
~ Governance principles for 
, concessions and contracts 
: in public forests 

ISSN 0258·6150 

139 

Food 
and 
Agriculture 
Organization 
of 
the 
United 
Nations 





ance principles for 
concessions and contracts 
in public forests 

Food 
and 
Agriculture 
Organization 
of 
the 
United 
Nations 

Rome,2001 



The designations employed and the presentation of the material in 
this information product do not imply the expression of any opinion 
whatsoever on the part of the Food and Agriculture Organization 
of the United Nations concerning the legal status of any country, 
territory, city or area or of its authorities, or concerning the 
delimitation of its frontiers or boundaries. 

ISBN 92-5-104612-3 

All rights reserved. Reproduction and dissemination of material in this 
information product for educational or other non-commercial purposes are 
authorized without any prior written permission from the copyright holders 
provided the source is fully acknowledged. Reproduction of material in this 
information product for resale or other commercial purposes is prohibited 
without written permission of the copyright holders. Applications for such 
permission should be addressed to the Chief, Publishing and Multimedia Service, 
Information Division, FAO, Vi ale delle Terme di Caracalla, 00100 Rome, Italy or 
by e-mail to copyright@fao.org 

© FAO 2001 



I 
v 

vi 

forests 1 

3 
1.1 Purpose 3 
1.2 The challenges in managing public forests and public forest lands 3 
1.3 Scope of the study 3 
1.4 Organization and structure 4 
1.5 Audience 4 

lands- an overview 5 
2.1 Introduction 5 
2.2 Definitions of contractual arrangements 5 
2.3 The scope of contractual arrangements 6 
2.4 The evolution of tenure arrangements and resource contracts 7 
2.5 Contractual arrangements: key instruments of government policy 7 
2.6 Historic problems with contractual arrangements 8 
2.7 The changing roles of contractual arrangements 9 
2.8 Chapter summary 10 
2.9 References 10 

11 

contract 13 
3.1 Introduction 13 
3.2 Forestry policy framework: national goals, resources management principles, 

priorities for action 13 
3.3 Coordination and compatibility of forestry policy with other government policies 16 
3.4 A policy process for forestry 21 
3.5 Chapter summary 23 
3.6 References 23 

contract 2.5 
4.1 Introduction 25 
4.2 Legal systems 25 
4.3 Legal framework 26 
4.4 The relationship between forestry policy and legal instruments 30 
4.5 Chapter summary 31 
4.6 References 31 

contract 33 
5.1 Overview 33 
5.2 Issues in the strengthening of government forestry agencies 33 
5.3 Institutional functions and capacities in the design and administration of contracts 34 
5.4 Operational functions in management of public forests 34 
5.5 Organizational structures and organizational design 35 
5.6 Steps in institutional analysis, design and reform 38 

iii 



5.7 Chapter summary 
5.8 References 

41 
41 

PART m: 

6. Types of forest contract, tenure use 
6.1 Introduction 45 
6.2 The meaning of property and use rights 45 
6.3 Common forms of contractual arrangements 49 
6.4 Choice of the form of resource utilization contract 52 
6.5 Goods and services procurement contracts 52 
6.6 Chapter summary 53 
6.7 References 53 

7. The design of contracts and contract 
7.1 Introduction 55 
7.2 Land use planning and allocation 55 
7.3 Key requirements of forest contracts 56 
7.4 The process of designing forest contracts: major components and stages 58 
7.5 Forest utilization contracts: terms and conditions 64 
7.6 Contract conditions for shortand long-term contracts 67 
7.7 Steps in the development and implementing of resource utilization contracts 67 
7.8 Chapter summary 70 
7.9 References 71 
Appendix A- Contract design checklist 72 

8. Valuing and revenue 
8.1 Introduction 77 
8.2 Basic concepts for appraisal of forest goods and services: appraisal steps 78 
8.3 Apraisal methods 80 
8.4 Setting forest levies 87 
8.5 Developing a forest revenue system for forest utilization contracts 91 
8.6 Chapter summary 96 
8.7 References 96 

9. Contract award 
9.1 Overview 99 
9.2 Contract award: the goal of economic efficiency in forest contracts 99 
9.3 The principle of competition in contract award 100 
9.4 Auctions and other methods of contract award 101 
9.5 Principles and skills for improving negotiation capacity 109 
9.6 Chapter summary 113 
9.7 References 113 

10. Contract 
10.1 Introduction 115 
10.2 Monitoring and inspection of forest utilization contracts 115 
10.3 Monitoring and inspection of procurement contracts 122 
10.4 Contract enforcement 123 
10.5 The design of enforcement systems 125 
10.6 Institutional structures for contract monitoring and enforcement 126 
10.7 Jurisprudence education and training 129 
10.8 Chapter summary 129 
10.9 References 130 

IV 



managing governments use various types of agreements, often 
referred to as contracts, permits or concessions, to establish the rights and 
responsibilities of both the forest user and the government. These contracts can be with 
private businesses, communities, individuals or public enterprises. Important social, 
environmental economic goals can be advanced through the judicious use of 
well-crafted contracts concessions). Poorly prepared contracts can have the opposite 
effect and, at yield regrettable results. 

This report thoroughly reviews the diverse types of contracts used in the management 
public forests. for forest utilization are analyzed as well as contracts for 

the acquisition services. Secondly, the critical importance of an effective 
institutional and legal framework is underscored. Thirdly, the study details important 
elements to consider in awarding contracts, their valuation and administration and in 
ensuring the fulfilment of the terms of the contract. Special attention is given to 
establishing in the awarding and administration of contracts in public 
forests. 

The intended is broad but it will be of special interest to those concerned with 
designing and administering forest utilization or procurement contracts. Communities, 
business and individuals will gain new insights into how the contracting mechanism can 
be used to broaden the benefits of forest management. 

Overall, this publication examines factors considered critical in balancing and 
safeguarding the public and private interest in forest management. New approaches are 
identified for contractual arrangements in the provision of goods and services from 
public forests. Finally, a dear link is made between policies to advance sustainable forest 
management and the effective administration of contracts that contribute to 
transparency and accountability in the forest sector. 

EI-Lakany 
Director-General 

Department 
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Introduction 
1 
The purpose of this publication is to provide 
guidance to those involved in the design of con
tractual arrangements for the management of 
public forests and public forest lands; guidance 
in the process and procedures for awarding for
est contracts, whether by auction, negotiation 
or other means; and guidance on the adminis
tration of forest contracts, monitoring, supervi
sion, inspection and enforcement of contracts. It 
covers contractual arrangements both for the 
utilization of public forest lands (for timber and 
non-timber products, non-consumptive uses and 
preservation) and for the provision of goods and 
services in managing public forests and the pro
tection of public forest lands. 

Considerable knowledge and experience has 
been gained in the design, implementation 
and administration of forest contractual 
arrangements in many countries around the 
world, both developed and developing. Some 
of the experience with forest contracts has 
been successful, but much of it has been disap
pointing. However, important lessons can be 
learned from these failures, as well as from the 
successes. The failures highlight what to avoid, 
and underline the importance of well planned 
contract design, proper procedures for award
ing contracts, and proper contract monitoring, 
supervision and enforcement. This publication 
seeks to provide a guidebook to forest contract 
design, implementation, monitoring, supervi
sion and enforcement that draws on this 
knowledge and experience. 

The management of public forest lands is 
becoming more and more challenging as the 
pressures on such lands increase. The world's 
forests are shrinking, yet many countries still 
have significant areas where public forest 
resources exist. As the world's forests become 
scarcer, forests are becoming increasingly more 
valuable and worth managing. 

Public forests in these countries serve many 
functions to many interests, people and com
munities. It is the role of governments to 
ensure that these functions be sustained and 
all forest users served. Governments in many 
countries look towards their forests as a basis 
for stimulating economic and community 
development through the exploitation of both 
timber and non-timber resources. Governments 
also recognize the importance of forests in pro
viding essential goods and services such as 
watershed management, flood and erosion 
control, foods, medicines, wildlife, maintaining 
environmental quality and biodiversity. These 
diverse uses of public forests often generate 
conflicts between economic development and 
conservation objectives. It is the responsibility 
of governments to find the strategies for 
achieving an appropriate balance among these, 
and other, objectives. 

Economic development and conservation 
objectives can both involve the use of contrac
tual arrangements in management of public 
forest lands. Two things are critically important 
for successful contracts. The first is the ability 
to properly design and negotiate contractual 
arrangements. The second is the capacity to 
administer, monitor and enforce the contracts. 
These then are the subject of the present study. 

The study deals with the use of forest con
tracts, both forest utilization contracts and pro
curement contracts, in the management of 
public forests and public forest lands. The study 
focuses on the management of public forest 
land, which includes lands owned and adminis
tered by federal, state or provincial, municipal 
governments, or other levels of government, 
government organizations and agencies. Forest 
management of private forest lands, common 
property and communal forest lands are not 
considered, although the contract arrange
ments discussed here could equally be applied 
by communities in the management of commu
nity forest lands. 

The scope of the study is intended to be 
comprehensive. It covers all aspects of public 
forest contractual arrangements. Major topics 
,covered include the legal system and public 
policy background to contractual arrange-
ments, how the legal system relates to the 
design and administration of specific contractu
al arrangements, and the role forest contractu-
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al agreements play in public policy and forestry 
policy. The study also addresses the design and 
modification of institutional structures and 
organizations and how they affect the capacity 
of governments to successfully administer con
tracts. Organizational arrangements to manage 
and administer contracts or to contract out 
some of these functions are considered. A full 
range of options for awarding or granting con
tracts is also reviewed. The study devotes a full 
chapter to the design of individual contract 
agreements. Another chapter is devoted to the 
process of awarding forest contracts. The study 
then reviews government responsibilities asso
ciated with both monitoring and supervising 
contracts and forest impacts, and the inspec
tion and enforcement of legal, financial and 
environmental contract provisions. 

1.4 Organization and structure 
The study is structured in three sections. Part I 
consists of this chapter and Chapter 2. Together 
they introduce the role of contractual arrange
ments in the management, development and 
conservation of public forests. 

Part II, which consists of Chapters 3, 4 and 5, 
provides a review of the institutional frame
work and managerial conditions required for 
the design, awarding and administration of 
contractual arrangements. It is mportant that 
the institutional framework provide a solid 
foundation for contractual arrangements if for
est contracts are to function successfully. 
Chapter 3 surveys the forestry policy frame
work, Chapter 4 the legal framework, and 
Chapter 5 the institutional framework for con
tract design and administration. 

Part Ill, which consists of Chapters 6 to 10, 
discusses in detail how to design, develop, 
implement and enforce forest utilization and 
procurement contracts. Chapter 6 surveys the 
various types of forest contract, property 
rights, tenure and use rights. Chapter 7 discuss
es the design of contracts and contract admin
istration systems. Chapter 8 reviews forest pric
ing issues, forest fees and revenue collection. 
Chapter 9 discusses the process of awarding 
forest contracts, bidding and negotiation. 
Chapter 10 discusses contract administration 
and enforcement. 

Each chapter follows a similar structure. At 
the beginning of the chapter the reader is pre
sented with an overview of "what the chapter 
covers", a listing of key topics. Following sec-
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tions and subsections cover these topics. A sum
mary of key points is presented at the end of 
the chapter, along with chapter references. 

1.5 
The intended audience is broad. The study 
should be of interest to individuals at several 
levels involved in managing public forests, and 
especially to those involved in designing and 
administering forest utilization or procure
ment contracts. The study should also be of 
interest to senior policy makers and legislators 
involved in forestry policy and legislation, and 
to those in contract enforcement. Those in 
environmental organizations, non-government 
forestry organizations, forest community and 
indigenous forestry organizations interested, 
or involved, in forest management and 
forestry policy will find the study useful in 
understanding issues, problems and potentials 
of forest contracts. Finally, the study will be of 
interest to those in the private sector involved, 
or interested, in forest utilization or procure
ment contracts. 



of contract arrangements in the governance of public forests 

I rrangements 
gement of public .. 

...... an overv1evv 

This overview chapter discusses some important 
issues associated with contractual arrangements in 
the utilization and management of public forests. 
It begins with a brief definition and a classifica
tion of the various types of contractual arrange
ments. This is followed by discussion of the scope 
of contractual arrangements, including the kinds 
of organizations eligible as contractors and the 
different number and type of rights assigned. The 
chapter then reviews the historic role contractual 
arrangements have played in forestry and forest 
management. Contractual arrangements are 
described as key instruments of government poli
cy. The importance of building flexibility into con
tractual arrangements is stressed. This is followed 
by discussion of common problems in the use of 
contracts for the management and administration 
of public forest lands. The changing and increas
ingly important role of contractual arrangements 

use and management of 
to outputs; and 

in forest management and administration is dis
cussed, along with the required changes in the 
design and functioning of contracts. The chapter 
concludes with a brief summary of the important 
points raised, and a list of references. 

contractual 

Contractual arrangements are written mutual 
agreements, enforceable by law, between two 
or more parties that something shall be done 
by one or both. There are two major classes of 
contract which governments use in the man
agement and administration of public forest 
lands. The first types of contract are resource 
utilization contracts. In various countries they 
are called forest tenure arrangements, forest 
concessions, forest management agreements, 
etc. They involve governments granting har
vesting or use rights to parties to utilize or 
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exploit forest resources for timber, other forest 
products, gathering of non-timber forest prod
ucts, or use of the forest for other purposes 
such as hunting, watershed use, recreation or 
ecotourism. Resource utilization contracts gov
ern the rights of owners, users and others over 
forest land, timber and/or other assets by 
defining the way forests are held and utilized. 
They define the rights, duties and responsibili
ties of the two parties to the contract: the 
owners of the resource (the government in the 
case of public forest lands) and the user, the 
contractor. The rights, duties and responsibili
ties can vary widely under different forms of 
contract. For example, timber concessions can 
provide long-term rights to the current forest, 
rights to other forest land uses, and rights to 
the next harvest. A fuelwood contract may 
only provide rights to gather firewood for one 
year. 

The second types of contract are procure
ment contracts, or goods and services con
tracts. In these contracts, governments enter 
into agreements with other parties to provide 
goods or services for the management and 
administration of public forests; for example, 
for forest inventories, forest management 
activities, forest certification, tree planting, fire 
protection, etc. 

Often forest contractual arrangements can 
involve both types of contract, granting the 
party harvesting or use rights - but also requir
ing them to undertake forest management 
activities- reforestation, environmental protec
tion, etc. The type of forest management 
agreements found in many countries are of this 
nature, granting harvesting rights but requir
ing forest management. 

2.3 The scope 
arrangements 
In many countries there can be several forms of 
contractual arrangements. The legal systems 
and the contract laws can allow for many types 
of contract. Each contractual form will have 
implications for the incentives for contract 
holders and thus affect the way the forests are 
managed. 

Four dimensions of contract may be recog
nized: 
1. What rights are included, the suite of rights 

governments include in a given contract. 
2. Who (organizations or individuals) is eligible 

for consideration as a contractor. 

6 

3. The length (duration) of the contract. 
4. Spatial dimensions, the location, and area 

(size) of the contract. 

On public forest lands, governments may 
allocate a wide variety of rights to the 
resources, "bundling" them in different con
tractual arrangements. Timber companies are 
often granted permits, leases, licences, conces
sions or other contracts to utilize industrial tim
ber and sometimes to manage the forests. 
Grazing rights are issued to livestock farmers. 
Others are granted rights to water, wildlife, 
fish and other resources. Sometimes these 
rights are exclusive, sometimes they are held in 
common with others. The variety of attributes 
of forests to which rights are assigned, and the 
variety of legal instruments used to grant these 
rights, is almost endless. Chapter 6 discusses 
property rights issues and the different forms 
of contractual arrangements. 

Governments also have broad scope regard
ing the types of organization with which they 
enter into agreements. Commonly, the agree
ments are with private sector, for-profit compa
nies interested in exploiting forest resources 
for their market value under a licence or short
term timber harvesting contract, or permits 
with individuals for fuelwood or charcoal pro
duction, harvesting rattan, or other non-timber 
forest products. 

Governments may also negotiate and sign 
contracts with communities or non-profit orga
nizations for timber harvesting, management 
of community forests, or to provide services 
such as development and operation of recre
ational facilities in national forests. Another 
type of agreement is between governments 
and aboriginal communities in which rights 
and responsibilities to resources are defined 
based on traditional use. 

A less common contractual arrangement is 
between two agencies within the government 
or different levels of government, for instance 
the federal government contracting with a 
municipality or state government for maintain
ing roads, or for policing a federally-owned 
forest within the local jurisdiction. Finally, gov
ernments may negotiate and sign contracts 
with international organizations. The 
Convention on International Trade in 
Endangered Species of Wild Flora and Fauna 
(CITES) agreement is an example. 
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Where demands on a resource are low or the 
availability (supply) is large, the value of the 
resource will be low, and resource users' rights 
are likely to be simple. However, as demand 
rises or availability (supply) shrinks, the value of 
the resource rises, and thus the potential gain 
from better, more efficient tenure and alloca
tion arrangements increases. More sophisticat
ed systems of property rights and contractual 
arrangements may be expected to emerge. 

With population growth and economic 
development natural resources such as forests, 
grazing lands, water, wildlife and fish become 
scarce. As pressures on each develop, its value 
increases, and it becomes increasingly impor
tant to develop means of allocating these 
resources more efficiently among competing 
users and uses. Rights in the form of leases, 
licences, permits and other contractual 
arrangements may be expected to be devel
oped and introduced to allocate these 
resources as they become scarce and valuable. 
As development progresses and natural 
resources become scarcer, new forms of tenure 
rights and contractual arrangements for public 
resources will need to be developed. Even in 
developed countries, new forms of rights are 
being developed for fisheries, poll uti on, forests 
and recreational resources. Thus, the system of 
tenure rights and contractual arrangements for 
public resources is evolving over time. Chapter 
4 discusses the legal framework for the man
agement and administration of public forest 
lands. 

An important rule in designing a system of con
tractual arrangements for public forests is that 
they should be developed with careful refer
ence to the government's forestry policy objec
tives. Forestry policy objectives can vary among 
countries. Some countries have policies of con
verting forested land for agricultural develop
ment, others have policies of preserving forests 
for biodiversity or ecotourism. Other countries 
encourage forestry as an adjunct to agriculture 
through agroforestry. Some countries have 
policies of using their forests to encourage eco
nomic and industrial development, others have 

forest policies that emphasize environmental, 
recreational, or tourist benefits of forests. 

Most countries pursue several forestry policy 
objectives. The following are some common 
ones: 
• to manage and use public forests in ways 

that are sustainable and will maintain the 
biodiversity of forest ecosystems; 

• to allocate forest lands to a diversity of uses; 
• to preserve representative tracts of forest in 

their natural state; 
• to promote the development of a healthy 

private-sector forest industry; 
• to encourage forest-related employment; 
• to ensure that timber and other commercial 

forest products are produced and utilized in 
ways that will generate the maximum possi
ble economic values; 

• to generate public revenue from public 
forests; 

• to earn foreign exchange from forest prod
uct exports; 

• to earn foreign exchange from forest-based 
ecotourism; 

• to use forests to promote regional or rural 
development within the country; 

• to support and maintain forest-dependent 
communities. 

This is just a sampling of possible forestry 
policy objectives. Each government will have its 
own set of objectives, and its own priorities 
among them. The important point is that in 
designing a system of contractual arrange
ments for a particular jurisdiction, it is essential 
to begin with a clear understanding of the gov
ernment's forestry policy objectives, so that for
est contracts may be designed to advance those 
objectives, and complement other policy instru
ments. 

Three important points on forestry policy 
objectives are warranted. First, forestry policy 
objectives can often conflict with each other. 
Concern for environmental protection may con
flict with an objective of increasing government 
revenues, or maintaining industrial employ
ment. When designing contractual arrange
ments it is, therefore, important to also appreci
ate the trade-offs among the policy objectives, 
and the importance or weight attached to each. 

Second, forestry policy is not independ~nt 
of other public policies. For example, a forestry 
policy that governs how logging is conducted is 
likely to affect the habitat of fish and hence 
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also affects fisheries management and fisheries 
policy. Similarly, forestry policy will also affect, 
and be affected by, water policy, agricultural 
policy, transportation policy, environmental 
policy and so on. Land tenure policies that 
require the clearing of land to prove ownership 
will be in conflict with policies of sustainable 
forestry. This has been a major factor in defor
estation within the Amazon basin, and else
where, as well as in the early settlement of the 
mid-western United States. If policies are not to 
counteract each other, their interdependence 
must be kept in mind in designing and select
; ng pol icy instruments, such as contractua I 
arrangements. 

Conflicting policies between federal, state 
or provincial, and municipal governments may 
further complicate policy design. Sometimes 
the policy initiatives of one government are in 
response to the policies of another level of 
government. These inter-jurisdictional conflicts 
are often extremely difficult to deal with and 
overcome. 

Third, forestry policy objectives, as well as 
most other policy objectives, are rarely articu
lated clearly or precisely. Coherent statements 
of government forestry policy objectives and 
their relative priority are hard to find. 
Governments and politicians are often reluc
tant to be specific about their preferences. 
Often, policies and objectives have to be 
inferred from the legislation, regulations, 
speeches and statements of politicians and 
from past decisions. These difficulties are 
aggravated because policies are evolving over 
time. 

In spite of the difficulties in identifying 
forestry policy objectives, they are a necessary 
and important starting point in the design of a 
system of contractual arrangements. 
Ultimately, the suite of selected options will be 
judged on its success in achieving policy objec
tives. Chapter 3 discusses forestry policy issues, 
objectives and policy instruments, such as vari
ous contractual arrangements. 

2.6 Historic 
contractual ..,.,... ............. 
Countries have experienced many common 
problems in using both resource utilization 
contracts and goods and services procurement 
contracts in the administration and manage
ment of public forest lands. One key deficiency 
in resource utilization contracts has been the 
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failure of governments to capture or collect an 
appropriate or "fair share" of the value of the 
forest resource (the economic rent). These fail
ures have resulted from a num of factors: 
inaccurate appraisal of resource values prior to 
contract signing, low forest fees, poorly 
designed forest revenue systems, haphazard 
collection of resource levies due to negligence, 
or bribery and corruption government offi-
cials. Resource appraisal, revenue sys-
tems and the collection of levies are discussed 
in Chapter 8. 

A second common problem with resource 
utilization contracts results from conflicts over 
unresolved forest ownership rights. 
Throughout the world, the rights of aboriginal 
or first nation peoples and their traditional use 
of forest resources and forest lands have not 
been adequately recogn in forest utiliza
tion contracts. Failure of governments to iden
tify prior claims and overlapping claims to 
resource rights, and to resolve these conflicts 
prior to the granting resource utilization 
contracts, has led to conflicts and to difficulties 
in the administration the contracts. 
Recognition and resolution land claims and 
resource use rights is a key step in plan-
ning resource development. 

A third common problem experienced with 
resource utilization contracts and goods and 
services procurement contracts is non-compli
ance with contract terms, often the result of 
inadequate monitori a weak or non-exis
tent enforcement. Governments frequently il 
to allocate sufficient fina I and human 
resources to monitoring, control and enforce
ment activities. As a result contract holders can 
operate unchecked. In addition, contract hold
ers often lack the expertise required for plan
ning and executing management 
practices specified in the contract terms 
because of insufficient ng or trained per-
sonnel. Contract violations can to severe 
degradation of the ual irreversible 
environmental i from poorly 
planned logging operations a poor road 
construction), loss of biodiversity, and loss of 
forest revenues. Contract administration and 
enforcement are discussed in Chapter 10. 

Most problems with forest utilization and 
goods and services contracts can be prevented 
or minimized by ca I n of the con
tracts, proper planni 
ing and enforcement. However, this requires a 
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commitment on the part of governments at all 
levels, allocation of adequate financial 
resources, and well-trained and dedicated per
sonnel. 

The trend worldwide is towards more effective 
and cost efficient governments. There is 
increasing interest in the use of contracts with 
the private sector as an instrument for provi
sion of public sector goods and services and 
public sector management for a full range of 
public sector activities. This "privatization" 
trend began in the early 1980s (Moe, 1996; 
Morell and Paveri, 1994). The trend spread to 
the agriculture and forestry sectors in many 
developing countries during the mid 1980s 
(Morell and Paveri, 1994). In many countries, 
privatization has been driven by the structural 
adjustment programmes of international lend
ing institutions, such as the World Bank and 
the International Monetary Fund (IMF). 

In some countries, other factors provided 
additional impetus for more widespread use of 
contracts. In some cases it was the result of 
government budget crises. In other countries, 
the shortage of qualified staff prevented gov
ernment organizations charged with resource 
management, development, or supervisor 
responsibilities from functioning. 

How does the shift towards greater reliance 
on the private sector and the use of contractual 
arrangements change the role of government 
in the management and administration of pub
lic forest lands through contractual arrange
ments? It is possible to identify four institution
al roles for the production and delivery of spe-
cific goods or services: producer, con-
sumer, and For countries which 
have recently changed to mixed economies, as 
well as for those with continuing mixed 
economies, government involvement has shift
ed from formerly playing three out of these 
four roles (as funder, producer and regulator) 
towards playing only two roles (as funder and 
regulator), or only the role of regulator. 

With the change in government roles, the 
government's requirements for financing, 
staffing levels and qualifications of staff have 
also changed. In some countries, a major task 
of government employees has become the 
negotiation and supervision of contracts. 

Finally, it is important to note that the 

design of forest contractual arrangements 
rarely starts from scratch. Tenure rights to tim
ber and other forest resources already exist, 
and their allocation and administration is 
already established. Government organizations 
and administrative procedures are in place, 
individuals and private companies have adapt
ed to them, and existing rights and undertak
ings must be respected. Usually, new contracts 
will be built on what is already in place, modi
fying the existing contractual arrangements to 
enable the introduction of new ones in line 
with the emerging policy objectives. 

Thus, the development of contracts for pub
lic forests and public lands, as well as the insti
tutional arrangements for forest administra
tion, is an evolving process. Existing arrange
ments are modified and new contractual 
arrangements added to reflect the changing 
circumstances and policy objectives. However, 
as many of the historic problems with forest 
contracts persist, there is an urgency to serious
ly revise the way in which contracts are 
designed and administered and to introduce 
updated contractual arrangements that satisfy 
current forestry policy and social needs. 
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for concessions and contracts in public forests 

Forestry policy fra111evvork 
r contract design and 

ad111inistration 

3~ 
Chapters 1 and 2 provided an introduction to 
the study and an overview of contractual 
arrangements as important instruments of 
forestry policy. This chapter, together with the 
next two (Chapters 4 and 5), discusses the con
ditions that a country should put in place to 
design and implement forest contracts that 
secure social and economic objectives and 
resource sustainability, and enable the country 
to effectively supervise and manage forest con
tracts. Conditions for designing and effectively 
administering forest contracts are discussed 
under three areas of country capacity: the poli
cy framework (in this chapter), the legal frame
work (Chapter 4) and the institutional frame
work (Chapter 5). 

A sound policy framework has clear objectives 
and goals that will guide forest management 
into the future. Firstly it should respond to 

public interests/demands. This ensures that 
contracts and the process of contracting out 
embrace the value system of the country with 
respect to use of public forest lands. A sound 
policy framework should exist in writing and 
make explicit its purposes and how benefits 
are to be distributed among actors and the 
public. A clearly written policy should be in 
line with written contracts in that the latter 
provide both the proof of agreement among 
actors and a clear record for future reference. 
A sound policy framework also establishes the 
rights and responsibilities of actors and fair 
mechanisms for dealing with conflict. It also 
creates confidence and security in investors, 
other economic actors, both government and 
non-government constituencies, and local 
communities. Finally, a sound policy frame
work enables fairness and stability of the con
ditions required for business operations in the 
medium and long term. 

Figure 3.1 shows the elements of a compre
hensive forestry policy framework and the hier
archy of policy goals, principles, objectives and 
action priorities. 
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1: 

This component of the forestry policy frame-· 
work establishes the broad national goals that 
the government has agreed to pursue in order 
to secure the public's interest and the sustain
ability of forest resources. The national goals 
must be shaped from the demands and needs 
of the citizens and the underlying concern for 
the sustainability of the environment (Ontario 
Forest Policy Panel, 1993). Governments ought 
to conduct extensive consultations with the 
public and forest users to clearly articulate the 
relevant forestry goals of society. This would 
ensure attainment of good governance princi
ples of protection of the public interest, trans
parency and equity. 

The national goals should at least embrace 
the following three ideas which are central to 
sustainable forest management. First, guaran
tee present and future material and social 
needs for society. Second, be linked to the 
country's strategic objectives for development. 
And third, ensure the long-term health of the 
nation's forest ecosystems. 
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The principles of forest resources management 
are the cornerstone of the policy framework 
which support and facilitate goal setting. The 
general principles discussed here include those 
intended to ensure the long-term health of for
est ecosystems, promote economic efficiency 
and encourage informed decision-making. 
They are shown in Figure 3.2. 

Sustainable development is based on maintain
ing forest ecosystems as forests and maintain
ing them in a viable condition. Forestry policy 
planners and forest managers, in consultation 
with forest users and the public, will need to 
define what "viable conditions" mean. Policy 
planners and managers then need to identify 
and implement actions to maintain or achieve 
sustainable forestry. Where ecosystems are 
especially fragile, it may be necessary to restrict 
or prohibit human activities in order to stay 
within the physical and biological capabilities 
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of the ecosystems (Kaufmann et al., 1994). 
Special actions may also be required to restore 
degraded forest lands. 

In administering the forestry sector, govern
ments must always endeavour to ensure that 
goods and services of any type be produced at 
a minimum cost that resources be used for the 
production of society's required goods, that 
people negatively affected by policy implemen
tation are compensated, and that care be 
taken of the needs of less benefited groups. In 
Chapter 9, the concept of economic efficiency 
is addressed in more detail. Frequently, forest 
policies inhibit efficient use of the forest 
through complex or conflicting regulations, or 
through the non-enforcement of other regula
tions. 

The sustainability of benefits to forest com
munities or regions is another major responsi
bility in the governance of the forestry sector. 
Without the community, sustainability of 
resources, profits and benefits will all be com-

promised. An essential element of both com
munity and resource sustainability is employ
ment which is included in the full meaning of 
sustainable development. 

The policy principle of balanced decision-mak
ing presents three challenges for decision-mak
ers. The first is to identify how to meet compet
ing demands on the forest, while maintaining 
ecosystem sustainability. The second is to iden
tify the trade-offs among the competing 
demands and forest uses, how one forest use 
affects another. The third is how to make com
promises among competing demands on the 
forest when the forests cannot sustain all the 
demands people would make on them. 

The decision-making framework must 
define how forest decision-makers and all 
those who advise them can work together to 
achieve balanced decision-making. Forest man
agers need to inform the public of the links 
among forest ecosystems, forestry policy objec
tives and forest management tools. The follow-
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ing criteria identify some of the key precondi
tions for better decision-making for public 
forests: 
• sound science, public involvement and local 

involvement, local knowledge and careful 
inventory will work together to produce 
effective decisions; 

• the use of consensus-building methods in 
forest decision-making; 

• accountability of decision-makers for their 
actions and decisions; 

• decisions made as close to the situation as 
possible, respect for local needs and desires, 
and consistency with national direction. 

3.2.3 Strategic 
action priorities 
Establishing strategic objectives requires knowl
edge and understanding of the important 
issues and essential demands on public forests. 
Strategic objectives help governments to make 
the difference between "doing things well" 
and "doing the right things well". They help 
governments to assign their scarce resources to 
those demands of society that really matter for 
people's well-being and sustainable develop
ment. The forestry policy formulation process 
should allow for an objective way of identifying 
society's demands. The process also allows for 
an objective selection of those demands that 
need to be addressed based on government 
resources and the expected future evolution of 
the country's situation. Without a process for 
strategic planning, many governments end up 
implementing programmes irrelevant to soci
ety's demand and values. 

Action priorities are essential in making 
things happen. They mark the difference 
between rhetorical declarations and making 
things happen. They deal with the practical 
actions required for timing, funding and imple
menting policies. 

Up to here we have discussed forestry policy 
independent of other government policies. 
However, policies in other sectors of the econo
my can significantly affect the forest sector and 
distort forest policies (de Montalembert, 1995). 
In many countries, policies in other sectors have 
caused greater forest destruction than misdi
rected and misapplied forestry policies have. 
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These include agricultural settlement and land 
clearing programmes for cash crops, such as 
rubber, oil palm, tea or cacao, cattle ranching 
(Repetto and Gillis, 1988) and energy policies 
that ignore rural areas and increase dependen
cy on fuelwood. Other examples include land 
tenure and settlement policies that assign 
property rights over forested lands on condi
tion that such lands are cleared and "devel
oped" or "improved". Finally, some economic 
policies may appear to have little effect on 
forestry, but can be significant causes of defor
estation. Examples include subsidized agricul
tural loans, highway programmes to open up 
areas to settlement, development strategies 
that depress the demand for unskilled labour, 
and farm policies that favour large-scale farm
ers over smaller holdings (Repetto and Gillis, 
1988; Brown and Pearce, 1994). 

The following sections discuss several policy 
areas outside forestry that impact on forestry 
and forest policies. 

A common policy deficiency is the lack of coor
dination between conservation programmes 
and forest programmes and forestry policy 
(SchmithOsen, 1995). There are important link
ages between forest policies and conservation 
policies. These are illustrated in Figure 3.3. 

Land use planning is an important process 
for the coordination of forest policies and pro
grammes, conservation policies and pro
grammes, and other policies and programmes 
in agriculture, mining, transportation, etc. One 
of the important tools in land use planning for 
reconciling conflicts is zoning. Zoning ensures 
separation between compatible and incompati
ble land uses, while maintaining functional 
linkages between them. Table 3.1 provides a 
summary of policy instruments that govern
ments can use to ensure linkages among con
servation and forest development policies. It 
also gives examples of cross-sectoral linkages 
arising from such policy instruments. 

Agriculture has perhaps had the greatest 
impacts on forestry. Agricultural policies have 
been a major cause of deforestation in many 
countries. In addition, landlessness and shifting 
cultivation have been significant causes of 
deforestation. In Sub-Saharan Africa, it has 
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been estimated that encroachment of exten
sive agriculture into forest areas is about 0.6 
million hectares annually (Sharma et al., 1994). 

It is the government's responsibility to 
secure harmony between agricultural policies 
and forestry policy. The government should 
create an enabling environment for sustainable 
agriculture, improving production from exist
ing agricultural lands, upgrading technical ser
vices, developing rural infrastructure, develop
ing appropriate technologies, removing policy 
distortions such as administered low producer 
prices for crops, and addressing land tenure 
issues. Agroforestry, the intercropping of tree 
and agricultural crops, for example, can both 
decrease the demand for new agricultural 
lands and increase wood supply, particularly 
fuelwood, as well as producing fodder and 
enriching the soil. Table 3.2 summarizes policy 
instruments that governments can use to 
ensure coordination among agriculture and 
forest development policies and shows exam
ples of resultant linkages. 

Trade, fiscal, exchange rate, privatization, pub
lic expenditure and pricing policies in various 
sectors can all distort forest policies if they are 

Rolin insll!umenl , 
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not well planned and coordinated. A World 
Bank review of Argentina's forest sector (World 
Bank, 1993) revealed how inefficient macroeco
nomic polices resulted in negative economic 
growth rates. This economic decline, by reduc
ing alternative job opportunities for the rural 
population dwellers, increased the attractive
ness of subsistence agriculture and contributed 
to the loss of native forests. In Thailand, the 
logging ban and the suspension of all forest 
concessions in 1989 caused a serious wood sup
ply shortage for the wood processing indus
tries. This led to illegal logging in Thailand and 
deforestation in the neighbouring countries of 
Laos, Cambodia and Myanmar. 

Finance and planning ministries, and min
istries responsible for macroeconomic policy 
and their coordination, can ensure consistency 
and complementarity among policies and their 
impact on forestry. There are a number of poli
cy instruments that governments can use to 
achieve cross sectoral linkages between macro
economic policies and forestry. Table 3.3 sum
marizes those macro-economic policy instru
ments and identifies their impacts on the sus
tainability of forestry. 

With increasing population comes increased 

Incentives, subsidies and support' 
either: 
1) to expand food and 

.·.· ~~ricultur~l production; or 

1) Agricultural pricing versus 
wood pricing; subsidized 
mechanization; fiscal support 
to agriculture. 

National action plans for the 
conservation of natural 
resources; impacts on the 
sustainability of forests. 
Natural regeneration; 
reforestation for social, 
environmental·and economic 
purposes on abandoned 
agricultural lands. 

2)2 to assist activities and services 
other than food production 
and set aside schemes for 
agricultural land. 

