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Executive Summary

Background. In 1985 the Indonesian Government decreed that 6.32 million hectares of
forest plantation would be established within 15 years. By 2002, only 2 million hectares
were realised. There were many reasons for this. A principal factor was social conflict at
the community level. CIFOR’s research shows that a sustainable supply of timber may
be achievable through partnership schemes that encourage business and local communities
to work together in sharing both the benefits and risks of investing in plantations. Despite
recent private sector support for partnership schemes, there is evidence to suggest
companies often do not have a clear idea of the measures needed to ensure tree growers’
full commitment.

Objectives. The main aims of this study are:

e to identify the key elements needed for viable, mutually beneficial, long-term
partnerships

e to provide stakeholders implementing partnership schemes, or to those who might
wish to, the type of information needed to help ensure the partnership’s success, such
as the expectations of tree grower partners.

Successful partnerships. The concepts of mutually beneficial partnership, co-

management, and participation were the core ideas used in designing the principles, criteria

and indicators of a mutually beneficial partnership scheme, and served as the basis for

developing questionnaires. Mutually beneficial partnership schemes require:

o Commercial feasibility based on a long-term partnership contract that embraces agreed-
upon mutual economic and social objectives;

e Equitable contractual agreements determined through a fair and reasonable valuation
of shared inputs;

o Full understanding by both parties of the potential consequences and risks of joining
the partnership;

e A common understanding of co-management concepts and participation.

Types of partnership schemes and motivations of key stakeholders. This study

was conducted in collaboration with three private companies: Wirakarya Sakti (WKS),

Finnantara Intiga, and Xylo Indah Pratama. Three types of schemes were researched:

e Timber plantation concession holder and land claimers/owners residing within
concession areas. WKS partnership scheme initiated in 1999/2000 under a 43-year
term contract, and the first harvesting is expected in 2008. Finnantara scheme initiated
in 1996 under a 45-year term of contract, the first harvesting is expected in 2003.

e Timber plantation concession holder and landowners in the areas surrounding
the plantation outside the concessions. This type of partnership initiated in 1999/
2000 by WKS with a 43-year contract following an initial eight-year contract established
under the Farm Forestry Scheme in 1995. The first harvest is expected in 2003.

e Non-concession timber plantation and private landowners. This type of
partnership was initiated in 1995 by Xylo Indah Pratama and the first harvest is expected
in 2005.

The major consideration of companies in seeking partnership agreements were to establish
plantations in claimed areas within timber concessions by the recognising long-term land-
user rights or land status of tree growers. In the long term, companies were motivated to
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establish secure operations by minimising economic risks through establishing good social
relations with the communities. The landholders were mainly driven by the desire to
cultivate under-utilised lands.

Rights and responsibilities. The main timber crop was planted on 90 to 100 percent
of partnership areas, while the remaining lands used by tree growers to produce their
preferred cash crops. Current net-revenue sharing agreements between the company
and tree growers vary from equal or 50:50 sharing through to 60:40, 80:20, and 90:10
arrangements. Companies are responsible for meeting all the costs in establishing
plantations, setting-up the local tree grower group, and conducting training and related
extension programmes. Companies place the responsibilities for supervising jointly managed
lands and planted timber crops in the hands of tree growers. Unless the right to harvest
remains with the company, tree growers are responsible for securing company access to
the areas by not transferring the land ownership to other people, and also by maintaining
and protecting the planted areas from theft and/or fires.

Partnership benefits. Companies benefit by minimising social risks though conflict-
resolution on claimed lands inside plantation areas, and by establishing a solid foundation
on which to negotiate formal contract agreements. In the long-term, these arrangements
have the potential to provide companies with a reliable future source of. For tree growers,
in addition to gaining a secure long-term investment in the form of future harvested timber,
they benefit in the short term by having the status of their land rights and ownership
clarified, by increased job opportunities, by making greater productive use of under utilised
lands, and by having access to the company’s social funds and credit assistance.

Obstacles and challenges. Despite the short-term and potential long-term benefits,

obstacles and challenges remain, including:

a. A lack of mechanisms to build trust between companies and tree growers as a result
of companies dominating the negotiation processes used to formulate the contractual
entitlements of both parties

b. Challenges to commercial viability, as reflected by:

1) Ineffective management planning and implementation due to lack of written
working guidelines, inadequate capacity building and extension
programmes, insufficient copies of contractual agreement for tree growers,
and external land use competition, such as oil palm plantations.

2) Lack of a clearly defined reinvestment mechanism as an integrated part
of the arrangement, and a lack emphasis on long-term strategies.

3) Inadequate assessment of community needs and consequent waste of
community funds when developing income diversity programs

4) Ineffective institutional arrangements, such as poorly developed negotiation
skills, and renegotiation mechanism.

Elements for mutually beneficial partnerships. In overcoming obstacles, it is important

to take into account the key components that help produce a mutually beneficial agreement

and management plan, as well as ensuring long-term commercial feasibility. The conditions

that help precipitate mutually beneficial agreement and management plans are:

e locally-driven participatory approaches in all process of developing partnership;

e transparent process in clarifying the long-term status of land usage and ownership;

e company-facilitated clearer communication of the agreement and management plan
to other parties, including properly disseminated technical and financial information
that clarifies all risks and consequences;



e adefined list of prioritised aims and objectives;
e conflict resolution and renegotiation mechanisms that are defined together in simply
understood terms with concerned stakeholders.

To ensure long-term commercial feasibility, partnership schemes should be initiated and

implemented in a way that it are commercially viable to both company and tree grower

partners. This depends on:

e sccuring effective links with processing industry and timber market to guarantee a
reliable level of demand for timber produced by tree grower partners;

e assessing accurately and fairly the inputs from both parties in order to define benefit
sharing agreement and timber buying prices from tree growers;

e using cost efficiency principles in managing crucial cost components, such as
transaction costs, resources used in organizing communities, and social funds;

e defining re-investment mechanisms as part of the agreement;

e ensuring conditions to secure long-term commitment from tree growers.

Partnerships: a long-term, dynamic process with inevitable trade offs. Maintaining
partnership schemes under long-term contracts is more difficult than establishing them.
The arrangement should be flexible enough to adapt to the changing socio-economic
conditions within the framework of initial mutual objectives. Taking into account the
elements of the dynamic processes in maintaining partnership schemes is one way to
ensure a mutually beneficial partnership. Key concepts of the dynamic processes include
transparent information flows, renegotiation and transparent control mechanisms.
Companies face an inevitable trade-off between ensuring a mutually beneficial partnership
while ensuring cost efficiency. To what extent the company balances the principles of a
mutually beneficial partnership with its budgetary, time and resource constraints will depend
on the company’s motivations and objectives in initiating the scheme.

Recommended areas for follow-up activities. Further activities that need to be

considered for further action research include:

o Analysing the potential broader social impacts of the schemes such as poverty alleviation,
and to what extent the social responsibilities of companies engaged in partnership
schemes will enhance or deter company financial investment in timber plantations.

e Scaling-up the potential area of impact by disseminating lessons learnt from the case
studies to other timber plantation companies at the national, regional, and global level.
And looking at how the research findings may assist other forestry management
practices, such as officering alternative mechanisms for ensuring greater private sector
involvement in rehabilitation programs.

o C(Clarifying and facilitating the potential of third party roles such as governments and
NGOs.
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1. Introduction

1.1. The research context: issues and concerns in
company-community partnership schemes

In tropical countries with rapid deforestation, it is widely expected that wood supplies
should increasingly come from planted forest rather than from logging in natural forests.
However, there have been few successes stories in establishing industrial plantations in
tropical forest rich Asian countries, including in Indonesia, to meet the growing need for
more sustainable wood supply from plantations (FAO 2001:37, Barr 2001). Obstacles
remain, the significant challenges are political and social rather than technical and silviculture
(Morrison and Bass 1992, Anonymous 2000, 2001). Since the era of ‘Pulping the South’
(Carrere and Lohmann 1996), which mainly represented NGO views on plantation
development, there have been growing political pressures, mainly in countries with vast
tropical forests, to transfer the benefits from timber plantations to local communities —
one group of forgotten stakeholders in forestry plantation development of tropical rich
forest countries. This focus integrates closely with the emerging concept of a ‘complex
forestry plantation’, highlighting the objective of maximising the social benefits rather
than just wood production (Kanowski 1997: 2).

In 1985, the Indonesian government targeted 6.2 million hectares for plantation development,
but after 15 years only about two million hectares have been realised (Handadhari 2001:28).
The slow growth of plantation forestry in Indonesia has been impeded more by social
problems, such as disenchantment, resentment and conflict over forest resources with
local communities, rather than by management or environmental issues (Kartodihardjo
and Supriono 2000, Muhtaman et al. 2000, Gintings et al. 2001. Further, maximising
social benefits from plantation development is crucial; this is especially true in case forestry
plantations developed by converting the forests on which significant numbers of people
are dependent for their livelihoods. Company-community partnership schemes under
contract might provide effective approaches for ensuring a sustainable supply of timber
while sharing the benefits (and risks) with local communities. In the following sections,
these will be referred as partnership scheme(s). The definition could be referred to the
outgrower scheme, which is defined as a partnership between two or more parties
combining land, capital, management and market opportunities, formed with the intention
to produce a commerecial forest crop or timber in forestry plantations based on contractual
agreement (Mayers 2000). For Indonesia, the outgrowers — who are usually defined as
tree growers operating planted areas outside a company’s plantation concession - could
include those with planted areas inside this concession.
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Although there is a range of growing research initiatives, comprehensive in-depth studies
are still limited and focus more on documenting schemes at country level (FAO, IIED,
Overseas Development Institute or ODI, and Department of Forestry — Australian National
University). The relevant areas to be explored in relation to the development of partnership
schemes are; the range of various direct and indirect costs and benefits of the different
types of partnership, conditions that are conducive to beneficial partnership, appropriate
indicators to monitor and to evaluate partnerships, key ingredients (characteristics) of
successful contractual partnerships, preliminary and continuous support required in
negotiating beneficial partnerships, third party roles in encouraging successful partnerships,
and how small-scale tree-growers and processors could influence local markets (Race
1999:10-11).

In order to address some of the questions mentioned above, Desmond and Race (2000)
conducted a Global Survey and Analytical Framework for Outgrower Arrangements.
Prepared for the FAO, the study examines seventeen schemes in a wide range of countries.
This study concluded that companies benefit from having lower cost timber supplies and
fewer conflicts, while tree-growers gain benefits by having opportunities to work as
labourers, receiving income from shared timber revenues, and securing land tenure.
However, generally companies do not have a clear idea of the mechanisms that could
work best in the field and to what extent a participatory approach could be used in ensuring
a full commitment from the landowner/tree-grower partners without jeopardising the
companies’ economic principle of cost efficiency. With the intention of contributing to
this under researched topic, this CIFOR report on company-community partnership
schemes shared the experiences of in-depth analysis on lessons learnt from initiatives
and implementation in Indonesia, taking into account both company’ and landowner’
perceptions.

1.2. Aims, objectives and research questions

The main aim of this study is to conduct a socioeconomic analysis of the existing company-
community partnership schemes in Indonesia in a way that key elements for mutually
beneficial partnership can be identified to improve the long-term viability of the schemes.

Specific research questions developed in this research are:

a. How were different private-based partnership schemes initiated?

b. Inthe way the scheme was designed, how was each set company scheme able meet
the company’ s underlying objectives, also taking into account perceptions from
landholders as the company’s key partners?

c. How feasible were the schemes financially, as a project, from the company’s
perspective? To give profitability estimation to the local partner, the financial NPV
will be applied to the proportion of benefit sharing agreement. The economic analysis
to estimate benefit to the whole society was not covered by this report.

d.  What can we learn from these schemes to ensure long-term viability, by taking into
account the key elements of mutually beneficial partnership?

