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DISCLAIMER

This executive summary was developed based on the study "Impacts of the European No Deforestation
Regulation on coffee and cocoa value chains". This study was made possible thanks to the support of the
Pathways to Prosperity project implemented by Solidaridad, with the support of the Ministry of Foreign Affairs of
the Netherlands; the people of the United States of America through the United States Agency for International
Development (USAID), the Government of Canada and Conservation International Peru.

The views expressed herein are those of the author and do not necessarily reflect the views of the Ministry of
Foreign Affairs of the Netherlands, the United States Government, USAID, the Government of Canada or
Conservation International Peru.

It was developed under the framework of the Cocoa, Forests and Diversity Agreement, an agreement between

private organisations, government and civil society that promotes the differentiation of Peruvian cocoa based on
quality, diversity of origin attributes and its restorative and deforestation-free potential.

Find this document in virtual format at:

www .produccionsostenible.org.pe
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The overall objective of this study is to assess the
possible effects of the European Union's EU
Deforestation Free Regulation (EUDR) on Peru's
coffee and cocoa value chains.

The specific objective is to identify the need, scope and opportunities for

the competitive development of deforestation-free coffee and cocoa
production chains under this new context, with an integrated
approach involving both the private and public sectors, and to
outline a proposal for collective action to facilitate the
necessary transition to this new regulation. The study is
based on a combination of a review of publicly available
documents (reports and statistics) and semi-structured interviews
with public, private and small-scale producers. The analysis was
presented and verified in a workshop with 42 representatives of the
coffee and cocoa sectors in May 2023. The study was carried out by
Solidaridad and the Amazon Business Alliance’, in the framework of the
Coalition for Sustainable Production.

! The Amazon Business Alliance is a platform driven by the United States Agency for International Development (USAID), the Government of
Canada and Conservation International that promotes sustainable investments in the Peruvian Amazon.

ZEUDR Article 2(30) "SMEs": small, micro, and medium-sized enterprises as defined in Directive 2013 /34/EU35 (Article 3).

- Arficle 3{1) Micro-enterprise, balance sheet dates do not exceed the limits of at least two of the following three criteria (i} balance sheet total:
EUR 350,000, {ii} net turnover: EUR 700,000, {iii} average number of employees during the financial year: 10.

- Article 3(2) Small enterprise, the balance sheet dates do not exceed the limits of at least two of the following three criteric: (i) balance sheet total:
EUR 4,000,000, (ii}) net turnover: EUR 8,000,000, and iii) average number of employees during the financial year: 50.

- Arficle 3(3) Medium-sized enterprises shall mean enterprises which are not micro-enterprises or small enterprises and which, on their balance
sheet date, do not exceed the thresholds of at least two of the following three criteria: {i) balance sheet total: EUR 20,000,000, (i) net turnover:
EUR 40,000,000, and (iii) average number of employees during the financial year: 250.

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa
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EU Deforestation Regulation
(EUDR) Background

In June 2023 the European Union (EU) adopted the EU Deforestation Regulation (EUDR), which
aims to reduce the risk of products and supply chains associated with deforestation and forest
degradation entering or leaving the EU market. From December 30, 2024, key obligations will
be imposed on large companies, and from June 2025 on small and medium-sized enterprises?.
The regulation covers seven products® including coffee and cocoaq, and their by-products.
Operators* and traders will have to demonstrate that products traded in the EU are deforestation-
free, i.e. that they have been produced on non-deforested land after December 31, 2020, and
that they comply with all relevant regulations® of the country of production. The implementation of
the EUDR involves mandatory due diligence, with rigorous traceability for commodities and their
derivatives. In addition to product and chain of custody information, operators are required to
have the following information:

DIC
Geolocation of all the Evidence that the coffee Proof that the coffee and
plots® from which the q duced i
: od oroducts an cocoa are cocoa were produced in
|m‘p<‘)re P deforestation-free, ie. accordance with the laws of
originate. .
that they were not the producing country.

produced on deforested
land after December 31,

2020.

®The supply chains included are cocoa (cocoa powder and chocolate, among others), coffee, timber {furniture and printed
paper, among others), palm oil, cattle (beef and leather, among others), rubber and soybeans.

4 According to the EUDR definition, an operator is any natural or legal person who, during a commercial activity, places relevant
products on the market or exports them.

5 Relevant regulations include: (i) land use rights; (i) environmental protection; {iii) forest regulations, including forest management
and biodiversity conservation, when directly related to timber harvesting; (iv) third party rights; (v} labour rights; (vi) human rights
protected under international law; {vii) the principle of free, prior and informed consent, as referred to in the United Nations
Declaration on the Rights of Indigenous Peoples; (viii) tax, anti-corruption, trade and customs regulations. Source: Article 2, EUDR
definitions.

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa
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Due diligence consists of up to three steps:

o Information gathering
* Precise description of the product, quantity, country of production, as well as
detailed supplier and buyer information.
* Geolocation of all production plots, providing geographical coordinates, dates of

production, evidence of non-deforestation and land rights legality. Plots larger than
4 hectares require polygon coordinates.

Risk mitigation
* Operators must implement mitigation measures provided by the EU to achieve zero

or negligible risk. These may include supporting suppliers, especially small-scale
farmers, through capacity-building and investments to ensure compliance with

regulations.