Legislation and fiscal measures 

Source: Adapted from de Montalembert, 1995. 
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demand for land for agriculture and other 
forms of subsistence. Actions are needed to 
reduce population pressures contributing to 
poverty and environmental degradation in 

Source: Adapted from de Montalembert, 1995. 

many tropical countries. Table 3.4 summarizes 
policy instruments that governments may use 
to promote cross-sectoral linkages between 
population and forest development policies. 

on 
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Table 
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creation 
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Source: Adapted from de Montalembert, 1995. 
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Investment in small industries 
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incorporating forests and 
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Harvesting and increased 
commercialization of wood for 
fuel in forests; urban and rural 
demand for woodfuels; 
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land cultivation 

Better management of forests; 
improved forest industrial 
development 



The majority of energy in most tropical coun
tries comes from forests or on-farm wood bio
mass. Fuelwood cutting is the second major 
cause of deforestation in many countries. 
Table 3.5 summarizes policy instruments that 
governments can use to ensure linkages 
between energy and forest development poli
cies and shows examples of linkages that could 
arise. 

Many tourism activities are forest-based. These 
include various ecotourism activities, wildlife 
viewing, camping and hiking. As a result there is 
a potential for conflicts without cross-sectoral 
planning. Tourism can impact on forestry in 
unusual ways. For example, the 220,000 tourists 
who visited Nepal in 1986 contributed to 
increased fuelwood consumption, added to the 
fuelwood shortage and contributed to increased 
forest degradation (FAO, 1993). Table 3.6 sum
marizes policy instruments that governments 
may use to manage the linkages between 
tourism and forest development policies and 
shows examples arising from the linkages. 

In addition to the policies discussed here, 
there are other policies and institutions that 
impact on forestry policy. These include the 
legal system, discussed in Chapter 4, the institu
tional framework, discussed in Chapter 5, and 
the structure of property and tenure rights, dis
cussed in Chapter 6. The next section discusses 

and contracts in public forests 

the policy process and the steps in formulating 
new policies or revising existing ones. 

A clearly defined process is required for sound 
decision-making and good policy implementa
tion. It also serves to guide the formulation of 
new, and the revision of, existing forestry poli
cies. Having a clear, well-defined policy process 
will improve the transparency and efficiency of 
government policy making, and facilitate peo
ple's participation in the process. 

Many models of public policy process exist. 
The policy process is often described as a prob
lem-solving process. Several texts describe 
problem-solving processes that match policy 
processes (e.g. Koberg and Bagnall, 1983; 
Hanks et al., 1977). 

The policy model and process described in 
this chapter involves six steps: 1. Problem iden
tification and definition; 2. Policy agenda; 3. 
Policy formulation; 4. Policy adoption; 5. Policy 
implementation; and 6. Policy evaluation. 

The first step in policy development involves 
identification of a problem. What are the prob
lems that demand public policy attention? 
Which groups of individuals seek changes in 
the current policy (status quo) and why? 
Possible participants in problem identification 
and definition may include senior policy-mak-

on 
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Source: Adapted from de Montalembert, 1995. 
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Ecotourism investment; slow 
down of internal migration 

Protection of rural environment, 
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Reforestation; protection and 
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resources; increased rural 
income and wood demand for 
infrastructure 

Increased control on forestry 
activities; more protected· areas; 
rural income; education in 
environmental issues 
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ers in ministries or planning bureaux, politi
cians, government bureaucrats and profession
als, non-governmental organizations, state 
enterprises, industrial forestry companies, for
est communities, indigenous peoples, the 
media, or academic institutions. 

For changes in existing policies, problem 
identification starts with a review of experi
ence and problems with the existing policy; 
what has worked well, what has not met the 
objectives, what has been learned from imple
mentation of the existing policy. 

a 

Not all problems identified in the first stage 
will merit further policy analysis. Many will be 
minor, or reflect only narrow interests rather 
than broad public interest. In this second stage, 
the need to address the problem has to be rec
ognized. In development of the policy agenda, 
government will be the major player, and 
resources will be assigned to deal with the 
problem and develop the policy analysis agen
da. At this stage, it is important to review relat
ed policies and determine the nature of their 
relationships to either the new or old policy. 
This will ensure that the cross-sectoral linkages 
are complementary, not conflicting, and avoid 
policy distortions. For forest contractual 
arrangements, it is particularly important to 
ensure that one contract does not jeopardize 
the realization of other strategic objectives. 

Once the policy agenda has been developed, 
policy formulation begins. At this stage, accept
able and alternative courses of action are iden
tified and developed to deal with the problem 
issues. The array of technically feasible courses 
of action may be large, but many may be 
rejected as inconsistent with the policy princi
ples identified earlier in the chapter. It is 
important at this stage to include all the possi
ble, but feasible, policy alternatives taking into 
account the policy principles of ecological sus
tainability, economic efficiency and community 
sustainability, and balanced decision-making. 

The range of technically feasible approaches is 
narrowed to a smaller set of economically and 
administratively feasible alternatives. The final 
choice is influenced by concern to avoid politi-
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cal, environmental and economic risks, to mini
mize administrative costs and to improve 
administrative procedures. Policy adoption 
implies that the government intends to follow 
the new course of action. Adoption also implies 
that the funds, organization and personnel 
must be made available to implement the new 
or revised policy. 

It remains to choose among various ways of 
implementing the policy decision. There are 
alternative policy instruments from which to 
choose, and various ways of organizing imple
mentation activities. For example, implementa
tion activities may be carried out by the gov
ernment directly or under contract with private 
parties. They may be implemented under forest 
regulations, under performance requirements, 
or by means of performance incentives. 
Measures to implement contractual arrange
ments through regulations, performance 
requirements, or incentives will occupy much of 
the discussions in the following chapters. 

Administrative agencies are the most impor
tant actors in implementing new or revised 
policies, but the legislature or the courts may 
also be involved. Legislatures may circumscribe 
administrative discretion through legislation, or 
by selectively funding individual items in agency 
budgets. Although courts do not enact legisla
tion, they are often asked to interpret legisla
tion, regulations, or administrative procedures. 

The policy framework traces a policy from the 
problem formation stage to its evaluation 
stage. Adding evaluation to the process intro
duces a feedback process and makes policy-for
mulation or revision an iterative process. Policy 
evaluation makes it easier to adapt or modify 
forest policies to accommodate changing situa
tions, or newly emerging realities. For example, 
forest utilization contracts designed one or two 
decades ago may need modification or revision 
because of changing forest situations, altered 
economic situations, or changing societal pref
erences among forest uses or forest preserva
tion. A formal process of evaluation should be 
established. Critical review leads to re-evalua
tion of objectives and means and, if necessary, 
policy change. In revising existing policy, it is 
important to identify conflicts between the 
existing policy or proposed changes, and relat-
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ed policies, and to resolve these conflicts. 
Governments continually receive informal 

evaluation and criticism of their policies from 
lobby groups, non-governmental organizations, 
commissions of inquiry, political debate and a 
variety of other channels. Informal feedback or 
formal evaluation of the policy may produce 
minor or major changes in policy, legislation, 
regulations, or administrative procedures. 

In the real world, policy-making is often a 
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1 
Successful design and use of resource utiliza
tion and goods and services procurement con
tracts depend on the existence of both coher
ent forestry policy and an effective and effi
cient legal system, including laws and regula
tions which define clearly the responsibilities 
and authority of government agencies. This 
chapter discusses the role of these legal instru
ments in the management and administration 
of public forest lands, including the design and 
use both of resource utilization and of goods 
and services procurement contracts. 

The chapter begins with a discussion of the 
framework of legal systems. This is followed by 
an analysis of the individual components of the 
legal system and the role of governments in 
the promulgation, application, enforcement 
and revision of statutes, laws, regulations and 
other legal instruments. 

In most countries, legal systems are made up of 
six components which must function together 
for the successful execution of public policy. 

These six components are: 
e Legislative bodies, legislative committees 

and sub-committees. 
• The Executive: the President or Prime 

Minister, the Cabinet and Ministers. 
• Ministries, departments and other govern

ment agencies that create legal instruments, 
regulations and administrative procedures. 

• Enforcement agencies. 
• The judiciary system, courts and tribunals. 
• The legal instruments themselves; the 

statutes and laws, local by-laws, presidential 
and ministerial decrees, regulations, and the 
administrative procedures for implementing 
these legal instruments. 

Legislative bodies comprise the elected and 
appointed bodies of representatives at the fed
eral, state or provincial and local levels. These 
legislative bodies propose, debate and create 
laws relating to a wide range of public policy 
issues. This includes laws that define the 
responsibilities and authority of government 
agencies in writing, negotiating, signing, 
supervising and enforcing contracts. These laws 
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may result from a formal policy development 
process, such as that described in the preceding 
chapter, or may come directly from the policy 
agenda of the cabinet, ministers, ministries, 
individual legislators, or from special interest 
groups. 

The executive comprising the president, or 
prime minister, the cabinet, and ministers of 
ministries or departments will often initiate 
legislation to be debated, voted on and passed 
by the legislature. The executive may also legis
late directly by means of presidential or minis
terial decrees. 

Ministries, departments and other govern
ment agencies may initiate legislation follow
ing a policy process, such as described in the 
previous chapter. Sometimes they may bypass 
the policy process, perhaps in response to an 
urgent need for action. 

Government ministries, departments or agen
cies are normally charged with writing regula
tions for laws passed by legislative bodies, presi
dential and ministerial decrees. Regulations usu
ally have the full force of the law. 

Enforcement procedures and the agencies 
involved will vary widely among countries. 
Enforcement procedures and agencies may 
include a wide range of organizations and per
sonnel depending on the type of law and 
penalties for non-compliance. Enforcement 
may be carried out by staff of government 
administrative agencies (e.g. the forest service, 
forestry department or forest directorate), for
est inspectors, resource officers, environment 
conservation officers, the police, military, or by 
private companies under government contract. 
They may undertake a variety of activities to 
encourage compliance, apprehend and/or sanc
tion violators, and collaborate with the courts 
in prosecution. Enforcement procedures are 
discussed in detail in Chapter 10, including 
issues of contract compliance and the contract
ing out of enforcement services. 

The judicial system includes appointed court 
officials such as judges, government lawyers, 
clerks, bailiffs, juries and associated staff 
involved in the prosecution of accused offend
ers, and the sentencing of those found guilty in 
criminal law cases, or the settling of claims in 
civil law cases. 

The courts play two important roles. First, 
they decide on the constitutionality of new 
laws, acting as a check on legislative bodies. 
This constitutional role indirectly affects the 

26 

design and application of contracts by defining 
government responsibilities and authority to 
grant contracts. Second, the courts interpret 
laws and regulations by hearing specific cases 
and through their decisions establish prece
dents that define the limits of applicability of 
the laws and regulations. They afso establish 
the level of deterrence and penalties by means 
of fines, prison terms and other sentences. The 
second role has a more direct effect on the 
design and use of contracts by establishing the 
effectiveness of contract penalty provisions as 
deterrents to breaches of contract. 

An efficient and effective legal system 
depends on each of these components operat
ing effectively and in coordination. Legislative 
bodies and government agencies when draft
ing laws, regulations, contracts and other legal 
instruments must be cognizant of the monitor
ing and enforcement procedures required, the 
conditions for successful prosecution of offend
ers, and the penalty provisions required to 
encourage compliance. Enforcement agencies 
must understand the intent of the laws, regula
tions and other instruments, and the desired 
behaviour intended. They will also need the 
skills and knowledge required for enforcement 
and, when necessary, successful prosecution 
(see Chapter 10). Similarly, the courts must 
understand the intent of the law for successful 
prosecution, the setting of fines and other 
penalties, and for prosecution to serve as a 
deterrent. Finally, the laws and regulations 
themselves must be unambiguous, comprehen
sive and clear if they are to provide the proper 
incentives for performance and contract com
pliance. 

The various legal instruments that apply to 
forestry and conservation are categorized into 
six levels and discussed below, along with 
examples of each. In the sections that follow, 
each of the six levels is discussed in turn. The 
implications of each for the design of contrac
tual arrangements, resource utilization con
tracts and procurement contracts are discussed. 

The activities of countries ·are to a certain 
extent constrained by international law, by 
international bodies such as the World Trade 
Organization (WTO), and by international and 



regional agreements among countries which 
function as laws. WTO, the successor to the 
General Agreement on Tariffs and Trade 
(GATT), is the legal and institutional founda
tion of the multilateral trading system among 
countries. It regulates international trade rela
tions between countries, as well as influencing 
and constraining domestic investment policies 
and internal trade policies. 

The Convention on Biological Diversity 
established at the 1992 Rio "Earth Summit", 
commits those signing countries to conserve 
biological diversity within their jurisdiction. 
Under this agreement, many countries are 
developing national strategies, plans and pro
grammes for the conservation and sustainable 
use of biological diversity. 

Other examples of international agreements 
include the International Tropical Timber 
Agreement (ITIA), and the Convention on 
International Trade in Endangered Species of 
Wild Flora and Fauna (CITES). Under the CITES 
agreement, for example, countries have had to 
develop policies to control and manage the 
harvesting of mahogany. Examples of regional 
agreements among countries include the treaty 
for Amazonian cooperation, the ASEAN agree
ment on the conservation of nature and natur
al resources, and the convention on the conser
vation of nature in the South Pacific. 

The constitution is the highest and most formal 
level of a country's legal system. The constitu
tion prescribes the role of the different levels of 
government and their powers; central, regional 
and local governments, the relationships 
between them, and assigns responsibilities to 
each level. The constitution establishes and 
enumerates specific powers of the legislature, 
the executive and cabinet, and the judiciary. 

The constitution establishes the basis for 
policies that directly or indirectly affect the 
management and use of forests on public 
lands. In Indonesia, Pancasi/a, the five philo
sophical principles of the 1945 Constitution, 
guide state policy and establish the basis for 
each five-year National Development Plan. In 
many countries, the constitution defines the 
ownership and legislative authority over natur
al resources, and therefore impacts directly on 
the design and application of resource utiliza
tion contracts. For instance, the Mexican 
Constitution states that, regardless of their 
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land tenure, all forests belong to the nation 
(Castilleja, 1993). Other countries have similar 
legislation. Therefore, it is important that the 
national constitution establish an enabling 
environment for the sustainable use and man
agement of public forest lands (Schmithusen, 
1995). 

Statutory laws include statutes passed by 
national legislatures and in federal countries by 
state or provincial legislatures, and ordinances 
or by-laws passed by local governments (cities, 
towns, municipalities, etc.). In many countries, 
local governments are created by the national 
state or provincial governments. As a result, 
their ordinances or by-laws have to conform to 
the legislation of the higher governments. 

Statutory legislation can address the full 
range of issues relating to public forest land, 
including how government contractual 
arrangements can transfer resource rights to 
private parties. Statutory legislation also estab
lishes the responsibilities of ministries, depart
ments and governmental officials in manage
ment of public forests. It also establishes the 
basic fiscal and managerial arrangements for 
forest management and administration, crimi
nal acts relating to public lands, taxation and 
incentive programmes. Forest legislation 
should clearly define the forest management 
and administration arrangements in integrated 
rural development, multiple-use forest man
agement, community and village forestry, etc. 
(Schm ithusen, 1986). 

Criminal laws deal with crimes against the state 
and against individuals. Criminal laws are often 
enacted by the federal/national parliament or 
legislature and contained in a criminal code. 
These laws are designed both to denounce and 
punish wrongful behaviour and to deter peo
ple from committing crimes or engaging in 
behaviour that presents a serious risk of harm 
to individuals, the public, public property or 
institutions. Forestry examples include illegal 
cutting of timber, non-payment of fees or roy
alties, illegal timber marking (considered theft) 
and setting incendiary fires (arson). Punishment 
for criminal offences is usually imprisonment, 
fines, or both. 

Criminal codes contain many crimes, but 
they constitute only a small number of all 
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forestry offences. Most forestry offences are 
regulatory offences under legislation enacted 
by the national (federal) parliament, states or 
provinces and local governments. Regulatory 
offences in forestry include failure to comply 
with a management plan, environmentally 
damaging road construction or logging opera
tions, cutting timber outside licence bound
aries, transportation of timber without a per
mit, and non-compliance with health and safe
ty regulations. The punishment for regulatory 
offences is usually a fine, but may, in some 
cases, include imprisonment. The accused is fre
quently a corporation, which may only be fined 
but not imprisoned. In criminal offences, senior 
executives may be held criminally responsible 
and imprisoned. 

4.3.3.2 Contract 
A contract is an agreement between two or 
more legal entities (individuals, partnerships, 
corporations or organizations) to undertake or 
engage in a lawful activity. The agreement usu
ally, but not necessarily, involves a financial 
transaction or payment for a monetary consid
eration or value. As mentioned in Chapter 2, 
there are two general types of contract 
employed by governments in the management 
and administration of public forest lands: 
resource utilization contracts, contracts for 
the outputs of public forests (timber and non
timber forest products and diverse services); 
and procurement contracts, contracts for the 
supply of goods and services for the manage
ment and administration of public forests. 
Resource utilization contracts exist within the 
general framework of the national legal sys
tem, and thus are subject to other acts and reg
ulations (Schmithusen, 1977). The same applies 
to the granting of procurement contracts for 
goods and services. In general, contract law 
applies to any "sale or purchase of goods", and 
thus would include, sales or purchases such as 
the sale of timber rights, logs, rights to non
timber forest products, ecotourism use rights in 
public forests, and carbon sequestering rights, 
the purchase of monitoring and inspection ser
vices, contracting for forest inventories, pur
chase of fire protection services, and the export 
and import of forest products. 

Investment laws govern both foreign and 
domestic investment. They provide benefits 
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and incentives for investment, or place restric
tions and conditions on investments. 
Investment incentives may include such things 
as tax holidays, or tax reductions on income 
taxes or excise taxes, duty-free import of equip
ment and supplies, duty-free export of prod
ucts, waiver of exchange control restrictions, 
ability to repatriate capital and profits, and 
guarantees against expropriation or national
ization. Restrictions and conditions on invest
ments may include requirements to provide 
employment opportunities for the local popu
lation, requirements to provide training pro
grammes, or requirements to provide local 
infrastructure such as roads, hospitals or clinics. 

To implement investment programmes in the 
forestry or other sectors, the government must 
be able to evaluate the investment in terms of 
its effect on that sector and on the national 
economy, and to evaluate the potential 
response of the company. 

Forest laws govern the management and uti
lization of forest lands and forests. They stipu
late methods of allocating rights to forest 
resources on public lands, general forest tenure 
provisions and the contractual arrangements 
for allocating forest rights. Forest laws govern 
forest fees and royalties for public timber and 
other forest products and services, the methods 
of payment, etc. They cover the silvicultural 
requirements for harvesting and reforestation, 
forest protection provisions, offences, penalties 
and appeal procedures. Like other legislation, 
forest law must be written in clear terms to 
ensure comprehension and facilitate compli
ance. Forest regulations spell out in detail the 
legal, administrative, technical and financial 
requirements for the various types of forest 
contract. 

Forest legislation should incorporate the fol
lowing elements: 
• provisions that clearly define the categories 

and the nature of forest ownership, the 
rights and obligations of forest users; 

• clear definitions of the responsibilities and 
authority of government agencies involved 
in the management and administration of 
public forest lands; 

• sustainable forest management require
ments for forest outputs, including timber 
and non-timber products, maintenance of 
forest cover, provision for forest and envi-



ronmental protection on forest lands, pro
tection of biodiversity, and provision of 
recreational and other forest services (de 
Montalembert and Schmithusen, 1993); 

o arrangements to promote sustainable man
agement of public forest lands, forest man
agement and silvicultural procedures; 

~P public participation processes in decisions 
pertaining to management and utilization 
of public forest lands; 

41 establishment of mechanisms for monitoring 
and assessing forest management impacts 
and feedback mechanisms to foster sustain
able management through new informa
tion. 

Environmental laws are intended to promote 
ecological responsibility and sustainability in 
the use and management of the natural envi
ronment. Environmental legislation based on 
"command and control" of private sector activ
ities and liability for damage to the environ
ment is no longer sufficient. Environmental 
legislation, regulations and operational proce
dures need to also include performance incen
tives, economic instruments, prices and taxes. 

The above list of the types of legislation is not 
exhaustive. There are other laws important to 
forestry, what de Montalembert and 
Schmithusen (1993) referred to as "functional 
forest laws". These include a wide range of 
laws and regulations that have an indirect 
impact on forest conservation and develop
ment, and on the design and implementation 
of forest contracts. Such laws may include legis
lation in the areas of taxation, agriculture, 
water protection and management, parks and 
protected areas, rural development, land use 
planning, fisheries, range management and 
animal husbandry, and labour legislation. 

Presidential or Royal Decrees, as well as minis
terial decrees, are directives from the head of 
government or cabinet ministers on how 
forests are to be managed and utilized. Such 
decrees carry the full force of law and are the 
key legal instruments of forestry policy in many 
countries. For example, in Indonesia many key 
components of forestry policy and legislation, 
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both on forest management and on forest con
cessions, are contained in presidential decrees 
and decrees of the Minister of Forests. 

In Thailand, a Royal Decree was issued in 
1992 suspending all logging concessions 
(Chaiyapechara, 1993, in FAO 1993). This sus
pension of logging was intended to preserve 
Thailand's forest from deforestation, but 
encouraged illegal logging in Thailand, and led 
to deforestation in the neighbouring countries 
of Laos, Cambodia and Myanmar and the 
smuggling of logs. 

Forest regulations provide the administrative 
means for implementation of the Forest Act. 
They provide the legislated administrative 
rules, procedures and requirements for admin
istration and management of forests. 
Regulations have the full force of legislation. 
They prescribe how forest ministries operate 
and manage forests. They have a major impact 
on forestry policy. Regulations, like laws, define 
both incentives to encourage compliance with 
the regulations and penalties for non-perfor
mance to discourage actions that are counter
productive. 

The initial set of regulations and major revi
sions may be passed by the legislature. Changes 
or amendments are normally approved and 
passed by Cabinet, or by the Minister of 
Forests. Writing or amending regulations is 
usually done by bureaucrats within the appro
priate ministry with the assistance of the legal 
department. A clear separation of provisions 
between laws and regulations is important for 
effective forestry legislation, but it places spe
cial burdens on the drafting process (Cirelli, 
1993). Generally, the law should set out the 
basic requirements to implement the estab
lished policy. The administrative rules for 
implementation of pol icy and forest manage
ment practices are likely to need frequent revi
sions, so procedures for revision should be 
included in the regulations or in ministerial 
orders. 

Although not formal legal documents, opera
tive policies and procedures manuals establish 
operational procedures for the day-to-day 
administration and management of public 
forests and forest contracts. Forest manage-
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ment and silvicultural procedures and prescrip
tions are covered in forest management opera
tive policies and procedures manuals. These 
elaborate on the forest regulations, but must 
be consistent with the regulations. 

4.3.7 Forest It" ......... "."'"" 

management 
Resource utilization contracts and procurement 
contracts are important legal instruments that 
represent the means of assigning obligations 
and responsibilities between the government 
owner and the private sector. They may be 
used to delegate much of the development 
and management of public forest lands to pri
vate licensees and can have a significant effect 
on how forest management is carried out. 
Resource utilization contracts and procurement 
contracts are discussed in detail in Part Ill, and 
particularly in Chapters 6, 7 and 9. 

In designing resource utilization contracts 
and procurement contracts, it is important that 
the contract and the specific provisions be con
sistent with pertinent laws and regulations. 
Ministries and other government agencies 
should develop standard contracts and 
resource utilization agreements. These should 
be developed by a team which includes legal 
experts and administrative and technical 
bureaucrats. 

4.3.8 
legal ... u ... ...- .......... 

Contract enforcement procedures involve legal 
instruments exercised by the forestry ministry 
and by the judiciary. Depending on the severity 
of the offence, ministerial or departmental 
staff may impose penalties in the form of fines 
for more minor offences. For serious offences, 
perpetrators are tried in courts. Issues related 
to enforcement are discussed in detail in 
Chapter 10, including factors that relate to the 
design and administration of forest contracts. 

A clearly articulated forestry policy is a prereq
uisite for development and promulgation of 
coherent legal instruments, whether they are 
statutory laws, regulations, presidential or min
isterial decrees, resource utilization or procure
ment contracts, or other legal instruments. 
Implementation of new or revised forestry poli-
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cy will undoubtedly require writing or revising 
one or more laws, regulations or other legal 
instruments. 

Major review and revision of legislation and 
the legal policy instruments may be carried out 
by a specially appointed task force involving 
legal experts in relevant areas (international, 
constitutional, contract, commercial, natural 
resource and environmental law), policy 
experts, and senior officials from the forest 
ministry and, where appropriate, related min
istries. For less significant and a more regular 
review and revision of legal instruments, this 
may be carried out by a team of legal, policy 
and administration experts within the forest 
ministry. 
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The institutional framevvork 
for contract design and 
administration 

The focus of this chapter is on the institutional 
capacities and changes required in design of 
contractual arrangements for the utilization 
and management of public forests, and for the 
effective administration of forestry contracts. 
The chapter opens with a review of the admin
istrative issues and institutional changes 
required to adapt to the changing role of gov
ernment agencies and to increasing reliance on 
contracts in agency operations. Next, the chap
ter identifies the managerial capacities, struc
tures, processes and procedures that are 
required in designing, granting and administer
ing forest contracts. Following this, the chapter 
discusses the administrative changes and 
reforms required for the awarding and effec
tive administration of contracts. 

Evidence presented in Chapter 2 pointed to a 
worldwide trend in the increased use of con
tracts in the management and administration 
of public forest land. This shift in the way gov-

for 
and 

other forestry 

is discussed 

ernment forestry agencies operate requires the 
development of new organizational and opera
tional capacities. Successful design and use of 
contracts depend on the ability of government 
agencies to adapt to new roles; as promoter of 
actions and as regulator responsible for equity 
and sustainability. 

Historically, many countries have chosen 
public sector management, public institutions 
and government command and control as a 
means of providing public goods, remedying 
market failures, resolving environmental issues 
and influencing the distribution of income and 
wealth (Shirley and Nellis, 1991). The forest sec
tor in particular has been heavily dependent on 
public sector management by public institu
tions (Ljungman, 1994). 

Starting in the early 1980s conservative gov
ernments in the United States and the United 
Kingdom began what became a worldwide 
trend towards government down-sizing, revers
ing the policy of government production and pri
vatizing many traditionally public sector func
tions. This included the increased use of contracts 
with the private sector. Primarily driven by struc-
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tural adjustment programmes (SAP) of interna
tional lending institutions such as the World 
Bank and the International Monetary Fund (IMF), 
the trend spread to many developing countries 
in the mid-1980s, and to the agriculture and 
forestry sectors as well (Morell and Paveri, 1994). 
Forest concession contracts, which predated this 
trend, have been an instrument of forestry policy 
in many countries from the 1970s and even 
before. However, in very few cases have forest 
concessions achieved the objectives of sustain
able forest management, economic efficiency or 
equity, primarily because of poor contract admin
istration, monitoring and enforcement (Repetto 
and Gillis, 1988; Grut, Gray and Egli, 1991 ). To 
achieve success with forest contracts, govern
ments must first strengthen their administrative 
capacities in the design, allocation, supervision 
and enforcement of forest contracts. 

First, we present a hierarchy of the core of 
functions government organizations should 
carry out in the design and administration of 
contracts. Next, we present a framework that 
may be used for the design of organizational 
reform and/or new organizations. 

To be successful in design, implementation 
and administration of both forest utilization 
contracts and procurement for forest manage
ment services or other forestry services, govern
ment agencies must have ability and capacity in 
the following areas: 
• strategic planning and policy analysis; 
• forest legislation, the means of implement

ing the Forest Act, detailed knowledge of 
contract law and of other legislation in the 
use of pub~ic property; 

• formulation and enforcement of forest reg
ulations; 

• the design of streamlined and effective 
administrative procedures; 

• financial analysis for assessing the values 
and benefits involved in forest contracts, for 
establishing and evaluating contract terms 
and conditions, and for analysis and evalua
tion of contract bids; 

• experience in the design and writing of for
est contracts to avoid misunderstandings 
and conflicts and encourage compliance; 

• the design and implementation of competi
tive bidding procedures, and the capacity to 
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carry out the competitive bidding process; 
• contract negotiation abilities; 
• monitoring and control capacity, including 

capacity for on-the-ground monitoring of 
forest operations; 

• enforcement capabilities. 

To develop the capability to carry out these 
functions effectively requires the development 
of new capacities, the strengthening of existing 
capacities in certain areas, and changes in the 
structure and operational procedures of the 
government forest agencies involved. 

The next section surveys the range of func
tions involved in the management of forests, 
how they are carried out and by whom, 
whether by the forest agency or under con
tract. Subsequent sections discuss options for 
carrying out the institutional changes, and the 
reallocation of functions required in adminis
tering forest contracts. 

The operational functions involved in the man
agement of public forests, their development 
and conservation, obviously vary among coun
tries. However, it is possible to identify core 
operational functions that will be applicable in 
most countries. These key operational func
tions are described in Table 5.1. Many of these 
functions will also be involved in the design 
and administration of contracts, although their 
implementation may be different. 

These core functions associated with the 
management, utilization and conservation of 
public forests can be assigned to one or more 
organizations or groups in any administrative 
structure (Ross, 1988). Funders finance or bear 
the cost of the other three core functions. 
Producers employ the funds for production of 
the good or service. Users utilize or consume 
and pay for the forest outputs, products or ser
vices. Finally, controllers ensure that those 
assigned the three other functions perform as 
required and meet their obligations. 

Forest contracts alter these funder, produc
er, user and controller relationships. Forest 
utilization and procurement contracts alter 
who are the producers of forest outputs, 
forestry inputs or services. Forest management 
contracts contract out producer activities such 
as forest inventory, forest management plan
ning, silviculture, reforestation, fire protection, 
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etc. Forest monitoring and superv1s1on con
tracts may contract out controller functions 
such as log measurement, on-the-ground log
ging inspections, regeneration and silvicultural 
inspections, environmental monitoring, forest 
auditing, or forest certification. 

There is abundant literature on the theory and 
practice of institutional analysis, organizational 
structures and organizational design. Readers 
may consult the references at the end of the 
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chapter for further discussion. Here we review 
three important organizational issues, organi
zational design, organizational reform and 
decentralization. 

Organizations typically have three primary 
structural components that Mintzberg (1979) 
refers to as administrative, operating core 
and support components. The administrative 
component is divided further into three sub
components, or levels: strategic apex, middle 
line, and technostructure. When analyzing or 
reforming a particular organization, it is useful 
to group functional units of the organization 
into these major categories, and then review 
the details of their activities. 

The strategic apex of the administrative 
component comprises the executive of the 
organization, the supporting staff and advisory 
boards or executive committees. These person
nel have overall responsibility for achievement 
of the mission and corresponding objectives of 
the organization. The strategic apex estab
lishes policy and direction for the organization, 
provides supervision of internal operations 
directly or indirectly through intermediaries in 
the middle line, and manages relationships 
with the outside environment. Their policy 
decisions are communicated downward and 
laterally in the organization through lines of 
authority, and are put into practice by the mid
dle line and the operating core. The middle 
line in the administrative component compris
es so-called middle management personnel 
who provide the link between the strategic 
apex and the operating core. These staff have 
I ine authority over staff in the operating core 
and engage in direct supervision of their work. 
The technostructure consists primarily of ana
lysts and support services which influence the 
work of others in the organization principally 
by investigating and developing means of 
improving effectiveness. 

The operating core component of organi
zations comprises all departments and sections 
that put policy into practice through produc
tion of outputs or through delivery of services. 
Public organizations involved in management 
and conservation of public forest lands produce 
forest outputs (timber and non-timber), 
enforce contracts, provide information and 
engage in planning. 

Finally, the support component of organi
zations includes departments or sections that 
do not engage directly in the production of 
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outputs or delivery of services to clients outside 
the organization. Instead, this component 
includes staff devoted to supporting the activi
ties of both administration and line staff. 
They provide necessary internal services such as 
legal, financial, accounting, personnel, purchas
ing and research. 

An important concept in institutional analysis 
and organizational design of public forestry is 
"decentralization". This popular term, often 
misused and poorly understood, is commonly 
proposed as a remedy for fundamental prob
lems in the public sector. There are two aspects 
of decentralization, both relevant in the design 
of forestry organizations: geographic decen
tralization, and decentralization of decision
making. Organizations may be decentralized 
geographically by having offices and staff 
located in numerous and distant areas. The 
management of forest lands and forest 
resources are, by nature, geographically dis
persed activities. However, although an organi
zation may be geographically decentralized, 
decision-making need not be. 

Decentralization of decision-making refers to 
the autonomy that departments, sections and 
individual staff have, particularly in the line 
operations of the organization, in making and 
implementing decisions (Mintzberg, 1979). In 
organizations with centralized decision-making, 
decisions are made and/or approved at relative
ly high levels. Public agencies in forestry are 
notorious for being highly centralized, while 
being geographically decentralized. Fore?t 
agencies are often characterized by overly com
plex, extremely time-consuming, administrative 
procedures that require the approval of multi
ple levels within the bureaucracy. 

Decentralization of decision-making within 
organizations has both advantages and disad
vantages. Highly centralized designs can 
enhance coordination and consistency within 
organizations, but they compromise flexibility 
and the involvement of departments, sections 
and staff. In larger organizations engaged in 
regulatory activities or in the "controlling" 
functions described above, centralization main
tains consistency. However, centralized 
decision-making may discourage productivity, 
and the flow of paperwork and approvals of 
decisions can become extremely _slow. 

The principal advantages to organizations 



with decentralized decision-making are the 
development of ownership in the decisions and 
products or services provided by the local staff. 
This can serve to motivate and foster innova
tion, and enable more appropriate response to 
local conditions (Mintzberg, 1979). 
Decentralized decision-making also facilitates 
the timely processing of paperwork and 
approvals which improves productivity. The 
major disadvantage of decentralization is the 
difficulty in maintaining coordination and con
sistency among units. 

The size and breadth of individual organiza
tions affects the possibility and the need to 
consider decentralization. Small organizations 
with limited product lines or service functions 
have little need to decentralize. Coordination 
and consistency of centralized decision-making 
becomes a distinct advantage. Large, complex 
organizations can reap substantial benefits 
from a decentralized model for the reasons dis
cussed above. 

Important consequences of the greater use of 
contracts, increased contracting out and priva
tization are the changes in the staff and skill 
requirements of the government agencies. This 
is particularly so in forestry. In New Zealand, 
following the sale of plantation forests to the 
private sector, and the shift of protection 
forests to the Department of Conservation, 
problems arose with the qualifications and 
skills of the remaining workers in the public 
sector (Brown and Valentine, 1994). The signifi
cant needs for training and retraining had not 
been anticipated. 

Moe (1996) and Halachmi (1995) have iden
tified key staffing issues involved in the increas
ing use of contracts, contracting out and priva
tization. Public management shifts from direct 
production of public goods or services to super
vision and control of the complex, and often 
subtle third-party relationships with contrac
tors or private sector producers. The public 
agency,s workload changes, requiring different 
skills of government staff. Government agen
cies formerly in charge of delivery of the ser
vice become responsible for writing, negotiat
ing, enforcing and renegotiating contracts or 
agreements. This requires quite different skills 
and training than those that were needed in 
delivery of the service. The incentive system for 
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employees will change from an output- or 
delivery-based system to a process-based incen
tive system, with incentives now based on the 
sector,s performance. Finally, governments may 
face difficulties attracting the qualified techni
cal staff required for management of contracts 
(negotiation, supervision, evaluation, control 
and enforcement). These new duties are pri
marily administrative as opposed to ,,hands
on,, direct delivery of public goods and ser
vices. It is therefore important that govern
ments carry out a careful planning of the orga
nizational reforms and staffing changes prior 
to introducing contracting out or privatization. 

Contracting out requires changes in administra
tive procedures and information systems, as 
well as changes in functions and staff. Both new 
and revised operational procedures and manu
als are needed to describe the new protocols 
and decision-making responsibilities, and the 
detailed procedures each staff member must 
follow. The development of operations manuals 
follows logically from the development of 
detailed job descriptions for individual staff 
positions. Under contracting out, the new 
responsibilities of staff will involve primarily the 
evaluation of the contractor,s operations and 
performance. This requires a shift in procedures 
to auditing, accounting and ensuring contract 
compliance. New information systems will be 
required that focus on contract performance. 

Even activities such as monitoring of compli
ance in forest resource utilization contracts 
may be contracted out. In that case, it will then 
be necessary to audit the performance of the 
monitoring organization. 

Increased use of contracts in the management 
and administration of public forest lands will 
result in substantial changes in equipment and 
infrastructure requirements. Contracting 
arrangements will require different equipment 
for contract design and negotiation, and par
ticularly for monitoring and supervision of con
tract performance and office equipment such 
as computers and software, as well as surveil
lance equipment, vehicles, boats, aircraft, 
remote sensing, etc. 