The analysis, addressing the research questions in this study will contribute to a
comprehensive understanding by the private timber plantation companies or those that
are implementing company-community partnership schemes under contract, or might want
to initiate feasible partnership schemes, by taking into account the expectations from



small-scale tree landholders or tree-grower partners. This socioeconomic study will
complement research on the technological problems faced by small-scale plantations
conducted over the last five years as the main focus of CIFOR’s Plantation Forestry on
Degraded or Low-Potential Sites program (PLT). This research will also contribute to
the limited literature that presently exists about partnership schemes and will also forward
the discussion of the partnership issues that has been led by FAO, the Australian National
University (Forestry Department), and IIED.

1.3. Analytical framework and working definitions

The concepts of mutually beneficial partnership, co-management, and participation are
core ideas in bringing forward the framework of analysis in this study, especially in
designing the principles, criteria and indicators of mutually beneficial partnership schemes
(Please see Annex 1 for methodology and analytical framework of the study). Within
the framework of co-management, components for mutually beneficial partnerships are:

e Commercially feasible under a long-term partnership contract.

e Mutually beneficial arrangement, which is developed based on fair contractual
agreement determined by fair valuation of shared inputs for mutual economic and
social objectives, and a full understanding from both parties of the potential
consequences and risks of joining the partnership, which means there is perfect
information sharing for both parties and balanced power for negotiation.

e Mutual economic and social objectives indicated by mutual acceptance of each
partner’s objectives as included in the arrangement.

e The process of achieving the objective should be in line with the co-management
concept: participation is one of the key principles.

Guided by the analytical framework already mentioned, the methodology in this study
comprised the socio-economic assessment of partnership schemes and a Cost Benefit
Analysis. Primary data was collected through a series of questionnaires developed for
different stakeholder groups. These included company staff, government officials and
tree growers. They also included community members, both those who are not tree
growers but involved in various partnership activities, and those who are not involved at
all. Fieldwork was conducted in Indonesia over three months between August and
November 2000 in three company sites in Jambi, South Sumatra and West Kalimantan.

1.4. Structure of the report
The report chapters are developed as follows:

o Chapter 2 discusses the company-community partnership schemes under contract in
the Indonesian context and outlines the case studies. The chapter leads to a better
understanding of the case studies’ locations, and the motivation and incentives for
stakeholders to initiate and for their partners to join the partnership schemes.

o Chapter 3 presents the processes for initiating partnership schemes and characteristics
of contract agreements. Steps in establishing partnership schemes include the approach
taken by the company to socialise the scheme initiatives, the process of transparently
settling the land status, setting-up institutional arrangements and negotiating the

sl
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contractual agreements. This chapter also discusses the characteristics of contractual
agreement, which includes how to define rights and responsibilities, and benefit sharing
agreements.
o Chapter 4 examines the commercial feasibility of the schemes, discusses obstacles
and challenges to long-term viability and proposes improvements for future initiatives.
e Chapter 5 concludes the discussions and highlights recommendations for a future
research agenda and the possibility for action



2. Company—community partnership in Indonesia
and the case studies

2.1. Context of partnership schemes in forestry
plantation development

Private involvement in partnerships to establish timber plantations was initially endorsed
under the government’s program of Farm Forestry Credit Schemes (declared by the
Ministry of Forestry, MoF Decree) in 1997, in which the community as a group is eligible
to receive credit through the company partner (Figure 2.1). Other programs focusing on
joint initiatives for developing forestry plantations include HTI-trans (between forest
concession holders and transmigration participants), and Perum Perhutani (a state
company with the major responsibility for managing teak plantations in Java) initiatives in
community forestry. This policy was intended to increase the viability of small-scale
forestry plantations (farm forestry) as part of the Ministry of Forestry (MoF)’s commitment
to supporting community forestry programs by encouraging more involvement from
companies (privates and state-owned). There are not many success stories of government-
based initiatives, some of the problems highlighted were that most programs were top-
down initiatives, private partners did not seriously plan the implementation of HTI-trans
programs due to difficult arrangements of how they should contribute capital shares!,
charity driven programs dominated the execution by private partners instead of the pro-
active involvement of the locals, and the programs were only viable in the short-term
(PESUT 1996, Kartodihardjo and Supriono 2000).

Due to ineffective initiatives endorsed by the government and stimulated by growing
social conflicts between companies and the surrounding local communities, timber plantation
companies have also initiated their own partnership schemes. Companies feel an urgency
to develop more participatory initiatives to accommodate local people’ perceptions. As
interviewed company staff stated, their long-term motivation is outlined as follows:

1. To establish secure operational activities in developing plantations, since it is a long-
term investment, by minimising the economic risks through building good social
relation with the communities who live inside and on the surrounding plantation
areas;

' Interview with the Head of Planning and Development Bureau INHUTANI 111 (19 July 2000)
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Paraserianthes falcataria on community lands near Jambi that were abandoned following the unsuccessful
application of a Farm Forestry Credit Scheme, resulting in the company and the local community losing their
investments

2. To gain better credibility at the national and international levels (Public Relation
objectives) through initiatives towards more socially oriented timber plantation
management;

3. To be eligible for proposing an appeal for wood certification schemes, which is
essential for having better access to international markets.

Examples of companies that initiated an outgrower scheme with the objective of establishing
good relations with the local community are Wirakarya Sakti (WKS), with concession
areas in Jambi Province and Finnantara Intiga, with Integrated HTI system (Figure
2.1) in West Kalimantan.



Figure 2.1. Related government programs and initiatives in which company-

community partnership schemes under contract are integrated

Forest
Concession
Holders
(HPH)

Ministry of Forestry 2

HTI ¢
Transmigration

N
Integrated
HTI system

+ HTI ¢ Transmigration and
Reforestation

* Participatory Land

Rehabilitation Program ¢

*PMDHT

Social
Forestry
Program

HTI ¢ timber
and pulp

* Farm Forestry
Credit Scheme i

Perhutani ¢

Program of Managing the forest
with the community (PHBM) 9
v

Notes:

a.

Govermment programs were specifically ruled under the Directorate General of Social Forestry and Land
Rehabilitation, and/or Directorate of Forestry Plantation Development within the Directorate General of
Forest Production Development Program (Direktur Jenderal Bina Produksi Kehutanan)

Inhutani is a state company with the responsibility to manage production forest in outer islands and to
rehabilitate logged over forests

HTI - Hutan Tanaman Industriis a timber plantation concession granted by the Ministry of Forestry to the
companies

Participatory land rehabilitation program was still at preliminary formation and there were no complete
guidelines during the period of former Minister Nur Mahmudi (early 2000)

Perhutani is a state company with the main responsibility of managing teak plantations in Java island

The social forestry program mainly focussed on providing opportunities for local people to practice Taungya
inside teak plantations

Managing the forest with the community or PHBM - Pengelolaan Hutan Bersama Masyarakat was initiated
(early 2000) by Perhutani which focuses on providing revenue sharing from harvested teaks
Integrated HTI system, which is not a common practice in timber plantation development in Indonesia,
focuses on developing timber plantation under partnership schemes (Potter and Lee 1998)

Social Forestry Program called PMDHT (Pembinaan Masyarakat Desa Hutan Terpadu)

Farm Forestry Credit Scheme or Kredit Hutan Rakyat was mainly provided from Reforestation Funds and
stoppedin 1998. The credit was provided to the community with a competent business partner, such as
timber plantation company both concession and non-concession
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2.2. Overview of case studies

The study was conducted in collaboration with three private companies, two Indonesian
companies (Wirakarya Sakti and Xylo Indah Pratama) and Finnantara Intiga, a joint venture
company. WKS and Finnantara represent large-scale companies operating under Timber
Plantation Concessions (HPHTT or HTT), which are granted by the Ministry of Forestry.
Xylo (in South Sumatra Province) represents medium-scale plantation companies that
operate with no HTT right. In 1995/1996, outgrower scheme partnerships were initiated
differently among these three companies. Figure 2.2 describes detailed locations of case
studies.

Figure 2.2. Locations of case study areas
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Note: In Finnantara Intiga, the study focused only in Sanggau District, since it was the first to be developed for
implementing the partnership scheme.

2.2.1. Wirakarya Sakti (WKS): timber plantation concession holder
a. Company profile

This national private company holds a concession for a timber plantation (HPHTI— Hak
Pengusahaan Hutan Tanaman Industri) under a Ministerial Forestry Decree (Surat
Keputusan Menteri), and manages a concession area of 251,218 hectares (gross area)
in Jambi province, spreading over four districts (Tanjung Jabung Barat, Tanjung Jabung
Timur, Batang Hari and Muara Jambi). The timber produced will supply the Lontar
Papyrus Pulp and Paper Industry (LPPPI), which is located in Tebing Tinggi, Jambi.
Both companies (Wirakarya Sakti and Lontar Papyrus) are subsidiaries of Asia Pulp and
Paper, the giant pulp and paper company, which operate under the Sinar Mas Group.
The capacity of the factory is 430,000 tons per year. Based on an estimate that 4.5 cubic



metres of wood are required to produce one
ton of pulp, the factory would need
1,935,000 cubic metres of Acacia logs per
year to operate at full capacity.

The first plantation was established in
1989/90 and harvesting began in 1997.
Up to the time of fieldwork, the company
had planted a total of 78,676 hectares
(31% of total concession areas), including
a second rotation planting of some
sections. From the total concession gross
area of 251,218 hectares, the company
stated that 101,716 hectares (40%) could
not be planted since community members
claim the areas under their ownership

- Acacia mangium planted on partnership areas
status. Of these Occupled lands, the inside a company concession

potential areas to be managed under
partnership schemes are 82,368 hectares or 33 percent of the total concession gross areas.

WKS has two types of scheme: WKS-Hutan Tanaman Pola Kemitraan? (WKS-HTPK
Scheme) developed inside company concessions initiated in 1999/2000, and WKS-Hutan
Rakyat Pola Kemitraan® (WKS-HRPK Scheme) initiated on private community lands.
The latter one was continued from the first scheme of WKS-Hutan Rakyat * (WKS-
HR Scheme) initiated in 1995. Establishing good relations by responding to community
requests (e.g. for road infrastructure) was highlighted as the company’s main motivation
in initiating WKS-Hutan Rakyat and WKS-Hutan Rakyat Pola Kemitraan. Under the
Hutan Tanaman Pola Kemitraan scheme the company’s focus was the objective of
managing areas claimed by community members, so the company could plant Acacia
trees despite previous land disputes. With strong support from the Minister of Forestry,
Muslimin Nasution, at the time, the WKS scheme inside the concessions was initiated to
establish a partnership with community members who own lands inside the HTT concession
areas and as an approach to resolve long-term conflict over these lands. WKS schemes
on community lands were established in the areas neighbouring the concession. Under
the first WKS scheme, the first harvesting is expected in 2003, and in 2008 for the new
scheme on private community lands.

b. Socio-economic setting and tree-growers motivation

The communities surrounding the company plantation areas are local people (Melayu),
Javanese and Sundanese, and are predominantly Moslem. The population density is
38 people per square kilometre and 84 percent of these are within the productive age
of labour, although most of these people did not graduate from primary school (BPS
1998).