Ko

The EU will establish a comparative Country Benchmarking System to classify countries into three
categories of deforestation risk: high, low, and standard. All countries initially will be categorised as
standard-risk. For low-risk countries, operators in Europe will be able to carry out a simplified due
diligence procedure’. EU customs authorities auditing frequency will be higher for products coming from
high-risk countries (9%), and less frequent for standard-risk (6%) and low-risk (3%) countries®.

Risk assessment

) * Operators shall carry out a thorough risk assessment product non-compliance.

\ * In addition, the EUDR will use a Country Benchmarking System to assign a risk level
to the producing country.

Countries will be categorised as high or low risk by the EU commission after a public and objective
assessment. This assessment will be based on the rate of deforestation, the expansion of agricultural land
related to the products, the Nationally Determined Contributions (NDCs) submitted to the United Nations
Framework Convention on Climate Change (UNFCCC), national laws and their implementation, the
progress of low-emission rural development strategies at jurisdictional level in the Amazon regions, and
the existence of relevant agreements, cooperation and partnerships with the EU.

Penalties for non-compliance with the EUDR shall be proportionate and the maximum fine shall not
exceed 4% of the total annual EU turnover of the responsible operator or frader®.

¢ Plot of land dedicated exclusively to cultivation area. The definition is not yet clear.

7 For more detail see a) Section 1 ltem 68 of the EUDR.

& Article 16 Obligation to carry out checks.

? The EUDR considers an array of sanctions: i) fines, ii) confiscation of products, iii] confiscation of revenue gained from trade of non-
compliant products, iv) exclusion from EU funding and public procurement, v) prohibition to trade in EU markets, and v) prohibition
from exercising the simplified due diligence procedure. See Article 25, sanctions.

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa
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Trade between Peru
and the European Union

In 2022, Peruvian exports reached USD 63,193 billion, of which agricultural products accounted
for USD 9,807 billion (16%)'°. Of this total, coffee reached USD 1,234 billion, while cocoa
exports - including beans, powder, butter and by-products - USD 326 million'".

The European Union is Peru's third largest trading partner, accounting for 11% of total trade to
that market.

Peru exports to the EU in 2021
EUR 6,500

millions
(0,3% of EU total imports)

.. Oof which 34% were

agricultural products,
making them the most significant'.

Coffee and Cocoa

account for
5% and 1%

of total exports to the EU for the 2021 period

19 https: / /www.gob.pe/institucion/embajada-del-peru-en-brasil /noticias /72142 1 -peru-fortalece-su-posicion-de-comercio-
exterior-con-exportaciones-record-en-2022

" hitps:/ /www.trademap.org/

12 hitps:/ /www.eeas.europa.eu/peru/european-union-and-peru_en?s=162#4456

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa
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Deforestation
and agriculture in Peru

Peru is the country with the fourth largest area of tropical forests in the world and the second
largest area of Amazonian forests after Brazil. With an area of approximately 78.2 million
hectares, the Peruvian Amazon biome covers 60.9% of the country's surface. Land use mapping
shows that around 1.5 million hectares of the total estimated deforested area are under
agricultural use."

Deforestation in the Amazon increased faster between 2000 and 2016 compared

to previous periods, mainly due to new agricultural expansions'® over forests.

This expansion is consequence of decreasing soil quality in a context of scarce financial
resources to implement technological improvements, little technical assistance, coupled with
rural property informality and poorly planned and safeguarded road infrastructure. According
to Geobosques'®, 2,774,562 hectares of forest cover were lost in the period 2001-2022.
Studies by the Ministry of the Environment (MINAM) and the National Institute of Natural
Resources (INRENA) estimate the historical losses up to the year 2000 between 7,172,553
and 7,902,793 ha'é, adding to a total of between 10 and 10.6 million hectares. Forest cover
is observed to occur on a small scale, mainly in annual deforestation polygons with an area of
less than 5 ha, and on areas without assigned land rights.

Smallholders usually follow diverse income strategies with multiple

crops and production systems.

Coffee and cocoa smallholdings usually do not exceed 10 ha and are formed by
multiple plots under diverse uses, including the cashcrop production (almost always
less than 5 ha, even only 2 ha), pastures, food crops or for self-consumption or
local trade, with parts also covered by primary forest, "purmas" (forest fallow) and
secondary forest.

Amazonian farmers often practice integrated land management, which consists of
rotational agricultural practices. Since the 1960s - and accelerated in the 1980s -
many small farmers, mainly from the Andes and also from the Coast, migrated to the

Amozon in search of better economic opportunities.
55

¥ Hajek et al., 2017. The potential to enhance deforestation free agriculture and forestry investments in the Peruvian Amazon.

14 Crops such as coffee, cocoq, coca, palm, livestock pastures, and semi-permanent crops in regions such as San Martin,
Amazonas and Ucayali..

15 hitps:/ /geobosques.minam.gob.pe /geobosque /view/perdida.php

'® MINAM y SERFOR 2015. Memoria Descriptiva del Mapa de Bosque y No Bosque

https:/ /www.gob.pe /institucion/bosques/informes-publicaci nes/3 119840-memoria-descriptiva-del-mapa-de-bosque-no-bos-
que-ano-2000-y-mapa-de-perdida-de-los-bosques-humedos-amazonicos-del-peru-2000-2011 Amazonas y Ucayali.

