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2 Foreword

Ask about forests, and many people will say they are dark and scary places full of
hidden dangers. So it can be with the forest industry. Whilst wood is rightly lauded
as a potentially sustainable resource with a much smaller environmental footprint
than alternatives such as plastics, concrete and metals, for the average buyer or
investor, the forest industry is nonetheless a potential minefield of commercial and
reputational risk.

The reputational risk list is a long one. It includes rainforest destruction, indigenous
people’s rights disputes, greenhouse gas emissions and forest fires, illegal logging,
species extinction, soil erosion and watercourse pollution amongst others. It also
includes sources of commercial risk, such as raw-material supply interruptions and the
boom-and-bust nature of the industry in many parts of the world, as forests are mined
for timber until they are commercially exhausted.

Forest certification, a system of independent, third-party verification of forest
management compliance with legal and sustainability requirements, is a promising
market instrument that can help in managing the risks inherent in exposure to the
forest industry. In many ways, certification can act as a kind of corporate social
responsibility (CSR) insurance policy for exposure to the forest industry.

This report attempts to highlight the key challenges and opportunities involved in
financing forest certification in Malaysia. Under current market conditions,
certification can make good business sense. Mills and factories across Malaysia
without their own forest areas are feeling the squeeze of high raw-material prices and
increasing competition from lower-wage manufacturing economies. Under these
circumstances, the winners will surely be those companies that acquire sufficient
forest resources to secure their raw material supply, invest in downstream, value-added
processing, and sell certified products to international markets that pay the highest
prices. The financial services sector can potentially play an important role in
facilitating that transition.

However, private-sector uptake of forest certification in Malaysia has been slow, many
forest areas are ineligible and there are a number of pitfalls for the unwary. For
example, there are several different certification schemes available but these differ in
the extent to which they address the key areas of risk to the buyer or investor.

The take-home message of this report is that the reputational risks associated with
exposure to the forest industry in Malaysia and the complexities involved in managing
those risks are high. Banks and other financial institutions that identify suitably
qualified partners to help them both understand and manage the risks involved
therefore stand to prosper at the expense of those that do not. WWF’s Global Forest &
Trade Network, with its affiliate, the Malaysia Forest & Trade Network, and 15 years
of experience working in partnership with the forest industry worldwide is uniquely
placed to assist banks and investors that choose a partnership approach. We invite you
to read this report, and if you think we could help your business please contact us.

Darius Sarshar

Responsible Forestry Co-ordinator, GFTN

FOREWORD



3Appendix 1Abbreviations

AAC Annual Allowable Cut

ABM Association of Banks in Malaysia

ADB Asian Development Bank

BBA British Bankers’ Association

BNM Bank Negara Malaysia

CSR Corporate Social Responsibility

EPs Equator Principles

EPF Employees Provident Fund

EU European Union

FDI Foreign Direct Investment

FMP Forest Management Plan

FMU Forest Management Unit

FSC Forest Stewardship Council

GEMFF Global Emerging Markets Forestry Fund

GFTN Global Forest & Trade Network

GLC Government-Linked Company

IPO Initial Product Offering

INFAPRO Innoprise FACE Project

ITP Industrial Tree Plantation

MDF Medium-Density Fibreboard

MFTN Malaysia Forest & Trade Network

MPIC Ministry of Plantation Industries and Commodities

MTC Malaysian Timber Council

MTCC Malaysian Timber Certification Council

MTIB Malaysian Timber Industry Board

MYR Malaysian Ringgit

RIL Reduced-Impact Logging

STIDC Sarawak Timber Industry Development Corporation

USD United States Dollars

WWF World Wide Fund for Nature

UAE United Arab Emirates

UK United Kingdom

USA United States of America
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4 Executive summary

Natural forest areas inhabited by orang-utan, elephant and rhino undergoing conversion to plantations in Sabah.
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Study scope and limitations

This report explores some economic and market aspects of responsible forestry and
certification as well as the current relationship between the financial sector and the
forest industry, and attempts to highlight the key challenges and opportunities
involved in financing forest certification in Malaysia. 

It does not claim to present a comprehensive or definitive overview of the industry,
key players, or existing and planned financial investments, nor does it assess the short-
or long-term cost savings possible through responsible forestry and certification, as
none of the companies interviewed had quantified information on this. It also does not
attempt to look closely at pulp and paper production. Malaysia is a small producer by
international standards and, whilst there is some paper export, most production is for
the domestic market and pulp and paper manufacturers are heavily dependent on
imported fibre (mainly virgin pulp). However references to the pulp and paper
industry are made where relevant information was available.

Research for the report was conducted between November 2006 and January 2007
across Peninsular and East Malaysia. Forty-four separate discussions were held
with timber companies, investment consultants, lenders and government
departments. Most of these were based in Malaysia, although many of them had an
international perspective.

Key findings

Forest industry overview

Malaysia is the world’s largest exporter of tropical hardwood products by a significant
margin. In the years prior to and including 2005 (the latest year for which data is
currently available), Malaysia was the world’s largest exporter of tropical hardwood
logs and sawn timber and a leading exporter of other hardwood products such as
plywood, mouldings and furniture. An analysis of timber exports from Malaysia for
2005 and discussions with the industry revealed a predominant trade pattern in which
primary and secondary products (logs, sawn timber and plywood) are exported from
Sabah and Sarawak to regional markets (primarily China, India and Japan) and further
processed products (such as furniture, table and kitchenware, and mouldings) are
exported from Peninsular Malaysia to more ‘sensitive’ international markets,
including the United States of America (USA) and Europe, where certified forest
products are in demand. Peninsular Malaysia is the only region for which European
markets account for a large share of export sales.

Exports of Malaysian Timber Certification Council (MTCC)-certified products in
2005 were 30,382 cubic metres, up 60 per cent from 2004. This represents less than
two per cent of total forest product export volumes for that year. The products included

Executive summary
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sawn timber, mouldings, laminated finger-jointed timber, plywood and garden
furniture. Most of the exports were to Europe, notably the Netherlands (64 per cent),
the United Kingdom (UK) (25 per cent) and Belgium (six per cent). No export volume
figures were available for Forest Stewardship Council (FSC)-certified products.

Total installed (log-processing) capacity in the country’s mills is 26.5 million cubic
metres per year. Processing capacity has fallen dramatically since the early 1990s
when it stood at around 40 million cubic metres per year. Given the falls anticipated
in log production (from the current level of 19 million cubic metres to a long-term
sustainable level estimated to be between eight and 13 million cubic metres), the
downward trend in processing capacity is likely to continue.

An analysis of the forest industry was particularly difficult given a lack of readily
available public information. However, a series of criteria for use in the
assessment of the technical and market feasibility of certification on a company basis
were identified. 

Investment in the forest industry

Current timber prices are at record highs and economic growth is significant
across the region. As a result, most of the listed and private forestry companies
had a successful year in 2005 and generated significant profits. However, mills and
factories without their own forest areas fared less well, with many larger companies
for whom information was available reporting losses or negligible profits, mostly as
a result of high raw-material prices and increasing competition from lower-wage
manufacturing economies.

At least 15 banks currently provide facilities to public and private Malaysian timber
companies, mainly in the form of standard commercial loans. In addition these banks
provide overdraft, foreign exchange and trade credit facilities. They also act as
guarantors for Forest Management Units (FMUs), providing bank guarantee funds to
government agencies which can be drawn on in cases of non-compliance with license
terms and conditions.

Companies interviewed expressed an interest in borrowing more from banks, in
particular for the establishment of plantations, but also for expansion and to ease
financial burdens on other parts of the business. However the significant range of
debt-to-asset ratios between timber companies indicates that demand for bank loans
versus other forms of financing such as equity varies. Any engagement with the
financial services sector on responsible forestry investment should therefore consider
equity and other forms of financing.

From the mid-1990s to 2004, 46 timber-related companies obtained public listings on
the main or second boards of the Bursa Malaysia (the Malaysian Stock Exchange).
These companies range considerably in size and many are holding companies for up
to 20 subsidiary companies. Several companies report large international institutional
shareholders such as UBS and JPMorgan, but in general investors with publicly
available environmental or social investment criteria are not significant shareholders. 

There are reports of several bond issues by the Malaysia forest and paper products
sector in recent years but these are not believed to have constituted a major form of
financing for the sector overall.

Executive summary
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Costs of certification

The study found that average initial, one-off implementation costs for either FSC or
MTCC certification were 96 Malaysian ringgit (MYR) or 28 US dollars (USD) per
hectare over the gross license area, and that, in addition, an average reduction of 33
per cent in Annual Allowable Cut (AAC) levels was required in order to comply with
certification requirements. 

If producers need to reduce their levels of timber extraction to such an extent in order
to achieve certification this is cause for concern in two respects. Firstly, this high
reduction in yields and therefore revenues will be unattractive to most companies and
could deter them from seeking certification. Secondly, if logging yields from
uncertified forests are significantly higher than the levels required by FSC and MTCC
sustainable forest management standards, the implication is that the long-term value
of the State’s forest assets is being degraded, perhaps rapidly. 