2 In the following sections, this will be referred to as WKS current (new) scheme inside concessions
3 In the following sections, this will be referred to as WKS current (new) scheme on private community lands
*In the following sections, this will be referred to as the first WKS scheme (on private community lands)
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Local people are no longer following swidden practices. Land use is mostly concentrated
on rice fields, large-scale oil palm and timber plantations of Acacia mangium, jungle rubber
trees, and mixed gardens. Oil palm plantations, of which there are many in the area,
contribute greatly to the well-developed road infrastructure. However, some areas are still
isolated because the oil palm plantation companies are not interested in developing areas
with such scattered communities. The local people are also not interested in developing
palm oil plantations because of their bad experiences under the NES (Nucleus Estate
Scheme) or PIR (Perkebunan Inti Rakyat) government initiatives.

Among the tree-grower respondents, many areas belonging to local people were still
under utilised, on average one household occupied about 3.42 hectares that were included
in the partnership scheme. Among interviewed tree-growers, the expectation of company
assistance for a new road was actually the main reason to join the first WKS scheme, so
they could have access to the market. Tree-growers who claimed to have rights to lands
inside the concession saw the offer to join the partnership as an opportunity to utilise
lands that otherwise have been under long-term conflict with the company, as well as to
have extra income in the future. With the primary sources of cash income coming from
harvesting resin in jungle rubber plantations, working as labour in HTI or o1l palm plantations,
and involvement in illegal logging, the average total household income of interviewed
respondents per month was about Rp 629,746 (USD 68).

2.2.2. Finnantara Intiga (Fl): timber plantation concession holder

a. Company profiles

This joint venture company focuses on forestry plantations with a total concession area
0f 299,700 hectares. Itis located in two districts of West Kalimantan, i.e., Sanggau and
Sintang. In both districts, approximately 60,000 people in 110 villages populate the
company’s concession. The area had lost most of its forest cover before the company
entered (Miettinnen and Lammi 2002).

The company received Timber Plantation Concession Rights under a Ministerial Decree
in 1996 that were mostly Imperata grasslands in logged over areas, ex-Inhutani ITI. It
was initially planned that timber from Acacia plantations would supply a pulp and paper
factory with a capacity of 500,000 tons per year and the HTT was expected to supply
2,250,000 cubic metres of Acacia logs per year (based on the requirement of 4.5 cubic
metres of wood to produce one ton of pulp). However, it was not clear when the factory
under the same company name would be established in West Kalimantan. Although
there are several potential buyers for the production (e.g. Indah Kiat Group for its pulp
industry), as yet there is no processing plant established and the market is still uncertain
for current planted timber.

Since its establishment in 1996, the management of the company has undergone three
changes in the composition of shareholdings. Initially the proportions were 40% for
Inhutani 1, 30% for Gudang Garam (a private cigarette company) and 30% for Nordic.
In the absence of Nordic for two years (1998-1999), as a result of the political situation in
Indonesia, there was no significant progress on the programs. The present position for
the shareholdings of Finnantara Intiga are Inhutani I1 33% and Nordic Forest Development



Holding Pty Limited 67%. Gradually Inhutani III has reduced its shares in the company
due to internal financial problems since an allocation from the Reforestation Fund (DR —
Dana Reboisasi) 1s no longer received. The internal management problems have
influenced the effectiveness of the program’s implementation.

Of atotal concession area of 299,700 hectares, there are about 80,056 hectares (27%)
that cannot be utilised because they overlap areas used for oil palm plantations, residences
(high population density) and primary forest areas. The company has planned to return
these areas to the Ministry of Forestry and proposes an area of 104,958 hectares to be
received as a substitute. The company is presently trying to review its concession area.
This proposal was under process in 2001. Apart from demonstration plots, Acacia
plantations have only been developed in partnership with local communities. Up until
2000, the Acacia plantations approached 20,000 hectares. As a result of the lengthy
processes of land acquisition, the company has set a lower figure (50,000 hectares or
17% of total concession areas) than the initial target (100,000 hectares) to be realised by
2003. The first harvesting is expected in 2003.

Establishing plantations while recognising local people’s rights is the main focus for
Finnantara in initiating its partnership scheme in Sanggau and Sintang, West Kalimantan.
Finnantara also included, in the contractual agreement, the rehabilitation of degraded
lands as one of the reasons for managing the concession area under the outgrower scheme.
Moreover, the company did not have much choice since concession areas were mostly
logged over forests. The company faced a problem in convincing communities in some
areas due to their bad experiences under joint the ADB and Inhutani III reforestation
project in Sanggau, which was endorsed by the government.

b. Socioeconomic setting and tree-growers motivation

Inside the company plantation area, the communities are predominantly Dayak (Jangkang
and Mualang) with Christianity as their religion. Dayak Jangkang and Mualang are
traditional enemies, so social conflicts are quite high in these areas. Customary social
institutions are still very much respected by the communities in dealing with different
conflicts. The population density is 18 people per square kilometre and 63 percent of
these are within the productive age of labour and did not graduate from primary school
(BPS 1997). Surrounding the company plantation areas live a Moslem communities of
Javanese and Sundanese. They are mainly the second or third generation migrants who
came under government resettlement programs (Transmigration Program) during the
1970s. Even though they live outside the concession areas, they voluntarily joined the
company partnership scheme, since they were attracted to company credit assistance
with fertiliser for rice fields, and also considered it as a good investment to utilise
unproductive lands.

Swidden practices are still common among Dayak communities, although some have
shifted to more intensive rice field cultivation following their Javanese/Sundanese
neighbours. Other land uses include tree crops, agroforestry, rice fields (semi-inundated
and inundated), forest gardens (fembawang) and local jungle rubber. The most recent
type of land use, that is quite attractive to local people, has been extensive and aggressive
expansion of oil palm plantations, which has resulted in high competition for land use.
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Among the tree-grower respondents, many areas traditionally belonging to local people
were still under utilised. On average one household occupied about 3.40 hectares that
were included in the partnership scheme. Inside the areas under the Timber Plantation
Concession (HPHTI) granted to company by the government, customary land tenure
according to Dayak rules still dominates individual land status in Sanggau. Among
interviewed tree-growers of Dayak communities, besides being attracted to the company’s
assistance for social funds and in providing credit for agricultural inputs, they also thought
that planting trees was good as a household saving strategy.

With the primary sources of cash income coming from, working as labourers in HTI or oil
palm plantations, and collecting resin in jungle rubber plantations during the dry season,
the average total household income per month was about Rp 477,894 (USD 52). There
were limited economic opportunities existing in the areas, since the location was quite
remote with limited transportation available. The majority prefer to work in oil palm
plantations because of the regularity and intensity of the maintenance activities.

2.2.3. Xylo Indah Pratama (XIP): non-timber plantation
concession holder

a. Company profile

After the Ministry of Forestry turned down its application for a Timber Plantation
Concession (HPHTTI), the company established a partnership scheme to develop an
Alstonia plantation with local communities in Lubuk Linggau (District Musi Rawas,
Province South Sumatra) in 1995. The urgency to initiate planting Alstonia was strongly
influenced by the fact that the company had exhausted its supply of naturally grown
Jelutung (Dyera sp.) that used to be bought from communities. For the first two years,
the company was entitled to receive loans under the Farm Forestry Credit Scheme Program
endorsed by the Ministry of Forestry. Because of the financial crisis and unresolved
problems with the Reforestation Fund’s (Dana Reboisasi) management at the ministerial
level, the funds stopped and the company used its own funds to develop Alstonia on
community land.

XIP decided to plant Alstonia after experimenting with several species on demonstration
plots as a substitute for Dyera sp. Up until 2000 (year 5 of implementation), the total area
planted was 5,400 hectares, with seven management units in one district (Musi Rawas).
This was considered to be good progress since the company has a planting target of 1,000
hectares per year to reach 10,000 hectares at the end of year 10 (2005). The first harvesting
is expected in 2005. The wood must supply 60,000 cum of A/stonia logs to the pencil slat
processing plant to work at full capacity in producing 1,000,000 pencil slats per year. In the
interim period, the company depends on supplies from naturally growing Alstonia on
community land to produce 5,000,000 pencil slats by using 30,000 cum of Alstonia logs.
Pencil slats are the main product of Xylo Indah Pratama, since the company’s major partner
is Faber-Castell, a Germany pencil manufacturer with a significant share of the international
market. The company was granted a Smart Wood Certification for two years from the
Forest Stewardship Council in 2000, with reassessment to follow that period.



b. Socio-economic setting and tree-growers motivation

The communities are mostly mixed between Melayu, Javanese and Sundanese, and they
are predominantly Moslem. The population density is 52 people per square kilometre, the
highest compared with the other two case study sites, and 63 percent of these are within
the productive age of labour, having graduated from primary school. In Lubuk Linggau
many areas were under utilised but not necessarily degraded. Land uses mostly
concentrated on rice fields, jungle rubber trees, and mixed gardens which usually include
naturally grown Alstonia trees. Competition for land was high since the areas are easily
accessible and located in the main Sumatra transportation network.

Seeing the potential profitable revenues, estimated in the current company-buying scheme
for naturally grown A/stonia wood, was a strong incentive for communities to join the
partnership scheme to plant Alstonia trees on their unutilised lands. They also consider
the partnership an efficient way to open under utilised land extensively in a short time,
which otherwise would have been limited by lack of capital. On average one household
occupied about 3.52 hectares that were included in the partnership scheme. With the
primary sources of cash income coming from harvesting resin from jungle rubber, and
rice cultivation (dry and wet rice fields), the average total household income of interviewed
respondents per month was about Rp 1,057,553 (USD115).

Alstonia sp. a seedlings field for supplying stocks for planting in a partnership plantation
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3. Initiating company-community partnerships

The designs of the different company-community partnership schemes were closely related
to the motivation behind the initiatives, the target groups of potential partnerships, land
tenure arrangements, and how familiar the company was with the appropriate approaches
to accommodating potential partners’ needs and concerns in defining the entitlements as
part of the contractual agreements. The following process generally applies for all company
schemes: clarifying land status and/or user rights, socialisation by the company, setting-up
institutional arrangements including organising tree-growers’ representatives and defining
rights and responsibilities in the contractual agreement.

The socialisation process was ‘the main entrance door’ for the companies to generate
interest from the local landowners, since the program was not familiar to most of the
potential partners within the communities. During the initiation process, which took up to
ayear, the companies held several meetings at the village or dusun (sub-village) levels.
Local government authorities were usually involved as mediators between the company
and the community. Company staff explained the proposed scheme and how landowners
would benefit if they were to participate, mainly by explaining income diversity options
and available incentives. Following the socialisation process, companies set up institutional
arrangements to initiate the company-community partnership which cover:

1. Organising tree-growers’ representatives;

2. Formulating contractual agreements to define rights and responsibilities.

Organising tree-growers was an important part of the institutional arrangements. During
the initiation and implementation phases, the company dealt with the group. The
representative group will have more prominent roles when harvesting time comes,
especially during the negotiation process of timber price with the company partner. In
defining the contractual agreement, companies formulated the agreement entitlements
with no involvement of tree-grower partners. The emphasis and objectives in the
agreements varied across the schemes. Companies’ contractual agreements are included
in Annex 3.
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3.1. Compulsory processes to settle the long-term
land user rights/land status

To avoid any potential conflict in the future, with financial implications, the company
needed to ensure that the lands under company-community partnerships were free from
conflicts. In general, it was the tree-growers’ responsibility to ensure that the lands were
free from conflict and to provide evidence in a letter on land status, before they could join
the scheme. The processes required would be even more complicated if there were
historical conflicts in the areas (Figure 3.1).

As stated in all contractual agreements, if there were claims or ‘tuntutan’ from a third
party, tree-growers were responsible for all the risks and should pay all costs as a
consequence of the claim, as well as paying compensation to the company for all initial
expenses. As stated in the agreement, applied mechanisms to enforce this include: tree-
growers would lose their shared benefits over planted trees, and the case would be brought
to court, involving the witnesses who signed the contractual agreement, such as the Head
of the Village, Sub-districts, and sometimes the Head of the Forestry Office at district
level. However, the case studies revealed that tree-grower partners received inadequate
information about the consequences for their land if the contracts were terminated.