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa
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Settlements frequently have occupied land far from optimal for intensive production, requiring
inputs and technology to avoid degradation, which in turn demands financial capital. Thereafter,
seftlers continue to apply conventional practices, in most cases insufficient to avoid soil
degradation, largely explaining the persistent deforestation driven by agriculture and the high
rate of unused land.

’ ’ Legal framework,

g national polmes,

’ . - and governance

In recent years, important regulatory and management improvements in the agricultural, forestry
and environmental governance sectors have been made to strengthen the management of
natural capital and forests in Peru. Nevertheless, the institutional and regulatory structure in these
three sectoral levels remains fragmented, complex, and disjointed. Coupled with a weak
institutional capacity to implement, monitor, and enforce the national legal framework, this
scenario poses a challenge for EUDR compliance. Moreover, it is especially difficult for coffee
and cocoa smallholders, added the fact that about 80% lack clear tenure rights or land use
legal guarantees.

To move towards a EUDR implementation suitable to the national context, the first step is to
recognise that land classification by greater capacity use'”, ecological-economic zoning (EEZ)
and land use governance - included the municipal level -, are ultimately public sector
responsibilities. Even though land use planning procedures are prerequisites for the granting of
land and forest rights and the promotion of economic development, they have only been
implemented in a small number of cases over the past decades'®. The lack of coordination and
compliance with regulations have opened a space of informality in which agricultural production
expands in the Amazon, land rights are granted, and agrarian development is promoted, with
little awareness and less association to land use planning processes.

Moreover, the combined illegal economies of coca cultivation, illegal mining, and land
trafficking, adds another layer of complexity to the scenario for the Peruvian agrarian
development to meet the standards of the EUDR. Thereupon, to address these issues, it is urgent
to pay attention to the regulations of the Forestry and Wildlife Law related to land use change,
rights in forest areas, definition of secondary forests, among other key policy elements.

17 Equivalent to the concept Land Capability Classification (LCC) in anglophone contexts
"® Hajek et al., 2017. The potential to enhance deforestation free agriculture and forestry investments in the Peruvian Amazon.

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa
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Peruvian legislation on land rights is complex and very distinctive. It includes mandates from the
Political Constitution of Peru, the Organic Law for the Sustainable Use of Natural Resources, the
Forestry and Wildlife Law, the Regulation on Environmental Management of the Agrarian Sector
and the Regulation on the Major Use Capacity Land Classification (CT-CUM), and also
differentiates agricultural land that can be titled from forested or protected land over which
ownership cannot be granted.

In this regard, the Forestry and Wildlife Law (LFFS) contains various provisions for agricultural
and forest conservation land uses that must be properly understood and consistently applied in
accordance with the requirements of the EUDR. On this matter, Article 37 of the LFFS prohibits
the authorisation of changes in forest land use - which consequently prevents the titling of such
land - but enables to grant forest land titles for agroforestry use in areas determined to have
special treatment under the figure of “agroforestry systems use cession contracts” (CCUSAF),
subject to compliance with conditions that ensure the conservation of soils.

More than 120,000 producer households require the CCUSAF agroforestry
instrument to become formalised. However, barriers to its application have
allowed the formalisation of only 500 holdings in 9 years, which is clearly

insufficient for the existing demand. Part of these barriers are consequence
of the need of application of the CT-CUM regulation and to have. forest
zoning approval.

Likewise, for the granting of ownership over agricultural lands in the Amazon, which are
naturally covered by forest, and thus fall in forest heritage status, Article 38 of the LFFS
establishes a mechanism for changing the land legal use, removing that forest heritage status
and enabling private ownership. This mechanism is based on the application of the CT-CUM
regulation and requires consistency with the ecological-economic zoning, as well as a report
from the environmental authority stating that the forest to be transformed does not have special
ecological value. The complexity and cost of this procedure has slowed down the titling process,
even in lands that evidently have agricultural use.

To allow for an adequate and agile process of formalisation of current producers without
opening spaces for new land occupation, it is necessary to adjust the rules and their application.
In this sense, the application at the micro level of the CT-CUM regulation, considering easily
modifiable criteria, results in an inadequate barrier to the granting of rights, which is a central
issue to resolve in the short term.

19 Crops such as coffee, cocoaq, coca, palm, cattle pasture, and semi-permanent crops in regions such as San Martin.

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa
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To prevent exclusion from the European market, and secure the sustainability of the coffee and
cocoa value chains, the legal framework to promote the formalisation of producers requires
urgent adjustments. It is important to point out that these arrangements must take place within the
framework of a transparent process of dialogue at the national level, with special emphasis on
the Peruvian Amazon, and considering the diversity of scenarios and typology of cases of
Amazonian agricultural producers. Participation must include agricultural associations and
guilds, regional governments, non-governmental organisations, companies, and indigenous
peoples representatives, among other key actors.

The EUDR uses the definitions of the Food and Agriculture Organization of the United Nations
(FAO) and, at the same time, requires compliance with national laws that have their own terms.
Likewise, in the context of Peruvian legislation, there are significant gaps in the legal and
operational definition of secondary forest, also known as "purma" in its initial stages, which
makes it difficult to identify, monitor and regulate its use according to ecological and agricultural
criteria. It is even more important to specify when in the process of growth this cover should be
considered forest fallow (“purma”), hence part of the agroforestry production system, and when
its cutting would be considered deforestation. It is essential to compare these definitions with
those used in the EUDR and, if necessary, to engage in discussions with EU representatives so
that the distinct Peruvian context is recognised. We recommend addressing this issue jointly with
other countries in the Amazon region.