Price premiums

This study found that, though highly variable, overall premiums for FSC and MTCC
timber products appear to have increased substantially in 2006. The highest premiums
quoted were for FSC timber bought for the manufacture of products destined for
Europe. FSC plantation and hardwood logs achieved average premiums of 30 to 40 per
cent or more, whilst premiums for FSC plywood and furniture were typically 10 to 15
per cent. The lowest premiums achieved were for MTCC-certified timber, which
ranged from one to five per cent. 

The study also observed, both within and between many timber-trading companies in
Malaysia, a lack of communication on the costs, benefits, premiums and market
demand for certified timber. Log buyers, for example, do not generally meet with their
suppliers to communicate the level of premiums they are willing to pay for certified
timber, despite struggling to source adequate supply. And even if suppliers’ marketing
staff are discussing certified timber, it does not follow that information on market
demand or potential price premiums is necessarily being relayed to forest managers
and decision-makers. 

The business case for forest certification

Under current market conditions of high raw-material prices and competition from
lower-wage manufacturing economies, certification can make good business sense.
Under these circumstances, the winners are likely to be those companies that acquire
sufficient forest resources to secure their raw material supply, invest in downstream,
value-added processing, and sell certified products to international markets that pay
the highest prices. The financial services sector can potentially play an important role
in facilitating that transition.

However, across the country as a whole, uptake of forest certification in Malaysia by
the private sector has been very slow, with just one MTCC certificate and two FSC
certificates issued to companies. This is due to a variety of commercial, political and
cultural issues, and the fact that in many instances companies do not yet see a
compelling business case for forest certification.

Executive summary
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The incentives which most companies interviewed look for in certification are an
agreed certification standard (no ‘moving goal posts’), strong and stable demand for
certified products, and guaranteed price premiums. Several companies are in the
process of developing their own financial analyses to explore or make the business
case for certification to their Boards. Further research on these analytical approaches
and methodologies would be of use to companies as well as to banks and investors
who need to recognise the conditions under which certification can be viable in order
to make strategic investments. 

Unfortunately there is a lack of information on the impact of current logging practices
on the long-term value of Malaysia’s forest assets. The industry is therefore largely
ignorant of what harvest yields are likely in the future. This prevents a true assessment
of the business case for responsible forestry and certification. 

It is also important to note that many forest areas are simply ineligible under current
MTCC and FSC certification standards due to the widespread clear-felling or
conversion of logged-over forest areas to fast-growing tree plantations. As a result, if
a forest management enterprise holding a plantation license with significant existing
natural forest cover were to seek certification today, it would be required first to forgo
its right to clear-fell and convert the existing natural forest cover and then to adopt a
reduced-impact selective logging management system. This would reduce
significantly the volumes of timber that could be extracted. Only one license holder in
Sabah is known to be pursuing this option.

Within the Malaysian timber industry there are in many places significant concerns
about the FSC. In particular there are widespread perceptions that FSC requirements
are inappropriate and not viable for Malaysian forests and companies, and that there
is little demand for FSC-certified products. For some parties these concerns hinder
any meaningful discussion of the business case for certification, and during the study
it was clear that this inherent resistance to the FSC could be a crucial challenge if
uptake is to increase in the region in the short to medium term. As one government
source commented during the study, ‘The debate over FSC and MTCC has been going
on for years now. In the meantime we are losing our forests.’

Financing forest certification

Although several banks have developed CSR programmes, commercial loans are
generally granted without explicit and formal processes for assessing the
environmental sustainability of borrowers’ operations. Banks expect borrowers to
comply with environmental requirements and meet any applicable forest management
criteria set down in law. However, they take compliance for granted on the assumption
that there is effective monitoring and reporting of any non-compliance by the
regulatory authorities. Credit teams and relationship managers do not therefore
generally assess commercial and reputational risks and opportunities associated with
responsible or certified forestry, nor do they factor such assessments into the pricing
or availability of financing facilities. Banks neither adequately understand the risks
associated with forestry, nor do they offer any incentive to their clients to achieve
forest certification. However, the study identified a number of financial products and
services available to the forestry industry internationally with the potential to
stimulate forest certification in Malaysia.

Executive summary
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Summary of recommendations

In order to stimulate the growth of forest certification in Malaysia, action is
recommended in five key areas outlined below.

1. Improved market information flows

There is a need for more and better communication between timber buyers and
producers on the availability of certified timber and the potential markets and price
premiums that certification brings. This  information is currently not effectively being
communicated up and down the supply chain. Better communication is also needed
within companies, such as between management, marketing and forest management
staff, on the costs and benefits of certification. 

2. Market research on certification feasibility

More research is required to gain a better understanding of the costs of certification
and to improve the economic and market conditions for those pursuing it. The report
lists a series of criteria for use in the assessment of the technical and market feasibility
of certification and further research is needed to identify Malaysian companies that
fulfill these criteria. Once a shortlist of companies has been identified, conducting a

Executive summary

Sarawak Penan: “Land is our life and blood. Without forest we cannot survive.”
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10 Foreword

financial analysis of forest certification with selected companies would be a useful
exercise. Where certification may not be financially viable for a company based on
timber revenues alone, the identification of sources of non-timber income from
forests, for example, payments for environmental services – such as carbon
sequestration – and ecotourism (see 5 below), could be critical.

3. Forest industry investment guidelines

Given the high exposure of banks to the forest industry in Malaysia and the fact that
many timber companies expressed a desire to borrow more from banks and that some
banks would like to lend more to this sector (within certain environmental and social
criteria) there is a clear need to develop guidance for the financial services sector in
two areas

1. Policy development – to identify the commercial and reputational risks in lending
to the different sub-sectors within the forestry industry and how a
consideration of these risks might be incorporated into public CSR policies and
lending guidelines

2. Practical implementation tools and control mechanisms – to enhance existing
credit risk management frameworks and ensure consistency in approach.

In order to ensure guidance of this nature is of real value to the intended users and can
be applied to banks’ daily operations, it would need to be developed in collaboration
with the banking industry. 

Engagement with the financial services sector on investment guidelines should also
consider equity and other forms of financing, given the range of debt-to-asset ratios.

External partnerships with suitably qualified organisations such as the GFTN would
help banks to increase their exposure to the sector without necessarily increasing risk
(through lending only to environmentally responsible, well-managed borrowers), and
ensure that they are not lending to clients or activities that contravene their own
CSR policies. 

4. Joint bank/forest industry working group

Experts from the timber and banking industries could usefully collaborate in a
working group on responsible forestry in order to work towards mainstreaming more
effective risk management and progressive lending approaches amongst Malaysian
banks. Such a working group could help to align the financial community’s practices
with Malaysia’s international timber market strategies, forest governance objectives
and national environmental protection goals. There could be a role here for Malaysia’s
central bank, Bank Negara Malaysia (BNM), the Association of Banks in Malaysia
(ABM) and the Employees Provident Fund (EPF) in driving a CSR agenda.

Executive summary
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Indo-Chinese tiger (Panthera tigris corbetti). Peninsular Malaysia occupies the southern end of the distribution of the Indo-Chinese
tiger and supports substantial populations of the subspecies.
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5. Progressive finance facilities

In order to make certification more commercially attractive work is needed to

1. Develop more innovative or sophisticated financing facilities tailored to
‘progressive’ borrowers in the timber sector – to encourage certification and
enhanced risk management in lending

2. Identify non-timber sources of income in the medium to long term (e.g. payment
for environmental services – such as carbon sequestration – and ecotourism).

Offering tailored financial products structured or priced in a way that supports
responsible forestry practices and certification whilst ensuring that exposure to the
industry remains commercially viable represents a sensible risk management strategy.
Banks offering such products could lend safely without the risk to their reputations
they have faced in the past, and could be instrumental in stimulating the wider uptake
of forest certification in Malaysia.



12 Forest industry overview

Logs being loaded onto a truck for transportation to the mill in Sabah. Most license areas, heavily logged over in the past and some
undergoing conversion, produce high proportions of lower-value, small-diameter logs.
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Regional trends

Over the past two decades many countries in the Asia-Pacific region have been
increasing restrictions on harvest levels in order to conserve remaining natural forest
areas. As a result, there is a significant and growing shortage of large-diameter logs,
both softwood and hardwood, which are particularly favoured by plywood and sawn
timber producers. This shortfall is likely to be long term because of the long periods
required to grow such logs either in natural forest or plantations. Supply shortfall is
now particularly acute in the region, with demand for forest products significantly
exceeding supply. For this reason, Asia-Pacific has been called the largest ‘wood
deficit’ region in the world1.

Timber prices are currently at record highs and economic growth is significant across
the region (the Malaysian economy expanded by 5.3 per cent in 2005). As a result,
most of the listed and private forestry companies in Malaysia had
a successful year in 2005 and generated significant profits.
However, mills and factories without their own forest areas fared
less well, with many larger companies for whom information was
available reporting losses or negligible profits. Across the region,
uncompetitive processing capacity is shutting down. This is largely
a result of high raw-material prices2 and increasing competition
from the lower-wage manufacturing economies. 

According to the Food and Agriculture Organisation (FAO)3, worldwide certified
forest area reached approximately 270 million hectares by May 2006, representing
seven per cent of the world’s forest area. However, most of the certified area is located
in North America (58 per cent) and the European Union (29 per cent), with Asia
having a little over one per cent.