Government agencies, formerly engaged in 
the production of goods or services will experi-
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ence reductions in the need for heavy equip
ment and production equipment, such as log
ging equipment, road construction equipment, 
or sawmill equipment and associated buildings 
maintenance shops and other infrastructure. 

Contracting arrangements within the forestry 
sector will also require changes in other gov
ernment departments and agencies. Chapter 3 
stressed the importance of considering the 
cross-sectoral linkages among departments in 
the design of new institutional structures and 
in institutional reforms. 

Contracting out and/or privatization of 
forestry activities will require legal advice and 
guidance from the government's central legal 
department, assistance in drafting and inter
preting legislation and regulations, and sup
port in contract design and writing contract 
terms. This may require additional legal capaci
ty to be able to proceed without delays. 

Monitoring and supervision of contracts will 
require coordination with other resource 
departments such as petroleum, mining, fish
eries and environment, both to benefit from 
their experience in monitoring and supervision 
and to achieve coordination and consistency in 
monitoring and enforcement. Enforcement 
may also require coordination with the central 
legal department to increase capacity for legal 
action against contract violations and in prose
cution. 

The process for institutional assessment and 
reform of forestry organizations, or for the 
design of new organizations, may be divided 
into nine steps. The process applies equally to 
the analysis and reform of existing organiza
tions or to the design of new ones. The nine 
steps are: 
1. Review the organization's mission. Set mid

and long-term goals. 
2. Review the organization's role within the 

government's institutional structure. 
3. Identify the tasks within the organization 

and define staff positions. 
4. Create the structure for the organization. 
5. Design linkages, communications and infor

mation flows within the organization. 
6. Design the decision-making system. 
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7. Assess equipment and infrastructure 
requirements. 

8. Estimate budgets. 
9. Develop an implementation plan. 

The first step in the design process is to review 
and redefine the organization's mission. The 
mission statement is an important starting 
point in organizational reform or design. It 
identifies, in the broadest sense, the purpose 
and boundaries of operation of the organiza
tion, and its overall direction. Morell and Paveri 
(1994) observed that the absence of a clear mis
sion statement in public sector forestry organi
zations was one of the principal reasons for 
poor performance. The mission statement itself 
may begin with a general statement about the 
purpose and objectives of the organization, 
followed by statements identifying the organi
zation's operational and core functions. 
Following this the organization may establish 
mid- and long-term goals along with a 
timetable for their achievement. 

Once the mission has been defined, the next 
step is to review the organization's role within 
the government's overall institutional structure. 
This entails specifying the relationships with 
other organizations in the institutional struc
ture. The financial aspects of these relationships 
should be defined, as well as the authority struc
ture, reporting requirements, decision-making 
powers and any shared human and physical 
resources. The purpose is to identify any con
flicts in mission, policy objectives, functions or 
programmes among other organizations. 

The third step is the design of tasks within the 
organization and the identification of tasks and 
individual staff positions. This entails defining 
specifically all of the tasks associated with suc
cessful performance of the operational func
tions, and deciding how these should be 
grouped into positions. Issues that must be 
addressed at this stage are horizontal and verti
cal job specialization. The former refers to how 
broad in scope each position will be, that is, 
how many different tasks will be the responsi-



bility of a single position. The latter corresponds 
to the degree of autonomy or control incum
bents exercise in the performance of the job. 

Once the full range of tasks and positions 
has been defined, the next step is the formal
ization of each job through the development of 
job specifications. This is accomplished by writ
ing job descriptions. Included in each position 
description should be a statement of the quali
fications and the training required, or the train
ing needed to prepare incumbents for the job. 

After tasks have been defined and job descrip
tions created for each position, the next step is 
to develop the structure for the organization. 
This is done by grouping the various positions 
into units (departments or sections) and decid
ing how large each unit should be. This process 
establishes the structural hierarchy of the orga
nization and the system of formal authority 
within it (Mintzberg, 1979). The process is aided 
by the development of an organizational chart, 
which diagrams the structure of individual units 
and shows their relationships to each other. 

Grouping of units is done for a number of 
reasons (Mintzberg, 1979). Grouping units cre
ates a system of shared supervision among units 
and positions and identifies lines of authority. 
Therefore, units included in a given group which 
share resources and groupings become planning 
units for budget, equipment and other facilities. 
Finally, groupings normally permit the establish
ment of common measures of performance. 

The size of groupings is an important design 
parameter because it dictates the shape of the 
organization and the components. 
Organizations may be either tall, with long 
chains of authority and generally small groups, 
or flat, with relatively few levels and larger 
unit groupings. 

Determining the size of units depends on 
knowledge of staffing requirements by job 
type. Given the scale of operations, or the 
planned production, capacity estimates of the 
number of positions in each job type must be 
made. This requires completing a task analysis 
for each job, in which the time required per 
day, week, month and year for each job duty is 
estimated. This information will permit estimat
ing the "productivity" of each employee that 
may then be compared to the total planned 
production for the unit to determine the num-
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ber of workers required. In this manner, staffing 
totals may be generated for each unit in all 
components of the organization. These data 
are needed both to determine budgets and to 
assess manpower and training needs. 

Lateral linkages refer to the design of informa
tion flow mechanisms laterally within organiza
tions as opposed to vertically in the hierarchy 
of authority. This means defining the relation
ship or communication mechanisms between 
various groups within the organization. 
Mintzberg (1979) defines two major classes of 
lateral linkages: planning and control systems, 
and liaison systems. Planning systems include 
activities such as strategic planning and capital 
budgeting by staff within the strategic apex 
and higher levels of the middle line, and pro
duction scheduling in the operating core. 
Control systems involve objectives or goals, 
budgets and work standards that apply at all 
levels of the organization. Liaison systems 
involve standing committees with members 
from units at the same level, and individuals 
with responsibility for ensuring communication 
among units within a given level. 

Mintzberg (1979) defined five steps in the deci
sion-making process: 
1. Collecting information. 
2. Processing the information to give advice. 
3. Making a choice. 
4. Authorizing the choice. 
5. Executing the decision. 

The distribution of control over these five 
components of decision-making will be deter
mined by the type and degree of decentraliza
tion. Two dimensions of decentralization: (a) 
geographic, and (b) structural decentralization 
of decision-making, were discussed above. 
Decision power may also be decentralized ver
tically and/or horizontally. Vertical decentral
ization refers to the distribution of power over 
the five components of decision-making down 
the chain of authority within the organization; 
in other words, how power is allocated among 
the various levels (strategic apex, middle line, 
operating core). Horizontal decentralization 
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describes how decision-making powers are dis
tributed laterally within a single level of the 
organization. 

There are advantages and disadvantages in 
the different kinds of decentralization in dif
ferent types of organization. Those involved in 
design or reform of organizations will have to 
find the best model for the specific organiza
tion, its situation and its tasks. Designers and 
managers of organizations must be prepared 
to evaluate different models for decentraliza
tion of decision-making in searching for the 
best options or combination. 

Once the tasks have been determined for all 
units, and staffing requirements established 
for all positions within the organization, the 
next step is to assess equipment and infrastruc
ture needs. Equipment and infrastructure 
needs should evolve directly from the tasks 
and job descriptions and from knowledge of 
the production processes or services to be 
delivered. Lists of equipment by number and 
type should be drawn up by units and depart
ments based on their specific needs. These 
data are needed to generate capital and oper
ating budgets, and in the development of a 
procurement plan. 

This is a very important step. It determines 
overall costs for the organization's activities, 
and determines the funding requirements for 
the organization or the revenues that will be 
required to finance the operations. The long
term sustainability of the organization depends 
on a steady source of adequate funding. If 
budgets are excessive compared to sources of 
revenue, maintaining performance or produc
tion at the planned capacity and desired quali
ty will not be sustainable. Public institutions 
that are dependent on tax revenues from the 
national budget are vulnerable to revenue 
shortfalls and budget cutbacks, especially in a 
climate of government down-sizing. 

Budgets should be developed by units, sec
tions or departments, and based on the 
staffing, equipment and infrastructure needs. 
Standard accounting procedures should be 
applied for estimating both capital and annual 
operating costs. Realistic assumptions concern
ing capital replacement needs, particularly for 
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items such as vehicles, boats and field equip
ment, must be applied, preferably based on 
historic data. 

With respect to labour costs, in order to 
attract and retain well-qualified personnel, as 
well as to expect and reward performance, it is 
important to pay competitive salaries and 
wages whether in the public or private sector. 
Klitgaard (1995) mentioned inadequate salaries 
in the public sector of Ghana as a severe prob
lem and a cause of poor performance by gov
ernment agencies. 

Once unit budgets are available, they may be 
aggregated to estimate the total budget for the 
organization. For new organizations or pro
grammes, financial requirements may be expect
ed to be higher in early years because of initial 
capital expenditures for equipment and infra
structure, training and other start-up costs. Care 
must be taken to plan for the effects of inflation 
in all budget items, and real increases in labour 
costs must be planned for, again to promote 
retention of qualified staff. 

Total annual budgets for the organization 
must be compared to revenue sources to ensure 
that adequate funding exists. If costs exceed 
revenue, the organization must be redesigned 
to reduce costs, additional sources of revenue 
found, or some combination of the two. 

The final step in institutional design or reform is 
the development of a plan for implementation. 
This step applies both to the design of new 
organizations and to the reform of existing 
ones. A phased implementation plan is recom
mended, with implementation planned in a 
series of sequential steps and tasks. 
Development of the implementation plan starts 
by decomposing the implementation process 
into separate tasks, and then scheduling these 
in a logical sequence with time lines for each 
task. Project management and project manage
ment software programmes can assist in the 
development of the implementation plan. 

In the case of organizational reform, it is 
best to begin with simple changes in which 
support appears to be the greatest, so as to 
demonstrate early successes which will carry 
over to other units. 
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Forestry contractual arrangements are highly 
flexible. They can be designed and written to 
convey a diverse array of property and use 
rights, as well as obligations. The contract 
terms provide the opportunity to both design 
property rights and to circumscribe or constrain 
the rights granted. The types of property rights 
and contract constraints on rights are the sub
ject of the current chapter. 

Forest utilization contracts can provide a 
range of rights to timber, non-timber forest 
products, harvesting or use rights (for hunting, 
collecting, etc.) or use rights to other forest uses 
(water rights, ecotourism leases, etc.). 
Procurement contracts include obligations by 
the contractor to provide goods and services for 
public forests, for services such as forest inven
tory, road construction or maintenance, forest 
protection, log measurement, forest monitor
ing, forest auditing, etc. Both types of contract 
may be combined in a single contract that 
includes both rights and obligations. Forest 
management concessions, for example, com
bine forest utilization and goods and services 
procurement contracts. They provide rights to 
timber, but require the concessionaire to under
take a variety of forest management activities. 

istration of 

lity. 

contract 

This chapter first reviews key characteristics 
and dimensions of property and use rights. The 
chapter then surveys some major types of con
tract. 

use 
Property refers not to objects, but to the rights 
the owner of these rights has in relation to the 
rights of others. Property is established in a soci
ety and is often expressed in laws or customs 
that define the conditions under which the 
owner has these rights. Property therefore rep
resents a bundle of rights. The bundle may be 
big or small, and may contain a variety of dif
ferent rights. Forest contracts convey property 
rights to forest outputs or forest uses. Contracts 
may be written to provide a wide range and 
variety of rights, and may be very flexible in 
terms of the bundle of rights included. 

The nature and extent of property rights 
establishes the power over a resource that the 
owner of the rights (a company, individual, 
community, or government) may exercise, but 
also limits or constrains these rights. A clear 
understanding of this concept and recognition 
of the limits to property rights is important for 
three reasons. First, even the government does 
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not have absolute unconstrained property 
rights over a resource. The government's rights 
and powers are limited by the constitution, by 
statutes, by civil and common law, and by cus
tomary laws of the country. If the government 
is not clear in its understanding of the extent of 
its own property rights it can end up granting 
property rights to others over which it does not 
have the authority. The second reason is that, in 
deciding what to contract and in designing con
tracts, a clear understanding of the dimensions 
of property rights is important to the successful 
design and implementation of forest contracts. 
Third, a lack of understanding of property 
rights can be an important source of conflict 
between the government and contractors and 
between contractors and third parties. 

There are several essential dimensions to 
property rights: exclusiveness- the scope and 
breadth of the holder's interests or obligations; 
duration - how long the holder's interests or 
obligations will last; comprehensiveness- the 
nature and breadth of the benefits or obliga
tions to which the holder is entitled; rights to 
economic benefits and obligations - the 
extent to which the economic benefits or oblig
ations are circumscribed or restricted (by laws 
and regulations); and transferability - the 
owner's freedom to transfer those rights or 
obligations to others. These dimensions of 
property rights are described below. They are 
important to the successful design and imple
mentation of forest contracts. 

6.2.1 
Exclusiveness refers to the extent to which the 
holder of the property may claim and secure 
sole use rights to the property, to the exclusion 
of others. The feasibility and power to exclude 
others ("third parties") is a key dimension of 
property rights. It has important economic 
implications. Exclusiveness allows the holder of 
the resource rights to control access and there
fore to charge for use of the resource, and to 
sell or market the products or services. 
Exclusiveness therefore allows market valua
tion and pricing of resources. Most forms of 
property rights in timber- timber leases, timber 
concessions and licences - convey exclusive 
rights to the timber to a single person or com
pany. The holders of these rights do not have 
to be concerned about other users competing 
for the same resources, or interfering with 
their operations. However, these exclusive 
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rights to the timber do not usually extend to 
other forest products or other forest land uses, 
such as rights to non-timber forest products, 
hunting or gathering rights, rights to the land 
itself, or rights of access for these other uses. 

The degree of exclusiveness can vary across a 
spectrum. At one extreme, traditional freehold 
tenure usually provides the owner with a 
strong legal right to protect his or her interests 
against any intrusion by others. At the other 
extreme, with open access resources everyone 
has a right to use the resource, and no one has 
any right to exclude anyone else. Open access 
fisheries, open grazing lands, and woodlands 
open to fuelwood gathering are examples of 
open access resources. 

Common property ownership refers to situa
tions in which two or more people hold rights 
to the same resources. Often in common prop
erty ownership, the property rights are owned 
by the community, which collectively manages 
the resource, and allocates harvesting rights 
among its members. In many countries, aborigi
nal lands and resources are held by tribal 
groups under traditional and customary forms 
of ownership in which rights are shared by 
members of those groups under community 
established rules and traditions. In other cases, 
each common-property user is entitled to take 
a specific quantity or a share of the resource. 
Examples include certain types of water rights, 
grazing rights, and fishing rights that entitle 
their holders to specific quantities of the 
resource which is used in common with others. 
Timber harvesting rights can sometimes take 
this form, where several users are authorized 
to harvest volume quotas of timber in a public 
forest, or a share of the annual allowable cut, 
without exclusive rights to any defined tract. 

Exclusiveness of rights is an important factor 
to consider in the design of contracts. The 
exclusiveness of users' rights can have a pro
found influence on the way contract owners 
use and manage resources. If users compete for 
the same resources, each is likely to exploit it 
inefficiently. In their effort to protect their own 
share or to increase their share at the expense 
of others, they will tend to exploit the resources 
too rapidly. No one will have an incentive to 
conserve reserves for the future, or to invest in 
future growth and yields, because they cannot 
expect to capture the benefits of their efforts. 
Such distortions in resource use are conspicuous 
in many open access fisheries and grazing lands, 



and in many open access forest resources 
around the world exploited for fuelwood and 
charcoal production. However, contract condi
tions can often be written to create exclusive 
rights that will encourage efficient use of the 
resource and its sustainable management. 

The duration of the rights, the length of time 
over which the rights extend, also has an 
important impact on the resource users' behav
iour. Private freehold ownership of land con
veys rights in perpetuity. Leases and licences 
normally have a shorter, finite term. The dura
tion of property rights is important because it 
determines the extent to which the holder will 
take account of the future impact of his/her 
actions. If the rights over a forest extend for a 
long period, the holder will consider the rela
tive economic advantage of harvesting now or 
in the future, as well as investment in silvicul
ture and forest management that yields bene
fits over many years. But if their rights will 
expire after a brief period, they will disregard 
future benefits that they may not capture. 

For plantation forestry, because forest 
growth and silviculture yield returns over a 
longer time, the duration of rights over forest 
land is especially important. Unless their rights 
extend over the full period needed to grow 
forest crops, those who harvest timber will lack 
adequate incentives for planting, reforestation 
and forest enhancement. 

However, long-term tenure does not guar
antee sustainable forestry. For uneven aged 
natural forests and tropical natural forests, 
long-tenure may not be sufficient to ensure 
sustainable forestry. Instead long-term secure 
tenure may encourage rapid depletion of the 
forest (Gray, 1997). Because such forests grow 
slowly, private investors will be more inclined 
to mine the forest and reinvest the profits else
where at higher returns. For tropical natural 
forests and other slow-growing forests man
aged under uneven-aged silviculture, shorter 
term tenures, renewable upon demonstration 
of sustainable forestry practices, may provide 
better incentives for forest management (Gray, 
1997; Boscolo and Vincent, 1998). 

Comprehensiveness covers the extent that 
property rights give to the holders rights to the 
full range of benefits from the forest. For 
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example, when someone holds a tract of forest 
land under private freehold ownership, they 
will usually have rights to the full range of val
ues generated by the use of the land for tim
ber, agriculture, recreation, water, minerals, 
and so on. If their rights are in the form of a 
licence to cut timber, however, they are usually 
restricted to the benefits of timber harvesting 
alone. Each form of conveying property rights 
(contract) provides a particular degree of com
prehensiveness, somewhere on the spectrum 
ranging from all the attributes of the forest to 
only specific and narrowly defined rights. 

The extent of property rights has important 
implications for the way contract holders will 
utilize and manage a forest. When contract 
holders have full and comprehensive rights to 
the forest, they will manage it to generate the 
most financial values to themselves, balancing 
returns from one forest output against anoth
er, balancing returns from timber against the 
other marketable outputs such as fuelwood 
and other non-timber forest outputs, water 
rights, etc., which they can sell. They will still 
ignore public, collective and non-market forest 
outputs, which do not yield financial returns to 
them, even though these outputs may be high
ly valuable to society. 

Conflicting interests can easily arise if the 
system of contractual arrangements allocates 
duplicate or overlapping rights to the same 
resources. When all these rights are held by 
one party, conflicts will not arise. The holder 
can choose the most financially advantageous 
balance of uses. When rights to different forest 
resources and forest uses are held by different 
parties, conflicting users can be reconciled if 
the values are marketable and can be traded 
freely. For example, if the holder of water 
rights is threatened by the interests of the 
holder of timber rights, and the threatened 
water value exceeds the benefits of logging, 
the holder of the water rights could buy out 
the timber rights, to the advantage of both 
and to society as a whole. As a result, the forest 
will be put to its highest value use. However, 
where some forest values are not priced, can
not be traded, or are not well defined, benefi
cial transfers will not be possible. In that case, 
conflicts will remain and governmental inter
vention and regulation will be required to 
resolve the conflicts. 

Jurisdictional problems between govern
ments can sometimes also cause problems. For 
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example, if provincial, state or local govern
ments have authority over timber, and the fed
eral government has authority over fish or 
wildlife habitat, serious conflicts can arise, com
pounding the confusion over resource rights. 

6.2.4 to 
The extent to which the holder of forest rights 
is able to realize the economic benefits of 
these rights is another important dimension of 
property rights. Forest rights are often con
strained by forest regulations, or other govern
ment regulations, which will influence how the 
forest is harvested, utilized or managed. 
Regulations that affect the benefits from forest 
contracts include restrictions on the rate at 
which timber may be harvested, utilization 
rules that require the recovery of uneconomic 
logs, measures to protect environmental val
ues, log export bans, domestic processing 
requirements, etc. 

The transferability of property and use rights 
refers to the ability to transfer, sell or assign 
the rights to someone else. Transfers of forest 
contracts and use rights are often restricted. 
For example, the terms of temporary licences 
and forest concessions often restrict the 
licensees or concessionaires from transferring 
their rights to someone else, or require them to 
obtain government consent. Governments may 
use these controls to prevent undue concentra
tion of holdings, or to prevent local or foreign 
monopolization of resource rights. 

If forest rights are totally non-transferable, 
they will have no market value. Only the hold
ers of the rights may benefit from them, and 
then only by using the rights themselves. 
Therefore, restrictions on the transfer of 
resource rights may impede the efficient use of 
resources. Those who can use the resources 
more efficiently or in more valuable uses will 
not be able to acquire the rights from less effi
cient users. 

Divisibility of resource rights is a related effi
ciency issue. To take advantage of economies 
of scale, changing economic circumstances and 
opportunities, resource users must be able to 
adjust the size of their holdings of resource 
rights. Governments often prohibit the subdivi
sion of resource rights such as forest leases and 
licences. They may require maximum and mini
mum size leases or licences. Although there are 
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many sound forest management or administra
tive reasons for this, these restrictions can nev
ertheless inhibit the efficient division or amal
gamation of forest contracts. 

A final and important characteristic of property 
rights is the quality of title and security of the 
rights, and the ability of the holders of the 
rights to ensure their rights are respected and 
protected from encroachment by others. The 
security of property rights is important use 
it affects behaviour. Insecurity of rights discour
ages sustainable management and conserva
tion of forest and long-term investments. 

The security of property depends on the 
legal form of the property rights, and on the 
government's institutional and legal frame
work. Different forms of property rights pro
vide holders with various levels of security 
those rights. Freehold property owners usually 
have a strong legal basis for security and the 
means of deterring others from interfering 
with their rights. Those holding rights in the 
form of forest licences and leases issued by 
governments often have lesser protection. They 
have security of their rights with respect to the 
government that issued the licence or lease, 
but not with respect to third parties. 

Another source of interference could be the 
government itself in legislating changes to con
ditions, expropriation, changing regulations, 
introducing or changing taxes or tax rates. 
Some countries protect property rights and 
governments provide compensation for 
encroachment, but many countries provide no 
protection. 

The six characteristics of property rights have 
important implications for the way that 
resources are treated by those who hold the 
rights. Exclusiveness, duration and rights to the 
economic benefits obviously strongly influence 
the holder's incentives to conserve and manage 
the resources over time, and to invest in their 
continuing production and enhancement. 
Comprehensiveness influences the users' taking 
into account the impact of their actions on 
other resource values, and to search for the 
most valuable combination of uses. 
Transferability enables resources to be reallo
cated to those uses and users that can make 



the best use of them. Holders of property 
rights are influenced by the quality and securi
ty of their rights, which depend on the above 
characteristics, as well as legal form that 
the rights take. 

Because these dimensions of users' property 
rights affect the way that forest resources are 
used, they also affect the value of those forest 
resources. Two factors affect the va I ue of prop
erty rights to forest resources. One is the inher
ent physical and economic properties of the 
resources or goods over which the property 
rights extend. The other is the extent to which 
the property rig enable the holder to realize 
these values. Property rights to valuable 
resources will be worth little if the rights them-

are highly restricted or truncated. If the 
rights extend for only a short period, if the 
holder is restricted from selling the rights, or if 
the holder's rights allow others to share in the 
resource, the value of the property rights will 
be correspondingly lower. 

Users of forest resources often hold only 
rights, rights to use resources 

belonging to someone else, usually the state. 
Examples of rights include forest 
concessions, leases, licences and permits issued 
to private users for the use of public forests. 
These rights normally have limited duration, 
are limited in rights to a specific resource or 
use, and are transferable only under certain 
conditions. These licences and permits usually 
do not provide exclusive use rights to other 
resources such as non-timber forest products, 
water, etc. Often they are short-term, grazing 
leases, hunting and fishing rights, with terms as 
short as one season. Many are non-transfer
able, and most require payments to the gov
ernment. 

These six characteristics of property rights 
(exclusivity, duration, comprehensiveness, 
transferability, rights to economic benefits, and 
quality and security of title) are not the only 
characteristics of property rights. They repre
sent six important aspects of property rights to 
consider in the design of forest contracts. These 
characteristics of property rights may be com
bined and packaged in resource utilization con
tracts to yield a diverse range of contract 
forms. However, a few standard contract forms 
have developed. These are described in the 
next section, along with some general com
ments on the various forms of goods and ser
vices contract. 

of concessions and forest contracts 

The two major types of contractual arrange
ments used by governments in the manage
ment and administration of public forest lands 
- resource utilization contracts and procure
ment contracts for goods and services - serve 
very different purposes. The main focus in this 
chapter is on property rights and how they are 
embodied in resource utilization contracts. 
Procurement contracts for goods and services, 
which also play an important role in how gov
ernments execute their responsibilities and 
manage forests, are discussed briefly. They are 
covered in more detail in subsequent chapters. 

The major forms of resource utilization con
tract and their characteristics are summarized 
in Table 6.1 in terms of the six dimensions of 
property rights discussed above. They are listed 
in declining order of their completeness of the 
property rights. The first one, freehold proper
ty rights, is included for comparison. 

Contractual arrangements may be designed 
to fit a variety of conditions. The other three 
types of resource utilization contract in Table 
6.1 represent the main basic types of contract. 
They illustrate the range of contracts that are 
possible. Many variations of each type of con
tract are possible by variation of the contract 
clauses included, and by variations in the word
ing and conditions included in those clauses. 
Because of this diversity in potential contract 
conditions, the commonly used names of these 
contracts in Table 6.1 are not always used con
sistently. The distinctions between contract 
types are often blurred as a result of variations 
in contract conditions, exclusivity, duration, etc. 
For example, the term "concession" is used for 
a variety of forms of contract, and even used 
sometimes to describe an outright grant of 
land. However, as used here, and most com
monly, "concession" refers to contracts granti
ng usufructuary rights on public lands (where 
public land is synonymous with government, 
state, or Crown land). 

Traditionally leases or leasehold contracts con
vey to the lessee many of the rights of the free
hold owner, the distinction being that they are 
conveyed for only a fixed term. However, leases 
today commonly incorporate a variety of 
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Table 

~qrnpte,tely Completely Traditionally Complete Complete, High 

.ex<:lusi.ve ul'),limjted complete, except for 
but taxes, and 
trun<;ated by regulatory 
legislation controls 

Exclusive Limited .. Varies Some-times Subject to Usually high 

term 
''\• restricted charges, but varies 

(usually taxes and 
lon9-term) regulatory 

controls 

\ic~n~tpr Varies: Limited Restricted to Varies: often Limited by Low 

~P~~~t~a.· usually term specified restricted restrictions 
·.· pr~ndre'' exclusive purpose on activities, 

charges and 
regulatory 
controls 

Permit. Vades: aften Limited Restricted to Usually Limited Low 
not term specified restricted 
exclusive (usually purpose 

short} 

restrictions, rights and obligations on the part 
of the contractor; unlike weaker forms of 
usufructuary rights, leases always provide for 
exclusive possession. Forest contracts referred 
to as "forest concessions" are typically in the 
form of leases (some are closer to licences). 
Various forms of forest lease and concession 
are widely used by governments in a number 
of countries around the world to grant rights 
over public forests. Usually they carry longer 
terms of ten to 20 years, or more, and are 
sometimes renewable. 

Leases can be an appropriate type of con
tractual arrangement for the allocation of 
large forested areas where long-term tenure is 
required to attract large-scale potential forest 
developments, for example when large capital 
investments are required to develop the 
resources, or desired by the government to 
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generate local employment. Investors may be 
unwilling to undertake large-scale investments 
in manufacturing facilities without long-term 
security of raw material supply. Long terms and 
large areas may also be required to generate 
interest on the part of the private sector if the 
resources involve large investments for devel
opment or access. 

It is important to note that, as with all con
tracts, lease-holders must obey all laws, forest 
and other regulations that apply to the devel
opment project, the environment and forest 
resources involved. This also means govern
ment, or its designee (such as a third party for
est monitoring and inspection or enforcement 
contractor), is responsible for supervising and 
enforcing the contract and applicable laws. 
This is perhaps obvious, but it is important to 
bear in mind, particularly when writing lease 



agreements where compatibility with existing 
laws and regulations must be ensured. 

Types of contract termed licences cover a wide 
range of shorter-term forest rights. Technically, 
a licence gives the licensee permission to do 
something that would otherwise constitute 
trespass, such as cross or occupy someone else's 
land. If the licence conveys a right to take 
products from the area, such as timber, fuel
wood, non-timber forest products, game or 
minerals, it should more properly be called a 
profit a prendre (or "profit"). Licences that 
convey only a right of access to pass over the 
land are properly termed easements. 

Licences convey rights only to the specific 
products or activities set out in the licence. 
Usually, licence holders do not have legal 
authority to enforce their rights against any
one other than the grantor of the licence. 
Licences can provide exclusive rights, or some
times common-property rights. 

Licences are widely used by governments to 
grant resource utilization rights to public forest 
resources, not only for timber but also for non
timber forest products, such as rattan and bam
boo, resins and gums, fruits and nuts, water 
rights, wildlife, fisheries and a wide variety of 
other resources and activities. Licences are 
highly flexible and may be used to accommo
date a wide range of users, from individual 
fuelwood or charcoal producers and gatherers 
of non-timber forest products to large forest 
enterprises requiring access to substantial and 
long-term supplies of timber. Licences may 
have short or long terms. Fuelwood, charcoal, 
hunting and gathering licences normally are 
for one year, whereas forest management 
agreements and long-term timber sales may 
have terms of ten years or more. Licences may 
apply essentially to any size of forest. The 
issues surrounding both the term of the con
tract and the area of forest to which the 
licence applies are the same as those discussed 
in connection with forest leases. Licences 
designed to promote resource development 
and/or requiring substantial capital investment 
with steady and high demands for raw material 
will usually require longer terms and apply to 
larger areas. 

The institutional requirements for govern
ments are greater when licences, as opposed to 
leases, are employed. Because licences com-

and forest contracts 

monly involve smaller areas, more users and 
more diverse forest uses, there will be more 
and different contracts to design, negotiate 
and administer, with more specialized provi
sions in the contracts. As a result, the adminis
trative workload will be greater. 

Contracts termed permits apply to a wide 
range of narrowly specified rights to forest 
resources. They are usually of short-term dura
tion. These are usually simple documents giving 
permiSSIOn to the holder for specified 
resources, such as special species of timber, 
fuelwood, specific non-timber forest products 
such as rattan, fruits and nuts, etc.; or for spe
cific activities, such as hunting or charcoal pro
duction. There is no formal distinction between 
a licence and a permit, but permits are usually 
for shorter periods, involve less formal adminis
trative procedures, and are often non-exclu
sive. 

Permits may be used as the means of selling 
a specific quantity of resources within a short 
time-frame; for example, a permit to cut and 
remove certain species of timber or timber 
products from, say, 100 ha of forest within the 
next year, or a permit to cut a given number of 
house poles. 

Permits in respect of small areas might be 
chosen over licences when governments wish 
to stimulate small-scale economic activity. An 
example is where governments are attempting 
to facilitate the development of a new 
resource, such as under-utilized species or some 
non-timber forest products. 

This form of contract is the most specialized. 
In many cases, governments must take an 
active role in all aspects of contract design, 
negotiation, supervision, and enforcement. 
Because permits normally have short terms and 
apply to small areas, governments must expect 
to spend considerably more time and effort in 
writing and supervising resource utilization 
permits, even though the contract documents 
may be simpler. 

It is not uncommon for governments to 
employ both licences and permits for the same 
forests in a hierarchy of administrative control. 
For instance, a company may hold a licence 
with a term of 25 years to manage a specific 
area of timberlands, but still be required to 
apply for permits for activities such as road 
building or timber harvesting on individual 
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areas. Moreover, permits may be required from 
different government agencies, again even 
though a licence is held which applies to the 
lands in question. An example of this is where 
a timber company must apply for a licence for 
pesticide application from the Ministry of 
Environment under the longer-term forest 
management agreement granted by the 
Ministry of Forests. 

resource 
uti I 
There are several concerns which governments 
may have in designing contractual arra 
ments, terms and conditions for utilization of 
public forests. 

Common concerns for many countries 
include the following: 
• Concern to capture in 

Many governments have been reluctant to 
allocate rights to resources that allow recipi
ents to benefit from appreciation of 
value of public forest resources. 
Governments have designed contracts with 
limited terms, with provisions for the adjust
ment of payments to reflect changing 
resource values in the belief that forest 
ues will appreciate, but also to maintain 
flexibility in allocation of resources. 
However, this strategy has not always been 
successful in generating higher returns or 
capturing increases in values, often because 
of poor pricing policies or poor revenue sys
tem design. Forest valuation and pricing 
issues are discussed in Chapter 8. 

• Concern to encourage economic ... ...,,.,.,.,_ 
opment. Governments have frequently 
used their authority to grant rights to natur
al resources to encourage economic, indus
trial and regional development. Contracts 
have been designed which attach conditions 
about the scheduling of resource utilization, 
specify investments in manufacturing, loca
tion and type of operations, and so on. 
However, often the resulting economic 
development has been disappointing, and 
less than promised. This is primarily because 
of imprecise contract conditions and com
mitments, and insufficient follow-up, super
vision, monitoring and enforcement of con
tract conditions. 

• Concern to prevent monopolization 
concentration of resource 
Governments are often concerned about 
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restrict the I ity uti I 
rights. Contracts usually permit 
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other non-tim and non-ma 
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greater scope for governmental 
protect these values. Although 
tive regulations can be invoked 
islation on any gov
ernments greater flexibility in interven
ing to manage mber, val
ues under more 
rights for tim 
conditions. 
Thus, the d 
policy objectives and economic a 
needs often calls a variety resource 
rights and contract itions among coun-
tries and 

tree 
ng, logs, 

enforcement resource uti-
lization contracts, 
nance. Typically these 

building and mainte-

row in scope, that they 
or production of a 
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contractual 



arrangements used for procurement of goods 
and/or services centre around contract condi
tions, performance incentives, monitoring and 
enforcement of the contract, pricing and pay
ment scheduling. Contract conditions, pricing 
methods and payment conditions within con-
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and forest contracts 

The design of contracts 
and contract ad111inistration 
syste111s 

This chapter addresses the design of forest con
tracts in detail. It also discusses issues of con
tract administration. Subsequent chapters will 
deal with forest pricing and revenue collection, 
the process of awarding contracts, contract 
monitoring and supervision, and contract com
pliance and enforcement. 

The primary focus in this chapter is on forest 
utilization contracts, contracts in which govern
ments sell rights to forest resource extraction 
and utilization. The terms and conditions of for
est utilization contracts are important and com
plex; they can have significant impact on how 
forests are used and managed. The focus of the 
chapter also includes forest utilization contracts 
that involve forest management obligations. 
However, much of the discussion of contract 
design and administration will also apply to 
goods and services procurement contracts, 
under which the government buys forest man
agement and forest administration goods and 
services. Many forest management, forest 
administration supervision and monitoring ser
vices can be contracted out. 

The chapter begins with land use planning. 
Land use planning is seen as an important first 
step in allocating public forest areas among 
timber production, non-timber production, 
preservation, biodiversity and other forest uses. 
Next. the six key requirements of contractual 

arrangements are introduced: technical, devel
opment, administrative, legal, risk and finan
cial, and interpretative requirements. The 
process of designing forest utilization contracts 
is discussed in some detail, including contract 
components and the steps in contract design 
and development. 

use 

Not many countries, either developed or devel
oping, implement land use planning of their 
forest lands. It is technically challenging and 
often politically difficult, but it is an important 
prerequisite in development of contractual 
arrangements. 

Before establishing forest contracts, it is 
important to define boundaries of the perma
nent forest areas, including areas to be man
aged for production forests (for timber and 
non-timber forest products), protection forests, 
watershed management, recreation and eco
tourism, biodiversity and the diversity of other 
forest uses. The areas to which the contracts 
will apply must be defined explicitly within the 
contracts and the locations and planned forest 
uses should be consistent with a forest land use 
plan, and with other forest uses. The contract 
area must not be encumbered by other land 
ownership or land use restrictions. The area 
must not conflict with other land uses, ecologi-
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cal reserves, protection areas, parks or park 
reserves. If forest contractual arrangements are 
to work and are to achieve sustainable forest 
management, land ownership uncertainties 
must be settled. The area must be free of any 
private land ownership claims, and aboriginal 
or other land claims must be resolved. 

Without a forest land use plan, land owner
ship uncertainties will remain, and conflicts 
among competing users and uses will arise. 
Poor land use decisions in land use allocation 
can lead to damage or destruction of unique 
and critical forest resources, ecosystems and 
human cultures. 