3.2. Wirakarya Sakti (WKS)

WKS involved the local government authorities in the socialisation process at various
levels, particularly at the sub-district (kecamatan) and village levels. Not many problems
were encountered in areas that were familiar with the first scheme. Ample efforts were
made by the company to negotiate with people claiming lands inside the concessions.

Institutional arrangements mainly focused on forming and legalising a Forest Farmer
Cooperative (KTH-Koperasi Tani Hutan) as the first step, while no specific community
organisation was required in the previous WKS scheme. This was followed by settling
the Memorandum of Understanding (MOU), conducting a feasibility study and
Environmental Impact Assessment (EIA), agreeing on the contractual agreement or SPK
- Surat Perjanjian Kerjasama, forming a joint venture company (named Bumi Teguh
Pertiwi) to manage day-to-day operational activities, and seeking approval from the
Forestry Minister to legalise the company’s formation. The legal aspect was strongly
emphasised in both WKS schemes as it was mainly driven by the company’s intention to
settle long-term conflict over the lands inside the concession areas. In other words, the
company was trying to establish secure access to the lands.

The organisation of tree-growers was conducted by forming a Forest Farmer
Cooperative (KTH-Koperasi Tani Hutan). For the WKS scheme on private lands,
this was developed from Farmer Groups (K7-Kelompok Tani) that were involved in
the earlier company-community partnership. A few farmer groups were still functioning
as a front line to deal with the company, although they had not been as effective as
expected by tree-growers, since there were no regular meetings held, no transparent
management by the administrator and tree-growers knowledge and organisation skills
in managing partnership schemes to produce commercial timber crops was limited.



Figure 3.1. Processes required to clarify the status of jointly managed land in

partnership schemes

(@)
Requisition letter from landowners

4

(b)
Papers on individual land status provided
by landowners

g

)
MOU — Memorandum of Understanding
between company and landowners

Jd

(d)
Letter of Authority - from the landowners to the company or
Letter of declaration to hand over the lands to the company (Surat Penyerahan Lahan)

gJ

(e)

Mapping/land inventory survey

Contractual agreement
(SPK = Surat Perjanjian Kerjasama)

Notes:

a.

b.

Mainly appliedif the initiatives to join the partnership came from landowners (WKS scheme on private lands
and Xylo schemes)

Company policy and perceptions on land status categories determined types of land papers acceptedin the
partnership scheme

The Memorandum of Understanding (MOU) set out the understanding that both parties agreed to start a
company-community partnership to establish a timber plantation. If significant historical conflicts emerged
and the initiative was a solution to settle the conflict, signature from a higher-level authority was required
(e.g. The Minister of Forestry signed the MOU of the WKS scheme inside concessions)

AlLetter of Authority explained that the landowners had agreed to hand over the lands (Finnantara scheme)
and/or appointed the company to represent them and decide any related matters on their behalf (Xylo
scheme)

Process appliedin all cases where company staff, together with the landowners or appointed representatives,
measured and defined the land boundaries. However, only the contractual agreements of WKS Schemes
attached maps. Finnantara used a Digital Aerial Survey to define the potential areas for plantation
development.

The process of signing the contractual document between representatives from the company and landowners
and witnessed by representatives from different government authority levels.
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In the case where the Farmers Group (KT) was active and effective, it was beneficial for
the company and the association for it to be further developed into a Forest Farmer
Cooperative with legal status. However, there was no guarantee that the KTH would be
more effective in representing tree-growers in any negotiation, particularly if the company’s
empowering efforts were mainly focussed on dealing with the Head of the Forest Farmer
Cooperative and its limited administrative personnel.

The company expected that the Forest Farmer Cooperative would be able perform as a
commercially oriented body to operate the joint venture company with WKS. The
management of the joint venture company consists of a board of directors and a board of
commissaries. According to the agreement, the proposed composition of the board of
directors and commissaries is three members representing the company partner and one
representative of tree-growers, which is assigned to the Head of the Forest Farmer
Cooperative (KTH). Such a composition appears to be an imbalance of power, since any
decision will be agreed in the companies favour if the three members of the board are
present. It would be interesting to know what the decisions would be if the tree-growers’
representative did not attend the meeting.

In the first WKS scheme, the contractual agreement was very simple and focused mostly
on describing the responsibilities and rights of the company and landowners. The main
aspects covered were to secure the company’s position in having access to outgrower land
and its ability to harvest planted timber trees. It also emphasised the responsibilities of tree-
growers to ensure the lands were free from claims of third parties.

In the new WKS schemes, the contractual agreement was quite detailed on the economic
arrangements especially in forming the joint venture company to manage day-to-day
operational activities. This arrangement
was quite complicated for the landowners
to understand, especially since the
socialisation process was targeted mainly
at the sub-group of landowner members
of the Forest Farmer Cooperative (K7H).
As the objective of the company-
community partnership is to produce
timber for commercial purposes, the main
program focussed on developing timber
plantations on 90 percent of the areas
managed under the partnership. The
company focused on income diversity
programs as one approach to persuade
potential landowners to become tree-
growers in the company-community
partnership. This was especially important
in establishing good social relations. Itis
expected that these programs will be

The legal status of a Forest Farmer Cooperative is continued up to the end of the contract
important under current WKS schemes; strong period. The choice of type of crops will
commitments from both company and tree growers be up to tree-growers represented by the

are essential to ensure its effectiveness Head of the Forest Farmer Cooperative



By initiating farming activities, the company expects to be able to borrow money from
banks to finance the activities. From the farming investment, the company expects to

generate revenues for financing Acacia.

WKS admitted that the set benefit-sharing arrangement (50:50 and 60:40) for the first
WKS scheme would cost the company lost profits. Therefore, the company used a new
mechanism for the later schemes, which is based on the proportion of Joint Venture
Company shares held by each partner. The company decided the proportion based on a

calculation of minimum company DER (Debt Equity Ratio).

Table 3.1. WKS partnership schemes

Arrangements

Partnership schemes

First WKS scheme

Current WKS schemes inside
concessions and on community lands

1. Programs on
partnership areas

All areas were planted with
Acacia

a. 90 percent of the area for Acacia
plantations

b. Ten percent®of the area for
agribusiness, e.g. short-term food crops

requested by tree-growers

such as Patin fish and com
2. Term of contract 8 years 43 years
3. Incentives Company assistance as a. Financial and in-kind assistance to

develop agribusiness
b.  Social funds®
¢.  Trainingin the fields

4. Tree-growers Farmer Group Forest Farmer Cooperative (KTH-Kelompok
representatives Tani Hutan)
5. Benefit sharing Based on net revenues of Based on dividend according to share
agreement harvested timber. The holdings in the Joint VVenture Company.
proportions were Proposed arrangement at the beginning of the
50:50 or 60:40, if the contract is 80:20 with the company holding the
company had to build a bigger proportion and reversed at the end of
road, with the bigger year 35 at 35:65. Initial nominal price per
proportion belonging to the share was Rp 1,000,000 (USD 108)
company
Notes:

a. Following government regulation of crop composition (90:10)
b.  Social funds provided in response to communities’ demands (e.g. social occasions)
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Forest fires in plantation areas are a major problemin Sanggau. Their prevention is the tree
growers'’ responsibility

3.3. Finnantara Intiga (Fl)

In the socialisation process, Finnantara formed 7im Pelaksana Pembinaan Proyek HTI
(TP3HTI), atask force which was the forum for co-ordination and consultation among
concerned agencies. Concerned officers and agencies, among others included the Head
of District (Bupati), The Head of the Regional Development Planning Agency (Bappeda),
and the Head of the Provincial Forest Service (Dinas Kehutanan). For effective
implementation, there is also a TP3HTI at sub-district (kecamatan) level. This task
force was planned not just to be involved in the socialisation processes, but also as the
consultation and monitoring body during the implementation stages.

Following the socialisation process, the company began the technical preparation, followed
by field orientation, and at the same time the company also conducted a socio-economic
survey and a feasibility study. The organisation of the community, by forming the
Community Development Group (CDG) or KUB-Kelompok Usaha Bersama came later
in the process as part of the implementation of the land agreement, and was specifically
initiated to support plantation development. The company formed the CDG with the
objective to function, as an organisation to manage and implement the five main components
of community development (credit and saving, community plantation, permanent
agriculture, short term tree crop, and local species).

To produce timber for commercial purposes, the main program focussed on 95 percent of
the partnership area, which was to be developed as Acacia plantations. In addition to this
program, Finnantara developed income diversity options that were not directly related to
the main activity of establishing Acacia plantations, which also aimed to fill the gaps
between planting and harvesting the timber. These options, among others were a wet rice
field intensification program, and the development of high yielding rubber plantations. On
the other hand, in accommodating local community socio-cultural conditions and needs,
the company introduced various incentives, such as land incentives to respect the traditional
values of the lands, and incentives for conducting a traditional ceremony prior to land
clearing. These incentives were considered to be the company’s tools to fulfil their social



obligations. In the Finnantara scheme, which focused strongly on tangible social benefits
for tree-growers, the company has also included certain conditions with the intention of
securing its access to the land and its operational activities over the 45-year contract.
These conditions mainly fall under the responsibilities of the landowners, such as the item
to ensure that landowners will not claim back the land handed over or prevent the company
from having access to the area.

Table 3.2. Finnantara partnership scheme

Arrangements Finnantara Scheme

1. Onpartnership a.  95percent of the area was used for Acacia plantations (10 percent of this area
areas used for planting native species by the company)
b.  Five percent of the area for planting high yielding rubber trees

2. Temofcontract | 45 years

3. Incentives a. Landincentives (Rp 40,000/hectare of Acacia planted or USD 4)
b.  Funds for infrastructure development (Rp 20,000/hectare of Acacia planted or
UsD 2)

¢.  Community organised by forming Community Development Group (KUB-
Kelompok Usaha Bersama), and training in the fields

d. Incentives for conducting a traditional ceremony prior to land clearing (Rp
500,000 or USD 54) and other social funds

e.  Agroforestry program: establishing dry rice fields on five hectares per dusun
(sub-village) in plantation areas in the form of credit assistance @

£ Wetrice fieldintensification program: two hectares per dusun (sub-village) ®

g.  Creditand savings program managed by Community Development Group
(KUB - Kelompok Usaha Bersama)

4. Tree-growers Community Development Group (KUB-Kelompok Usaha Bersama)
representatives Impeded by inadequate skills of tree-grower members to administer the organisation
functions
5. Benefit sharing Company manages 95 percent and community manages 5 percent of the area
agreement

Revenues shared based on volume of Acacia wood harvested. Value based on
minimum royalty per cum with a proportion of 90 percent for the company and 10
percent for the tree-growers. Guaranteed minimum royalty was set at Rp 7,500
(USD 0.81) per cum

Notes:

a. Based on the assumption of harvested rice yields of 700 kg per hectare per household. One household
receives Rp 250,000 - Rp 300,000 (USD 27 - 32). If the yields equal 700 kg or more, 100 percent of credit
received should be retured to the company, and if the yields are less than 700 kg, only 50 percent of credit
received should be returned.

b. Company assistance covers Rp 2,500,000 (USD 271) for two hectares or rice fields per dusun (sub-
village)
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3.4. Xylo Indah Pratama (XIP)

Socialisation is easier if the local landowners have seen and learned from experience the
potential benefits from participating in a partnership scheme with a company, such is the
case with Xylo. This has been an effective free promotion for the company as a positive
starting point to socialise the company-community partnership for planting Alstonia.
Potential demands from the existing local wood market have also contributed by example
to an effective socialisation process.