Forest resources

Malaysia’s land area is approximately 32.83 million hectares with 13.16 million
hectares in Peninsular Malaysia (which comprises 11 states and the Federal
Territory of Kuala Lumpur), 12.30 million hectares in Sarawak, and 7.37 million
hectares in Sabah4.

The total officially reported forest area in the country is around 19.42 million
hectares, or 60 per cent of land area with 5.88 million hectares in Peninsular Malaysia,
9.24 million hectares in Sarawak, and 4.36 million hectares in Sabah. Of the total

Timber prices are currently
at record highs and economic
growth is significant across
the region.

Forest industry overview

1
Independent Technical Report prepared for incorporation in the Samling Global Ltd IPO prospectus, Poyry Forest

Industry, February 2007
2

These can be attributed to a combination of factors, notably declining log supply domestically and across Southeast
Asia as a whole, depreciation of the US dollar, and high fuel and freight costs.
3

Forest Products Annual Market Review 2005-2006, jointly published by FAO and the United Nations Economic
Commission for Europe (UNECE)
4

Malaysian Timber Council

1
Independent Technical Report prepared for incorporation in the Samling Global Ltd IPO prospectus, Poyry Forest

Industry, February 2007
2

These can be attributed to a combination of factors, notably declining log supply domestically and across Southeast
Asia as a whole, depreciation of the US dollar, and high fuel and freight costs.
3

Forest Products Annual Market Review 2005-2006, jointly published by FAO and the United Nations Economic
Commission for Europe (UNECE)
4

Malaysian Timber Council

1. Forest industry overview
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forest area, 11.18 million hectares (57 per cent) is designated as production forest
(natural and plantations), 4.94 million hectares is under various forms of protection,
and 3.3 million hectares (17 per cent) is designated for conversion to other land uses
and is referred to as stateland forest.

The principal natural forest type in Malaysia is the Dipterocarpus species-dominated
lowland rainforest. Dipterocarps have common wood characteristics, resulting in
relatively uniform log quality. Dipterocarps in general also make excellent rotary
veneer and good quality joinery timber. More than 60 species of timber are

regularly extracted in Malaysia, and the prime commercial species
groups include meranti, kapur, keruing, selangan batu, bindang,
merbau, cengal, balau and mixed light hardwood5.

Logging in production forest areas over the last 30 years has been
intensive, with some areas being logged up to five times and other
areas suffering from forest fires. As a result whilst there are still
some areas of primary or unlogged forest designated for
production in Sarawak, much of the production forest today is
degraded, in some cases severely. Nonetheless, these areas

continue to provide critical habitat for some of the country’s endangered species. For
example, half of Sabah’s elephant population lives mainly or entirely within
production forest areas6.

Malaysia’s log production has fallen substantially from around 30 million cubic metres
per year in the 1990s to the current figure of around 19 million cubic metres per year,
with Sarawak accounting for around 12 million cubic metres, Peninsular Malaysia
around 4.5 million cubic metres and Sabah around 2.5 million cubic metres7. Log
production is expected to continue its long-term decline due mainly to reductions in
the harvest of wood from conversion areas both inside permanent production forest,
where natural forest areas are being converted to tree – and, in Sarawak, oil-palm –
plantations, and from stateland forest which still accounts for around 40 per cent of
total production. In Sabah, for example, in 2004 over 85 per cent of log production
was from forests undergoing conversion, and this is likely to be the trend for the
next few years8. In 2005 Sabah’s log production was 5.96 million cubic metres;
this is estimated to have fallen by around 60 per cent in 2006 and further declines
are expected.

As a result of the declining log supply, local timber companies are urging the
government to grant more concessions to offset shortages. The government aims to
increase tree plantation license areas by 375,000 hectares in Sabah, Sarawak, Johor,
Terengganu and Pahang in five years and provides full tax exemption for 15 years as
an incentive to companies. In addition, the 2006 Federal Budget announcement
included MYR200 million (approximately USD58.6 million)9 to be put into a state
enterprise to provide support to the establishment of tree plantations10. The Sarawak
state government has set a target to establish around 1.4 million hectares of plantation

5
See note 1

6
A Review of Recent Past and Projection of Future Timber Production in Sabah, WWF-Malaysia AREAS project

report, June 2005
7

Changing International Markets for Timber – What Malaysian producers can do, Briefing Pack for Timber Trade
Forums, Timber Trade Federation, January 2007
8

Forestry in Sabah (Commemorative Edition), Sabah Forest Department, 2005
9

An indicative exchange rate of USD1:MYR3.4 has been used throughout this publication.
10

Market Watch 2006 – Timber Sector Report, Malaysian-German Chamber of Commerce, 2006

Production forest areas
continue to provide critical
habitat for endangered
species. Half of Sabah’s
elephant population lives
mainly or entirely within
production forest areas.
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in the next 20 years11. However, at present, private sector investment in forest
plantations has yet to materialise on a significant scale.

Resource management

In the Peninsular states, generally speaking it is the State Forestry Departments that
are responsible for forest management. Harvesting licenses are issued to private
companies for a term of 12 months. The state-managed forests of eight of the 11
Peninsular states are MTCC-certified, covering an area in excess of 4.73 million
hectares of production and protection forest. Also on the Peninsula some long-term
concessions have been granted, including to the Integrated Timber Complexes of the
States of Perak (PITC), Kelantan (KPK) and Terengganu (KPKKT). None of these
operations is currently certified, although PITC did hold an FSC certificate in the past,
and both PITC and KPKKT have signalled their intention to seek FSC certification in
the shortest possible timeframe. There are two plantation management companies in
Peninsular Malaysia that are FSC-certified with a combined area of 16,581 hectares.

In contrast to the Peninsula, Sabah and Sarawak have adopted longer-term licensing
systems and it is the private sector licensees that are required to prepare and
implement forest management plans. Sarawak typically issues Forest Timber
Concession Agreements of 25 years duration and in 1997 Sabah introduced a 100-year
Sustainable Forest Management License Agreement. There is one MTCC-certified
area, the 55,949-hectare Sela’an Linau Forest Management Unit in Sarawak, managed

Forest industry overview
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Bulldozer skidding log to landing, Sabah.
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See note 1
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by Samling Plywood (Baramas). There is also one FSC-certified forest area, the state-
managed, 55,083-hectare Deramakot Forest Reserve in Sabah.

Forest product exports

Malaysia is the world’s largest exporter of tropical hardwood products by a significant
margin12. According to the Department of Statistics of Malaysia, total export of timber

and timber products in 2005 was valued at approximately USD5.9
billion, or four per cent of the country’s total export earnings. In
the years prior to and including 2005 (the latest year for which data
is currently available), Malaysia was the world’s largest exporter of
tropical hardwood logs and sawn timber and a leading exporter of
other hardwood products such as plywood, mouldings and
furniture. Exports have increased steadily over the years and in

2005 timber exports were up 8.7 per cent in value on 2004 levels, with most product
sub-sectors showing overall increases in volumes. 

An analysis of timber exports from Malaysia for 2005 and discussions with the
industry revealed a predominant trade pattern in which primary and secondary
products (logs, sawn timber and plywood) are exported from Sabah and Sarawak to
regional markets (primarily China, India and Japan) and further processed products
(such as furniture, table and kitchenware, and mouldings) are exported from
Peninsular Malaysia to more ‘sensitive’ international markets, including the United
States of America (USA) and Europe, where certified forest products are in demand.
Peninsular Malaysia is the only region for which European markets account for a large
share of export sales.

The largest export volumes were from Sarawak, with logs, sawn timber and plywood
making up 90 per cent of exports. Peninsular Malaysia was the next largest exporting
region of the country, with sawn timber, furniture, table and kitchenware and
fibreboard making up 90 per cent of exports. Sabah had the lowest exports by volume
of the three regions, and presented a similar profile to Sarawak, with 94 per cent of
Sabah’s top seven products by volume being logs, sawn timber and plywood.

In 2005 both Sabah and Sarawak were still exporting primary and
secondary products despite efforts to develop downstream tertiary
processing. By contrast Peninsular Malaysia added significant
value to its exports, such that whilst it exported a similar volume
of products as Sabah, it earned three times as much in export
revenues. (For detailed information on exports and export
destinations for all main product sub-sectors see Appendix 1.)

Exports of MTCC-certified products in 2005 were 30,382 cubic
metres, up 60 per cent from 200413. This represents less than two

per cent (0.18 per cent) of total forest product export volumes for that year. The
products included sawn timber, mouldings, laminated finger-jointed timber, plywood
and garden furniture. Most exports were to Europe, notably the Netherlands (64 per
cent), the UK (25 per cent) and Belgium (six per cent). No export volume figures
were available for FSC-certified products.

Peninsular Malaysia added
significant value to its
exports... it exported a
similar volume to Sabah, yet
earned three times as much
in export revenues.

Forest industry overview

12
See note 7

13
See note 7

Malaysia is the world’s
largest exporter of tropical
hardwood products by a
significant margin.
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The charts below show Malaysia’s top seven forest products exports by product sub-sector
and then by region for 2005. Wooden furniture exports are not measured by volume and
are therefore not included. For information on furniture, see Appendix 1, Chart 3. 