Peru has undertaken initiatives related to forest monitoring to enable carbon footprint
measurement in the framework of its NDC commitments under the Paris Agreement. We
recommend that the coffee and cocoa sectors adopt a single deforestation monitoring tool that
responds to the need to comply with the EUDR. This is essential as there are currently satellite
monitoring tools available at the government level.

In sum, relevant improvements are needed to comply with the scale, periodicity and definitions

required by the EU regulation. In terms of governance, it is not clear which authority will be
responsible for monitoring at farm level, especially in the case of private properties.

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa
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Coffee and
cocoa: actors
and trends in
the Peruvian
Amazon

95% of national coffee and cocoa production is
managed by 313,000 smallholder families

(approximately 90,000 for cocoa and 223,000
for coffee), who are highly vulnerable. Coffee and

cocoa production constitutes their main source of
.. .income, and is a risky business that is susceptible
-‘m»ﬁ,“ “  to volatile price conditions, climatic factors

o "»‘\. oo (climate change), and pests and diseases.
LY
S & O
. . A . ..:-.l,’% 'll
_ﬁ ol -'ZH‘;!
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Driven by the growing global demand for organic products in recent decades, the coffee and
cocoa sectors have achieved significant exports to differentiated markets, especially to the
European Union. In 2022, total coffee and cocoa exports to this market accounted for 51% and
29% of total export value, respectively. Although coffee is the most important crop in the
Amazon in terms farmers quantity and generated income, cocoa is becoming one of the most
important agro-export chains in the Amazon, even providing alternative livelihoods for
thousands of families by replacing coca cultivation. Table 1 summarises the key characteristics of
coffee and cocoa crops. It is important to note that there are significant differences in yields
between different producer groups, and to date, the small-scale family farmer is the most
relevant agricultural actor in the Peruvian Amazon. It will be crucial to provide support to
smallholders  to  ensure  the  successful  implementation  of  the  EUDR.

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa



PRODUCTION

RN
@@ COFFEE

Official statistics report an area of 314,000
hectares and a production of 355,000 MT (1.2
MT per hectare) by 2022.

The coffee producers' association, the Junta
Nacional del Café, differs from the official figures,
estimating an area of 380,000 hectares and a
production of 227,000 tonnes (0.6 MT per
hectare) for the year 2022.

Officially, production growth was 11% in 10

years, the union estimates a decrease of 13%.

Four regions account for 86% of the coffee area
(Junin, Cajamarca, Amazonas and San Martin).

Of the 223,000 coffee growers, more than 80%
are small-scale and manage between 1 ha and 5
hectares. Only 30% of them are mainly associated
in cooperatives.

In 2022, 245,000 tonnes of coffee were
exported, with an FOB value of USD 1.2 billion.

Over the last 10 years, export volume has fallen
by 11%, while FOB value increased by 21%.

The main export destination is the European
Union, accounting for 51% of the value, followed

by the United States with 23%.

The top 6 exporters (five companies and one
cooperative) accounted for 51% of the export

value.

Sources: MIDAGRI, JNC, ADUANAS, CENAGRO
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Official statistics report an area of 174,000
hectares and a production of 170,000 MT (0.9
MT per hectare) by 2022.

Institutions in the sector differ from these figures
and refer to a productivity closer to 0.6 MT per
hectare.

The historical evolution of production has seen a
significant growth of 173% in the last 10 years.

Five regions account for 83% of the cocoa area
{San Martin, Junin, Ucayali, Huanuco and
Amazonas).

Of the 90,000 cocoa producers, more than 80%
are smallholders and about 50% are independent
smallholders. The rest are associated with
cooperatives or are part of a trader's supply
chain.

In 2022, 108,000 tonnes of cocoa and cocoa
derivatives were exported, with an FOB value of
334 million dollars. Of this value, 53%
corresponds to processed products and 47% to
beans.

In the last 10 years, export volume has grown by
167% and FOB value by 201%. The value of the

processed product increased from 38% to 53%.

The main export destination is the European Union,
accounting for 29% of the value, followed by the
United States with 24%. Cocoa beans account for
73% of the value of EU imports.

The top 5 exporters accounted for 67% of export
valve.
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Despite the achievements of the coffee and cocoa sectors, both face profound institutional
weaknesses and uneven progress along the value chains. Moreover, in both the level of
association is low. It is estimated that only around 50% of producers are organised under a direct
purchase agreement with a trader or producer organisation. Smallholders lack access to critical
services (research and technical assistance, climate information, early warning systems, plant
renewal programmes, adequate financial products), which limits the industry's ability to anticipate
and react effectively to emerging risks, increasing its exposure.

