public online databases to share information
about the legal situation of the titles they oversee:

e Sisfor is an online interactive visual map tool for exploring
the legal status and available information about all types of
logging contracts across Peru. http://sisfor.osinfor.gob.pe/
visor/

* SIGO is a database containing the status and underlying
facts of thousands of legal processes (PAUs) initiated as
a result of Osinfor supervisions. It is searchable by name
or contract number, and has “red” and “green” lists that
allow prospective buyers to check whether the timber they
plan to purchase might come from points of harvest with
existing legal problems or with precedents of illegalities.
http://www.osinfor.gob.pe/sigo/

Formal memoranda with indigenous federations are another
element of Osinfor’s strategy. For example, the agency has
trained at least two thousand people from native communities
in topics like accurate timber measurement so that they are
paid adequately for their forest resources and not left with legal
problems or fraudulent documents.3? A program also exists

to forgive logging fines in exchange for forest conservation
agreements.*

In 2016 two independent Peruvian research institutions
released a statistical analysis of Osinfor’s supervision results
2009-2014. Among other conclusions, the analysis showed
clearly that logging of mahogany and cedar, the two species
with 100% prior supervision, showed much higher rates of legal
compliance.®

An independent and solvent Osinfor is a valuable model for other
countries and a vital resource for Peruvian forest governance.
That said, the full independence of a government-sponsored
oversight body will always be at some risk, since in the view of
some public and private actors making this information public
only damages the sector’s image. This, ultimately, is why the
transparency and information access measures Osinfor has
insisted upon, such as SIGO, are so important.


http://sisfor.osinfor.gob.pe/visor/
http://sisfor.osinfor.gob.pe/visor/
http://www.osinfor.gob.pe/sigo/

1.d. The legal context of illegal timber exports

Beyond being a social, environmental, and economic problem,
illegal logging and associated timber exports have potentially
serious consequences for individual companies and for the
image of the Peruvian forestry sector. Several of Peru’s
principal trading partners have laws making it a legal offense
to import or trade wood products harvested in violation of the
laws in the country of origin: the U.S. Lacey Act Amendments
(2008), the European Union Timber Regulation (2010), the
Australian lllegal Logging Prohibition Act (2012) and the
Japanese Act on Promotion of Use and Distribution of Legally
Harvested Wood and Wood Products (2016). At least two

U.S. importers of Peruvian timber have already been subject
to seizures and fines under the Lacey Act® and others are
under investigation.? Importers of CITES-listed species like
mahogany or cedar are also subject to provisions of the U.S.
Endangered Species Act.

The Trans-Pacific Partnership Agreement (TPP), a trade
agreement negotiated between Peru, Australia, Brunei,
Canada, Chile, Japan, Malaysia, Mexico, New Zealand,
Singapore, Vietnam, and the United States (until it withdrew
in January 2017) includes a clause requiring parties to take
measures to combat and prevent trade in illegally sourced
flora and fauna.*’

The United States and Peru have a unique bilateral framework
for ensuring legal timber trade through the Annex on

Forest Sector Governance of the U.S.-Peru Trade Promotion
Agreement (TPA), signed in 2007. Both parties “commit

to combat trade associated with illegal logging and illegal
trade in wildlife” and to take action “to enhance forest

sector governance and promote legal trade”.> This Forest
Annex contains a series of binding obligations related to
management and trade of CITES species as well as to a variety
of forest governance and enforcement measures.

Under the Forest Annex, the U.S. government can request
that the Peruvian government conduct (i) audits of specific
Peruvian producers or exporters, or (ii) verification of specific
shipments, to evaluate their legal compliance. The U.S. has
discretion regarding the types of sanctions that it can levy,
including denying entry to a given shipment or even denying
entry to all shipments from a given enterprise if it has been
trading in illegally-harvested species listed on CITES.*

1.e. Social and environmental impacts

The bribery, fraud, and black markets that are part of Peru’s
timber trade contribute to a culture of institutionalized
corruption and impunity that undermines the rule of law.*
Human rights violations and serious impacts on forest
ecosystems are the consequences across the Amazon.

Indigenous communities

lllegal loggers repeatedly come into violent conflict with
indigenous communities. Probably the most known case is the
assassination of Ashéninka leader Edwin Chota and three of
his colleagues from the indigenous community of Saweto in
September 2014 (see Box 3). But, sadly, there are many more
cases.

On 24 January 2017, for example, 60 armed men entered and
expelled 25 families from an Ashaninka community in Satipo,
Junin, making false claims over the territory. A subsequent

enforcement operation seized four thousand board feet

of tornillo timber.*! Illegal logging operations continue to
penetrate the territories of Peru’s estimated 15 voluntarily
isolated indigenous tribes, where even one contact has the
potential to introduce disease that could wipe out the entire
population. (50% of the Murunahua group is estimated

to have perished in the 1990s after contact with illegal
mahogany loggers.) Survival International has documented
uncontacted peoples fleeing from their territories across the
Brazilian border to avoid loggers.*

In parts of the Amazon, the timber trade is an important
source of native community income. However, communities
are rarely informed about their legal obligations and possible
sanctions, nor compensated appropriately. Negotiations with
loggers are conducted with highly unequal information about
laws, markets, or technical aspects. Moreover, GTFs from
native communities are frequently used to launder timber,
but soon the loggers abandon the area and the community is
left alone to face the legal consequences for falsifications and/
or harvest infractions committed by the loggers. The resulting
fines become financial burdens that make it impossible for
communities to get out of the cycle of illegality and poverty.

Maria, interviewed in 2011, escaped from an isolated logging camp where she
had been the cook and only woman for six months, working under forced labor
conditions. © EIA

Labor conditions

The illegal logging business model is a system of debt peonage,
in which wealthy traders finance intermediary patrones who

in turn provide logging crews with overpriced supplies and
cash advances at exorbitant interest rates.*® EIA investigators,
journalists and academics have documented the generally
awful conditions in which such loggers work for low wages
without enforceable labor contracts for weeks or months in
remote camps, lacking safety equipment, first aid supplies or
the means to evacuate someone to a hospital in the event of a
serious accident.** An ILO study from 2005, at the height of the
illegal mahogany boom, estimated that some 33,000 people
worked under what they identified as forced labor conditions in
logging camps. * No new systematic research has been done to
update this figure, but conditions have certainly not improved
for those who remain part of the system.*
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Environmental impact

In a 2015 Al Jazeera interview, Erik Fischer, a director for
Maderera Bozovich and the head of the wood products
committee of Peru’s chamber of commerce, ADEX, dismisses
illegal logging’s impacts by saying “you might see tons, rivers
of timber circulating in Peru...but if we measure it in relation
to the resource we have, it’s very little.”*” Yet the combined
activity of thousands of commercial logging operations is
degrading even the seemingly inexhaustible vast Amazon more
rapidly than anyone would like to believe.

Populations of two formerly well-distributed species, mahogany
and cedar, have already declined drastically, and the government
is now seriously considering inclusion of shihuahuaco (three
species in the genus Dipteryx) on its national list of endangered
species. A Serfor-commissioned review by 99 experts found

this listing necessary due to unsustainable extraction levels that
rose astronomically between 2000 and 2015.% The experts note
that the slow-growing, massive shihuahuaco (sold commercially
as cumaru) can represent up to one-third of the entire carbon
sequestered in a hectare of primary rainforest, and is a vital tree
for harpy eagles (Harpia harpyja), macaws (Ara sp.), and other
cavity-nesting birds.

Most logging in Peru is selective rather than large clear cuts,
but illegal loggers are only the vanguard: where logging roads

go, deforestation follows. Nearly 95% of all deforestation

in the Amazon occurs within 5.5 km of a road.* Overflights
conducted by government officials in 2015 detected entire
illegal highways on the Loreto/Ucayali border, with dozens of
trucks carting timber — industrial-sized operations, and not a
single authorized concession or community timber permit in
the area.*® These roads create an opening for colonization and
industrial agriculture. Between 2000 and 2013, Peru lost an
average of 113,056 hectares of forest yearly, the equivalent of
17 soccer fields an hour.®

lllegal and unsustainable logging has been a critical factor in
turning tropical forests from net sinks to net sources of carbon
emissions in the period 2003-2014. A shocking new analysis of
satellite images and laser measurements published in Science
found that almost 70% of the losses of above-ground forest
carbon globally were the result of forest degradation, caused
principally by selective logging and other disturbances of
standing forest, not clear-cutting for agriculture.52 Another
peer-reviewed study found that, in Latin America, 69% of
forest degradation is a direct result of selective logging for
timber, while the remaining 31% is attributed to fires, fuelwood
collection and the like.® Of course, impacts are a vicious cycle
as un-planned over-logging thins out and damages forest
structure, aggravating the effects of drought and wildfires.

Newly established African palm oil plantations in Ucayali, Peru. As of 2012, at least 77,537 hectares of oil palm had been planted in the Peruvian Amazon.
(source: Fort, R., Borasino, E. (2016). ;Agroindustria en la Amazonia?: posibilidades para el desarrollo inclusivo y sostenible de la palma aceitera en el Perd.

GRADE.) © EIA



2. EXPOSING AN OPEN SECRET,
2012: FAGTS AND REAGTIONS

secret in Peru for decades now. Reforms that in 2000

resulted in Forest & Wildlife Law 27308 also stemmed from
the mismanagement and corruption endemic to the previous
system. Yet laundering of mahogany and cedar for export
continued to be so pervasive that in 2006, Peru’s own forest
agency at the time, INRENA, found that 72% of the source
concessions and communities for these species were using
invented volumes.* That same year the World Bank described
illegal logging in Peru as systematic and characterized by
criminal networks in collusion with state actors, stating that
“during the last four years, the illegal harvest and trade of
wood in Peru has increased in an alarming manner.”*®

I llegal logging and timber laundering have been an open

In 2007, international concern about the quantity of illegal
mahogany exports forced Peru to agree to reduce its CITES
export quota and implement a “Mahogany Strategic Action
Plan”. The U.S.-Peru TPA Forest Governance Annex was also
negotiated in 2007 in response to these concerns. Tens of
millions of dollars in bilateral funds to combat illegal logging,
reduce corruption and improve timber traceability flowed into
Peru’s trade and forest authorities in subsequent years. Yet
little was changing in the forest, as EIA showed exhaustively
in its 2012 report The Laundering Machine: How fraud and
corruption in Peru’s concession system are destroying the
future of its forests.

2.a. The Laundering Machine methodology:
transparency and its limits

The culmination of a multi-year investigation, The Laundering
Machine used a systematic methodology based on the
analysis of thousands of pages of official Peruvian government

O©EIA

documents, interviews, testimonies, and field trips that
documented the endemic fraud, corruption, and timber
laundering plaguing the forest sector.

At the heart of this analysis was a cross-referencing of two
databases:

(i) CITES export documents that identified the concession
where timber was supposedly harvested, as declared
by the exporter in his application for a permit to export
the endangered species Big-leaf mahogany (Swietenia
macrophylla) or Spanish cedar (Cedrela odorata);

(ii) Osinfor supervisory reports from their field visits to verify
POA implementation in these concessions.

Obtaining the information to build these databases required,
at the time, multiple information requests over many months,
under Peru’s Transparency Law, to both the CITES office of
Minagri and Osinfor. The data came in the form of thousands
of blurred photocopies that EIA had to process, digitize, and
turn into Excel files.

By cross-referencing the two databases, EIA’s analysis proved
that at least 37% of the mahogany and cedar shipments
exported from Peru to the U.S. during the time period 2008-
2010 contained illegal timber. Osinfor’s field reports regarding
the declared points of harvest demonstrated falsified POAs,
mis-used transport permits, unlawfully felled trees, and

other infractions. In most of the cases, the forest inventories
submitted by the producers, signed off by forestry consultants
and approved by local authorities were 100% fake.

The real figure is almost certainly more than 37%, but at
the time, Osinfor had only supervised a limited number of
the POAs declared as sources for the mahogany and cedar
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shipments in EIA’s analysis. Moreover, while EIA’s broader
investigation indicated that there were high percentages of
laundering for all species being exported from Peru, the trade
data analysis had to be restricted to mahogany and cedar
because documents with the data in question simply did not
exist for other species. There was no requirement — and to this
day there is no requirement — for exporters to systematically
declare to any authority in Peru the point of harvest for timber
that is not considered endangered by law. CITES-listed species
made up 0.6% of total wood product trade flows in 2010 and
even less nowadays.>® So while EIA’s analysis showed the power
of information, it also showed the limits to this method given
what was available to the public, as well as the urgency to
expand the obligation to declare point of harvest for all species
being exported.

2.b. Official responses, 2012-14

The Laundering Machine’s analysis demonstrated the
continuing scope of illegal timber trade and alerted both
government and the private sector to their non-compliance
with instruments including CITES, the U.S.-Peru Forest
Governance Annex, and the U.S. Lacey Act. Yet effective
responses in the months and years to come were frequently
drowned out or beaten back by both recalcitrant industry
players and cautious officials in the midst of high-profile Trans-
Pacific Partnership trade negotiations.

2.b.i. Responses in the United States

In April 2012, after the launch of The Laundering Machine, EIA
formally petitioned the U.S. Trade Representative to invoke
Sections 6 and 7 of the Forest Annex and request that Peru
conduct (a) verifications of all new export shipments from

two exporters, Maderera Bozovich SAC and Maderera Vulcano
SAC, between them linked to at least 77 shipments of CITES
species laundered with fabricated POAs between 2008-2010;
(b) verifications of any other shipments associated with 19
forestry concessions temporarily suspended in Peru at that
time for egregious illegalities; and (c) audits of an additional
29 timber concessions that the Osinfor-CITES cross-checks had
shown were the source of illegal timber shipped to the United
States.>” The petition came with hundreds of pages of relevant
official documents attached supporting the crimes identified in
the submission.

EIA’s petition clarified that the specific illegalities identified
were only one small part of a bigger picture, stating that
“While we have identified what appear to be the two biggest
exporters, it would be a mistake to believe that this is anything
less than a systemic problem that continues to affect many if
not the majority of shipments of timber, both CITES-listed and
not, from Peru — from all exporters.”

On 6 December 2012, the Interagency Committee on Trade in
Timber Products from Peru, led by USTR, responded to EIA’s
request by declining to do any of the above, finding that Peru
was already taking adequate steps to address the problems.
Osinfor’s supervisions were singled out as a particularly
successful and important measure in the Committee’s view,
although it was noted that the exclusively post-harvest nature
of their visits was not ideal for preventing illegal timber from
entering international trade. %8

With regards to the shipment verifications, the Committee

“confirmed a significant decline in reported exports” of CITES
species, and found that none of either Bozovich’s or Vulcano’s
2011 and 2012 shipments contained timber sourced from the
29 concessions specifically identified in EIA’s petition, nor had
they requested any new CITES permits. (This finding suggests
the strategy adopted by Peruvian exporters and their U.S.
importers as the sector came under new scrutiny: reduce
exports of mahogany and cedar, where the document trail is
more transparent and consequences are more severe.)

Instead of using audit and verification procedures, the U.S.
and Peruvian governments agreed to a “five-point action plan”
centered on the following activities:

*  Conducting prior visual verifications for 100% of Bigleaf
mahogany and Spanish cedar contained in POAs prior to
logging approval;

* Strengthening “accurate POA development”;

*  Ensuring timely criminal and administrative proceedings to
sanction any concessionaire, forest engineer, government
official or other party for breaking forestry and wildlife
laws;

* Improving systems to track and verify the chain of custody
of timber exports;

*  Ensuring implementation of Peru’s Anti-Corruption Plan,
“including activities aimed at eliminating the submission
of false POAs and the approval of POAs that contain false
information.”*®

Five years later, the “five-point action plan” agreed in

2012 has barely been implemented yet. It's worth noting
that throughout this time period, the U.S. government

was investing heavily in programs such as the Peru Forest
Sector Initiative and PeriBosques with the stated intent

to improve forest governance, build capacity and establish
traceability systems.®® According to USTR in May 2016, the
U.S. government had already “dedicated over $90 million in
technical assistance and capacity building to support forest
sector reforms and address enforcement challenges.”®!

2.b.ii. Responses in Peru

Two days after the public release of The Laundering Machine,
the President of the Peruvian Cabinet of Ministers (PCM,
Presidencia del Consejo de Ministros) announced that the
Peruvian government was considering new and strong
measures to verify the legal origin of timber, prevent illegal
logging, and protect the forests.®? The announcement was
made through a press release following a meeting between
the President of the Cabinet, the Minister of Agriculture, and
the President of Osinfor.®

While this was perceived as a good sign in the moment, little
materialized from the announcement. The forest authority,

in the midst of institutional transitions surrounding both a
new Forest and Wildlife Law and decentralization to regional
government offices, made little headway with the five action
points that the U.S. and Peru had agreed were necessary. One
example of this inaction regards the question of sanctions or
consequences for the forest engineers who signed off on false
POAs.

As described in Chapter 1.c. above, the signature of a
professional forestry consultant has been a key part in the



illegal timber laundering process. These specialists (until
October 2015, “forest consultants” and since then, “regents”
with increased legal responsibilities) must be affiliated

and registered with the Peruvian professional foresters’
association, and must be accredited by Serfor as members

of the official registry of professionals authorized to sign off
on POAs. This registry is managed by Serfor and published

on their website. Yet as of 2013 a forester had never been
prosecuted for his or her actions, despite the existing set of
warnings, fines, civil and criminal sanctions defined by law for
falsifying POAs and related acts. Moreover, neither Serfor nor
its predecessors had ever required the association to sanction
or disbar, temporarily or permanently, professionals who
signed false POAs.

As Osinfor’s supervision reports accumulated, the agency
began to keep its own list of forestry consultants who had
signed off on fake POAs. Throughout 2013 and 2014, Osinfor’s
and Serfor’s leaders had a series of formal communications

in which the former urged the latter to review the list of
accredited individuals and remove those who had known
infractions.® Yet despite Serfor’s claims that the list was going
to be “cleaned up”®, enforcement on this issue remains
practically null three years later.

In June 2015, in the briefing paper “Implementation and
enforcement failures in the U.S.-Peru Free Trade Agreement
allows illegal logging crisis to continue”, EIA presented
official documents stating that “nearly half of all of the forest
engineers in the official registry, 153 out of around 300,
responsible for some 1146 false annual operating plans, have
been found to have falsified forest inventories to facilitate
laundering of timber.”®

“Together, [just three forest engineers] were responsible

for 189 false forest inventories in which well over 65% of

the approved volumes for extraction were fabricated... The
total volume of timber in the false inventories [they] signed
measured approximately 500,000 m?, with a value of over
$60 million dollars. After years of delay, the collective fines
they received for enabling this illegal activity amounted to
less than $3,000... To date, they have not been removed
from the official list of approved forest engineers and are still
authorized to carry out forest inventories.”®’

In February 2017, Serfor’s new director was sent a new list of
over 100 forest consultants or regents shown to have signed
fraudulent POAs. At the time, he was quoted as “initiating
the process of sanctions.” An Associated Press information
request found that, as of April 2017, only three engineers
had been removed from the accredited list for falsification,
apparently the same three mentioned by EIA’s briefing.
Meanwhile, of 153 people on the official regents list, one in
seven was under investigation.®®

2.b.iii. Attempts to assist Peru’s industry

In February 2014, Osinfor began to send letters to Peruvian
timber exporters, offering them updated information about
the legal situation of the points of harvest for timber they
might plan on buying. Osinfor’s letters explain to exporters
that all the data from the agency’s field verifications is
publicly available.

Moreover, they state clearly that in cases where Osinfor has

Figure 2: In this letter to Peru’s main wood exporters’ association, Osinfor
offers to inspect any point of harvest about which an exporter requests
information.

not yet verified a timber source from which an exporter is
considering sourcing, the agency is prepared to send staff
into the field to check the legal origin as quickly as possible
and with no cost for the private company (see Figure 2 for
complete text).*®

At this point — after years of public stories and scandals
demonstrating that the majority of timber traded in Peru had
illegal origins — this offer should have been a great opportunity
for the exporters. They had, after all, been claiming that they
were victims of the system, simple traders who bought “in
good faith” from sawmills and logging operators: that they did
not have the means to know if the timber they were buying
was legal or not, since that would involve going themselves

to the forest to check each stump, which was just not
economically viable. However, as of October 2017, in response
to a public information request by EIA, Osinfor stated that

“to date we have not received requests to supervise enabling
titles on the part of wood exporting companies.””
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Box 3: A Death Foretold: The Murder of Edwin Chota and
colleagues

On 1 September 2014, four Ashéninka leaders were murdered,
allegedly by illegal loggers who had been operating in

their community.”* Edwin Chota, Jorge Rios Pérez, Leoncio
Quinticima Meléndez, and Francisco Pinedo, from the
community of Alto Tamaya-Saweto, had set off to meet with
Ashéninka from the Brazilian side of their shared ancestral
lands regarding a more coordinated strategy to resist the
incessant incursions of narcotraffickers and illegal loggers. But
along the way they were stopped, tied up, shot and thrown
into a nearby stream. A colleague found their remains five days
later.

Edwin Chota was the head of Saweto, a community several
days by boat from Pucallpa. For over ten years, Chota had
been travelling this long route to lodge complaints about
illegal logging with the authorities and seek urgent protection
for his community, recognition of their rights to the land, and
enforcement against the illegal actors, without success. He was
always told that inspectors would only come if the community
paid for the boat, the fuel, and the food to do their jobs. In 2013,
he briefly managed to find a fresh local prosecutor willing to
listen, but the resulting enforcement attempts served mainly to
anger the timber mafia and the prosecutor was soon removed
from his post.

Saweto was also pressing for formal title to its ancestral lands, a
right guaranteed by Peru’s laws. Chota had sent over 100 letters
to different Peruvian authorities requesting formal recognition
of some 800 km?2. But among the obstacles to this goal was

the fact that 80% of their historical territory had been granted
as part of five different 20-year timber concessions to logging
companies. The community had appealed to the national forest
authority to excise their lands from the concessions, arguing
violation of the International Labor Organization’s Convention
169 on the rights of Indigenous and Tribal People, which Peru
ratified in 1993, and its attendant national legislation.”? But
loggers operating in the Ashéninka territory did not want to see
things change. They offered Chota bribes and then moved on
to threats.

In August 2014 Chota travelled to Lima and did a round of
visits to central government offices including Serfor, the
parliament, the office of the President’s Cabinet, and the
national Ombudsman. Osinfor was the only agency that offered
to follow up. On 30 August, a team of supervisors arrived to
Saweto and performed as much of an inspection as possible,
until they were confronted by men with chainsaws and guns.
“We’ll see who wins, the community or us”, the loggers
purportedly told the team.” (The Osinfor report, published

in September 2014, indicated that the two main concessions
superimposed on Saweto’s territory — Eco Forestal Ucayali
and Ramiro Edwin Barrios Galvan — were illegally harvesting
unauthorized species without a management plan and not
paying taxes.”)

Two days later, just after the Osinfor team had left, Chota and his
colleagues were dead. The case became an international scandal
on the eve of Peru’s hosting the United Nations climate change
negotiations. Stories appeared in the New York Times, the BBC,
National Geographic, El Pais and others. Peruvian authorities
scrambled to pronounce their assurances that the case would be
vigorously investigated and prosecuted.

Three years later, no one has gone to jail or been put on trial. The
last suspect, who had been preventively imprisoned while under
investigation, was released from prison in 2016. Prosecutors

say that the families of the victims aren’t willing to talk.” The
murdered men’s widows, who bravely spoke out in the months
after the murders, are afraid they will be targeted if they return to
their community.

Given how little the state has protected them until now, this is a
logical response. On many occasions, to reporters or colleagues or
family members, Chota had predicted that his death would happen
more or less this way. He had been warning of loggers’ threats and
asking the government to protect the people of Saweto for years.
He left behind these chilling words in one recorded video interview:
“Someone may have to die before they pay attention to us.””®

Peru granted formal territorial title to Saweto in 2015, but the
illegal logging and the death threats to the community members
continue.”

Edwin Chota spoke out against territorial incursions, knowing the risks
it might imply. Image used with permission from “Peru - Our Fight.”
Handcrafted Films (2014). Archive of Edwin Chota, Andrea V. Zarate



illegal logging problem began quietly. Groundwork for

the historic “Operation Amazonas” enforcement actions
of 2014 and 2015 was laid behind the scenes as several
government agencies beyond the national forestry authority
began to look more closely at the illegal logging problem.
The resulting inter-institutional coordination and information
sharing have demonstrated just how well law enforcement can
work in Peru when the institutional will exists.

3.a. New Peruvian agencies get involved

Serfor (the National Forest and Wildlife Service, under

the Ministry of Agriculture and Irrigation), the regional
government forestry offices, and Osinfor all have remits
entirely focused on regulating or monitoring forest resources;
however, there are other entities that are also relevant to
ensuring proper implementation and enforcement of the
pertinent laws. The most important to this story are:

- Sunat, the National Customs and Tax Administration
Agency (La Superintendencia Nacional de Aduanas y de
Administracion Tributaria) is the entity that (i) collects
taxes and (ii) regulates customs procedures including
imports and exports. In this latter capacity, Sunat is
responsible for obtaining certain information from
timber exporters to ensure appropriate payment of
duties, compliance with phytosanitary procedures and
other pertinent laws, including granting cash benefits to
promote certain exports (drawback).

- FEMA, the Environmental Prosecutor’s Office (La Fiscalia
Especializada en Materia Ambiental) is a division within
the National Prosecutor’s Office, also commonly called
the Public Ministry. There are both national and regional
Prosecutors’ offices. They are charged with “defending
the public interest” and have the authority to investigate
and prosecute civil or criminal offenses.’”® FEMA’s remit

The most significant advance in efforts to combat Peru’s

©EIA

includes crime related to forests and logging.

- La Procuraduria del Ministerio del Medio Ambiente
(Minam) or the State’s attorney in charge of defending
the nation’s environmental interests, attached to
the Ministry of the Environment. The Procurador
participates as a party in most of the legal cases
involving illegal logging or illegal timber trade.

In August 2012, concerned about the findings of The
Laundering Machine, Sunat requested a meeting with
Osinfor to better understand the situation and to evaluate
potential joint actions. Over time a strong working
relationship and information exchange developed between
these two key authorities whose roles are to monitor the
first and the last points for timber chain of custody: Osinfor,
at the point of harvest, and Sunat at the point of export.”

3.b. Operation Amazonas 2014

Between March and June, Sunat implemented Operation
Amazonas 2014, “after intelligence they had gathered
revealed that organized criminal networks were involved
inillegal logging, the use of forest documents with
unreliable information, and the mislabeling of timber
exports,” explains an article prepared by Sunat’s Intelligence
and Tactical Operations Team for the World Customs
Organization’ magazine, WCO News.®°

“In the process, Sunat turned to the WCO for support,
which became its main ally in organizing the operation,
assisting it to coordinate the logistics and make the
necessary preparations, thereby enabling Sunat to
involve other organizations, such as INTERPOL, the
Customs services of other countries, and the national
bodies responsible for supervising wood products.”®!
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Figure 3: Institutional configuration for Operation Amazonas 2014 and 2015

Conducted extra controls on high-risk exporters,
through collecting the GTFs of their wood products and
communicating with OSINFOR to determine legal
status of the points-of-harvest indicated in

these documents

Supported Operation to

detect any criminal organizations
that may be involved in the
illegal trade.

