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Introduction

Last summer’s devastating Amazon fires and the more recent Australian

fires are a stark reminder of the immediate threats facing the world’s

forests.

In 2018, the tropics lost 12 million
hectares of tree cover, of which 3.6 million
primary
disappeared, an area the size of Belgium.*

hectares of rainforest

These forests are crucial for the global

climate and biodiversity. Current
voluntary commitments from business,
including banks, to tackle deforestation
have failed to deliver the change in
behaviour needed to halt this disastrous

environmental destruction.

The EU is a key player in global
deforestation as highlighted by European
Commission research?, which showed
that the EU imported and consumed 10%
of the global production of crops and
livestock products associated with
deforestation over the period 1990-2008.

The European Commission (EC)’s
Communication “Stepping up EU Action to
Protect and Restore the World’s Forests”,
published on 23 July 2019 is a welcome
step in the fight against global
deforestation. It sets out options for
reducing the impact of the EU on global

deforestation.?

A broad agreement has since emerged
across the EU institutions that action,
including regulatory measures, are now
required to ensure that the EU’s supply
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chains do not contribute to deforestation.
This could potentially include mandatory
due diligence with companies required to
check  their  supply
deforestation risks.*

chains  for

There is growing awareness of the role of
finance in fuelling deforestation. Analysis
of the data from a recent Global Witness
investigation into the financing of six
agribusiness companies linked to forest
destruction in the climate critical forests
of the Amazon, Congo Basin and Papua
New Guinea, found that EU-based
financial institutions were one of the
main sources of funds and had backed
these companies to the tune of €7
billion between 2013 and 2019.°

The EC communication acknowledges the
role of the financial sector in forest
destruction. Action is now needed to take
forward regulatory measures and ensure
that any legislation on EU supply chains
does not exclude finance.

The case for EU legislation on

mandatory due diligence

After a decade of commitments® to
achieve ‘zero net deforestation by 2020’ in
key forest-risk commodities, companies
and financial institutions are still far from
realising this goal, with some signatories
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now admitting they will miss the 2020
target.’

Meanwhile, the world’s largest financial
institutions continue to sink vast sums
into companies either levelling forests
themselves or via other companies, often
in blatant violation of their own
deforestation  policies and public
commitments.?

It is against this backdrop that
organisations and the corporate sector
are calling for legislation requiring
companies to undertake checks on their
supply chains and financing to identify,
prevent, mitigate and report on risks of
deforestation, environmental harm and
related human rights abuses.’

Due diligence is an established business
practice  routinely undertaken for
commercial and legal risks. The OECD has
already developed internationally agreed
guidance on how these checks should be
done for environmental harms and
human rights abuses.*

Mandatory due diligence, which legally
requires companies to undertake checks,
is a feature of legislation across a range of
sectors, including conflict minerals,
timber and investments. As set out in a
recent Global Witness briefing published
jointly with Client Earth!, there are
lessons to learn from its use in these other
sectors, including the importance of a
rigorous enforcement regime.

The introduction of new rules requiring
duediligence would level the playing field
to ensure that businesses who disregard
the impact of their operations on the
environment and human rights, do not

GLOBAL WITNESS

undercut others already assessing and
mitigating these risks.

Given its forward-looking function in
identifying potential risks and adverse
impacts, mandatory due diligence could
help ensure that no company or financial
institution pursues profits linked to
deforestation'? but instead chooses to
invest in sustainable activities and supply
chains that will endure and thrive as the
economy shifts to adapt to new realities
in a climate crisis age.

The EU’s €7 billion backing to

companies linked to deforestation

In September 2019, Global Witness published
a new investigation, Money to Burn®, which
examined the financing of six global
agribusinesses groups™ most implicated in
deforestation in the world’s three largest
tropical rainforests in the Amazon, Congo
Basin and Papua New Guinea to produce
palm oil, beef and rubber.

© Analysis of the data used in the
investigation reveals that EU-based
financial institutions were the biggest
provider of international finance, after
Brazil, for companies directly or indirectly
involved in deforestation. They provided a
staggering €7 billion between 2013 and
and 2019" (as shown in Table 2). This
included financing from EU registered
banks like Santander and Deutsche Bank.