The Peruvian coffee and cocoa sectors must respond to numerous challenges to achieve
deforestation-free products, but progress has been made: the coffee and cocoa national plans
have included strategies for the development of low-emission, deforestation-free sustainable
agriculture. Moreover, the Coalition for Sustainable Production, a multi-stakeholder platform that
brings together coffee and cocoa private and public sector actors, has been developing significant
actions to demonstrate that it is possible to have a competitive and deforestation-free agriculture in
the Amazon. The coalition has produced the Cocoa, Forests and Diversity, which has five priorities
that are being implemented: i) promote a deforestation-free value chain by 2026, ii) ensure the
provision of services and incentives for smallholders towards sustainable agriculture, iii) develop
monitoring and traceability tools at the sectoral level, iv) support the process for the formalisation
of land use by smallholders and, v) communicate the actions that are being taken at national and
international levels. The coalition is developing a similar agreement for the coffee sector in a
coordinated and joint manner with the private sector. These two sectoral agreements contribute to
the coffee and cocoa national plans.

At the regional level, the Regional Government of San Martin has been promoting an economic
development approach that seeks to improve the productivity of value chains and reduce
deforestation. This approach is based on innovation and implementation of technologies that allow
agricultural producers to increase their yields and reduce their environmental impact. Currently, the
Regional Government of San Martin is implementing the Ordenamiento Agro Territorial (OAT), a
process that seeks to sustainably manage the agricultural territory of the region. The OAT aims to
identify the most suitable areas for agricultural production to promote its intensification.

In the context of the implementation of the EUDR, in July 2023 the regional technical roundtables
for cocoaq, coffee and oil palm - together with the Regional Government of San Martin - initiated a
dialogue process to build a roadmap for the transition of the regional agriculture towards a
competitive, inclusive, deforestation-free and low-emission model.

This process was facilitated by the Amazon Innovatech? project and responded to the challenge
of weak regional articulation, cooperation, and coordination to close the gaps in legal security,
health, association, traceability, positioning, and sustainability faced by the cocoaq, coffee and oil
palm supply chains in the context of new demands for deforestation-free production in the
international market.

20 The project is led by Solidaridad with UK PACT funds, with the Earth Innovation Institute and the Central de Cooperativas
Agrarias Cacao Aroma de Tocache (CECAT) as partners.

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa
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As a result of this process, a roadmap was developed identifying the main bottlenecks and
challenges that the region will face in the transition to deforestation-free agriculture. The roadmap
also proposes a series of actions to be implemented at regional, national, and international levels
to facilitate this transition.

The main findings of this dialogue process were the following:

* The transition to deforestation-free agriculture requires a holistic approach that addresses gaps
in legal security, health, association, traceability, market positioning, and sustainability.

* It is necessary to strengthen regional interaction, cooperation, and coordination in order to
implement joint actions to overcome these gaps.

* Women farmers face specific challenges in the transition to deforestation-free agriculture, and
specific actions need to be designed to support them.

The roadmap is a valuable input for national and regional decision-makers seeking to promote the
transition to deforestation-free agriculture in the San Martin region.

In this regard, the Regional Directorate of Agriculture of San Martin (DRASAM) has initiated the
development of an investment programme for the transition to deforestation-free agricultural
production in the region considering a multi-sectoral, multi-level and multi-stakeholder approach.
It seeks to contribute to closing the territorial competitiveness gaps. This programme will also
contribute to the implementation of the roadmap to facilitate the adaptation of San Martin
producers to new market trends in the demand for deforestation-free products.

Impact Study of the European Union Regulation on Deforestation on coffee and cocoa
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-+ Deforestation monitoring

), and traceability in Peru

By establishing mandatory due diligence for companies importing or producing deforestation-free
agricultural products and by-products destined for the European market, the EUDR has generated
a global demand for information and monitoring?' tools for deforestation-free production?? and
traceability?® that touches most links in the cocoa, coffee, oil palm, rubber, timber, cattle and soy
value chains. Although globally and nationally there has been significant progress in monitoring
and traceability through organic certification initiatives, fair trade and working groups on
sustainability (such as the Roundtable on Sustainable Palm Qil, RSPO), it is possible to state that in
the case of Peru the information gap is enormous and that there are no tools to provide the
information on the scales, times and forms required to comply with the due diligence required by
the EUDR for the entire Peruvian Amazon and its more than 300,000 producer households.

The first challenge faced by the Peruvian Amazonian agriculture for the
monitoring of deforestation-free production and traceability required by the EU
regulation is to improve the information on agricultural producers which is currently
incomplete, disperse, and without a reliable single source. As noted in the previous sections,
Peruvian agriculture is a highly informal sector, with little formal land tenure, with a high dispersion
over a territorial area of more than 80 million hectares, and with very little association. These
characteristics have led public and private institutions promoting Amazonian agrarian
development to build their own databases and records for each project, territory, or entity
responsible for an agrarian public service. This is makes more difficult any effort to consolidate a
single integrated database due to the diversity of sources, inconsistent, duplicated, or incomplete
data, and the recording of different variables. Furthermore, the request of the EUDR for geo-
referenced points for each parcel smaller than 4 ha, and polygons if larger, poses an additional
complication.

Faced with this first challenge, the Peruvian Ministry of Agrarian Development and Irrigation
(MIDAGRI) has made significant progress by providing the Agricultural Producers Record and its
associated technological tools (observatory and digital identity application). The record is the
national database aimed at gathering updated and geo-referenced information on all Peruvian
agricultural producers, and to generate diagnoses on Peruvian agriculture at the local, regional,
and national levels. Initially, this tool was created to provide reliable information for decision-
making on national agricultural development policies. With almost 2 million registered producers,

21 Forest cover monitoring aims at recording and assessing changes in forest cover. Can be carried out for different purposes, with
different frequency, and consider losses or increases due to natural or anthropogenic causes.