Provided connection with

customs authorities internationally
to inspect exported timber at its
final destination.

Assured the legality of the
interventions conducted by
Sunat-Customs

Verified status of points-of-harvest
in its SIGO database. In cases
where field supervisions had not
occurred, requested the respective
documents from title holders and
conducted supervisions.

(Graphic recreated from Osinfor [2015], Resultados de la supervisiones y fiscalizaciones efectuadas por el Osinfor en el marco del Operativo International

“Operacion Amazonas 2014”.)

Operation Amazonas 2014 looked at problems in

the timber chain of custody across the country, and
conducted a set of interventions that led to the seizure of
15,693 m3 of wood shipments, equivalent to six Olympic-
sized swimming pools, including timber from CITES-listed
tree species that “traffickers were trying to smuggle
across the borders with Brazil and Colombia.”#?

Box 4: Brief overview of timber export documents

Timber exports are overseen by both Sunat, the tax
and customs agency, and the national or regional forest
authorities, which inspect shipments.

There are two main timber ports in Peru: (i) the Pacific

Ocean port, Callao, just west of Lima, where inspections are
conducted by the control post of an office (ATFFS) reporting
directly to the national forest authority Serfor, and (ii) the
Amazon River port of lquitos, in Loreto, where inspections
are conducted by the Loreto Regional Government’s forestry
authority. (It’s important to note that timber could be leaving
from other ports or overland border crossings, where there is
no specific oversight mechanism for wood products.)

Sunat requires the following types of documents during the
export process:

- Packing list

- Purchase invoices

- Origin certificate: tariff code and country of origin
- Bill of Lading & booking on ship

- Customs merchandise declaration, known as the DUA
(Declaracion Unica de Aduanas) or DAM (Declaracion
Unica de Mercancias): a form that includes data such as

But the most critical aspect of Operation Amazonas 2014
was the implementation of a new requirement for the
duration of the Operation: mandating that exporters at the
port of Iquitos — a main region for timber production and
exports to Mexico and the U.S. — provide documentation
about the point of harvest for all timber products.

exporter and merchandise description.
- Phytosanitary certificate (from SENASA)

The forestry inspection process of a random sample of
shipments is parallel and different to Sunat’s procedures. Until
the end of 2015, generally this inspection required that the
exporter show all the above customs documentation and, in
some cases, the GTFs (timber transport permits) associated
with the cargo in question. In the case of CITES-listed species,
it is mandatory to provide GTFs. For other species this has
never been codified but, through late 2015, the GTFs were
commonly provided.

Once a forestry officer verifies that all is in order, s/he
emits an “Acta de Inspeccion Ocular de Embarque” (Visual
Shipment Inspection Note) that includes copies of the GTFs.
The Acta document is maintained on file with the Forestry
control point and a copy is given to the exporter, but it
does not necessarily accompany the shipment or reach the
importer or enforcement authorities. See Chapter 7.b. for
examples of Actas.

It appears that Serfor has been conducting almost no Visual

Shipment Inspections on non-CITES species since late 2015
(see Chapter 5.c.v. and 7.c.).



Table 1: Key results from Operation Amazonas 2014

#1logging | PAUSs (sanction| # cases sar::catsigZed logging | minimum volume | value in dollars

contract titles | processes) | withfalse | %of false |casesar- | (finedor | contracts | of timber moved | (US$1= 3.23
Region supervised* initiated information | information | chived cancelled) | cancelled | illegally (m®) soles)
Loreto (lquitos) 82 78 61 74.4 3 75 37 199,280.03 24,431,855.56
Ucayali (Pucallpa) 57 52 32 56.1 0 52 9 42,022.97 5,152,042.27
Huanuco 4 4 3 75.0 0 4 1 7,840.97 961,307.41
Junin 1 1 1 100.0 0 1 0 493.08 60,451.91
Total 144 135 97 67.4 3 132 47 249,637.05 |30,605,657.15
% of total supervised 100% 93.8% 67.4% 2.08% 91.7% 32.6%

*logging contract title = titulo habilitante. (Fuente: Osinfor (2015), Resultados de las supervisiones y fiscalizaciones efectuadas por el Osinfor en el marco del Operativo International “Operacion Amazonas 2015”, p. 63)

With this piece of data, Sunat was able to replicate the
methodology used in The Laundering Machine — but without
being hampered by the two key data limitations that EIA
faced in 2012. First, Sunat obtained the point of harvest
information for all species, not just CITES species. Second,

in cases where Osinfor’s SIGO database had no information
about the point of harvest, Sunat had the authority to request
Osinfor to go to the field and eventually verify 99% of the
relevant points of harvest, in order to cross-check their field
verification findings with the exporters’ declarations. With
such complete data, Sunat’s results were dramatic. This
methodology informed and then served as the basis for
Operation Amazonas 2015.

Operation Amazonas 2014 cross-checked information

from 144 points of harvest: 42% concessions, 37% native
communities and 21% private properties, almost all of which
were in the Departments of Loreto (57%) and Ucayali (40%).
Of these inspections, 94% found evidence of infractions
severe enough to begin a sanctions procedure (PAU). In

the end, only three out of 135 cases were dismissed, and
47 contract holders (33% of all the supervisions done) had
their harvest rights revoked entirely due to “grave damage
to the forest resource”. In 67% of those cases, Osinfor found
evidence of fabricated information — i.e., trees invented in
the POA documents in order to launder trees logged from
elsewhere.®® See Table 1.

According to Osinfor’s analysis, at least 54 million board

feet (245,454 m?3) of illegal timber were laundered with the
documents collected during the operation, worth upwards of
98 million soles (US$30 million). The species most commonly
logged illegally were Virola sp. (cumala), Cedrelinga
catenaeformis (tornillo), Chorisia integrifolia (lupuna),
Cariniana domesticata (cachimbo), Clarisia biflora (capinuri),
Calycophyllum spruceanum (capirona), and Dipteryx odorata
(shihuahuaco).?

Officials involved in Operation Amazonas concluded decisively
that: “Beyond the Peruvian specifics, even beyond the forest
sector, Operation Amazonas speaks to a problem that applies
to the entire international trade in plants and wildlife: in
many countries, a ‘stamp’ on an official document is not a
sufficient guarantee of something’s actual legality!”®

This special operation also convinced Sunat about the
importance of working in cooperation — not only with other
Peruvian authorities, but also with authorities in the countries
of destination as natural allies to fight this international

“Beyond the Peruvian specifics, even beyond the forest
sector, Operation Amazonas speaks to a problem that
applies to the entire international trade in plants and
wildlife: in many countries, a ‘stamp’ on an official
document is not a sufficient guarantee of something’s
actual legality!”.

- Sunat Intelligence and Tactical Operations Team

crime. In its WCO article summarizing results of the
Operation, Sunat writes

“Wood-importing countries should require the products
that they purchase to have been legally harvested.

This is already the case in the United States under

the Lacey Act, which makes it possible to prosecute
anyone knowingly in possession of illegally sourced
wood. The aim is to impose penalties on the possession
or importation of illegal timber in order to suppress
demand, thereby eliminating or reducing the profits
derived from this traffic. Australia and the European
Union have taken similar measures. Comparable

legal measures are urgently needed in all significant
consumer countries to ensure a consistent international
approach to the trade in illegal timber.”%®

In October 2014, Sunat and Osinfor invited the industry,
the timber exporters, the academy, other offices from

the Peruvian government, civil society, and the media

to a public event to present the results for Operation
Amazonas 2014. Gustavo Romero, Sunat’s Customs
Control Superintendent (Intendente de Control Aduanero),
acknowledged that it had taken Sunat a considerable
amount of time and effort to begin to understand the
Peruvian timber sector, given the excessive amount of
legislation and the number of companies appearing and
disappearing after only a few years of operations. However,
he announced that they were now ready to go deeper and
would continue the Operation in 2015.

Romero also noted that the Operation’s findings showed
the necessity of incorporating exporters’ declarations of
the point of harvest as part of their regular, mandatory
paperwork procedures. This proposal was to become a
flashpoint down the line.

20



21

n 2015, Sunat and its collaborators focused the efforts

of Operation Amazonas on the timber being exported

from Iquitos, capital of the huge Amazonian jungle region
of Loreto. For at least the prior 10 years, there had been
just one shipping company transporting the timber being
exported from Iquitos to the United States and Mexico (and
sometimes also the Dominican Republic). While the name
of the shipping company changed from Yacu Puma to Yacu
Taski, the company’s website acknowledged that it was the
same thing. The website also includes the names: “Peruvian
Amazon Line”, “Naviera Yacu Taski S.A.” and “Agencia Naviera
Maynas S.A”, while referring to “four decades of experience
at your service”.®’

4.a. The Yacu vessels: Selling Peru’s forests down the
river

Between 2007 and 2015, this shipping company plied the
Iquitos — Houston route with three different vessels under
four different names. (The Marco Manche and the Yacu
Kallpa are actually the same vessel.) In order to understand
the significance of this Iquitos route, EIA has accessed timber
import data from Peru to the U.S. since 2007, through a
combination of two sources: the Port Import-Export Revenue
Service (PIERS) trade database, a commercially available
dataset of all shipments into the U.S. based on bills of lading;
and official Peruvian timber export data since 2011 through
Sunat’s online public data.

Screenshot from the now-disabled
shipping company website describing
services offered. See this report’s online
supplementary materials for additional
screenshots.



Table 2: Summary of Yacu Kallpa 2015 shipments of illegal timber

Departure from Arrival to In this total volume [% illegal origin of{ % legal origin of | % not % illegal of total
lquitos[1] Houston[2] |report Case (m®) total volume[3] | total volume [inspected | inspected volume
29 December 2014 {20 January 2015 YK-1 | Verification requested by complete |82% of La Oro- -- --
USTR datanot |za’s portion of
available shipment [4]
30 March 2015 24 April 2015 | YK-2 | Operation Amazonas 2015; 9037.53 67.40% 10.35% 22.30% 86.70%
Al Jazeera case study
1June 2015 21June 2015 | YK-3 -- data not -- -- --
available
18 August 2015 | 27 September | Yk-4 | OPeration Amazonas 2015 | 133664 | 82.51% 898% | 850% |  90.20%
2015 Timber seized in Houston by
U.S. HSI; DOJ investigation
27 November 2015 | Never arrived | YK-5 | Operation Amazonas 2015; 9651.40 96.03% 3.97% 0.00% 96.03%
(or 2 Dec.) [5] (abandoned in Timber seized in Tampico by
Tampico) Peruvian FEMA Prosecutor
Totals 32,015.58 m* 82.32% 7.86% 9.82% 91.30%

[1] Source: Sunat database
[2] Source: PIERS

[3] Yacu Kallpa 2015 database: Osinfor’s results for Operation Amazonas 2015, public statements and confidential sources. Data up to July 2016.

[4] Source: Informe No. 013-2016-Osinfor/01.1.1, 3 June 2016. “Asunto: Resultados de supervision y fiscalizacion de titulos habilitantes y planes de manejo
forestal comprendidos en la solicitud de verificacion realizado por los EE.UU., en el marco del compromiso asumido n el Acuerdo de Promocion Comercial
Pert — Estados Unidos.” Obtained by EIA in response to request for information under Peru’s Transparency Law.

[5] According to the port sources, the Yacu Kallpa left the port on December 2nd. But according to the Sunat data, the vessel left on November 27th.

The M/V Yacu Kallpa shipped from lquitos five times between
the final days of 2014 and the end of 2015.% The final
destination of each of these voyages was Houston, Texas,

by way of the Brazilian Amazon, the Caribbean Sea and the
Mexican port of Tampico. For those shipments with available
data, 24% of the timber was bound directly for the U.S., 73%
for Mexico and the other 3% for the Dominican Republic.®

Operation Amazonas 2015 focused mainly on three of these
voyages (March, August, and December), with Sunat asking
Osinfor to verify as many points of harvest as possible linked

to the wood on these three shipments. Taking advantage

of the knowledge acquired in its previous fieldwork, Sunat
looked first and foremost at shipments involving the 10 timber
exporters found to be particularly problematic during the 2014
Operation.

EIA has built a database of three of these five shipments using
Osinfor’s results from 2015, publicly available reports and
confidential sources. This dataset, hereafter referred to as the
“Yacu Kallpa 2015 database”, is the basis for subsequent figures
in this section.

Figure 4: Where from, where to, and how much? lllegal timber in three Yacu Kallpa 2015 shipments
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Table 3: Timber trade Iquitos, Peru to Houston, U.S.A., 2007-2015

# shipments to Sum of estimated Value Approx. volume
Vessel name Sailing from Sailing until Houston (USD) (m%)
Yacu Puma Jan 2007 May 201 25 $21,634,290 57,998
Yacu Taski Sep 201 Jun 2013 8 $10,052,590 23,717
Marco Manche Aug 2013 Nov 2013 2 $798,340 3,660
Yacu Kallpa* Mar 2014 Sep 2015 8 $5,391,720 28,437
Totals $37,876,940 113,812

*Please note that YK-5 (late 2015) is not considered here since it never arrived in Houston

Source: PIERS trade database; Sunat online database

Overall, in these three shipments, illegal origins were found
for between 86% and 96% of the timber whose point of
harvest was inspected by Osinfor. See Table 3. Four of the
five shipments became embroiled in scandal over their illegal
contents, as the following sections of this Chapter describe in
detail.

While there is no data that would allow a cross-check of legal
origin for all the other timber that has been transported
through the Iquitos — Houston route over the years, an
estimate can be built extrapolating back from the evidence
generated by Operation Amazonas 2015. This calculation
assumes that volumes of illegal trade have remained constant
or diminished in the past ten years, as asserted by the Peruvian
government.

Following this exercise, between May 2008, when the U.S.
Lacey Act timber amendments were passed into law, and the
final voyage of the Yacu Kallpa in 2015, EIA estimates that
approximately 74,060m? of illegal timber, worth approximately
USS$24,253,840, could have been hauled down the Amazon and
entered the United States.

This amount of lumber equates to about 33,510 trees. If
these trees were growing side by side in the forest, they would
occupy a little over 861 hectares, or 1,722 football fields. Of
course, timber trees in the Amazon rainforest aren’t like corn
fields, they grow dispersed across the landscape. The damage
to forests from illegal logging is therefore spread out over

a correspondingly larger area. The illegal harvesting of this
volume of timber must have affected at least 861,207 hectares
of the Peruvian Amazon — an area comparable in size to the
island of Puerto Rico.”

The methodology followed for calculating these figures:

® During Operation Amazonas 2015, 91.30% of the timber
on the Yacu Kallpa whose origins were inspected by Osinfor
was of illegal origin. (See Table 2.)

* PIERS import data records 42,547,453.00 kilograms of
products in HTS tariff code Chapters for wood products
(44 and 94) entering U.S. ports on the three vessels
owned by Naviera Yacu Puma S.A. (see Table 3) between
May 2008 and December 2015, for total estimated value
$26,564,995.63.

* EIA converted weight to volume for each shipment
recorded in PIERS using species-specific density data (e.g.
density of Virola, the top export timber, is 450 kg/m?3)**

* A mature Amazon rainforest tree is assumed to produce an

The illegal harvesting of this volume of timber must
have affected at least 861,207 hectares of the Peruvian
Amazon - an area comparable in size to the island of
Puerto Rico.

average of 4.25 m? of export-grade lumber, with a sawn
wood to roundwood conversion of 1.923%

* A mature rainforest tree occupies an average of 257m?
of canopy space (11m radius)*

The Yacu Kallpa and its predecessors represented roughly
25% of the total volume of wood products (11% by FOB
value) formally exported from Peru during this time period,
according to Sunat data.*

4.b. Shifting sources to avoid scrutiny

Analysis of the Yacu Kallpa data also demonstrates the
industry’s marked shift towards use of more opaque timber
sources, as Sunat and Osinfor worked together to shed

light on the extent of timber laundering. For example,
during Operation Amazonas 2014, it became clear to these
authorities that, when exporters were requested to provide
their documentation, they were producing GTFs from timber
contracts that had not been reported to Osinfor.

Peruvian legislation requires regional forest authorities to
notify Osinfor of every timber harvesting permit within

15 days following its authorization.® But for Operation
Amazonas 2014, 76.5% of the points of harvest used as a
source of GTF papers did not exist in Osinfor’s system, and
in 2015, the percentage was 100% as of March.%¢ If the
point of harvest’s approval was not reported to Osinfor, it
could not be supervised. Selecting GTFs from such contracts
guaranteed that no red flags would come up if anyone was
going to search the SIGO database.

However, during the implementation of these Operations,
once Sunat reported the “inexistent” contracts to Osinfor,
the latter quickly scheduled field visits and usually revealed
a fake forest inventory produced just for timber laundering.
As noted in Chapter 3, out of the 144 points of harvest
verified for Operation Amazonas 2014, Osinfor found
evidence of illegalities in 94% of the cases.



It is probably because of this dynamic that the exporters
shifted heavily towards sourcing from a harvest source that
was not receiving Osinfor scrutiny, known as “local forests”
(bosques locales). Local forests are approved by regional
governments, and prior to late 2015 (entry into force of
Forest Law 29763 and its regulations) Osinfor had almost no
effective authority to supervise them (see Box 5 for a detailed
explanation).

During mid-2015, the Regional Government of Loreto invited
Osinfor to accompany them to verify a number of local forests
to provide some technical support. However, the resulting
reports were not incorporated into the SIGO public database,
since the forests in question were not part of Osinfor’s

regular responsibilities. Thus when, in December 2015, some
exporters gave Sunat their GTFs corresponding to several of
these same local forests, they were unaware that Osinfor had
already discovered these documents were based on fraudulent
inventories and being used to launder illegal timber.

The rest of the Operation Amazonas 2015 data on local forests
exists because Sunat specifically requested that Osinfor conduct
supervisions. 42% by volume of all the timber in the analyzed
shipments for 2015 came from local forests, almost equal to
concessions (43.8%) and far more than from native communities
(14.3%) — and over 90% of this volume from the local forests
inspected by Osinfor was illegal.”” As Figure 5 shows, the
percentage of timber from this opaque source grew with each
shipment.

4.c. Key 2015 shipments

The investigations that uncovered the truth and turned the 2015
Yacu Kallpa shipments into public scandals occurred in a slightly
different chronological order than that in which the vessels
launched. The first one to make it to the media was the YK-2, as
part of the Al Jazeera investigative piece, “Peru’s Rotten Wood".
The second one was the YK-4, when it became public that the
U.S. authorities had stopped the shipment at the port of Houston
and opened an investigation that is still ongoing. The third one

Figure 5: The shift in laundering sources over 2015

70
60
50
40

30

20
10
0

March (YK-2) August (YK-4)

[N % Local forests MMM % Concessions [ % Native communities

December (YK-5)

was the YK-5, when a Peruvian prosecutor ordered the
seizure of 15% of the shipment while still in Iquitos port
and later stopped the shipment in Tampico, Mexico. The
fourth one was the YK-1, when, a year after the shipment
took place, the United States Trade Representative (USTR)
requested that Peru’s Minister of Foreign Trade (Mincetur)
investigate the legal origin of the timber exported by
Inversiones la Oroza to the U.S. in this shipment.

For the purposes of this report, we are presenting the
shipments according to the chronological order in which
they departed from the port of Iquitos; for further
reference, see Figure 6: the timeline of events on p28.

4.c.i. YK-1, January 2015: a U.S. trade investigation

The first shipment in this story set off down the Amazon
without incident on 29 December 2014, and arrived in
Houston, seemingly without red flags, on 20 January 2015.
It was over a year later that the facts revealed by Operation
Amazonas and other investigations led U.S. authorities to
take a retroactive look at its contents. In February 2016, the
USTR announced that it had asked the Government of Peru
to verify the legal compliance of timber contained in this
shipment, invoking for the first time the verification tool
established under Article 7 of the U.S.-Peru TPA Annex on
Forest Governance.1%

It’s worth noting that the 2016 verification focused on
timber from the company Inversiones La Oroza SRL'* — one
of the same companies mentioned in EIA’s verification
request petition to USTR four years earlier and a supplier
to Maderera Bozovich, the largest illegal timber exporter
in The Laundering Machine 2012 analysis. (In fact, in

that report, Oroza Wood SAC, a company with the same
owners as Inversiones La Oroza,'® notably had one of its
forest concessions annulled for laundering infractions after
Osinfor inspectors found fake “stumps” planted in the
ground to mimic evidence of harvesting at a site where
trees had been invented.'%)

Local forests Concessions Native communities

Voyage % volume (m?) % volume (m?) % volume (m®)
March (YK-2) 23 2221 58 5378 19 1437
August (YK-4) 35 4694 47 6846 7 1786

December (YK-5) 65 6518 26 1782 9 1350
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Box 5: New laundering opportunities: local forests,
plantations, and land-use change

As scrutiny has increased over forest concessions and native
communities, the black market in paperwork from other types
of timber sources is increasing.

Local forests

In theory, empowering local authorities to manage their
forest resources is an element of improving long-term forest
governance. In practice, “local forests” have served largely
as timber laundering machines with far less supervision than
other types of timber sources.

Between 2009 and 2014, Osinfor barely looked at local

forests because it didn’t have clear authority to do so.
Osinfor’s jurisdiction is limited to supervising “enabling titles”,
logging contracts for forest management (see Box 2.) Under
the Forest Law 27308 and its regulations, “local forests”

were managed by a municipal government or by officially-
recognized autonomous committees representing a rural
“population center”. These committees were then delegated
the power by the national or, later, regional forest authority to
grant enabling titles to individual people for logging within the
designated local forest area. In theory, Osinfor could supervise
these individual harvest parcels. However, in practice, the
autonomous committees have almost never granted such
titles, but rather logged and transported timber directly, and
been given the permits and GTFs to do so by regional forest
authorities.*®

In addition, with decentralization, information about
registered local forests was rarely reported by the regional

government to either Serfor or Osinfor. Thus the latter had
neither the information nor the authority to effectively
inspect or sanction. When, in 2014-15, Osinfor did begin to
enter local forests more consistently — first with the regional
government of Loreto, where almost all local forests are
found, and then under request of Sunat during Operation
Amazonas — they found almost universal irregularities

and higher percentages of illegality than concessions,
communities or private properties.

In total, over 90% of the timber associated with local
forest GTFs supervised during 2015 was illegal.” In Datem
de Marafion province, Loreto Department, it wasn’t only
trees being invented: six local forests had been granted to
nonexistent “population centers”, whose georeferenced
locations turned out to be in remote, unpopulated areas or
land titled to indigenous communities.'® Without sanction
powers, Osinfor could only remit all these cases back to
Loreto’s Regional Government for legal follow-up.

Forest Law 29763 has changed the legal framework for local
forests such that the enabling title is granted directly to

the municipal authority, not to autonomous committees or
individuals, which should allow for better control by Osinfor
and regional authorities. However, to-date almost no local
forests have yet been approved under the new law, while
significant volumes of timber continue to circulate with GTFs
linked to local forests approved before October 2015 whose
contracts are valid for three to five years. While Osinfor has
been supervising local forests (60 in 2016; 28 as of October
2017), it continues to lack sanctioning power due to the
administrative loophole described above.

Osinfor inspectors using a canoe to verify the (in)existence of trees listed in a local forest POA inventory in Loreto. The trees’ supposed GPS coordinates

were in the middle of a lagoon. © Osinfor



Plantations

Even paperwork from tree plantations can be used to launder
timber when oversight is minimal and regional forest authorities
are complicit. In 2014, Osinfor examined 100 authorizations to
harvest plantation timber in Loreto Department, 90 of which
occurred in its southern province of Ucayali, and found rampant
fraud. Satellite imagery analysis of a 25% sample found that
every single site had been primary rainforest or swamp in 2011.

It's highly unlikely that any plantation could reach maturity in
three years, much less a shihuahuaco plantation. At a growth
rate of 1.24-2.06 cm/year, this slow-growing hardwood would
have reached a whopping six cm in diameter by 2014, and will
take at least another 21 years to reach minimum harvest size.
Yet somehow shihuahuaco made up 12.7% of the 164,118m?
authorized to be extracted from these “plantations” in Ucayali
province. Most of the remaining volume came from other slow-
growing primary forest species.'™

Land-use change

Another modality emerging as a mechanism to launder illegally
logged timber are “land use change authorizations”, which are

While neither Mincetur nor USTR to this day have made

public the complete results of the verification conducted, EIA
obtained the June 2016 Osinfor report submitted to Mincetur
with results from its inspections of the shipments in question.
The findings: 82.6% of the timber that La Oroza had sent north
in this vessel was illegal, 16.8% was as-yet unverified, and
exactly 0.57% had confirmed legal origin.’®” In August 2016, the
U.S. Interagency Committee on Trade in Timber Products from
Peru released a summary report corroborating the open secret
of rampant illegality.'®®

The U.S. Committee’s report explains that La Oroza’s timber
in the January 2015 Yacu Kallpa shipment was associated with
12 distinct points of harvest: eight concessions, two native
communities and two local forests. For the verification process,
Osinfor conducted inspections in the three titles that it hadn’t
already visited, and was joined by Serfor and the regional
government of Loreto in re-visiting two more. A “detailed
chain-of-custody” review was also conducted. The findings:
not one of the POAs associated with La Oroza’s wood were
legitimate.
“Osinfor detected that significant portions of the Oroza
shipment were not compliant with Peru’s law, regulations,
and other measures on harvest and trade of timber
products.”

Eight of the 12 concessions and communities had their timber
harvest titles cancelled, all were sanctioned, and the regional
government was left to decide how to handle the local forests.
Osinfor shared its evidence of illegal activity with civil and
criminal authorities in Peru.

The U.S. Timber Committee report recommends a series of
urgent “areas of additional work” that Peru should prioritize to
get the illegal logging situation under control, including:
* “Timing of post-harvest inspections, so that illegally
harvested timber can be detected prior to export [...;]
* Prompt, full implementation of the new electronic timber
tracking system [...;]

approved by regional governments for removal of forest cover
to establish agriculture of any sort, including monocultures like
palm oil plantations. How does this facilitate timber laundering?
The land holders report to authorities that they will be removing
a quantity of trees of certain species to prepare the land for

the plantation, and therefore request an authorization to trade
that timber. Oversight and verification of these inventories by
regional governments has been almost nonexistent.

In San Martin region, a preliminary investigation conducted
by EIA showed multiple such authorizations being approved
over land whose forest cover had already been removed, with
the regional government signing off on volumes of timber per
hectare that are several times above typical logging volumes.
The situation is so well known by the timber industry that in

a meeting held in the jungle town of Tarapoto, San Martin,

in April 2017, between the regional and national forest

sector authorities and the local timber industry, the regional
industry association (ADIMARSAN) requested that the Regional
Government suspend all authorizations to trade timber from
land use change authorizations until their legality could be
verified.'%?