© This highlights the crucial role played by
EU based financiers and the need for the EU
to ensure any legislation tackling the EU’s
global deforestation footprint does not let
finance off the hook.
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Table 1 - Breakdown by EU Member State of financial support between January 2013 and March 2019 from financial institutions based in those Member States

to the sixagribusinesses named in Money to Burnimplicated in deforestation. Amounts are given in € EUR.

Country Amount (€, millions)
Spain = 1,942.59

France 11 1,926.43

Netherlands ] 1,760.95

Germany ol 1,205.18

Italy il 356.61

Cyprus £ i%

Sweden [ .20.45

Denmark - I4.25

Belgium 11 0.38

Source: Profundo «
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Table 2 - Breakdown by financial jurisdiction of financial support between January 2013 and March 2019 to the six agribusinesses groups named in Money to

Burnimplicated in deforestation. Amounts are given in € EUR.

Countries Amount (€, millions)
Brazil 7,856.08
EU 7,381.44
UK == 5,890.01
us — 5,188.25
Singapore 4,560.14
Australia -} 2,986.14
Japan ° 2,620.45
Others* 2,269.69
Switzerland 1,310.07
——

““Others’ are: Bermuda, South Korea, India, China, United Arab Emirates, Malaysia, Canada, Africa, Dubai, Egypt, Gabon, Norway, Liechtenstein, South Africa,
Mexico, Taiwan, Chile, Andorra, Global

Source: Profundo »
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Why finance shouldn’t be
excluded from due diligence
obligations

Over the last decade, the digital

disruption and influence of technology
has made it much easier for policy-
makers, researchers, media, NGOs and
analysts to track financing linked to
deforestation and identify the role that EU
finance plays as an integral part of the
agribusiness supply chain.®

Concurrently, a growing number of
international and national institutions
have clarified that finance should not be
exempt from corporate responsibility

commitments and standards.

Finance is included under the United
Nations Guiding Principles on Business
and Human Rights and the OECD
Guidelines on Responsible Business
Conduct. The Dutch Banking Sector
Agreement has also articulated the due
diligence responsibilities of banks in
relation to forest-risk commodities such
as palm oil and land-related human rights
abuses.’® Voluntary initiatives in forest-
risk commodities including the Soft
Commodities Compact and Roundtable
on Sustainable Palm Oil also include
institutions their

financial among

membership.*®

The growing shift to ensure that all
relevant corporate entities are covered
under a due diligence approach is
reflected in France’s 2017 Duty of
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Vigilance law, which applies to all large
French companies, including banks.?

The distinction between ‘finance’ and
other types of company is not always
clear. For example, agribusiness firms can
provide credit services or third-party
financial services to farmers and an
investment firm may fully own and

operate an agribusiness enterprise.?

If due diligence legislation excludes
finance it could feasibly result in one arm
of a company being prevented from
undertaking harmful practices that drive
deforestation while a separate arm of the
company is able to finance, and profit

from, these same activities.

Therefore, any new EU regulation on
deforestation risk must include financial
institutions within its scope to avoid the
risk of setting double standards for

different sectors and sending the
message that deforestation risk s
acceptable for certain sectors e.g.

finance, but not for others e.g. supply
chains linked to agriculture.

Given the role of both investment and
consumption in driving deforestation, it is
essential that EU action covers both in
order to effectively mitigate the overall
risk.

How to ensure coherency with

other EU policies
The July 2019 EC Communication
highlighted that, “it is of paramount

importance to redirect the important flows
of private finance in the agricultural sector
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[...] towards activities that are
deforestation-free.”

Existing EU policy instruments and others
under development, including those
under the European Commission action
plan on financing sustainable growth?,
may help to provide some guidance for
the financial sector in assessing and
reporting environmental risks. However,
they will not on their own redirect finance
away from activities and companies
associated with deforestation. We believe
that this will only occur through a
coherent approach that places the same
due diligence obligations on supply
chains and banks.

The EU Regulation on Disclosures
Relating to Sustainable Investments and
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