Chart 1
Top seven timber product exports, 2005, in cubic metres (thousands)

Source: Department of Statistics, Malaysia 

Chart 2 
Malaysian timber exports, 2005, in cubic metres (thousands)

Source: Forestry Department, Peninsular Malaysia; Forestry Department, Sabah; Forestry Department,
Sarawak; Sarawak Timber Industry Development Corporation (STIDC)

Notes: *Mouldings includes wooden dowels. **Sawn timber includes dressed timber. ***Plywood includes
block board.
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Malaysian timber companies

There are over 4,000 timber-related companies in Malaysia, of which 80 per cent are
small- to medium-sized enterprises14. As is shown in the table below, two-thirds of
mills are located in Peninsular Malaysia (65 per cent of sawmills and 75 per cent of
furniture mills), mainly clustered in Johor, Selangor and Melaka. Total installed
capacity in the country’s mills is 26.5 million cubic metres, comprising 12.4 million
cubic metres in Peninsular Malaysia, 6.5 million cubic metres in Sabah, and 7.6
million cubic metres in Sarawak. Processing capacity has fallen dramatically since the
early 1990s when it stood at around 40 million cubic metres. Given the falls
anticipated in log production (from the current level of 19 million cubic metres to a
long-term sustainable level estimated to be between eight and 13 million cubic
metres), the downward trend in processing capacity is likely to continue.

Malaysian timber processing industry, by region and product subsector

Source: Forestry Department, Peninsular Malaysia; Forestry Department, Sabah; Forestry Department,
Sarawak; STIDC

Information on the top 10 producers and processors in each product subsector is
limited as the Malaysian Timber Industry Board (MTIB) ceased publication of export

data by company in 2002. Furthermore, the industry tends towards
conglomeration and many companies have diverse business
interests. Information reported in company accounts is not
segmented by industry, which means that timber-related revenues
are hard to assess accurately.

Mills in operation in 2004 Peninsular
Malaysia

Sabah Sarawak Total

Furniture and woodworking mills 1,756 200 2,321

Sawn timber 657 178 1,081

Mouldings 173 157 356

Kiln drying 125 74 246

Plywood/veneer 52 67 174

Wood preservation 118 39 157

Laminated board 34 0 46

Parquet 26 0 27

Chipboard 12 3 16

Woodchips 6 5 15

Medium-density fibreboard (MDF) 8 1 12

Prefabricated houses 10 0 10

Matches 2 1 3

Pencils 3 0 3

Pulp and paper 0 1 1

Total 2,982 726 4,468
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55
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760

Forest industry overview

The industry tends towards
conglomeration and many
companies have diverse
business interests.

14
www.mida.gov.my – Malaysia Industrial Development Authority (MIDA)
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15
During the study interviews several companies discussed their plans for certification with the authors. In addition,

WWF-Malaysia commissioned a report, Corporate Profiles of Key Timber Companies in Peninsular Malaysia and
Sabah (Erik Wakker, AIDEnvironment, March 2003). This report identified a number of Malaysia’s largest timber
companies as having public commitments around responsible forestry and certification.

Sabah’s largest plywood manufacturer receives its GFTN membership certificate.
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Forest industry overview

However, a number of criteria for use in the assessment of the technical and market
feasibility of certification of individual forestry companies were identified. These
criteria are

Long-term secure tenure over the license area

Absence of plantation license areas with significant existing forest cover

Supplying to or being active in ‘sensitive’ markets

Expressing interest in pursuing certification (during discussions or public
disclosures15)

Reporting healthy profits

Banking with international banks with forestry or relevant environmental policies
and commitments (which may now or in the near future be engaging with their
customers on certification issues).
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Investment in the forest industry

Log trucks held up following damage to this secondary road after heavy rain in a logging concession in Sabah.
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Overall, there is a healthy level of self-financing in the industry in Malaysia, in some
cases combined with funding from the sources identified below. 

Commercial loans

An analysis of company accounts (which disclose principal
bankers and outstanding loans) for 2005 reveals significant
levels of past funding from Malaysian, Singaporean and
international banks. A list of banks operating in Malaysia is
provided in Appendix 2. Many timber companies tend to stay
with a preferred bank for several years; others use several
banks in parallel. At least 15 banks are providing facilities to
listed and private Malaysian timber companies, mainly in the form of standard
commercial loans, generally repayable within one to five years at an average
interest rate of approximately seven per cent16.

In addition to standard-term loans and credit facilities these banks provide
overdraft, foreign exchange and trade credit facilities. They also act as guarantors
for FMUs, providing bank guarantee funds to
government agencies to be drawn on in cases of non-
compliance or poor forestry practices. 

Companies interviewed expressed an interest in
borrowing more from banks, in particular for the
establishment of tree plantations, but also for expansion
and to ease financial burdens on other parts of the
business. However the significant range of debt-to-asset
ratios17 between timber companies indicates that
demand for bank loans over other forms of financing
such as equity varies. Any engagement with the
financial services sector on responsible forestry
investment should therefore consider equity and other
forms of financing.

HSBC, Standard Chartered and Citigroup are amongst
those banks operating in Malaysia that have adopted the
Equator Principles (EPs), voluntary guidelines for
managing environmental and social impacts of
project finance. However these principles are for project finance whereas most of
the bank facilities provided to timber companies are in the form of term loans,
overdrafts and export credit facilities; as such the EPs may not formally apply to
forestry client relationships. Furthermore, although several banks have developed

Investment in the forest industry

At least 15 banks are
providing facilities to listed
and private Malaysian
timber companies.

In 2004 HSBC issued a Forest
Land and Products Sector
lending guideline, which requires
customers to have FSC or
equivalent certification within five
years. This applies to the bank’s
global operations. To support
implementation of this guideline,
commercial banking staff training
on the Forest Land and Forest
Products Sector Guideline
involves a video or DVD, a
presentation on key issues, and
on-the-job coaching. The policy
can be viewed at: 

www.hsbc.com/hsbc/csr/our-
sustainable-approach-to-banking. 

16
For some companies studied these interest payments were equivalent to approximately 10 per cent of annual profit.

17
A debt-to-asset ratio shows how much of the company's assets have been financed by debt. It should be noted that

this is a very broad ratio as it includes short- and long-term debt as well as both tangible and intangible assets. Data
was sourced through Bloomberg for listed companies in November 2006.

2. Investment in the forest industry
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CSR programmes, these may not extend to the performance of the banks’
clients. It is clear from discussions that banks expect borrowers to comply with
environmental requirements and meet any applicable forest management
criteria set down in law. They take compliance for granted on the assumption
that there is effective monitoring and reporting of any non-compliance by the
regulatory authorities.

Bond and equity issues

From the mid-1990s to 2004, 46 timber-related companies obtained public listings
on the main or second boards of the Bursa Malaysia (Malaysian Stock Exchange).
These companies range considerably in size and many are holding companies for
up to 20 subsidiary companies. These 46 companies have combined market
capitalisations of several billion Malaysian ringgit. Listed shareholders are mainly
Asian directors and nominee accounts for individuals or companies. Several
companies report large international institutional shareholders such as UBS and
JPMorgan, but in general investors with publicly available environmental or social
investment criteria are not significant shareholders. A notable exception could be
the EPF (which holds 10 per cent of Ta Ann shares and nine per cent of WTK
shares), which has recently been active on CSR initiatives18.

There are reports of several bond issues by the Malaysia forest and paper products
sector in recent years but these are not believed to have constituted a major form
of financing for the sector as a whole. 

Project financing through FDI

Germany was the major source of foreign direct investment (FDI) in Malaysia in
2005, investing MYR4.7 billion, followed by Singapore, USA, Japan and Taiwan.
Some of these funds have been directed to the forest industry for company
expansion projects into panelling, mouldings, builders’ carpentry and joinery,
veneer, medium-density fibreboard (MDF) and other products. Malaysia has
reportedly been a key country in Southeast Asia for German investors due to its
fast-growing economy and its high investment security relative to the region, and
there are also good links between the Sabah Forestry Department and the German
Federal Research Centre for Forestry and Forest Products (Hamburg)19.

In the Malaysian paper, printing and publishing sector in 2004, 36 projects
totalling approximately MYR4.7 billion received FDI funding. Only one of these
is reported to have involved a level of finance above the EPs’ current ‘minimum
threshold’ of USD10 million. This was a MYR4.2 billion (approx. USD1.23
million) pulp project involving the Sarawak State government for the manufacture

18
EPF is reported to have recently corresponded with GLCs (which account for approximately 40 per cent of the Bursa

Malaysia by market capitalisation) requesting they develop formal CSR programmes in line with the Silver Book
requirements recently issued to all GLCs (www.pcg.gov.my/trans_manual.asp). The Silver Book also includes
references to Home Depot and Chiquita in relation to responsible forestry. 
19

See www.auswaertiges-amt.de/diplo/en/Laenderinformationen/Malaysia/RelationsBetweenMalaysiaAndGermany.html
for more information.
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of pulp from acacia mangium20. After a delay of two years, construction of the
kraft pulp mill is expected to begin at some point in 2007 with production
commencing in 2010. This study did not identify the consortium members for this
deal or whether the EPs’ requirements were applied, but it is reported that the
investors have insisted on certification. It is also reported that some national
Export Credit Agencies funded the export of pulp and paper mill technology to
Asia21 in recent years. 