* Greater transparency in the enforcement of Peru’s forestry
laws including through posting online for the public forest
operating plans, inspection reports, and sanctioning
resolutions;

* The provision of additional export documentation to the
customs authority Sunat, such as transport guides [GTFs],
to assist with the traceability of timber and to help ensure
legality;

¢ Institutional strengthening of Peruvian regional
governments so that they can better detect discrepancies
and potential fraud in the system]...;]”

While these follow-up points are indeed essential, they were
not new — and in fact were highly reminiscent of the “five-point
action plan” that the U.S. and Peru agreed to implement back
in 2012, which itself mostly echoed the original commitments
included in the TPA Forest Annex, which should have been fully
implemented by July 2010.

Peruvian officials announced their intention to implement
most of the recommendations during a meeting of the Sub-
Committee on Forest Sector Governance in November 2016.
An official joint statement between the U.S. and Peruvian
governments was released at that time, although not even
the commitments due by the first quarter of 2017 had been
implemented almost a year later.2°

4.c.ii. YK-2, March 2015: International headlines over “Peru’s
Rotten Wood”

The second Yacu Kallpa shipment of 2015 left Iquitos on 30
March and arrived in Houston on 24 April, again without
apparent red flags at that time. However, five months later
this shipment became embroiled in international headlines
when news network Al Jazeera launched a high-profile
exposé.’? “Peru’s Rotten Wood” used a wealth of documents,
interviews, and field investigation to show the detailed story
of illegal logging from stump to U.S. shelf, and highlighting
the complicity of officials and traders throughout the process.
“Almost everything is illegal... everyone knows, even the
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authorities know, that there is a chain of corruption on a big
scale,” said one veteran trader in the documentary.

The most complete data from Operation Amazonas 2015
shows that at a bare minimum, 67.4% of the timber in this
shipment was illegal. However, only 10.4% of the timber was
positively verified as coming from the origin indicated by its
GTFs, while 22.2% came from sources that Osinfor hadn't
inspected yet as of the writing of this report. Of the timber
from supervised points of harvest, 86.7% was proved illegal.

Al Jazeera started investigating for “Peru’s Rotten Wood”
during the final months of 2014. Around March 2015, while
accompanying an Operation Amazonas action in the port of
Iquitos, the reporters covered Sunat officials checking on an
Inversiones La Oroza shipment of cumala (Virola sp.) before it
was loaded onto the Yacu Kallpa.

Over the course of the documentary, the journalists follow
how Osinfor traces three GTFs associated with this same

Al Jazeera reporter approaches GPL owner
Kenneth Peabody with information about
his illegal timber imports. © Al Jazeera

Screenshot from Inversiones La Oroza
S.R.L.’s website, November 2017. Curiously,
the text “we guarantee the legal origin of our
timber and products” is not found on the
Spanish language version of this image on
the same website as of November 2017.

cumala timber back to the native community of Lancha Poza,
where, it turns out, no logging actually occurred and invented
trees dot the landscape. The cumala, however, had long since
left the docks bound for Houston and its buyer, Las Vegas-
based Global Plywood & Lumber (GPL). When confronted
with the fake GTFs as evidence of his illegal imports, GPL’s
owner Kenneth Peabody insisted on screen that he complies
fully with the Lacey Act.

Released in August 2015, this documentary’s vivid example

of the mechanisms at work allowing blatantly illegal timber

to enter the export supply chain appears to have been a
tipping point for U.S. authorities. While no action was taken

in relation to the third YK shipment in June — which had
already arrived to the U.S. when the documentary was aired —
plans were forming on the part of both Peruvian and U.S.
enforcement officials.



FIGURE 6: Action and Reaction: Key dates and events in the fight against illegal timber trade in Peru (2007-2017)

Enforcement actions or related events
Pushback reactions from industry or governments
Important contextual events

2007

June: Peru agrees to reduce CITES export quota and
implement “Mahogany Strategic Action Plan” follow-
ing international concern about illegal exports.

December 4: US-Peru TPA ratified with Annex on For-
est Sector Governance.

2008

May 22: US Congress passes amendments to Lacey
Act, banning commerce in illegally sourced plants and
products

June 28: Legislative Decree 1085 re-establishes the
independence of oversight body Osinfor.

December: Inrena, Peru’s forest authority, is absorbed
into the Ministry of Agriculture and becomes DGFFS.

2009

¢ The US Forest Service cooperation project, Peru Forest
Sector Initiative (PFSI), begins to provide money and
technical assistance, including establishment of the
SNIFFS.

¢ January 16: President Bush signs proclamation to initiate
entry into force of US-Peru TPA as of February 1.

¢ January 20: Barack Obama becomes President of the
United States.

¢ June: U.S. Fish & Wildlife Service agents in the Port
of Tampa, Florida, seize three pallets of hardwood
exported from Iquitos (Cocobolo, Inc.) in one of
the first enforcement actions under 2008 Lacey Act
amendments.

¢ June: Indigenous protests over President Alan Garcia’s
signing of controversial Legislative Decrees related

to the TPA end in violent conflict in Bagua, leaving 33
people dead and 200 injured. Controversial Decrees
are revoked, including new Forest Law (L.D. 1090).

2010

¢ July 22: US-Peru TPA Annex on Forest Sector
Governance comes into force. NGOs issue statement
expressing doubts over Peru’s readiness and request
an official timeline for the implementation of the
pending commitments.

¢ December: Peruvian government extends forest law
consultation timeframe after Peruvian NGOs issue
statement expressing serious concerns over process.

2011

¢ May 26: Peruvian government declares Forest Law
consultation process complete.

¢ July 25: Forest and Wildlife Law 29763 is published in
the official newspaper El Peruano in the final week of
Alan Garcia’s Presidency, stating that it will come into
force the day after its regulations are approved and
published, ‘no later than one year from today’.

July 28: Ollanta Humala becomes President of Peru.

September 8: Peru passes Prior Consultation Law 29785
to define consultation processes with its indigenous
peoples in accordance with ILO Convention 169.

2012

April 10: EIA releases The Laundering Machine: How
fraud and corruption in Peru’s concession system is
destroying the future of its forests.

April 12: The Peruvian government releases a public
statement announcing that it has decided to review
the concession system and will be taking actions to
guarantee the sustainable use of forest resources and
the legal origin of timber being traded.

April 17: EIA submits petition to USTR asking for
official action under the TPA Annex to investigate
ongoing illegal timber imports from Peru.

August: Sunat requests first meeting with Osinfor to
discuss and better understand the situation presented
in The Laundering Machine.

December 10: The US Interagency Committee on
Trade in Timber Products from Peru responds to EIA’s
petition submission, explaining that they will not
request audit and verification actions, but laying out a
five-point action plan agreed to by both governments.

2013
)

Internal conversations and coordination ongoing
between Sunat and Osinfor.

2014

February 25: Osinfor sends letter to Peruvian timber
exporters, explaining that its data is publicly available
for their use and offering to send its field inspectors
at no cost to any timber source for which they seek
verification.

March — May: Operation Amazonas 2014 is
implemented, led by Sunat with support from World
Customs Organization, Interpol and Peruvian agencies.

July 26: Serfor formally replaces DGFFS as Peru’s
forest authority, Fabiola Mufioz is first director.

September 1: Indigenous leader Edwin Chota and
three colleagues are assassinated after submitting
multiple legal complaints against illegal loggers
operating in their territory.

September 23: Peru, Norway and Germany sign Letter
of Intent in which Norway offers to pay Peru up to
300 million dollars for reducing deforestation-related
emissions and recognizing indigenous land claims.

October 13: Minagri begins consultation process for
the Regulations to Forest Law 29763.

October 29: Sunat and Osinfor publicly present the
results of Operation Amazonas 2014 and announce
they will continue investigations.
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December 1-12: Peru hosts the UNFCCC Conference
of the Parties in Lima. Edwin Chota’s murder, illegal
logging and international trade are raised in multiple
public and official fora.

December 11: Launch of Peru’s National Pact for Legal
Wood.

December 29: Yacu Kallpa voyage YK-1 departs
Iquitos.

2015

January: Sunat and Osinfor sign an inter-institutional
agreement for coordinated research and information
exchange.

January: Sunat launches Operation Amazonas 2015.

January 20: The YK-1 arrives to Houston; this
shipment will later be examined as part of USTR
verification request for Inversiones La Oroza, found to
have >82% illegal timber.

March 30: Yacu Kallpa voyage YK-2 leaves Iquitos.
This shipment was featured in the Al Jazeera
documentary; 87% of verified volume and at least
67% of total volume later found to be illegal.

April 24: YK-2 arrives to Houston.

June 27-28: Joint operation by FEMA, Police, Sunat,
Dicapi and Osinfor in rivers and sawmills near Iquitos
captures timber worth US$1.7 million.

July: Sunat and Osinfor officers involved in Operation
Amazonas present their findings in Washington D.C.,
meet with US authorities.

August 12: Al Jazeera International releases “Peru’s
Rotten Wood” documentary.

August 18: Yacu Kallpa voyage YK-4 leaves Iquitos.
90% of verified volume and at least 82% of total
volume later found to be illegal.

August 22: Peruvian Ombudsman (Defensoria del
Pueblo) sends official letters to relevant Peruvian
institutions expressing the need to intensify actions in
light of increasing deforestation rate

Late August: Osinfor and FEMA overflight near
Cordillera Azul National Park documents heavy
equipment building three illegal roads and
transporting a large flow of illegal logs.

September 21: YK-4 arrives to Tampico, MX. Mexican
authorities stop and hold the timber that is offloaded
for Mexican import.

September 24: Peruvian government emits Legislative
Decree 1220 providing the Public Ministry new
powers to seize, confiscate or destroy timber and
equipment associated with illegal logging.

September 26: Peruvian government emits Legislative
Decree 1237 modifying the Penal Code to increase
penalties for forest crime.

September 27: YK-4 arrives to Houston; its remaining
load is stopped by Homeland Security authorities
based on data shared by SUNAT.

October 1: New Forest & Wildlife Law 29673 goes into
effect, the day after its Regulations are published and

four years after Law’s publication.

October 15: Mexican authorities release the illegally
logged timber from YK-4 after strong pressure from
the Mexican-Peruvian Chamber of Commerce.

November: Officials in the Port of Houston seize 24 pallets
of timber exported from port of Callao by Corporacion
Industrial Forestal SAC, destined for Popp Forest Products,
Inc., under charges of violating the Lacey Act.

November 23 — December 4: A forest sector strike
begins in Loreto, Ucayali and Madre de Dios. Over the
next 10 days protestors associated with the timber
industry march repeatedly, block roads, burn tires.

November 24: Iquitos environmental prosecutor
seizes 15% of timber in Yacu Kallpa’s 5" voyage YK-5
while ship is still in lquitos port.

November 30: Osinfor’s offices in Pucallpa are
attacked with a Molotov cocktail backpack.

December 2: U.S. Representative Earl Blumenauer
gives floor speech in Congress about the worrying
situation in Peru.

December 2: Pucallpa Congressman Carlos Tubino
demands in PCM meeting that Rolando Navarro be
fired immediately “for destroying the forest industry
in Pucallpa.”

December 2: YK-5 voyage departs Iquitos with 15% of its
load under seizure but still on board; forest verifications
eventually document that over 96% of the timber on
board had been illegally logged and laundered.

December 3: Peruvian ambassador to the
Organization of American States Juan Jimenez makes
a speech at OAS commission on hemispheric security
about the success of Operation Amazonas and
Osinfor’s model.

December 4: Iquitos protestors throw stones at
Osinfor’s office, break windows, and burn coffins with
names of Osinfor President, Serfor Director.

December 7: At internal meeting at Foreign Relations
ministry, Mincetur and Serfor complain that Osinfor
and Sunat are destroying the country’s image and
will bring TPA sanctions from the US, affect TPP
negotiations, and destroy timber exports.

December 9: Brazilian authorities stop the YK-5 in
Macapa, interrogating the captain of the vessel and
reviewing documents.

2016

January 5: YK-5 arrives to the Dominican Republic, is
told not to unload.

January 8: Internal official documents allow the YK-5 to
unload illegally logged timber at the port of Haina, D.R.

January 8: Peru’s national environmental prosecutor
and the Loreto environmental prosecutor jointly send
documents to Interpol to request seizure of timber
documented to-date as illegal on the YK-5.

January 11: Loreto prosecutor sends a formal request to
D.R. authorities to seize the illegal timber that has been
unloaded, as well as the timber that remains in the vessel.



January 11: A prosecutor from the D.R. executes a
judicial order dated January 8t to seize the illegal
timber already unloaded from YK5.

January 12: Peru’s Minister of Environment holds a
confidential meeting with National Prosecutor.

January 13: Ministers of Agriculture, Foreign Trade,
and Production, Serfor director, and Minagri’s chief
of staff attend an unscheduled, confidential meeting
with the National Prosecutor and his Environmental
Prosecutor.

January 14: The US Ambassador to Peru visits Rolando
Navarro’s office to express his support of Osinfor’s
work.

January 15: A resolution from the Presidential Council
of Ministers terminating Rolando Navarro is published
in the official gazette.

January 21: The YK vessel is put on sale through an
online advertisement, “to be sold ‘as is where lies’ at
Tampico.”

January 22: Loreto environmental prosecutor sends
an international alert to Interpol Peru requesting they
notify the Mexican government to seize the YK-5's
entire shipment of timber.

January 26: The YK5 arrives to Tampico, Mexico. The
vessel and the crew have been abandoned by the
shipping company.

February 4: Trans-Pacific Partnership trade agreement
final negotiated text is signed in Auckland, including
provisions to combat illegal trade in timber and
wildlife among signatory nations.

February 6: The YK-5 timber is offloaded and put
under the custody of the Mexican authorities.

February 26: The US Interagency Committee on Trade
in Timber Products from Peru activates US-Peru TPA
Annex measures, officially requesting Mincetur to
verify legality for a January 2015 Inversiones La Oroza
shipment.

April: Peru’s national police conduct a raid on “Los
Patrones de Ucayali” timber trafficking mafia.

June 6: The US Department of Homeland Security
executes a Search Warrant on the premises of
importer Global Plywood & Lumber, for probable
cause that they have violated the US Lacey Act.

July 28: Pedro Pablo Kuczynski becomes President of
Peru.

August 16: Peru’s President moves the High
Commission on lllegal Logging from an independent
commission to under the Ministry of Agriculture.

August 17: The US Interagency Committee releases

a summary report on the results of its verification
request, confirming that Peru found most of
Inversiones La Oroza’s timber on YK1 was of illegal
origin.

September: Seized illegal timber in Tampico begins to
be released to its importers after political pressure.
Final shipments released in December.

October: High level Peruvian delegation visits D.C.,
claiming at official meetings that Peru has already
resolved illegal timber issues.

November 4: US and Peruvian governments hold
meetings, issue joint statement announcing actions
that Peru will implement “to address on-going
challenges regarding timber export products and
strengthen the forestry sector.”

December: Seized timber from YK-4 is destroyed in
Houston.

December: SERFOR promotes decree to weaken DL
1220 and DL 1237.

2017

January: U.S. DOJ and Popp Forest Products reach
settlement to destroy timber and waive further civil
enforcement actions.

January 20: Donald J. Trump becomes President of the
United States.

January 23: U.S. pulls out of the Trans-Pacific
Partnership.

March-April: US customs officials stop multiple
shipments of Peruvian timber, requesting paperwork
to demonstrate legality.

March 20: Serfor “launches” the national digital
information control system for timber tracking (MC-
SNIFFS), in pilot stage.

March 24: SUNAT circulates draft legislation to modify
Customs Merchandise Declaration (DAM) to include
points of harvest information.

April: Serfor and ADEX present their analyses of the
proposed DAM modification stating that “traceability
is impossible”.

July 12: Large joint enforcement operation breaks up
“Castores de la Selva Central” timber trafficking mafia.

September: Multi-sectoral delegation of U.S. officials
visits Peru to meet with counterparts and conduct site
visits regarding legal timber trade.

October 5-6: Serfor hosts International Seminar on
Traceability.

October 20: USTR requests U.S. Customs & Border
Patrol to block imports from Inversiones La Oroza
based on continued evidence of illegally harvested
timber in its supply chain.

November 9: Global Witness releases “Buyers in Good
Faith” report, with undercover footage showing that
exporters of Yacu Kallpa timber in 2015 knew or had
reason to suspect that their wood was illegal.

November 20: Center for International Environmental
Law releases ““Continuous Improvement’ in

Illegal Practices in the Peruvian Forest Sector,”
demonstrating exporters’ evolving tactics to avoid
transparency, and continue trade in high-risk timber.
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Table 4: Exporters and importers of timber on YK-4 shipment ultimately detained in Houston, September 2015

Exporters from Peru # GTFs Volume (m?3) Importers to U.S.
MADERAS DE LA SELVA PERUANA S.A.C. 5 148.433 GLOBAL PLYWOOD & LUMBER TRADING LLC
SABRA INTERNATIONAL INC.
INVERSIONES WCA E.I.R.L. 14 419.744 GLOBAL PLYWOOD & LUMBER TRADING LLC
GREY FORESTAL SA DE CV
SABRA INTERNATIONAL INC.
INVERSIONES LA OROZA S.R.L. 35 1515.565 GLOBAL PLYWOOD & LUMBER TRADING LLC
INDUSTRIAL MADERERA ZAPOTE S.A. 3 27.956 TROPICAL MOULDINGS L.L.C.
CORPORACION INDUSTRIAL FORESTAL SAC 18 718.668 SUN CORE LTD
SICO MADERAS S.A.C. 2 73.023 SABRA INTERNATIONAL
Totals 77 2903.389

Source: Informe 069-2016-Serfor-DGGSPFFS-DCGPFFS

4.c.iii. YK-4, August 2015: A seizure in Houston

By this time, red flags had been raised in both Peru and the U.S.
Despite the Al Jazeera documentary’s airing on 12 August, the
Yacu Kallpa left Iquitos again on 18 August, with timber from five
Peruvian exporters, destined for seven Mexican importers and
four different companies in the United States (see Table 4). At
least 82.5% of all the timber onboard this shipment turned out to
be illegal, linked to false POAs from concessions, communities and
local forests. Of the remainder, 9% was positively verified back to
point of harvest, and 8.5% remains unsupervised at the writing
of this report. Of the timber from supervised points of harvest,
90.2% in total was proved illegal. !

First, when it arrived in Tampico, Mexico, some 10,212m? of
timber were detained temporarily by Mexican authorities who
had been in communication with their Peruvian and U.S. customs
counterparts about its illegal origin in Peru. This wood, however,
was released two weeks later under strong pressure from industry
and the Peruvian embassy (see Box 8).

Then in Texas, the YK was detained by U.S. customs authorities
upon arrival into Houston on 27 September. They held up 71
shipping containers adding up to 1,770 metric tons or 3,589 m?
of timber — enough to fill three American football fields with
timber pallets.*? The timber was associated with 89 distinct GTFs
which, in turn, indicated 33 different points of harvest. Of these,
15 were concessions, 13 were local forests, and five were native
communities, again clearly demonstrating the industry’s shift to
local forests as a timber (or GTF paperwork) source.!?

The wood remained in Houston for months under an exclusion
order from customs authorities. Warehouse fees mounted for the
traders as communications ensued between U.S. and Peruvian
officials regarding whether the latter were able and willing to
vouch for its illegal status. Upon conducting complete inspections
of all points of harvest in the GTFs associated with the Houston
cargo, Osinfor’s supervision reports, cross-checked with Sunat’s
export documents, ultimately demonstrated the illegal origin of
over 97% of the timber that arrived to the U.S (3066 m® of 3138
m3). Yet Serfor and Mincetur were unwilling to go on record
admitting it, opting instead to defend the exporters for having
purchased “in good faith” as Chapter 5.b. of this report details.

This was the situation when, on 6 June 2016, the U.S. Department
of Justice executed a search warrant under the Lacey Act, entering
the premises of one of this shipment’s importers, the same Global
Plywood & Lumber featured in Al Jazeera’s exposé. Once again, La
Oroza's illegal exports lie at the heart of the matter.

Upon conducting complete inspections of all points of
harvest in the GTFs associated with the Houston cargo,
Osinfor’s supervision reports, cross-checked with Sunat’s
export documents, ultimately demonstrated the illegal
origin of over 97% of the timber that arrived to the U.S
(3066 m* of 3138 m’).

Port of Houston, where authorities detained 71 shipping containers from the Yacu Kallpa in September 2015. Osinfor and Sunat cross-checks eventually

demonstrated illegal origin of 97% of this shipment. © EIA



Box 6: Excerpts from the GPL Search Warrant

Homeland Security Investigations filed a search warrant on 6
June 2016 in the U.S. District court for the Southern District of
California, to search the offices of Global Plywood & Lumber,
Inc (GPL), “an importer and wholesaler of timber and wood
products, with annual sales that exceed $2.5 million.”

The investigators sought evidence “that La Oroza knowingly
exported wood from Peru into the United States, when it
knew, or in the exercise of due care should have known,

that the wood was taken and transported in violation of
underlying Peruvian law and that a violation of the Lacey Act
was committed in that GPL imported timber when it knew, or
in the exercise of due care should have known, that the wood
was illegal under Peruvian law...”:

The Affadavit filed by HSI Special Agent Sonia Tapia in support
of the warrant application lays out a series of red flags and
due care failures regarding GPL's dealings with La Oroza.

“Beginning in or about 2010, GPL imported wood and wood-
products from Peruvian exporter Inversiones La Oroza (La
Oroza) and others. In or about 2010, the Peruvian Forest
Service investigated a concession which La Oroza had declared
as the harvest site for a large export of cedar to the United
States. The investigation revealed that only 20 percent of

the shipment could have come from the concession and

the remaining 80 percent must have been illegally taken
elsewhere.”

“In 2012, the Environmental Investigation Agency (EIA) a
non-governmental organization focused on environmental
issues, published an expose highlighting the Peruvian Forest
Service’s findings regarding La Oroza’s illegal actions. As part
of its report, EIA identified GPL as an importer of the timber
illegally exported by La Oroza. EIA used GPS tags, Forest
Service data, an in-person forestry inventory, and interviews
with local residents to confirm that the timber imported by
GPL from La Oroza was illegally logged, as the harvest location
documentation was false.”

And yet, “Between 2012 and 2015, GPL significantly increased
the amount of wood it imported from La Oroza, (from 648m?*
worth $246,575 in 2012 to 4413m? worth $1,939,870 in 2015).”

GPL also ignored direct warnings of trouble ahead,
immediately before its final shipment:

“In or about July, 2015, a reporter for Al Jazeera approached
GPL manager Kenneth Peabody outside of his home, in
connection with investigative reporting that Al Jazeera was
conducting on the export of illegal timber out of Peru. The
reporter informed Peabody that the wood it was purchasing
from La Oroza was illegal, and attempted to provide Peabody
with the documents showing illegality. The reporter asked
Peabody how GPL was conducting ‘due care’ to ensure that the
wood it purchased was legal. Peabody told the reporter that
his company ‘complied with all the requirements,” and then
entered his vehicle.”

Not long after this visit, “La Oroza shipped timber on the MN
Yacu Kallpa on or about August 14, 2015” accompanied by
GTFs corresponding to several different supposed sources,
including one for a concession that Osinfor had supervised

months before the shipment. In the Supervision Report for this
concession (019-2015-0SINFOR/06.1, dated 18 June 2015),
observations included no evidence of roads, trails, stumps,
storage yards, a census, or 180 of the trees that were supposed
to have been cut. “Based on these observations, the Forest
Service concluded that the Concession could not be the source
of timber listed in any [GTFs]”, and the concession’s logging
authorization was revoked.

Critically, it turns out that GPL had the ability to access this
information before the Yacu Kallpa set sail — had it sought to
check: “Osinfor entered information into [its public online
database] SIGO regarding the results of [this Supervision
Report], as well as the revocation of the POA for the
Concession, prior to August 2015.”

The HSI agent thus concludes, “Based on training and
experience, an importer which has been identified as an
importer of illegal products in multiple public forums should
take measures to ensure the legality of any future imports. If
GPL had, in an exercise of due care, consulted the Peruvian
Forest Service’s publicly accessible database at any time

in August or September of 2015, GPL would have learned
that the ability to harvest from the Concession (I6-REQ/
C-J-131-04) had been revoked, and that timber declared as
coming from the Concession was illegal under Peruvian law.”

Source: Application for a Search Warrant filed 6/6/16 in U.S. District Court
for the Southern District of California, In the Matter of the search of Global
Plywood and Lumber, Inc. Case 3:16-mj-01610-MDD, Document 1.
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The search warrant, a remarkable and public document, shows,
step by step, the lack of due care on the part of Global Plywood
and Lumber (see Box 6), as well as retroactive attempts to
clean up its Lacey Act declaration paperwork after being
informed that the timber would be tested to verify species.

The document also describes proactive collaboration between
enforcement authorities in the U.S. and Peru.

However, as a result of this September seizure, the ongoing
investigations under Operation Amazonas 2015, and two
powerful new Decrees (see Box 7), these same Peruvian
enforcement officials were beginning to receive intense
pushback from other industry-friendly government agencies
and from the logging industry itself — nowhere more than

in lquitos, where the Yacu Kallpa became ground zero for a
showdown.

As of late 2017, no criminal charges or civil penalties have yet
been announced in the ongoing Lacey Act investigation. As
for the actual illegal timber, U.S. Customs Enforcement stated

Box 7: New tools: Legislative Decrees 1220 and 1237

By the middle of 2015, the Humala administration faced a
growing drumbeat of news stories and signals of concern from
its own agencies regarding the widespread illegalities affecting
Peru’s timber trade. In August 2015, the national Ombudsman
(Defensoria del Pueblo) added its voice, sending official letters
to several Peruvian institutions expressing grave concerns
regarding the increasing rate of deforestation and requesting
that they intensify their actions and facilitate adequate
budgets for enforcement. In early September 2015, Osinfor
reported the results from an overflight near Cordillera Azul
National Park, in which officials observed three roads being
built into the jungle with at least 20 pieces of heavy machinery
and full logging trucks present. At that moment there were

no valid timber contracts in the area, which meant that all the
timber being moved had an illegal origin and was going to be
laundered upon its arrival to Pucallpa.*®

On 24 September, the Humala administration issued
Legislative Decree 1220, “Measures for the Fight
against lllegal Logging”, significantly strengthening
the enforcement tools available to the Public
Ministry (Prosecutor’s office) to combat logging in
protected areas, buffer zones, and other forest areas
without any legal logging rights. The Decree’s core
measures expanded the Prosecutors’ interdiction
power to seize and confiscate either timber products
and/or any instruments of the crime — trucks, boats,
tractors or other logging machines, chainsaws,
generators, etc. —and even to damage or destroy
these goods on-site in cases where seizure and
transport is not feasible.'*®

This decree was proposed and supported by Sunat,
Osinfor, FEMA, the Procuraduria of the Ministry

of Environment, and the High Commissioner to

Fight lllegal Logging. The final version won out

over a competing text proposed by Serfor that only
considered administrative measures and did not
include the ability for prosecutors to seize shipments.