In contrast to the schemes initiated by Finnantara and WKS, Xylo relied on existing
community institutions, mostly the Farmers Group (K7-Kelompok Tani), to interact with
the landowner participants. Towards harvesting time, the company decided to deal with
the tree-growers individually to avoid potential conflict during the net revenue sharing
process, settling individual contractual letters. Community organisation has never been
the primary focus of the company in initiating the scheme.

Since the focus was mainly on establishing A/stonia plantations, Xylo began its scheme
quite straightforwardly by concentrating the processes specifically on a socialisation
program, identifying the existing community institutions, signing the contractual documents,
and preparing the company management unit at the site level. Following this process, the
company decided on the details of land preparation and other technical aspects of plantation
management. The processes were more or less simple, since the company dealt directly
with private landowners with no cases of conflict over the lands. Furthermore, the company
1s a non-timber plantation concession holder; the company had fewer requirements to
follow and a less bureaucratic process to initiate the partnership.

Table 3.3. Xylo partnership scheme

Arrangements Xylo Scheme

1. Onpartnerships areas Whole area planted with Alstonia

2. Term of contract 11 years

3. Incentives a.  Social funds
b.  Company responded to tree-growers’ requests for company
assistance in providing seeds for cash crops such as soybeans.

4. Tree-growers Farmers Group (KT-Kelompok Tani)
representatives

5. Benefit sharing Based on net revenues of harvested Alstonia woods with a 50:50 division
agreement




No other incentives were provided in conjunction with the main program. However, the
company has positively responded to case-by-case initiatives from tree-growers by
providing agricultural seeds, such as soybeans. There is a separate agreement between
the company and tree-growers on the rights and responsibilities of receiving company
credit assistance.

As with the first WKS scheme, the contract agreement was very simple and focused
mostly on describing the responsibilities and rights of the company and landowners. The
Xylo scheme was quite flexible in addressing the rights of landowners, particularly with
the chance provided to landowners to log Alstonia trees, if the company were not able to
harvest the Alstonia by the end of the agreement cycle. The Xylo scheme also provides
opportunities to transfer the tree-grower’s rights to legal heirs.

251






4. What makes company-community
partnerships viable?

This chapter discusses the viability of the three the case studies as mutually beneficial
partnerships. The analysis aimed to review the on-going company initiatives by taking
into account perspectives of tree-growers, company staff, both at the managerial and
field levels and local governments, so improvements could be directed and utilised as
mnputs for those who would like to initiate partnerships. The commercial feasibility of the
partnership schemes was assessed by estimating potential benefits coming from wood
produced, financial Net Present Values from company perspectives and shared revenues
received by the companies and tree-growers. Further, challenges and obstacles to ensuring
long-term viability are also discussed, followed by proposed solutions.

4.1. Potential commercial benefits of partnership
schemes

In the long-term, company-community partnerships could potentially fulfil the essential
roles of ensuring supply of raw materials for wood-based industries while enhancing the
income stream for tree-growers based on clear responsibilities and rights, and securing
company investments by minimising social risks.

4.1.1. Securing company wood supply and getting the financial
benefits

a. Potential to become a reliable wood source for the company in
the long-term

Overall the wood supply could potentially meet the needs of the processing industry
partners making the partnerships commercially feasible. For WKS, potential volumes
will be in addition to the existing supply from the company’s own plantation areas (non-
partnership areas). Finnantara will potentially have only about 20 to 40 percent of the
necessary wood supply for its processing plant (if the plan to establish one continues),
due to slow progress in land acquisition. On the other hand, it would also be reasonable
to set-up a lower capacity processing plant by reducing its scale to one fifth of the planned
500,000 tonnes, so the harvested wood from 50,000 hectares, as the final target of the
scheme, would meet the supply requirements. As for Xylo, with its small-scale processing
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plant, abundant potential supplies are available from the scheme areas, even under low
projected standing volumes per hectare. Also, Alstonia wood is a local species that is
familiar among local communities. Considering the growing demand from the market,
such as meeting demands from moulding and frame producers located in Java and for
local construction, the excessive supply could potentially be absorbed and prices stabilised,
otherwise the wood could become very cheap. Table 4.1 provides the estimation of
wood produced under the four schemes. Since the commercial feasibility of the company
community partnership mainly depends on wood produced, meeting targeted production
is essential for the long-term viability of the schemes. This is dependent on ensuring
technical requirements are met and minimum required lands are secured.

Table 4.1. Estimated tree production on company-community partnerships areas

Schemes Estimation of |  High estimation of harvested Modest estimation of
harvested wood volume ® harvested wood volume ©
areas r.;er Volume Total Proportion | Volume | Total | Proportion

year per harvested | toannual per |harvested | toannual
(hectares) | pectare | volume requirement | hectare | volume |requirement
(Cum) (Cum) (Cum) | (Cum)
WKS schemeinside | 10,296 150 | 1,544,400 75 772,200
the concessions
03% h 46% b
WKS schemes on 1,644 150 246,556 6] 123,278
private community
lands
Finantara 5993 | 150 | 898,950 0% | 5| M94T5 | 0%
Xylo scheme on 1,350°¢ 260 396500 | More than 100 152500 | More than
community lands 100% i 100% !
Notes:

a. Basedonplantedrealisation data during the implementation years of each scheme

b.  Basedon estimated wood volume per hectare as used by companies in the Feasibility Study

c.  For Acacia, based on the lower estimation of wood volume per hectare, by approximately 50%. For Alstonia, based on
company approximation of the actual harvested volume

d.  Basedon potential area of 82,368 hectares (due to no realisation on planting up to 2000), which will be managed in eight
blocks, one block of 10,269 hectares will be planted per year

e. Basedonactual total planted areas in two districts of Tanjung Jabung and Batang Hari up to May 2000 covered 6,575
hectares for four years implementation or 1,644 hectares per year

f. Basedon the realisation of total 23,972 hectares by Mid-2000 or 5,993 hectares per year in four years implementation

g. Basedon the actual realisation up to Mid-2000 at 1,350 hectares per year or total of 5,400 hectares after five years

h.  Annual requirement of company processing plant (Lontar Papyrus Pulp and Paper Industry, which is a sister company
of WKS), at full capacity is 1,935,000 cum of Acacia logs per year to produce 430,000 tons of pulp

i.  Thelogs were initially planned to supply processing plant with the capacity to process 2,250,000 cum logs per year to
produce 500,000 tons of pulp. In the year 2000, the plant had not been set-up

j- Thefull capacity of processing plant for pencil slats requires only 60,000 cum of Alstonialogs (Xylo Indah Pratama 1996)



b. Potential financial benefits from managing plantations under partnerships

Apart from the Finnantara scheme, the other schemes forecasted a positive NPV. The
Xylo scheme turned out to provide the highest average NPV followed by the current
WKS schemes inside the concession and on community private lands. However, the
financial NPV did not indicate the overall benefits of the scheme to the broader society,
such as the non-monetary value of social and other benefits. Even though the financial
analysis of the Finnantara scheme resulted in negative NPV, considering the underlying
strong social objectives of this scheme, it is roughly estimated that the economic > NPV
would be positive. Nevertheless, it is considered that the estimated financial analysis
provides preliminary information on the first rotation’s financial profitability. One rotation
analysis was used since the tree-growers will decide to continue their involvement in the
scheme only if the first rotation revenues are profitable.

Table 4.2.  Financial Net Present Values (NPV) per hectare of company-community
partnership case studies

Net Present Values The first WKS Current WKS Finnantara Xylo scheme ©
scheme °© schemes ° scheme °

Rp (000) | USD | Rp(000) | USD |Rp(000) | USD | Rp(000) | USD

per Hectare| per |per Hectare| per per per |per Hectare| per
Hectare Hectare | Hectare Hectare Hectare
Low
estimation 1,814 ¢ 196 | 4,055 ¢ 439 | (6,480) ¢ (701)| 3,178 f 344
Discount rate: High

12 percent® | estmation | 4508 °| 48] 6783 °|  734| (4920)°| (533) 12,066 °| 1306

Average | 3,161 342| 5419 586 | (5,700) ©17)| 7,622 825
Low
estimation | 539 ¢ ss| 2002 ¢| 226 (5822 ¢| (630) 1,127 ¢ 122
. I Hign
DZ'(S)COU”t rattf' estimation | 1,916 ¢| 207 | 3499 ° 379 | 4.924)¢| (533)| 5362 ¢ 580
percen
Average | 1,228 133 | 2795 303 | (5,373) (581)| 3,245 351

Notes:

() Negative NPV

One USD=Rp 9,240 (December 2000)

a.  12percentis the discount rate used for saving in commercial banks (2000)
b. 20 percentis the discount rate for commercial loans (2000)

c.  The price used per cum was the stumpage price:

Under the first WK S scheme and current WKS schemes, the price for Acaciawas Rp 145,000 (USD 16)
Under Finnantara scheme, the price for Acacia was Rp 75,000 (USD 8)
Under Xylo scheme, the price for Alstonia was:

(i) Rp 150,000 (USD 16) (Thinning 1)

(i) Rp 200,000 (USD 22) (Thinning 2)

(iif) Rp 345,000 (USD 37) (Harvesting)

Low estimation of Acacia mangium: 75 cum per Ha

High estimation of Acacia mangium: 150 cum per Ha

Low estimation of Alstonia: 100 cum per Ha

High estimation of Alstonia: 260 cum per Ha

@ ~o o

5 The economic Net Present Values indicates the net project net benefits to the overall society since the costs
and benefits are estimated based on shadow prices, which reflect the opportunity costs (shadow prices) of
using the resources.
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Costs included in the analysis were expenses of establishing the main timber crops or
plantation costs covering land preparation, planting, maintenance, handling pests, diseases,
fires, and labour costs paid by the company to tree-growers who worked in partnership
plantations. Transaction costs incurred in initiating partnership schemes were income
diversity farming programs, social funds, community organising, training for company
staff/tree-growers, and providing other incentives to the tree-growers and local government
authorities in seeking support. Occasional social funds and informal transaction costs
were often not well recorded by the company. Overhead costs covered administration
costs, fees to establish the timber plantation (IHPHTI-Ijin Hak Pengusahaan Hutan
Tanaman Industri), timber fees and land taxes.

The financial benefits could be ensured by efficiently managing the dominant cost
components, associated with each individual scheme arrangement. The highest cost
component in each of the four schemes varied to a great extent since different partnership
arrangements applied. For example, estimated harvesting costs (excluding the
transportation cost) account for the biggest proportion of the Xylo scheme, because these
include harvest from thinning at years five and seven. On the other hand, plantation and
transaction costs accounted for the highest percentage of costs for the Finnantara scheme.
Plantation costs were high because operations were mainly manual and Finnantara had
to establish plantations on logged over areas that were mostly Imperata, so additional
time for land preparation was required. Both investment and transaction costs were
crucial under the new WKS schemes. Investment costs were high mainly due to the
expense of roads, buildings, and machinery. Investment cost was the highest under the
first WKS scheme, which was mostly due to company investment in road infrastructure,
established in response to landholders’ requests prior to joining the scheme.

Figure 4.1. Cost components in each company scheme

== | Investment, 5%
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ETransadlon 1%

B Loans repayment, 2%
E= ] Investrrent, 16%
Current WKS [l Plantation, 4%

schemes EJ Harvesti ting, 1%

3 Investment, 5%

Finnantara [ Fontation, 43%
scheme [ Harvesting1%

e A e e el g s e e ] T ransaction, 42%
Overhead, 9%

[ Loans repayment, 6%
[ Investrent, 5%
B Plantation, 2%

-

Xylo scheme

O/e’heed 9%




Transportation costs for all cases are estimated to be high because of the scattered
locations of tree-growers’ lands. However, this crucial component was excluded since
reliable data was not available. Due to high variation of transportation costs, companies
use stumpage price as the timber-buying price.