International development bank financing

There has been no recent or current funding of forestry activities in Malaysia by
either the World Bank or the Asian Development Bank (ADB). Although it is
reported that ADB invested one billion US dollars in Asian
forestry between 1997 and 200122, ADB does not currently
report having any generic or specific programmes to
encourage forest sector firms to embrace responsible
practices, nor does it have projects in Malaysia (other than
Malaysia’s participation in some regional initiatives). 

Other sources of finance

The Malaysian 2006 Federal Budget included MYR200 million (USD 58.6
million) to be allocated for the establishment of commercial tree
plantations. According to industry sources details of this funding source are
still being established. 

Potential funding sources specifically designed for responsible forestry operations
are in development but are not yet substantive. These are outlined in Section 4.

Funding sources specifically
designed for responsible
forestry operations are in
development but are not
yet substantive.

20
Malaysian Timber Council news 2005: www.mtc.com.my/news/pr200.htm

21
Improving Due Diligence in Forestry Investments. Restricting legitimate finance for illegal activities, Jade Saunders

(June 2005)
22

See note 20
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Certification assessors inspect logs and crosscheck against production records.
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23
Potential benefits include enhanced long-term regeneration (allowing earlier re-entry) and more sustainable harvest

levels. The study, Financial Costs and Benefits of RIL Relative to Conventional Logging in the Eastern Amazon
(Holmes and Blate et al, undated), found that RIL can be more profitable than conventional logging because training
leads to more efficient use of machinery, less wood waste, and less damage to the ground and residual stand which
implies increased future economic benefits.
24

An example of the impact is given in RIL Project in Sabah, Malaysia (Moura Costa et al, 1996). In Sabah,
revenues were 62 per cent lower, mainly due to reduced yield rather than higher extraction costs. 

Scope

This study looked at the feasibility of Malaysian companies committing to
certification of forest management and chain-of-custody through conversations with
company directors, forest managers, log purchasers, traders and government agencies.
This section summarises the findings related to the three questions below.

1. What are the costs associated with certification, and how do these costs vary for
different FMUs?

2. Are price premiums for certified timber significant?

3. Is there at present a business case for responsible forestry?

It should be noted that this study did not consider the short- or long-term cost savings
possible through responsible forestry and certification23, as unfortunately none of the
companies interviewed had quantified information on this. Of greater concern,
however, was the absence of information on the impact of current logging practices on
the value of Malaysia’s forest assets.

Cost factors

Costs of FSC and MTCC certification are numerous and will depend on at least four
factors. The first and arguably most significant factor is the potential impact which
certification has on levels of AAC24.

1. The impact on the AAC level

The impact on the AAC level depends on several factors listed below.

The topography of the FMU and current land-zoning plans

Slopes, protected areas, buffer zones and conservation areas all reduce land available
for logging. If these have already been demarcated and set aside within an FMU,
certification will have less impact; if they are not present, they will be required to
achieve certification.

3. The business case for 
forest certification
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Current harvesting practices

If RIL is not currently practised, compliance with certification requirements is likely
either to reduce the operator’s ability to extract high volumes of timber or to add
significant costs25. 

The accuracy of the FMP

Although the science behind FMP development is clear and for Peninsular Malaysia
must be reviewed by the National Forestry Council every five years, in reality FMPs
and AAC-level decisions are of variable quality. FMPs must undergo a robust and
detailed review during the certification process, which often results in ‘updated’ FMPs
having significantly lower AAC levels than were previously allowed.

The extent of natural forest cover on plantation license areas

Many forest areas are simply ineligible under current MTCC and FSC certification
standards due to the widespread clear-felling or conversion of logged-over forest areas

to fast-growing tree plantations. Under the FSC scheme, this can
preclude from certification the area undergoing conversion, the
plantation that follows, as well as, somewhat perversely, associated
areas of natural forest that are covered by the same license or
licensed to the same company but are being sustainably managed.

A new MTCC plantations standard is under development, which is
likely to permit conversion conditional upon fulfilment of legal

and environmental criteria. However, there does not appear to be much support for
modification of FSC requirements.

As a result, if a forest management enterprise holding a plantation license with
significant existing natural forest cover were to seek certification today, it would be
required to forgo its right to clearfell and convert the existing natural forest cover and
instead adopt a reduced-impact selective logging management system. This would
reduce significantly the volumes of timber that could be extracted. Only one license
holder in Sabah is known to be pursuing this option.

2. Current skill sets

One key practical barrier to implementing RIL and obtaining
certification is the shortage of skills and experience in responsible
forest management. For companies with high staff-turnover, low-
skilled workers and informal training procedures, there will be
increased costs and time commitments in training staff where RIL
skills are lacking26.

Although the science is
clear, in reality FMPs and
AAC-level decisions are of
variable quality. 

One key practical barrier
to implementing RIL and
obtaining certification is
the shortage of skills and
experience in responsible
forest management.

25
Incremental Cost of Complying with Criteria and Indicators for Achieving Sustainable Forest Management (Mohd

Shahwahid, Awang Norr et al, undated) concluded that FMUs certified to Malaysia Criteria and Indicators (MC&I)
averaged substantially higher production costs than conventional logging due to increased pre-felling activities and
road construction. It could be argued, however, that better roads are less likely to become unusable in poor weather and
so could ensure harvesting levels remain high during wet seasons.
26

Reduced Impact Logging, Forest Trends (undated), concluded that RIL can be cost effective but entails large
upfront costs associated with planning and training.

The business case for forest certification
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3. Timeframe and concession size

The costs and benefits of certification will also depend on the timeframe involved,
with some research indicating that RIL is generally more expensive in terms of
operational costs in the short term. However, regeneration will be enhanced (allowing
earlier re-entry) and more sustainable harvest levels will be achieved for the future.
These benefits will depend on the size of the concession and the duration of the
license. Larger concessions will have higher total implementation costs but lower per-
hectare costs. For very small FMUs with short-term licenses, the implementation costs
may not be recoverable during a company’s license period. 

In theory, therefore, certification costs will be highest for FMUs with the
following features

Large FMUs with flat, unlogged terrain with no areas ‘set aside’ as buffer zones
or conservation areas, as there is a higher opportunity cost associated with not
logging such areas

Old or inaccurate FMPs, low skill base, and poor forestry practices

Significant areas of existing natural forest cover within plantation license
boundaries

Informal management systems, lack of documentation, and outdated or poorly
maintained equipment

Short license durations.

Certification costs

Quoted costs of achieving certification to either FSC or MTCC standards ranged from
approximately MYR340 thousand (USD100 thousand)27 for 4,000 hectares to
MYR4.3 million (USD1.26 million) for 40,000 hectares, giving an average
additional cost of MYR96 (USD28) per hectare. This covered additional costs
associated with certification requirements, such as audit fees, worker development
(such as RIL training), improved road construction, and wildlife surveys.

In terms of AAC impacts two figures were quoted (with FMPs as evidence) of 25 per
cent and 40 per cent reductions, or an average reduction of 33 per cent on pre-
certified AAC levels. Both these figures were for natural forest management areas
subjected to selective harvesting. In both cases AAC was reduced because of several
factors including

Set-aside of conservation areas for protected species

Introduction of buffer zones around water courses

Reduced harvesting yields based on formal yield estimation and monitoring.

27
See note 22
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If concessionaires have to reduce their levels of timber extraction substantially in
order to achieve certification this is cause for concern in two respects

1. The high reduction in yields necessary to ensure they are sustainable and
associated reduction in revenues will be unattractive to most companies and could
deter them from getting certified

2. If current conventional logging (i.e. non-certified) yields are
significantly higher than that which FSC and MTCC-associated
experts consider sustainable, the implication is that the forest value
of the State’s assets may be being degraded, perhaps rapidly.

Price premiums

Aside from some marginal incentives for responsible (or low-impact) forestry
practices28, the principal incentive is the promise of higher market prices for certified
logs and timber products. A review of relevant literature was straightforward given the

absolute dearth of information, particularly for Malaysia. The
most recent report29 found that MTCC meranti (Shorea spp.) sawn
timber was achieving a two per cent premium and that Malaysian
FSC meranti (Shorea spp.) and selangan batu (Shorea leavis) sawn
timber were available irregularly at an eight per cent premium to
UK buyers. These results were supported recently by the MTC,
which acknowledged an MTCC versus FSC premium of three to
four per cent as opposed to 10-11 per cent30. 

This study found that although current timber prices were high
across the board, premiums were still pronounced. Premiums for
certified timber appear to have increased substantially in 2006 and
the pattern observed in this study is similar to those of other

observers quoted above. 

About half (10) of the companies questioned quoted specific premiums for logs, sawn
timber, plywood, furniture and other products. The highest premiums quoted were for
FSC timber to supply Europe, followed by FSC timber bought for the US market, and
the lowest premiums achieved were for timber certified to MTCC. In both Peninsular
and East Malaysia, premiums of 30 to 40 per cent or higher were achieved through
2006 for FSC plantation and hardwood logs and 10 to 15 per cent for FSC plywood
and furniture. Meanwhile, premiums of between one and five per cent were quoted for
MTCC logs and plywood.