Two days later came Legislative Decree 1237, which modified

in early 2017 that they had reached out-of-court agreements
with importers to destroy what was still sitting in the Houston
warehouse, without any admission of fault on the companies’
end, but also without precluding further legal action.!**

The companies involved paid storage fees and disposal

costs. Downes and Reader Hardwood Co. of Stoughton,
Massachusetts, which has imported and sold Peruvian timber,
including mahogany, for over a decade,'** is quoted in an AP
story as having lost $250,000. “I'm all done with Peru,” says the
company’s president, who insists he’s only bought from legal
sources.'®

Interestingly, though, as of the end of 2017 Inversiones La Oroza
was still holding a valid Forest Management and Chain of Custody
certification from the Forest Stewardship Council (FSC), a global
system of principals and criteria for evaluating sustainable

forest management and trade (see Box 12).1*” The company has
also received technical assistance and publicity from USAID’s
PeruiBosques and GIZ’s ProMaderas in the last three years.

the Penal Code to increase the severity of penalties for
crimes including illegal logging, trafficking of flora and fauna,
and obstruction of any related investigations. Put together,
these two new norms set the stage both for the Loreto
Environmental Prosecutors’ actions against YK-5, and for the
backlash that accompanied it.

Pushback against the Decrees came quickly. As section 4.c.v.
describes, the forest sector took to the streets in protest. In
December 2015, two Congressmen known for their ties to
timber and/or mining interests, Carlos Tubino and Amado
Romero,'? introduced Bills attempting to overturn LD 1220
for criminalizing the sector and “violating indigenous peoples’
right to prior consultation”, and to suspend for four years any
interdictions against “small forest extractors”.!?* Although
these initial bills did not pass, efforts to modify or overturn
1220 and 1237 have continued.

In this image from 15 September 2015 overflight, trucks full of timber and
materials on illegal road are clearly visible.



Packets of timber were placed under seizure order by FEMA while
the Yacu Kallpa was still in lquitos. © EIA

4.c.iv. YK-5, December 2015: Bankrupcy in Tampico

Despite the seizure of its September shipment
contents, the Yacu Kallpa returned to Peru and again
loaded up to leave lquitos in late November with
timber destined for the Dominican Republic, Mexico,
and Houston.'?? But this time, the Yacu Kallpa never
made it to Houston. In fact, it was abandoned in
Mexico by its shipping company, where it remained
when this report was written.

Things went wrong before it even left port. Using
existing Osinfor supervision reports focused on local
forests inspected at the request of the regional
government (see Chapter 4.b.), FEMA was able to
determine that some 1312 m? of the timber bound
for export — equivalent to around 15% of the shipment, over
50 truckloads of wood, worth 1.6 million soles (US$493,000)
—was illegal.’?® On 24 November, FEMA arrived with police to
the vessel by dawn, just hours before its scheduled departure,
requested the captain to call the companies’ lawyers, and
ordered the seizure. 80% of the timber in question belonged
to Inversiones La Oroza, the rest to two other exporters, Sico
Maderas SAC and Corporacion Inforest SAC.1%

At the time of the seizure, the majority of the timber identified
as illegal was already onboard the ship. When the Prosecutor
requested the captain of the vessel to offload the illegal timber
before departing the port, the shipping companies and the
exporters claimed that they had already paid to load the timber
and wouldn’t pay again to unload it. Witnesses of this event
confirmed that the shipping company informed the prosecutor
that the cost to unload the timber would be around US$37,000
(about 120,000 Peruvian soles). The prosecutor did not have
that amount of funds available, but requested support from
other governmental offices. However, when he came back

with the money, he was told that the price was actually over
US$215,000 (about 700,000 Peruvian soles).?® The new amount
was above the levels that a public institution could easily pay, so
offloading the timber became impossible.

Meanwhile, the shipping company, Agencia Naviera Maynas,
was writing angry letters to FEMA demanding that the

The captain of the ship was
interrogated by Brazilian au-
thorities in Macapa © Brazil
Federal Police

government pay them thousands of dollars

for the costs that, they argued, the delayed
departure was generating. In parallel, the
Loreto logging industry began to spearhead
portside protests in Iquitos and Pucallpa (See
4.c.v.).1?® The prosecutor’s office ultimately
authorized the YK-5 to leave — on the condition
that the captain of the vessel and the manager
of the shipping company assumed legal
responsibility for returning the vessel to Iquitos
with that same officially confiscated timber

on board, within about 60 days, the standard
timeframe for a YK roundtrip. To make this
commitment enforceable, they signed a legal
document.*

But the YK-5s trip north took three times longer
than usual, fraught with strange deviations from
course, in what some observers questioned

as possible attempts to offload illegal product
or confuse authorities. As one Peruvian news
outlet memorably wrote, comparing the boat
to an Amazonian delicacy, “The Yacu Kallpa

is more slippery than a paiche fish.”*?® The
vessel was stopped in Brazil by authorities who
confirmed illegal timber on board; it changed
flags, changed motors, replaced its crew, and
sat without moving for weeks in the middle of
the ocean. Some pallets were offloaded in the
Dominican Republic while others were seized at
the request of Peruvian authorities. It made a
strange route deviation to approach the port of
Kingston, Jamaica, where it had no products to
load or unload.

Osinfor’s data showed that a full 96% of the wood on
the YK-5 was associated with illegal origin.

Representatives from the shipping company gave interviews
and sent letters to media arguing that all the “suspicious
movements” had simple explanations: terribly bad luck with
the vessel generators and engines; their technical operator in
Miami ordering a stop due to the failing generator, forcing them
to change flags to change operators; the whole crew quitting
while at port in the Dominican Republic; and, finally, needing to
approach Jamaica to get cellphone coverage because the vessel
communications equipment was failing too.!?

Meanwhile, Osinfor was focused on conducting the
remaining inspections in those points of harvest associated
with the rest of the shipment on board. By 8 January, while
the vessel sat in the Dominican Republic, the FEMA national
and regional Loreto prosecutors jointly sent documents to
Interpol to request seizure of the timber documented to-date
as illegal on the YK-5: at that moment, 71% of the load. By
the time the YK-5 arrived in Tampico, on 26 January 2016,
Osinfor’s data showed that a full 96% of the wood on the YK-5
was associated with illegal origin.
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FIGURE 7: The final voyage of the Yaca Kallpa

8

-
-
-

1. (2 Dec. 2015) YK departs Iquitos with 15% of its
cargo under seizure order.

2. (9 Dec.) Brazilian authorities in Macapa
intervene and hold YK for five days

3. (15 Dec.) Anchors off Brazilian coast for two
days.

4. (20 Dec.) Redirects course to Trinidad and
Tobago, stays for two weeks. Changes call sign,
MMSI number, and flag from Marshall Islands to
Panama. Departs on 3 January 2016.

5. (7 Jan. 2016) Arrives in the port of Haina,

e Dominican Republic, where it is intervened by
authorities before eventually offloading some
cargo.

6. (Mid-January) Approaches Jamaica in
unplanned route deviation; ship owners declare
bankruptcy.

7. (26 January) Arrives in the Port of Tampico,
Mexico. In following days, Mexican authorities
offload and seize all timber remaining on board.
8. Houston, U.S.A. The Yacu Kallpa never arrives
at its planned final destination.

(2)

“There have been problems with both main generators:  The YK-5 crew remained stranded on the boat for days in Tampico port. © Yacu Kallpa Crew

the owners expect to be able to repair one generator
before delivery, but this is without guarantee, and the
vessel is to be sold ‘as is where lies’ at Tampico.”

At that point, the Peruvian environmental prosecutors had
already requested Mexican authorities to seize 100% of the
load. While Mexican regulations do not require its importers
to demonstrate the legal origin of timber being brought to
the country (see Box 8), Peruvian prosecutors requested the
seizure based on the violations to Peruvian law, appealing to
bilateral prosecution agreements. In parallel, both Peruvian
prosecutors linked to the case travelled to Tampico to be there
for the vessel’s arrival and Mexican authorities’ intervention
over its illegal load. On 6 February, Mexican government
officials in Tampico offloaded and seized the timber. It
reportedly covered two city blocks and sat six stories high.!*

But before the Yacu Kallpa arrived to Tampico, the vessel and
its entire crew had already been abandoned by its owners, who
declared bankrupcy.®® On 21 January, when the Yacu Kallpa
was still en route, the vessel was put on sale through an online
advertisement.

The Yacu Kallpa crew was eventually repatriated to Peru with the
support of the Peruvian consulate in Mexico.*** Regarding the
seized timber, an international investigative journalism series
revealed that it was released by the Mexican authorities between
October and December of 2016, against the instructions from
the Peruvian prosecutor’s office and without even notifying

the Peruvian government. This case continues to be under



investigation in Peru and, after the news about the release of
the timber in Mexico, both FEMA and Peru’s state attorney for
environmental issues (Procuraduria Minam), have announced
that they will start new investigations against all involved
in the irregular and secretive release of these thousands of
cubic meters of illegal timber. The environmental prosecutor

Table 5: Exporters of Yacu Kallpa illegal timber, 2015
“Verified illegal” timber is associated with GTFs from logging contracts that Osinfor supervised and found evidence of fabricated information, laundering
and/or other illegal activities. “Verified legal” timber is from contracts that Osinfor supervised and found everything in order.

from lquitos claims that the value for the timber that they
requested to be seized in Tampico added up to almost US$18
million (around 57 million Peruvian soles). According to Peru’s
state attorney for environmental issues, the only authority that
could have authorized the release of the timber was the Peruvian
prosecutor’s office and this did not happen.'33 However, since

Total Total |[Total timber | Grand Total % %
Volume (m®) of illegal timber | timber [timber not | verified or |(verifiedillegal | verified | verified
Peru exporter on ship verified verified | presumed | orlegal +not | illegal of |illegal of
YK-2 YK-4 YK-5 |[illegal (m®) | (m®) legal (m®) | verified) (m®) | total | verified
INVERSIONES LA OROZA SR.L. 3,282.78 | 4]102.02 | 2,745.70 | 10,130.50 | 1123.362 375.794 11,629.66 871% 96.4%
INVERSIONES WCA E.LR.L. 884.93 | 2,826.86 | 2,735.14 | 6,446.92 | 177155 591.907 7,215.98 89.3% 91.6%
CORPORACION INDUSTRIAL FORESTAL S.A.C. | 719.95 | 142816 | 14263 | 2,290.74 | 880.793 257.489 3,429.02 66.8% 89.9%
SICO MADERAS S.AC. 350.32 | 459.24 | 683.08 | 1492.64 12434 229.44 1,734.52 86.1% 86.7%
CORPORACION MADERERA LORETO S.A.C. 21.84 747.25 35717 1,126.25 482.45 1,608.70 70.0% | 100.0%
TRIPLAY 1QUITOS S.A.C. 96.51 358.02 685.23 | 1139.76 114.019 23347 1,487.25 76.6% 83.0%
CORPORACION INFOREST MC S.A.C. 1,277.72 1,277.72 100.0% | 100.0%
SCAVINO MADERAS E.IR.L. 556.05 | 50757 | 1,063.62 822 1,145.82 92.8% | 100.0%
LAMINADOS Y MANUFACTURAS DE MADERA | 336.00 90.00 426.00 200 270 896.00 47.5% 61.2%
GREEN GOLD FORESTRY PERU SAC 45.30 45.30 477907 523.21 8.7% 8.7%
EXIMVAL E.LR.L. 352.08 352.08 35.677 38776 90.8% | 100.0%
INDUSTRIAS MADEX E.I.R.L. 45.86 135.18 96.10 27714 27714 100.0% | 100.0%
MADERAS DE LA SELVA PERUANA S.AC. 148.43 148.43 36.632 185.07 80.2% | 100.0%
INDUSTRIAL MADERERA ZAPOTE S.A. 99.81 99.81 79.783 179.59 55.6% 55.6%
MADERAS IMPREGNADAS TROPICALES S.A.C. 38.16 3816 3816 100.0% | 100.0%
Totals 6,090.26 (10,996.31 | 7,990.78 | 26,355.06 | 3,144.72 | 2,515.79 32,015.58 82.3% 91.3%

Table 6: U.S. Importers of illegal timber
“Verified illegal” timber is associated with GTFs from logging contracts that Osinfor supervised and found evidence of fabricated information, laundering
and/or other illegal activities. “Verified legal” timber is from contracts that Osinfor supervised and found everything in order.

(Source: Yacu Kallpa 2015 database)

Total Total |Total timber| Grand Total % %

Volume (m®) of illegal timber | timber |[timbernot | verified or |(verified illegal | verified | verified

U.S. importer on ship verified | verified | presumed | orlegal + not |illegal of |illegal of

YK-2 YK-4 YK-5 |illegal (m®)| (m?) legal (m®) | verified) (m®) | total | verified
GLOBAL PLYWOOD & LUMBER TRADING LLC | 1043.94 |1982.64 | 14263 | 3026.59 | 236.39 108.28 3371.25 90% 93%
SUN CORE LTD 719.95 | 718.67 |937.705 | 1581.25 257.49 880.79 2719.53 58% 86%
GREY FORESTAL SA DE CV 43269 | 10856 | 980.974 - - 980.97 100% 100%
SABRA INTERNATIONAL INC. 309.02 | 258.64 417.58 0.00 36.63 454.21 92% 100%
GRUPO TENERIFE S.A. DE C\V. 258.64 - - 258.64 100% 100%
TROPICAL MOULDINGS L.L.C. 12.70 12.70 15.26 - 27.96 45% 45%
Total 1763.89 (3066.30 |1447.54 | 6277.72 | 509.13 1,025.70 7812.56 80% 92%

(Source: Yacu Kallpa 2015 database)
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the moment the timber was seized, it was known that a lobby of
Peruvian and Mexican industry members and officers was activated
to push for its release (see Box 8).

In May 2017, a judge in Iquitos ruled in favor of one of the
companies whose timber was on this final shipment of the
Yacu Kallpa, declaring null the pre-departure confiscation of
Sico Maderas SAC’s timber. Although Osinfor inspections have
clearly shown that these GTFs were used to launder illegal
timber, the judge cited even the Pope in his argument that the
action violated “the company’s liberties” and “right to work”,

and ordered that FEMA return the timber associated with

Sico Madera’s eight GTFs and pay legal fees. As of this report’s
publication, the Prosecutor’s office had appealed the decision.!*

The fall-out from a year of intense scrutiny on the Yacu
Kallpa’s contents thus found the boat disgraced and discarded
in Mexico; football fields of timber in Mexican, Dominican
Republic and U.S. warehouses; and investigations active under
the U.S. Lacey Act, the U.S.-Peru TPA and Peruvian domestic
laws. By January 2016, it also found the head of Osinfor out of
a job and efforts at political pushback in high gear.

Table 7: Mexican importers of the Yacu Kallpa’s illegal timber, 2015
“Verified illegal” timber is associated with GTFs from logging contracts that Osinfor supervised and found evidence of fabricated information, laundering
and/or other illegal activities. “Verified legal” timber is from contracts that Osinfor supervised and found everything in order.

Total Total |Total timber| Grand Total % %

Volume (m®) of illegal timber | timber ([timber not| verified or |(verified illegal | verified | verified

Mexican exporter on ship verified | verified | presumed | orlegal + not |illegal of|illegal of

YK-2 YK-4 YK-5 |illegal (m3)| (m®) legal (m®) | verified) (m®) | total | verified
CG UNIVERSAL WOOD SA DE CV 592.875 | 2102.816 | 556.191 | 3251.882 | 559.4 | 242.853 4054135 80% 93%
CG GRUPO FORESTAL S.A. DE CV. 480.743 | 1398.219 | 534.727 | 2413.689 | 705.569 | 514.547 3633.805 66% 82%
MADERERIA SIERRA VERDE S.A. DE CV. 72113 | 1226.816 | 1001.953 | 2300.882 115.823 2416.705 95% 95%
TRIPLAY' Y AGLOMERADOS TANY S.A. DE CV. 432.509 | 448.017 | 685.234 | 1565.76 | 314.019 | 503.471 2383.25 66% 76%
INDUSTRIAL FORESTAL DE OCCIDENTE SA DE CV 350.321 | 386.213 | 574.524 | 1311.058 | 12.434 229.44 1552.932 84% 85%
MADERAS LA LAGUNA SA DE CV 666.014 | 205181 | 572.02 | 1443215 | 34.438 2761 1505.264 96% 98%
TRIPLAY Y MADERAS DE MAYOREO S.A. DE CV. 188175 |1225.208 | 1413.383 1413.383 100% | 100%
GREY FORESTAL SA DE CV 311.639 | 562.836 874.475 290.366 1164.841 75% 75%
TRIPLAY' Y MADERAS DE IMPORTACION SA DE CV 471242 | 197129 668.371 | 80.165 748.536 89% | 100%
MADERAS TORRES S.A. DE CV. 352.078 | 42576 | 28314 | 677794 64.525 742.319 91% 91%
GRUPOQ TENERIFE S.A. DE CV. 308.401 | 305.578 | 613.979 | 10.224 624.203 98% | 100%
SUD AMERICAN LUMBER S.A. DE CV. 44535 | 569.915 | 614.45 614.45 100% | 100%
PROVEEDORA DE MADERAS COMERCIALES S.A. DE C\V. 212.631 | 224.426 | 437.057 437.057 100% 100%
BOZOVICH S. DER.L. DE CV. 277264 277264 | 155.988 433.252 64% | 100%
MUEBLES FINOS TORRES S.A. DE CV. 343.418 343418 | 822 425,618 81% 100%
MADERAS Y TRIPLAY EL FENIX S.A. DE CV. 98.582 | 127.872 | 140.582 | 367.036 | 10.943 46 382.579 96% | 100%
MADINSA TABLEROS S.A. DE CV. 130.672 130.672 | 117.964 248.636 53% 99%
MAZTER MADERAS S.A. DE CV. 96.099 96.099 96.099 100% 100%
MAZTER MADERAS S.A. DE CV. 45.858 | 46.465 92.323 92.323 100% 100%
MANUFACTURAS DE MADERAS EXCEL S.A. DE CV. 88.719 88.719 88.719 100% | 100%
LUIS ALBERTO VILLAREAL FLORES 52.51 5251 52.51 100% 100%
GRUPO DAGS S.A. DE CV. 44.455 44.455 44.455 100% | 100%
CARPICENTRO S.A. DE CV. 3816 3816 3816 100% | 100%
MADERIL LA VIGA S.A. DE CV. 0 35.677 35.677 0% 0%
Totals 4326.365|7930.019 (6860.267| 19,116.65 | 2119.021 | 1993.236 | 23,228.908 | 82.3% | 91.3%




Box 8: The need for Mexican legislation to prevent illegal
timber trade

As this report shows, a high percentage of the wood that Peru
exports to Mexico is illegal. Data from Operation Amazonas
2015 proved that at least 82.5% of the timber onboard the
Yacu Kallpa’s August shipment to Mexico and the U.S. was

of illegal origin. Similarly, 96% of wood onboard the Yacu
Kallpa’s December shipment was associated with illegal origin.
Yet Mexican enforcement authorities are not entitled to act
upon illegally harvested timber entering the country, nor are
Mexican importers legally required to demonstrate the legal
origin of their wood products.

The message Mexico is conveying is that even if imported
wood has been illegally harvested in its country of origin, it
can still enter into Mexico’s markets. The end result is a trade
that adversely affects indigenous and local communities and
undercuts legal businesses on both ends of the supply chain.

Documents obtained by EIA show that on 26 September 2015
a shipment of 5487.30 metric tons (10,212 m?) of Peruvian
timber were offloaded from the YK-4 in the Port of Tampico,
Mexico.™® Through other sources EIA learned that Peruvian
and U.S. customs authorities were already sharing information
about the illegal origin of the timber and thus decided to share
their concerns with the Mexican authorities. Consequently, the
wood was temporarily detained by Mexican port authorities
based on Osinfor field reports that documented illegal origin
for the portion of product destined for Mexico. At the time, the
Mexican authorities requested that their importers document
the legal origin of the timber, explaining that they had received
information regarding its potential illegal nature.

Following that action, the Association of Mexican importers,
the Mexico-Peru Chamber of Commerce and even the Peruvian
Ministry of Foreign Affairs, through the Peruvian Embassy in
Mexico City, started lobbying the Mexican government for the
shipment to be released.

On 9 October 2015, the National Association of Importers and
Exporters of Forestry Products in Mexico (IMEXFOR) sent a letter
to Tampico’s Port Management Authority requesting that the
extra costs of storage and cargo maneuvers be forgiven to the
importers given that such costs were not attributable to them
but corresponded to a request received by

“other authorities.”**®

That same day, members of the Mexico-Peru
Chamber of Commerce met with the Chargé
d’affaires of the Peruvian Embassy in Mexico
City to inform them and to request the
Peruvian Government’s involvement in the
case.

As a follow up to that meeting, in an official
letter dated 12 October 2015, the Chargé
d’affaires of the Peruvian Embassy in Mexico
City wrote to Mexico’s General Customs
Administrator stating that the above situation
had been “affecting the normal development
of trade between Peru and Mexico and
deteriorating the trade relationship between
exporters and importers that both countries
had been strengthening bilaterally and within

the framework of the Pacific Alliance.”**’ (The latter is an
agreement between Mexico, Colombia, Peru and Chile.)

Under mounting pressure, on 15 October 2015, Mexican
authorities released the illegally logged timber under the
argument that the only legal requirement for importing timber
to Mexico is that it must comply with phytosanitary regulations.
On 19 October, the same officer mentioned above sent an
email to Eduardo Guiulfo, a Peruvian representing the Mexican
importer Sudamerican Lumber and the Mexico-Peru Chamber
of Commerce, to inform him that the timber had already been
released thanks to the intervention of the Peruvian embassy in
Mexico."

Less than two months later, another shipment left the port of
Iquitos in Peru destined for the Dominican Republic, Mexico
and the United States. This time only 2% of the YK-5 cargo
destined for Mexican importers was of legal origin (112 m? of
6972 m3). Although authorities initially seized the shipment
upon its arrival to Tampico'®, it was released by the end of
2016 to its importers by the Mexican authorities, in spite of the
official request submitted by the Peruvian prosecutors’ office
and without notifying the Peruvian authorities. Once again, “the
person responsible for rescuing the seized shipment of timber
was the President of the Mexico-Peru Chamber of Commerce
Eduardo Guiulfo, a Peruvian businessman based in Mexico.” The
Peruvian State Attorney for environmental issues (Procuraduria
MINAM) has declared that the only authority with the capacity
to order the release of the timber was the Peruvian prosecutor,
and this did not happen, which is why he has announced new
legal actions against those involved.*°

Despite concrete evidence that most of the YK-4 and YK-5
shipments were illegally harvested in Peru, the Mexican legal
framework was not able to prevent this wood from entering
the national market. Cases like this increase the overall supply
of illegal timber in Mexico, reducing prices and negatively
affecting Mexico’s forestry industry, much of whose domestic
supply comes from community-owned and managed forests.
There is an urgent need for Mexico to pass legislation that
restricts imports of illegally sourced timber, to safeguard not
only national forest products from unfair competition but also
indigenous and local communities seriously affected by illegal

logging.

Some of the 10,212 m® of Peruvian timber offloaded in early 2016 in the Port of Tampico; 98% was of illegal
origin. © Yacu Kallpa Crew
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4.c.v. Strikes, Coffins and Molotovs

The partial seizure of the YK’s final 2015 shipment, added to
the September shipment still detained in Houston, provoked
immediate response in Iquitos. As the Prosecutor’s office
attempted to have the ship unloaded, protesters associated with
the logging industry took to the streets. Most of the anger was
directed towards Osinfor and its president at the time, Rolando
Navarro.

As mentioned, the cargo businesses in lquitos port refused

to offload the seized timber from the Yacu Kallpa, demanding

the Prosecutor’s office pay more than five times the originally
quoted price.'* Before and after the boat departed Iquitos on 2
December, with seized wood still aboard, protestors blocked city
roads with large trucks and signs, while burning tires and logs in
the middle of the streets. People threw stones and broke windows
at Osinfor offices. Men marched through Iquitos carrying empty
coffins draped with the names of officials including Navarro, which
they proceeded to burn on Osinfor’s office doorstop.

Further south in both Pucallpa, Ucayali region, and Puerto
Maldonado, Madre de Dios region, the local forest sectors were
already agitated not only over the seizures but over the new
regulations described in Box 7 that made cracking down on illegal
trade more feasible. Between 23 November and 4 December, the
protests snowballed into an organized “forest sector strike” across
the Amazonian regions.'* The strikers’ platform of demands
included repealing Legislative Decree 1220, excluding forest crimes
from Legislative Decree 1237, slowing application of the new
Forest Law and financing processes to formalize the sector. But the
biggest focus was on demands to “paralyze Osinfor’s arbitrary and

March organized by Iquitos timber industry interests © Facebook

The key demands of the timber industry “Indefinite Strike” © Facebook

Molotov bombing of Osinfor office in Pucallpa captured by security camera
© Ojo-Publico

Coffins prepared for Rolando Navarro (Osinfor) and Fabiola Mufioz (Serfor)
are burned during a protest in Iquitos, December 2015 © Facebook

repressive actions, generating chaos in the forest sector that
leads to (i) loggers’ informality; (i) increase in coca planting
and its consequences: (iii) favors increase in wood imports,
leaving thousands of families without work ”. The protesters
called to “remove Rolando Navarro Gdmez for being an enemy
of the Forest Sector.”

As in Iquitos, Pucallpa industry also blocked roads and
gathered in front of Osinfor’s office shouting, insulting, and
threatening the authorities. On the night of 30 November,
Osinfor’s office in Pucallpa was attacked with a backpack

of Molotov cocktails. The bomb exploded and a fire was
started. Given that the action happened around 3 am, it
seems that the objective was not to hurt anyone, but clearly
the tone of the threats was in crescendo.

These strikes, protests and price hikes were not disconnected
spontaneous manifestations; rather, they were organized
actions led by forest sector professionals, timber traders,

and financiers.**® The coffins and cocktails were crude
manifestations of what was also taking place behind the
closed doors of some of Lima’s highest political offices, as
Chapter 5 will describe.

4.d. Meanwhile, on the Pacific: Popp Forest Products

Houston is a destination not only for timber via the Amazon
River but also for shipments embarking from Callao,

Peru’s largest port, just west of Lima, on the Pacific Ocean.
And once Sunat began to conduct cross-checking during
Operations Amazonas, it turned out that many wood



shipments out of Callao suffered from laundering problems too.
In December 2015, U.S. officials in the Port of Houston seized
24 pallets of timber exported by Corporacion Industrial Forestal
SAC and destined for Oregon-based importer Popp Forest
Products, Inc., under charges of violating the Lacey Act.}* The
same Corporacion Industrial Forestal SAC was the exporter with
the second-largest amount of illegal timber in the various Yacu
Kallpa shipments, after Inversiones La Oroza.**®

The action was based on a U.S. government investigation
conducted after Homeland Security received a report from
Peru, under a Customs Mutual Assistance Agreement, providing
the results of an Osinfor inspection which indicated that “the
timber could not be the species authorized for harvest. This
finding was corroborated by testing by the U.S. Forest Service’s

Box 9: Using organized crime statutes to fight timber mafias

Two recent enforcement events suggest that illegal logging

is becoming a more high-profile crime for the government to
combat, and that Peru’s agencies are gaining experience in
how to do so effectively, even if the cases are not targeting
the largest traders or if the subsequent legal prosecution isn’t
successful.