¢. Transfer of financial benefits to tree-growers based on clear rights and
responsibilities

Applying the benefit sharing agreement to calculate the estimated revenues based on Net
Present Values per hectare provided a rough comparison of the extent to which different
schemes would benefit tree-growers. The results indicate that the Xylo Scheme would
provide the highest revenues per hectare at Rp 4 millions (USD 434). Partially, this is
because the market price is good and has kept on increasing in the last two-three years.
The lowest potential revenue for tree-growers would be from the Finnantara scheme at
Rp 52 thousand or USD 6 per hectare. Mainly, this is because the minimum royalty rate
was used in the estimation. The company has to bear negative profits at Rp 3.4 million
(USD 363).

Potentially, tree planting under partnership schemes could provide extra income for the
tree-grower households in addition to their annual income sources. Compared to other
schemes, Finnantara faces a greater challenge to convince tree-growers of the benefits
of timber since potential revenue is much lower than regular household incomes.

Table 4.3. Estimated revenues sharing based on financial Net Present Values 2

Schemes Estimated revenues per Ha® Estimated tree growers household incomes
Company Tree growers Tree planting Regular incomes
(at harvesting time) f per year °
Rp (000) usb Rp (000) USD Rp (000) USD | Rp(000) | USD
(50:50) 1,580 171 1,580 171 5,405 585
First WKS scheme

(60:40)° | 1,896 205 | 1,264 137 4,324 468 | 7348 | 795

{WKS sch
Current WKS schemes 1,953 211 177 | 127 | 3529 | 382

(Shares proportion 80:20)

Finnantara Intiga (3,353) 4| (363) 52 °© 6 1,010 109 5,545 600
Xylo Indah Pratama (50:50) 4,505 488 4,010 434 18,869 2,042 11,168 | 1,209
Notes:

a. Based on average of high and low timber production figures and NPV using the 12 percent discount rate

b. Assuming that company receives the revenues mainly from timber and bears all the costs, and tree growers receive net
revenues from timber and farming

c¢. The proportion 60 (company): 40 (tree-growers) is for the case in which there was no road access and the road had to be
build at the company’s cost

d. Assuming that company bears the risks of negative financial NPV and the royalties paid to the tree-growers

e. Calculated based on 10 percent shares of total harvested volumes with a minimum royalty of Rp 7,500 (USD 0.81)

f. Estimated incomes from timber only at harvesting time, on average tree-grower lands per household included under
partnership schemes (3.42 hectare for WKS, 3.52 hectare for Xylo and 3.40 hectare for Finnantara)

g. Incomes without free growing calculated from the data collected by the team from the Faculty of Forestry, IPB (2000)
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4.1.2. Securing company investments by minimising social risks

In line with company intentions to secure investments in the long-term, an immediate
benefit resulting from initiating partnerships was the resolving conflicts on land by
recognising local people’s land rights, and providing a good starting point to establish a
mutually beneficial relationship with local people.

a. Resolving conflict by recognising different types of local land rights

In the process of developing the schemes, different types of local land status were
recognised, which should be considered one step in integrating a social aspect into forestry
plantation management in Indonesia. The shift was also encouraged by the current socio-
political changes, which have allowed more flexible adaptation to local conditions by
individual companies. Company’s perceptions and appreciation towards different tree-
growers land status determined the types of land status papers accepted in the partnership
program. However, the consequences and implications for the tree-growers were quite
diverse. The land papers provided by potential tree-growers varied from ones with the
most powerful status according to state law (e.g. land certificate) to the least powerful
(e.g. communal land belonging to the people of the village in Sanggau, West Kalimantan).

Table 4.4. Categories of land status 2 included in company-community partnerships

Categories of land status Requirements and implications for rights assurance
Communal land belongs to the village (included | «  Community members respect the land status as required by adat
adat lands, but no tembawang®) or customary rules

« May notbe administered in the land status categories according to
state law
Individual land based on paper from the Head of | «  Approved by the Head of the Village andrespected by communities
Village on land status or SKT- Surat Keterangan in the neighbouring villages
Tanah « Canbe upgraded to get land certificate from the office of National
Land Agency (BPN - Badan Pertanahan Nasional) at the provincial
level
Individual land based on paper from the Head of | ¢ Approvedby the Head of Dusun (sub-village) andmay be respected
Dusun (sub-village) or between villages
SPH-Surat Pengakuan Hak « May be upgraded to get land certificate with longer administration
procedures
Individual land based on land certificate o Legalised land status and approved by all levels of government
authorities
o Respectedby all parties
Paper on right over ransmigration areas «  Securedland status under government resettlement/transmigration
program
« Respectedby all parties

Notes:

a. Landstatus/user rights of local people is a sensitive issue in Indonesia, and in this study broadly interpreted that this does
not necessarily mean land title

b.  InSanggau (Finnantara scheme), this does not include tembawang, which is individual fraditional land planted with
different kinds of trees (usually fruit trees)



Support from the government authorities was essential for the company to have flexibility
in accepting a range of land status. From tree-growers’ perspectives, the process of
clarifying the status of their lands to be managed under the scheme has indirectly led to
more recognition of their long-term user rights or other land status, clearer boundaries
between community members’ lands, and a mechanism for resolving conflicts over land
resources among themselves.

b. Establishing good relations with local people through incentives and
associated farming programs

Finnantara developed various approaches to accommodate local socio-cultural conditions
and needs with the expectation of establishing a forestry plantation, while at the same
time recognising the rights of local people who live inside the forestry plantation concession
(HTT) areas. This has introduced an alternative approach to developing forestry plantations,
in contrast to the approaches that most HTT companies used in the past (Potter and Lee
1998:16). Ministry of Forestry staff®, who were interviewed admitted that a participative
approach under an Integrated HTT system as used by Finnantara would be a good system
to develop for forestry plantations in other areas, although this may not be coherent with
the Indonesian Basic Forestry Law, in which the State has absolute rights over forest
resources, including the production forests where HTT development has been concentrated.
In addition, at the international level, the company gains a better social image and credibility,
which is important in being granted a wood certification label, which opens access to the
international market, especially for Finnantara, which is a subsidiary of Finnish Stora
Enso Company.

Under the new schemes, WKS made an effort to improve community relations by
developing farming options under separate contract agreements. However, under the
first WKS scheme and the Xylo initiatives, the social program had not been part of the
process in initiating the partnerships but it turned out to provide an important contribution
to the smooth implementation of the program. This has helped Xylo to pass the annual
assessment from Smart Wood for the last five years.

c. Generating direct and indirect benefits for people living in and around the
plantation area

Most tree-growers appreciated that in fact there were other benefits, which could influence
the tree-grower feelings of attachment to the program. These benefits included:

1) Work opportunities in the scheme plantations, seedlings areas, collecting seeds
and selling them to the company. These are not only for tree-grower partner, but
also for other landless community members;

2) Having access to company’s assistance for social funds, road infrastructure, that
enables economic opportunities (access to the market for agricultural crops);

3) Having improved knowledge on intensive cultivation of timber crops, since such
a system was not the tradition of these people who were used to logging timber
from natural forests;

¢ The Head of the Reforestation Program of the Directorate General of Reforestation and Land Rehabilitation,
and Social Forestry, and his staff, who was the head of a similar program at the Forestry Office of West-
Kalimantan Province during the initiation of the Finnantara program (Interviewed on 12 June 2000).
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Harvesting coffee trees at year five. The trees are multi-cropped with Alstonia sp. (Village Rahma, Lubuk
Linggau, South Sumatra)

4) Having access to the extension services provided by the company and good
quality seedlings for the plantations;

5) Intensive and positive interaction between company and tree-growers and also
among tree-growers in implementing ‘ gotong- royong’, 1.e., traditional initiatives
of an informal group of people working together on various activities with the
objective of helping each other;

6) Providing opportunities for practicing multi-cropping for other community members
(non tree-growers) in the plantation areas for the first two or three years.

To some extent, local governments benefited from having under utilised land productively
developed and from revenues generated by land and property tax (PBB), in addition to
incentives provided for being involved during the socialisation process and acting as mediator
in overcoming conflicts.

4.2. Lessons learnt: obstacles and challenges

Despite the potential benefits, challenges and obstacles remain which must be properly
identified and addressed. Three major obstacles were the lack of mechanisms to build
trust, challenges for commercial viability, and ineffective institutional arrangements.

4.2.1. Challenges for mutually beneficial arrangements: ineffective
mechanisms for building trust between company and
tree-growers

Gaining trust from local communities has not been an easy process, especially in dealing
with sceptical communities with unhealthy past experiences in dealing with companies.
For example, WKS under the current schemes used the initiative on farming activities as
an entry point to gain the trust of its partners. One of common problems during the



socialisation process was there has been a bias in the socialisation program because it
was mainly targeted at the head of tree-grower group and its exclusive personnel. The
underlying fact is also that most forestry plantation companies in Indonesia have not got
used to the idea of having greater participation and involvement of local people in their
internal plantation management. Other impended factors included:

a. The companies dominated the process of formulating the entitlements of
both parties in the agreement

The companies had dominant roles and did not commonly use participatory approaches
to socialise or deliver information about rights and responsibilities to the wider tree-grower
audiences. Tree-growers commonly had only a general understanding or were confused
about the contents of the agreement, and this resulted in a limited number of tree-growers
being involved in the initiation and implementation process. To some extent, this led to
mixed perceptions about the positive values of joining the scheme among landowner
partners, and the land acquisition process became longer.

Furthermore, a copy of the contract document was not provided to tree-growers in most
of the case study locations. The few copies of the contract document (SPK) and
contractual agreement were provided only to the Head of Dusun (Sub-village) or the
Head of the Farmer group. This will also be a potential source of conflict when it comes
to calculating shared revenues, especially in the case of the Finnantara scheme in which
tree-growers themselves organise the revenue sharing. In the longer term, this situation
could lead to a reduced commitment from tree-growers, which is important to the
sustainability of the contract term.

Where a partnership scheme with quite complicated arrangements is to be introduced, it
1s essential to clearly explain the potential risks and consequences to the tree-grower
partners. However, this was not the case with either the current WKS or the Finnantara
schemes. For Xylo, where the concept was quite straight forward, there was a wider
range of tree-growers who clearly understood the contents of the agreements. Further,
it seemed that those who signed the Xylo contracts individually had a better understanding
of their duties and rights as stated in the contractual agreement than those who signed
the contract as a group.

One important example of the weakness of company approaches was inadequate
recognition the tree-growers’ need for entitlement to transfer their rights in the contract
to their heirs (intergenerational principle). Rights could be more secure if the agreement
contained specific instructions as to who would be the ‘second person’ within the family
to receive the benefits. This is mainly due to the long years required for cultivating
timber trees and the fact that the long term contract. The Xylo scheme was the only one
that included this issue in the agreement whereby growers can transfer the contract to
their heirs. Ensuring that the agreement can be transferred is also important to prevent
any conflict that may occur during harvest if, for some reason, such as the tree-grower
passes away, and the initial person cannot negotiate directly.

s3]



5.

b. Ineffective mechanisms for sharing information transparently

Several points’ worth highlighting in understanding why tree-growers have not received
clear information, while company partners claimed to have implemented participatory
socialisation and extension programs are listed as follows:

1) Thereisno agreement between company and tree-grower partners on common ground

rules for information sharing.