It should be noted that these price premiums are highly variable. Views are often
conflicting within the industry; the remaining 10 companies felt premiums to be
negligible (but could not provide evidence) or had no firm view. Many suppliers
complained of shortages in supply of both certified and uncertified timber, which is
undoubtedly helping to push up current prices. However, as demand for certified
timber looks set to increase ahead of supply, these premiums are likely to remain.

The forest value of the
State’s assets may be being
degraded, perhaps rapidly.

28
For example, in Sabah an export royalty rebate of MYR10 per cubic metre is available for timber harvested under

RIL, with further reductions for heli-logging.
29

UK Timber Trade Federation Report, February 2006, Rupert Oliver, Forest Industries Intelligence (2006)
30

Timber Malaysia, Vol 12, No 1, January 2006, Malaysian Timber Council (2006)

The business case for forest certification

Premiums for certified
timber appear to have
increased substantially in
2006. In both Peninsular and
East Malaysia, premiums of
30 to 40 per cent or higher
were achieved through 2006
for FSC.
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Is there a business case for forest certification?

Under current market conditions of high raw material prices and competition from
lower-wage manufacturing economies, certification can make good business sense.
Under these circumstances, the winners are likely to be those companies that acquire
sufficient forest resources to secure their raw material supply, invest in downstream,
value-added processing, and sell certified products to international markets that pay
the highest prices. The financial services sector can potentially play an important role
in facilitating that transition.

The business case for FSC and MTCC will depend on: the market supplied (which
will determine premiums for certified products but also market access for uncertified
products); the cost implications (dependent on the conditions covered earlier) and
tenure (if implementation costs can be recovered during the course of a longer or
extended concession license, it will be easier for companies to bear the costs of
certification). However, the business case alone will not determine a Board’s decision;
also crucial are the companies’ current and forecast financial positions and their
ability to absorb a short-term reduction in profits. 

Across the country as a whole, uptake of forest certification in Malaysia by the private
sector has been very slow, with just one MTCC certificate and two FSC certificates 

FSC-certified logs sold at auction by Deramakot Forest Reserve fetched high prices in 2006.
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issued to companies (see Section 1). The slow uptake is due to a number of
commercial, political and cultural factors, as well as the fact that in many instances
companies do not yet see a compelling business case for forest certification. The study
identified several reasons for this, listed below.

1. There is a lack of information on market demand and price premiums available for
certified products.

2. Under current certification requirements, forest management companies holding
plantation licenses with significant existing natural forest cover would be required
to forgo their right to convert the existing natural forest cover, significantly
reducing the volumes of timber that could be extracted. Only one license holder
in Sabah is known to be pursuing this option.

3. Current price premiums alone may not offset the costs of certification and
associated reductions in timber harvest in some FMUs. Typical implementation
costs may be too high for companies making smaller profits, and internal rates of
return may be reduced to levels unacceptable to investors.

4. The predominant trade pattern for Sabah and Sarawak is that primary and
secondary products (logs, sawn timber and plywood) are exported to regional
markets (primarily China, India and Japan) where there is little or no demand for
certified products.

The business case for forest certification

Certification assessors use GPS and satellite images to locate cutting block boundaries.
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5. There is a widespread shortage of skills and experience in responsible forest
management and certification during this research. This was a key issue affecting
performance in several FMUs visited during the course of this research.

The incentives which most companies interviewed look for in certification are an
agreed certification standard (no ‘moving goal posts’), strong and stable demand for
certified products, and guaranteed price premiums.

The study found that several companies are in the process of developing their
own financial analyses to explore or make the business case for certification to
their Boards. Further research on these analytical approaches and methodologies
would be of use to companies as well as to banks and investors who need to
recognise the conditions under which certification can be viable in order to make
strategic investments. 

Unfortunately there is a lack of information on the impact of current logging
practices on the long-term value of Malaysia’s forest assets. The industry is therefore
largely ignorant of what future harvest yields are possible. This
prevents a true assessment of the business case for responsible
forestry and certification. 

Within the Malaysian timber industry there are in many places
significant concerns about the FSC. In particular there are
widespread perceptions that FSC requirements are inappropriate
and not viable for Malaysian forests and companies, and that there
is little demand for FSC-certified products. For some parties these
concerns hinder any meaningful discussion of the business case for certification, and
during the study it was clear that this inherent resistance to the FSC could be a crucial
challenge if uptake is to increase in the region in the short to medium term. As one
government source commented during the study: ‘The debate over FSC and MTCC
has been going on for years now. In the meantime we are losing our forests.’

There is a lack of
information on the impact
of current logging practices
on the long-term value of
Malaysia’s forest assets.
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Plywood sheets being graded for export to the USA.
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Scope

To assess whether any supporting funds or facilities could be available for forestry
companies pursuing certification the study analysed a wide range of financial
products and services available to the global forestry industry. These included sources
such as development bank assistance, trade partnership programmes between
government agencies, standard credit facilities provided on commercial banking
terms, private and institutional equity, philanthropic grants and scientific research
funds, emerging financing mechanisms arising through ‘payments for environmental
services’ (such as carbon sequestration) and more conceptual initiatives such as
securitisation. Several examples of tailored financial assistance packages designed to
support responsible forest management and certification were identified. As these
merit further study they are outlined below.

Equity investment

At the time of writing two international investment management companies, the
Global Emerging Markets Forestry Fund (GEMFF) and New Forests, are actively
seeking investment opportunities in Malaysia. Working examples or case studies are
lacking within the region, but both organisations state a willingness to consider
flexible and creative financing arrangements designed to secure stable and high
returns for their clients through exposure to sustainably managed plantations and
natural forests. The basic investment criteria for each company are given in the
box below.

Global Emerging Markets Forestry Fund

Plantations (or natural forest concessions establishing plantations) or natural
forest management operations capable of being or already certified to FSC

Interested in equity ownership in companies and helping them develop
through acquisition or majority shareholding in underperforming or promising
companies or assets

Assets considered would include concessions and manufacturing facilities

Investment size would ideally be USD20-100 million, or smaller investments
that include an opportunity to expand

Financing forest certification 

4. Financing forest certification
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New Forests

Representing institutional investors seeking to take a majority or significant
stake in a sustainable managed forestry or plantation asset (e.g. long-term
lease on land) or similar arrangements to GEMFF

Manufacturing facilities not required and ideal investments would include or be
contiguous to areas that can be managed for conservation value

Investments would need to meet or be working towards FSC

Ideal initial investment size would be USD5-20 million

Banking facilities

Facilities currently provided by Malaysian commercial banks do not actively target or
support companies pursuing responsible forestry practices. It appears that loans are
generally granted without explicit and formal processes for assessing the
environmental sustainability of borrowers’ operations. It is clear that banks expect
borrowers to comply with environmental requirements and meet any applicable forest
management criteria set down in law. However, they take compliance for granted on
the assumption that there is effective monitoring and reporting of any non-compliance
by the regulatory authorities. Credit teams and relationship managers do not therefore
generally assess commercial and reputational risks and opportunities associated with

responsible or certified forestry, nor do they factor such
assessments into the pricing or availability of financing facilities.
Banks neither adequately understand the risks associated with
forestry, nor do they offer any incentive to their clients to achieve
forest certification. 

Nevertheless, four prominent banks, either in discussion or in their
public policies, have shown willingness to consider providing
finance using more sophisticated or ‘holistic’ assessments of
borrowers’ credit ratings, which take into account the

environmental sustainability of forestry practices. Offering tailored financial products
structured or priced in a way that supports responsible forestry practices and
certification whilst ensuring a commercially viable involvement in the industry
represents a sensible risk management strategy for such banks. Those offering such
products could lend safely without the risk to their reputations they have faced in the
past, and could be instrumental in stimulating the wider uptake of forest certification
in Malaysia.

Forest Trends’ Business Development Facility

Promotional material from the Business Development Facility in 2006 stated that
Forest Trends is already helping forestry operations to find payments for

Facilities currently provided
by Malaysian commercial
banks do not actively target
or support companies
pursuing responsible
forestry practices.
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31
Business Development Facility. Bringing the value of ecosystem services to forest enterprises’ bottom line,

International Tropical Investment Forum (April 2006)
32

‘RHB Bank signs MOU on carbon credit trading’, The Star (28 July, 2006). This article reported on the ‘first
financing solution for companies to participate in carbon credit trading’ organised between RHB, Japan Carbon
Finance Ltd (JCF) and Japan Bank for International Co-operation (JBIC).

A nursery, run by a Sabah forestry company, which supplies the planting stock for its plantation license areas.
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environmental services and is seeking seven to 10 additional projects in southern and
central Africa and Asia31. 

Carbon sequestration partnerships

Three recent examples of funding arrangements were identified during discussions on
the market for carbon credits. Amongst these is the Innoprise FACE Project
(INFAPRO) forest rehabilitation project, covering an area of
30,000 hectares of degraded forest, which was initiated in 1992 by
the Innoprise Corporation and Forests Absorbing Carbon
Emissions (FACE) Foundation of the Netherlands. INFAPRO is
largely funded through the sale of carbon credits (through FACE
Foundation) to European companies and organisations that wish to
offset their carbon emissions. Banks are also moving into the
carbon market, and are likely to have a future interest in forest
carbon sequestration initiatives32. 