“Los Patrones de Ucayali”

In April 2016, Peru’s national police swooped down on the
“Bosses of Ucayali”, a criminal network dedicated to exporting
illegal wood to China, Mexico and the United States.** The
operation detained 19 people, including three local cops and
four officials from the regional government’s forestry office,
and seized timber, money, weapons, properties, computers,
and vehicles.’® It was a watershed moment, the first time that
the Peruvian government had used legal statutes designed to
fight organized crime to tackle illegal logging, laundering and
export fraud. These statutes (Law 30077) give prosecutors a
powerful toolkit for conducting investigations, for example
allowing wiretaps and undercover agents, and can result in
more serious penalties than infractions under forestry statutes
alone.’°

Wilman Carrasco, chief of the police’s environment
department, described working with Julio Guzman, procurador
at the Ministry of Environment, on a 10-month investigation
into this network of logging financiers and corrupt officials,
who over six years had allegedly facilitated an average of 300
m? monthly in exports of shihuahuaco and other woods.*!

Other members of the mafia remain at large. The case is
ongoing as this report is published, having been moved from
the courts in Ucayali to Huanuco and finally to Lima like the
hot potato that it apparently is.

“Los Castores de la Selva Central”

On 12 July 2017, the Interior and Public Ministries conducted
a major joint operation to break up the “Beavers of the Central
Jungle”, a criminal organization operating in Junin, Ucayali and
Lima regions. Eighteen members were detained, including

Forest Products Laboratory, which concluded that samples
taken from the shipment were not the species authorized for
harvest.”14

In January 2017, the Department of Justice reached a
settlement with Popp Forest Products whereby the company
would pay all costs for transport, destruction and disposal

of the seized product, to ensure that it would not enter into
U.S. commerce streams. In return, the U.S. government
agreed to waive further civil enforcement action, fines

or penalties, but left the door open for potential criminal
investigations.'” According to the official records, the value
of this timber was of $22,500, but the amount paid for the
transport, destruction and disposal of the timber has not been
made public yet.

its apparent boss, people involved in document falsification
and transport, and the Administrator of the Central Jungle
(Selva Central) forest authority, i.e. the head of the regional
Serfor office who, according to the Interior Minister, provided
fake documents to the criminal organization to launder illegal
timber. 152

Forestry consultants and other officials from Ucayali’s Regional
Government forest authority were also part of the network.**?
Police destroyed an illegal logging camp as well as machinery,
and confiscated trucks, tractors, machinery, documents, a
computer and cellphone. The Beavers are accused of illegal
traffic of wood products in its aggravated form, among other
crimes against natural resources.'*

It’s worth noting that most of the people arrested in both

of these operations are low- to mid-level operatives, not

the financiers and intellectual authors behind the criminal
networks. However, the fact that more institutions from the
Peruvian government are investing personnel and resources in
investigating these cases is already a good sign. It will still send
a crucial signal if these cases are prosecuted fairly and result in
serious consequences for the people involved.

Mugshot of the leader of “Los Patrones de Ucayali”, wanted for organized
crime, with a reward of over US$6000 from the National Police. © RPP
Noticias (http://rpp.pe/peru/actualidad/estos-son-los-mas-buscados-por-la-
policia-y-las-recompensas-por-ayudar-a-capturarlos-noticia-985561/9)
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9. SHOOTING THE MESSENGER,
ACTIVATING THE SPIN CYCLE

hen the illegal logging status quo is shaken,
WMoIotov cocktails and burning coffins are a loud

and sometimes effective way of making a point. But
there are other, quieter ways to quash reforms and sabotage
enforcement efforts. From late 2015 until now, entrenched
logging interests and their political patrons have engaged in a
series of targeted efforts to shoot the proverbial messenger
and spin the story rather than address the underlying
problems.

5.a. Firing Osinfor’s President, bullying FEMA

In early January 2016, the YK-5 was still en route to Mexico
and the industry was livid about the seizures in both Iquitos
and Houston. Osinfor’s crews continued conducting field
verifications for the points of harvest for the timber inside
the vessel, and reporting back higher and higher percentages
of illegal origin, eventually surpassing 96% of the volume on
board. With this data on hand, the National FEMA Prosecutor,
Flor de Maria Vega, and the Iquitos FEMA Prosecutor, Jessica
Quiroz, activated regional and bilateral legal cooperation
agreements on criminal issues to request legal actions from
the countries where the Yacu Kallpa was trying to unload
timber, and requested the support of Interpol.’>> Peruvian
trade officials, meanwhile, were trying to stop these
international legal actions, arguing that the accusations of
illegal trade could negatively impact the U.S.-Peru TPA or even
the ongoing TPP negotiations.

On 13 January, the day after the YK-5 was detained by
Dominican Republic authorities at the request of FEMA
Iquitos, Peru’s National Prosecutor Pablo Sanchez was visited
by a delegation of senior officials from the executive branch:
Juan Manuel Benites, Minister of Agriculture (Minagri);
Piero Ghezzi, Minister of Production (Produce); Magali Silva,
Minister of Foreign Trade (Mincetur); Fabiola Mufioz, the

head of Serfor, and Guillermo Freundt, the chief of staff for
the Minister of Agriculture. The objective of the meeting — as
recalled to EIA by multiple participants — was to request that
the National Prosecutor instruct his Environmental Prosecutor
Vega to step back from the Yacu Kallpa case.

The visitors argued that the FEMA prosecutor’s actions qualified
as “treason to the country”, since she could be responsible

for Peru receiving international sanctions and, eventually, for
the U.S. government to annul its trade agreement with Peru.
The previous day, on 12 January, the Minister of Environment
(Minam), Manuel Pulgar Vidal, had also visited the National
Prosecutor, but it is unknown whether they talked about the
Yacu Kallpa.’®® The National Prosecutor received these visitors,
but continued to support Vega’s efforts.

In parallel, regional and national representatives from the
Peruvian timber industry, with the support of some members
of Congress, were in high-level meetings demanding that

the Presidency of the Council of Ministers (Presidencia del
Consejo de Ministros, PCM), the governmental institution
under which Osinfor sits, remove Rolando Navarro, accusing
him of destroying the forest industry and being the reason for
all the national and international investigations that the sector
was facing. While the then-President of this Council, Pedro
Cateriano, publicly backed Navarro’s work, ** it did little for his
eventual fate.

The evening of 14 January 2016, Rolando Navarro was
confidentially informed that President Ollanta Humala had
signed a resolution removing him as President of Osinfor,
stating that he had “completed his term,” although he was still
months away from serving out the official four-year period.!*®
Navarro was removed so abruptly that the government

lacked a new candidate to designate, so he was “temporarily”
replaced with someone else from within Osinfor, “until a



new President is appointed”. After the strong national and
international reaction against Navarro’s termination — both in
the media and at political levels — the Peruvian government
announced the creation of a committee to define an open
search process to select the new President.’ But as of late
2017, such a selection process has never been announced nor a
new permanent president appointed.

The sudden removal of Navarro occurred while PCM President
Cateriano was on an official trip to the U.S., and had left the
then-Minister of Foreign Relations, Ana Maria Sanchez, in
charge. Ironically, while on his official visit to Washington, D.C.,
Cateriano was touting the “fight against illegal logging” and
advances in bilateral collaboration with his U.S. counterpart
even as Sanchez signed the resolution to fire Navarro.'®

It’s also worth noting that only a month before, in December
2015, Peru’s ambassador to the Organization of American States
(OAS), Juan Jimenez, made a speech to the OAS Committee

on Hemispheric Security, praising the efforts of Osinfor and
urging other countries across the Americas to support its
efforts and assume responsibility for their role — as countries
of destination for illicit products — in the fight against the illegal
timber trade.’ “This Committee on Hemispheric Security must
approach illegal logging understanding that its transnational
organized crime deploys important resources to affect our
societies in a violent and aggressive way”, stated Jimenez,

who had previously been Peru’s Minister of Justice and then
President of the PCM.

The news about Navarro’s termination arrived on the evening
of the same day that he had received a visit from the U.S.
Ambassador to Peru, Brian Nichols, who spent the morning
at Osinfor offering accolades and promises of support for

his efforts to fight the illegal timber trade through inter-
institutional cooperation.

The termination was formalized by its publication in the
Peruvian official newspaper, E/ Peruano, on 15 January.®?

The announcement turned into a media firestorm for the
Humala administration, with wide coverage both in Peru and
internationally regarding the message of capitulation it sent

to the illegal logging mafia.'®® Several key donor countries
supporting efforts to reform Peru’s forest sector, including
Norway and the United States, expressed their official concern.

Navarro, now without official backup, and still receiving death
threats towards both himself and his family, felt that he could

no longer safely remain in Peru. He left his homeland in January
2016, and has not yet been able to return. It is unclear when, if
ever, it will be safe for him and his family to move back to Peru.®*

5.b. A “paper-based” approach: Peruvian officials defend
illegal exports to the U.S.

In the weeks after Navarro’s ouster, various Peruvian
governmental authorities and private actors took actions

to spin and deny the levels of illegality in the timber sector
that his Osinfor team had been revealing. The Minister of
Agriculture toured sawmills in Iquitos in the company of the
Regional Governor of Loreto, Fernando Meléndez, who insisted
that all the timber on the Yacu Kallpa was legal.’®® Exporters
Inversiones La Oroza and Corporacion Interforestal submitted

a precautionary measure in Iquitos requesting the courts to
order the release of all timber on the ship, claiming that they

Navarro, now without official backup, and still
receiving death threats towards both himself and his
family, felt that he could no longer safely remain in
Peru. He left his homeland in January 2015, and has
not yet been able to return.

had purchased it “in good faith”, suggesting that they were
not aware of the illegal origin of the timber they were
exporting.'®® This phrase, which is not consistent with the
requirements to assure legal origin codified in Peru’s Forest

Law, has been invoked repeatedly to defend the indefensible.

But the most explicit and direct attempt to defend the
illegal timber exports materialized as a letter sent by the
then-Mincetur Minister Magali Silva, to then-U.S. Trade
Representative, Michael Froman.®” The letter was drafted
by the then-director of Serfor, Fabiola Mufioz, and sent to
Silva “following the special request of the [then] Minister of
Agriculture”, Juan Manuel Benites. With minor modification,
Silva sent the letter to Froman on 29 February 2016.

The letter is sent in reference to “Cases of Peruvian timber
seized in Houston” (from the September seizure described
in Chapter 4.b.iv), and the main point made is that at the
time when the forest timber products left Peru, they had
“all the legal documents validly produced by the Forest

and Wildlife Regional Authority of Loreto”. It is the old —
and legally useless — “good faith” excuse made official, in
black and white. The letter fails to add, however, that those
“valid” documents were based on fake information illegally
produced by the timber operators and illegally validated

by the regional authority. Osinfor field verifications had
demonstrated that the overwhelming majority of forest
inventories related to the YK-4 shipment were faked: the
trees did not exist in the field, or, when they did exist, they
were still standing. AImost no evidence of timber harvesting
was found in any of the timber contracts declared as points
of harvest for the timber in question.

It does not appear that U.S. authorities paid too much
attention to this letter, owing to the nature of the U.S. Lacey
Act, which is a “fact-based statute”, not a “document-based
statute” as explained by the U.S. Department of Justice.*®
That is, Lacey Act enforcement focuses on the actual legal
origin, not solely the documents that accompany a product,
which might include fraudulent information — as is evident in
this case.

When pressed about this letter in later interviews, former
Minister Silva responded that “when | wrote this letter,
there had been no result, positive or negative, from the
Prosecutor’s office regarding this shipment. If we had

had reliable findings of a completed investigation we

would certainly have emitted an informative note to U.S.
authorities.”*®® Again, Silva omits the most relevant pieces

of information: on 14 January 2016, before being arbitrarily
terminated, Rolando Navarro had sent an official letter to
several Peruvian government offices reporting the results for
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By the time that she sent the letter to Ambassador
Froman making the “good faith buyer” excuse an
official argument, both Minister Silva and Serfor
Director Munoz had plenty of official evidence about
the illegal origin of the timber in question.

Operation Amazonas 2015, in which he explained that Osinfor
had already documented the illegal origin of at least 89.5% of
the timber included in the shipment detained in Houston.'”°
Therefore, by the time that she sent the letter to Ambassador
Froman making the “good faith buyer” excuse an official
argument, both Minister Silva and Serfor Director Mufoz had
plenty of official evidence about the illegal origin of the timber in
question.

In the same 2017 interview, Silva agrees that the publicity
surrounding Osinfor’s work and the illegal shipments was viewed
with discomfort by other elements inside the government.
“Sometimes news like this goes around the world and if we have
a stagnating economy it’s risky because they say, ‘never again
will we buy from Peru’”*"* Various sources have corroborated
that this perception drove many of the high-level discussions
around Rolando Navarro’s firing and other efforts to tamp down
on enforcement.

In such a situation, one can focus on building the country’s
reputation, making sure that steps are taken to truly guarantee
the legality of its timber exports. Or one can set about to shoot
the messenger: obfuscate and destroy the evidence of illegal
origin, weaken the institutions documenting it, and make sure
that no one can replicate something like Operation Amazonas.

Letters from Serfor

The letter sent by Mincetur to USTR was not the only letter
produced by the Peruvian government to try to justify the trade
of illegally logged timber. Eight weeks later, on 8 April 2016,
Serfor Director Fabiola Mufioz sent two letters to the Assistant
Port Director for U.S. Customs and Border Protection, in charge
of the Peruvian timber detained in Houston.

The first one is numbered Carta 061-2016-Serfor-DE,*’? in
reference to “Case of Peruvian timber seized in Houston”. The
second one is numbered Carta 062-2016-Serfor-DE,*”® in reference
to “Case of Popp Forest Products Inc”. Following the content and
tone of the letter sent to Ambassador Froman, these letters focus
on the argument that the timber left the country with the “proper
documentation,” and ignore the fact that said documentation

was based on false information, in itself a violation of Peruvian
law. In Carta 062, Mufioz also explains that Serfor has received

a communication from Popp Forest Products complaining about
their timber detained in Houston. (This timber was not part of a
Yacu Kallpa case, as explained in 4.d.).

Interestingly, the annexes to Mufioz’s letter acknowledge that in
February 2016, authorities already had evidence from Osinfor
about the illegal origin of the timber. Nonetheless, Mufioz insists
on arguing that everything was done according to the books and
expresses her “deep concerns” about the timber being detained
in Houston.

Ex-minister of MINCETUR Magaly Silva, interviewed by Peru’s leading paper
El Comercio regarding her letter to the US Trade Representative, denied
having “reliable findings” of illegal timber exports. © EI Comercio

Two weeks later, on 22 April 2016, Director Mufioz sent a new
letter, Carta 094-2016-Serfor-DE,** to Steve Popp, from Popp
Forest Products, responding to a letter sent by Popp on April 15%
where he complains that the lawyers from the U.S. Department
of Justice have rejected the content of the above-described
letters 061 and 062. In her communication to this U.S. importer,
the Serfor director explicitly gives him a number of arguments
to fight the U.S.’s enforcement action against imports of timber
harvested in violation of the Peruvian law, elaborating on the
“good faith” argument that the real illegal origin does not matter
because the importer did not know about it.

Letters from Osinfor

It's important at this juncture to remember another set of
letters. In mid-May 2015, while Operation Amazonas was
revealing the overwhelming percentages of illegal timber being
shipped through the Yacu Kallpa, Osinfor sent a series of letters
to the industry reiterating the message it had communicated in
letters sent during 2014 (see Figure 2).1”> The agency warned
companies about the high percentages of illegality being found
in timber exports and invited them, again, to check directly
with Osinfor in case the points of harvest for timber they
planned on buying were not already found in Osinfor’s public
digital database SIGO.Y¢ In both the 2014 and 2015 letters,
Osinfor offers to go to the field, with no cost to the exporter, to
verify the legal (or illegal) origin of the timber of interest —in
other words, to do the exporters’ due diligence for free. Once
again, no one took Osinfor up on their offer.?””



This point is particularly important to understand in light of the
argument frequently made by Serfor and the industry, namely
that the points of harvest associated with the GTFs seized on
the YK “did not appear in SIGO” at the time. That is: there was
no “red light” indicating illegalities in the POA from where the
timber supposedly came. The final internal report on a Serfor
investigation into the YK-4 shipment, for example, states that
in the SIGO, “between 16 June [20]15 and 11 August [20]15,
the time period in which the 89 GTF in question were emitted,
none of [the associated points of harvest] showed any legal
processes, they were therefore emitted without problems as no
restriction was found.”*”®

The problem: many of those POAs / points of harvest were
not in SIGO because Osinfor didn’t even know they existed.

As discussed in Chapter 4.b., many of the logging permits
nowadays granted to communities and concessions are never
reported by regional forest authorities to either Serfor or
Osinfor in Lima in spite of a regulation that makes it mandatory
for whoever approves a forest contract to inform Osinfor in
the next 15 days.?® Obviously, then, these forests do not get
supervision visits. Operation Amazonas 2014 found that 76.5%
of the points of harvest were simply unknown to Osinfor, and
through early 2015, the percentage climbed to 100%.°

Given the disorder and pervasive illegality in the sector,
therefore, a reasonably cautious exporter should search not
only for the absence of “red light” but the presence of a “green
light” — that is, evidence that their timber source was inspected
and found to be legitimate. And if there were no information
either way in SIGO, the letters Osinfor had been sending since
2014 were and remain an explicit invitation to ask for that data
to be generated.

The web interface of Osinfor’s SIGO database

5.c. Weakening Institutions and laws

The evidence shows that even as the results of Operation
Amazonas were being applauded internationally, the reaction
of key elements of the Peruvian government was to make
sure that it could not be replicated. This involved attempts to
weaken institutions, to remove individuals who would not toe
the line, to discontinue activities that compiled records which
could be later tracked down, and to modify regulations.

5.c.i. Rendering Legislative Decree 1220 toothless

On 22 July 2016, a few days before Pedro Pablo Kuczynski took
over the Presidency, the Humala administration approved

new regulations for DL 1220. As explained in Box 7, DL 1220
facilitates enforcement activities by public prosecutors over
illegally logged timber and the equipment involved in its
harvesting, processing, or transporting. This Decree had
enabled the on-boat seizure of the illegal timber shipment on
the Yacu Kallpa’s last journey, and its potential to fight illegal
timber trade quickly spurred strikes and violent protests as
described in Chapter 4.c.v.

The new DL 1220 regulations render it largely ineffective in
the fight against illegal logging and related trade. The most
important aspects include:

- Limiting the definition of “illegal timber” to exclude
any timber that has been subject to “secondary
transformation” and beyond. This conflicts with the
definitions used in the Forest Law and in Peru’s criminal
code.

- Dictating that a prosecutor can no longer use Osinfor’s
original field reports as evidence. These reports have
provided key data to Operation Amazonas, as well as to
the U.S., Mexican and Peruvian authorities who seized the
timber in Houston and Tampico, and for the verification
that was the focus of the U.S. Timber Committee report.
According to the new DL 1220 regulation, the prosecutor
can only use the final agreed sanctions resulting from the
Osinfor reports, after the entire administrative process is
completed — a process that can take years to complete.

These regulations will make actions such as Operation
Amazonas impossible, causing great damage to both past and
current law enforcement efforts. The change has been opposed
by the Procuraduria office of Minam and by the FEMA.

On 15 August 2016, a group of Peruvian civil society
organizations sent a letter to Peru’s President Pedro Pablo
Kuczynski asking him to eliminate the new regulations.*® On
19 August, FEMA Prosecutor Vega publicly supported their
derogation during her presentation at APEC’s specialized
group session on illegal logging, EGILAT, in Lima. She referred
to the attempt to “tie her hands” with new regulations which,
according to the prosecutor’s office interpretation, violate
Peruvian law.*®? “We will not allow for this to happen. We are
already requesting the derogation of the regulations,” she
stated, according to the Peruvian chapter of Transparency
International, Proetica.’® This statement re-activated political
efforts to try to remove her, but as of this report’s writing, she
was still in her position.

5.c.ii. Attempts to weaken Osinfor

Osinfor’s data is powerful, but if it cannot be linked to specific
timber shipments, it has limited utility or impact. Sunat

and Operation Amazonas changed the game in 2014-15 by
requesting that exporters provide point-of-harvest data for all
species, not just CITES-protected ones, and then cross-checking
this with supervision reports.'® At that moment, Osinfor’s data
took on a new and dangerous meaning for those interested in
maintaining the status quo. In addition to abruptly terminating
Navarro from Osinfor’s presidency, there have been repeated
attempts to weaken Osinfor.

Attempts to relocate it

In 2000, Peruvian Law 27308 (Article 6) created Osinfor as
an autonomous entity, but from its beginning in 2004 it was
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Osinfor supervisions are universally acknowledged to be a critical tool in verifying legal origin. Yet with only about 28 inspectors spread across the entire coun-
try, the agency does not currently have the budget or capacity to check every point of harvest in Peru. © Osinfor

absorbed into the then-forest authority, INRENA, and it was
only in 2008 that the agency regained its independence®® after
the U.S.-Peru TPA Forest Annex reiterated that Osinfor must be
“an independent and separate agency”. Currently, it remains an
independent entity attached to the Presidency of the Council of
Ministers (PCM).

In recent years, Osinfor has become one of the most
successful Peruvian institutions focused on improving forest
governance (see Box 2). Its success is directly related to the
autonomy under which it operates. Any attempts to weaken
this independence will diminish transparency in Peru’s

timber sector, have negative impacts for Peru’s international
commitments to reduce deforestation, go in the opposite
direction of the objectives of the Peru-Norway-Germany 2014
Letter of Intent, and be an explicit violation of the U.S.-Peru
TPA. It would send a signal to both illegal operators and officials
tasked with enforcing the laws that Peru is not committed to
stopping the illegal harvest and trade of its forest resources.

Around August 2015, EIA got access to a draft decree that
would relocate Osinfor from the PCM and place it under the
Ministry of Agriculture, the sector for which it is expected

to conduct independent oversight. A parallel decree laid out
measures that would diminish Osinfor’s capacities and budget.
Due to national and international pressure, neither decree
was approved, but there have been additional attempts to
accomplish these objectives.

The Transition Report

In order to facilitate the transfer of power and tasks after a
presidential election, representatives from the outgoing and
new administration work together to prepare transition reports
for the incoming authorities. EIA obtained access to the draft
transition report prepared about Osinfor for the July 2016
transition from President Humala to President Kuczynski. As

the proposed relocation to the Ministry of Agriculture had
already been rejected, the plan became to move Osinfor to the
Ministry of Environment.

The transition draft suggests that “the PCM has not
permanently supervised or monitored [Osinfor’s] actions”,
resulting in “isolation of the entity with regards to other
administrative authorities in the forest sector (Serfor, Sernanp,
Minagri, Minam, ANA, GORES [regional governments]),
affecting national forest policy.” Therefore, “To improve the
articulation and coordination between Osinfor and the other
stakeholders from the forest sector, we recommend modifying
its ongoing location, to move it to the environment sector...
There is no risk of losing independence, since Minam does

not approve forestry or wildlife contracts.” The draft also
recommends that “Osinfor’s ongoing functions and activities
must be reviewed, since it seems that it has been expanding
into issues that are beyond its mandate.”

The logic behind the transition draft seems to be: Osinfor has
been working hand in hand with institutions beyond the forest
sector (Sunat, FEMA) and must be relocated in order to be
under control and cease to conduct activities like Operation
Amazonas 2014 and 2015.

Attempt to limit its capacity

In June 2016, a new draft for a decree to limit Osinfor’s
capacity started circulating. This time the plan included two
main points:

1. Article 10.3. During the first 15 days of each fiscal year,
Osinfor must produce and make public an annual calendar
of supervisions, including the list of all the timber contracts
and their specific POAs to be supervised. The list can only
be modified to include timber contracts newly approved,
through the request of the owner of the given timber
contract, or through specific request by Serfor.



2. Article 10.4. Supervisory field reports produced by Osinfor
cannot be communicated to any entity (including within
the government) or to any person or company until the
resulting legal process has reached a certain administrative
stage (which can take years).

A list and calendar of supervisions is, in essence, a guarantee to
illegal traders that they can use the GTFs from any other source
timber contract to launder trees without running any risk of
being detected. Moreover, this provision would eliminate the
possibility for another Operation Amazonas by preventing
Sunat and Osinfor from (a) implementing their cooperation
agreement, where Sunat can request data about the point

of harvest for a specific shipment waiting to be exported and
request that Osinfor go immediately to verify its legality, or (b)
transmitting information about illegal origin in a timely manner
to other authorities in Peru or abroad by restricting sharing of
supervision reports.

This decree also faced resistance and was not ultimately
approved, but similar threats remain.

5.c.iii. Re-location of the High Commissioner against lllegal
Logging

In the wake of the September 2014 assassination of Edwin
Chota and his fellow community leaders (see Box 3), the
Humala government created the position of the High
Commissioner to Combat Illegal Logging. Initially the High
Commissioner was a full-time position, and his office was
independent and attached to the PCM just like Osinfor. But
in August 2016, under President Kuczynski, the independent
office was removed and the position was assigned to whoever
occupies the seat of the Vice Minister of Agriculture, as just
one more of his many responsibilities.

5.c.iv. Serfor stops collecting point-of-harvest information

As Chapter 7 describes in detail, between late 2015 and now,
Serfor has apparently stopped doing any inspections of non-
CITES species export shipments in the port of Callao or other
ports. These Prior Visual Inspections (see Box 4) were the
moment in which Serfor produced Acta documents with key
source information including collection of point-of-harvest
data for wood product exports (i.e. the GTFs linking back to
logging contracts of origin).

When EIA requested a reference to the regulation or other
official communication dictating the rationale for this rule,
Serfor provided a 28 October 2015 letter from its Director,
addressed to the Superintendent of Sunat, referring to changes
occasioned by the recent entry into force of the Regulations for
the new Forestry Law 29673. Article 178 of these Regulations
states that Serfor must emit permits for exportation,
importation and re-export of species listed by CITES or required
as such under other international treaties or Supreme Decrees.
“In this sense”, the letter states, “while no legal instrument is
approved that expressly restricts the trade in other species,
only CITES species are restricted....”.®

A port inspection, it should be stated, is not the same as a
permit. EIA has found no text where the Forest Law or its
Regulation state that only CITES species should be inspected.
As described further in Chapter 7, EIA did receive a packet of
information with results from the 23 inspections conducted
in 2016 — down from over 900 the previous year, and using a

simplified form to collect far less data. This gaping data hole
makes Sunat’s advances in traceability essentially impossible to
replicate after 2015.

5.c.v. Serfor modifies GTF formats

Under the Regulations to Law 29763, GTFs are issued directly
by logging contract owners and processing facility title
holders or their regents, or by the local government and

its regent in the case of local forests, using a basic format
defined by Serfor.’® Exact formats thus differ between regions
and companies, which can complicate matters for a buyer
attempting to verify that documents are legitimate and
complete.