2) No periodic meeting schedule has been set up between the company and the tree-
growers as a group to ensure regular interactions and to discuss any problems that
come-up before they become too big and complicated to be handled immediately.
Maintaining a regular contact would allow the company to provide clarification more
effectively, especially under a long-term contract.

3) While tree-growers expect updated wood price information regularly, this information
is kept isolated from tree-grower partners. For example, only a few of the tree-
growers interviewed who were participating WKS schemes knew the wood price
information, although tree-growers believed that company would inform them of the
wood price just before harvesting. Most of the tree-growers interviewed from the
Finnantara scheme also did not know wood price information. In the case of the
Xylo scheme, where there is a competitive local market, the wood price information
is available continuously.

4) No agreed and clear mechanism exists on joint monitoring and evaluation, which
should be applied in evaluating the financial performance of the Joint Venture Company
in the case of WKS schemes. However, other types of scheme would also significantly
benefit from a clear mechanism of monitoring and evaluation.

4.2.2. Challenges for commercial viability

Despites promising timber production and financial benefits, commercial viability under
mutually beneficial partnerships is challenged in a number of ways. Management plans
are ineffectively implemented and there is a lack of adequate capacity building for tree-
growers and company staff. Inputs from both parties are not fairly taken into account in
the benefit sharing agreement and timber buying price. A reinvestment mechanism has
not been clearly defined and there is a lack of cost-effective income diversities programs.

a. Obstacles to implementing effective management plans

Following the establishment of a contract agreement, clear management plans are essential
to ensure effective implementation so targeted wood production can be met. Management
plans should include working plans with scheduled activities, technical guidelines, and
land-use planning. Implementing management plans is more difficult than the initiation
process, problems included:

1) Company internal problems:

e Visions, concepts, and principles for establishing plantations based on partnerships
had not been clearly communicated from top management to the executives and
field staff. One example was the mixed perceptions among the staff of WKS as
to whether developing the partnership were the right approach to solving the
conflict of occupied land. As the result, less intensive attention was paid to
schemes developed on community lands than to the claimed areas inside the
concession.



e Frequent company staff rotation that has affected the consistency of implementing
company policy, as well as the continued relationship between company staff
and tree-growers.

2) The design of management plans: companies mostly focus short-term management
plans (one rotation), even for companies such as Finnantara who initiated a long-term
contract. This reflects lack of integrated reinvestment mechanism.

3) Competition for land uses with the expansion of oil palm plantations.

b. Inadequate capacity building

Since potential plantation areas under company community partnership are available
already, the major challenge is to improve tree-growers’ technical skills; so targeted standing
volumes could be met. In the field, the working plans and guidelines were communicated
to the tree-grower partners verbally during plantation development. The guidelines were
mostly explained to the Head of Working team (Ketua Regur), who subsequently passed
on these guidelines to other team members. As a result, many tree-growers were not
aware that the working plans and guidelines existed or whether they should take part in
designing the plans. This was also because companies have limited social expertise in
delivering effective company extension programs on technical aspects to reach all tree-
growers.

¢. Unfair accounts of inputs from both parties as the basis to define benefit
sharing agreement and timber buying prices from tree-growers.

As stated in the contractual agreement, the main inputs used as the basis for deciding the
benefit sharing agreement were the costs of establishing the main timber crops and
expenses of financing income diversity options. The company included as labour costs of
tree-growers. Tree-growers only bore the responsibility of paying the land taxes (PBB —
Pajak Bumi dan Bangunan).

The most significant company inputs that were often excluded were the costs of constructing
roads, occasional social funds that were usually not well recorded, informal transaction
costs and the value of the risk taken by the company in investing in the partnership (which
could be important for medium size plantation companies, but less so for large-scale
ones).
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Table 4.5. Inputs that have been and have not been taken into account in
company-community partnerships

Stakeholders Inputs that have been taken into Inputs that have not been taken into
account account

¢ Plantation related costs including timber o Company expenses in developing the road
fees and taxes (see Table for financial infrastructure in response to villagers
analysis) request

Company ¢ Expenses to complement the main timber | o  Social costs that often were not well

crop development (Finnantara scheme recorded, such as funds to support
and WKS-HRPK/HTPK scheme) community occasional social activities

o Administration costs e Informal transaction costs

o Compensation based on the fact that the
company takes risks in making an
investment by initiating the company

community partnership
o Labour capital o [tis notclear how tree-growers’ land
o landtaxes values/rents are incorporated as the basis

for benefit sharing arrangement
o Compensation for existing grown trees on
Tree-growers the company community partnership areas
o Compensation based on the fact that tree-
growers take risks of failed programs by
participating in company community

partnership
Other stakeholder Government officers’ involvementin different | Compensation for the existing governmentroad
inputs: local stages of establishing company community infrastructure and other facilities that are used
government partnership (mainly applied in Finnantara during the implementation of company
authoriies scheme). community partnership

d. A reinvestment mechanism has not been clearly defined

To maintain the commercial feasibility in the long-term, it is important that the reinvestment
mechanism is designed as an integrated part of the scheme agreement. With a well-
planned reinvestment mechanism, the plantations developed under this partnership could
be managed sustainably in the long-term and subsequently, might even be able to stimulate
the establishment of independent small-scale plantations. Indirectly, this would be possible
if the current arrangement of partnership promotes an effective reinvestment mechanism.
Partially, this would depend also on a company’s motivation when starting-up a partnership
initiative and tree-growers’ interests in establishing their own plantations if they are no
longer engaged with the company-community partnership contract. Even though the
Finnantara scheme was arranged for approximately 45 years and secures company access
to company-community partnership areas as stated in the contract, this scheme has not
anticipated the form of tree-grower long-term involvement.

e. Lack of consideration of cost-effective income diversities programs

Companies initiated incentives as part of the partnership programs with the objective of
attracting potential landholders and securing their commitment after joining the schemes.
However, implementation has led to wasted investments due to the lack needs assessment
and failure to consider local practices:



Palm oil plantations are the main competitors for land that might be allocated for developing partnership timber
plantations

1) There was low interest from tree-growers to work in timber plantation areas since
they expected longer and more regular labour opportunities. Timber plantation activities
are only short-term (maximum of three years at the beginning of rotation).

2) The wage rate is low compared to other opportunities (e.g. palm oil plantation, illegal
logging), such as among tree-growers of WKS schemes in Jambi. For the time being
companies hired migrants from Java who were willing to be paid at low wage rates.
In the future to keep enough labour in the plantation areas, offering competitive wage
rates will be crucial.

3) Finnantara initiated a program to plant high yielding rubber trees, which required intensive
fertilising and maintenance. Tree-growers did not feel positive towards planting these
trees to replace the traditional practice of tapping rubber trees in the forest, which does
not require intensive maintenance. In the end, many tree-growers did not plant the
seedlings and abandoned planted trees because of limited time and low interests.

The pressures to provide income alternatives are greater under the condition of limited
available income sources. For example, in the Finnantara scheme, with rice from swidden
cultivation meeting a small proportion of household needs, tree-growers demand more
income opportunities that can provide regular cash to meet their household needs, especially
during the rainy seasons when the price for latex is low or when the jungle rubber trees
do not provide enough good latex to be sold.

4.2.3. Ineffective institutional arrangements

Conflicts occur in any partner relationship including company-community partnerships.
Recognising various sources of potential conflict will be advantageous for the company in
providing indications as to what sort of conflict mechanism will be adequate in suppressing
and handling conflicts before these become too extensive and difficult to manage. The
mechanism may not be important at the early stages, but can play an important role in
solving potential conflicts when harvesting time comes. However, the main challenge is
to establish a conflict resolution mechanism that will be accepted and respected by key
partners in the schemes. In addition to the conflict resolution mechanism, mutually beneficial
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partnerships would exist if the agreed arrangement includes a mechanism to allow key
partners, both company and tree-growers, to renegotiate points of agreement.

a. Lack of effective conflict resolution

Overall, the conflict resolution mechanism in the contract agreement was a general statement
that said: if there is disagreement between the two parties, it will be solved through
amicable discussion or ‘musyawarah’, and if the suggested solution is not acceptable
to both parties, the case will be referred to the court. This general statement is interpreted
in various ways in practice. Field observations revealed that a suitable conflict resolution
mechanism has not always been developed due to the companies’ lack of knowledge in
developing such mechanisms. Problems observed in the field included:

e A more participatory approach in defining the conflict resolution mechanism was not

commonly used.
e Types of sanctions and how to apply them are not clear.

Companies should define a common ground rule for resolving conflict and applying
sanctions, so conflict resolution (or renegotiation) mechanisms do not allow parties to
change their mind once they have already agreed to something. In the Finnantara
scheme, it was mentioned in the agreement that the customary leader (Kepala Adat)
would impose sanctions. However, the details have not yet been defined or agreed.

A strategy that has not been adequately explored in the field by company partners is the
customary mechanism available for managing conflict. This provides a good starting

point for further development to fit better with the partnerships arrangement.

Table 4.6. Approaches used by tree growers to address conflicts or issues of
concern
Channels used Problems addressed Play important roles as the Notes
mediator
Farmer Group/ Day to day The Head of this group and his/ | Particularly effective if the
Forest Farmer implementation, her assistant Farmers Group/Forest Farmer
Group e.g. the delay in planting Group is functioning well
schedule
Leaders Boundaries between The Head of the village or sub- | Particularly effective if the formal
(Formal) landowners village institution is legal and respected,
e.g. in WKS
Leaders Boundaries between Customary leaders, or other Particularly effective if the
(Informal) landowners informal leadersf customary institution role is quite
solidin the area, E.g. in Finnantara
scheme
Company staffin | Day-to-day The Head of tree-growers group | Individual tree-growers use this
the fields/ unitcamp| implementation, e.g. the or other appointedrepresentatives | channel more where company
delay to planting schedule | or could be individual free- field staff are approachable and
growers available
Developing Potential conflictmay arise | Company staff, along with the Xylo has now processed a transfer
individual during harvesting over the | Head of the Farmer Group or from group to individual contracts
agreement amount of timber belonging | landowners who have knowledge | in conjunction with a imber stand
to individual landownersin | about the natural boundaries of survey of individual landowners’
ablock areas included in the company- | rights
community partnership




b. A renegotiation mechanism has not been considered an important part of
the institutional arrangement

Such a mechanism exists, however its implementation is at best halfhearted. Obviously
the company intends to secure its investments by implementing agreements with little
flexibility for change. Most of the companies’ staff mentioned that the company would
allow renegotiation of points that are not essential and would not cause any loss or
disadvantage to the company’s management plan. Opportunities for renegotiation
according to the contract agreement and company staff are as follows:

a. Depending on company decision: other matters, which are not included in
the agreement, will be renegotiated amicably and elaborated in a separate
agreement, as long as it is not in contradiction to the current agreement entitlements
and the demands must be reasonable from both parties’ perspectives.

b. Requiring a legal process: both parties hold one copy of the agreement and
have the same legal rights, and renegotiation leading to changes in any points of
the agreement should be done through a legal process (witnessed by a Legal
Notary).

c. Representation of the tree-growers: tree-growers are represented by the
Head of Forest Farmer Cooperative/Farmer Group.

Overall, most tree-growers are not aware of and do not understand their rights or the
entitlement to renegotiate items of the agreement. This is partly because the company
partner did not adequately explain the mechanism to be followed in renegotiating points
of the agreement, for example opportunities to renegotiate the price.

4.3. Aspects to be considered for improvement in
future initiatives

Obstacles to the implementation of current partnerships mainly resulted from
miscommunications; lack of transparency by the company partly was because of a failure
to understand how to communicate with and address the concerns of local communities.
The underlying problem is the contrasting culture, language and interests of ‘the company’
and ‘the community’. Forestry companies in Indonesia have limited experience in
developing such programs involving local communities. Communities and companies
need to talk the same language/tone for mutual understanding. Improvements are
suggested for better implementation and direction for future initiatives.