To ensure that the structure and design of for
est contracts are comprehensive, it is useful to 
identify key sets of requirements for a com
plete contract. These are: 

1. Technical. 
2. Development. 
3. Administrative. 
4. Legal. 
5. Risk and financial, and 
6. Interpretative. 

The first five key requirements involve both 
field and office activities along with associated 
review, reporting and submission duties or 
obligations. The sixth requirement defines and 
interprets the terms and conditions included in 
the contracts, and the procedures for establish
ing a common understanding between the par
ties of the meaning and intentions of the con
tract. These six requirements apply equally to 
forest utilization contracts and to goods and 
services procurement contracts. However, in the 
present discussion the focus is on forest utiliza
tion contracts, and on forest management con
tracts that grant utilization rights, but require 
provision of forest management services. A 
summary of these six requirements and their 
major components is presented in Table 7.1. 

Contracts contain a set of technical specifica
tions that detail the conditions, performance 
requirements, indicators and standards that 
make up the obligations and responsibilities of 
each party. This applies to both forest utiliza
tion contracts and goods and services procure
ment contracts. In procurement contracts for, 
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say, forest inventory, the contract will specify 
the area, mapping requirements and specifica
tions, survey methods and intensity, species and 
other characteristics to be measured, sampling 
intensity, data analysis required, the form for 
presentation of results, and maps and other 
outputs to be delivered. Examples of techn I 
specifications in a forest utilization contract 
might include: pre-contract exploration 
requirements, management plan requirements, 
resource supply planning, development plans, 
annual work plans, protection plans and proce
dures and monitoring activities. In forest man
agement agreements involving both forest uti
lization and the provision of forest manage
ment services, similar technical specifications 
for the methods to used and the desired 
inputs and outputs from the process would be 
stated. 

This section provides a statement of the con
tractor's obligations with respect to the rights 
of people living in or near the forest contract 
area including aboriginal people and their 
rights. It also specifies the legal context regard
ing employment and investment in the country. 

This section of the contract would also 
include sub-sections bing the rights and 
commitments to establish and operate a wood 
processing facility, requirements to continue 
operating processing lities, and provisions 
for the establishment or expansion of wood 
conversion facilities. 

The contract may include requirements for 
the licensee to employ personnel with profes
sional and technical knowledge in forest man
agement and in other aspects of the organiza
tion. 

The administrative requirements and clauses 
outline the authority of government and 
contractor's personnel, the standards of con
duct of the contractor, the technical, financial 
and environmental inspection and auditing 
procedures, the format and schedule of report
ing procedures, the procedures for making 
changes to contract terms and conditions, dis
pute settlement procedures, as well as condi
tions and procedures for terminating the con
tract. These clauses provide the basis for con
tract monitoring and supervision, and inspec-
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Technical 

Administrative requirements 

Legal requirements 

Risk and financial requirements 

Interpretative requirements 

Outline the methods to be used 
and the desired inputs and 
outputs required 

Stipulation ofeconomic 
development investment 
employment and sustainability 
conditions associated with the 
forest contract 

Obligations and details ofthe 
process for review of plans 
Procedures for reporting 
Procedures for supervision, 
monitoring, enforcement and 
auditing 

Legal provisions which govern 
and make the contract 
legitimate1 binding settlement 
of disputes, changes in laws and 
regulations, subcontracting, 
force majeure~ termination 

Deposit requirements and 
financial obligations of parties 

Definitions to aid in the 
interpretation of a contract 

coru:essions and forest contracts 
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l!amgauel'/lls wiltiiin eaBI 

Pre·contract exploration 
Management plan 
Resource supply planning 
Development plan 
Annual work-plans 
Protection 
Monitoring 

Investment requirements 
Employment requirements 
Financing local operations 
Sustainability, environmental 
and social impact assessment 

Obtaining approval for technical 
plans 
Guidelines for feedback and 
instruction from government 
Rights of inspection 
Annual report requirements 

Boundaries of the concession 
Property rights granted 
Detailed map 
Grants of rights and terms 
Liability and indemnity 
Termination and surrender 
Notice section 

Contract prices and fees 
Deposit requirements 
Warranty and liability 
Damage deposits . 
Forest levies and special fees 
Stumpage and other forest .fees 
Taxes 

Glossary of terms and 
procedures for interpretation 
notice section 

tion and enforcement of the contract's terms 
and conditions. They ish the require
ments for the working relationships between 
the government and the contractor. The con-

tract may also specify the appointment of per
sons to act as representatives of the contractor 
and the government. 
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A variety of strictly legal proviSions must be 
included in any contract to ensure that the con
tract and associated documents have legitimate 
legal standing. These include the obvious basic 
information, such as the legal name, status and 
addresses of both the contractor and the gov
ernment minister or representatives. The exact 
location of the boundaries of the area in ques
tion must be specified using standard reference 
points. A detailed map of the area should also 
be referred to and attached. Other legal 
requirements in the contract include the rele
vant legislation affecting the contract, the 
granting of rights and other terms and condi
tions, including time deadlines, liability and 
indemnity issues, termination conditions, sur
render and notification requirements. 

This major heading includes requirements for 
security deposits to ensure the performance 
and obligations under the agreement. Also 
contained in this section are surety bonds to 
hold the contract, special damage deposits, 
special fees or charges for a range of opera
tions, including forest protection, reforestation 
and contracting procedures, and any other fees 
and performance requirements. 

The deposit requirements often demand the 
contractor to maintain performance deposits 
with the government, as security for the con
tractor's performance of their obligations 
under the contract. These deposits may be 
required either in cash or in negotiable securi
ties. If the licensee fails to pay money owing to 
the government, or fails to perform his/her 
obligations under the contract, and after 
notice has been given, the government may 
take from the deposit an amount equal to the 
money that the contractor failed to pay, or an 
amount sufficient to cover costs incurred in 
remedying the contractor's failure to perform 
their obligations. There may also be surety 
bond requirements, specifying the bonding 
requirements of the grantee. 

A clause in the contract may also require a 
special deposit if operations under the contract 
are likely to cause damage to third party per
sons or property. If damage or injury results 
and the contractor fails to pay damages, the 
government may use the special deposit to 
indemnify such persons or property. 

Clauses specifying stumpage charges on for-
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est products, area fees, other fees and levies 
detail the fees to be paid, how they should be 
paid, and the remedies for the government if 
the contractor fails to pay the charges owing. 
Clauses in this section will also specify how fees 
are adjusted over time, the conditions under 
which they are changed or reassessed, and 
when they are adjusted, changed or reassessed. 
Forest fees are discussed in more detail in 
Chapter 8. 

Many controversies and contract performance 
failures result from misinterpretations and dis
agreements over the written words of the con
tract, their meaning and interpretation. Thus, it 
is important to establish clear definitions and 
interpretations of words, clauses and conditions 
in the contract, and to use these consistently 
throughout the contract. Clarity of definition, 
and consistency in use of terms avoids problems 
associated with interpretation of the contract 
by either party (government or contractor). 

The process of designing forest utilization and 
forest management contracts incorporates the 
six dimensions discussed above into 'a number 
of key components. Some of the more impor
tant components include forest management, 
environmental management, social and devel
opment plans. The following sections outline 
these plans and other key components of the 
contract development process and of the final 
contract. 

The first technical requirement for any contract 
is the development of sufficient information on 
the potential contract area, the forest, non-for
est and environmental resources, the human 
communities, existing uses and users, as well as 
other social, legal, physical and administrative 
data. This background information is needed 
for development of a comprehensive manage
ment plan and other associated planning docu
ments, and to ensure financial, environmental 
and social viability of the proposed develop
ment as well as the contract. 

In some cases this information may be avail
able from existing records of various govern
ment agencies. In other cases, independent 



studies will need to be conducted to collect the 
required data. The carrying out of scoping 
studies provides information for use in contract 
design. It will also provide basic information 
for interested potential bidders, and feasibility 
studies by the interested companies. 
Availability of this information will encourage 
more bidders, and reduce uncertainty among 
them, leading to higher bids on forest utiliza
tion contracts, or to lower prices on goods and 
services procurement contracts. 

If government has sufficient financial and 
human resources, it may undertake the studies 
itself. If the forest agency does not have the 
capacity to do the scoping studies - a common 
problem in many developing countries - the 
government may tender separate contracts for 
the scoping studies. Alternatively, the explo
ration process may be included as part of the 
contract itself and left up to the successful con
tractor. However, this is not recommended, as it 
puts the government at a great disadvantage 
when it comes to contract appraisal, establish
ing forest fees, evaluating bids and negotiating 
contracts. However, if this alternative is chosen, 
the government should require that all infor
mation collected by the contractor be made 
available to the government agency. 
Verification of the quality of the data collected 
by the contractor will be essential. 

The following list of general information and 
scoping data to be collected is neither detailed 
nor exhaustive. Data and informational require
ments will vary among countries, and among 
different forests. Where data or information are 
lacking, the scoping studies should identify defi
ciencies and provide for subsequent data collec
tion. 

1. Responsible legal and administra
tive authorities: List applicable laws and 
regulations that affect the contract area and 
summarize principal provisions guiding 
management. 
2. Land ownership, uses and interest
ed parties: Describe the ownership of the 
forest land as well as the rights of parties 
adjacent to the area. Identify forest uses 
(timber and non-timber uses) and users, 
other land uses such as mineral develop
ment, agriculture, fishing or hunting. 
Identify parties (stakeholders) with interests 
in the area and the nature of their interests. 
Identify opportunities for coordinated 
development, such as access for timber har-

vesting, non-timber forest products produc
tion, traditional uses, recreation, etc. 
3. Commercial resource{s): Estimate the 
area of productive land for the resources of 
interest within the planning area, broken 
down by factors affecting inventory or pro
ductive potential. Describe the value of the 
resource in terms of potential uses. For 
example, in the case of timber, are the 
species and quality of wood suitable for 
lumber, veneer, pulp or other uses? Describe 
what is known about the management of 
the forest types and species involved. What 
management systems can be used? What 
are the potential problems with forest 
regeneration? What has been the experi
ence in managing the same resource on sim
ilar forest types in another part of the coun
try or elsewhere in the region? 
4. Other commercial and non-commer
cial resources with development poten
tial: Describe the other commercial and 
non-commercial resources within the plan
ning area that are not the focus of the pro
posed forest contract (minerals, agriculture, 
recreation, hunting, fishing, cultural and 
archaeological features). Characterize the 
quality of the other resources identified, 
and their potential for development. 
5. Accessibility and utilization: 
Describe the accessibility of the area for for
est management activities and the move
ment of products to market. Are there exist
ing roads or water access? How far is the 
area from existing utilization centres, or 
from established transportation systems? 
What will be required to develop access? 
Within this section describe the needs for 
processing facilities for the types of forest 
products that appear feasible. What will be 
required to develop such facilities? 
6. Environmental resources: Identify 
environmental resources and concerns 
regarding environmental impacts that the 
forest contract operations may have on 
wildlife or fisheries, soils, biodiversity, slope 
or land stability, downstream water quality 
for fisheries, agriculture or drinking water. It 
is also important to include all interested 
parties in the definition of their concerns 
and document them for future planning. 
Provide a preliminary appraisal of the 
potential environmental impacts of the pro
posed contract operations 
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7. Social economic resources: 
Describe the existing uses of the area 
how these uses may be affected by develop
ment, how local people will be 
development of the area, and evaluate how 
development wilf affect the planning area 
and the region economically. be 
and current conflicts and the main social 
issues related to the potential contract area. 
8. Sources 
Identify sources of information and data, as 
well as organizations and individuals with 
information relevant to the area. Identify 
the availability of maps, aerial photographs, 
satellite imagery and the expertise to utilize 
such resources. 

Once the scoping studies are complete, 
scoping report provides the basis for plann 
subsequent inventory and data collection need
ed for the development of the management 
plans, and a prospectus for the design a 
detailed contract. The scoping report iden-
tifies the types of expertise needed for addition
al and subsequent data collection and analysis. 

The management plan is a self-contained sepa
rate but integral part of the contract. It is 
included usually as an attachment, techn I 
annex or schedule. The contract document 
should stipulate how government will review 
the management plan, the duration the 
management plan, and when the revision a 
review process will take place. 

The management plan section of con-
tract document should ind what is 
require.d of the contractor for an 
forest management plan. This specific section 
of the contract should include the following: 
1. Requirements to submit a management n 

for the area covered by the contract a 
identify management options rega ing 
utilization of resources, including harvesting 
methods and utilization standards suita 
for the resources specified in the heading 
"Grant of rights and terms". 

2. Methods to review and approve the man
agement plan and a statement of what are 
the review periods. 

3. Requirements for public participation in 
review of the initial and any revised man
agement plans, including how to advertise 
the opportunity for review and the need to 
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make n ly available to 
interested persons. 

4. Conservation non-ti and non-
market resource values 1 uding tree 
species, non-ti resources, biodi
versity, water, recreation, cultural heritage, 
range land, a wildl fish 

5. Integration within 
the area by 
aboriginal users. 

6. Other issues ment, or 
the contractor are deemed appropriate 
by the government. 

Once the information is 
agement plan will 
and in what volume 
place, what are 
other forest values are 
management methods will 
that sustainable 

man
how, where, when, 

ng will 
ensure that 

and what 

Ideally the com-
pleted before is signed, so that a 
contract may be to imple-
ment the plan. But normal it is 
developed contract is 
signed, but before harvesting is allowed to start. 

Either the contractor 
develop-

ment n. This depends 
on government's ilosophy about the sharing 
of management Normally, on 
large-scale, long-term the contractor 
is assigned bility is Annual 
workplans (d below) are not approved 
until government an acceptable 
management n. 

7.4.2.1 

Some of 

Forestry 

in 

1. Forest resources 
Inventory information on com al tim-
ber resou is requi n order to 



mine what man systems can be used, 
what harvest levels are sustainable, and to 
assess the economic feasibility of managing 
the resource. Normally, minimum levels of 
inventory intensity a prec1s1on are speci
fied in the contract document under the man
agement plan heading 

Forest inventory design and implementation 
is beyond the scope of this publication. 
Inventory design and implementation is cov
ered extensively in a variety of books, texts and 
manuals. Examples include FAO Manual of 
forestry inventory (FAO, 1981) (a few others are 
mentioned in the references at the end of this 
chapter). 

Inventories of timber resources not covered 
in the contract, and of non-timber forest prod
ucts, should also be completed. These need not 
be of the same level of precision as for the tar
get timber resources. However, a basic idea of 
their potential should be obtainable and docu
mented. Potential conflicts with access and 
extraction of the timber resources covered by 
the contract should also be identified. 

resource 

Non-timber and environmental resources 
should also be catalogued and inventoried. 
These include fru nuts, other foods, medici
nal plants, wildlife, archaeological sites, ameni
ty values (nature, scenery), environmental qual
ity values (air, water, soil), ecological values 
(biodiversity, endangered species) and public 
use values (recreation, ecotourism and other 
tourism). 

Inventory information on these resources is 
important in order to determine the manage
ment systems to be used, sustainable harvest 
levels, and to assess the economic feasibility of 
managing the resources. Ideally, baseline data 
for the size and distribution of plant and ani
mal populations, especially endangered or 
species at risk, should be collected. However, 
this can be a large and time-consuming task. 
Some balance of priorities will have to be made 
and specified in the contract. 

In cases where other contract holders are 
operating in the area, the management plan 
should specify measures that the contractor 
will employ to identify and consult with those 
other users. Such uses may pertain to non-tim
ber forest products, traditional use by aborigi
nal or other forest communities, outdoor recre-
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ation and ecotourism, heritage, cultural and 
sacred sites, etc. Detailed maps showing loca
tions of such uses may be necessary. 

These non-timber and environmental values 
are important because together they expand 
the total value of the forest and the range of 
choices to consider in making decisions about 
the protection, use and management of public 
forest lands. These values may be catalogued 
through properly designed user surveys. Many 
of them may be quantified using methodolo
gies developed in a number of studies. For a 
survey of methods applicable to forests and 
forestry valuation case studies, see Bishop 
(1999). 

3. systems 
The management plan should also provide 
details of all transportation systems that will be 
constructed and used. In most cases the prima
ry transportation network will consist of roads 
of varying standards, although it may include 
rivers and waterways. The transportation plan 
should identify existing roads, those to be con
structed, those needed exclusively for forest 
access, those that will become part of the pub
lic road system, those which are needed for 
long-term management of the forests, and 
those which are for protection. 

Sections of the management plan will out
line construction and maintenance schedules. 
They will also cover how the contractor will 
build and maintain drainage systems, including 
culverts and ditches, minimize surface erosion 
and ensure roads are safe for harvesting or 
other industrial purposes. Roads should meet 
environmental standards to avoid erosion and 
siltation of streams, and be kept at minimum 
distances from streams. Bridges and stream 
crossings should meet environmental standards 
to avoid stream damage, sediment and other 
pollution. In areas of public use, details of a 
traffic control plan should be provided. A road 
deactivation plan should also be included, and 
must specify operations required to stabilize 
the roads and restore and maintain the natural 
drainage at each location. Finally, ownership of 
road infrastructure such as bridges and culverts 
and other improvements should be specified. 

4. Other infrastructure 
Construction and maintenance of other infra
structure required for access, transport and 
storage of raw materials and/or processed 
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goods should be explained. These may include 
camps, garages and maintenance facilities, fuel 
storage tanks, docks, storage yards, loading 
facilities, power generation, power and 
pipelines, and airstrips. Maps showing the loca
tion of all facilities should accompany the plan. 
Clear justification should be provided for each 
installation. These should be located away 
from streams, waterways and wetlands and 
meet environmental requirements. Risks to 
safety or the environment from facilities or 
materials used or stored should be document
ed, and protection and clean-up procedures 
specified. As with roads and bridges, ownership 
should be established and documented. Finally, 
provisions for disassembly and site restoration 
should be specified. 

5. Forest management objectives and 
silviculture systems 
The management plan should also contain a 
statement of management objectives and the 
silviculture systems to be applied. Forest man
agement objectives may cover a wide range of 
issues including short- and long-term sustain
able harvest rates, maintenance and enhance
ment of forest productivity, renewal of harvest
ed areas, forest protection and public participa
tion procedures. A statement of objectives 
should also pertain to employment of people 
living in or near the contract area, including 
local communities. 

The management plans should contain a set 
of detailed silvicultural prescriptions to be fol
lowed to achieve the stated forest manage
ment objectives. Prescriptions should be writ
ten in simple terms, and in easy-to-follow for
mats, to ensure comprehension and effective 
execution. 

Fire prevention and suppression require
ments are spelled out under these provisions. 
These include the requirement for a fire pro
tection plan and the contractor's obligations 
under such an approved plan. An efficient fire 
prevention and suppression plan will require 
the necessary infrastructure, equipment, man
power and training. The plan should include 
the following measures: 
1. Construction of fire protection roads and 

trails to provide access to all parts of the con
tract licence area, including isolated parts. 

2. Construction of necessary fire breaks 
throughout the licence area, around and 
within operating areas. 
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3. An adequate maintenance schedule for con
structed fire-breaks. 

4. Trained manpower for fire patrols, detection 
and fire fighting. 

5. Establishment of fire control towers, aircraft 
patrols or other patrols, with effective radio 
communications to ground staff. 

6. Preparation of landing strips for light air
craft and/or helipads for helicopter landing 
to facilitate rapid movement of fire fighting 
crews and equipment. 

7. A fire educational strategy to reduce light
ing of forest fires by local populations for 
such things as agricultural or pasture land. 

Details of how the forest resources will be 
managed should be provided, with additional 
details in the annual work-plans. Details on the 
forest types and conditions under which each 
silvicultural system will be applied should be 
described. Methods for regeneration should be 
stated. 

The main activities required for resource 
management should also be described. This 
should include at a minimum: harvesting meth
ods (for details see Model code of forest har
vesting practice, Dykstra and Heinrich, FAO, 
1996), road construction methods, tending of 
immature stands or populations, vegetation 
control, and control of pests. Any intended use 
of chemicals (herbicides, pesticides, etc.) should 
be explained, including health and environmen
tal safety provisions. Additional details on these 
topics will be included in annual work plans. 

Whether the forest contract is area based or 
quantity based, the contract document must 
specify the volumes and species (and perhaps 
also sizes and qualities) to be harvested. For 
simple permits with short terms (such as annual 
firewood cutting permit) the permit would 
state the total quantity to be removed. For 
other, longer-term contracts, when the contract 
spans a number of years, the allowable annual 
or seasonal harvest must be stated. 

These quantities should be based on a 
resource supply analysis. Jdeally the analysis 
should be done prior to signing the contract, 
and based on the forest inventory data collect
ed and compiled during the exploration stage. 
However, this information is usually not avail
able at the signing of the contract. In such 
cases, provisions may be made in the contract 



for completion of the supply study within a 
stated period of time, and for establishment of 
the harvest volumes under the contract. 

Completion of the supply analysis study must 
be carried out by one or other of the parties. If 
the contractor does the supply analysis, the con
tract must specify the methods to be employed 
in the analysis and provisions made for the inde
pendent audit of the methods and results. Davis 
and Johnson (1987) as well as FAO Forestry 
Paper 135 (Armitage, 1998) review methods for 
the analysis of long-term timber supply. 

This plan details the proposed location and 
scheduling of development activities within the 
contract area. This would include the location 
and scheduling of resource harvesting and road 
construction and deactivation activities. Like 
the management plan, the development plan 
is a self-contained and integral part of the con
tract itself, but it is prepared as an attached 
annex or a schedule. The contract document 
should stipulate the content and duration of 
the development plan, as well as how it is to be 
reviewed and approved by government. 
Development plans are usually the responsibili
ty of the contractor. The development plan 
should include the following items: 
1. Access - What are the access requirements 

in the area and how are the various options 
going to be developed and when? With 
respect to road development: what is the 
extent of the proposed road network within 
the area, and how are road construction 
and road deactivation going to be phased? 

2. Environmentally valuable and/or sensi
tive areas - How will the contractor pre
serve or minimize impacts on areas of envi
ronmental value and concern within the 
contract area? These would include (where 
applicable): critical wildlife habitat areas, 
protected areas, recreation areas, important 
watersheds, fish spawning and rearing 
areas, wildlife habitats, etc. 

3. Processing facilities - What technologies 
will be used for the proposed processing 
facilities? Technical and financial feasibility. 
Where are the facilities going to be located 
and what is the construction schedule? 
What are the water and other input require
ments? What are the expected environmen
tal impacts of waste materials, water and air 
pollution, and how will these be handled? 
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4. Staffing - What types and qualifications of 
professional and technical staff, skilled and 
general labour, are required in the opera
tions? Where will the labour come from? 
Where will they be housed? 

5. Methods for review and approval of 
development plans What methods are to 
be used to review and approve develop
ment plans? What is the timing of the 
review process? 

6. Requirements for public participation -
What mechanism will be used for public par
ticipation in the review of the initial and 
revised development plans? How will public 
participation be ensured? 

Ideally, the development plan should be 
completed before the contract is signed, so 
that the contract may be properly designed to 
implement the plan. Alternatively, completion 
of the development plan may be required in 
the contract, to be completed later by a speci
fied date and incorporated into the contract as 
an attachment or an annex. 

Annual work-plans must conform to the terms 
of the overall utilization agreement and condi
tions of the contract, as well as laws and regula
tions governing timber and non-timber harvest
ing, environmental management, health and 
safety, etc. Annual work-plans require the con
tractor to provide a greater level of detail for 
the harvesting area. Following approval of the 
annual work-plan, cutting permits are issued for 
those areas authorized for harvesting. A cutting 
permit or cutting plan authorizes the harvesting 
of timber in accordance with the provisions of 
the cutting permit from cutting blocks located 
within the contract area (see, for example, 
Armitage, 1998, 182 pp., 190 pp., Annex 6). 

Under the utilization agreement heading 
within the contract, the cutting permit require
ments and the details required are specified. 
Common requirements include: 
1. Cutting permits define the area authorized 

for harvesfmg, the timing of harvesting oper
ations, the kinds of harvesting methods to be 
employed, and any operational restrictions. 

2. The contractor is required to mark the 
boundaries of the areas authorized for har
vesting under a cutting permit on the 
ground. 
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3. Cutting permits must prescribe locations of 
the roads to be built (or deactivated) for the 
area covered by the cutting permit, with the 
specifications and standards to be followed. 
In some cases, separate road permits may be 
required. 

4. A Stand Management (or silvicultural) 
Prescription (SMP) describing how the stands 
in the area authorized for cutting will be 
managed. 

5. Cutting permits define measures for environ
mental protection, protection of cultural or 
archaeological sites on or near the autho
rized harvesting area, and conservation of 
biodiversity including protected areas, buffer 
zones, and special management zones with 
added restrictions on harvesting methods. 

6. Cutting permits must also prescribe timber 
utilization standards. 

7. If stumpage fees or other levies are assessed 
based on the quantity of timber cut and 
removed, cutting permits will also set out 
procedures for assessing the volumes of tim
ber removed, and the volumes wasted or 
damaged by the contractor. It will also speci
fy the charges and other applicable levies. 

7.4.6 Annual ril:l>lnniii'T• 

An annual report from the contractor provides 
a summary of the contractor's activities over 
the previous year, covering management of the 
contract area and fulfilment of the obligations 
under the contract. It describes the contractor's 
accomplishment of the stipulations and condi
tions of the contract, the annual work-plan and 
the cutting permits over the reporting period 
(usually the year). It also reports the contrac
tor's achievements in meeting the forest man
agement objectives, including objectives for 
employment, financial performance, timber 
utilization, silvicultural management, environ
mental protection, etc. 

This annual report should also highlight the 
major initiatives planned for the following 
year, and be available to all interested groups 
and individuals. It will also serve as the starting 
point for supervision and inspection, and for 
monitoring and/or auditing of contract perfor
mance (discussed in Chapter 10) (See also 
Armitage, 1998, 224 pp., Annex 14). 

In the previous sections the major components 
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that form the nical annexes of the forest 
utilization contract have been outlined (the 
management n, the development plan, and 
the annual work-pia The next stage in the 
design of forest utilization contracts is to sys
tematically identify organize the terms of 
contract in a logical structure. The terms and 
conditions to included are determined by 
three main criteria: 
1. Ensuring that the government's forestry pol

icy and other objectives will be achieved. 
2. Minimizing the potential future conflict 

between the government the contractor. 
3. Faci itating and ensuring maximum compli-

ance with terms conditions of the 
contract. 

A checklist of the components within each 
of the pre-contract and the forest utiliza
tion contract is fou in Appendix A, at 
the end of this 

Introductory legal information at the begin
ning of the contract includes name, legal status 
and full addresses of both the government rep
resentative and the contractor, the exact loca
tion and legal descri the contract area 
and boundaries, relevant legislation, the Grants 
of Rights, and the terms and conditions of the 
contract. A detailed map the area should 
also be attached showing the boundaries and 
using standard points. 

1. Relevant 
laws, decrees and 

regulations in accordance with which the 
licence is granted. 

2. Grant 
conditions 

terms 

This section of contract document grants 
explicit rights of use to the contractor for spe
cific uses, rights to enter use the designat
ed forest area, and imposes explicit obligations 
on the contractor to ma the area. This sec-
tion provides r ptions details 
the resources that may harvested and 
removed (species, locations, etc.). 

Other types hts and requirements 
included under this ing are the rights of 
use by others in contract area. Other users 
of the forest may include aboriginal peoples, 
local communities, resource users 



with licences for other resources (fuelwood, 
charcoal, wildlife, game, fish, fruits, nuts and 
other foods, etc.). 

The section also provides ht of access to 
the grantor - the government forest agency 

contract administrator to inspect all activ
ities of the contractor (and sub-contractors) to 
ensure that are being carried out in 
accordance with the contract applicable laws 
and regulations. The section should also pro
vide access to records and documents of the 
contractor (and sub-contractors) and to timber 
production records and all other information 
regarding forest operations. 

Immediately following " hts granted" is a 
section on " hts withheld" which specifies 
restrictions of exploitation within the granted 
area. Such restrictions may pertain to certain 
species, particular qualities (such as sawlogs or 
veneer logs), customary rights, particular envi
ronmentally sensitive areas and protected 
areas. 

The terms and conditions required of the man
agement plan are specified in this section of 
the contract. This section should state the 
amount of resources that may be removed in 
total, over a period as well as annually, along 
with any restrictions that apply to variations in 
the amount harvested. This protects govern
ment from speculation by forest contractors 
holding timber without intending to utilize it. 
Normally the contract document itself will only 
summarize the forest management conditions 
and refer to the technical annex for the specific 
detailed management plan's terms and condi
tions. 

An important forest management activity in 
public forest Ia is protection. This refers to 
various forest protection uirements includ
ing fire, environmental, protected areas, insects 
and other pathogens, etc 

1. 
This includes guidelines for protecting envi
ronmental features such as water quality, wet
lands, biodiversity, soils, stream banks, fish 
and wildlife habitat, other plant communities, 
and environmentally sensitive areas. Some of 
these issues may also be dealt with in the 
Stand Management Prescriptions (SMP) devel-
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oped by the contractor, as well as in the cut
ting permits. 

2. areas 
This section includes lists of cultural, ecological, 
scientific or archaeological features in the con
tract area that are considered to be significant 
and to be protected from resource utilization 
impacts. The contractor is obliged to submit a 
plan to protect areas adjacent to or within the 
contract area. 

Policies to protect environmentally sensitive 
areas can involve local populations from the 
area and surrounding areas in the management 
of the protected areas. Therefore, a statement 
on how local communities are to be involved in 
management of protected areas should be 
included in any overall government protection 
strategy and in the contract documents. 

plan 
Employment and investment issues are key 
aspects of the development plan. A checklist 
containing elements within the development 
plan is found in Appendix A 

1. 
This section covers employment and economic 
opportunities for people living in or near the 
contract area. These may also be specified in 
investment legislation of the country as condi
tions that investors must fulfil for investment 
approval. 

Employment provisions may include condi
tions on employment of nationals in technical, 
non-technical, professional and managerial 
positions. 

This section should also specify the technical 
forest administration that the contractor will 
utilize, including employment of both profes
sional and technical forestry staff. 

2. Investment 
This section specifies minimum investment lev
els in infrastructure, roads, processing plants, 
etc. that are required under the contract. The 
section would include a detailed investment 
schedule, or grantees to submit an investment 
plan within a specified time. 

monitoring 

This section includes provisions for supervision, 
monitoring and enforcement of the contract, 
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and of the contractor's performance according 
to the stated management objectives, options 
and prescriptions within the management and 
development plans. 

The section also specifies the role of both 
the government and contractor, as well as any 
third parties in supervision, monitoring and 
enforcement. This will include important 
on-the-ground inspections to monitor perfor
mance. Once operations begin, the annual 
reports provide one of the starting points for 
on-the-ground supervision, monitoring and 
evaluating of performance. 

7 .5.6 Financial 
This section lays out the fees to be paid for tim
ber and other fees, along with details of the 
warranty requirements. Forest fees may be 
specified in a separate schedule. Methods for 
adjustment of fees for inflation and/or chang
ing resource values must be specified, along 
with the conditions and procedures for, and 
timing of, the reassessment of fees. 

Most agreements require the contractor to 
maintain on deposit with the government a 
prescribed amount in cash or negotiable securi
ties as security for the contractor's performance 
and obligations under the contract, for pay
ment of fees on timber cut and forest manage
ment performance. If the contractor fails to 
pay money owing to the government, or fails 
to perform the obligations under the contract 
the government may take an amount equal to 
the money the contractor failed to pay, or an 
amount sufficient to cover costs of remedying 
the contractor's failure. 

The contract may also specify surety bond 
requirements. This provision specifies the bond
ing requirements of the grantee. The contract 
may sp_ecify a special deposit if any operation 
carried out by the contractor is likely to cause 
damage to persons or property from the 
licensee. Then if damage or injury results, and 
the contractor licensee fails to pay damages, 
the government can use the special deposit to 
cover the damage. 

7.5.7 Review ru·.oc.jEf!du 

The review section of the contract sets out pro
cedures for review of the management plan 
and other documents. It describes the proce
dures and steps for approval of the plans, and 
the steps to be taken if the plans are not 
approved and require revision. 
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This section of the contract outlines the rights 
of inspection by the government agency, or its 
agent, and procedures that the contractor must 
observe. For example, the section may specify 
that the contractor will: 
1. Provide log production records and all other 

pertinent information regarding forest 
operations to the government agency or 
authorized representatives. 

2. Provide the government, or its authorized 
agent, access to or copies of all records and 
information pertaining to wood processing 
for the purposes of assessment and revision 
of stumpage fees, other levies and fees. 

3. Provide access to records for inspection by 
the government, its agent, or an indepen
dent auditor, as well as access to accounting 
records of the contractor and sub-contrac
tors to review costs and sales (for stumpage 
appraisal or other purposes). 

This section outlines the contractor's responsi
bilities for their activities and transactions. It 
specifies that the government will accept no 
liability towards third parties for actions of the 
contractor, the contractor's representatives, 
employees and labour force. It also specifies 
that the contractor will indemnify the govern
ment against all claims, demands, suits, actions, 
costs and expenses suffered by the government 
as a result of the contractor's omissions or 
those of their representatives. 

The section also specifies the contractor's 
responsibility for maintenance of roads, 
bridges, buildings, logging camps, etc. 

0 
In this section the conditions under which the 
contract may be cancelled or surrendered are 
specified. Contracts may be cancelled for a 
major breach, such as failure to start opera
tions within a specified period of time, failure 
to construct the required manufacturing facili
ties, failure to perform forest management, or 
other failures to comply with contract terms. 
The language in this clause must provide pre
cise details on the acts, lack of reporting or 
submission, or other contract violations that 
would be sufficient cause for termination. 

The section also specifies the conditions 
under which the contract is surrendered, the 



liabilities for surrender, and the procedures for 
surrender. 

1 
Notice refers to the way in which the two par
ties inform each other about reporting sched
ules, payment of fees and other levies, pay
ment of penalties, notice of breach, or cancel
lation of contract. This section also provides 
information on the way in which either signa
tory responds when notice is given. 

This section provides specific items, not covered 
in the previous sections, which either party may 
wish to have included in the contract. Examples 
might include: 
1. That the agreement is subject to the laws of 

the country, state or province, and to any leg
islation governing forests, investment, labour 
safety, the environment, pollution, etc. 

2. That the licence may or may not be trans
ferred to third parties, or that it may not be 
passed on to heirs, executors or successors. 

A glossary of terms is included for clarification 
of the meaning of terms. This may be placed 
either at the beginning or end of the contract. 

When the duration of the forest utilization 
contract is longer than ten years, additional 
clauses and requirements will be needed to 
ensure long-term planning and sustainable 
development and management of forest 
resources. First, a long-term forest manage
ment plan and long-term timber supply plan 
will be required to plan the operations, forest 
management and forest renewal for the entire 
contract area. Second, the contract will need to 
include provisions for modification of the con
tract as a result of changing conditions, or con
ditions that could not be anticipated at the ini
tial signing of the contract. Provisions and pro
cedures for a reappraisal and necessary modifi
cations to bring the contract up to date with 
current resource and environmental standards 
will need to be added. Provisions for modifica
tion of the area, revision of boundaries, or 
withdrawal of parts of the area for other uses, 
should all be included in the contract. Provision 
for modifying the method by which stumpage 
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fees, area fees and other levies are determined, 
or revised, should be included. 

Renewal provisions and procedures for 
renewal will need to be included. Renewal 
should be subject to a forest management and 
environmental management review, perhaps 
including an independent audit. 

Resource uti I izati on contracts with short 
terms may be simpler. For example, for a one
year timber sale of a specific tract of timber, or 
a short-term sale covering one or two hundred 
hectares, a forest management plan will not be 
required in most cases. Annual reporting is 
unnecessary. However, a road construction per
mit and a work-plan may still be required. 

These examples illustrate a few of the varia
tions in contract terms required to suit differ
ing lengths of tenure and other conditions. The 
government agencies involved in drafting the 
contract will need to design contracts of vary
ing duration to fit the circumstances. 

This section brings together the issues, ideas and 
points developed in the previous sections in a 
sequence of steps to follow in designing and 
implementing forest utilization contracts. The 
section covers the major steps and identifies key 
decision points in the process. A checklist of con
tract design components and requirements is 
given in Appendix A, at the end of the chapter. 

Step 1: Ensure that the contract area is 
consistent with overall land use 
plans and land uses, and that the 
area is not encumbered by other 
land ownership conflicts or land 
claims 

A key first step is to ensure that the proposed 
forest utilization contract is consistent with an 
overall land use plan. It is important to ensure 
that the proposed forest contract area is not 
encumbered by other land ownership, land 
uses or land claims. 