22 Deforestation free: a) relevant products containing, fed or processed with relevant raw materials produced on land that has not
been deforested after 31 December 2020, and b) in the case of relevant products containing wood or processed with wood, that
the wood has been harvested from the forest without causing degradation after 31 December 2020. EUDR, Article 2.

23 Ability to trace any product or by-product through all stages of production, processing, and distribution in a supply chain.
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it is the most complete tool with information on producers and their plots at the national level. It has
most of the information variables requested by the EUDR, and those not included could be
incorporated by MIDAGRI if it manages to coordinate the efforts of regional governments,
municipalities, the National Commission for Development and Life without Drugs (DEVIDA), the
National Forestry and Wildlife Service (SERFOR), unions, businesses, civil society organisations
and other key actors to provide feedback to the record and coordinate the existing databases in
the Amazon. To this end, the possibility of elaborating legal mandates to feedback into the
Agricultural Producers Record at the different levels of government should be evaluated, and
mechanisms of transparency and independent verification should be created to improve the
reliability of the recorded information.

The second challenge is the scale of Peruvian Amazonian agriculture. Given that most
coffee and cocoa are grown in plots smaller than 5 ha, forest loss detection will demand satellite
imagery of higher resolution and additional means of verification. At smaller scales of production,
a higher level of resolution is needed in deforestation-free production monitoring tools, which will
require a higher cost and processing time for the required national deforestation layers.

The third challenge for new monitoring and traceability tools is the difference in
concepts used to measure deforestation and assess compliance with Peruvian and
EUDR regulations. Forests are defined by the EUDR as "land larger than 0.5 hectares, with
trees higher than 5 metres and a fraction of the area covered of more than 10%, or with trees
capable of reaching that height in situ; land intended for predominantly agricultural or urban use is
excluded", while for the Peruvian forestry law, forests are "ecosystems dominated by tree species
at any stage of development, whose canopy cover exceeds 10% in arid or semi-arid conditions or
25% in more favourable circumstances"; and in the Peruvian National Forest Inventory?* a forest is
"a predominantly arboreal ecosystem that must have an area greater than 0.5 ha, with a minimum
width of 20 metres and a minimum canopy cover of 30%". In addition to this difference in
concepts, the EUDR does not distinguish between authorised or illegal deforestation, and between
deforestation of primary, secondary forests, or “purmas”, regardless of what Peruvian legislation
may consider.

This subtle difference between the percentages of forest cover in the three definitions is critical to
determine if Peru has an official forest cover base layer, and to define the methodology for
assessing deforestation and the degree of compliance with national regulations for the purposes of
the EU regulation. Moreover, it is important that the country can build on existing progress - such
as the information layers of the Ukukui digital application that has already excluded non-
anthropogenic forest loss for GHG emissions reporting purposes, or the early warning of forest
loss from the Geobosques forest cover change monitoring platform - and from there make the
necessary adaptations to generate a specific forest cover and deforestation layer for EUDR
reporting.

24 Data used for the deforestation layer of the Ministry of Environment's Ukukui platform created to measure greenhouse gas
(GHG) emissions associated with deforestation.
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The fourth challenge is the interoperability of information. In Peru there is no public
institution with the necessary competencies to generate the information required by the EUDR, so it
is necessary to develop a legal mandate for public institutions that produce data (on producers,
plots, deforestation, compliance with national regulations) to share it interactively in real-time to
provide it to Amazonian farmers and other actors that may require it. Moreover, the public sector
can inferactively share information in agile formats with the private sector and EU authorities who
will demand information to demonstrate compliance with the EUDR.

The fifth challenge is the lack of clarity on the reporting period required for
monitoring deforestation-free production. Although the EU regulation has defined the
reference date for the register of coffee and cocoa from deforestation-free areas as December
2020, it is not clear whether the deforestation-free analysis should include information
consolidated on an annual, monthly, weekly, or daily basis from the reference date until the
product in the supply chain was harvested. This precision is important as most of the information
on cover loss and deforestation in Peru is constructed on an annual basis and requires between
six to ten months to be processed, verified, and published.

The sixth challenge is associated with the traceability of production in the context
of a sector with high informality and low association, that may require production
segmentation to avoid inclusion of products from areas not assessed as deforestation-free. It is
noteworthy that Peruvian coffee and cocoa sectors mostly sell their produce through small
intermediaries who then sell the products to brokers with no record of the plot or producer of
origin. This means it is currently almost impossible to trace the origin or transit of Peruvian coffee
and cocoa until shipment unless it is certified by a cooperative or a group of producers with direct
agreements with exporting companies. Therefore, it is urgent to build capacities in the private
sector (cooperatives, collection and processing companies, and exporters) to implement
traceability systems that provide reliable commercial information to EU buyers and authorities.