On 6 October 2015, Serfor promulgated Resolution
122-2015-Serfor-DE to clarify what information the GTF
formats should contain. Similar in most regards to the previous
requirements, the new format does not however require

the RUC of the timber contract holder — the unique tax-
identification number that is the only foolproof way to identify
the company or individual associated with the timber’s point
of harvest. (See images in Box 1.) Since many of these forms
are filled by hand or on old typewriters, or printers that end

up placing the text overlapping with the lines of the form,

and since the resulting text is often illegible, incomplete or
misspelled, there are many situations in which the name of
the community or the concession is unclear. The most efficient
way to identify the owner is to include the unique ID. Removing
the RUC opens up the possibility of a new way to obscure the
source of timber or its connection with logging companies that
have a history of illegal activities.

Most dangerously of all, Serfor has confirmed its new guidance
for industry: it is not necessary for sawmills and other
processing facilities to include point-of-harvest information

on the GTFs they issue — not only RUC but even the name and
contract number of the title holder.® The GTF from processing
facilities is thereby divorced from the timber’s origins, making
it impossible to verify legal origin further down the supply
chain. As we shall see in the next chapter, this is an intentional
strategy.

The YK-5, offloading timber in Dominican Republic, January 2016 © EIA
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6. TRACEABILITY...
OR WITHOUT A TRACE?

commitments clearly state that it is necessary to

demonstrate the legal origin of wood products, and that
traceability from the forests to the point of sale, including
export, is the mechanism for doing so (see 6.a below).
Moreover, consumer markets are now demanding it, and
consumer country laws are being enforced.

How to define and implement traceability in practice is an
urgent discussion in Peru in the wake of enforcement actions
described in Chapter 4 as well as new actions taken by the
United States in March and April 2017. During this time, all
Peruvian timber importers had their shipments detained

for up to four months while U.S. authorities conducted
investigations during which they requested paperwork
including documentation about point of harvest (GTFs),
invoices, and declarations from the Peruvian exporter. The
delays cost importers $10-15,000 per container,'* and appear
to have been a wake-up call that traceability was a concept
with serious financial and legal consequences.

Then in early September 2017, a multisectoral delegation

of U.S. officials, including representatives from Homeland
Security, Fish and Wildlife Service, Aphis, Forest Service,
Department of Justice, Customs and Border Patrol (CBP), and
the U.S. Trade Representative’s office, came to Peru to meet
with their counterparts and visit concessions, sawmills, and
control posts in the Amazon to deepen their understanding of
how timber flows work from the forest to U.S. markets.** In
meetings, they referred to the containers detained, and stated
that the U.S. will consistently demand solid evidence of legal
origin back to point of harvest in the forest, not just to the
sawmill.

Following this, on 19 October 2017, the United States Trade
Representative, Robert Lighthizer, ordered CBP to block future
timber imports for a period of three years from the Peruvian
exporter Inversiones La Oroza, “based on illegally harvested
timber found in its supply chain”.**2 This decision is based

on results of the verification action requested by USTR to its
Peruvian counterpart, Mincetur, in February 2016, under the

P eru’s current laws, regulations, and bilateral trade

© Toby Smith / EIA

auspices of the U.S. — Peru Trade Promotion Agreement. In the
verification briefing sent to USTR in July 2016, the Peruvian
government documents the illegal origin of over 80% of

the timber that Inversiones La Oroza exported to the U.S. in
January 2015 (see Chapter 4.c.i).

However, now that buyers and importing countries want more
transparency, Peru’s industry is arguing for less. As this chapter
lays out, in response to proposed reforms to export paperwork
that would make it more feasible for exporters, buyers, and
enforcement officials to verify legal origin, both Peru’s chief
trade association and the National Forest and Wildlife Service
(Serfor) itself have responded with a noteworthy combination
of resistance and candor: arguing that, actually, traceability
cannot be done!*® - and, in the process, appearing to implicitly
acknowledge years of fraud based upon their persistent
historic claims of traceability.

Their multi-pronged argument is that (1) tracking a physical
wood product back to origin is impossible, (2) products of
“secondary transformation” are not subject to traceability
documentation requirements anyway, and (3) everything
beyond rough sawn timber is a product of secondary
transformation and thus does not need to be traced.’* Put
another way: because processing facilities mix wood from
many origins, they cannot be expected to report the origins of
any of the wood.

Moreover, Serfor is promoting an interpretation of the Law
and Regulations to make this argument official. As of this
report’s writing, Serfor’s public position is that industry does
not need to indicate any point of origin further back than

a sawmill on their GTFs.'®> This interpretation will make it
impossible to trace any wood product for sale or export back
to its forest source and therefore, given the way U.S. and
European Union regulations are now being enforced, will make
it essentially impossible for Peruvian timber to legally enter
those markets.

Traceability is increasingly an expectation in international
trade for all sorts of products, not only wood products;



Serfor’s public position is that industry does not need
to indicate any point of origin further back than a
sawmill on their GTFs. This interpretation will make
it impossible to trace any wood product for sale or
export back to its forest source and therefore, given
the way U.S. and European Union regulations are now
being enforced, will make it essentially impossible for
Peruvian timber to legally enter those markets.

moreover, it allows businesses to better manage their supply
chain, increase efficiency and control for risks. Tools and best
practices are evolving and advancing. This may be a watershed
moment in Peru; a recent national workshop on traceability
indicates how seriously stakeholders are now taking the issue
(see Box 10). Will the sector be able come to terms with the
need to adapt to the international trade context? Or will
traders continue attempts to obfuscate their supply chains and
ask clients to believe their wood is all acquired “in good faith”?

6.a. Laws and markets agree: documented verification of
legal origin is necessary

Over the past ten years, the need for verification of legal origin
and traceability has been enshrined in Peru’s binding bilateral
commitments, laws, and regulations. Timber traders and
government officials were heavily involved in the process of
developing these laws and regulations. The same expectations
are also being established through court case precedents in
consumer countries.

The legal framework

The U.S.-Peru TPA Annex on Forest Sector Governance, in
force since January 2009, obligates Peru to “develop systems
to verify the legal origin and chain of custody of CITES-listed
tree species and develop systems, including requirements for
management oversight and record keeping, to reliably track
specimens from harvest through transport, processing and
export” [emphasis added here and elsewhere in this section],
noting in footnotes that “an effective chain of custody system
should provide management oversight, document control,
material separation and tracking, purchasing and receiving,
processing, shipping and sales, claims and training, and may
employ innovative tracking technologies, such as barcodes.”

Peru’s Forest and Wildlife Law 29763 makes “legal origin” one of
the law’s General Principals, stating in Article 2 (numeral 10), “it is
the obligation of people or entities who own or administrate goods,
services, products and sub-products of the forest and wildlife
patrimony of the nation to demonstrate their legal origin.”

Article 120 of this law, “Authorization of centers of
transformation”, states that “Serfor, with the prior opinion

of the Minister of Production, establishes coordination and
implementation mechanisms to assure traceability of the forest

resource from its extraction to its commercialization, including
exportation.”

Box 10: Peru hosts an international seminar on
Traceability

On 5-6 October 2017, Serfor convened an event called
“Traceability: a tool for responsible management and
timber trade” with the objective of improving shared
understandings of the concept and its application to wood
products in order to “develop transparent mechanisms

to guarantee legal origin of wood and wood products,
improving the competitive positioning of our companies,
our country’s image in international markets, and the
wellbeing of our population.”

Participants from various countries representing logging
companies and traders, indigenous communities, NGOs,
international cooperation, technical experts, academia,

and government agencies shared experiences, reviewed
existing tools and systems, and discussed the challenges for
achieving traceability in Peru. EIA encourages interested
readers to review the presentations available at Serfor’s
website: http://www.serfor.gob.pe/cuidando-el-bosque/
trazabilidad

Likewise, in Article 127, “Chain of custody of forest and
wildlife products”, the law goes on to state that “Serfor
develops transparent mechanisms to verify the legal origin
and chain of custody of timber species, including the
requirements for supervising management and maintaining
registries, with the objective of tracing the products in a
reliable way from extraction to their transport, processing and

The Regulations for Law 29763 defines “traceability” in the
following way: “Mechanism that consists of systematically
associating a flow of information with a physical flow of
products, in such a manner that in any given moment the
legal origin of said products can be identified and monitored.”
In article 169, the Regulations state that traceability consists
of mechanisms and procedures that permit tracking
(historically) of the location and trajectory, from origin, of
forest products and products derived from these, through
the length of forestry production chain, using diverse

tools. Serfor establishes the instruments that will assure
traceability for forestry products. In the case of secondary
transformation, Serfor, with prior opinion and in coordination
with the Ministry of Production, formulates and implements
traceability mechanisms.”*%

The same Regulation also clarifies how legal origin should

be determined, stating in Article 168 that everyone is
obligated to be able to document legal origin of “products or
subproducts in their natural state or primary transformation”
through verification of specific documents: for native
species from natural forest, the required document is the
respective GTF (see Box 1 of this report for an explanation
of GTFs).*”

Three things are critical to note in the text of these laws
and regulations: First, verification of origin and traceability
are linked to physical forest products, not to aggregated
volumes or percentages. Second, the GTF — in this case,
the one issued by the point of harvest title-holder, which
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Traceability helps companies to maintain efficient operations and good
records, as well as being a legal necessity in a high-risk environment. © EIA

indicates timber origin — is the key document for verifying
legality. Three, “secondary products” are treated differently
but still require traceability mechanisms.

Consumer markets and case precedent

As mentioned previously, the Lacey Act is a fact-based statute
whose enforcement depends on diverse forms of evidence.
Lacey legal precedent on timber and wildlife clearly shows
that cases are based on the legal status of the actual physical
product that is in question.

The E.U. Timber Regulation states that a “due diligence system
should provide access to information about the sources

and suppliers of the timber and timber products being

placed on the internal market for the first time, including
relevant information such as compliance with the applicable
legislation, the country of harvest, species, quantity, and where
applicable sub-national region and concession of harvest....”.1%
Subsequent official guidance states that “if the general
information [on species, country, and supply chain complexity]
shows potential risks, special attention must be given to
gathering product-specific information. If the product is derived
from several timber sources, it is necessary to assess the risk
for each component or species.”**

The EUTR has varied degrees of implementation across its
28 member states. However, the question of what make
an adequate due diligence system is rapidly being clarified
by Competent Authorities and court cases. A recent court
decision in The Netherlands found that Dutch company
Fibois BV had not conducted or documented adequate due
diligence of timber imported from Cameroon. The case
hinged on “missing contractual documents linking the logs
that were processed and sold to the trees identified on
harvest documents”.

“For the first time, a European court has explicitly ruled that
Operators in the E.U. must not only undertake meaningful
Due Diligence but must also be able to supply documentary
proof of compliance with the EUTR on request. The court
concluded that it is not sufficient for Operators to rely solely
on government paperwork as evidence of meaningful Due
Diligence when importing from countries with significant
risk of corruption and documented illegal logging. The judge

The need for verification of legal origin and traceability
has been enshrined in Peru’s binding bilateral
commitments, laws, and regulations.

also ruled that the Dutch EUTR Competent Authority, the
Food and Consumer Product Safety Authority (NVWA), was
mandated to request that Operators must make available
full supply chain documentation including logging permits,
transport documents, and financial records associated with
timber shipments throughout the supply chain.”*®

For at least the last decade, it has been well known
internationally that Peru qualifies as a country “with
significant risk of corruption and documented illegal logging”.

6.b. Time for a DAM change: The fight over export
paperwork

Given the plethora of legal obligations, combined with the
international echo of Operation Amazonas’s findings, it is no
surprise that more and more public and private actors want
Peru to provide transparent and standardized information that
can connect timber exports with their point-of-harvest origin.
The logical point for requiring this information is in Sunat
customs paperwork (see Box 4).

U.S.-Peru bilateral meetings were held in November 2016
after the U.S. government issued its final report from the
audit conducted under the Forest Annex, showing ongoing
high levels of illegal timber entering the U.S. trade stream (see
Chapter 4.b.i.). During this meeting, Peru agreed to implement
measures that included “amend][ing] export documentation
requirements to improve traceability of all timber flows”.?
This was a key development: a direct commitment that would
allow the Sunat-Osinfor methodology to become standard
practice for all timber species, not only CITES-protected ones.
Officials who participated in that meeting assured EIA that

the initial version of the bilateral statement specified that

the customs document would include the GTF, the logging
contract (titulo habilitante), and the species; however, the
Peruvian officials requested that the text be as simple as
possible, arguing it was not necessary to specify all those
details since it was clear that both sides were in the same
page about what needed to be included.

Peru committed in writing to doing this modification of the
customs form (known as DAM, its Spanish acronym), by

the first quarter of 2017.2%2 The first draft proposal, created
by Serfor — with participation of forest sector institutions
excluding Osinfor — was kept confidential. It did not include
the basic changes Sunat felt were necessary to live up to
Peru’s commitment: the logging contract number(s) and

POA number(s) associated with the export. The Ministry of
Economy and Finance supported Sunat’s position, arguing
that, since it was a customs form, Sunat had the right to lead.

Sunat therefore prepared its own proposal and in March 2017
pre-published it on its website to receive comments from the
public. This is when the new strategy from the timber industry,
with the support of Serfor, emerged.



6.c. The new position: “We’ve never known where our
wood comes from”

In the letter prefacing their comments on Sunat’s proposal to
modify the DAM customs form, the timber committees for the
Peruvian private sector institutions Association of Exporters
(ADEX) and National Society of Industries (SNI), both of whose
presidents are part of Maderera Bozovich,?® state that “it is
necessary to inform you that this requirement is technically
impossible because it is not feasible to associate a load of
export timber to one or more GTFs. In reference to this point, it
is important to add that it is impossible to conduct traceability
from the product to be exported to the logging contract [point
of harvest] or vice versa.”?* [emphasis added.] This noteworthy
letter goes on,

“The products described in tariff codes 4407 (Wood sawn
or chipped lengthwise, sliced or peeled, whether or not
planed, sanded or end-jointed, of a thickness exceeding

6 mm) and 4409 (Wood {including strips and friezes for
parquet flooring, not assembled} continuously shaped
{tongued, grooved, rebated, chamfered, V-jointed, beaded,
molded, rounded or the like} along any of its edges, ends
or faces, whether or not planed, sanded or end-jointed),
to which the proposed legal reform refers, correspond to
products of secondary transformation and therefore there
is no obligation whatsoever to issue GTFs.

“If we understand the logic of this proposal...Traceability
and verification of origin is not achieved, since the wood

in all transformation processes begins as a big amount of
raw material coming from many points of harvest and in
the productive process is mixed innumerable times until the
final batch of exported products. As such, this final batch
cannot refer to a single point of harvest or a single GTF,
because ultimately it is made up of different percentages of
timber originating in different points of harvest and GTFs
that were mixed along the productive chain.”%

Using almost the same words as the industry memo, Serfor,

in its technical report 034-2017-Serfor-DGPCFFS-DPR also
submitted to Sunat during the comments process, claims that
“the probability of determining the [specific contract associated
with point of harvest] for a transformed product at the export
stage is practically null.”® According to Serfor, “The information
on origin of transformed products is determined in the
verifications in primary transformation centers [i.e. sawmills],
based on the existence of raw material and the information
registered in the operations books.”

As reviewed in Chapter 6.a., since 2008 the concept of
traceability and verified legal origin has been a touchstone of
Peru’s forestry laws and pronouncements about cleaning up its
timber sector, and a key focus of foreign aid. Yet now, according
to the industry and Serfor, physical traceability is either
“impossible” altogether or, while theoretically possible, simply
too complex and costly to be realistic.2”’

In the comments cited above, the industry reminds Sunat
that under current legislation, “secondary transformation”
products are not subject to requirements to provide GTFs, as
they are regulated under the Ministry of Production (Produce)
rather than Serfor. They then claim that all of tariff code 4407
is “secondary transformation”. This code, to be clear, includes
even sawn timber that hasn’t been sanded, planed, or kiln-

“In reference to this point, it is important to add
that it is impossible to conduct traceability from the
product to be exported to the logging contract or
vice versa...”

dried. While there is no universal categorization for products
of primary and secondary transformation (see Box 11), few
timber traders and customs authorities around the world
would consider basic sawnwood to be secondary processing.

For reference, in 2015, tariff code 4407 represented 45% of
Peru’s wood product exports, while flooring, molding and
other more highly processed products in tariff code 4409
made up another 40%.%%® But between 2015 and 2016,
declarations of sawn timber exports to Sunat went down
25% while declarations of 4409 products were up 16%. It
would be valuable for the customs agency to verify that this
large shift reflects actual changes in the industry’s processing
capacity, and not just a change in the way products are being
declared to avoid key requirements (see Figure 8).

FIGURE 8: A shift in tariff code usage. Wood product
exports (thousands of m?) by declared tariff code.

Volume
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4407 98.935 82,350 96,952 78,114 36,281 16,930
M 4409 47,737 55,588 50,852 60,417 67,102 37,124

(Source: Sunat data.)
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Box 11: Primary and secondary transformation: what’s
what?

There is no universal definition, internationally or even in
Peru, of primary and secondary transformation. Seemingly
intuitive definitions can create loopholes that allow industry
to argue almost everything is a complex processed product
not subject to Serfor’s oversight.

The Regulations to Forest Law 29763 define a product of
primary transformation as “Product that comes from a
primary transformation plant which are not final products or
for direct use, that is, those which will go on to be inputs to
centers of secondary transformation,” implying therefore that
products of secondary transformation are “final or for direct
use”.

The Regulations go on to define “centers of transformation”
as “a processing installation, industrial or artisanal, fixed or
mobile (workshops, plants, portable sawmills or others), that
uses as raw material either a specimen of flora, in which case
primary transformation of the resource is being done, or a
product of primary transformation, in which case secondary
transformation is being done.”

In this letter and elsewhere, the industry states that they
can only use a “balance of volumes” approach, in which

a processing plant keeps track of the volumes of primary
inputs and applies a conversion factor to estimate the
volume of transformed products that are produced from a
given batch of wood. They maintain that this approach is
sufficient as long as all the logs coming into a mill originate
in authorized, controlled areas.?*?

In fact, Serfor has begun to use the “balance of volumes”
approach to justify a dangerous new interpretation of

the Regulations. As laid out in their recent official written
and oral presentations, the GTFs issued by centers of
primary transformation are no longer being required to
include information about the point of harvest at all. These
transport permits — the documents subsequently supplied to
customs authorities or importers as a form of substantiating
legal origin — are thus utterly de-linked from the forest and
connected only to sawmill facilities.?*?

To recap industry’s and Serfor’s current argument: if
everything going into a mill is legal, everything coming

out will be too, so there’s no need to exert the time and

cost to maintain traceability. And because, they claim,
anything other than a squared log is “secondary processing”,
essentially no wood exports leaving Peru should be subject
to any requirement to provide any documentation of harvest
origin. All this in a country where official government
inspections still indicate that over 70% of the timber going
into sawmills is coming from sources that break the law.?**

This situation should raise an immediate alert in the
destination countries for Peruvian timber exports. Without the
ability to connect their products to points of harvest, importers
will not be able to comply with the minimum expectations for
due diligence (EUTR) and reasonable due care (Lacey Act) in

a high-risk environment. Taken to its logical conclusions, this

The Operations Book for Centers for Primary Transformation
of wood products and subproducts, approved in 2015,
includes a list of possible products of primary transformation
that includes everything from flitches to long, narrow,

and short dimension sawn wood, boards, strips, panels,

and wood that has been molded, chipped, or tongue-
and-grooved.?® This is a longer list than that defined by
Article 300 of the regulations to the previous Forest Law
27308, which included among other things roundwood,
flitches, chipped or shredded wood, laminates, pre-parquet,
dimensioned timber, boxes, pallets and “similar products”.?%

The FAO/UNECE Forest Products Annual Market Review
classifies primary products to include all roundwood,
sawnwood (including planed and sanded), and wood-based
panels, as well as charcoal, chips, particles, pellets etc.
“Secondary processed wood products” are considered to be
continuously shaped sawnwood (i.e. flooring, parquet, or
decking), builder’s joinery (e.g. windows, doors, assembled
panels, shingles), manufactured products (e.g. tools, handles,
coffins), furniture, domestic/decorative products, wrapping
and packaging materials, prefabricated houses and other
items assembled from primary processed wood products.?*

Serfor’s public presentations show that legal origin is not being traced beyond
the primary transformation facility (step 6). Will this approach effectively
exclude Peruvian timber from E.U. and U.S. markets?

approach would in practice exclude Peruvian timber — legal or
illegal — from E.U. and U.S. markets.

6.d. And what about the MC-SNIFFS?

Just a few days before the letters emerged describing this new
aligned position on traceability from the industry and Serfor,
the same agency had publicly announced its new “tool that will
allow for the tracking of the timber from the forest up to its
sale”.?? |t was the official launch of the long-awaited traceability
system first envisioned back in 2007 as a way to meet U.S.-Peru
TPA commitments to verify legal origin and control chain of
custody.

The “Control Module” for the system was referred to for years
as the “SNIC” and has now been re-christened MC-SNIFFS
(“MC” for the Spanish Mddulo de Control) to indicate that it is
just one piece for a larger and still theoretical “National Forestry



Box 12: FSC: No guarantee for legality

Bozovich Group is one of several ADEX members with Forest
Management and Chain of Custody certification from the
Forest Stewardship Council (FSC). Another company with FSC
CoC certification is Inversiones La Oroza, whose exports have
been under investigation in both Peru and the United States
for illegal timber. Inversiones La Oroza obtained an FSC CoC
certificate for its sawmill in Loreto in 2015,%*> and certification
of its own forest concession was granted in September 2017.2%

Peru’s Forest Law 29763, Article 127, specifically mentions
forest certification as a tool for traceability, and FSC has long
championed its systems as a way to ensure legal sourcing.
However, the FSC’s chain of custody certification does not
require physical traceability of wood products through different
stages of processing, but instead relies on a volume-based
(“balance of materials” or “balance of volumes”) approach.
Additionally, the CoC certificate as such does not refer to the
actual wood product, but certifies only the facility where it has
been processed. It basically states that the sawmill is capable of
keeping physically separated any certified timber that it might
receive from the rest of the non-certified timber. A sawmill

can thus be FSC CoC certified without actually producing any
certified material.

CoC certificates are frequently used in combination with the
FSC “controlled wood” label, which aims to ensure that timber
does not come from illegal or controversial sources, while not
meeting the higher standard of the FSC “Forest Management”
certificate. “Controlled wood” does not require traceability
back to the point of harvest, and field verification is only

done on a small sample of suppliers.?” Inversiones La Oroza
processes “controlled wood” in addition to certified material.

It has long been a concern that companies take advantage of
the FSC label by mixing small quantities of certified wood into
their production, and get a CoC certificate for their sawmills,

in order to greenwash the majority of their business. Such is
the case with Austrian timber giant Schweighofer, which has
processed millions of cubic meters of illegal and suspicious
timber in its various FSC CoC certified sawmills in Romania, only
about 2 percent of which come from its own certified forests.?!®
After years of investigations and public exposés by independent

and Wildlife Information System” (SNIFFS). The language on the
SNIFFS website as of the end of 2017 stated that the system, as
managed by Serfor, will “provide reliable information to verify
legal origin” and provide information in real time to “achieve
the traceability of products, through a unique species code that
permits the identification of its origin in any part of the supply
chain, to its final destination.”?**

At the launch, then-U.S. Ambassador in Peru, Brian Nichols,
commented that “we are celebrating a huge historic
accomplishment. Something that will transform the world,”
adding that the SNIFFS will be key for the fight against
transnational crime since it will allow for the traceability from
the origin of the product up to the international buyer. This
system has represented a major investment: according to USTR
Ambassador Froman, “the U.S. government has also dedicated
over $90 million in technical assistance and capacity building
to support forest sector reforms and address enforcement

A Schweighofer mill in Romania. © EIA

groups and journalists, the FSC finally disassociated itself from
Schweighofer in February 2017.2%°

Various companies with FSC-certified chain of custody have
been found involved in illegal timber trade cases under the
U.S. Lacey Act and E.U. Timber Regulation. In the U.S., Gibson
Guitars was found guilty of importing illegal ebonies from
Madagascar and agreed to over USD 600,000 in penalties,
fines and forfeitures.?®® In the largest illegal timber case in the
U.S. to date, Lumber Liquidators was found guilty and fined
USD 13.5 million in 2016 for importing illegal timber into

the U.S. from Russia via China.?®* In 2017, the Netherlands’
competent authorities issued an injunction with fines against
the company Fibois B.V. for importing suspicious timber

from Cameroon without conducting proper risk assessment
and due diligence despite concerns raised by independent
groups.??? All of the above companies had obtained FSC CoC
certificates.

It is to be hoped that the FSC will be able to increase
transparency and traceability in the supply chains bearing

its certification, and improve accountability within its own
system. Until then, while FSC or other private certification
systems can form part of a complete due diligence approach,
their rigor has not proven sufficient in high-risk environments
to be a proxy for legality.

challenges, including the development of a state-of-the-art
electronic timber tracking system.”?* At the time of the launch,
the system had recently launched its first voluntary tests with a
few companies after eight years of development.??® In October
2017, Serfor officials stated that there were six registered
users and 200 permits registered within the system.??’

MC-SNIFFS is not the only investment. GIZ has been funding
development of software called DataBosque designed to
help companies track timber from their logging operations.??
Serfor and the National Forestry Chamber (CNF) are currently
implementing a project funded by the ITTO in the regions

of Madre de Dios and Ucayali to demonstrate the feasibility
of using simple traceability software. Participants describe
the system as “easy to use” even for small businesses. Says
one, “we need to encourage a change in attitude among the
authorities and the users — the loggers — such that they use
traceability to guarantee legal origin of the wood.”??
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6.e. From officially laundered to really clean: it’s
possible

Serfor and the Peruvian timber industry’s assertions that it is
impossible to connect a shipment with its points of harvest
are contradictory to many public statements made since
2007. They also shine a harsh light on all the information
submitted over the years by ADEX’s members to the Peruvian
government and to their international clients (see Box 13).

The following Chapter 7 shows a detailed analysis of GTFs
presented to Serfor by timber exporters during Visual Prior
Inspections in the Port of Callao throughout 2015. And EIA
has received hundreds of pages of additional data with

GTFs provided during these Inspections between 2013

and 2016. In other words, many if not all of ADEX’s timber
exporter members have been submitting GTFs to the forest
authority for years that supposedly link back to specific
points of harvest. Yet since the second quarter of 2017, their
representatives now say that “it is not feasible to associate a
load of export timber to one or more GTFs.”

Did something change? Or were they committing fraud all
that time? It is hard to conclude otherwise.

Box 13: An exporter “comes clean” about its GTFs

In a document sent to Sunat after U.S. customs blocked

the entry of a timber shipment from Maderera Bozovich to
Oakland in April 2017, the company admits that all this time
they have been providing GTFs to the authorities and their
international clients only as a reference for volume and not to
document origin.”° Here is a translation of the text (original in
Spanish):

“As part of the due diligence to which he is obligated, at our
client’s request we have provided documentation of the GTFs
for raw material purchase (not for sale or transport to the port,
given that these neither exist nor are defined by law), acceding
to his requirement for the purposes of the “Lacey Act”, which
obliges the U.S. buyer to collect the greatest information
possible about legality and origin of the products he imports.”