Although not many countries have compre
hensive land use plans in place before making 
forest allocation decisions, a land use plan and 
land use planning can help to make better land 
use decisions and avoid future problems. 
Developing land use plans is a large undertak
ing. It is challenging to balance the different 
land uses and interests, many of them politically 
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charged. Ideally, at least a preliminary land use 
plan should be developed, and be in place 
before proceeding with forest utilization con
tracts for the area. Once land ownership issues 
are settled, and a land use plan is developed, 
the areas available for contractual arrangements 
can then be decided, and the types of contractu
al arrangements for each specific area agreed. 

Decision 1: What areas will be included and 
what kind of contractual arrange
ments will be used for the pro
posed area? 

Step 2: Conduct preliminary scoping stud
ies of the area 

A preliminary evaluation of the potential forest 
contract area is necessary to determine the for
est resources, environmental resources, other 
resources, and characteristics of the area. These 
preliminary scoping studies provide enough 
information to evaluate at minimum cost the 
feasibility of the proposed forest contract and 
potential contract bidder interest. 

Step 3: Determine the interest of contrac
tors and bidders in the area 

Once the scoping studies of the area have been 
completed, the government agency can assess 
the market interest of contractors in the pro
posed contract area. This step may save further 
costly work if there is no interest. It also helps 
in determining the extent of interest, and how 
contract negotiations or bidding should be 
conducted. Market interest can be assessed 
through an informal survey of prospective bid
ders, through formal national or international 
advertising, by contacting forest sector groups, 
etc. A request for preliminary letters of interest 
provides a concrete indication of interest. 

Decision 2: Is there enough interest to justify 
additional exploration and 
appraisal? 

Has any interest been shown in the area? 
How many potential and serious contractors 
might bid for the contract? If there is not 
enough interest, no additional further costs 
need be incurred in further studies or analyses. 
If there is much interest, evidenced by letters of 
interest from reputable parties, government 
may continue the contracting process. 
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Decision 3: Who will the more 
and scoping 

If there is enough interest to justify 
ing, more detai and scoping 
ies will need to . The components 
of scoping studies are in Appendix at 
the end of the chapter. 
made on who will conduct ies. 
Is government a to conduct internal 
Does government capacity to u 
take the scoping studies? Will it contract them 
out to third parties through procurement con-
tracts? Issues time need 
to be considered. detailed 
may be included in contract 
is not preferred. However, 
ernment in a very weak 
with potential contractors. 

4: 

The market value a another impor-
tant step in awarding a contract. 
For negotiation or i more information 
available to the government a to 
contractors wi II increase 
ested parties, 
therefore increase the amount 
ing to pay. Government must lso 
minimum or reserve the 
which it is unwilling to . Determining 
market value will assist in setting govern-
ment's minimum or reserve 

Decision 4: What will 
charged? How 

Before any contract is negotiated or 
for sale, the structure a type of 
must be decided. What other 
levies will be 
charged on umes 
area of the contract, or on 
level of fees 
the contracts on 
ding be based on us 
adjusted or revised? How will or levies be 
collected? This will have to 

or in negotia-
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levies are discussed in Chapter 8. 

5: 
manage 

contracting 
where government 

capacity 
Which elements contract development 
process can the government do? Which aspects 
of the contract administration, review, enforce
ment and monitoring operations are required 
once a particular form of contract is signed? 
What current and planned human resource and 
administrative requirements are needed to 
administer a contract properly? What are the 
costs of administering and managing the con
tract? Is the government able to carry out these 
roles? If not, who will be responsible for doing 
so? This capacity assessment should be carried 
out before resource contracts can be tendered 
or negotiated. 

Decision 5: What supervision, monitoring and 
enforcement activities can govern
ment do? What activities can be 
contracted out? 

Once a capacity assessment is conducted, the 
government must determine the contract admin
istration, supervision, monitoring and enforce
ment requirements that it will conduct and 
which requirements need to be contracted out. 

Step 6: Solicit proposals, enter into nego-
tiations, or bids 

This step will depend on which form of con
tract letting is selected. Proposals may be 
solicited from interested parties. If competitive 
bidding is chosen, bidding procedures will need 
to be designed and then bids solicited from 
interested parties. Negotiation and bidding 
procedures are discussed in Chapter 9. 

Decision 6: How will the contract be awarded? 

Will contracts be awarded through 
sole-sourcing, competitive negotiation or com
petitive bidding? These issues are discussed in 
Chapter 9. If there are very few interested par
ties, competitive negotiation may be preferred 
to competitive bidding. The expressions of 
interest and the market value analysis will help 
in assessing the numbers of potential bidders 
and deciding on the method of sale. The choice 
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of contract letting should be based on which 
form will achieve the best price. 

7: Evaluate submitted bids or pro-
posals 

Under competitive bidding, the bids will be eval
uated based on criteria available to the bidders 
prior to submission of their bids. If the proposal 
or bid exceeds the government's minimum or 
reserve price, the contract is awarded to the 
highest bidder, based on price and other criteria 
established beforehand and known to bidders. 
If the bids are too low, below the minimum 
price, the government should reject the bids and 
consider re-offering the contract. 

Decision 7: Make an award or reject all offers? 
The award of the contract is announced to 

all parties and made public. 

Step 8: Contract is drafted and signed 
The elements of the contract described 
throughout this chapter should form the basis 
of the final contract. 

Decision 8: Will management and develop
ment plans be required before or 
after contract is signed? 

The management and development plans 
are required and become legal parts of the for
est utilization contract. They may be required 
to be completed before the contract is signed, 
or may be permitted to be completed follow
ing signature, but by a specified deadline date. 
The amount of work required to develop these 
plans is significant. If they are required before 
awarding the contract, this might deter poten
tial bidders. If the management and develop
ment plans are deferred until after a contract is 
signed, then a deadline must be set for their 
completion and submission. The plans are then 
reviewed by government and approved, or sent 
back for revisions. Once the plans are reviewed 
and approved, and the work-plans completed 
and approved, then the contractor may pro
ceed with harvesting. 

Step 9: All details of contract are carried 
out by both parties 

Supervision, monitoring, review and enforce
ment will be carried out as stipulated in the 
terms of agreement of the contract. These are 
discussed in detail in Chapter 10. 
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Append 

1. Scoping document 

legal and administrative authorities 
• Applicable laws and regulations affecting the contract area. 
• Identify applicable international treaties or conventions. 
• Principal provisions guiding management. 
• Who owns the land? 
• What are the owners' rights to the area? 

Commercial resource uses 
• Identify other potential uses of the land in question (hunting, fishing, mineral development). 
• Estimated area of productive land for the resource of interest. 
• Identify opportunities for coordinated development (i.e. timber harvesting and recreation). 
• List factors affecting inventory of the resource. 
• Estimate the value of the resource. 
• What are the management requirements for the resource? 
• List any problems foreseen in forest regeneration. 
• Experiences elsewhere but with a similar resource base. 
• List any other commercial resources in the area that are not the focus of the contract. 
• What is the quality of these other resources? 
• Could they be developed? 

Accessibility 
• What is the planning area's accessibility? 
• Is the area close to relevant markets? 
• Are there existing roads or water access? 
• What will be required to develop access? 
• What are the processing facility needs which could be developed? 
• What investment is necessary to develop these facilities? 

Social and environmental concerns 
• Environmental impacts of developing the area? 
• Identify interested parties and their concerns. 
• What are the current uses of the area? 
• How will local peoples be affected? 
• How will development of the planning area affect the development of the region? 

Information sources 
• Are maps, aerial photographs, satellite imagery available for the area? 
• Are there other sources of relevant information on the planning area? 

2. Management plan 

Commercial resource inventory 
• Inventory information on resource in question is collected. 
• Resources not covered in contract are collected though not with the same preciseness. 

Non-commercial resource inventories 
• Baseline data for the size and distribution of plant and animal populations. 
• Inventory of nature, scenery, environmental quality and public use values. 
• Inventory of biodiversity in the area. 
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systems to be constructed and used. 
roads re usively for access to resources? 

" Which roads will become part of the public road system? 
e roads needed for long-term management of forests? 

control plans where applicable in heavy traffic areas. 
Maintenance of inage systems. 
Ownership of road infrastructure such as bridges and other improvements. 

e Provisions any other infrastructure required for access, transport and storage. 
Provisions for disassembly and site restoration. 

Resource 
" Range of si re which will be applied. 

Methods for regenerating forests. 
Activities requi for resource management should be described. 

" Harvesting methods. 
Road construction methods. 

" Tending of immature sta 
111 Vegetation control methods. 
" Control of pests. 

Fertilization 

" Statement of management objectives. 
111 Objectives of employment of people living near the area. 
111 Methods of consultation with others. 
" Detailed maps showing uses. 
111 Detailed set of management prescriptions to be followed. 

" Amount of resource wh may be removed over time. 
~~~ Annual allowable harvest is stated. 

Responsibility for completion of the study is stated. 
~~~ Methods employed in the study are outlined. 
111 Frequency of revision is stated. 
" An independent third pa should conduct the study. 

ling of resource harvesting and road construction and deactivation. 
Duration of development plan. 

«~~ Government will review the development plan. 
o Requirements of public participation in the review of initial and revised development plans. 

Access 
e are the access requirements in the area? 
~~~ How and when will options be developed for the planning area? 
~~~ What is the extent of road network in the area? 
~~~ How are road construction and road deactivation going to be phased in? 

areas 
~~~ How will the contract holder minimize impacts to: 

-community watersheds, 
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-fish spawning, 
-fish rearing, 
-fish migration areas, 
-critical wildlife habitat areas, 
- protected areas, 
- recreation areas? 

Processing facilities 
• What are the proposed processing facilities? 
• What are the capital and operational requirements for the proposed facilities? 
• Where will the facilities be located? 
• What is the construction schedule for the proposed facilities? 

Staffing 
• What are the types and qualifications of all professional and technical staff? 
• Are there special training requirements? 
• Assessment of employment creation. 

5. Annual work-plan 

• Requirements of a cutting permit. 
• identification of areas scheduled for harvesting within a given year. 
• Level of detail required for the granting of a cutting permit. 
• Cutting permits describing locations of the roads to be built. 
• Cutting permits describing locations of roads to be deactivated. 
• Specifications and stands for these procedures which must be followed. 
• Prescribe utilization standards and forestry practices to be followed in timber harvesting. 
• Procedures for assessing volumes of timber damaged by licensee. 
• Requirements to define boundaries on the ground for authorized harvesting. 

6. Forest utilization contract 
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Introductory legal provisions 
• Name, legal status and full addresses of government representative and contractor. 
• Exact location of the boundaries of the area in question. 

Relevant legislation 
• List of laws, decrees and regulations in accordance with the licence granted. 

Grants of rights and terms 
• Rights are granted to the contractor. 
• What specific resources may be harvested. 
• Size of resource to be harvested. 
• Rights of use by others in the contract area. 
• Grantor's right to inspect all activities of grantee. 
• Requirement of grantee to submit all records and documents. 
• List of rights withheld. 

Resource management 
• Amount of resource which may be removed over time. 
• Stipulating that the management plan will be a legal document to which the contract may 

refer. 
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Protection 
e Fire 

- Developing fire prevention and suppression requirements. 
- Requiring necessary fire prevention infrastructure. 

• Environmental 
- Guidelines for protecting environmental features. 
- Ensure resource values (biodiversity, soils, water quality) are identified and protected. 
- Ensure stand management activities are planned to maintain productivity of the site. 

~ Protected areas 
- List of cultural, ecological and scientific features of the licence area that are protected. 
- How will local communities be involved with management of protected areas? 

• Insects and other pathogens 
- Strategy to evaluate forest health issues. 
- Licensee's obligation to report incidents of pest problems. 

Development 
o Development plan is referred to and made a legal part of the contract. 
e Requirements for road planning construction and deactivation. 

Employment 
• Employment that will accrue to people living in or near the licence area. 
o Requirement of organized training for jobs. 

Investment levels 
e~ Minimum investment levels required of grantee. 
• Total amount of investment in forest operations over a specified time. 
e Total amount invested in wood conversion over a specified time. 

Monitoring 
e Provisions for monitoring the licensee's performance. 
e Defining the roles of grantor and grantee in terms of monitoring. 
• Specifying ground checks. 

Financial and deposits 
• Maintenance of deposit to grantor as security. 
• Surety bond requirements. 
411 Special deposits. 
• Circumstances for fees and levies. 
e Financial requirements of both parties. 

Review strategy 
e Set of guidelines to indicate how the management plan and other documents will be veri-

fied. 
• Process for obtaining approval of plans. 
41 Steps to be taken if approval of plans is not obtained. 
• All plans should be made available to all interested groups in an accessible manner. 

Technical auditing procedures 
• Rights of inspection of the grantor. 
411 Log production records. 
41 All records pertaining to wood processing. 
• Provide all books for inspection by the grantor or independent auditor. 
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of deciding con-
tracts with entities sector have 
the responsibil of the imple-
mentation of those contracts will to a 

in would produce the most 
beneficial resu for nation. Thus, the 
Public Forest Administration granting forest 
concessions to a private corporation must make 
sure the operation of concession will 
produce the maximum ble benefits for the 
country. Therefore, questions the 
decision-maker must answer in the event of a 
decision are: Do the to nation jus-
tify nging the forest? Or should 
the present use remain jnc,-o;,n 

The ana required to make this decision 
is out measuring and valuing all 
changes expected to arise from modification of 

use of forest resources, timber concession 
for exam Thus, the government 

an account of the positive 
negative quantitative i of granting 

a concession as well as a way to translate 
all those i into a common measure for 
comparison. The most conven measure for 

comparison is the monetary value of 
impacts. The study of the balance of advan-
tages disadva for society in 
terms bed is dubbed "economic efficien-

analysis. 
Since the government contract in all proba

bility will be with private pa the govern
ment decision-maker will also need to estimate 

commercial value of contract, i.e. how 
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is the concession worth in commer-
cial terms? This is lly the same type of 
ana private concessionaires interested 
in the contract will carry out. This type of 
ana is normally called the nancial" 
analysis a is concerned with monetary flows 
resu ng from the in use. Because the 
financial analysis provides le of mane-

flows resulting from the contract, it is a 
factor in ng the agreement 

between government and the private 
Another reason government 

ker will also require a financial 
ana is because will be a need to 
determine what the of the in 
use will be in terms of money flowing to or 
leaving the treasury. Financial ana always 
have to be done from the point of view of an 
interested party - government forestry 

private corporations, etc. In 
in "economic ana only the 

perspective of society counts. 
are two other fundamental 

I and economic analyses 
what costs or benefits 

(or positive and impacts) are included 
in analysis and, second, how those costs 
and benefits pacts) are valued. 

There is a host of i from forests 
no market value and in consequence do 

not private contractors' natural interests 
in maxim ng commercial profitability. These 
1m are, however, of interest to society as a 
who Thus, for example, forests are a reposi-
tory of biodiversity wea . They also con-
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tribute to conserving water and soil resources 
and sequester carbon. These are all forest ser
vices of local, national, or even global, impor
tance but, since they do not have established 
markets and prices, they are of little or no 
financial interest to private entrepreneurs and 
do not enter into their financial analyses. 
However, they are of importance in the analysis 
of "economic" impacts and worth of forests. 1 

Furthermore, even in those cases in which 
market prices do exist, they may be flawed, in 
the sense that they may not reflect the true 
value of goods and services to society. 
Monopolies and other market imperfections 
make this possible. Policy interventions such as 
taxes or prohibitions to export also affect the 
economic value of resources, inputs or outputs. 
Society is interested in the "real" value of 
resources while commercial enterprises focus 
on existing market prices, independently of the 
fact that these may be affected by market 
imperfections or policy interventions. 

Another dimension of value differences 
between these two types of analysis derives 
from the fact that impacts - benefits and costs 
- occur at different points in time. Since costs 
and benefits have to be reduced to a common 
denominator, impacts happening at different 
points in time must be "weighed" in different 
ways. A dollar today is not the same as a dollar 
will be ten years from now. The technique to 
render these values homogeneous is called 
"discounting". The future is relatively less 
important than the present and therefore a 
dollar ten years from now (be it cost or benefit) 
is "discounted" as compared with a dollar 
today. Society must provide for future genera
tions and therefore it should discount the 
future less drastically than commercial entities, 
such as concessionaires, who have a shorter 
time horizon. In other words, the economic 
analysis should value the future more than the 
private operators' financial analyses. 

The process described below may be used to 
answer the questions related to the value to 
society of a change in forest land use as well as 
the commercial or financial impacts of such 
decision. In the following discussion, it is 

assumed that the change in the use of forest 
resources will be a forest concession but the 
same method may be applied to any other 
change in the use of forest resources. The 
appraisal steps in a financial or economic analy
sis are essentially four (see summary box 8.1) 

Step 1. Identifying and quantifying physi
cal inputs and outputs associated with 
the forest concession. Here the analyst 
attempts to measure all physical changes 
that will occur over time as a consequence 
of the change in use arising from the initia
tion of operations of the forest concession. 
In performing the financial analysis, only 
those inputs and outputs that have market 
prices will be included (i.e. those effects that 
generate financial outlays and revenues). In 
contrast, the analysis of the economic 
impact of the concession will also identify 
and quantify all non-market inputs and out
puts. 

The economic impacts of the contract 
are defined by the difference between two 
situations: with the contract and without 
the contract. The estimated variation 
between these two situations can be legiti
mately attributed to the contract. The "with 
and without" scenarios are basic to the eco
nomic appraisal and should not be confused 
with the "before and after" the contract sit
uations. This is because certain changes are 
bound to occur even if the contract were 
not implemented and, therefore, those 
changes cannot be attributed to the con
tract. Only changes arising from the contract 
must enter the appraisal. For example, let us 
assume that a certain forest is suffering 
from pressure from illegal logging and that 
it is estimated that over the next 20 years, 
and despite efforts by the government, 20 
percent of all valuable woods will be illegal
ly logged. Now, the analyst in charge of 
appraising the costs and benefits of a 
prospective 20-year concession contract esti
mates that "with" the concession 100 per
cent of the volume of valuable timber will 
be exploited. However, in the economic 
appraisal of the concession contract, the 
analyst must attribute only 80 percent of all 
valuable woods as an impact of the contract. 
Twenty percent would be lost anyway, with 

Normally the nation is taken as the unit of society. But it could just as well be a smaller geographical or administrative unit such as a province. 
Or, the larger global society. 
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1: 

Direct inputs and outputs with market prices 
are included 

Transfer payment such as taxes are added as 
costs and subsidies as revenues 

or without the timber concession. Were the 
analyst to compare the before and after sit
uation in the economic analysis he would be 
attributing 100 percent of the loss of valu
able timber species to the contract. This 
would be wrong because the logging of 
20 percent would take place even if the con
cession contract were never signed. 

Step 2. Valuing inputs and outputs. The 
next step is to develop unit values for inputs 
and outputs with due consideration to the 
probable evolution of these values over 
time. In the case of the financial analysis, 

of concessions and forest contracts 

Indirect effects are 
price also included 

Consumers' willingness to pay is . 
basic measure of value. In cases where market 
prices adequately repres~nt willingness to pc;ty', 
such prices are used~.ln other cases''shadow 
prices" must be estimated 

Transfer payments are not treated separately 
but ·included as part of the economic costs and · 
benefits 

market prices will be used. Market prices 
arise because of the coincidence between 
consumers' willingness to pay for a given 
input or output and the producers' willing
ness to sell that input or output. Thus, in 
perfect markets, the market price could be 
used in both financial and economic analy
ses. However, this coincidence may be 
altered by imperfections in the market, by 
the lack of markets altogether or by policy 
interventions. In the economic analysis, 
inputs and outputs are valued in terms of 
the consumers' true willingness to pay for 
them. When market prices do not adequate-
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use i 
ana Furthermore, taxes 
are treated differently in 
analysis. In economic analysis taxes are 
not 
whereas 
analysis would. 
tial treatment is in text. 

to derive a total value of 

ing basic questions a 
change in use of forest resources repre-

sent on ba the 

dimension 

reason a major 
concession contract is now a test 
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another aspect of using market prices in the 
economic analysis that requires clarification. 
Since the impacts of the forest concession will 
occur in the future it will be necessary to pre
dict their future changes. It is recommendable 
to operate with prices free of inflation unless 
changes in relative prices may be expected. For 
example, the price of a scarce precious wood 
extracted from the concession may change in 
the future relative to other prices because of 
growing scarcity. The procedure for calculating 
these relative changes over long periods of 
time is a specialized task and involves so many 
imponderables such as future trends in con
sumers' preferences and technological change 
that some argue that results often lack credibil
ity. Thus, this specialized task will not be dis
cussed here. Moreover, all prices are expected 
to change at the same speed in the long run, 
and thus, unless there is compelling reason to 
the contrary, it is advisable to use current prices 
in the economic analysis. 

Market prices may be used in the economic 
analysis to the extent that they reflect eco
nomic values. This will happen if markets are 
efficient, with many buyers and sellers all 
operating with adequate levels of informa
tion. No buyer or seller is large enough to be 
able to control information or to influence the 

market price. Since international markets tend 
to represent the options for society as a whole, 
some analysts prefer to utilize border prices 
for all those goods that can be traded. Border 
prices cannot be used in the case of non-trade
abies, i.e. all those goods that have a domestic 
price that is lower than the import price (cif) 
but higher than the price on the international 
market (fob). Fuelwood often falls into this 
category. 

In all cases where a market price is inade
quate or non-existent, some indirect ways need 
to be used to determine consumers' willingness 
to pay, which is the source of economic value. 
In the case of inputs, the term opportunity cost 
is often used. This is because using an input in 
the forest concession diverts that input from 
other uses and this represents a sacrifice or cost 
in the economic analysis. However, that value, 
being foregone in the unrealised alternative 
use, is also measured in terms of willingness to 
pay and therefore, in the end, willingness to 
pay is the basis for measuring both benefits 
(outputs) and costs (inputs). 

While this is an adequate conceptual defini
tion of economic value, it is necessary to be 
more specific with regard to the various proce
dures that may be used to apply the concept in 
practice. 

Figure 8.1: Overview of valuation approaches used in economic analysis 
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The figure 8.1 provides a general overview 
of valuation approaches used in the economic 
analysis. 

Ideal and perfect markets seldom exist. But fre
quently it is possible to use market prices for 
one good or service to infer the economic value 
of another good or service. On this theme a 
word of caution is in order. Techniques for calcu
lating economic values are sometimes utilized in 
arbitrary ways that seem to be geared to intel
lectual window dressing to justify a particular 
decision rather than objective analysis. Second, 
the assumptions and data required behind some 
of the techniques are such that they are of dubi
ous application particularly in developing coun
tries where basic information is weak. These 
problems will become apparent in the following 
paragraphs when the difficulties of utilizing 
indirect pricing techniques are described. For 
this reason, the following text does not present 
an exhaustive inventory of the many techniques 
that are available. 

a. Residual or derived prices. This is proba
bly one of the most popular techniques for 
deriving the price of one good or service 
based on estimates of values of goods and 
services established later in the 
production-to-consumption chain. The value 
of wood is calculated by starting with the 
price n the most competitive market. This 
could be the export price of wood, for 
example. Then all costs of treatment, trans
portation and harvest are deducted to arrive 
at the residual price for standing timber at 
the forest. This price is then applied to the 
volume to be extracted from the forest con
cession. The procedure is not free from 
obstacles. Valuation must take into account 
the variations between species and qualities, 
and residual values obviously change with 
location and topography as well as over 
time as availability and technology change. 
Furthermore, the calculation of the price of 
standing wood in concessions must also take 
into account the indirect costs stemming 
from, for example, logging damage to the 
remaining forests and to soil and water 
resources. 

Moreover, there may be a sequence of 
multiple market exchanges as the wood 
moves from the forest to consumers. Thus, 
loggers may sell their harvested wood to a 
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local merchant who in turn may have to con
tract a transporter to take the wood to a 
lumber yard near the market. There the 
wood may change hands when, for example, 
it is sold to a sawmilling firm. The output of 
the sawmill may go to a furniture maker 
before it finally reaches the final consumer. 
This procedure may work well if all interme
diates and the final market for the wood are 
free from important distortions. If this is not 
so, a great deal of effort may be spent in 
assessing the adequacy of the various mar
kets and correcting for market failures or pol
icy distortions. Furthermore, prices and costs 
at the different stages assume that efficient 
operators are undertaking these tasks. This is 
not always the case and therefore adjust
ments may be needed to correct these avoid
able inefficiencies as well. 

Likewise, some markets are very thin 
(very few participants selling and buying) 
and have large seasonal variations. 
Particularly in the case of non-timber prod
ucts, markets largely escape formal record
ing so that data on prices and quantities 
are not readily available. Observable mar
ket prices may reflect a very narrow situa
tion that can hardly be extrapolated to 
larger areas. Thus, the success and accuracy 
of this procedure depends on the quality of 
the estimates along the chain of various 
transactions. Despite all these various limi
tations, this methodology is one of the 
most commonly used, simply because there 
are few easier and more accurate alterna
tives. 
b. Surrogate prices. This procedure esti
mates the value of wood or other forest 
products from the known value of a substi
tute or comparable good or service. It 
assumes that the price of a similar product 
enjoying a reasonably competitive market 
can approximate the price of the good with
out a satisfactory market price. Thus, the 
value of non-market fuelwood in a certain 
location could be estimated using the price 
of fuelwood in other locations where an 
active market does exist. Or, alternatively, it 
could be approximated to the value of alter
native fuels that have an established and 
relatively well-functioning market, such as 
charcoal and kerosene. This latter approach, 
however, assumes that if there were an 
absence of fuelwood other fuels such as 
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Once inputs and outputs resulting from the 
forest concession been established, 
their physical flows over time a values 
mated, it is now possible to in conducting 
the comparison of benefits and costs with the 
purpose of determin the net result of the 
proposed use change (the concession in is 
case). 

And as previously mentioned, the fu 
into the future a given forest use will occur, the 
less the value of use when compared with 
the same use in today's terms. This is con
cept of the "time value" in economics. Thus, 
establishing net economic or financial 
result of the nge in use is out in 
three steps: 
~ Construct value flows 
~ Discount benefits and costs 

Compute the the use cha 
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8.3.3.1 Construct 
This procedure consists of combining physical 

output information with their value 
or shadow prices) to construct 

describing values taking place over time. 
If a financial analysis is being conducted, 

is is the cash flow table and it will include 
only inputs and outputs with market prices and 

r respective prices. In the case of the eco
nomic analysis, the term is value flow table. 
This table includes market and non-market 
nputs and outputs and shadow prices. 

As previously mentioned, the cash flow and 
value tables differ in the sense that 

flow treats some transfer payments 
as taxes, su dies and loan payments in 

different ways. Other considerations apply. In 
the financial analysis, costs occur when pay
ments are made and this may be at some time 

than when the inputs are used. For 
example, an input may be used today but paid 

ments over the next three years in the 
flow table. one of these payments in 

those ree years is entered as a cost in the 
respective year. In the value flow table, it is the 
actual use of the input that matters, not when 
payment takes place. Thus, if the input is used 
today, that is the cost to the economy. A paral
lel reasoning is valid in the case of outputs that 
materialize today but the value of which is 
paid by purchasers over a period of time. 

8.3.3.2 benefits and costs 
If al i were to occur at the same time, 
then the analyst could just add up benefits and 
costs a derive the balance without further 
work. However, a forest concession typically 
spans several years and costs and benefits occur 
over a long period. As mentioned, values occur
ring at different times cannot be directly com
pared. This is because value is associated with 
time. I occurring in different years must 
be "homogenised" to a common denominator. 
An ustment factor must be introduced. This is 
the discount rate and thus the process of adjust
ment is called discounting2

• 

In the financial analysis, the prevailing mar
ket discount rate is utilized. This rate is sup
posed to represent what resources could gener
ate in the best possible alternative at the mar
gin, the opportunity cost of capital. In reality, 

is rate varies from situation to situation. In 

2 For description of discounting techniques and measures of economic and financial worth, see Gregersen and Contreras. 1992. 
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imperfect markets, for example those facing a 
smallholder, it may be very high. If the contrac
tor participating in a timber concession has 
good credit, the rate may be considerably 
lower. Thus, in most cases, an average bank
lending rate may be appropriate. There is no 
single formula to determine a unique rate. 
Since the financial analysis is performed from 
the point of view of a specific party, for exam
ple a potential forest concessionaire, the dis
count rate to be used is the one that that con
cessionaire will face in the market. If the finan
cial analysis is being carried out from the point 
of view of the government treasury, then the 
prevailing rate for treasury bonds may be used, 
and so on. 

The situation is even more complicated in the 
case of the economic analysis, because in this 
case the rate to be used should be the value 
that society as a whole attaches to time. Most 
people prefer to receive benefits as soon as pos
sible and to postpone costs. The intensity of this 
desire depends on society's preferences for pre
sent consumption as opposed to postponing 
consumption to the future. But it is widely 
believed that society's discounting of the future 
is lower than that of private entrepreneurs, 
partly because society (and government) must 
provide for generations yet unborn. 

There is no easy solution to this problem. 
Certainly, it is no solution to let different ana
lysts, examining various economic options, use 
different rates of discount. For this reason, 
planning offices normally apply one standard 
rate for all economic analyses. Thus, the analyst 
should obtain the appropriate discount rate 
from the central planning unit. Should that 
rate not be available from the planning office, 
the analyst can pick up a rate, say 8 or 10 per
cent, and use it in the main analysis and then 
test the sensitivity of results to alternative 
rates, 7 or 11 percent for example, and deter
mine whether these alternative rates will sub
stantially change the conclusions of the analy
sis. This is the subject of the next section. 

At this stage the analyst can provide the deci
sion-maker with most of the information need
ed to decide whether the idea of entering into 
a forest concession contract with a private party 
is a good one for society as a whole. The analyst 
can provide a measure of the net economic 
value of the timber concession proposal and, if 
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a financial analysis has been carried out from 
the point of view of potential contractors, 
information on how much the concession's mar
ket price may be, i.e. how much potential con
tractors may be willing to pay for the contract. 
Finally, if a financial analysis has also been car
ried out to examine the implications for gov
ernment, the analyst could provide information 
about the government revenue effects of the 
contract. 

However, there is still a set of considerations 
that may affect the bargaining position of the 
parties involved and the desirability of the for
est concession. As is now obvious, all the calcu
lations above refer to events that will occur in 
the future and thus are uncertain. In the case 
of a forest concession contract, uncertainty 
may be high use uncertainty increases 
rapidly as the planning horizon expands. 
Concession contracts may well reach 30 or 40 
years and many of the effects generally go 
beyond that period of time. 

If there are abundant observations of similar 
past events, of past estimates and trends, the 
analyst may have enough information to be 
able to estimate probabilities of some events 
actually occurring in future. For example, a 
range of variation of future prices of certain 
species of wood could be calculated within cer
tain probable limits. This is referred to as risk. 
When there is little or no basis for deriving 
probabilities, there is a situation of uncertainty. 
In most cases situations fall in between and 
analysts can resort to sensitivity analysis to test 
the robustness of their conclusions. If such 
analysis reveals some parameters that change 
drastically the results of the analysis, then more 
analytical work on those parameters is advis
able. Consequently, the sensitivity analysis pro
vides useful information about priorities for fur
ther research on those aspects of the analysis 
that may be the weakest and the most critical. 

In summary, establishing the value of forests 
and the consequences of a change in use are 
not simple tasks. They require long-term and 
uncertain projecting with and without the 
change scenarios (as opposed to before and 
after), and identification and quantification of 
a number of goods and services, inputs and 
outputs, many of which have no markets or 
imperfect markets. A serious error is to attempt 
to value everything in economic terms, particu
larly when the basis for deriving values is shaky. 
It is advisable to start by measuring and esti-



mating the easier-to-measure impacts. After 
all, values are only needed to make decisions. If 
enough information can be collected, based 
only on the most important impacts to make a 
sound decision, no further work may be 
required. The cost in time and scarce human 
resources needed to reach a detailed analysis 
needs to be taken into account. In many cases, 
running a sensitivity analysis for key variables 
will help in deciding whether further work is 
needed and, if so, on what aspects of the 
analysis. 

This section covers the choice and design of 
forest levies and presents an overview of the 
alternatives available for setting levies for 
resource use granted under contracts. Levies on 
forest resources are frequently referred to as 
royalties, stumpage, rent, tax, revenues and 
user fees 3

. 

The data obtained through the appraisal of 
values described in the section above are used 
by the government as one of the main ele
ments to determine the levies to be raised 
from forest contracts in public forest lands. 
Other factors such as political priorities, equity 
considerations, poverty alleviation, regional 
development objectives, and so on, may also 
influence such decision. Thus, levies may have a 
variety of objectives including the sustainable 
management of forest under contract, rais
ing public revenue and guiding private action 
in the direction of society's other multiple 
objectives. 

Levies normally are charged per unit of tim
ber volume (cubic meter of wood) or per area 
of forest under the contract (hectares or acres), 
or a combination of both methods. 

Standing timber in developed and most devel
oping countries is sold based on the volume of 
timber (Gray, 1983; Grut, Gray and Egli, 1991). 
Hence the term "stumpage" fee. 

They are used in almost every Canadian 
province, in the United States, Indonesia, 
Malaysia, the Philippines, in various countries 
of Africa and many other countries around the 
world. 
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Stumpage fees can be tailored to species 
and dimensions of wood and, of course, may 
be supplemented with other fees to refine con
ditions of extraction such as difficulty of ter
rain. 

Because it is standing trees or logs which are 
of value to the forest industry, it is likely that 
levies based on stumpage volume will continue 
to be an important component of the forest 
revenue system. 

Strengths and weaknesses of volume- based 
stumpage prices: Volume-based levies can 
closely reflect the value of the standing timber 
and roundwood sold because stumpage prices 
can be varied by species, quality and location, 
characteristics that determine the value of the 
timber. 

Volume-based stumpage prices require log 
measurement, supervision, a billing system, and 
all the administrative costs that go with them. 
Varying stumpage prices to properly reflect 
stumpage values can add to the complexity of 
stumpage prices and the revenue collection sys
tem, to administrative costs, and generate eva
sion and avoidance problems. 

For jurisdictions with a strong forest admin
istration, volume-based stumpage prices will 
likely remain the major forest revenue mecha
nism. Stumpage prices that reflect timber val
ues can help to support forest management. 
But unless stumpage fees are coupled with 
management restrictions they could result in 
"highgrading" or "creaming" of the forest if 
only the most valuable trees are extracted. 

8.4.1.2 Per tree 
Per tree stumpage fees have been used in only 
a few countries, Ghana and Nigeria, for exam
ple. Valuable hardwoods in North America, 
Europe and elsewhere are sometimes sold as 
single trees on a per tree basis, often for thou
sands of dollars. 

Per tree stumpage fees are a uniform price 
for each tree sold or felled. In this form, they 
are a simple revenue mechanism. No scaling of 
logs is required and the charges can be easily 
verified by counting stumps. Per tree stumpage 
fees are usually most appropriate for timber of 
uniform size and quality. 

Strengths and weaknesses of per tree 
stumpage fees: Per tree stumpage fees have 
advantages of simplicity. They avoid the admin-

3 A detailed discussion and analysis on this topic may be found in FAO Forestry paper 43 Forest revenue systems in developing countries (Gray, 
1983; Pearce, 1990; Grut, Gray and Egli, 1991; and Gillis, 1992). 
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Strengths and weaknesses of initial licence 
fees on forest contracts: Initial licence fees on 
forest contracts are simple and easy to adminis
ter, especially if levied as a fixed charge or as a 
per hectare fee on the entire area. Such fees on 
forest contracts and other forest tenures serve 
three purposes: (a) to cover the administrative 
costs of processing the application, surveys, 
inventories, inspections, environmental review 
and administration of the approval process; (b) 
to reflect part of the value of the forest con
tract, the value of a secure timber supply; and (c) 
to prevent speculative applications. 

There is scope for greater use of initial 
licence fees to reflect the value of these forest 
tenures, and to recover the administrative costs 
involved. Per hectare initial licence fees, com
bined with annual area-based ground rentals 
(discussed below) may encourage more inten
sive forestry, forest management and utiliza
tion. 

8.4.2.2 Area on contracts 
Used in many countries, area fees, levied annu
ally, are simple forest revenue mechanisms that 
are easy to administer and collect. However, in 
most countries they represent a very small pro
portion of total forest revenues (less than 5 
percent) and play little or no role in forest 
management (Grut, Gray and Egli, 1991). 

Area fees may be a more significant revenue 
source and can complement volume-based 
stumpage prices. 

Annual area fees may also serve to reflect 
the security value of the timber supply provid
ed by the forest contract and capture a share 
of that value as forest revenue. When exacted 
annually, area fees provide incentives for using 
the forest under contract more efficiently, 
more intensive forestry land use, and for 
improved utilization in logging (i.e. production 
of more timber on a smaller area). Minimum 
per hectare area fees may serve to reflect the 
value of forest lands in other uses and thus 
help to support land use policies. 

