Deforestation

Potential Impact of the EU Regulation
on Deforestation-Free Products
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The EU no longer wants to Are you prepared
contribute to deforestation S for the potential

in the world jriveriad impact of the new
EU requlation on

Cosmetics

Deforestation and forest degradation are important drivers

of climate change and biodiversity loss. Between 1990 and ;::;a:?lmq d efO reStat | O n _free
2020, an estimated 420 million hectares of forest were :

lost to deforestation. In addition, an estimated 23% of all ) T - v p rOd U CtS O n yOU r
greenhouse gas emissions can be linked to deforestation e, e h Paim oil, nuts — .

or agricultural production. *’ B __ondhemels bUSlneSS?

Rubber and

In May 2023, the EU Parliament and the Council agreed ; rubber

on a new regulation on deforestation-free supply chains. N\ _ﬁ;ﬂ The new regulation sets strict mandatory
Under this new regulation, importers will have to prove ‘- - ' - )\ 1)) due diligence requirements for companies
that the production of their imported goods has not led to _— LN ' wishing to continue to sell these goods
deforestation or forest degradation. The products covered on the EU market. Companies must collect
by this Regulation are listed on the right. These products accurate geographical information on the
are particularly associated with deforestation or forest areas under cultivation and prove that
degradation and have therefore been selected. the products have been planted/produced
both deforestation-free and legally (i.e.
Soybeans, in accordance with all relevant applicable
: :f‘:“b;‘::m laws of the country of production).
Retroactive conseguences 'y
Although the new rules just have been approved, they . ;Xf) Y
may have retroactive consequences. Goods imported after r 7 e :ea:!; W
the entry into force of this regulation (expected in 2025) N mass and butter an
will not be allowed to be imported into the EU if they have ol
been produced on land deforested between 31 December "f#
i 4

2020 and the date of their importation. This means that
documentation from satellite monitoring is already required
to secure future imports.

Coffee beans,
shells
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Impact assessment

Careful scrutiny

Penalties

The new Deforestation Regulation focuses on certain
goods that are commonly associated with deforestation. In
addition, it only applies to deforestation of natural forests,
which means that the requlation does not apply to areas
designated as “other forested areas”, such as savannahs,
wetlands or grasslands. Other commodities and other land
(e.qg. peatlands) could be included in the regulation at a
later stage.

As a first step, companies are advised to simulate the
potential impact of the new deforestation regulations on

historical supply chains based on commodity codes and
countries of origin.
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Ques

» Are you importing any of the goods covered by the new
regulation into the EU (Annex | of the regulations)?

» Do you source seme of the goods covered by the scope
from countries with a risk of deforestation?

» What are the due diligence requirements for your
company?
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Due diligence requires operators to record the geographical
coordinates or geolocation of all parcels on which the
commodities and products concerned have been produced.
For these parcels, satellite monitoring must be carried

out to verify that no deforestation has occurred after

31 December 2020. Finally, the importer must be able to
prove that the goods declared for import originate from

the satellite-monitored parcels, which is known as

“geotagging”.

While geotagging is already part of normal business
operations according to the EU, the EU Commission
assumes in its impact assessment that the additional costs
for companies' due diligence could amount to a total of
between 158 million and 2.4 billion euros per year.
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» Do you have a complete view of the supply chain?

» Do you have precise geographical information about the
areas from which raw materials are sourced or are you
able to record them?

» What other laws are in force in the country of sourcing/
manufacture?

The penalties for non-compliance with the new
deforestation reqgulation are significant. The EU Member
States have a margin of discretion when it comes to their
amount. The penalties should be proportionate to the
environmental damage found and may include:

» at least 4% of an undertaking's annual turnover across
the Union

» Seizure of the goods concerned
» Confiscation of related revenue
» Exclusion from public procurement _;
» Exclusion from public fundiné_ ;

» Exclusion from the use of reduced due diligence
regulations
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» How might different business scenarios or changes to
products or sourcing locations affect compliance with
deforestation regulations?

» How do you comply with the reporting obligations?

» Are changes in your supply chain required as a result
of the new deforestation regulation?
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Why EY? can EY teams help you?

EY teams have the knowledge, experience, and netwopks nitoring the changing regulatory landscape.
to support you and understand how your products b

taxed or regulated today and in the future, and hg
may impact your business model. We use ourfe

updated, market-leading database for ta

) 3 | » Seamlessly and eff|C|en ntegratlng deforestatlon r|sk
nderstanding deforestation and related regulations. management into eX|st|ng compliance management
systems (CMS).
" » Modeling and assessing the impact of requlations based : e s
on historical data submitted to customs authorities in » Identifying mandatory legal requirements to be observed

related to sustainability.

: selected EU countries. in production countries according to the regulatlon (e.g.
EY teams have already helped'col anie d governments in areas such as land use rights, enwronmerﬁtal and
with a wide range of tax polic enges in the areas of » Supporting business cases. . blodlver3|ty protection, labor and human r|ghts rights
sustainability. This include of current global of |nd|genous peopies tax antl corruptlon trade, and
developments, rethinking'& dels, managing » Assessing and analyzing risks, taking into account s customs regulatlons)-

Well as‘pr’owdmg supportin
d helping corporate/ relevant business factors. : "~ interpreting the rejevaat re ul.attbns.. ¢ LR

recycling and reuse oppal e
d and respond to

government affairs teams .
upcoming legislation. » Supporting long-term cost management of the supply

chain.

» Assisting in identifying potential incentives and raising , : :
funds. : : . e RN ey

» Ensuring compliance with new rules and requlations and
timely IT implementation. .

» Assisting with regulatory audits, controversies, and
providing ongoing advice. :

> Supporting the implementation of appropriate risk
management in accordance with the regulation's
requirements for deforestation risks.

4 | Potential Impact of the EU Regulation on Deforestation-Free Products



.--f r i e

ROR( 2™
- r 2 - # 3
d, helping to create

ol ; : . - soc ety and bu”rzjtcus,t o
! 21 =3 &
:A il ' g = '.11(";"_ f i _:
ey ot

W | Sebas
' \ Partne
 EYLlaw
+49 621 4z
sebastian.wurzberger@de

A

-

- 4.- r :

ctness,
tspriifungs-

onsibility.


mailto:richard.j.albert@de.ey.com
mailto:sebastian.wurzberger@de.ey.com