However, continues Maderera Bozovich,

“the GTFs provided correspond to an assignment we
have done ourselves based on a chain of custody
system using balance of materials accounting. This
assignment is not done based on the geographic origin
(that is, POA or enabling title) but rather for volume of
species and products...the GTFs assigned to our client
assure a volume of legal origin sent from Peru to foreign
markets and do not relate to the geographic origin of
the exported material, given that our productive process
implies constant mixing of volumes of the same species
with different GTFs from distinct geographic locations,
making it as a result a technical impossibility to relate
any determined export to one enabling title [point of
harvest] or GTF.” (Bold and underline from original text.)

Exporters like Bozovich insist that the “balance of volumes”
chain of custody approach is adequate since everything
entering their productive process is legal. It is interesting,
though, to compare this statement with the results from
the 2015 Callao database which reveal (i) many GTFs from

Can planed or dried sawn timber be traced back to origin?
Decking and flooring? Most anything is traceable with the
appropriate tools and resources. Of course, the financial
implications of insisting on physical traceability for all
transformed wood products raise legitimate questions.

The best solution for Peru will likely require adjustments

not only in sawmills and transformation facilities but also in
information management and declaration systems to allow
for disclosure of the multiple sources from which the raw
material in processed wood products originated. In other
words, even if it’s not feasible to declare one point of harvest
for a batch of wood product, it should be feasible to declare
all the points of harvest that were combined to produce that
batch.

In order to determine the legal origin of wood products,
exporters should present any and all GTFs issued by the
title-holder of the point of harvest (that is, the GTF linked
directly to the wood that leaves the forest, not the primary
processing facility) that may be linked to the transformed
products.

Bozovich says that “the client only deals with us: from the forest to their
factory.” Yet among Bozovich’s export shipments inspected by Serfor in
Callao port during 2015, 45% of the associated GTFs whose point of origin
had been verified by Osinfor were in the SIGO “red list” for high risk of ille-
gality. © Exportando Peru - Pisos de madera Bozovich [video file, Youtube]

illegal points of harvest, and (ii) clear differences in the
percentages of GTF from Osinfor’s SIGO “red list” and “green
list” depending on the level of enforcement of the country of
import, as if the exporters were selecting the GTFs depending
on the destination of the product (see Chapter 7). The same
pattern can be observed for Maderera Bozovich exports.

These findings are noteworthy in the context of Bozovich’s
Responsible Purchasing Policy, available in English and
Spanish on the company’s website. The policy identifies

the GTF as the document whose information “allows the
verification of timber’s traceability from its origin and
determines its legality”. It also describes the internal

process that Bozovich follows to conduct an “Assessment of
parameters for risk of origin”, the mechanism through which,
they assure, “after a thorough review of the documentation
related to the legality and traceability, the existence of risk is
eliminated and the procurement proceeds.” Note, to be clear,
that the policy was created in January 2016. (Source: http://
www.bozovich.com/wp-content/uploads/2017/02/MBS-
Responsible-Procurement-Policy.pdf)



hile the Yacu Kallpa data provides a vivid case study
Wof the ongoing high levels of illegality and lack of due

diligence to properly track timber supply chains, it is
only part of the picture. In parallel, the analysis of another set
of data from timber shipments exported between January and
December 2015 from Peru’s main port, Callao, to countries
around the world, demonstrates that Peru has been widely
and consistently exporting illegally-sourced timber.

The Callao data reveals that, for the 2015 shipments selected
by the National Forest and Wildlife Service (Serfor) as a
sample for verifications, only 16% of the points of harvest
declared by the traders are definitely legal. In at least 17% of
the points of harvest Osinfor has verified illegal logging and/
or timber laundering — and the other 67% remain undefined,
either because it has not been verified by Osinfor or because
not enough information has been provided to check legality
for the point of harvest. The illegal and undefined timber
went to importers in 18 countries. There are patterns in the
data suggestive of deliberate efforts by exporters to use less
transparent sources in general and to selectively seek either
“green listed” or untraceable paperwork for countries with
due diligence requirements.

Why is this analysis focused on 2015 data?

For almost a decade now, EIA has been requesting access to
official data from Peruvian forest authorities regarding the
points of harvest declared by exporters. This declaration is
part of the Visual Prior Inspection process done by Serfor in
port, over a sample of the exports, during which exporters
must provide GTFs corresponding to their products; see Box
4. The document generated by these inspections is called
an Acta de Inspeccion Ocular Previa (called Actas here), and
GTFs are attached to it. For years EIA was informed by the
authorities that such data did not exist for timber species
other than those listed in the Appendices of the Convention
on International Trade of Protected Species (CITES), which for
Peru are mahogany and cedar.

But in 2015, during the Q&A section of an official bilateral
meeting in the context of the U.S.-Peru FTA, Serfor’s director
declared that, actually, they were collecting such data for all
species. EIA once again began to officially request Actas from
recent years, with limited success: delayed responses, expired
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timelines, incomplete and fragmented data, and — in general —

unwillingness to share it.

For Moment of Truth, EIA submitted repeated access-to-
information requests for the 2015-2017 data to conduct a
multiyear analysis. But in its first written response Serfor
informed EIA that, as of October 2015, it had stopped
conducting inspections for outgoing shipments and compiling
Actas for non-CITES species.?! Clearly, Serfor appears to have
provided an inaccurate official response to EIA, since the
Center for International Environmental Law (CIEL) obtained
Actas and their attached GTFs covering a period through
January 2016. Until a few months ago, EIA’s understanding was
that Serfor had stopped collecting the data after early 2016.

However, as the analysis for this report was being finalized, EIA
received a new package of data from Serfor consisting of Actas
de Inspeccion conducted over a sample of 2016 shipments
coming out of the port of Callao, with their corresponding
GTFs. Although this appeared, at first, to be good news,

a review of the scanned documents proved that while
inspections may not have stopped altogether, the amount

and quality of information being gathered had been reduced
dramatically. There are only 23 Actas for wood products from
2016, compared to over 900 for 2015. Also, the format for

the Actas was modified to remove key pieces of information
such as exporter, importer, country of destination and zafra
(harvest season/year), among others. Section 7.b. on Callao
2016 data goes into more detail.

EIA had submitted a request for both the 2016 and the 2017
data, but no 2017 data was included in Serfor’s response.

The one-sentence letter accompanying the packet states that
it includes a CD with the scanned version of the Actas de
Inspeccion and GTFs “verified at the port terminal for the year
2016”, and adds that “now we are verifying and stamping only
the GTF of the products to be exported.” EIA requested further
clarification of this response, with no success.*?

In the absence of an official explanation, EIA’s interpretation

is that Serfor has not been producing any Actas de Inspeccion
for 2017, but is only reviewing and stamping GTFs and possibly
not keeping any copies or records. This would mean that
Serfor’s new forms and procedures make it impossible to
reproduce the analysis of legal origin conducted for Operation
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Amazonas and the 2015 Callao data presented below. As a
result of this step backwards in terms of data collection and
transparency, there is no credible way for the Peruvian authorities
to demonstrate whether things have improved from the situation
documented for 2015. If anything, the steps towards opacity
suggest that there are no improvements to show.

7.a. Key findings from Callao 2015 data analysis

The recently released report from the Center for International
Environmental Law, “Continuous improvement” in illegal practices
in the Peruvian Forest Sector, presents an in-depth analysis of
Peruvian timber export data out of Callao port during 2015. EIA
was granted access to the raw data used by CIEL for their report,
and was able to replicate some of CIEL’s analysis as well as to
produce our own,?

The CIEL authors received access to over 900 files of Actas de
Inspeccidon conducted by the ATFFS-Lima, a Serfor office located in
the port of Callao, over a sample of the universe of wood product
shipments. CIEL analysts eliminated incomplete or illegible files
and worked with 865 Actas. The products exported in this sample
of shipments were worth U.S. $39,954,140. Based on Sunat 2015
export data, CIEL estimates the sample to be approximately

41% of the year’s total exports of HS44 (the international tariff
code chapter for non-furniture wood products) from Peru.

CIEL's analysis further excluded 10 Acta files corresponding to
inspections of CITES species (which do not include information
about point of harvest and for which a different administrative
procedure is followed), and proceeded to analyze the 2364 GTFs
that came associated with the remaining 855 Actas.

Specifically, CIEL cross-referenced the point of harvest named in
each GTF with Osinfor’s SIGO database of field verifications to
obtain reports on whether the wood came from a point of harvest
with verified illegal logging and/or timber laundering (“red list”),
little or no risk (“green list”), or unknown (for the cases in which
the logging contract does not exist in SIGO, or has not been
verified yet).

According to CIELs analysis, of these 2364 GTFs, representing

347 unique points of harvest, only 33% had definitely been
verified by Osinfor and appear in SIGO, while 48% of the points of
harvest had not been supervised. For the other almost 19% it was
impossible to know if they have been supervised or not, either
because the zafra (year of harvest) was not indicated on the GTF
—as regulations require it to be — or because the paperwork was
simply illegible.

CIELs analysis of the data shows that Peruvian timber exports
go to 35 countries on five continents, with the top importers
being China (42%), Dominican Republic (20%), USA (10%),
Mexico (9%), France (4%), and Holland (3%).%* 186 importers
and 67 exporters were identified, although a group of six large
exporters account for 50% of the GTFs used in the analysis:
Maderera Bozovich SAC (17.5% of total GTFs analyzed),
Inversiones La Oroza SAC (11%), Peruvian Flooring SAC (9%),
Inversiones Técnicas Maderables SAC (5%), Consorcio Maderero
SAC (4%) and Maderera Rio Acre SAC (4%).

The majority of the GTFs used to support the origin of the timber
correspond to native communities and concessions (38% and
37% respectively) but local forests (15%), private properties
(4%), and “complementary plans” for timber harvest in Brazil nut
concessions (4%) are also important. (Note these latter did not
appear in the Yacu Kallpa GTFs because they are a type of permit

Figure 9: Callao 2015 data: Supervision status for 347
points of harvest (Source: CIEL, 2017)
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found almost exclusively in the southern Department of Madre
de Dios, which is disconnected from the Ucayali-Loreto river
trade routes and sends its export timber via highway to the
Pacific coast).

CIELs analysis of the 791 GTF (33.4%) that were found in the
Osinfor SIGO database shows that over half (51%) were from
points of harvest on the red list; that is, were undergoing or
had undergone sanctions processes (PAU) for falsified data
or other major forest law infractions. Among those points

of harvest, all types of logging contracts were risky but to
varying degrees: 49% of GTFs from native communities came
up red in SIGO, as well as 23% of concessions, 57% of private
properties, and a striking 96% of local forests.

When the red vs. green GTFs were analyzed by export
destination, clear differences emerged. Consumer countries
where no illegal timber trade prohibition, due diligence, or
due care standards exist were on the receiving end of higher
percentages of “red” paperwork, that is, associated with illegal
logging at points of harvest. (See Figure 11.) While data shows
that all countries receive illegal timber, the contrasts between
China (71% red list) or Mexico (75% red list) — countries with
no demand-side policies — and the U.S. (28% red list) or France
(9% red list) — countries with demand-side policies that include
criminal sanctions — raise many questions and provoke some
hypotheses. Australia is the exception, showing 67% high-risk
paperwork despite having a demand-side policy, although it

is still going through an extended soft implementation period
during which no sanctions are applied for violations of the due
diligence requirements for importers.

Comparing the point of harvest declared by each exporter
with the situation found in the field by Osinfor’s inspections,
we observe that almost all exporters have red-listed sources
of timber for their shipments (see Table 11). This is not an
exception but rather the norm, even after successive trade
and media scandals in recent years regarding the high
percentages of illegality for Peruvian timber exports. The
percentages, though, seem to indicate a pattern related to
how strong the policies and their enforcement are perceived
to be in the country of destination.



Table 8: Callao data 2015: Exports from supervised points of harvest on the illegal logging red-list, by source type

Total # timber # GTFs from % GTFs from % supervised
contracts supervised points supervised points points of
Type of logging contract Total # of GTFs | represented of harvest of harvest* harvest on red list
Forest concessions 880 73 184 46% 23%
Native concessions 899 100 429 48% 49%
Local forests 360 64 125 21% 96%
Private properties 98 55 51 35% 57%
Complementary plans 104 54 2 2% 0%
Afforestation and reforestation concessions 1 1 0 n/a

* these totals reflect that 19% of the GTFs did not indicate the zafra, which makes it impossible to know whether the point of origin was actually supervised.

Source: Callao 2015 database

Figure 10: Red- and green- list timber exports by
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7.b. The (high) risk of not knowing

As explained above, CIELs analysis found that only 33% of the
GTFs submitted by the exporters for this sample correspond to
POAs that have been supervised by Osinfor. In the remaining
67% of cases, however, other POAs from the same logging
contracts declared by exporters had been supervised (see
Figure 13 on p. 70 for a graphic explaining how this works).
Each POA corresponds to one logging season’s operations in a
specific parcel within a larger forest area managed by the same
company, community or local forest committee, and each year
the contract owner can only harvest from that specific parcel -
harvesting outside of the parcel, even if still inside the logging
contract, is illegal.

Therefore, the results of one POA parcel’s supervision

can provide an idea of what might be expected from field
supervision of a nearby parcel, since it indicates the way a
given contract owner conducts business. It is reasonable to
expect that an unsupervised POA from a logging contract
with several previous POAs in red, might also be in red, while
another with previous results in green might more likely be
green again.

Figure 11: Red and green list timber exports by destination
country

- Red List . Green List 91%

71% 72%

68% 67%

54%

46%
33%
28%
25%
9%

France Australia Others (19)*

32%
29%

Dominican
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Source: CIEL, 2017

China Mexico

To get an idea of the risk assessment for cases where the
precise POAs have not been supervised, EIA developed a basic
classification of three levels of risk: low, medium, and high.
Applying these risk criteria to the 67% of GTFs from the Callao
2015 dataset whose POAs had not been verified by Osinfor, EIA
obtained the results in Table 9.

7.b.i. By country of destination

Looking at the data by country of destination, we can observe
that almost two-thirds of GTFs from unsupervised POAs used
to support timber going to Peru’s largest international markets
correspond to mid- and high-risk points of harvest. A well-
managed due diligence system should have deterred exporters
from these kinds of timber sources.

As Table 10 shows, all 34 countries that appear as destinations
for Peruvian timber exports in the sample taken by Serfor

in 2015 at the port of Callao, received timber with either a
documented illegal origin or some level of risk. Just nine out
of the 34 received only low-risk timber, and those were mostly
countries with low numbers of GTFs. The rest had a variety of
combinations of verified red list, mid-risk and high-risk timber.
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Table 9: Risk categories for point-of-harvest papers in Callao 2015 data

Low Risk all the previously supervised POAs are in green 36%
at least one and up to 50% of previously supervised POAs are in red
Mid Risk the logging contract has never been supervised before 20%

information on GTF submitted by the exporter is illegible

Table 10: Low, mid, and high risk timber exports: Destination countries

1 China 1021
2 Dominican Republic 479
3 USA 251
4 Mexico 220
5 France 85
6 Holland 64
7 Cuba 39
8 South Korea 34
9 Belgium 33
10 Puerto Rico 28
n Australia 27
12 Taiwan 20
13 North Korea 15
14 Spain 14
15 United Kingdom 14
16 Chile 14
17 Ecuador 10
18 Philippines 9
19 Uruguay 9
20 Germany 6
21 Costa Rica 5
22 Canada 4
23 Denmark 4
24 Portugal 4
25 Panama 2
26 Vietnam 2
27 Polynesia 2
28 Greece 2
29 Argentina 2
30 Israel 2
3l New Zealand 2
32 Hong Kong 2
33 Japan 1
34 Nicaragua 1
Grand Total 2427

Source: Callao 2015 database
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7.b.ii. By exporter timber exports to the world. Of the 67 exporters that appear
When looking at the same dataset by exporter, we also find in the Callao 2015 dataset, 84% are exporting mid- or high-risk
that almost all are using mid- and high-risk GTFs for their timber. See Table 11.
Table 11: Choosing papers? Exporters and destinations of illegal and high-risk timber
Dominican
China Mexico | Republic U.S. E.U. Others

Exporter H#GTF # Low risk [# Mid risk

1 Maderera Bozovich SAC 419 94
2 Inversiones La Oroza SRL 271 39
3 Peruvian Flooring SAC 219 159
4 [ Inversiones Tecnicas Maderables SAC 112 34
5 Consorcio Maderero SAC 97 2
6 Maderera Rio Acre SAC 90 88
7| Negociacion Maderera Travi Satipo SRL 71 2
8 Maderera Pacifico International SRL 68

9 Maderera Diaisi EIRL 67

10 Maderera Cinco Estrellas SAC 65

1 JR Muye Investment SAC 63

12 Industria Forestal Huayruro SAC 51

13 Hermanos Forestal SAC 45

14 E & J Matthei Maderas del Peru SA 45

15 Logistica Maderera Selva SCRL 45

16 Lumat Maderas SAC 41

17 Maderap SAC 40

18 Industrias Madex EIRL 39

19 Arbe Lumber SAC 38
20 Aserradero Espinoza SA 37

21| Grupo Vargas Negocios Amazonicos SAC | 31

22 SUTAY Company SRL 30

23 Corporacion Maderera Loreto SAC 27

24 Peruvian Woods Company EIRL 27

25 Olinda Shufa Perez 23

26 Corporacion Industrial Forestal SAC 25

27 Corporacion Forestal Claudita SAC 21

28 IMK Maderas SAC 20

29 Inversiones WCA EIRL 20
30 Maderera Vulcano SAC 20

3 KMU Peru SAC 19

32 Industrial Ucayali SAC 17

33 Casa Ideal Constructores SAC 17

34 Tender SAC 16

35 King Forest SAC 16

36 Santa Angela Group SAC 14

37 Industria Forestal Iquitos SRL 12

38 Aserradero Denis SAC 12

39| Peruvian International Trading Co., Ltd. 11
40 Podium Forestal SAC 10

41 International General Trade SAC 10

42 Weiman SAC

43 Super Pisos SA

44 Global Wood SAC

45 LH Timber Company SAC

46 Aserradero Victoria SAC

47| Comercial Maderera del Cuadro SAC

48| Comercio Internacional Amazonico EIRL

49 Maderera DGP SAC

50 Hongxing SAC

51 DMEXP SAC

52 NCS American Forestal SAC

53|Inversiones de la Selva Peruana Nathaly SAC
54| Enterprise Forestal e Inmobiliaria SAC

=== = = = NN NN BN 0101 01 OO O O] | 00O WO

55 Pacific Wood SAC

56 Grupo WAYUAN SAC

57 International Santa Fe SRL

58 Corporacion Tori SAC

59 Green Gold Forestry Peru SAC

60 Global Wood Company SAC

61 Inversiones Generales Ximjolo SAC

62 CKD Trading SAC

63 King Lumber Company SAC

64 Triplay Iquitos SAC

65 Metals Precious SAC

66 Ego Wood SAC

67 LOEB & Ximena EIRL
Grand Total 2427
% out of total 100 17 16 25 13 29

Source: Callao 2015 database 58
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7.b.iii. Destination: United States

Focusing specifically on the exporters sending timber to the
U.S. market — where recently the U.S. Trade Representative
blocked Peruvian exporter Inversiones La Oroza because there
was evidence of significant volumes of illegal timber in its chain
of custody?*® — we can also observe high percentages of mid-
and high-risk papers accompanying the timber to a destination
that has (i) a specific law that makes it illegal to import illegally
logged timber, irrespective of the papers that may accompany
the timber, and (ii) a bilateral trade agreement that can

bring consequences to all the other productive sectors if the
Peruvian government cannot fulfil its commitment to deal with
its illegal timber exports. See Tables 12-A and 12-B.

7.b.iv. Inversiones La Oroza and other exporters involved in
the Yacu Kallpa illegal trade

According to the Callao 2015 data, Inversiones La Oroza — the
same Peruvian exporter now banned from the U.S. market for
three years due to official evidence about the high levels of
illegal origin of its timber — exported from Callao to at least six
countries. These shipments were in addition to their exports
to the U.S. and Mexico via the Yacu Kallpa route described in
Chapter 4. See Table 13.

Other companies with high percentages of illegal timber
coming out of Iquitos on the Yacu Kallpa were also consistently
exporting from Callao, with high levels of verified illegal origin
and/or supporting their shipments with papers that EIA
classifies as mid- or high risk.

While this report was in its final stages of preparation, the
international NGO Global Witness released an investigative
briefing that included undercover videos where representatives
of three Yacu Kallpa exporters openly acknowledged that for
years now they have been aware of the illegal origin of the
products they trade.?*® Out of the three exporters exposed

by Global Witness — Inversiones WCA, Corporacién Industrial
Forestal and Sico Maderas — the first two also appear in

the Callao 2015 database with questionable GTF papers. As
established in Chapter 2, the Peruvian law states that it is illegal
to trade timber if one has evidence or reasons to believe that
the product might have an illegal origin. See Tables 14 and 15.

7.b.v. The Peru — Mexico trade

While Mexico is still debating a new forest law that could
include a provision to make it illegal to import illegally
harvested timber products (see Box 8), EIA’s analysis of the
Callao 2015 dataset provides worrisome information regarding
the legal situation of the products according to the laws of the
country of origin. As Tables 16 and 17 show, every exporter and
every importer in the Peru — Mexico commercial exchange have
traded either timber classified as red by the Peruvian oversight
body Osinfor, or as “high risk” by EIA’s classification in cases
where exporters did not provide all the relevant data.

7.c. The minimal Callao 2016 data

Sometime between January and September 2016, Serfor
modified the format for the Actas de Inspeccion, and, at least
between 6 September and 7 October 2016, collected new data
(see Figure 12).87 Using the new form, however, meant that
most of the key pieces of data — the ones that made possible
Operation Amazonas 2014 and 2015 as well as the 2015 Callao
data analysis — were missing. With this Callao 2016 data it is

impossible to link shipments back to the point of harvest in
order to verify legal origin. Why would the National Forest
Authority drastically change the form in this way? EIA tried to
get a clarification, but received no response.?®

The Actas form used until the end of 2015 included specific
cells for the different pieces of relevant data, such as: exporter,
importer, country of destination, species — including volume,
number of packages, and FOB value for each case, container
number, and GTF numbers. Under the “observations” cell it
included the unique code for the associated customs document
(DUA or DAM).

The new form used for the 23 Actas from wood products
inspections conducted in 2016 — according to the official
response from Serfor to EIA — have far fewer data cells: only
for the location, date, and time of the inspection, followed
by several lines for the inspector to fill in whatever he or she
considers appropriate. See Table 18.

Therefore, out of the 23 Actas received for 2016:
- None has information about country of destination;

- 21 do not provide names of exporters or importers. Only
one has the name of an exporter and only one has the
name of an importer, but neither of these have GTFs or
point of harvest information;

- None has information about the FOB value for the
shipment;

- Only 15 include a number for the container;

- Only three out of the 23 include information about the
POA within the point of harvest (key data to verify legal
origin in SIGO), but none of those POAs have been verified
by Osinfor;

- Three Actas have no information at all about point of
harvest.

See Table 18 for a summary of the information collected. Given
that there is no way to verify the legal origin for any of the
timber exported with these Actas — since either there is no
information about the POA, the identified POA has not been
supervised by Osinfor, or there is no information about the
point of harvest — only a risk assessment can be done. Using
the criteria laid out in 7.b. above (Table 9), 56.5% of the 2016
Actas include timber with mid- (1) or high risk (11) for illegal
origin.

One other subtle but important modification to the Acta
format is that the 2016 documents don’t have a unique Acta
number, which makes it very difficult to find this document

in the future or to keep track of it. Further, since there

are no correlative numbers it is impossible to know how

many inspections were conducted in total, and it would be
impossible to notice if any Actas were somehow removed from
the records.

The size of the sample and the lack of key information cells
make this more recent official data irrelevant to verify legal
origin for the timber being exported from Peru to the rest of
the world. In fact, we cannot even tell where in the world it’s
going. And according to Serfor’s official response to EIA, the
data situation for 2017 is even worse.



Table 12-A: Exporters of low, mid, and high-risk timber to the U.S. EIa

environmental

Inversiones Tecnicas Maderables SAC 12
Corporacion Industrial Forestal SAC 25
Lumat Maderas SAC 22
Maderera Bozovich SAC 22
Corporaciéon Maderera Loreto SAC 17
Tender SAC 16
Santa Angela Group SAC 8
Maderera DGP SAC 6
IMK Maderas SAC 4
International General Trade SAC 3
Grupo Vargas Negocios Amazdnicos SAC 3
Corporacion Forestal Claudita SAC 3
King Forest SAC 2
Hongxing SAC 2
Inversiones Generales Ximjolo SAC 2
Aserradero Espinoza SA 1
CKD Trading SAC 1
LOEB & Ximena EIRL 1
Negociacion Maderera Travi Satipo SRL 1
Grand Total 251

Source: Callao 2015 database

Table 12-B: Importers of low, mid, and high-risk timber to the U.S.

Oregon Canadian Forest Products, INC.

ndustrial Pine Products, INC.

Popp Forest Products, INC.
BTP, INC.

Robinson Lumber Company INC.

Thompson Mahogany Company

Downes y Reader Hardwood Co., INC.
Rockland Wood Products LLC

Fran Wood International INC.

Montimber International LLC
Tradelink Wood Products INC.

Sabra International, INC.
NTEC - Continental Hardwoods, LLC

nternational Hardwoods of MIAMI

Beacon Hardwoods LLC
Global Gold Forest
nternational Hardwoods
M. Boehlke Venner CORP
Nater Wood
North American Wood Products LLC
Timber Rex Aps
DBA AHC Craig Imports
Golden Leaf Timber CO, INC.
Huntersville Hardwoods, INC.
Shinui Builder Lake Merial LLC
SITCO Lumber CO

Total General

agency
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Table 13: Inversiones La Oroza exports, Callao 2015 Database

Dominican Republic

Mexico 60
France 20
Spain

China 4
Canada 3
Grand Total 27

Source: Callao 2015 database

Table 14: Inversiones WCA exports, Callao 2015 Database

Mexico
Chile 8
Grand Total 20

Source: Callao 2015 database

Table 15: Corporacion Industrial Forestal exports, Callao 2015 Database

us.
Grand Total
Source: Callao 2015 database

From left to right: Dante Zevallos from Sico
Maderas, William Castro from Inversiones
WCA, and Adam Andrews from Corporacion
Industrial Forestal. © Global Witness.

Table 16: Exports to Mexico, Callao 2015 database

Maderera Bozovich SAC 109
Inversiones La Oroza SRL 60
Lumat Maderas SAC 16
Inversiones WCA EIRL 12
Consorcio Maderero SAC 7
International General Trade SAC 7
Peruvian Woods Company EIRL 3
Global Wood Company SAC 2
Corporacion Maderera Loreto SAC 2
Super Pisos SA 1
Metals Precious SAC 1
Grand Total 220

Source: Callao 2015 database



Table 17: Imports to Mexico, Callao 2015 database =

Bozovich S de RL de CV 109
Imperial Herrajes y Maderas SA de CV 26
Maderas y Materiales JR SA de CV 22
Triplay y Maderas de Importacion SA de CV 13
Megamaderas SA de CV 10
Maderas La Laguna SA de CV 8
Grupo Maderero Najal SA de CV 7
TRUPER SA de CV 7
CG Grupo Forestal SA de CV 5
Industrias Forestales CG SA de CV 5
Grupo Tenerife SA de CV 3
Maderas SAFF S.L. 2
Maderas y Emchapados de Monterrey SA de CV 2
JIT Importaciones y Exportaciones SA de CV 1
Grand Total 220

Source: Callao 2015 database

Table 18: Summary of 2016 Acta port inspection data collected.
Note that in 2015, over 900 inspections of timber exports were done. In 2016, according to the data received from EIA’s
information request, there were only 23.
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Figure 12: Recent changes in Actas port inspection paperwork

Acta format prior to late 2015

As a result of this step backwards in terms of data
collection and transparency, there is no credible way
for the Peruvian authorities to demonstrate whether
things have improved from the situation documented
for 2015. If anything, the steps towards opacity
suggest that there are no improvements to show.