Strengths and weaknesses of annual area 
fees on forest contracts: Annual area fees have 
advantages that make them a useful compo
nent of a forest revenue system. They are easy 
to administer with less bias against long-term 
investments. Monitoring compliance is easier. 
However, they must be attached to manage
ment plans, otherwise there is an incentive to 
cream the forest. When this is done, they also 
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provide incentives for more efficient use of for
est lands and economizing on forest areas. 
They can support and encourage more inten
sive forestry on forest utilization contracts. 
Annual per hectare area provides stronger 
incentives for relinquishing excess lands to 
other land uses. This is the next variant 
described below. 

cut on 
contracts 
An annual fee based on the allowable annual 
cut is an alternative to an annual area-based 
fee. For example, Bolivia imposes a fee in tim
ber concessions which is equal to $1 per 
hectare per year but at the same time imposes 
a minimum rotation period of 20 years and 
demands a sustainable forest management 
plan. Thus, in any particular year only 5 percent 
of the concession area can be harvested. This 
reduces the incentive to extract only the most 
valuable woods. An annual fee based on the 
annual allowable cut may better reflect the 
value of the forest contract and the security of 
timber supply, but is more complex. 

Strengths and weaknesses of annual allow
able cut fees on forest contracts: Annual allow
able cut fees may better reflect the value of 
the concession and of the timber supply guar
anteed by the forest concession tenure. 
However, they require a calculation of the 
annual allowable cut before they can be imple
mented. Management plans are needed and 
controls to ensure compliance must be in place. 

8.4.3.1 taxes contracts 
Property taxes and variations are applied to 
forests on freehold private lands in Canada, the 
United States and Europe. They are not normally 
applied to forest contracts on public lands. 
However, property taxes have been applied to 
forests on public lands in a few developing 
countries. For example, in Indonesia a land and 
improvement tax is applied to public forest 
lands within forest concessions (Gray and Hadi, 
1990). 

Strengths and weaknesses of property taxes 
on forest contracts: As property taxes are based 
on assessed values, they may reflect differing 
values of the forest. However, the administra
tive complexity, manpower requirements and 



financial cost involved in assessing values make 
property taxation a less attractive alternative. 

Minimum area-based fees on forest contracts 
and minimum volume-based fees on timber set 
a floor level for both area fees and stumpage 
fees, and may prevent timber and concessions 
being sold "too cheaply". Minimum forest fees 
will ensure that timber and forest contracts are 
not given away with little return to the country. 
They may be set to reflect the value of the tim
ber or forest areas in other uses (environmental 
protection, wildlife, forest foods, watershed 
protection, biodiversity, etc.). As suggested 
above, these non-timber benefits can be signifi
cant (Bishop, 1999; Kramer eta/., 1992). 

Normally, when used singularly, none of the 
levy types mentioned above allows capturing 
the full amount of revenue and compliance 
that government (society) expects from a par
ticular forest utilization contract. For this rea
son, it is common for a number of levy types to 
be used in combination forming what is known 
as a forest revenue system. The appropriate 
revenue system for a specific contract depends 
on the country's socio-economic conditions and 
on variables, such as type of forest, available 
information, administrative capacity, technolo
gies of operations, etc. 

A forest revenue system, fees and charges 
must contribute to the sustainable manage
ment of forests, efficient utilization of timber, 
be relatively simple to administer and achieve 
easy compliance for the forest industry. The 
forest industry has an interest in a forest rev
enue system that supports and encourages pro
ductive efficiency and easy compliance. A poor
ly designed forest revenue system can easily 
increase industry costs, discourage recovery and 
utilization, reduce competitiveness, and in the 
end diminish the timber values and potential 
revenues available. 

Developing a forest revenue mechanism to 
meet the forestry policy objectives and fully 
capturing expected income involves, first, 
choosing individual levy types based on their 
individual merits, and second, combining its 
use in such a way that they mutually reinforce 
and complement each other. The structuring of 
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the forest revenue system is the main deter
mining factor in the success of a forest utiliza
tion contract from society's point of view. 

The forest revenue system selected will be 
based upon levy types chosen because: 

1. As already mentioned, one levy type 
can complement another. For example, 
bonus bidding on timber sales may reflect 
timber values not captured by volume-based 
stumpage prices. Per hectare ground rentals 
may allow lower volume-based charges on 
timber cut. 
2. Differing forestry situations within the 
country may call for different levy mecha
nisms. For example, lump sum timber sales 
or per tree stumpage charges may be suit
able for plantation forests, or small blocks 
of timber, but not for old growth tropical 
timber. Bonus bidding may work in areas of 
tight timber supply and in many areas with 
forestry firms, but not where competition is 
lacking, or where timber is in surplus supply. 
3. The forest revenue system is called upon 
to contribute to several forestry policy crite
ria. This requires several forest levy mecha
nisms, perhaps as many as the number of cri
teria. To satisfy several policy criteria or tar
gets requires at least one mechanism, or 
instrument, for each criterion or target. With 
fewer revenue mechanisms, it will not be 
possible to satisfy all policy criteria. In prac
tice, it may be desirable to choose fewer fees 
and charges for simplicity, and to forget satis
fying all criteria. 
Most forest revenues in developed or devel

oping countries are heavily dependent on vol
ume-based stumpage fees, accounting for 
90-95 percent or more of forest revenue for 
most countries. Yet stumpage fees and other 
volume-based fees are notoriously difficult to 
collect and are subject to abuse and corruption 
(under-measurement, under-reporting, miss
classification of species, illegal logging, etc.). 
Stumpage fees and other volume-based fees 
require forest departments to have the field 
capability to measure log volumes, or to inde
pendently check log volumes and records of 
logging companies. Thus, depending on the 
administrative capacity of government and the 
levels of transparency in implementing forest 
utilization contracts, stumpage fees and other 
volume-based forest fees may be supplemented 
with, or even replaced by, easier to collect area 
fees based on the area of the forest contract. 
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While area fees may entail some loss of poten
tial revenue for governments, it is quite possible 
that, according to the specific circumstances of 
the contract, such loss may be lower than that 
deriving from systems based on volume fees 
that in theory may be more efficient but in 
practice cannot be effectively implemented. 

8.5.1 Forest revenue mechanisms 
non-timber forest outputs 
Pricing policies and revenue mechanisms for 
non-timber and non-wood forest outputs, 
products and values are more difficult to 
design and to implement, for three reasons. 
First, non-timber products and values represent 
a much more diverse range of forest uses than 
does timber. Second, many non-timber outputs 
involve non-market values. These non-market 
outputs include goods like wilderness values 
and biodiversity; externality or spillover bene
fits and costs like watershed protection; or 
common property resources and outputs like 
wildlife and fisheries. Non-market outputs and 
values by their very nature are difficult to 
value. Third, most of the non-timber and non
wood forest outputs and products are harvest
ed by individuals and households, or very small 
firms, making it extremely difficult to supervise 
harvesting and collect forest fees. In addition, 
many are subsistence forest produce, for which 
it may be inappropriate to levy more than 
token fees. 

For these reasons we cannot expect to be 
able to establish prices for all non-timber forest 
outputs. Nevertheless, it is often possible to 
develop imaginative pricing policies and rev
enue mechanisms for a rumber of situations, 
and to use pricing policies as a tool of resource 
management. A selection of potential revenue 
mechanisms for non-timber forest outputs is 
presented in Table 8.1. It is only a partial list
ing, presented to indicate the potential for 
equal and parallel treatment of timber and 
non-timber forest outputs. 

As shown earlier in this chapter, resource 
pricing systems have been developed to mea
sure non-market resource values for a variety 
of resources and in a number of countries. 
Pricing systems have been applied in environ
mental management, water quality and quan
tity management, water pollution controL lit
ter control and traffic congestion. 

Pricing systems have been used to some 
extent to reflect the values of non-timber for-

est outputs and to manage the resource - in 
recreation management through park entrance 
and recreational use fees, campground fees, 
permits, and differential between resi
dents and non-residents and between peak 
and off-peak use; in hunting and fishing 
through differential I and tag fees by 
species and between residents and non-resi
dents; and in water management by water 
pricing and licence fees. is potential for 
refinement of pricing policies in these areas 
and for more extensive use prices in resource 
management. 

Further examples of, and experience with, 
revenue mechanisms non-market outputs 
and values may also be found in other areas of 
public policy, in public finance theory and prac
tice, in local government finance, in public util
ity pricing theory and practice, and in local 
government user charges. 

However, not all non-market values can be 
reflected in prices and revenues. For these val
ues to be properly taken into account in 
resource management, it may be helpful to 
develop some, admittedly accounting 
values and prices for non-ti non-market 
outputs and uses. These crude values could 
then be used internal resource manage-
ment and forest land use ing. 

A full and comprehensive review poten-
tial revenue mechanisms non-timber forest 
outputs and values is beyond the scope of the 
present study. However, it is important that 
non-timber outputs a non-market values be 
recognized and accounted 

Previous sections have d 
and forest revenue systems 
tion contracts. This section d 

forest fees 

terms for goods and procurement con-
tracts. The timing payments - whether 
prices are fixed a of me or adjusted for 
inflation, cost increases or factors - the 
basis and method of payment must all be 
clearly specified in the procurement contract. 
The payments, method and timing of pay-
ments, adjustment ures, will all 
have a sigt)ificant on the bids or prices 
negotiated because they affect cash-flows for 
the successful contractor as well as the level of 
risk that must be borne the contractor and 
the government. 
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lf'able ~~.11: 

Fuelwood and charcoal 
1. Fees on fuelwood or charcoal entering established commercial markets, or at road points 

leaving forest areas. Fees by volume, truckload, weight or other simple-to-measure 
cha racte risti cs. 

2. Commercial fuelwood cutting permits, or charcoal production permit. 
3. Household fuelwood permit- modest or token annual or multi-year simple permit, used 

basically to track fuelwood harvesting and use, and to emphasize that the forests are 
publicly owned. 

4. Community fuelwood contract and licence for the community management of fuelwood 
resources in a specified public forest. 

Subsistence resource use 
5. Prices or fees may not be appropriate for most subsistence resource uses because of 

administrative complexities and for income distribution reasons. 

Recreation revenue mechanisms 
6. Annual and daily entrance fees for parks and recreational facilities. 
7. Campground fees, picnic site fees and fees for other facilities. 
8. Differential fees between facilities to encourage use of less crowded or under-used facilities. 
9. Peak and off-peak fees to encourage off-peak and ration peak usage. 
10.Differential fees between national residents and foreign visitors. 
11.Voluntary contributions to specific uses and special funds. 

Hunting and fishing 
12.Licence fees, annual and daily. 
13.Differential licence fees by region, location or species. 
14.Pre-sold tags for each animal or fish to be caught. 
15. Voluntary contributions to specific funds to finance management or enhancement. 

Watershed management outputs 
16.Annual water use licences based on licensed volumes of withdrawals or in situ usage. 
17.Water power rentals for hydro-electricity. 

Accounting prices for non-market resource outputs and values 
18.A variety of accounting prices could be utilized, not as revenue sources, but as internal prices 

for forest management, multiple-use management, land management, departmental 
budgeting and planning. 

Seven different payment systems are 
described below: (1) fixed price contract, (2) 
annual or periodic payments plus bonus bid 
contract, (3) per unit quantity contract, (4) per 
unit quantity plus bonus contract, (5) cost plus 
contract, (6) incentive contract, and (7) contin
gency contract. 

contractor's actual costs, etc.). The contract 
price is simply the amount of a firm's bid or the 
negotiated contract price. It is the simplest 
method and a common form of government 
contract in procuring goods or services (Cassidy, 
1994). 

8.5.2 ·1 Fixed price .::ontracl 
Under a fixed price procurement contract, gov
ernment pays a fixed sum of money indepen
dent of other factors (economic conditions, the 

This method is most appropriate for short
duration projects, or contracts involving small 
amounts of money. Under these procurement 
contracts, payment is generally made once the 
contract has been completed. This provides an 
incentive for contract compliance (quality of 
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product or service). The contract may also 
include "hold-back" provisions of a proportion 
of the final payment until contract perfor
mance has been verified, or the programme is 
operating satisfactorily. In other cases, payment 
may be broken down into a series of payments 
over the life of the contract at specified stages 
of completion. This will provide the contractors 
with a cash-flow to cover part of their costs, 
while spreading out payment for the govern
ment. However, to provide an incentive for the 
contractor to complete the project, it is impor
tant that a sufficient proportion of the pay
ments be held until completion of the contract 
and that the "hold-back" be sufficient to 
encourage completion and performance. 

There are advantages and disadvantages to 
this type of contract. It is a simple contract to 
design and award. Administration costs are 
generally low, and collecting payment is sim
ple. However, as the contract price is fixed, 
after the contract is signed the contractor will 
bear all the risks associated with changes in 
costs, prices, interest rates and other factors 
that affect project finances. As a result, con
tractors will raise their bids and the price of 
goods and services to the government may be 
higher. 

8.5.2.2 Annual or periodic 
bonus contract 
This method is applicable to longer-term and 
ongoing procurement contracts. Annual or 
periodic payments are specified in the contract 
and bidding or negotiation takes place on a 
bonus payment over and above these. The 
bonus may be an initial, annual or periodic 
one. 

This type of contract is almost as simple to 
administer as the fixed price contract. 
Administration costs are generally low. 
However, as with the fixed price contract, once 
the contract is signed the contractor bears all 
the risks associated with changes in costs, 
prices, interest rates and other factors that 
affect project finances. 

8.5.2.3 Per unit quantity contract 
Payments may be specified on a per unit out
put basis. Payments are made periodically 
(monthly or quarterly, for example), based on 
the amount (volume, number, etc.) of the 
goods or services produced. This approach is 
appropriate for contracts of longer duration, or 
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when the total contract is large. In contract 
administration this method requires regular 
and systematic measurement of the quantity 
and quality of the goods or services produced, 
and agreement between the parties on output 
quantity and quality. The measurement proce
dures and output quality of these contracts will 
need to be audited or checked. Measurement 
of project output and auditing will add to the 
cost of contract administration. It can also open 
up opportunities for bribery and corruption. 

8.5.2.4 contract 
This type of contract is identical to the previous 
one, with the addition of an initial or annual 
lump sum bonus. The bonus is determined by 
competitive bidding or negotiation. 

8.5.2.5 Cost contract 
Under this contract method, the government 
pays a fee to the firm plus the firm's costs in 
carrying out a project which could be based on 
lump sum or per unit production as described 
above. This method is used for capital projects, 
such as construction of roads and facilities, but 
it may also be used for contracts to provide ser
vices, such as forest inventory, inspections, log 
measurement (scaling), forest certification, etc. 
Governments may have to use this contract 
method when there is uncertainty over the 
time and costs associated with the contract and 
contractors are unwilling to bid for the con
tract under other contract methods. Under cost 
plus contracting, the government assumes the 
full cost of completing the project, and all risks 
are therefore borne by the government. A 
problem with this method is that the contrac
tor has no incentive to keep down or control 
the costs of the project. In fact, if the contract 
is written in terms of costs plus a percentage of 
costs, the contractor will have an incentive to 
increase costs and therefore his profit. Cost 
plus contracts can easily result in large cost 
overruns from the initial estimates, which must 
all be absorbed by the government. For these 
reasons, cost plus contracts should be avoided 
wherever possible. 

8.5.2.6 
The incentive contract combines some of the 
features of the cost plus and the fixed price 
contracts. With this method, the government's 
payment depends on both the firm's bid and 
the actual costs for completing the contract. If 



the actual costs exceed the bid, then part of 
the cost overrun is paid by the firm and part by 
the government, according to a pre-arranged 
sharing ratio. If the costs are less than the bid, 
the government and the firm share the savings. 
Thus, both the government's payment and the 
contractor's profits vary with the costs actually 
incurred. Risk is shared proportionally between 
the two. The reasoning for this method is that, 
with the government accepting some of the 
project risk, contractors will be willing to 
accept a lower profit or rate of return and, as a 
result, they will submit lower bids for the con
tract. 

The advantages to government of the incen
tive method are that it will attract more poten
tial contractors because risks are shared with 
government and the contractor's risks are 
lower. Therefore, there is potential for more 
bidders and for lower bids. A major disadvan
tage of incentive contracts is that the govern
ment must have a reliable means of assessing 
and auditing the contractor's costs. 

contract 
Where information on the project or activity is 
well known to both government and contrac
tors, a contingency contract may be used. 
Under contingency contracts, the size or level 
of payments depends on the specified factors 
of the project or activity. For example, pay
ments under a road construction contract 
might be based on soil conditions, the amount 
of gravel available, the amount of rock requir
ing drilling and blasting, etc. This payment sys
tem reduces the risk and uncertainty which 
contractors must contend with in preparing 
their bids and in carrying out the contract 
(McAfee and McMillan, 1988). The contractor's 
payments vary directly with the underlying 
cause of unpredictable cost. In the contingency 
contracts, the contractors and the government 
must agree ahead of time on which aspects of 
the contract risks are to be shared. 

There are two drawbacks to this method. 
The first is that, like the incentive contract, the 
two parties must agree on a method for assess
ing when conditions have changed in such a 
way that costs are higher than originally esti
mated. Agreement must also be reached on 
who is responsible for taking and interpreting 
the required measurements. Again, indepen
dent of who assumes this responsibility, the 
other party must somehow audit procedures, 
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so the costs of contract administration are 
higher. The second shortcoming is that under 
contingency contracts the government will 
absorb almost all the risk associated with cost 
overruns resulting from higher cost conditions. 

95 



GOVERNANCE PRINCIPLES FOR CONCESSIONS 

Arrow, Kenneth J. & Fisher, Anthony C. 1974. 
Environmental preservation, uncertainty and 
irreversibility. Quarterly journal of econom
ics, 88: 313-319. 

Bishop, Joshua T. 1999. Valuing forests: a 
review of methods and applications in 
developing countries. International Institute 
for Environment and Development, London. 
163 pp. 

Brown, T.C. 1982. Monetary valuation of timber, 
forage and water yields from public forest 
lands. USDA For. Serv. Gen. Tech. Rpt. RM-95. 

96 

Clawson, Marion & Knetsch, Jack. 1966. 
Economics of outdoor recreation. Baltimore: 
Johns Hopkins University Press for Resources 
for the Future. 

Gillis, Malcolm. 1992. Forest concession man
agement and revenue policies. In Narendra 
Sharma, ed. Managing the world's forests: 
looking for balance between conservation 
and development. Kendall/Hunt Publishing 
Company, Dubuque, Iowa. pp. 139-175. 

Godoy, R., Lubowski, R. & Markandya, A. 1993. 
A method for the economic valuation of 
non-timber tropical forest products. 



Economic botany, 47(3): 220~233. 
Gray/ John A. 1983. Forest revenue systems in 

developing countries, FAO Forestry 
Paper 43. Rome. 1983. 

Gray, John A. & Soetrisno, Hadi. 1989. Forest 
concessions in Indonesia: institutional 
aspects, Ministry of Forestry/ Government of 
Indonesia/ Food and Agriculture 
Organization of the United Nations, 
UTF/INS/065/INS: Forestry Studies/ Field 
Document No Vl~1~ July 1989. 

Gray, John A. & Soetrisnof Hadi. 1990. Fiscal 
policies and pricing in Indonesian forestry, 
Ministry of Forestry/ Government of 
Indonesia/ Food and Agriculture 
Organization of the United Nations/ 
UTF/INS/065/INS: Forestry Studies/ Field 
Document No Jaka April 1990. 

Gregersen, H.M. & Contreras~Hermosillaf A. 
1992. Economic assessment of forestry pro
ject impacts. FAO Forestry Paper 106. Rome. 
125 pp. 

Gregersen/ H.M., Arnold, J.E.M., Lundgren/ A. L., 
Contreras-Hermosillaf A./ de Montalembertf 
M. R. & Gow, D. 1993. Assessing forestry pro
ject impacts: issues and strategies. FAO 
Forestry Paper 114. Rome. 72 pp. 

Gregersen/ H.M. 1 Arnold/ J.E.M., Lungren/ A. L. 
& Contreras-Hermosillaf A. 1995. Valuing 
forests: context, issues and guidelines. FAO 
Forestry paper 127. Rome. 53 pp. 

Grutf Mikaelf Gray, John A. & lif Nicolas. 
1991. Forest pricing and concession policies: 
managing the high forests of west and cen
tral Africa. World Bank Technical Paper 
No143 1 Africa Technical Department Series. 
Washington/ DC/ World Bank. 

Kengenf Sabastiao. 1997. Forest valuation for 
decision-making: lessons of experience and 
proposal for improvement. Rome/ FAO. 145 
pp. 

Kramer/ Randall/ Healy/ Robert & Mendelsohn/ 
Robert. 1992. Forest valuation. In Narendra 
Sharma/ ed. Managing the world's forests: 
looking for balance between conservation 
and development. Kendall/Hunt Publishing 
Company/ Dubuque/ Iowa. pp. 237-267. 

Kramer/ R., Manasinghef M.f Sharma/ N.f 
Mercer, E. & Shyamsandarf P. 1994. Valuing a 
protected tropical forest: a case study in 
Madagascar. ln. Protected area economics 
and policy: linking conservation and sustain
able development. Washington, DC, IUCN 
and World Bank. pp. 191-203. 

Administration of concessions and forest contracts 

Krutillaf John V. & Fisher, Anthony C. 1975. The 
economics of natural environments: studies 
in the valuation of commodity and amenity 
resources. Baltimore. Johns Hopkins 
University Press for Resources for the Future. 

McAfee/ R.P. & McMillan/ J. 1988. Incentives in 
government contracting. Ontario. University 
of Toronto Press. 

Munasinghef Mohan. 1992. Environmental eco
nomics and valuation in development deci
sion-making. Environmental Working Paper 
No. 51. Washington/ DC, World Bank/ 
Environment Department (February 1992). 

Pearce/ David W. & Kerry Turner/ R. 1990. 
Economics of natural resources and the envi
ronment. Baltimore, Johns Hopkins 
University Press. 

Pearse/ P.H. 1990. Introduction to forestry eco
nomics. University of British Columbia Press, 
Vancouver/ 226 pp. 

Peters/ C.M. 1 Gentry/ A. H. & Mendelshomf R.O. 
1989. Valuation of an Amazionian fainfor
est. Nature, Vol. 339, No 29 (June 1989), pp. 
655-656. 

Repetto R. & Gillis, M. (eds.). 1988. Public poli
cies and the misuse of forest resources. 
Cambridge University Press, USA. 

Sharma, Narendra (ed.). Managing the world's 
forests: looking for balance between conser
vation and development. Kendall/Hunt 
Publishing Company, Dubuque, Iowa. 
605 pp. 

Tewari, D.D. & Campbell, J.Y. 1995. Developing 
and sustaining non-timber forest products: 
some policy issues and concerns with special 
reference to India. Journal of sustainable 
forest management, 3(1): 53-79. 

Vincent J.R. & Gillis, M. 1998. Deforestation and 
forest land use: a comment. The World Bank 
Research Observer, 13(1 ): 133-140. 

Weisbrod, Burton A. 1964. Collective consump-
tion of individual-consumption goods, 
Quarterly journal of economics. 

97 



GOVERNANCE PRINCIPLES FOR CONCESSIONS AND CONTRACTS IN PUBliC FORESTS 

98 



Administration of concessions and forest contracts 

Contract a\Nard and 
competition 

In awarding contracts, governments have an 
important and powerful opportunity to influ
ence forest use and forest management, and to 
ensure that contract terms are complied with. 
The use of competitive processes for granti
ng contracts will secure transparency, account
ability and economic efficiency, as well as the 
sustainability of forest resources. 

In this chapter, it is argued that the main 
goal of governments, when granting forest 
contracts, should be to achieve three things -
the highest price for the resources granted, 
that resources be used for the production of 
the goods and services most valued by society, 
and that forest sustainability be secured. It is 
also argued that the most effective means of 
achieving this goal is by bringing competition 
into the process of contract award. The chapter 
shows how competition contributes to increas
ing (1) stability of political decisions on con
tracts, (2) transparency in the administration of 
public forests, and (3) collection of revenues. 

The concept of economic efficiency and 
the implications of competition on forest con
tracts are briefly discussed. Four methods of con
tract award are presented. The first one, the 
auctions method, due to its appropriateness for 
bringing competition into the process of con
tract award, is discussed in detail. The other 
methods discussed are competitive negotiation, 
auction-negotiation hybrid allocation, and 
direct negotiation. Considering the key role that 

negotiation plays in all the processes of resource 
use through contracts, the principles of negotia
tion are discussed in the final section. 

The audience for this chapter includes tech
nical experts and government officers involved 
in the design and awarding of government 
contracts. The chapter will also be of interest to 
individuals, environmental and other non-gov
ernmental organizations involved in monitor
ing performance of forest utilization contracts 
in public forests or contracts for provision of 
goods and services, or those involved in moni
toring government performance in contract 
administration. 

The fundamental goal that must lead govern
ments in contract award is to systematically 
grant contracts to the most efficient contrac
tors, those that in addition to having the expe
rience and professional ethics are also able to 
produce the outputs (utilization con
tracts) or provide services (procurement 
contracts) at a minor cost. This is known 
as productive efficiency. Awarding con
tracts to the more efficient contractors has sev
eral important implications for society's 
well-being and for the sustainability of forests 
resources. The most efficient contractor is the 
one able and willing to pay the highest price 
for a utilization contract or the one offering 
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services at the lowest cost under procurement 
contracts. That allows governments (in utiliza
tion contracts) to obtain the highest price for 
the forest resources. Such level of price is nor
mally more in line with society's expectations 
that result in a higher stability for contractors' 
operations. 

Awarding utilization contracts at the high
est price, and procurement contracts at lowest 
cost, results also in a lowering of the rent gain 
to the contractors. A lower rent gain is an 
incentive that moves contractors to look for 
innovations and technolog.ies that bring high
er productivity. Therefore, contractors become 
less prone to using production methods that 
result in wastage of timber. At the same time, 
a contractor's margin for bribery and for 
inducing public officers into corruption is 
reduced. 

The more efficient contractors are also more 
able to bear the cost of abiding to the terms 
the contract and to absorb the costs derived 
from using the resources for the production 
of the goods that are required by society: 
a/locative efficiency. For marketed forest 
products, this means that timber is used to pro
duce the highest valued products. For example, 
the production of high-value sawnwood rather 
than low-value pulpwood, or the production of 
high added-value goods that result in the gen
eration of a higher number of employment 
and economic activities. It also means better 
possibilities of using forest sustainable man
agement practices at the same time that prices 
are kept competitive at national and interna
tional markets. 

Additionally, by granting contracts to the 
most efficient contractors, governments get 
more financial resources with which to achieve 
the goal of distributional efficiency. 
increased financial resources may be used 
to compensate the sectors of society 
atively affected by the use of forests 
for taking care of the less benefited 
groups. They may also be used for investing 
in resource conservation and development pro
grammes. 

The achievement of productive, allocative 
and distributional efficiency is known as eco
nomic efficiency. In the following sections, it 
is argued that competition is an essential con
dition for achieving economic efficiency, and 
the methods to introduce competition in the 
process of contract award are discussed. 
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The goal economic a 
majority of the actions 
public sector cou its 
adoption has been an important factor in 
economic progress by many 
oping countries during last decades. Its 
application to contracts should bring 
substantial improvement to compliance with 
contract terms, and progress towards 
the sustainable use forest resources. The 
question to a at this nt is 
through which means can forestry officers 
ter pursue the goal of economic efficiency in 
contract award? shown 
introducing 
contract award is 
ways of achieving 
ciency. In addition to 
ment of economic 
the process 
major benefits 
ment: 

Reduction 

ieve
competition in 

award two other 
manage-

ing the poli-
cies and terms contracts for use 
resources. Competitive awarding processes 
reduce the uncerta normally associated 
with the procedures price determination, 
selection of contractors a negotiation of 
contract terms. The direct result is a higher par-
ticipation of i parties and public 
in the formation of terms of contract, and 
an increased political stability in decisions 
taken. In turn is resu in a reduction of the 
perceived risks uncertainty among poten-
tial contractors. 

For forest utilization less uncer-
tainty means an increase in the value of the 
contract and in the potential government rev-
enues from and the forest 
resources. In less uncer-
tainty reduces cost the contract and 
improves the level a qual of the goods 
and services 

Reduced uncertainty is achieved by the 
increased information with which prospective 
contractors are the competitive 
process of contract awa 
tracts with 
tions. This 
the forest fees in 
the payments 
goods and 

a writing con-
uous terms and condi

that 
or 

procurement 
fixed. But it does 



mean that the method for establishing or revis
ing fees or payments must be clearly estab
lished in the contract and consistently applied. 
In competitive auctions, any reduction in uncer
tainty will raise the bidder's expected value of 
the contract and lead to higher bids (Smiley, 
1979). 

Transparency. The simple fact that competi
tive processes demand that government actions 
be developed under explicit procedures, and 
often with the intervention of controlling 
authorities, results in substantial improvement 
of transparency in the governance of the 
forestry sector. Transparency in the process of 
awarding forest contracts is important to 
reduce the potential for bribery and corrup
tion, achieve efficiency in the award process, 
ensure that the resources are allocated to their 
most va uable use, and maximize the financial 
return to the government (World Bank, 1997). 
Generally, the use of a competitive process for 
contract award tends to diminish the chances 
of corruption. If well used it increases the prob
ability of detecting mismanagement and low
ers the level of public benefits and bargaining 
powers of public officers. In countries where 
those chances might exist, special attention has 
to be given to reserve prices, selection of bid
ders and opening of bids, and information dis
tribution. An explicit process and planning 
ahead also result in less expensive administra
tive processes. 

Governments can bring competition to con
tract award through various methods. 
Auction, a public sale in which each bidder 
offers an increase upon the price offered by 
the preceding bidder, the article put up being 
sold to the highest bidder, for valid reasons, is 
one of the most recommended means of bring
ing competition into the contract award 
process. 

By creating competition amongst the vari
ous contractors interested in a particular con
tract, governments are in a better position to 
reap the benefits derived from working under 
economic efficiency. The various forms of con
tract award, particularly auctions, their bene
fits, causes of failures and remedies are dis
cussed below. 

Four methods of contract award are discussed 
in this section: auctions, competitive negotia-
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tion, auction-negotiation hybrid allocation, 
and direct negotiation. They are discussed in 
turn along with the advantages and disadvan
tages of each, and the conditions under which 
each may be appropriate, such as level of com
petition. 

Let us assume a hypothetical and ideal situa
tion in which there is a known surface of forest 
formed by a single marketed tree specie whose 
price is known. In this situation, the govern
ment's officers trying to achieve the goal of 
economic efficiency can call all interested log
ging firms to participate in a public auction 
based on timber price. The higher the price 
paid by the logging firm, the better for society. 
Hence, the logging firm that bids higher wins 
the forest contract. This type of auction is the 
simplest one and is known as first bid public 
auction. 

The general procedure (see details in section 
9.4.1.3) that ends up in granting a contract 
through this auction design is made up of four 
stages: 
first, advertisement announcing the auction. 

Normally made through official government 
means of communication, nation-wide and, 
when necessary, international mass media. 

Second, acceptance of participants in the auc
tion or pre-qualification. In order to be 
accepted, the contractors should have the 
technical and economic capacity to carry out 
the actions set out in the contract's terms 
and the skills and evidence of accountability 
as might be required by the government 
unit organizing the auction. 

Third, development of the auction itself. On 
the day and place established in the adver
tisement, the auction committee formed by 
the authorized officers and watchdog 
authorities meet with the bidders. Bidders 
bid, for example on first bid auction, each 
bidder offering a price higher than the pre
ceding one. 

Fourth, granting the contract. Through a for
mal act, documented for future legal pur
poses, the item put up or contract is granted 
to the highest offer. 
But in the real world, government officers 

rarely find themselves in such ideal situations. 
There are a number of factors that may cause 
public auctions to fail or result in non-desirable 
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outputs. The government officers should 
always be alert to avoid situations in which 
even through auctions contract award could 
end up in non-optimal results. Some of the 
more important causes of auction failures are 
the possibilities of bidder collusion, 
chances of government corruption, issues 
of quality and changing technology, hold 
up problems, the bidder's course case, 
small number of bidders, and the lack of 
information on the value of the resources 
being put up. To confront this situation, vari
ous auction designs have been developed. 
Some of the most common types of auctions 
are described below with a discussion on the 
situations and rationality that call for their use. 

9.4.1.1 
First bid open auctions. The first bid open auc
tion (also called open outcry auction) described 
in the section above as an example falls under 
the category of auctions known as open auc
tions or the open bidding process. In open bid 
auctions, all bidders are gathered for the auc
tion at the same time and place (or connected 
electronically). Each bidder knows what his 
competitors are willing to pay and uses this 
information to make or not his own bids. The 
auction proceeds by bidders signalling bids to 
an auctioneer who calls the next bid level, until 
only the highest bidder remains. The highest 
bid wins the forest utilization contract, or the 
lowest bid the procurement contract. 

Several different methods of bidding are 
possible. Ascending bid or descending bid auc
tions are the most common. In ascending bid 
auctions for forest utilization contracts, bid
ding starts from a minimum, or reserve, price 
set by the government. It may be set higher 
through use of an appraised price for the tim
ber and the contract. Bidding moves up from 
the minimum price until no bidder is willing to 
bid higher than the last bid price. The forest 
utilization contract is awarded to the highest 
bidder. 

Descending bid, also called Dutch auction 
(Milgrom, 1989), for forest utilization contracts 
starts from a ceiling price, set above the esti
mated maximum willingness-to-pay of any bid
der. The auctioneer then moves the price down 
in increments until a bid is made. The auction
eer will not go below a minimum reserve price 
(set as described above), which is not known to 
the bidders. 
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Open bid auctions are one of the auctions 
designed and used for awarding forest utiliza
tion contracts. They are not normally used in 
awarding procurement contracts. 

Open bid auctions are appropriate where it 
is easy to gather bidders in one place and 
where there will be a reasonable number of 
them to minimize collusion. Open auctions are 
particularly useful where several forest con
tracts are auctioned at the same time with a 
large number of bidders gathered. In open bid
ding auctions, if there are few bidders, collu
sion among them will be relatively easy, as they 
can meet beforehand and organize collusive 
bidding strategies, or watch each other during 
bidding (Crampes and Estache, 1997). 

Klein (1998) noted "They are also convenient 
when part of the bidders do not have good 
information about the value of the concession. 
Open bidding gives them some better informa
tion because it reveals what others are willing to 
bid. If pessimistic bidders see that everybody is 
still bidding when they are thinking of quitting, 
they might continue to bid. And if bidders see 
that most others have started to drop out, they 
would revise their valuation downward". 

When dealing with technically complicated 
matters, open auctions set a stage in which 
technical proposals are first made comparable 
and then the bidding starts in a second stage, 
normally bidding based on one major core 
parameter, like commercial timber, or a price 
per hectare. 

Open bid auction drawbacks. This type of 
auction does not reveal what the winning bid
der might have been willing to pay (first bid
ding price design), because bidding stops when 
the winner offers just a little more than the 
second-highest price, but nobody sees how 
much more could have been obtained. The sec
ond bid open auction was designed with the 
intention of avoiding this inefficiency. 

9.4.1.2 
Standard sealed auctions. In sealed bid auc
tions, interested private or independent con
tractors prepare their offers. Bids are submitted 
in writing and opened after the deadline for 
submission. Bidders will not know how much 
other bidders have offered unless there is collu
sion among them. The one who bids the high
est price wins the contract. 

Vickrey auctions. A variation of the standard 
sealed bid is the second bid open auction 



known also as Vickrey (Vickrey William, 
Counter speculation, auctions, and competitive 
sealed tenders, Journal of Finance, March 1961, 
16: 8-37). It is argued that in many sealed bid 
auctions, as well as in open bid/first bid auc
tions, bidders may offer less than the maximum 
amount they would be willing to pay for the 
resource being tendered. Under the Vickrey, or 
"second price" auction, this problem is 
addressed by awarding the resource to the 
highest bidder, but at the second-highest price. 
"The successful bidder pays the second-highest 
bid. In second-price auctions bidders bid what 
they think the contract is worth. They do not 
need to think about other valuations and can 
thus focus on valuing their own bid. This 
ensures that bidders are not inhibited from 
bidding the amount they would be willing to 
pay for the resource, because if they win they 
will pay less than that amount" (Klein, 1998). 
Ausubel and Cramton (1998) have demonstrat
ed that Vickrey auctions result in higher bids 
than standard sealed bid auctions where subse
quent transfer of the asset (contract) is possi
ble, but not necessarily if transfer is not possi
ble. 