Banks are also moving into
the carbon market, and are
likely to have a future
interest in forest carbon
sequestration initiatives.
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Bornean pygmy elephant (Elephas maximus borneensis), mother with calf, Danum Valley Conservation Area. Bornean pygmy
elephants are found only in the northeastern tip of Borneo in the Malaysian state of Sabah, and half of Sabah’s elephant population
lives mainly or entirely within commercial forest reserves.
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In order to stimulate the growth of forest certification in Malaysia, action is
recommended in five key areas outlined below.

1. Improved market information flows

There is a need for more and better communication between timber buyers and
producers on the availability of certified timber and the potential markets and price
premiums that certification brings. This information is currently not effectively being
communicated up and down the supply chain. Better communication is also needed
within companies, such as between management, marketing and forest management
staff, on the costs and benefits of certification.

2. Market research on certification feasibility

More research is required to gain a better understanding of the costs of certification
and to improve the economic and market conditions for those pursuing it. This report
lists a series of criteria for use in the assessment of the technical and market feasibility
of certification and further research is needed to identify Malaysian companies that
fulfill these criteria. Once a shortlist of companies has been identified, conducting a
financial analysis of forest certification with selected companies would be a useful
exercise. And where certification may not be financially viable for a company, the
identification of sources of non-timber income from forests, for example, payments
for environmental services – such as carbon sequestration – and ecotourism (see 5
below) could be critical.

3. Forest industry investment guidelines

Given the high exposure of banks to the forest industry in Malaysia and the fact that
many timber companies expressed a desire to borrow more from banks and that some
banks would like to lend more to this sector (within certain environmental and social
criteria) there is a clear need to develop guidance for the financial services sector in
two areas

1. Policy development – to identify the commercial and reputational risks in lending
to the different sub-sectors within the forestry industry and how these might be
incorporated into public CSR policies and lending guidelines

2. Practical implementation tools and control mechanisms – to enhance existing
credit risk management frameworks and ensure consistency in approach.

In order to ensure guidance of this nature is of real value to the intended users and can
be applied to banks’ daily operations, it would need to be developed in collaboration
with the banking industry. 

Engagement with the financial services sector on investment guidelines should also
consider equity and other forms of financing, given the range of debt-to-asset ratios.

Recommendations 

5. Recommendations
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Banks and other financial institutions that identify suitably qualified partners, such as
the GFTN, to help them to develop such guidance and in the process improve both
understanding and management of the risks involved stand to prosper at the expense
of those that do not. Such partnerships would help banks to increase their exposure to
the sector without necessarily increasing risk (through lending only to
environmentally responsible, well-managed borrowers), and ensure that they are not
lending to clients or activities that contravene their own CSR policies. 

4. Joint bank/forest industry working group

Experts from the timber and banking industries could usefully collaborate in a
working group on responsible forestry in order to work towards mainstreaming more
effective risk management and progressive lending approaches amongst Malaysian
banks. This would help banks to

1. Expand their customer base without increasing risk (i.e. lending only to
quality borrowers)

2. Ensure compliance with internal or international standards

3. Conduct business on a more efficient and informed basis

4. Create a level playing field and send clear market signals.

Such a working group could help to align the financial community’s practices with
Malaysia’s international timber market strategies, forest governance objectives and
national environmental protection goals. 

There could be a role here for Malaysia’s central bank, Bank Negara Malaysia (BNM),
the Association of Banks in Malaysia (ABM) and the Employees Provident Fund
(EPF) in driving a CSR agenda. BNM includes a Banking Regulations department that
has issued directives to Malaysian banks on issues relating to CSR (such as lending to
social housing, ‘fair charging’ for retail banking services, and responsible credit
provision). The ABM convenes topical working groups but does not yet have a CSR
working group like the one run by the British Bankers’ Association (BBA). And the
EPF is reported to have communicated recently with a range of large Malaysian
companies, including the Malaysian banking industry, to encourage them to develop
formal CSR programmes in line with the new requirements for all Government-
Linked Companies (GLCs) to develop CSR strategies by the second quarter of 2007.

5. Progressive finance facilities

In order to make certification more commercially attractive, work is needed to

1. Develop more innovative or sophisticated financing facilities tailored to
‘progressive’ borrowers in the timber sector – to encourage certification and
enhanced risk management in lending

2. Identify non-timber sources of income in the medium to long term (e.g. payment
for environmental services – such as carbon sequestration – and ecotourism).

Careful thought needs to be given to innovative financing facilities which capture the
risks and opportunities of improved forest management practices and support those
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companies pursuing certification. Such facilities would allow both lenders and
borrowers to gain from improvements in forest management practices. Banks will
need to develop tools collaboratively with suitable external partners such as the
GFTN, which can help relationship managers identify borrowers and FMUs for which
certification may be commercially viable. If borrowers agree to meet specific ‘in-
progress’ certification criteria this could reduce lending risk through the business
benefits that arise from certification. These business benefits are summarised below.

Given the high demand for certified timber, producers with FSC or MTCC
certificates or classed as ‘in progress’ have access to an international customer
base and future markets which are increasingly raising their expectations of
timber suppliers.

Higher future timber revenues are possible once certified or promoted as ‘in
progress’. As this study has identified, some Malaysian producers and processors
are achieving significantly higher prices for their certified timber products.

Well-managed forestry companies pursuing or holding certification may enjoy
more secure tenure and the potential to have licenses renewed for further cutting
cycles, thus providing more stable returns and reduced risk of customer defaults.
Logging licenses may be revoked for poor forestry practices or non-compliance
with State regulations.

Improved practices within FMUs will result in fewer regulatory fines and
associated costs, reduced likelihood of interruptions to business through
community conflicts or health-and-safety incidents, and a reduced risk of skills
shortages due to the investment in staff training. 

Offering tailored financial products structured or priced in a way that supports
responsible forestry practices and certification whilst ensuring a commercially viable
involvement in the industry represents a sensible risk management strategy for banks
with exposure to the forest industry in Malaysia. 

For clients with the potential to achieve certification, there may be a valid argument
for reflecting these lower lending risks in a discounted interest rate. Alternatively,
banks could consider providing facilities with ‘repayment holidays’ during the
certification period, or lending over a longer loan period which reflects the potentially
higher and more stable returns a certified producer could achieve. In addition, several
manufacturers explained difficulties in obtaining finance and guarantees to allow
them to make shipments of FSC timber from international producers. By discussing
these and other needs in detail with clients, there may be further potential for banks to
support the trade in certified timber products.

Under such scenarios, banks would be tailoring their product features and risk
modelling to reflect the specific needs and characteristics of forestry borrowers
engaging in recognised certification schemes. In such instances banks could draw on
the expertise of external agencies such as the GFTN to provide assurance over the
borrowers’ adherence to environmental conditions or covenants. Banks offering such
products could lend safely without the risk to their reputations they have faced in the
past, and could be instrumental in stimulating the wider uptake of forest certification
in Malaysia.

Recommendations 
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Malaysian timber export statistics

Logs

Against a backdrop of declining log production, in 2005 log export volumes actually
increased by 12.5 per cent on 2004 levels, constituting 11.5 per cent of total export
value. Most of the logs came from Sarawak and were exported mainly to China, India,
Japan, Taiwan and Vietnam where they were processed for the domestic and export
markets, including more ‘sensitive’ international markets. Sabah exported a smaller
volume to these countries as well as to regional neighbours (Indonesia, Philippines,
Thailand and Sarawak). Peninsular Malaysia exported a small volume to China33. 

Since 2000, log prices have risen, with particularly large (approximately 10.5 per cent
per annum) increases in prices over the last three years, reflecting strong demand for
raw materials from China and a very tight supply environment for logs. Increasing
prices for Malaysian logs are also due to declining Indonesian log exports and the
export ban introduced in 2001. The upward trend in log prices is likely to continue for
the foreseeable future34. The log market outlook for 200635 was that 

Chart 1
Log export destinations, 2005, in cubic metres (thousands)

Source: Forestry Department, Peninsular Malaysia; Forestry Department, Sabah; Forestry Department,
Sarawak; Sarawak Timber Industry Development Corporation (STIDC)
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Peninsular Malaysia banned the export of ‘logs’ in the late 1980s. This export to China is most probably oil-palm

trunks. 
34

Price information in this section is summarised from Independent Technical Report prepared for incorporation in the
Samling Global Ltd IPO prospectus, Poyry Forest Industry, February 2007.
35

Market outlook data is summarised from the Report on Malaysia Plantation Industries and Commodities (2001-
2005), Ministry of Plantation Industries and Commodities (MPIC) (2005).
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there would be no significant upturn in export of logs with domestic sawmills
absorbing any increases in production. It was also expected that markets in Japan and
China would be offered a cheaper supply of softwood logs from Russia, Europe and
North America, and that plantation species such as pine from Chile and New Zealand
would increasingly dominate the international market. 

Sawn timber

In 2005 export volumes of sawn timber increased by 16.5 per cent on 2004 levels,
constituting 16 per cent of total export value, with Peninsular Malaysia the largest
producer. Exports from all three regions were destined for countries within the region
for domestic market consumption or for manufacture and re-export to more ‘sensitive’
international markets.