7.d. What to make of these findings?

The analysis of the 2015 Callao data confirms that illegal
timber trade is not a minor issue and is still rampant.
Regrettably, we cannot conduct a 2016 or 2017 data analysis
to see if the situation has changed, since the data available for
2016 is missing key pieces and there is no data available for
2017.

The Callao 2015 database shows that, for the cases where
all the data is available —in summary, when the GTF declares
a point of harvest and a POA/zafra has been supervised by
Osinfor — 51% of the documents used to move the timber

Acta format since late 2015

reveal the laundering of illegally-logged timber: the paperwork
was based on fake information and the illegal product was
exported, as if legal, to 18 countries. Beginning with the country
receiving the largest amount of fraudulent paperwork and
moving down the list, we find: China, Dominican Republic,
Mexico, U.S., Cuba, Puerto Rico, Australia, Chile, Taiwan, France,
Spain, South Korea, Uruguay, Belgium, Canada, Israel, Japan and
Ecuador.

When we extend this analysis and apply the risk categories
developed by EIA, we observe that not even one out of the 34
countries that appear as a destination for Peruvian timber in the
Callao 2015 dataset has all its timber in green. A large percentage
of the countries receive the majority of their timber in red, and
just a few show only low-risk timber.

While almost all importing countries are receiving illegal Peruvian
timber, some receive proportionally more of it than others.

One observation supported by this data, as mentioned above,

is that the countries with stronger demand-side policies are
receiving lower numbers of high risk papers associated with their
imports. It might be that exporters are beginning to use the tools
at hand, such as SIGO, to selectively choose cleaner timber to
send to Europe and U.S. buyers where due diligence or due care
requirements exist. However, it is also possible that what is being
selected may not be “cleaner timber” but only “cleaner papers”—
or at least documents that are untraceable back to a supervised



point of harvest. The latter could also explain the combination
of this pattern with (i) the high level of unsupervised sources
and (ii) exporters’ recent insistence that traceability is not
possible.

Indeed both the 2015 Yacu Kallpa data and the 2015 Callao
data show increased export of timber from sources with less
scrutiny — primarily local forests, but also private properties
and complementary plans from Brazil nut concessions, all of
which have different administrative procedures and governing
regulations that make transparency more complex, and are less
likely than concessions and native communities to be reported
to the national authorities. While data is incomplete, we know
that large amounts of timber are being declared as extracted
from these sources.

For example, a CIFOR study for 2009-10 found that the total
volume of wood harvested in Brazil nut concessions in Madre
de Dios department was greater than what came from timber
concessions.” In Operation Amazonas 2015, 42% by volume
of all the timber in the analyzed shipments came from local
forests, almost equal to concessions (43.8%) and far more than
from native communities (14.3%). (At that time, Osinfor had
little effective oversight in local forests, please see Box 5 for a
detailed explanation.) Plantations and land use change permits
are the latest paperwork sources on the rise (see Box 5).

EIA cannot emphasize enough that lack of information does
not mean low risk —in fact, it is exactly the opposite. Points
of harvest cannot be verified when the regional government
does not report their approval to Osinfor to begin with, a
legal requirement?* that is consistently flouted. In Operation
Amazonas 2014, 76.5% of the points of origin did not exist in
Osinfor’s database, and in Operation Amazonas 2015 almost
none were being reported.?*! Meanwhile, when they are
inspected, local forests consistently demonstrate the highest

levels of illegal logging, both in Operation Amazonas and the
Callao data. For the 2015 Callao data, out of the 125 GTF for
local forests that were supervised, 120 were in the red list.
For the 2015 Yacu Kallpa shipments, 45 of the 49 local forests
providing GTF paperwork were on the red list and three of the
remaining four hadn’t been supervised.?*?

It is not clear how Serfor chose which export shipments to
sample for the 2015 Callao dataset; based on comparison with
Sunat trade data, as mentioned, it appears to be roughly 41%
of Peru’s exports in 2015. When EIA asked for clarification on
the methodology used to define the sample, we did not receive
a response. But what is clear is that the problems documented
by EIA in The Laundering Machine and by both Operation
Amazonas 2014 and 2015 are ongoing and larger than we
initially estimated them to be. They are not limited to CITES
species nor to exports from Iquitos on the Yacu Kallpa. They
involve all species, all ports, and all destination countries.

This does not mean that every timber producer or exporter
should be thrown into the same basket. There seem to be
some companies trying to do things right in a very complex
governance environment. However, this analysis does show
that currently the only way to have real confidence in the
timber coming from Peru is to be able to cross-reference point
of harvest information with field verifications conducted by
an independent entity such as Osinfor — as long as it remains
independent and credible, of course.

To this end: since 2014, Osinfor has been sending official

letters to the exporters warning them about high levels of
documented illegality and timber laundering and offering to

go to the field to supervise any logging contract for which
company is interested in obtaining chain of custody information
before purchase or export (see Figure 2). As of mid-October
2017, no exporter had asked Osinfor to verify anything.?*
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both the 2015 Yacu Kallpa shipments and a cross-section

of 2015-16 export data from the port of Callao —is not
easy to hear. But the reality is, every credible analysis of
official data in the last five years shows that a high percentage
of the timber leaving Peru continues to be illegal. For domestic
markets, the situation is almost certainly worse.?** Meanwhile,
buyers in the U.S., China, Mexico, Australia, the E.U., and
other key consumer countries continue to fuel corruption,
environmental damage, and human rights abuses by
demanding timber without demanding legality.

Yet this story is also about successes. Peru has a unique model
of independent oversight via Osinfor and its innovative tools,
Sisfor and SIGO, which provide exporters and importers key
information to identify and verify legal sources of timber
products. Operation Amazonas and subsequent actions have
shown the enforcement potential that comes from data
transparency and institutional collaboration between Peruvian
institutions such as Sunat, Osinfor, and FEMA, and with
international enforcement authorities in importing countries.

As it confronts the ongoing reality of illegal timber exports,
Peru’s forest sector is at a crossroads. Its institutions and
industry can build on the methodologies and findings revealed
by Operation Amazonas to support strategic enforcement,
increase transparency, and make it truly possible to verify legal
timber origin. Or they can resist change, blame the messenger,
and attempt to maintain an opaque status quo. Will we see a
process of coming clean, or more of the spin cycle?

Recent developments are troubling. Over the last two years,

key players in the timber industry have focused their energies
not on improving systems and increasing transparency, but on
punishing high-level reformers, weakening enforcement tools

The story of systematic illegality told in this report —in

O©EIA

and reducing information requirements. The sector’s primary
regulatory agency, Serfor, and Peru’s Ministry of Foreign Trade,
Mincetur, have enabled industry’s bad habits and undermined
reform by denying the problem and defending illegal actors

to consumer country enforcement officials. Peru’s exporters
complain that they are losing US$140 million in sales yearly
due to “bad publicity surrounding the crackdown”®* —ignoring
the fundamental fact that the predominance of falsely
labelled, illegal product in the market is the real issue to
address.

Why reduce transparency even further?

Peru’s own laws and several of its key export markets now
insist on verification of legal origin. If exporters cannot provide
meaningful documents that show a legal point of harvest

for their timber products, how will importers from the U.S.,
Europe, Australia, or Japan conduct the due diligence required
by their national laws? Given a strict implementation of
demand side laws, Peruvian timber runs the risk of losing its
prime international markets. A preview of exactly this occurred
in October 2017 when the United States banned imports from
Inversiones La Oroza for three years over ongoing legality
concerns.?

Yet recent statements made by the industry and Serfor in
response to proposed modifications to customs paperwork
assert that it’s impossible to trace wood products back to their
points of harvest, and that this has never been done.?*” Given
the international legal and market context, why would the
Peruvian timber industry and its forest authority want to risk
their best markets by eliminating point-of-harvest information
from GTFs, cutting back on port inspection procedures, and
making it virtually impossible to trace the origin, legal or
illegal, of any wood products at all?



Transparency is the best business model

Operation Amazonas and subsequent U.S. enforcement
actions over the last two years have brought out
uncomfortable truths and forced the forest sector to declare
that Peru’s existing system does not, and never has, traced
most wood products back to the forests. Moving beyond this
statement towards meaningful change is possible, but a new
mindset is needed.

The sector needs to accept that more traceability and
transparency is good for its long-term prospects. Its current
argument boils down to — “we mix wood from many different
origins, so we can’t report any of those origins. Just take

our word for it, it’s all legal.” But upon what grounds should
buyers trust these promises when Osinfor’s data continues

to show that more than 70% of the points of harvest it
supervises have serious legal infractions?**® When there is no
authority controlling any of the timber coming from land use
change authorizations, plantations on private lands, or other
“administrative act” sources that serve largely as laundering
machines? When nobody is controlling the operations books
or GTF issuing procedures in the sawmills through which both
legal and illegal timber pass? When MC-SNIFFS remains largely
non-operational? When regional government information
systems are utterly disconnected from the national agencies
whose role is to provide oversight?

The industry argues that it is not economically viable to
trace the origin of products of secondary and tertiary
transformation. But in the high-risk context of Peru’s forests,
how can we not expect that companies adjust their existing
production processes to make traceability more feasible and
cost-effective? How can we not expect processing facilities
and exporters to work constructively with Serfor, Sunat,

and Osinfor in creating a declaration process that can be
integrated into their systems for transparent reporting of all
timber harvest sources?

It is not EIA’s role to define the technical details of a
traceability system for private companies. It is EIA’s
responsibility to point out that official data, investigations,

and companies’ own statements show that while the current
system in Peru has the capacity to prevent the trade of illegally
logged timber, it is not being efficiently used to verify legal
origin, much less traceability back to source, for almost any

Packets of timber from the final voyage of the Yacu Kallpa. © Yacu Kallpa
Crew

“Good faith” is not a legitimate defense when
everyone knows the system is corrupt, and knowingly
declaring fraudulent information is not acceptable
business-as-usual.

wood product currently exported —in contravention of Peru’s
own laws and key consumer country requirements.

Traceability is already the norm for industries where

human health concerns dictate, such as dairy products or
pharmaceuticals. It is becoming standard practice across a
wide variety of sectors for both market and regulatory reasons,
as consumer interest, voluntary commitments, and legal
requirements make it necessary for businesses to disclose
information about labor conditions and environmental impacts.
New tools and new examples of companies implementing
physical product traceability and publicly-available supply chain
data abound.?® In Peru, for example, the timber industry might
be able to learn from the experiences of its counterparts in
coffee or asparagus industries.?*® This kind of forward-looking
approach will ultimately benefit Peruvian companies’ own
supply chain management as well as their clients.

The time is now

In November 2017, a week before the release of a Global
Witness expose showing that multiple timber exporters knew
perfectly well they were trading illegal, laundered timber, and
that the whole system functioned that way, a reporter for Peru’s
newspaper of record, El Comercio, interviewed Luis Angel Jurado
Pomansunco, manager of Inversiones La Oroza, the exporter
now banned from U.S. markets for three years due to its own
illegal timber. He remarked that the company has been working
since 2004 on a “good faith” basis, “with documents verified and
stamped by the regional authority”, and had been “surprised”
by their vendors. He added, “if it is as Osinfor puts it, that 90%
of the wood from logging contracts is illegal, then all Peruvian
timber exporters should be sanctioned.” %1

That may be the case. Because “good faith” is not a legitimate
defense when everyone knows the system is corrupt, and
knowingly declaring fraudulent information is not acceptable
business-as-usual. Transforming production processes may
require time and investment. But “we don’t want to do this” is
not the same as “we cannot do this”. Implementing a policy to
declare all points of origin for a batch of wood products could
be done starting tomorrow — and is, actually, a requirement of
Peruvian law already. Peruvian industry can choose to evolve,
and its regulatory agencies must support that evolution.

This is a moment of truth for Peru’s fight against illegal
logging, timber laundering, and associated trade. A decade of
investments and institutional capacity building have brought
Peru to a point where the technical tools exist to verify legal
origin, and where there are Peruvian agencies with the desire
and the means to investigate crimes and enforce the law. Will
the current government capitalize on this moment of change?
Or will it give in to entrenched interests with short-term profit
motives at the expense of its irreplaceable national patrimony,
its forests, and the people who live in and depend upon them?
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To the Peruvian government:

Implement the unilateral actions already laid out in the
November 2016 Joint Statement of the Meetings of the Peru

- United States Environmental Affairs Council, Environmental
Cooperation Commission and Sub-Committee on Forest Sector
Governance. The text of the agreed-upon actions is as follows:

*  “Amend export documentation requirements by the end of
the first quarter in 2017 to include additional information to
improve traceability throughout the supply chain;

*  “implement the National Information System on Forest
and Wildlife — Control Module (SNIFFS-MC) [sic] in the
Amazon corridor (Loreto, Ucayali, Huanuco and Lima) by
the end of the first quarter of 2017 and continue to enrich
information in the system, and advance its progressive
implementation in 2017;

*  “implement measures to promote legal trade of
timber products through: 1) risk-based measures for
prevention and timely detection of illegally harvested
timber, including inspections by Osinfor prior to
commercialization for export, and 2) promoting the use
of voluntary mechanisms for improving due diligence in
the exports of timber products, such as the National Pact
for Legal Timber and inspections by Osinfor upon request
prior to commercialization for export;

*  “improve the accuracy of annual management plans,
including by strengthening the capacity of regional
governments to conduct visual inspections prior to POA
approval, and ensuring that forest regents are promptly
removed from the national registry of regents for wrong-
doing in accordance with Peruvian legislation;

e “take measures to ensure that regional governments
promptly transfer annual operating plans to the
appropriate authorities in accordance with Peruvian
legislation;

©EIA

e “determine the responsibilities of those involved in the
timber shipment subject to the verification and impose
sanctions, in accordance with Peruvian legislation.”

Implement additional measures to increase traceability

and transparency in timber supply chains in order to build
credibility for Peruvian wood products and allow for effective
compliance and enforcement

* Amended export documentation must require declaration
of the full set of relevant GTFs associated with the
mixed raw materials that went into a given batch of
wood product; the GTFs issued by logging contract
holders should accompany those issued by centers of
transformation.

*  Conduct Prior Visual Inspections in timber export ports
for as many shipments as possible, not only CITES species,
collecting the data necessary to facilitate traceability
as per Acta de Inspeccidn formats prior to their 2016
modification.

*  Peru must implement traceability and legal origin
standards for its domestic markets too, as is already
defined by its laws and regulations. All public bidding
processes to acquire timber and wood products, at the
national and regional levels, must demand that suppliers
document legal origin.

Implement additional measures to strengthen systematic
oversight in the forest

* Strengthen regional government and national government
oversight of local forests, Brazil nut concessions, land use
change authorizations, and other types of logging permits
that are currently serving largely as laundering machines.

* Seek to conduct both prior inspections and follow-up
visits to a strategic sample of logging contracts, to reduce
opportunity for fraud.



Invest in improvements to sawmill / primary processing
center procedures as well as oversight and verification of
their legally-required operational books.

Protect Osinfor’s independent status and expand its
remit to enable supervisions of harvesting sites approved
through “Administrative Acts” such as land use change, as
well as to enter and inspect centers of transformation.

Provide adequate funding to Osinfor to increase field
inspectors and field visits. Ensure the safety of field staff
from Osinfor, Serfor, and regional government forest
authorities working under dangerous conditions, as well
as medical insurance to deal with diseases and infections
caught in the field.

Implement additional measures to support strategic
enforcement and prosecution

Determine the responsibilities of those involved in illegal
timber shipments verified by Operation Amazonas 2014,
Operation Amazonas 2015, and the 2015 Callao dataset
analysis, and impose sanctions, in accordance with
Peruvian legislation.

Focus greater control and enforcement efforts on sawmills
and production centers.

Focus investigations and enforcement on those individuals
and companies that finance illegal logging, not only small
and informal operators.

Encourage inter-institutional coordination and information
sharing among Serfor, Osinfor, Sunat, Prosecutor’s Office,
Minam’s Procuraduria, and regional governments,
emulating the successful example of Operation Amazonas.

Address the “drawback” tax fraud problem that has
allowed exporters to receive millions of dollars as cash
export incentives for exporting illegally-logged timber, and
start prosecutions or other pertinent investigations.

For effective prosecutions, the Peruvian government
should evaluate creating the figure of superior prosecutors
specialized in environmental issues, since many legal

cases get stuck when they reach prosecutors who do not
understand the issues.

Prosecutors and judges require support from expert
witnesses in environmental topics who could provide the
required evidence to follow up on cases.

Encourage and replicate successful models

Invest in building the capacity of indigenous communities,
campesino communities, and local governments to conduct
or oversee legal logging in their territories, including the
training to negotiate fair contracts with third-party loggers
that do not leave communities responsible for illegal
activities.

Scale up the debt-for-conservation swap program that
reduces native communities’ Osinfor debts in exchange for
forest protection agreements.

Disseminate and inform forest sector participants
(particularly indigenous and campesino communities, local
governments and population centers, and private forest
land owners) about the new Forest Law and its regulatory
requirements.

* Increase finance mechanisms and technical support to
make it possible for small and medium actors to formalize
their businesses and operations.

* Promote and disseminate research about forest dynamics
under logging and active management. Incentives could
be provided to promote research aligned with research
priorities identified by Serfor.

To the U.S. government:

*  Follow up consistently with Peruvian counterparts to
ensure implementation of the points agreed to during
2016 bilateral meetings.

* Investigate and prosecute cases under the Lacey Act
against traders who have bought and sold illegal Peruvian
timber knowingly or through lack of due care.

* Request additional audits under the U.S.-Peru TPA Forest
Annex of operators with a proven history of exporting
illegal timber.

* Insist that the MC-SNIFFS provide traceability back to
point of harvest, as negotiated and agreed upon over the
past ten years. Also insist that MC-SNIFFS be open to the
public — with potential specific restrictions for commercial
confidential information — as was announced at the start of
its development.

* Maintain bilateral customs collaboration to be able to
detect illegal timber trade as soon as possible and make
sure that illegal products do not find their way to the U.S.
markets, either directly from Peru or through intermediary
countries such as Mexico or the Dominican Republic.

To E.U. governments and E.U. Competent Authorities:

*  Pressure Peru to require declaration of point(s) of harvest
and scientific names for all timber species, not only CITES
species, on customs export paperwork (DAM).

*  Advise importers in respective countries that Peru is a
high-risk source country for which information back to
point of harvest is required, and that importers should not
rely only on “good faith” assurances but rather exercise
strong independent due diligence measures (as per below).

* Review donor programs to ensure that foreign aid is
funding efforts to meaningfully clean up timber supply
chains.

To importers in U.S., E.U., China, Mexico, Dominican
Republic, Australia and other importing countries:

* Request point of harvest information for all Peruvian
timber, and avoid buying timber from any sources where
pre- or post- harvest inspection reports are not required or
cannot be obtained.

¢ Always conduct cross-checks with Osinfor’s SIGO database,
or directly solicit help from Osinfor when such data is not
available. For due diligence processes, not being on the SIGO
red list does not necessarily mean legal origin. Not appearing
in the SIGO green list is already a risk of illegal origin.

* Any new timber from points of harvest with multiple
previous POAs on the red-list must be considered high risk,
at least until new field verifications document a sustained
change.
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Do not assume that FSC certification provides a guarantee
of legality or chain of custody, given its inadequate
approach to traceability in this high-risk context.

To Peruvian industry:

Invest in improving systems for timber traceability and
legal sourcing.

Trade associations should support efforts to build the
traceability, transparency, and credibility that the Peruvian
timber sector urgently needs to maintain its international
markets.

Work with indigenous federations and communities
to build new sourcing models that do not exploit
communities and leave them with unpayable debts.

The Peruvian professional association must open

investigations and sanction those forest engineers who
have been consistently producing or validating fake forest
inventories.

To civil society in Peru and internationally:

Help to develop and promulgate models of traceability

and supply chain management that are adequate for the
challenges of a high-risk environment, and will not enable
illegal timber to be laundered into supply chains with a seal
of approval.

Join demands for greater transparency and public
availability of forest sector information.

Support legitimate local community forestry and
indigenous forest monitoring and training initiatives,
including the Veedurias active throughout the country.

50% of the forest area in Peru is in the
hands of native communities. Securing
their land tenure is a critical part of
protecting the Peruvian Amazon.
Indigenous federations across the Amazon
have also established capacity building
and vigilance programs to improve
communities’ abilities to monitor their
territories and negotiate with loggers and
other outside interests. © EIA



TERMS USED FREQUENTLY IN THIS REPORT

DAM or DUA: Declaracién Unica de Aduanas / Single Customs
Declaration: The official form for exports from Peru, which
includes data such as exporter, destination, HS code, and
merchandise description.

Forest Annex or Forest Governance Annex: Annex 18.3.4 of
the U.S.-Peru Trade Promotion Agreement (TPA), “Annex on
Forest Sector Governance”, signed in 2007.

HS or HTS code: The Harmonized System (HS) of tariff
nomenclature is an internationally standardized system of
names and six-digit numbers to classify traded products,
administrated by the World Customs Organization and

used by Peru. The Harmonized Tariff Schedule (HTS) of the
United States is a 10-digit system administered by the U.S.
International Trade Commission. The first six digits are identical
to those used in the HS system. Chapter 44 covers most non-
furniture wood products, while Chapter 94 includes furniture.

Interagency Committee on Trade in Timber Products from Peru:
Committee formed to oversee issues related to implementation
of the U.S.-TPA Forest Annex. composed of representatives of
the Departments of State, Justice, the Interior, and Agriculture,
and the Office of the USTR which serves as chair. Representatives
of the Department of Homeland Security and the United States
Agency for International Development participate on the
Committee as observers.

PAU: Procedimiento Administrativo Unico / Single
administrative procedure. A PAU is initiated when an

Osinfor field supervision indicates likely legal infractions.
Administrative investigation carried out to determine
administrative responsibilities of a logging title holder. Through
this process, Osinfor may determine any infractions, impose
sanctions or corrective measures, and demand the forfeiture of
rights regarding use of forest resources.

Enabling title / Titulo habilitante [ Logging contract: a contract
between the state and another entity granting rights to harvest
timber over a given time period, with specific obligations.

Figure 13: Visual aide for understanding logging contracts and POAs

Logging contract (Enabling title
/ titulo habilitante) is granted

across the entire area of
concession for 40 years.

Enabling titles can be granted to individuals (private
properties), to native communities, to municipal governments
(local forests), or to private sector (concessions). Forest and
Wildlife Law 29763 defines the parameters, obligations,

and timeframes for each type of contract. EIA uses the term
“logging contract” or “timber harvesting contract” in this
report.

POA and zafra: Plan Operativo Annual / Annual Operating
Plan. As defined under Forest Law 27308, a one-year plan for
logging a specific parcel within the larger area of a given titulo
habilitante. The one-year period is called a zafra, and may not
correspond to the calendar year. Note that under the new
Forest Law 29763, in force since 1 October 2015, Operating
Plans are no longer necessarily “Annual” but can cover a period
between one and three years.

Point of harvest: For ease of understanding, EIA uses the term
“point of harvest” to refer to an approved logging site within
the area under a logging contract. Technically speaking, the
term refers to the annual harvest parcel of the POA approved
for a given zafra in a specific enabling title (titulo habilitante).

SIGO: Sistema de Informacion Gerencial de Osinfor / Osinfor
Management Information Sytem. Database containing legal status
and results of all the supervisions conducted by Osinfor. Users
can generate statistical reports and check “red” and “green” lists
in which enabling titles are listed based on whether they have
been subject to legal sanctions as results of a supervision.

Transparency and Access to Public Information Law / Ley

de Transparencia y Acceso a la Informacion Publica N.

27806: Any “access to information requests” referred to in
this report were submitted under this law, which regulates
government transparency and the fundamental right of access
to information as determined by the Constitution of Peru.

Acta / Visual Shipment Inspection Note / Acta de Inspeccién
Ocular de Embarque: Official minutes of a port inspection that
may be conducted by Serfor officials in port before a shipment

An annual Operating Plan (POA) covers
a single harvest parcel. Osinfor conducts

supervisions of a single POA at a time,
but often returns in subsequent years to
supervise additional POAs.

Annual Harvest Parcels are laid

out as part of multi-year Forest
Management Plans.
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LIST OF ACRONYMS

ADEX: Asociacion de Exportadores y Importadores / Exporters
and Importers Association (trade association with wood
products committee)

CITES: The Convention on International Trade in Endangered
Species

DGFFS: Direccién General Forestal y de Fauna Silvestre /
General Directorate of Forests and Wildlife. The national forest
authority from 2008-2014.

FEMA: Fiscalia Especializada en Materia Ambiental, del
Ministerio Publico / Environmental Prosecutor, within Public
Ministry. Office at national and regional levels.

FOB: Free on Board. Trade term referring to shipping where
seller pays for transportation to port of shipment and loading
costs. Buyer pays for onward costs of cargo, insurance,
unloading, and transport to final destination.

GTF: Guia de Transporte Forestal / Forest Transport Guide

HSI: Homeland Security Investigations. Investigative arm of the
U.S. Department of Homeland Security.

Minagri: Ministerio de Agricultura y Riego / Ministry of
Agriculture and Irrigation

Mincetur: Ministerio de Comercio Exterior y Turismo |/ Ministry
of Exterior Commerce and Tourism

MC-SNIFFS: Mddulo de Control — Sistema Nacional de
Informacion Forestal y de Fauna Silvestre / Control Module of

the National Forestry and Wildlife Information System

Osinfor: Organismo de Supervision de los Recursos Forestales y
de Fauna Silvestre / Agency for Supervision of Forest Resources
and Wildlife

PCM: Presidencia del Consejo de Ministros / Presidency of the
Council of Ministers

PRODUCE: Ministerio de Produccién / Ministry of Production

Serfor: Servicio Nacional Forestal y de Fauna Silvestre /
National Forest and Wildlife Service

Sisfor: Sistema de Informacion Geogrdfica de Supervisiones
Forestales / Geographic Information System for Forest
Supervision

SNI: Sociedad Nacional de Industrias / National Society of
Industries (trade association)

Sunat: La Superintendencia Nacional de Aduanas y de
Administracion Tributaria / National Customs and Tax
Administration Agency

U.S.-Peru TPA: Trade Promotion Agreement between U.S. and
Peru, ratified in 2007

TPP: Trans- Pacific Partnership (trade agreement)
USTR: United States Trade Representative
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