If there are few bidders for the concession, 
it is likely that there may be a large gap 
between the top two bids under the Vickrey 
auction, so that using a first-bid system is 
preferable (Klein, 1998). 

Sealed bid auctions are used in awarding 
both forest utilization contracts and procure
ment contracts. For forest utilization contracts, 
the contract is awarded to the highest bidder or, 
in the case of a merit system, to the bidder with 
the highest point total. For procurement con
tracts, the contract is awarded to the bidder 
offering the lowest price or, in the case of a 
merit system, to the bidder with the highest 
point total. 

In sealed bid auctions, a minimum, or 
reserve price, is usually established for forest 
utilization contracts, or a maximum price in the 
case of procurement contracts. This reserve 
price may be announced to bidders or kept 
secret. Secret reserve prices have been found to 
result in higher bids in timber auctions 
(Eiyakime et al, 1997). This is perhaps because 
keeping reserve prices secret reduces opportu
nities for low collusive bids (Klein, 1998). 

Several studies have suggested that sealed 
bid auctions generate a higher price for forest 
utilization contracts than open bid auctions 
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because they provide less opportunity for tacit 
or open collusion among bidders (Brannman, 
1996). 

in contracts 

The previous sections showed the advantages 
of introducing competition into the process for 
awarding forest contracts through competitive 
bidding. If competition is to operate successful
ly, it is important to design and plan the com
petitive contract award process with care. This 
section details the steps involved in awarding 
forest utilization contracts and procurement 
contracts under competitive bidding, competi
tive negotiation or auction-negotiation hybrid 
systems. The discussion emphasizes the neces
sary requirements for carrying out the competi
tive award process in a fair, transparent and 
equitable manner. 

There are six main stages in the competitive 
bidding or competitive negotiation processes, 
or in auction-negotiation hybrid systems: 
1. Invitation to tender, or request for proposal. 
2. Advertise the contract and invite potential 

contractors. 
3. Pre-qualification of bidders. 
4. Submission of bids or proposals. 
5. Review of bids or proposals and contractor 

selection. 
6. Negotiation of the final contract conditions. 

Invitation to tender, or request for proposal 
In this first step, detailed specifications are 
developed for the requirements of the sale of 
forest rights under the forest utilization con
tract, or the requirements of the procurement 
contract. The criteria for selection of the win
ning contractor should be clearly outlined, and 
the definition of all terms and conditions of the 
contract clearly specified. 

It is necessary here to clarify the difference 
between an invitation to tender (ITT) and a 
request for proposal (RFP). Both are documents 
issued to interested contractors which describe 
in detail the sale of forest rights or procure
ment needs. Both are requests for bids from 
interested contractors. Both specify the dates 
by which offers must be received, as well as the 
formal process for evaluation of bids and selec
tion of the successful contractor (or rejection of 
all bids). The differences lie in the specification 
of the contract requirements. Invitations to 
tender are very specific in the requirements of 
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what is to be done. Requests for proposals are 
used when the detailed specification for the 
procurement project, or the sale or lease of for
est rights, cannot be provided to the same 
degree as in an invitation to tender. In requests 
for proposals the government employs the 
expertise of the various contractors to help 
define alternative methods or terms and condi
tions for the contract. In this sense the request 
for proposal is a two-step process. 

The invitation to tender or request for pro
posal is the "blueprint" that allows a bidder to 
determine accurately what is involved in both 
preparing a bid and carrying out the contract if 
they are successful. The invitation to tender or 
request for proposal should be designed and 
written with care as it forms the basis for the 
bids. For forest utilization contracts (leases, 
licences or short-term permits) a valuation of 
the resources involved in the contract should 
be conducted prior to the release of the ITI or 
RFP, and the minimum bid or "reserve bid" 
should be determined. 

Advertise the contract and invite potential con
tractors 
The second step is to announce and advertise 
the contract, and invite expressions of interest, 
tenders or proposals. The contract may be 
advertised regionally, nationally or internation
ally; potential contractors may be contacted 
direct and invited to bid, or both advertise
ments and invitations may be used. The choice 
of method will depend on the size and nature 
of the contract, and on the potential bidders. 
The objective is to achieve as much competition 
as possible. Therefore, as many qualified con
tractors as possible should be attracted, to 
ensure the greatest number of bidders for the 
contract or resources being put up under auc
tion or competitive negotiation. 

The size of the contract will influence the 
number of bidders. The larger the contract, the 
fewer the number of contractors who will be 
able to meet the requirements. Fewer bidders 
will reduce competition and thus the govern
ment's ability to capture or negotiate a fair 
share of the value of the resource, or to secure 
the lowest possible cost under procurement 
contracts. This is a fact that governments 
should take into consideration when formulat
ing policies regarding the forestry sector. 

To attract bidders, the government will need 
to allow enough time for contractors to evalu-

104 

ate the contract requirements, and to put 
together and submit the bids or proposals. The 
information package and any additional infor
mation on the contract must be available and 
distributed to potential contractors well ahead 
of the auction. Where pre-qualification of bid
ders is carried out, the minimum pre-qualifica
tion conditions will need to be established and 
indicated in the announcement. 

There are several steps that may be taken to 
limit the opportunity for collusion or bid rig
ging among bidders: 
e The invitation to tender or request for pro

posals should be written with broad con
tract specifications to attract as large a num
ber of interested bidders as possible, and so 
that potential bidders are not precluded 
from bidding unnecessarily because they do 
not have the required equipment or other 
resources. 

• Specify the contract and bid requirement in 
terms of project components, or even by 
components of line items, rather than in a 
single lump sum bid. Requiring bids in terms 
of components or line items will assist in 
comparing bids and identifying where con
tractors' bids differ. 

e Require identification of those involved in 
preparing and approving the bid for the 
contractor as well as detailed information 
on sub-contractors involved. 

e Whenever possible expand the list of bid
ders participating. 

Pre-qualification of bidders 
It may be useful to invite potential bidders to 
submit information on their qualifications to 
ensure that they have the capability and capac
ity to undertake and manage the forest and to 
complete the contract. This may limit the num
ber of potential bidders, but it will ensure 
greater uniformity of bidders, facilitate the 
evaluation of bids or proposals, and reduce the 
administrative costs in awarding contracts. 

Pre-qualification of bidders may help to 
ensure that unreliable bidders do not take part 
in the auction. Pre-qualification also helps the 
government to gather information on the 
interest and "willingness-to-pay" of potential 
bidders (Crampes and Estache, 1997). It may 
also act to ensure that all bidders conform to 
certain required criteria (Klein, 1998). However, 
pre-qualification procedures may involve sub
jectivity in selecting qualified bidders, and 



therefore it may open to influence, 
favouritism, bribery and corruption (Klein, 
1 

Information submitted for pre-qualification 
could incl fina I and ownership 
information, companies, 
information on thei operations i the country 
and in other countries, annual reports to share
holders nd audited statements for the past 

ree and preliminary information on 
their proposed operations in relation to the 
contract. More iled information would be 
required of qualified bidders as part of their 
tender or proposal. 

i can transfer 
the cost of gathering information on the for-
est the contract contract conditions to 

I . However, the 
difficulty and costs to bidders in 

ining information on the 
ber, the contract 
fu lling the requirements nificant 
problem in auctioning forest contracts. There 
are high costs incu potential contractors 
in information gathering, and duplication of 
effort if each bidder must same 
information. The costs along the risk and 
uncertainty of inadequate information can dis
courage bidders result in lower bids on for
est utilization contracts or higher bids on pro
curement contracts for goods and 

I 1 
One way of overcomi this difficulty is for 

the government to undertake or contract out 
the forest inventory, information gathering, and 
project cost analysis. The government can then 
make the information to all bidders by 
charging potential bidders an entry fee for the 
bid package to cover the cost of information 
gathering (French and McCormick, 1984). This 
can be more cost efficient than each potential 
bidder collecting the information independent
ly. Charging entry fees may uce the number 
of bidders, but it may mean that only seriously 
interested bidders participate. And it may 
increase bid levels, as bidders will incur fewer 
costs in information gathering and less risk and 
uncertainty the forest (French and 
McCorm 

Submission of bids or proposals 
The invitation to tender or the request for pro
posal should include a specific time, date and 
place where bids must be delivered. This is usu-
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ally incl in the contract advertisements 
and announcements. 

the deadline date and time have 
arrived, the bids are opened in public and the 
names of those who tendered bids are 
announced. The deadline for receiving bids 
would have to be strictly observed to avoid any 
appeals or legal challenges. Late submissions 
should not be accepted. For transparency, 
sealed bids should be opened in public, making 
corruption, bribery, wrongful award or other 
illegal practices more difficult to conceal 
(McAfee and McMillan, 1988). 

Oral bid auctions are visible and transpar
ent, but they increase the opportunity for 
behind the scenes collusion among bidders, 

or implied threats to bidders, or tacit col
lusion among bidders. Combining sealed bids 
with the opportunity to improve on verbal 
offers at a subsequent oral auction can com
bine some advantages of oral bidding and 
sealed tenders. However, if this procedure is to 
be used, bidders must know ahead of time, so 
that they may prepare and be present at the 
opening of the sealed bids. 