The construction and furniture industries are major drivers of demand for tropical
hardwood sawn timber and with the growth of economies such as those of China and
India, demand is expected to increase, raising sawn timber prices in line with log
prices. The market outlook for 2006 was that European Union (EU) public policy for
using approved certified timber in public construction and housing would continue to
drive timber exporters to pursue certification in order to gain or retain market share in
Europe. Despite competition from softwood species, certified sawn timber from
Malaysia was expected to maintain its market share, especially for high-end markets,
due to its quality and reliability with buyers.

Chart 2
Sawn timber export destinations, 2005, in cubic metres (thousands)

Source: Forestry Department, Peninsular Malaysia; Forestry Department, Sabah; Forestry Department,
Sarawak; STIDC
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Plywood

In 2005 volumes of plywood exports were up 6.3 per cent on 2004, contributing 26
per cent of total export value. Forty-four per cent of exports were to Japan, mostly
from Sarawak. Sarawak is the main producer, followed by Sabah. Peninsular Malaysia
exports plywood in significant quantities only to the UK. 

Plywood consumption is mainly driven by the construction and furniture industries
and as a consequence of economic growth in the region, increased log prices and the
increase in Indonesian plywood prices there has been a clear upward trend (16 per cent
per annum) in plywood prices since 2003. This is expected to continue for the
foreseeable future. Prices are likely to increase most for film-faced, floor-based,
marine and container flooring grade plywood for which there is a lower substitution
threat from softwood and temperate hardwood plywood and other wood panels like
medium-density fibreboard (MDF) and particleboard. In 2006 plywood exports were
expected to increase to the USA and most Asian countries but remain stable in Japan
and Europe36. 

Chart 3
Plywood export destinations, 2005, in cubic metres (thousands)

Source: Forestry Department, Peninsular Malaysia; Forestry Department, Sabah; Forestry Department,
Sarawak; STIDC
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Fibreboard

In 2005 exports of fibreboard were down by 6.3 per cent in volume from 2004,
comprising 5.1 per cent of total export earnings. China was the largest buyer,
consuming 22 per cent of all exports. Most fibreboard exports are from Peninsular
Malaysia; however Sarawak exports a significant amount to Japan and Peninsular
Malaysia. Fibreboard is a low-value product exported to regional markets, and end
users are generally not in markets which demand certified timber.

Chart 4
Fibreboard export destinations, 2005, in cubic metres (thousands)

Source: Forestry Department, Peninsular Malaysia; Forestry Department, Sabah; Forestry Department,
Sarawak; STIDC
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Veneer

Veneer export volumes for 2005 showed a 4.7 per cent increase on 2004 and
contributed two per cent to overall export earnings. Seventy-five per cent of veneer
came from Sarawak, which also exported a significant amount to Sabah. The largest
buyers were South Korea, Taiwan and the Philippines. Importing countries use the
veneer in local manufacturing processes, such as for plywood, and supply both
domestic and export markets, including some more ‘sensitive’ markets.

Veneer is primarily used in the manufacture of plywood and therefore price trends
follow those of plywood. The veneer market outlook for 2006 was that exports would
remain low in volume but improve in terms of value. Higher demand was expected
from Taiwan, Korea and Vietnam. Import demand from China was expected to
continue, as domestic supply remains inadequate to meet requirements.

Chart 5
Veneer export destinations, 2005, in cubic metres (thousands)

Source: Forestry Department, Peninsular Malaysia; Forestry Department, Sabah; Forestry Department,
Sarawak; STIDC
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Wooden furniture

In 2005 wooden furniture (mainly indoor) was the most significant wood-based
product export earner for the country, accounting for 27 per cent of all export value.
Ninety-eight per cent of 2005 export value was earned through exports from
Peninsular Malaysia, with a mere two per cent split evenly between Sabah and
Sarawak. 

As the chart shows, the market for furniture products is more international than any
other of the Malaysian product sub-sectors. More than 80 per cent of Malaysia’s
furniture production uses plantation-grown rubberwood (Hevea brasiliensis) and
major markets are the USA, Japan, Australia and the UK. In 2006 and beyond, growth
was expected to be high for medium- and high-end markets, and under the Third
Industrial Master Plan period of 2006-2020, lesser-promoted species such as sentang
(Azadirachta excelsa) will be promoted to diversify raw material supply. 

Chart 6 
Wooden furniture export destinations, 2005, by value

Source: Forestry Department, Peninsular Malaysia; Forestry Department, Sabah; Forestry Department,
Sarawak; STIDC
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Table and kitchenware

The volume of table and kitchenware exports dropped 15 per cent in 2005, and there
is no data available on their contribution to overall export value. Ninety-two per cent
of exports were from Peninsular Malaysia, with 55 per cent of products destined for
the USA and the rest split evenly between other consumer countries. Sarawak
exported 60,000 cubic metres to Singapore in 2005. Table and kitchenware is a tertiary
processed product made for export to international markets.

Chart 7 
Table and kitchenware export destinations, 2005, in cubic metres (thousands)

Source: Forestry Department, Peninsular Malaysia; Forestry Department, Sabah; Forestry Department,
Sarawak; STIDC

0 100 200 300 400 500 600 700

USA

Singapore

Indonesia

United Kingdom

Australia

China

Vietnam

Iran

Kenya

Netherlands

Peninsular

Sabah

Sarawak



47Appendix 1

Mouldings

In 2005 mouldings export volumes decreased 3.7 per cent on 2004 levels, contributing
only 3.2 per cent to total export value. Sixty-two per cent of exports were from
Peninsular Malaysia, with Japan, the USA, Australia and the Netherlands the largest
consumers. The market for certified mouldings is a growing one. 

Chart 8 
Mouldings export destinations, 2005, in cubic metres (thousands)

Source: Forestry Department, Peninsular Malaysia; Forestry Department, Sabah; Forestry Department,
Sarawak; STIDC
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Malaysian banking groups

This appendix lists all banks present in Malaysia at time of writing.

Malaysian national banks, 
listed by total assets (MYR billions)

Source: Financial statements as at June 2006

International banks

Source: Star Publications (Malaysia). See http://allmalaysia.info/msiacommerce/banking/commercial.asp

Maybank 224

CIMB Group 154

Public Bank 135

RHB 96

AMMB Holdings 72

Hong Leong Bank 61

EON Capital 38

Affin Holdings 35

Bank Islam 18

ABN Amro Bank 

Bangkok Bank

Bank of America 

Bank of China 

Bank of Tokyo-Mitsubishi 

Citibank

Deutsche Bank 

HSBC 

JP Morgan Chase Bank 

Bank of Nova Scotia 

OCBC Bank 

Standard Chartered Bank 

United Overseas Bank 
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The Global Forest & Trade Network (GFTN)

The Global Forest & Trade Network (GFTN) is WWF’s initiative to eliminate illegal
logging and improve the management of valuable and threatened forests. By
facilitating links between companies committed to achieving and supporting
responsible forestry, the GFTN creates market conditions that help conserve the
world’s forests, while providing economic and social benefits for the businesses and
people that depend on them. The GFTN views independent, multi-stakeholder-based,
credible forest certification as a vital tool in this process.

The GFTN currently works with more than 300 buying, supplying and producing
companies in Europe, North America, Africa, Latin America and Asia, including
Malaysia. GFTN participants are responsible for over 12 per cent of global trade in
wood and paper products (Round Wood Equivalent) and manage over 25 million
hectares of forest, of which approximately 50 per cent is credibly certified, and the rest
‘in progress’ to certification.

GFTN services include

Information on and assessment of the reputational risks – both environmental and
social – associated with sourcing forest products and lending to and investing in
the forest industry

Preparation of public policies and internal guidelines on responsible forest
management, forest products sourcing, and forest sector lending/investment

Technical assistance on implementation of these policies and internal guidelines,
including on-site technical support to achieve forest management and chain-of-
custody certification for forestry operations and manufacturers or traders

High-profile communications work at national, regional and global levels to
enhance the recognition of participants as industry leaders

Facilitation of new business or ‘market links’ between network participants

Securing finance for manufacturers and forestry operations to expand and
develop upstream and downstream activities (e.g. acquiring more forest land or
new mill machinery) to offset certification costs, including any reductions in Annual
Allowable Cut (AAC).

For more information visit www.gftn.org or www.forestandtradeasia.org.



Malaysia Forest & Trade Network (MFTN)

WWF-Malaysia
49, Jalan SS23/15
Taman Sea
47400 Petaling Jaya
Selangor D. E.
Malaysia

Tel: +(603) 7803 3772
Fax: +(603) 7803 5157

Malaysia Forest & Trade Network (MFTN)
The Malaysia Forest & Trade Network (MFTN) is a partnership between WWF-Malaysia and Malaysian
companies committed to demonstrating leadership and best practice in responsible forest management and
trade. The MFTN is an affiliate of the Global Forest & Trade Network (GFTN).

Global Forest & Trade Network (GFTN)
The Global Forest & Trade Network (GFTN) is WWF’s initiative to eliminate illegal logging and improve the
management of valuable and threatened forests. By facilitating links between companies committed to achieving
and supporting responsible forestry, the GFTN creates market conditions that help conserve the world’s forests,
while providing economic and social benefits for the businesses and people that depend on them. The GFTN
views independent, multi-stakeholder-based, credible forest certification as a vital tool in this process.
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www.forestandtradeasia.org/malaysia