7. Findlly, the seventh challenge is the urgency
of interrelating developments, tools and
technology provided by the Peruvian
government with the instruments already
available in the private sector that provides
services of due diligence, monitoring, and
traceability to large companies in the European
market. As of the publication date of this document,
more than ten private tools and international service
providers for EUDR due diligence reporting have
been identified. These have their own protocols and
information sources adapted to the needs of the EU
regulation and provide technological solutions to
complete missing data, such as geo-referenced

. polygons of producers' plots. This will help reduce the
E risk of purchasing decisions in areas with high rates
of forest cover loss preventing potential sanctions.
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While some of these tools help to reduce procurement risks and allow for the detection of cover
loss through indirect methodologies, such as the use of scanning radios, these protocols can have
a negative impact on Peruvian Amazonian producers. In cases of forest loss events in adjacent
forest areas or lack of accurate information on plots, the reports from these tools could be negative
and could limit market access options. Parties should be aware that these tools are already
operational and have signed contracts with the main agri-food corporations, so it is imperative that
the Peruvian government can provide accurate information on Peruvian producers and forests to

these service suppliers.
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Call for
collective action

While the coffee and cocoa sectors

are not currently prepared to maintain
exports to the EU under the new EUDR
conditions, there is coordinated collaboration
between the public and private actors involved
that could not only sustain exports to this
important market but could even increase them
in the coming years, and also be prepared for
regulations in other countries such as the United
States and the United Kingdom.

To achieve this, the Peruvian agricultural sector needs to undergo an accelerated and sustainable
transformation towards competitiveness and sustainability hand in hand with productivity. This is
essential to be able to meet the new demands of markets such as the EU under the EUDR, and to
establish sustainable and economically profitable sectors that provide decent incomes for small
producers.

This transformation implies collective public-private action for an integrated management of the
Amazonian territory that promotes sustainable deforestation-free agriculture, under agroforestry
systems and low in emissions. It requires: i) support for increased productivity and services to
producers in the countryside, ii) the creation of an enabling environment that promotes
formalisation, iii) the promotion of improved information systems, iv) the implementation of systems
for the collection of farm information for monitoring and traceability, and v) the generation of
reliable and transparent sectoral information.

The state has a key role to play in creating conditions that provide legal certainty and public
goods such as reliable information and statistics. It must also work with international cooperation
and the private sector to provide incentives for producers to start the process of becoming
profitable and producing sustainably without deforesting.

In the short term, it is urgent and necessary to work together to demonstrate non-deforestation and
compliance with the other requirements of EU regulations. This involves data collection, monitoring,
and traceability.
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Work has to be done to:

1. Increase productivity under agroforestry systems models and access to services

It is necessary to promote increases in productivity in the coffee and cocoa value chains. If not
achieved in the areas currently cultivated, it is likely that producers will be forced to new
expansions into forests, if they are unable to do so, they will opt for other less regulated activities,
including illegal ones (coca, mining and illegal logging). Hence, it is essential to implement a set of
public and private incentives such as technical assistance, soft loans, access to non-refundable
financing, and plantation rehabilitation, among others.

It is advisable to take advantage of the high rate of shade use and existing knowledge to promote
the use of agroforestry systems (AFS) models. It is important to continue promoting agroforestry
because of its benefits in terms of both productivity and biodiversity, and its contribution to the
prevention of deforestation. In addition, it will allow moving towards a lower impact model that
generates income not only through production, but also by valuing the ecosystem services
generated such as GHG sequestration - in response to the growing interest in carbon markets as
well as other ecosystem services. At the same time, it is important to continue to promote the quality
of Peruvian coffee and cocoa, and the role of sustainability standards in combating deforestation
and conserving biodiversity.

It should be emphasized that the efforts of public and private actors to support agricultural
producers and enable their access to inputs, new technologies and markets will be vital. It is also
necessary to expand access to technical assistance in the field and monitoring of environmental
criteria in each initiative to ensure that beneficiary producers comply with clear environmental and
social requirements. This should include respect for national regulations (such as percentages of
farmland to be conserved, preservation of riverbanks and marginal strips, efc.), prevention of
deforestation and environmental degradation, prioritisation of work in already deforested areas,
recovery of soils with a certain level of degradation, promotion of the value of natural
regeneration and implementation of agroforestry systems.

The main role of the state is to create the conditions for competitive and sustainable production.
This includes effective communication of deforestation-free production from farm to markets, which
implies improving access infrastructure, providing quality internet and basic services such as
education, health, sustainable energy and rural productive activities that prevent migration to
cities.
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2. Enable the formalisation of land tenure for producers

The public sector should commit to improving the legal status of producers’ land tenure, either
through land titles or other mechanisms that grant use rights when titling is legally limited, such as
the agroforestry systems use cession contracts foreseen in the forestry legislation in special
treatment zones. It is recommended that MIDAGRI, which is responsible for drawing up and
implementing the State's roadmap for the fulfillment of the EUDR and is the governing body in
forestry and land matters, convene the various stakeholders. Together, in a participatory and
transparent manner, they should design and approve the required modifications to the legal
framework that finally could enable an agile, efficient, and adequate formalisation of producers,
as part of a national commitment to the sustainability of Amazonian agriculture. Therefore, we
propose to:

* Maintain the rule of the constitutional framework to differentiate between land eligible for
private ownership (agricultural) and forestry, but establish new criteria to make this distinction
efficiently, quickly, and at low cost, leaving aside the application of the current CT-CUM
Regulation for these purposes and thus obviating the need for unnecessary data collection.

* Apply, replacing the CT-CUM Regulation, a simplified methodology of three key criteria: i)
current forest cover, ii) slope with a technically defined threshold, and iii) flooding. The first
criterion is an indicator of current forest status and the last two criteria are indicators of substantive
constraints to agricultural activities.