Review of bids or proposals and contractor 
selection 

The next step is the review of all bids or pro
posals. A few important guidelines should be 
followed: 

~~~ Bids or proposals should all be evaluated 
by the same criteria to ensure equity, impar
tiality and transparency. The criteria for eval
uation of the bids or proposals should be in 
the initial invitation to tender or request for 
proposals announced, or available before the 
bids or proposals are developed. 
e All bids or proposals that meet the crite
ria to qualify should be evaluated and 
ranked. 
~ Bids and proposals that do not qualify 
should be rejected and not evaluated. 
lj Bids and proposals should be evaluated 
only by the criteria stated in the initial invita
tion to tender or request for proposals. 
~ If it is desirable to give preference to 
national companies, then the nature and 
extent of the preference should be stated in 
the initial invitation to tender or request for 
proposals. 

Criteria for selection should include, as a min
imum: 
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bids include the contractor's history and experi
ence in similar projects or contracts (references 
or recommendations from previous clients), the 
capacity to carry out the contract (financial, 
manpower and organizational capacities), and 
the bidders' additional commitments in their 
proposals. The best proposal is then selected 
from among the qualifying submissions for 
negotiation of final terms and conditions. 

This approach to contract award may be 
appropriate when government seeks indepen
dent ideas from potential contractors on how to 
harvest the timber, manage the forest or pro
vide forest management goods and services. 

There are some advantages to this approach 
to contract award. First, competitive negotia
tion is less formal than competitive bidding, so, 
once a contractor is selected, the major terms 
of the contract may be refined and consolidat
ed in negotiations with the chosen contractor. 
Alternatives proposed by the other bidders 
may also be incorporated into the negotiations 
to improve the overall proposal and the final 
contract. 

Negotiating skills are very important under 
this form of contract awarding, but the negoti
ating position of government is greatly 
improved compared to direct negotiation (sole 
source contracting). The government has addi
tional information, costs and prices from the 
other proposals that it may use in negotiations 
with the chosen contractor. In addition, the 
increased number of competitors will raise the 
level of the prices and commitments for forest 
utilization licences, or reduce the costs bid on 
contracts for provision of goods and services. 

Another advantage in competitive negotia
tion is that, in negotiations, the contractor is 
able to explain and justify the various elements 
of the bid, perhaps leading to arrangements 
for sharing risk. Competitive negotiation may 
also help to establish a more cooperative gov
ernment/contractor relationship that can help 
in administration of the contract over its term. 
Finally, competitive negotiation may have 
administrative advantages over competitive 
bidding. It is more flexible and less demanding 
in terms of administrative process and control. 
For the government, competitive negotiation 
reduces the costs of bid preparation compared 
to competitive bidding (Klein, 1998). 

However, there are important disadvantages 
to competitive negotiation. First, it will not 
achieve transparency. Negotiations between 
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the government and the chosen contractor are 
not open to public scrutiny. It therefore pro
vides opportunities for collusion, bribery, cor
ruption and political favouritism. Competitive 
negotiation will be administratively more costly 
than direct award, simply because there are 
more potential contractors and more bids and 
proposals to evaluate. However, it will likely 
lead to improved higher prices on 
forest utilization contracts, lower costs on con
tracts for provision of goods and services, and 
easier supervision and monitoring of the final 
negotiated contract. In choosing this option, 
governments must balance impartiality and 
transparency in the award process against the 
benefits of added flexibility and the potential 
of a better final agreement. 

Achieving the competitive conditions for effec
tive operation of the competitive bidding sys
tem may be difficult in many countries, and in 
many local situations within countries, especially 
in the forestry sector. Hybrid systems involving 
combinations of negotiation and competitive 
bidding may therefore be useful where it is diffi
cult to achieve fully competitive bidding. 

Hybrid methods have commonly been used 
in awarding oil and gas exploration and devel
opment contracts. For example, in Indonesia 
exploration contracts are awarded to compa
nies offering the highest "signature bonus" 
(Gillis, 1992). Signature bonuses have been size
able, especially for more promising tracts. Gillis 
suggested that signature bonuses could be use
ful in allocating timber rights and in forest rev
enue systems to capture a larger share of the 
value of the forest contract (economic rent) 
(Gillis, 1992). 

When forest contracts are allocated by 
negotiation, conducting competitive bidding in 
those areas of the country where there will be 
competition will provide an indication of the 
true value of the contracts. It will then provide 
a basis for negotiating the value of forest con
tracts in other areas of the country (Grut, Gray 
and Egli, 1991). 

In direct negotiation of contracts, or sole 
source contracting, only one contractor is 
involved, and that contractor/ along with the 



officials representing government, negotiates 
the terms and conditions of the contract. This 
method is applicable when there are few 
potential bidders, when there are few, or only 
one, qualified contractors, when a monopoly 
situation exists, or when one contractor has the 
specialized skills required to fulfil the contract 
requirements. 

If direct negotiation, or sole source contract 
method, is chosen, the government, in order to 
be in a strong bargaining position, must have 
as much information as possible on the forest 
conditions, the value of the forest, the costs of 
contract performance and the contractor 
involved. It is important for the government to 
specify the contract requirements in as much 
detail as possible. It is also important to estab
lish the set of criteria to evaluate proposals 
from the contractor, so that they may be used 
in the negotiation process. Negotiation skills 
are crucial in sole source contracting. 
Recommendations for negotiating under a 
number of different situations are included in 
section 9.5 of this chapter. 

The advantages of direct negotiation are 
that they allow some flexibility in negotiating 
major terms of the contract after the contrac
tor is chosen. The administrative process is sim
pler, cheaper and quicker. Therefore this 
method will be appropriate when a contract 
must be finalized quickly, e.g. for provision of 
emergency forest fire fighting, salvage logging 
of damaged timber, or for small contracts for 
goods and services. In most cases, direct negoti
ation will not be appropriate for awarding 
long-term forest utilization contracts. Direct 
negotiation is appropriate only for short-term 
utilization contracts for small volumes, pockets 
of timber, and salvage harvesting of fire-, 
insect- or disease-damaged timber. 

A major disadvantage of direct negotiation 
is that governments are usually at a significant 
disadvantage during negotiations, particularly 
with respect to price. The government usually 
has less information on costs and prices than 
the contractor, who is able to prepare and pre
sent costs and prices data to serve their own 
interests. This disadvantage may lead to higher 
costs in the purchase of goods or services, or 
lower revenues in selling forest rights or assets. 
A study of the US Department of Defence 
weapon procurement practices examined unit 
prices on major weapons systems procured on a 
sole-source basis compared with those pro-
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cured by competitive bidding. Competitive pro
curement resulted in savings of 16 to 80 per
cent, with an average saving of 51 percent 
(Yuspeh, 1976). 

The other major disadvantage of direct 
negotiation is that the process is usually highly 
secretive or completely confidential. Therefore, 
it ranks low in terms of transparency. It pro
vides opportunities for bribery and corruption, 
and leaves the government open to accusations 
of favouritism, collusion or conflict of interest. 

Direct negotiation has been the most com
mon method of allocating forest concessions in 
Africa and Asia (Gillis,1992). Prospective conces
sionaires apply for a concession, and are 
awarded concessions following negotiations 
with the forest administration. This has 
allowed considerable possibility for collusion 
and 'financial irregularities' to occur (Grut, 
Gray and Egli, 1991; Gillis, 1992). Because of 
this, and because it has not produced the 
potential benefits or forest revenues, this 
method is not recommended for long-term for
est concessions (Grut, Gray and Egli 1991; Gillis, 
1992; World Commission on Forests and 
Sustainable Development, 1999). 

Negotiation is an important component of 
most forms of contract award. In competitive 
and direct negotiation, or sole-source contract
ing, the government's capacity to negotiate is a 
determining factor in achieving deals that are 
fair to society and that secure sustainable use 
of forests. With competitive bidding, negotia
tion is not involved in awarding the contract, 
but negotiation is still involved in the timing of 
the deliverables, payments, details of perfor
mance requirements, and other minor items. In 
order to be effective in negotiations, govern
ments must ensure that key people are knowl
edgeable in contract negotiations, and have 
the expertise and training in the skills of nego
tiation to do an effective job. Effective negoti
ation will take less time, cost less and produce 
superior results, so it is worth the effort to 
develop this expertise within the public sector. 

There is a large amount of literature available 
on negotiating, methods and techniques. This 
section reviews negotiation techniques which 
are widely used, based on the principle of nego
tiation developed by Fisher, Ury, and Patton of 
the Harvard Negotiation Project (Fisher, Ury, and 
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Patton,1991). The three major stages in negotia
tion are explained together with the special 
characteristics of negotiation in an international 
setting. This review of negotiations concludes 
with ways to deal with power imbalances which 
are a common occurrence in negotiations with 
large international companies. 

9.5.1 Styles of negotiation 
There are two main styles of negotiation: the 
traditional competitive approach, and the 
cooperative approach. In the competitive style 
of negotiation, the objective is to win. 
"Winning" is defined as doing better, or get
ting more (i.e. a larger share), than your nego
tiating adversary. Negotiation is viewed as a 
zero-sum game in which one side wins and the 
other loses. Competitive negotiation tends to 
be confrontational in nature, and thus it may 
negatively affect the relationship between the 
parties (Stanford, 1994). Because the emphasis 
of competitive negotiation is to "divide the 
pie", scant attention is paid to "making the pie 
bigger". Often opportunities for mutual bene
fit are lost in the adversarial nature of the dis
cussions. Competitive negotiation involves 
granting concessions until an agreement is 
reached. This form of negotiation is often 
employed in single contract transactions where 
the parties do not anticipate an ongoing rela
tionship with further contractual arrangements 
between them. However, many forest contrac
tual arrangements involve long-term, ongoing 
relationships. A different approach to contract 
negotiations can adversely affect the ongoing 
working relationship between the two parties, 
to the detriment of the agreement itself. 

The objective in cooperative negotiations is 
to get the most you can for yourself or your 
organization, while finding a way to create 
more value for both sides than could be 
obtained by competing against each other. 
Cooperative negotiations promote good work
ing relationships between the parties and focus 
on the interests rather than the bargaining 
positions of each side. Thus the cooperative 
negotiation strategy will search for "win-win" 
situations (Fisher, Ury and Patton,1991). 
However, it does not mean that both sides get 
everything they want, nor does it mean that 
negotiations will always be amicable. 

Public policy decision-making and forest 
contracts lend themselves to a cooperative 
approach to conflict resolution. Consensus 
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building is particularly important when the 
range of potential interests in public forest 
lands is considered. In cooperative negotia
tions, finding mutually acceptable solutions 
will promote acceptance and support for the 
agreements arrived at. 

There are three stages in preparing for, and 
participating in, negotiation. Each of the stages 
emphasizes certain parts of the overall negotia
tion framework. 

Data collection is the first stage in which rele
vant information is gathered prior to the start of 
negotiations; information on the issues, details 
of the contract being negotiated, laws, regula
tions or international standards involved, and 
information on the other party and their inter
ests. In negotiations, information is power. The 
more information available to each party the 
less the uncertainty, and the more likely a better 
outcome, satisfactory to both sides, will be 
reached. Information on the potential contrac
tor(s) will help to identify the interests which 
the other side is seeking and help in reaching a 
better outcome. Being prepared is one of the 
most important steps in the negotiating process. 

The analysis stage, the next stage, involves 
analysis of the information to establish bar
gammg positions and strategies. Analysis 
involves creating options based on the infor
mation collected and the knowledge of the 
interests and concerns of the other side. At the 
analysis stage the negotiators or team must 
determine the value of the contract and alter
natives to the government, and the value of 
the contract and alternatives to the other side. 
The negotiators must also determine the value 
or cost of a "non-agreement" alternative for 
the government and for the other side, and the 
requirements with respect to price and admin
istrative duties which must be met for an 
agreement to go ahead. 

Data collection and analysis must be carried 
out prior to face-to-face negotiations. Without 
the analysis, the negotiators will be unable to 
evaluate whether or not to accept an agree
ment, or whether they would be better off with 
the best "non-agreement" alternative. ft is at 
this stage that the style of negotiation is decid
ed, along with the composition of the negotiat
ing team. Other factors to be addressed in plan
ning negotiations include the need to obtain 
technical expertise during negotiations, the 



composition of the other team and scheduling 
the place and time of the meetings. 

The discussion stage occurs when 
face-to-face negotiations take place. In this 
third phase, the negotiators and the team must 
have control and self-discipline to focus discus
sion on interests rather than positions to pre
vent the dialogue from becoming confronta
tional and unproductive. 

The cooperative approach to negotiation 
involves a number of important points that are 
highlighted below. For a full discussion of 
negotiation and cooperative models the reader 
is referred to the references at the end of this 
chapter. 

Focus on interests not positions 
The first objective in preparing and conducting 
cooperative negotiations is to focus on the 
interests of the parties. Interests reflect the 
needs, wants and concerns that make parties 
adopt their particular negotiating positions. A 
key point is to anticipate and understand the 
issues and interests that are likely to arise in 
negotiations and that will need to be 
addressed. This does not mean that the govern
ment negotiators need to agree with the other 
side's views. However, knowing the other par
ty's issues and concerns may open up opportu
nities for workable alternatives. 

Create options 
Negotiators who have a sound understanding 
of both their own and the other side's interests 
are able to find ways in which these interests 
might be satisfied - options for agreement 
(Stanford, 1994). There are significant benefits 
if options are prepared ahead of time during 
the analysis stage, or independently after ini
tial face-to-face meetings. Negotiating sessions 
which focus on developing options of benefit 
to both parties can take the negotiations to a 
more positive level, where positions are no 
longer discussed, interests are addressed and 
new options devised. 

Objective standards 
Conflicting interests will undoubtedly arise in 
negotiations. However, in negotiations, it will 
benefit both sides greatly if conflicts can be 
avoided, circumvented or overcome. One way 
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to minimize or avoid conflicts is to base propos
als on objective criteria which are independent 
of the will of the negotiators or the negotiat
ing teams. Examples of objective criteria 
include recognized standards, established laws 
and regulations, professional standards, indus
try practices, or community standards of behav
iour or fairness. For example, in negotiating 
prices, instead of negotiating based on what a 
seller demands as the price, or what the buyer 
wants to pay, work towards a price based on 
some standard such as market value, replace
ment cost, depreciated book value, competitive 
market or international prices. 

Impact on relationships 
Negotiators are often in a dilemma during 
negotiations. They want to succeed in the 
negotiation, but they do not want to do so at 
the expense of harming the ongoing relation
ship with the contractor, or damaging the 
operation and performance of the contract. 
They want to achieve an agreement that will 
be acceptable to the other party, an agreement 
with which both sides can live. It is therefore 
important that negotiators separate the sub
stance of the negotiation from the relation
ships between the parties. Concentrate negoti
ation efforts on the problem, issues and con
flicts in the parties' interests, not on the people 
conducting the negotiation. 

Listen carefully 
Successful negotiators are able to articulate and 
communicate their positions clearly and persua
sively. They are also able to listen and under
stand the other side's position, to listen and 
understand, rather than listening in order to 
prepare a rebuttal or defence. If negotiators lis
ten, and the other party appreciates that they 
have been listened to and understood, it will 
improve the negotiating process and facilitate 
the identification of problem-solving options. 

Commit or walk away 
Negotiations may reach the point where a deci
sion has to be made on whether a contract can 
be reached that will be better than no agree
ment or the best alternative course of action 
without an agreement. In the analysis phase, in 
preparation for face-to-face negotiations, it is 
important to have assessed the "non-agree
ment" alternative. If an agreement cannot be 
reached that is better than the "non-agree-
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ment" option, then it is better to "walk away". 
Negotiators need to be prepared to do so. 

contractors 
Because forest contract negotiations often 
involve international companies and organiza
tions, it is important to discuss international 
negotiations, including their skills and special 
aspects. First, in international negotiations, 
negotiators cannot assume that a common 
value system will exist in the negotiations. 
Culture has a profound impact on negotiating 
behaviour. Language, oral and written commu
nications during negotiations, is often subject 
to misinterpretation (Sunshine, 1990). 
Foreigners may not know, understand or appre
ciate the social customs, shared professional 
expectations, or fully understand the economic, 
political and legal systems of the host country. 

For international contractors, negotiations 
may be complicated as well. Several host gov
ernment ministries may be involved in the 
negotiations, the number of interested parties 
may be large, and the complexity of the agree
ment and the negotiations can be great. In 
negotiating contractual arrangements for pub
lic forest lands, ministries representing econom
ic development, trade, the environment, agri
culture and forestry may all be involved. 
Dealing with this team of representatives, and 
knowing the requirements, regulations, issues 
and objectives of all the participants on the 
host country's team can be difficult. 

In addition, international negotiations 
involve a high degree of political visibility cre
ating pressure on the national team to achieve 
agreements that will be politically popular. The 
challenge is to also achieve an agreement that 
is economically sound for the government and 
the country. 

Effective international negotiators will need 
to have strong cross-cultural sensitivity and 
communication skills. Preparing for interna
tional negotiations involves: 
• reviewing cultural aspects affecting the 

negotiating team; 
• reviewing cultural aspects affecting the for

eign negotiating team; 
• evaluating the potential interaction of these 

two cultures in negotiations; 
• incorporating cross-cultural sensitivity and 

communication into the negotiation strate
gies and into the negotiations; 
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• strengthening internal communications 
within the negotiating team so as to main
tain a consistent negotiating strategy. 

Power imbalances between the negotiating par
ties are of particular concern in negotiating with 
large corporations and international companies. 
These companies have a wealth of information 
at their disposal, expert knowledge on forest 
industry costs, market prices and timber values, 
and substantial technical and negotiating capac
ities. Government institutions will often have 
less power, less information and less experience. 
In addition, large corporations and international 
companies are able to gain bargaining power by 
talking of moving their investment to other 
countries offering better terms. 

Government organizations can, at least par
tially, compensate for these power imbalances 
by strengthening their information data and 
improving their analysis capability, and by care
ful and thorough preparation for bargaining. 
Data collection and analysis stages, prior to 
face-to-face negotiations, are crucial. Thorough 
preparation is the key to success. Review the 
team's potential sources of negotiating 
strength during the analysis phase. There are 
advantages in hosting the negotiation as it 
gives control of schedules, facilities and easy 
access to technical support and staff. Do not 
assume the other side knows all your perceived 
weaknesses. Use options designed in the analy
sis and planning phase to present a negotiating 
package that will maximize the appeal to the 
other party's interests as identified in the 
analysis phase (Sunshine, 1990). 

During face-to-face negotiations, take 
advantage of the previous preparations. 
Anticipate objections from the other party to 
your position and know the monetary or other 
quantitative alternatives likely to be discussed. 
Continue to negotiate on the basis of merits 
and not positions and support those interests 
with objective standards. 

If the other party is still intent on exploiting 
its power advantage, then it is essential to be 
prepared in advance to walk away and adopt 
the "non-agreement" alternative. The 
"non-agreement" alternative should be the 
standard against which any proposed agree
ment should be evaluated. This comparison can 
prevent acceptance of terms and conditions or 
a contract that is unfavourable. 
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1 1 
After a contract has been carefully designed 
and granted, contract implementation must 
start. Contract administration embraces all rela
tionships between government and the con
tractor arising from the implementation of the 
contract. At this stage, through contract 
administration, governments seek to accom
plish three main goals. The first one is compli
ance. When utilizing contracts, forests are 
managed so that outputs are produced under 
the conditions called for by the terms of con
tract. In procurement contracts, the govern
ment should ensure that the needed work or 
services be carried out on time, cost effectively 
and at the quality level stipulated in the con
tract terms. The second goal of contract admin
istration is the early identification of prob
lems, thus preventing their escalation, avoid
ing irreversible damage being caused and tak
ing timely remedial actions when required. The 
final goal of contract administration is the pro
tection of public interests, especially by 
maintaining and ensuring a competitive system 
and transparency of government decisions. 

This chapter discusses two areas of actions 
indispensable for reaching contract adminis
tration goals: monitoring and enforcement. It 
begins with a discussion of monitoring as a 
means of securing compliance and early prob
lem identification and resolution. 
Monitoring, the comparison of performance 
against expectation, is then described and 
main indicators and methodologies identified. 
The second topic discussed in this chapter is 
enforcement, taking remedial adjustment 
action to bring performance into line with 

expectations (terms of contract) in cases where 
unacceptable deviation has been proven. 
Enforcement is also defined as the act of com
pelling the party which has not performed to 
pay the extra cost of obtaining substitute per
formance (Downes, T. A., 1995). The chapter 
ends with a discussion of the institutions and 
mechanisms necessary for carrying out moni
toring and enforcement. 

Although contract monitoring and inspection 
are quite specific, and may not apply to all 
forests, contracts or circumstances, this section 
provides a blueprint that may be adapted or 
modified to fit most forest and institutional sit
uations. 

Regular reporting by contractors is the first 
stage in the monitoring and inspection of for
est management in forest utilization contracts. 
On-the-ground inspection of the contractor's 
operations is an essential complementary 
action to secure compliance with forest utiliza
tion contracts. The inspections procedures, 
compliance criteria, time frequency, logistics of 
inspection and reporting procedures and for
mat should be defined in detail within the con
tract. However, regular and routine gathering 
of information on operations, forest manage
ment and harvesting have a cost. The govern
ment agency responsible for contract inspec
tion and enforcement will need sufficient staff 
with the appropriate expertise in the full range 
of forest resource management activities and 
variables involved in the resource utilization 
contracts. The agency must also develop a pro-
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tocol and procedures for facing potential 
breaches of contract which are identified. 

Ways must be found to fund and implement 
the monitoring of contracts, including 
on-the-ground inspections. One way may be to 
allocate a portion of the forest fees received in 
a fund for financing contract monitoring and 
on-the-ground inspection and supervision of 
forest contracts. 

The distribution of the findings and results 
of these monitoring activities and their incor
poration into changes in policy and practices is 
an important component of monitoring and 
reporting. In the design of monitoring proce
dures, it is important that the reporting mecha
nisms be designed to ensure that what is 
learned from experience can be used to modify 
and improve forest management practices, 
contract management and operational proce
dures, and improve monitoring systems. 

Some of the most relevant variables used in the 
monitoring of forest utilization contracts are 
listed below and then -described in the next sec
tion: 
• resource management inspection: 

- mapping and forest inventory, 
boundary marking, 

- boundary maintenance; 
• forest and environment management: 

- criteria and indicators for sustainable, 
forest management, 

- logging plan layout and marking of trees, 
- harvesting inspection, 
- post harvesting inspection of the cutting 

area, 
- environmental and conservation 

inspection; 
• engineering and road; 
• other monitored variables; 
• cultural. 

1 .1 Resource 

Mapping, forest and environmental inventory 
Monitoring timber resources involves essential
ly four components: forest inventory (exis
tent population and biomass), forest growth, 
forest removals and forest health. A fifth 
monitoring component, fire protection, is 
normally associated with timber resources, but 
it is also applicable to other commercial and 
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non-commercial resources. 
Monitoring forest inventory, 

removals and growth are founded on the disci-
plines of forest or mensuration, 
and statistics. may wish to consult 
forestry textbooks on the design of timber 
inventories, on tree and log measurements, 
and on measuring and predicting growth and 
yield (see also FAO 1980a, FAO 1980b, FAO 
1981, FAO 1997). In the design of monitoring 
programmes for forest health, readers will 
need to consult regionally specific references 
because forest pathogens vary widely by coun
try and forest. 

Evaluation of the accuracy of the forest and 
environmental inventories is important, but is 
not easy to do. It will require on-the-ground 
checks. The accuracy of forest mapping may be 
monitored against maps by on-the-ground 
checking of randomly selected areas. The forest 
inventory may be checked in the same way, by 
spot-checks, by re-measuring randomly selected 
inventory sample and by checking forest 
types from the forest inventory maps against 
the forest types found on the ground. The 
environmental inventory may be checked by 
selective comparison of the environmental 
inventory data inst the environmental con
ditions on the ground. 

However, checking mapping, forest and 
environmental inventories can be expensive 
and time-consuming. Government agencies 
may not have the field capacity for the 
on-the-ground checking maps and invento
ries. It may not be in the contractor's interest to 
produce accurate inventories of environmental, 
non-timber and non-commercial forest 
resources, but it ought to in the contractor's 
interest to have accurate maps and forest 
inventories. It may be better for the govern
ment to concentrate on monitoring other 
aspects of forest management in the contract, 
components such as road plans and layout, log
ging plans and logging activities, and silvicul
tural and regeneration activities. 

Boundary maintenance 
Boundary marking is an essential first step in 
the administration of forest utilization con
tracts, and in the prevention of human and 
agricultural incursions into forest areas. 
Performance in completing boundary marking 
can be monitored relatively easily. Boundaries 
may be checked through the combined use of 



Global Position System technology (GPS) and 
small aircraft low-level flights. Boundary mark
ing should be completed and checked within 
the time limits specified in the contract and 
before logging operations begin. 

Criteria and indicators for sustainable forest 
management 

It is important that forest utilization contract 
activities be maintained within the defined 
boundaries. Monitoring of boundary mainte
nance is relatively easy. It may be monitored by 
spot checks at pre-determined intervals (perhaps 
every two to five years), by ground spot checks 
of different sections of the boundaries, or quick
ly and easily by inspection from aircraft, fol
lowed up on the ground if necessary. 

Forest and environmental management plans 
may be evaluated against the requirements 
and standards specified in the forest regula
tions and in the forest utilization contract. 
These would be "office" or "paper" based 
evaluations. However, without on-the-ground 
checking, there will be no guarantee that the 
management plans match conditions on the 
ground. 

1. FAO. 2000. Criteria and indicators for sustainable forest management and implications for 
certification and trade in Africa. African Forestry and Wildlife Commission, Lusaka, Zambia, 
27-30 March 2000. 

2. FAO/UNEP. 2000. Practical guidelines for the assessment and measuring of criteria and 
indicators for sustainable forest management in dry-zone African countries. Rome, Italy. 

3. FAO/UNEP. 2000. Practical guidelines for the implementation of criteria and indicators for 
sustainable forest management in the Near East Region. FAO Regional Office for the Near 
East. Cairo, Egypt; 2000 (in print). 

4. FAO. 1998. Guidelines for the management of tropical forests. 1. The production of wood. 
FAO Forestry Paper 135. 

5. FAO. 1997. Integrating criteria and indicators for sustainable forest management in the 
national forest programmes. FAO, November 1977. 

6. FAO. 1996. Indicators of sustainable forest management at the national level and 
possibilities to assess them in the framework of national, regional and global forest 
inventories. Expert Consultation on Global Forest Resources Assessment 2000. Final Report 
and FAO Expert Consultation on Global Forest Resources Assessment 2000. Secretariat 
document. Kotka, Finland, June 1996. 

7. FAO/ITTO. 1995. Report of the expert consultation on the harmonization of criteria and 
indicators for sustainable forest management. Rome, Italy; 13-16 February 1995. 

8. IUFRO/CATIE/FAO/CIFOR. 2000. Proceedings of the international conference on indicators for 
sustainable forest management in the neotropics. CATIE/Turrialba, Costa Rica; 9-12 
November 1999. 

9. IUFRO/CIFORIFAO. 1998. Proceedings of the international conference on indicators for 
sustainable forest management; Melbourne, Australia; 24-28 August 1998. 

10.Wijewardana, D., Caswell, S. & Palmberg-Lerche, C. 1997. Criteria and indicators for 
sustainable forest management. Invited special paper to the 11th World Forestry Congress 
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11.CIFOR. 1999. Criteria and indicators tool box series. Center for International Forestry 
Research; Bogor, Indonesia. 

12.Ministry of Agriculture and Forestry. 1996. Final report ofthe intergovernmental seminar on 
criteria and indicators for sustainable forest management (JSCI). Government of Finland. 
Helsinki 19-22 August 1996. 
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During the last few years, there has been a 
considerable amount of interest and work in 
developing national and unit-level systems of 
criteria and indicators for sustainable forest 
management. Some of them include guidelines 

·for forest management. An important activity 
has also been carried out regarding the devel
opment of certification systems. Criteria and 
indicators, together with certification systems, 
can play an important role in monitoring 
resource management in the context of utiliza
tion contracts. Governments may decide to 
adopt one of the existing systems, or develop 
their own one, and then use them as standards 
in the monitoring of forest contracts. 

Criteria and indicators are a fluid and evolv
ing subject. Therefore, it is not discussed here. 
Instead, some of the more important references 
are presented in Box 10.1. 

Examples of forest certification systems are 
the Forest Stewardship Council system and 
national systems developed in such countries as 
Brazil (CERFOR), Finland (Finish Forest 
Certification System FFCS), Indonesia 
(Ekolabel Indonesia - LEI), Malaysia, and the 
umbrella Pan-European Forest Certification 
(PEFC). The Canadian forest certification system 
is an example of an environmental manage
ment-based certification system. 

On-the-ground logging plan layout and 
marking of trees 
On-the-ground layout of landings and skid 
roads and the marking of trees can contribute 
to efficient logging, minimize logging damage 
and regenerate the forest. On-the-ground log
ging plan layout can significantly reduce log
ging costs. 

Inspection and approval of logging plan lay
out and tree marking may be done most easily 
after the roads are built, but before logging 
begins so that any corrections and changes may 
then be made. On-the-ground inspection of 
logging plan layout and tree marking are key 
factors in monitoring contractors' performance 
and ensuring sustainable forest management. 

Resource harvesting inspections 
Resource harvesting activities is a key compo
nent to be monitored because of the impact 
harvesting can have on forest growth, damage 
to the residual stand and regeneration, and the 
potential for environmental damages from 
poor logging and road construction practices. 
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Inspection of harvesting activities involves both 
field and office visits by staff, but field inspec
tion capabilities are particularly important. 
Staff must have training and field experience in 
harvesting methods and know the procedures 
to follow if contract violations are identified. 

Where forest fees are based on the quantity 
of timber harvested, monitoring of the wood 
measurement procedures is particularly impor
tant. Wood measurement systems are subject to 
abuse and staff may be open to bribery and cor
ruption. Substantial amounts of money may be 
at stake and the incentives for abuse are strong. 

In a few cases, wood measurement is done by 
the government agency in charge of forest uti
lization contracts. In this case, the government 
staff must be adequately trained and provided 
with proper equipment to measure the wood as 
cut, and without delay. The government staff 
must also be adequately paid, so that they will 
not be open to bribery by contractors. 

However, most forest agencies do not have 
the staff or budget to adequately fund, equip 
and staff wood measurement operations, so 
that wood measurement is left to forest utiliza
tion contractors. Under these circumstances, it 
will still be necessary to inspect and audit the 
contractor's wood measurement procedures 
and records, in order to verify the accuracy of 
the contractor's measurements, volumes, 
species, etc. This may be carried out by govern
ment forest agency staff, or it could be con
tracted out to an independent organization or 
private company. If inspections and audits are 
undertaken by the government forest agency, 
the agency need not be large. However, it will 
still need to be adequately staffed and 
equipped with adequate transportation and 
field capability. 

If wood measurement is contracted out to 
an independent agency or private company, 
the contract and contract terms will have to be 
carefully written to provide the right perfor
mance incentives, and to be sure that the wood 
measurement contractor is independent of, 
and not influenced by, forest utilization con
tract holders. It will also be necessary to audit 
the performance of the wood measurement 
organization or company, by random field 
checks and checks of their records. 

There are several wood measurement sys
tems that may be appropriate to different situ
ations. Each has technical and staffing require
ments, advantages and disadvantages. Four 
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common wood measurement systems are 
described below with brief comments on their 
advantages and disadvantages, and on their 
applicability: 

e Scaling trees - the vol
ume of timber cut is estimated by measuring 
trees as they are marked for cutting in the 
area destined for harvesting. Payments are 
based on the estimated standing volume of 
timber, often in the form of lump sum pay
ments. Staffing requirements for inspection 
are lower as these measurements are often 
required for forest management. Inspection 
of harvesting areas is needed to be sure that 
only trees designated (marked) for cutting 
are removed (counting stumps) and that the 
cutting is restricted to the approved cutting 
area. 
e Tree-length scaling the volumes of 
timber are estimated by measuring the 
tree-length logs at roadside or at log land
ings. Only butt diameter and length mea
surements are required. Payments are based 
on the estimated log volume. Inspection 
involves check-scaling of random sample lots 
at roadside, or of numbered tree-lengths 
later, and auditing the number of trees 
recorded to ensure that all tree-lengths 
were measured and recorded. 
• log scaling - logs are scaled individual
ly after trees have been felled and bucked. 
Scaling may take place in the forest, at road
side, at log landings, at riverside, on trucks 
at strategic points, in concentration yards, at 
the mill yard or at export points. Staff 
requirements for inspection are relatively 
high. Scaling or check-scaling staff must be 
on site where and when logging is under 
way. Inspection requires checking the accu
racy of log measurement and the reporting 
of logs cut and removed (i.e. that all logs 
are accounted for). Log scaling will be more 
accurate than tree scaling, provided it is 
done with full accounting for all logs cut. 
• Weight scaling - logs are scaled by 
weight. Logs are weighed by the truck- or 
barge-load. Loads and weights are recorded 
and loads numbered and tagged for control 
and follow-up inspection. Payment is based 
on the weight, or the weight is converted to 
log volumes based on log measurements of 
sample loads. Weight scaling may be done 
at junction points on truck routes, at con
centration yards, at riverside landings or at 
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mill yards. Staff requirements for inspections 
are lower than for log scaling because scal
ing is at fewer and more central points, and 
because individual logs are not measured. 
Inspection involves ensuring accurate mea
surement and reporting of weights and that 
all loads are accounted for. Weight scaling 
will be less accurate than log scaling. 

Resource harvesting inspections will cover a 
number of other aspects, depending on the 
nature of the forest, the resources harvested 
and the harvesting methods employed. Some 
of those aspects are listed below: 

• laws, regulations and contract terms 
pertaining to public notification of, and/or 
participation in, the design of the harvest
ing operation being observed; 
• harvesting occurs only during the times 
specified in the contract; 
• harvesting is limited to the area desig-
nated in the contract; 
• harvesting is limited to the trees desig-
nated for cutting; 
e the layout of roads, landings and skid 
roads, and the operation of equipment are 
in compliance with the design, conditions 
and methods specified in the contract; 
e damage to residual trees and soil is min-
imized; 
e conditions for protected areas or special 
management zones (riparian zones, critical 
habitat, etc.) are observed; 
• conditions for cultural or archaeological 
sites or objects are honoured; 
e conditions to avoid contamination of 
soil, air and water by toxic or dangerous 
chemicals, including fuels and lubricants, are 
observed; 
• harvesting areas are deactivated and 
rehabilitated as specified in the contract. 

Inspections may be both planned (sched
uled) or random (surprise visits), demonstrating 
to contractors that activities will be inspected 
and that compliance is expected. Field inspec
tions should involve inspections of key items 
before, during and after harvesting. Some 
inspection items may be inspected economical
ly by aircraft or by remote sensing. Others will 
require on-the-ground inspection. 

Post-harvest inspection of the cutting area 
The cutting area should be inspected on the 
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ground, again following logging to ensure that 
the logging was done according to the silvicul
tural plan, in line with environmental require
ments and with minimum damage to the resid
ual stand, that only marked trees were cut, 
that logs and felled trees are not left, and that 
trees that should be cut are harvested. This is 
another important step in ensuring sustainable 
forest management. Where the government 
agency does not have the field capacity for 
on-the-ground inspection, post-harvest i nspec
tions may also be contracted out through a 
separate procurement contract. 

Environmental and conservation inspections 
Environmental inspections will cover a wide 
range of impacts. Many will be specific to the 
country or forest area in question. Inspection 
for compliance with environmental protection 
laws, regulations, biodiversity protection, con
servation and contract terms will involve both 
office and site visits. As with other inspection 
areas, environmental inspections will require 
staff with the appropriate expertise. In some 
cases, the personnel may be the same as those 
involved in other aspects of resource manage
ment or environmental inspections. In other 
cases, conservation specialists (wildlife biolo
gists, botanists, zoologists) will be needed. 
Alternatively, environmental inspections may 
be contracted out to consulting firms, non-gov
ernmental organizations or communities. 

Typical conservation and biodiversity protec
tion issues in resource utilization contracts 
include: 

• physical damage to plant or animal 
communities or critical habitat; 
• disturbing animals or disruption of their 
normal behaviour (for example excessive 
sound), illegal hunting and fishing, and 
theft of plants or animals. 

Engineering inspections 
Engineering works include roads, bridges and a 
variety of other constructions. A list of engi
neering works that may require approval and 
inspection includes: 

• roads and log landings; 
• bridges, major culverts and other 
stream crossings; 
• riverside landings and log dumps; 
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• storage areas (resource concentration 
yards or sorting grounds); 
• canals or other waterways; 
• dredging; 
• docks; 
• camps; 
• maintenance buildings and facilities; 
• other buildings; 
• airstrips; 
• power lines and pipelines; 
• power generating stations. 

Roads (and log landings) and bridges (and 
other stream crossings), along with camps and 
maintenance facilities, are probably the most 
important engineering works to inspect. They 
are the most likely to cause environmental 
damage, erosion and stream pollution, and are 
the most important to inspect from the point 
of view of avoiding these damages. Road plans, 
and plans for bridge and stream locations, 
camp and maintenance facilities may be first 
reviewed in the office and before construction 
so that locations may be shifted to avoid 
potential environmental, erosion or pollution 
problems. They should then be checked on the 
ground after construction to confirm their cor
rect location and to make any changes before 
logging commences. 

Road planning and construction 
Well designed road systems and proper road 
construction can reduce soil erosion and stream 
damage, minimize the environmental impacts 
of logging and, in addition, reduce logging 
and log transport costs. Savings in logging and 
log transportation costs should provide forest 
utilization contractors with an incentive for 
efficient road planning and construction. In 
practice, however, with a very short-term hori
zon, contractors often put insufficient effort 
into road planning and construction. The result 
is poor road layout, expensive log transporta
tion, and environmental damage resulting 
from bad road location. 

Monitoring of road planning may be done 
relatively easily by evaluating the road plans and 
accompanying maps to ensure that adequate 
road standards are met, that roads are located 
away from streams, and that stream crossings, 
culverts and ditches meet environmental stan
dards and minimize environmental impacts. 

On-the-ground checks can quickly verify the 
accuracy of the plans and maps. Road location 



and construction may be monitored on the 
ground shortly after construction and before 
logging begins. Monitoring should ensure that 
the road layout matches the layout on the road 
plan and maps, and that any problems are cor
rected before logging begins. Inspection fol
lowing road construction is easy, as access will 
be easy. For added efficiency, road inspection 
may be combined with on-the-ground inspec
tion of the logging plan and/or inspection of 
the tree marking. It is important that the 
on-the-ground inspection of road layout, the 
logging plan and tree marking be done and 
approved before logging begins. 

Government agencies responsible for the man
agement and supervision of resource utiliza
tion contracts usually have an accounting or 
financial services department, or share finan
cial services with other government organiza
tions. The accounting or financial services 
department is responsible for ensuring pay
ment of performance bonds, deposits, forest 
fees and other payments under resource uti
lization contracts. This department is responsi
ble for notifying contract holders when pay
ments are due (invoicing), for assessing late 
payments and interest penalties, for sending 
reminders, and any follow-up actions, if neces
sary. The department must understand the 
individual contracts, and the appropriate 
action when contract holders fail to remit pay
ments. This would include providing the docu
mentation to the legal services department for 
enforcement and collection action. 

Where payments under resource utilization 
contracts are based on resource harvesting and 
removals, the financial services department 
must be in communication with forest agency 
employees responsible for the measurement 
and recording of resource use. Independent 
auditing of harvest volumes may be necessary 
to ensure accuracy and accountability. 

Investment 
Contract compliance with investment provi
sions will involve both office and field investi
gations. Expertise will be required in specific 
areas. For example, where the contractor is 
committed to building and operating a 

sawmill, expertise in sawmill construction and 
operation will be needed to ensure that the 
facilities are properly built, equipped and oper
ated to satisfy the contract. Where the contract 
requires development and operation of 
employment training programmes, expertise 
with training programmes will be needed to 
verify that the contract provisions are met. 
Where monetary investments are required it 
may also be necessary to audit financial 
records. Governments may find it easier and 
cheaper to contract for the services of verifying 
investments. This may be more cost effective 
and has the added advantage of providing an 
independent assessment and avoiding dis
agreements with the contractor over the 
nature, quality or level of the investments. 

Non-timber forest resources 
Non-timber resources represent a source of 
income and subsistence goods in many coun
tries. Non-timber forest resources include a 
great variety of products from fuelwood and 
charcoal, resins, medicinal plants, forest foods 
and wildlife, to recreation and ecotourism. Two 
types of non-timber forest resource which 
affect the design of monitoring systems may be 
differentiated. The first type is resources which 
are consumed in use through harvesting of 
some kind. These include living organisms or 
their parts (fuelwood, forest foods, fruits, med
icinal plants, etc.) with either market or subsis
tence values. Methods analogous to those 
described for timber resources have been 
developed for other commercial plant species 
in the field of botany and its application 
through botanical economics (Peters, 1994; 
Panayotou and Ashton, 1992; and Hall and 
Bawa, 1993). Monitoring animal populations is 
covered extensively in wildlife management 
textbooks. 

The other major types of non-timber 
resource are non-consumptive uses such as for
est recreation, including ecotourism, wilderness 
hiking and camping, and wildlife photography, 
scenery and natural beauty. As these uses are 
non-consumptive, there is less risk of environ
mental damage associated with them. 
However, plant and animal populations which 
contribute value to activities such as forest 
recreation, ecotourism and wildlife photogra
phy may be at risk from other forces. 
Monitoring of these non-commercial forest 
resources is discussed below. Monitoring of 
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recreational resources requires that the quality 
of visitors' experiences be surveyed directly as 
well as any perceived undesirable (or desirable) 
changes. Methodologies were discussed in a 
previous chapter, in the section on valuation of 
non-timber forest values. 

Non-marketed forest resources. 
Non-marketed resources include all forest 
resources that are not normally sold in markets 
and are therefore not priced. Such resources 
have value, but valuation is difficult. The vast 
majority of living organisms in forests, as well 
as many tree species in tropical forests, are not 
utilized commercially. These resources consti
tute the bulk of the biodiversity contained in 
forests. 

Non-marketed forest resources deserve spe
cial and separate attention from commercial 
resources for two reasons. First, forest ecosys
tems comprise a network of inkages among 
biological and physical elements so that the 
health and well-being of commercial resources 
may depend on the non-market components. 
This means that sustainable use of commercial 
resources requires sustainable management of 
non-market resources. Because less is known 
about the non-market resources, more atten
tion must be focused on them. 

Non-market biological resources. 
The biggest challenge in designing monitoring 
systems for non-market biological resources 
and forest biodiversity is the wide range and 
diversity of these resources and the number of 
species involved. Current practice in biodiversi
ty monitoring is to focus on various key indica
tor species which act as indicators of the health 
of the entire ecosystem. In addition, measuring 
of plant species diversity, including richness and 
evenness, are also used to monitor changes in 
biodiversity. Ashton (1996) provides a good 
review of issues in the translation of scientific 
knowledge on ecosystem function and diversity 
into operational methods for monitoring. 

Cultural inspections 
Inspections for compliance with laws, regula
tions and contract terms relating to the preser
vation of cultural sites, heritage and traditional 
use rights of indigenous and forest communi
ties may be carried out by the inspection 
agency or contracted out. In some cases, the 
personnel will be the same as those involved in 
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other aspects of inspections. In other cases, spe
cialists in cultural issues (sociologists, anthro
pologists) will be needed. Some of the cultural 
protection issues in resource utilization con
tracts will include: 
• protection of archaeological and culturally 

important sites such as burial grounds, ruins, 
sacred and ceremonial grounds; 

• protection of rights to traditional uses of 
forest products, hunting, fishing and gather
ing rights; 

• protection of villages from disruption or 
intrusion by contractor's or sub-contractor's 
operations or employees. 

Social and economic monitoring 
In monitoring socio-economic components, the 
concern is for the distributional aspects of con
tract operations and their impacts on the quali
ty of life enjoyed by the affected groups. 
Quality of life is associated with economic sta
tus (income and wealth), health, education and 
cultural stability. Criteria and indicators for 
measuring many of the social and economic 
components are often difficult to specify, quan
tify and evaluate (Binkley, 1996; Sikod, 1996; 
Colfer, 1996; Merino 1996). 

Monitoring human and cultural impacts 
applies more specifically to individual segments 
of society, often at the community level. 
Governments are responsible for ensuring that 
resource development does not lead to unde
sirable impacts on communities or indigenous 
people, that all negative impacts are mitigated 
or compensated, and that forest utilization 
contracts are written to generate benefits for 
these communities or groups. In some cases, 
forest utilization or procurement contracts may 
contain provisions for employment and train
ing for local residents, including indigenous 
groups. Monitoring of those contract elements 
will be required. 

Procurement contracts for goods and services 
may be for the provision of a wide variety of 
goods and services: aerial photography, map
ping, forest inventories, forest management 
planning, inspection of logging plans, road lay
out and construction, silvicultural activities, log 
measurement, tree planting, environmental 
surveys, fire protection, water quality monitor
ing, environmental monitoring, wildlife sur-



veys, etc. It is therefore difficult to detail moni
toring procedures, how monitoring should be 
carried out, and what items should be moni
tored. This will have to be defined for each 
type of procurement contract. 

There are several important issues in the design 
and operation of a successful compliance and 
enforcement system for forest contracts. 
Enforcement involves a number of compo
nents (legislative groups, legal instruments, 
enforcement agencies and courts) which act 
independently, or are autonomously adminis
tered, yet must functiqn together to be effec
tive. There is also a relatively broad range of 
enforcement responsibilities involved in the 
administration and management of public for
est lands and resource utilization contracts 
beyond simply ensuring contract compliance. 
Another important and challenging issue is the 
control of bribery corruption. Each of 
these issues is discussed below. 

Enforcement systems comprise four major com
ponents (Donoghue and Paananeu, 1984): 

• legislative bodies and groups; 
• legal instruments; 
• enforcement agencies; 
• courts. 

legislative bodies and groups, which vary 
from country to country depending on the 
political system, enact and amend laws that 
legitimize enforcement powers. Compliance 
and the effectiveness of enforcement 
depends critically on the conditions and clar
ity of the legislation, and on the strength 
and clarity of the commandments written 
into these laws. Legislative bodies also pass 
legislation that empowers non-elected gov
ernment officials to establish regulations 
and enforcement procedures as well as pow
ers to enter into contracts. The regulations 
and the contracts will both contain clauses 
or provisions that require enforcement and 
specify penalties. 

legal instruments vary from country to coun
try, but include statutes, decrees (presiden
tial, ministerial, federal, state or provincial, 
and municipal), ordinances and by-laws of 
local governments, regulations and govern-

Administration of concessions and forest contracts 

ment contracts. These various legal instru
ments define who has enforcement powers, 
and under which legal instruments. They 
also establish the legal basis for sanctions or 
charges as well as the penalty provisions, all 
of which are central to the enforcement sys
tem. 

Enforcement agencies are organizations and 
persons empowered to enforce the various 
legal instruments. Given the extensive geo
graphic distribution of public forests, the 
type and the potentially diverse nature of 
resource utilization contracts, a variety of 
organizations and persons may be involved in 
enforcement. These enforcement persons 
and organizations may include the police 
(local, state or provincial, federal), the mili
tary, federal and state or provincial forest 
officers, park officers, independent private 
sector security companies, community organi
zations, or third party non-governmental 
organizations. These persons or organiza
tions represent the field level "front line" of 
the enforcement system. Consequently, the 
mandate given to these agencies, their capac
ity (funding, skills and experience of person
nel, organizational design) and the way in 
which they interact (institutional structures 
and arrangements) will be a determining fac
tor in the success of the enforcement system. 

Courts (judges, prosecuting attorneys, clerks, 
bailiffs and administrative staff) are the 
fourth component in the enforcement sys
tem. Successful enforcement depends on the 
commitment of the judicial system, primarily 
judges and prosecutors, to aggressive prose
cution of accused offenders, and to sentenc
ing commensurate with the crimes and 
penalty provisions of the legislation. 
Effective enforcement systems depend on all 

four components working together. For coordi
nation of ongoing enforcement operations and 
for planning of enforcement policies and pro
cedures, there must be mechanisms for commu
nication, particularly among the first three 
components of the enforcement system. 

1 
Enforcement may involve one or more of four 
different bodies of law: criminal, civil, adminis
trative and contract law. Criminal law applies 
to offences against the state or society. The 
definitions of criminal offences vary among 
countries, but arson (deliberately setting fires) 

123 



GOVERNANCE FOR COINCI:Ss 

and theft (of timber or other property) are two 
examples that are common to most countries. 
Civil law applies to crimes committed by one 
person or party against another. Administrative 
law applies to the administration of statutes, 
for example laws related to the management 
of public forest lands or other natural 
resources. Contract law relates to contracts 
between two parties (individuals, companies or 
contracts with government), for example forest 
utilization contracts, or contracts for the provi
sion of goods and services for forest manage
ment. 

Breach of contract is technically a civil 
offence (a crime by one person or party against 
another); however, often there are separate 
codes of law in countries that subdivide major 
classes of crime and contract law is commonly 
one of these. 

These four legal dimensions to enforcement 
pose a significant challenge for the design of 
enforcement systems. Issues such as fa m i I ia rity 
with each jurisprudence, training, field meth
ods, investigation and arrest procedures, per
sonal safety, collection and preparation of evi
dence, and the burden of proof, vary substan
tially among the different classes of crime. 

1 1: 

1 
Bribery and corruption may take a variety of 
forms, involve several types and degrees of 
crime, and involve all four types of law and 
enforcement. Bribery and corruption are com
mon in one form or another in almost all coun
tries, and all sectors of the economy and soci
ety. For a number of reasons, however, it pre
sents unique challenges in the forest sector and 
in the management of public forest lands. The 
extensive geographic nature of forests, which 
impedes supervision and control, the chal
lenges and cost of supervision, and the gener
ally low priority afforded by governments to 
the forest sector create conditions which tend 
to promote graft, bribery and corruption. 

Corruption inflicts a variety of difficult to 
measure costs on society. These are categorized 
by Klitgaard (1988). They are summarized in 
Table 10.1. 

Mechanisms for dealing with corruption 
need to be identified and incorporated into 
the design of enforcement systems at all levels. 
Klitgaard (1988) identified the agent and the 
client as the two parties in any corrupt action. 
Both should be targeted by enforcement sys
tems. Klitgaard suggests five concrete actions 
to help control corruption: 

Waste resources 
Distort resources use 
Create "public bads" 
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Distort both economic and forestry policies 

Reallocate resources to the rich and powerful, those with military or 
police power, or those with monopoly power 

Distort energies of officials and citizens towards the socially 
unproductive seeking of c:orrupt rents. 
Create risks, induce unproductive preventive measures, distort 
investments away from areas with high corruption. 

Breed popular alienation and cynicism 
Create political instability 



e select agents (employees) for incorrupt-
ibility as well as technical competence; 
e change the rewards and penalties fac-
ing the agent and the client; 
• increase the likelihood that corrupt 
actions will be detected and punished; 
e change the organization's administra
tive system so that the agent's discretion is 
reduced; 
e alter the agent's attitudes towards cor-
ruption. 

It is impossible to totally eliminate corrup
tion, but it is possible to monitor and reduce it. 
In many cases, it is possible to estimate the 
direct costs associated with corrupt activity, 
such as lost government revenues from illegal 
logging, under-reporting of volumes cut, 
miss-classification of species, etc. It should also 
be possible to estimate the costs of different 
levels of control and the associated magnitude 
of the recovered revenues. Based on these ca 1-
culations, it is then possible to choose the most 
efficient level of control. 

A final point is that anti-corruption mea
sures must be championed within the govern
ment, and at the highest level. There must be a 
political commitment to tackle corruption if 
enforcement measures are to succeed. Without 
genuine commitment from government at the 
highest levels, any enforcement mechanisms 
which are tried are likely to fail. 

Four major components in enforcement sys
tems were identified in Section 9.4.1: legisla
tive bodies, legal instruments, enforcement 
agencies, and the courts. This section focuses 
on the design and functioning of enforcement 
agencies, with emphasis on prevention and 
enforcement policy. The discussion then turns 
to the creation of institutional structures for 
enforcement, and a review of those organiza
tions usually involved in enforcement. 

Prevention programmes involve two types of 
activity: education and training, and inspection 
(Donoghue and Paananeu, 1984). Education 
programmes are designed to improve compli
ance by informing the public about laws and 
regulations and the penalties associated with 
non-compliance. In explaining the objectives of 

laws and regulations, enforcement agencies 
can build public support and cooperation, 
improve compliance and gain cooperation in 
enforcement. Penalties will act as deterrents 
only if would-be offenders are aware of the 
consequences of being caught, and the risks of 
apprehension outweigh the potential benefits 
of illegal behaviour. Training programmes are 
more focused towards groups such as forest 
companies, contractors, sub-contractors, forest 
workers or local communities to explain and 
demonstrate ways of improving compliance or 
developing skills that can assist in inspection 
and detection. 

Education and training programmes have 
been used by a variety of organizations to 
improve enforcement and compliance. The US 
State of Maine Planning and Zoning 
Commission used education and training of 
logging equipment operators to improve com
pliance with new timber harvesting regulations 
(Pidot, 1982). In Canada, the British Columbia 
Forest Service has a silviculture training pro
gramme for practising foresters to help compli
ance with the Province's Forest Practices Code 
Act and Forest Regulations. In Sweden, the 
Forest Service also used education programmes 
as a means of improving compliance with regu
lations applicable to all forest operations 
(Eckerberg, 1986, 1988). Sangal (1984) reported 
the use of education programmes to inform 
local farmers in India of the damages associat
ed with setting fires in nearby forests, along 
with training programmes to develop local 
capacity in fire suppression. In the United 
States, Kernan and Drogin (1995) demonstrat
ed the benefits of interpretative messages to 
improve compliance with off-trail hiking 
restrictions in Mount Rainier National Park. 

Vigilance is the other important prevention 
activity. Both regular and random patrols serve 
as a deterrent to potential violators because 
they increase the probability of detection. 
Patrols can take various forms. Field patrols 
may be by vehicles, boats, planes, on foot, by 
animal transport (horses, etc.), or in some cases 
by remote sensing. Aerial patrols are often 
used in fire protection activities which include 
the detection of human-caused fires, or to 
detect illegal logging, log transport or log 
exports. Regularly scheduled and random visits 
to logging operations and other forest opera
tions can deter or detect specific violations of 
contract provisions. Office inspections of docu-
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ments, data, financial records and other mater
ial are done by office visits to field and central 
offices, banks, accounting firms and other 
organizations or through the use of computers 
and telephones. 

1 
The choice of a balance between positive 
incentives and penalties (negative incentives in 
encouraging and achieving compliance) is an 
important decision to be taken. In Sweden, as 
in many countries, persuasion through educa
tion and training is the preferred method over 
sanctions, court action and penalties for 
non-compliance with forestry laws and regula
tions (Eckerberg, 1986). The benefits from com
pliance are stressed over enforcement and pun
ishment. Enforcement through the courts can 
be extremely expensive and successful prosecu
tion difficult. 

Another enforcement policy issue is the 
choice between basing assessments of compli
ance on specific, clearly defined, measurable 
performance criteria, or on management prac
tices, as opposed to measurable results, involv
ing more general procedural criteria and a 
"systems approach". These two approaches 
have been debated intensely in the develop
ment of alternative forest management certifi
cation systems. Generally, performance-based 
criteria have been preferred. However, specific 
detailed performance criteria are often difficult 
to define and can be extremely costly to mea
sure. 

Discussion of enforcement policies may be 
summarized with a few suggestions and recom
mendations on how to proceed in promoting 
enforcement and compliance with forest uti
lization or procurement contracts. These sug
gestions and recommendations are as follows: 
• in designing resource utilization or procure

ment contracts, ensure that deposits, 
refunds, penalty provisions and incentives to 
promote compliance are fully developed, 
clear and understandable; 

• identify the enforcement requirements for 
all contracts, concentrating on the major 
issues covered in the sections on prevention, 
inspection and control; 

• in evaluating any new institutional struc
tures or changes to existing institutions pay 
particular attention to the role each govern
ment agency would play under each alterna
tive structure; 
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• decide on the most efficient and effective 
institutional structure for each enforcement 
situation. Evaluate the institutional capacity 
of each of the government agencies 
involved. Prepare plans for reform of the 
agencies involved, as needed; 

• design the specific contractual arrangements 
required under the institutional structures. 
Define the precise role and responsibilities 
of both government agencies and the signa
tory parties. Arrangements may include con
tracting out of specific enforcement duties 
to independent organizations. 

1 
In addition to the direct enforcement activities 
discussed in previous sections, a number of 
incentives may be used to encourage compli
ance under resource utilization agreements 
and in procurement contracts. A common 
incentive is performance bonds. The perfor
mance bond is returned only after final inspec
tions have been completed to verify that the 
contract provisions have been honoured. 
Alternatively, procurement contracts may con
tain a withholding clause, under which final 
payments are withheld until completion of the 
contract and contract performance has been 
inspected and verified. In either case, contrac
tors have a financial incer:tive to comply with 
the contract terms. Examples of additional con
tract performance incentives applicable to 
resource utilization contracts include: 
• approval of permits contingent on successful 

completion of, and compliance with, the 
terms of previous permits. For example, new 
harvesting permits may be denied until the 
contractor has complied with the previous 
harvesting permit, payment of fees, deacti
vation of roads, site rehabilitation, etc.; 

• contractors may be disqualified from addi
tional work or purchase of resource utiliza
tion rights until the terms of previously held 
agreements are fully met. 

The above sections addressed the questions of 
what, how, where and when to monitor forest 
activities and impacts. The final question, pri-



marily an administrative one, is "who does 
the monitoring and who will be accountable 
for achieving contract terms?" - that is, who 
will be responsible for data collection, analy
sis, interpretation of forest monitoring and 
the taking of corrective measures? As with 
other government administrative functions, 
there is a range of options in allocating the 
administrative tasks associated with monitor
ing among organizations in the public and 
private sectors. In some cases governments 
will find it advantageous to contract direct 
with other government agencies or private 
sector firms for specific monitoring activities. 
This could include anything from the design 
of monitoring programmes or components to 
data collection, analysis and reporting. In 
some cases, responsibilities for some aspects 
of monitoring may be assigned to forest uti
lization contractors as part of resource utiliza
tion agreements. 

Other organizations and institutions may 
become involved in monitoring. Local commu
nities can play an important role in monitoring. 
They have knowledge regarding local condi
tions, the forests, plant and animal species and 
other resources, resource utilization and land 
use history. They have an interest and a stake 
in forest use and forest management, they live 
in the area and have "on-site" knowledge of 
activities. Monitoring can be a way of involving 
local communities in forest management of 
public forests, giving them a stake in the way 
the resources are utilized and also providing 
local employment. 

Colleges, universities, forestry research and 
other research institutions may be involved in 
monitoring activities in various ways, through 
contracts for monitoring activities, in the provi
sion of expert advice or in undertaking 
research on forest management issues. Private 
sector consultants and local forestry and envi
ronmental organizations with the capacity and 
expertise may also be involved in contract mon
itoring activities 

Because of the specialized demands of mon
itoring, it may be necessary or advisable to 
involve international organizations or expatri
ate assistance. Short-term contracts with quali
fied international organizations can be an 
effective means for setting up monitoring pro
cedures and providing training for local staff. 
International organizations may also be used in 
independent auditing of monitoring activities. 

Administration of coru::essions and forest contracts 

Christensen (1983) discussed institutional 
options for enforcement and identified three 
alternatives: (1) direct hire of enforcement per
sonnel, (2) use of local agencies such as the 
police, military or others, and (3) contracting 
with independent organizations or companies. 
The advantages and disadvantages of these 
three options are presented in Table 10.2. 

In the first option, direct hire, the agency 
responsible for supervising contractual agree
ments will have to develop enforcement 
capacity by hiring and training its own staff in 
enforcement duties. This option is commonly 
chosen for enforcement in resource utiliza
tion, as well as forestry services procurement, 
contracts. The enforcement functions then 
become part of the duties of the existing per
sonnel. An alternative is for a separate gov
ernment organization to take on enforcement 
duties. In the US Forest Service, direct hire is 
used for enforcement duties such as investiga
tion of criminal offences and more serious 
civil crimes (Donoghue and Paananeu, 1984). 
Forest Service staff will usually work in close 
cooperation with other public law enforce
ment agencies. 

The second option, the use of existing public 
law enforcement agencies, depends on the 
knowledge of, and experience in, enforcement 
procedures by agencies such as the police or mil
itary. This option is commonly used where spe
cialized enforcement skills and experience are 
required, and for more serious crimes where 
there may be danger or resistance to forestry 
personnel. In Zambia, Zimbabwe and Botswana, 
as well as other countries, the military has been 
used in patrolling wildlife preserves and borders 
to curb both domestic and cross-border illegal 
hunting of wildlife, mostly rhino and elephant. 
In Cambodia, the military have been used in 
controlling illegal logging. 

The third option, the use of contractors, 
involves contracting out enforcement proce
dures to an independent organization. With 
the development of forest certification pro
grammes and certification companies and 
organizations, third party auditing of forest 
practices (inspection) and enforcement (primar
ily through certification incentives) in produc
tion forests is possible. One main assumption 
for third party inspection is that it provides an 
unbiased, independent evaluation of forest 
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- must obtain authority to engage 
in enforcement activities 

- develops unwanted "policelf 
image 

- personnel may not be considered 
legitimate authority 

- specialized training in 
interdictions methods required 

- personnel may not be available 
when they are needed 

- limited control over enforcement 
priorities 

- personnel may not be familiar 
with the area, or with resource 
management issues 

- lack of ability to control hours 
and areas (geographic) of work 

- statutory authority must be 
established 

- personnel may not be familiar 
with geographic area/ or 
resource management issues 



practices, and thus adds credibility to forest 
management and administration. 

Contracting independent, non-governmen
tal organizations for enforcement activities 
may also be possible. Private security and 
detective services are available in some coun
tries, and this option may be considered if the 
police or military authorities are suspected of 
involvement in such activities as illegal logging. 

A fourth option, in addition to the three in 
Table 1 0.2, involves local communities in moni
toring, inspection and enforcement reporting. 
The advantages of involving local communities 
are gaining recognition. Forest communities 
have local experience, live, work and travel in 
the area. Examples include community involve
ment in protection of parks and natural areas 
and in managing adjacent buffer zones 
(Ghimire, 1994). Involvement of local communi
ties in protection of parks and natural areas, 
conservation and ecotourism are seen as bene
ficial, providing both the financial benefits of 
employment to the community, and the protec
tion benefits to parks and natural areas. 
Agrawal (1996) identified advantages of com
munity-based management over traditional 
government and market-based (private sector) 
options in the Indian Himalayas, including 
enforcement activities. Sangal (1984) concluded 
that education and involvement of communi
ties and their collaboration were the most 
effective way of obtaining compliance with 
forest fire laws in India. Lewis et al. (1990) and 
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Murindagomo (1992) described two 
community-based wildlife management pro
grammes, one in Zambia and the other in 
Zimbabwe, both designed to curb poaching of 
wildlife. 

Jurisprudence education and training is an 
important component of the entire enforce
ment system (legislative bodies, enforcement 
agencies and courts). The lack of knowledge by 
forestry staff of the laws, regulations and other 
legal instruments in forest enforcement is a 
common and significant problem in encourag
ing cooperation with the courts Uudges, prose
cuting attorneys and other staff) to secure con
victions. The deterrent effects of laws and reg
ulations are lost if cases are dismissed or not 
effectively prosecuted or offenders are not 
convicted. This will weaken enforcement and 
compliance incentives. On the other hand, a 
lack of knowledge by public law enforcement 
agencies and the courts of the issues in man
agement of public forest lands will affect the 
legal system's ability to deal with forest sector 
enforcement (Agrawal, 1996). A comprehensive 
programme for jurisprudence training can 
address these deficiencies. The programme 
should include modules for all players in the 
enforcement system, forestry enforcement 
staff, prosecution lawyers, court officials and 
judges. 

the 

for reaching contract 

monitoring and inspection of 

agencies and 

sector and in the 

to carry out enforcement 
a number of incentives may be 

contracts in procurement 
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