* With these layers of information prepare a map that determines the agricultural use zone and
the forest use zone, the former governed by agrarian regulations that allow the titling of the land
in its entirety, and the latter where this is not possible. In the latter, it will be possible to delimit the
special treatment zones - based on the existence of land with agricultural activities - and proceed
to grant CCUSAF land use cession contracts.

* Based on the geolocation of each property entered in the map, define the legal instrument that
corresponds to each one, in an objective manner and without the need for case-by-case studies
or processes.

¢ For the granting of land use cession contracts, once their location has been defined, apply a
general model of adhesion contracts in which the good practice commitments to be assumed by
the producer are established. In this way, the producer would become formal from the moment of
signing the legal instrument, which would be subiject to subsequent monitoring and withdrawal of
the benefit in case of non-compliance.

¢ Following this route requires a paradigm shift in the agricultural and forestry sectors
administration, including the development of intensive training for regional officials in charge of its
implementation. It also needs the integration of the agricultural and forestry cadastral systems with
the Agricultural Producers Record, and the allocation of the necessary resources to set the process
in motion. Clear leadership from MIDAGRI is crucial.
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It is also important to support regional governments in the granting of CCUSAF contracts, which
requires raising awareness of this modality and identifying suitable areas for its application. It is
also essential to strengthen the systems for monitoring, control, surveillance, and oversight of
forestry legislation, to ensure its proper implementation and management. This includes the
deforestation and land-use change control, the establishment of 30% forest cover on agricultural
land - a proportion that should be higher in the CCUSAFs, but which is not defined - and the
conservation of forests along watercourses and ecological protection areas. It should be noted
that the proposed reforms should be built under a broad process of national dialogue
characterised by transparency and openness, with inclusion of different levels of government,
companies, cooperatives and agrarian unions, civil society and indigenous peoples.

Implement farm data collection systems for monitoring and traceability

To complete a Peruvian Amazon agricultural producers and products database it is urgent to
strengthen MIDAGRI's efforts to implement and improve the Agricultural Producers Record and
associated technological tools such as the observatory and the digital identity application.
Although this database has broader objectives than the EUDR report, it currently has important
information and protocols on which to build. The different national, regional and local public
institutions and private entities should be called to contribute in the building of a robust database.

Similarly, it is imperative that national and regional government institutions with competencies in
forest cover monitoring and deforestation control can agree on methodologies and procedures for
the construction of a national forest layer as defined by the EUDR, and monitor deforestation at the
plot scale to maintain access to the European market, as well as improve the accuracy of private
due diligence systems. As in the case of producer databases, for the geospatial information layers
of forest cover and deforestation it is also important that national and regional authorities work on
the resources and tools already in place such as Ukukui and Geobosques, among others, taking
info account the concepts and information requirements of the EUDR.

Finally, regarding traceability challenges, it is important to point out that the efforts here are being
led by the private sector, since it involves the management of commercial and supplier information
at each link of the supply chain. However, this does not mean that the development of traceability
tools should be carried out in isolation, but rather tapping the significant potential for the
development of public-private partnerships, cooperation and exchange of lessons learned to
maintain coffee and cocoa sectors that can supply the European market with the necessary
volumes and quality.

Without reliable data it is difficult to develop appropriate interventions, manage funds for their
implementation or even estimate the magnitude of problems. It is evident seeing the effects of the
lack of updated information on coffee and cocoa areas, their location, the number of producing
households and the effect of their practices on forest loss.
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4. Improve communication on the EU regulation and the various actions that the
coffee and cocoa sectors have been undertaking

Interviews with producers for this study revealed a lack of knowledge about the implications of the
EUDR. It is therefore important to disseminate practical information about the new regulation to
both the public and private sectors. Greater dissemination of the legislation and the importance of
forests is essential, prioritising areas with more deforestation vulnerability. This implies the
generation of better-quality information with more detailed analysis, as well as the improvement of
data provided by MIDAGRI to identify areas where there is a relationship between forest loss and
the increase in the area of cocoa or coffee.

In terms of external communication - which plays a key role in the international positioning of the
coffee and cocoa sectors - it is important to acknowledge sustainable, deforestation-free and high-
quality production as this will contribute to reducing the country's EUDR risk. In addition, the efforts
that the different sectors are making should be communicated, highlighting the leadership of the
main actors.

Both the coffee and cocoa sectors have national plans in place that are correctly focused on
competitiveness and sustainability. However, governance for their implementation is not
operational. In this sense, it is recommended that public and private actors organise themselves to
keep these plans updated and in force, and to implement them in a coordinated manner.

It is important to disseminate the work being done at the sectoral level by the Cocoa, Forests and
Diversity Agreement, signed in 2021, which has recently updated its action plan to include the
following priorities: i) regulations and procedures development for the formalisation of cocoa
producers, ii) tools for monitoring and traceability of deforestation-free cocoaq, iii) services and
incentives to small producers for deforestation-free production and sustainable productive

reconversion, and iv) communication and financing of the action plan.

5. Create alternatives for producers who do not comply with EUDR requirements

As is evident, many producers in the Peruvian Amazon will be excluded from the European market
for having deforested after December 2020, most of them mainly due to the lack of appropriate
information on the EUDR and its requirements. Consequent|
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