4.3.1. Building trust for a mutually beneficial arrangement through
a transparent and accountable process

a. Ensuring locally-driven participatory approaches in conducting a socialization
program, composing an agreement, and designing a management plan

Involving tree-growers in the different processes of developing plantations under
partnerships is essential, so the agreement will be respected and implemented more
effectively. It is also important to establish a mechanism to inform the tree-growers of
progress, such as a delayed schedule of implementation, which was commonly raised by
tree-growers as a potential source of conflict between the company and tree-growers.
The company has to facilitate clearer communication of the agreement and management
plan to the other parties, as well as disseminating technical and financial information.
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This can be implemented by providing and discussing transparent information periodically
with all concerned stakeholders, including risks and consequences, based on a mechanism
that is agreed by both parties.

b. Improvements to entitlement agreements and management plans

At first a simple arrangement focusing on one specific objective of the scheme is better.
If this works well, it can gradually be extended to agreed mutual objectives resulting from
negotiation between company and tree-growers. In the case of defined multiple objectives,
clear priorities should be in line in the management plan. Elements for effective
implementation are:

e The management plan should closely correspond with the company’s motivation and
objectives in initiating the company community partnership, which should also be in
tree-growers’ best interests. If producing wood is more important than social objectives
(e.g. establishing good social relations with the local community, and/or to improve
the company’s reputation), it is better for the management plan to be simple with
clearly focused responsibilities and rights. On the contrary, if the social objective is
more important (e.g. approach for conflict resolution such as the WKS scheme inside
concessions), the management plan should be focussed on resolving sources of conflict
(e.g. survey on land boundaries) before moving on to detailed technical plans for
planting trees.

e The management plan should have a long-term focus and be flexible enough so it can
be modified if the focus of the partnership changes. For example, if there is a change
from a social to an economic focus, the plan needs to be altered in response.

e Integrating clearly defined reinvestment mechanism for long-term commercial viability.

c. The role of third party (parties)

The option of involving an independent third party, such as a credible local/national NGO
with relevant expertise, has not been optimised by the company, this will help the company
to simplify their roles in facilitating the socialisation process, composing and negotiating
agreement, and designing participatory management plans. Involvement of third parties
will also overcome the problem of the inadequate expertise of the company in building
trust and establishing good relations with local communities, to act as an independent
evaluation team at different stages in initiating and implementing the partnership, so
improvements can be directed in the future. Involvement of a third party will stimulate
the socialisation process to become more time-efficient, so the land acquisition process
can be more efficient, which means saving transaction costs.

Despite the limited role played by government authorities at village and sub-district levels
in the socialisation process and as mediator in conflict resolution, involvement of the
government at Central, Provincial, and District levels has not been clearly defined. There
are still ambiguities in the policy of stimulating company-community partnership schemes
as one way to move forward in timber plantation development. The government could
play a significant role in developing a conducive policy and institutional framework that
are coherent with other policies on timber plantation development, as well as effective
instruments for inter-sectoral coordination on forestland management.



4.3.2. Improvements in institutional arrangements

Conflict resolution and associated sanctions, and renegotiation mechanisms must be defined
together with concerned stakeholders, included in the contractual agreement and clearly
explained to tree-growers. Part of the problem was due to the absence of an effective
tree-grower representative group. The initiative to set up a tree-grower representative
group should be in response to a preliminary assessment of the existing local customary
(adat) institutions as a potential institutional base. Tim DIMAS (2000) conducted an
evaluation study of the Community Development Group, at the request of Finnantara.
One area for improvement was to begin the institutional empowerment with smaller groups
consisting of several members with similar interests, such as the need to intensively manage
rubber plantations.

An effective tree-grower group will also be beneficial so the company will be able to
discuss points negotiated efficiently and will not bear negative consequences, since tree-
grower representatives can be held responsible for their decisions. This could be improved
by ensuring that individual tree-growers hold a copy of the contract agreement. This
would reduce the unknown risks faced by both company and tree-growers, since there
are possible unexpected circumstances that may arise under a long-term contract.

Effective and better-targeted capacity building for both tree-growers and company staff,
especially those who are based in the field is essential for effective institutional arrangement.
Finnantara recently wrote an integrated and comprehensive book of guidelines for
developing integrated timber plantations. The company adapted lessons learnt from five
years experience in developing the scheme, and has realised that common vision and
interpretation are essential. This was the main reason for the guidelines to be documented
systematically. With the lack of written guidelines, developing a simple manual for tree-
growers is also urgently required.

4.3.3. Ensuring partnership is commercially viable to both
company and tree-grower partners

a. Securing a link with the processing industry/timber market

The risks are high in establishing a plantation under a partnership scheme, if the market
for potential timber cannot be secured. There are two important market links that should
be given attention in ensuring the long-term viability of the partnership. Firstly, the market
for planted timber produced by tree-grower partners, securing this market is an important
part of securing tree-growers’ commitment to the partnership, which will consequently
be very relevant to the commercial viability of the scheme. Secondly, the market for the
company to sell the wood bought from tree-growers, so the market for planted timber
produced by tree-grower partners will also be secured.

Unless the company abandons the scheme due to bankruptcy or other reasons, the
company will secure the market for planted timber as stated in the agreement. Company
partners are in a better position to secure tree-growers planted timber, if the company
owns its own processing plant (Xylo scheme), or has a contract or is in the same
group with another company who will readily buy the wood (Xylo and Faber Castle,
WKS and its sister processing company). However, if the local market does exist (e.g.
Alstonia), there are greater pressures for company to offer a competitive price. If the
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company will be the only buyer and there is no experience from the tree-growers’ side
as to the value of harvested wood, such as with Acacia wood. There are more challenges
for companies to provide transparent information and a mechanism to gain trust, especially
to continue to the second rotation. By ensuring fair accounts of tree-growers’ inputs,
companies can justify the offered timber price.

b. Ensuring fair accounts of inputs from both parties to define the benefit sharing
agreement and timber buying prices

In all cases of company-community partnerships, the company was mainly the one who
decided the benefit sharing agreement. Recognising stakeholders’ contribution fairly is
important for defining a fair timber-buying price and benefit-sharing agreement, which
minimises the potential conflicts which may arise in the future.

Overall there are four approaches used by companies for defining benefit-sharing
agreements: dividends based on share holdings of the Joint Venture Company managing
the scheme, proportion of areas to be managed by both parties, guaranteed minimum
harvested timber royalties, and net revenues of harvested timber. No matter which
approaches are used, the most important processes to follow are:

e Defining together what both parties understand as “fair’ - this should be based
on shared values and should be equitable to contributed inputs, especially in the
absence of a market

¢ Including inputs that are often excluded:

e tree-grower’ land values
e company opportunity cost in investing in the partnership scheme
e third parties contributions

Salinity problems delayed the land preparation and planting. This may have been due to the company failing
to properly assess all of the available options and opportunity costs involved. Might involve company
opportunity costs that have not been taking into account.



Contributions from third parties, such as the local government authorities, have influenced
the company-community partnership to proceed smoothly and effectively. Their
contribution, such as the uses of government facilities of existing road infrastructure and
meeting venues (usually at the village office), should also be compensated fairly to avoid
conflict or diminishing government support that may arise in the future.

¢. Cost efficiency should be an essential part of small-scale timber plantation
management, particularly in managing crucial cost components

Identifying potential crucial cost components (transportation and transaction costs:
community organizing, social funds and seeking local government support) will assist the
company in developing well planned management plans, working guidelines, and a
reinvestment mechanism. The process can be properly conducted by integrating all inputs
from both parties in the feasibility study.

d. A reinvestment mechanism with long-term focuses should be an essential
part of the agreement, and management plans

An example is the current WKS schemes that have included the plan to empower tree-
growers in the long-term, through reversing the composition share holdings from company-
dominated shares holdings (80 percent) to Forest Farmer Cooperative-dominated shares
holding (65 percent) at the end of Year 35.

e. Securing tree-growers’ long-term commitment by maintaining their
commercial interests

1) Fair and profitable revenues from the first harvest are important for tree-growers
to continue participating in the partnership.

2) Cost-effective income diversity options are needed to bridge the period between
planting and harvesting if the land opportunity cost is high and limited income
generation options exist. However, companies should be careful not to replicate
‘charity driven’ programs implemented in the past, which resulted in greater
dependency of tree-growers on the company:.

This should be designed based on:

e A proper needs assessment among all member tree-grower groups to be
widely supported, and not to create a social gap. Programs that are carefully
designed together would provide better opportunities to meet local socio
cultural conditions, and lead to more efficient use of company funds.

e The programs should also be in line with the conditions that enable the
continuation of the current tree-growers’ livelihood strategies. Field
observations have shown that replacing the community’s long-term practices
with new options has not been desirable and may waste funds on unsuccessful
programs.

3) Scepticism of company-community partnerships is often related to the perception
that the commitments of tree-growers are unpredictable and cannot be secured
in the long-term, which puts company investments at high risk. As company’s
main partners in the schemes, it is part of the companies’ responsibility to secure
their partners commitment by identifying factors that may influence tree-growers
to break the contract. As is to be expected, most of the factors are locally
specific. This process will help the company to anticipate different possibilities.
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4.3.4. Maintaining partnerships under a long-term contract

Maintaining partnerships under a long-term contract is more difficult than the initiation
process. The arrangement should be flexible enough to adapt to the changing socio-
economic conditions within the framework of initial mutual objectives. Taking into account
the elements of the dynamic processes in maintaining partnerships will be one way to
ensure the mutually beneficial partnership of the scheme in the long-term. Transparent
information flows, a control mechanism, and renegotiation should always be part of various
stages of initiating and implementing the partnerships (Figure 4.2).

Figure 4.2. The continuing and dynamic processes in mutually beneficial
partnerships

Identify other
potential sites Assessment on preconditions
ﬁ =~ Yes-
No Feasibility assessment Continue
=T with the
L1 information flows process
Re-negotiation Setting-up process TransilJarenth |
process L1 Information flows LT control mechanism
- Agreeing on rights and duties Transparent
Re-negotiation . _
process L Information flows T control mechanism
e neotiation v Setting-up the management plan Transparent
procesgs 1L Informationflows TT control mechanism
Implementation
Re-negotiation - Transparent
procesgs L L Information flows T control mechanism
Re-assessment v

e Phase 1: Assessment of pre-conditions. At this stage, it is essential to conduct a

participatory community needs assessment to see whether the local communities
are interested in becoming partners with the company. Other important pre-
conditions that the company needs to assess include local social structures and
institutions, formal and informal customary land tenures, financial and economic
constraints, legal frameworks, and related government regulations and policies. It is
especially important to identify overlapping tenure and claims to land that could be a
potential source of conflict during the implementation stages.

¢ Phase 2: Assessment of feasibility. By taking into account pre-conditions identified

initially, more systematic technical, economic and social feasibility studies should be
conducted as the basis for drafting a contractual agreement that will be further
discussed with the potential tree-growers’ partners.



e Phase 3: Setting-up process. This phase includes the socialisation and/or extension
program, and the participatory process to design the form of collaboration and initial
discussion of the contents of agreements. It is also important at this stage that
consequences and risks of participating in the partnership are clearly explained to the
local tree-grower partners.

e Phase 4: Agreeing on rights and duties. The contractual agreement is ‘the heart’
of the partnership. This stage is important in formally starting up the partnership.
The agreement should reflect a fair compensation arrangement for all key stakeholders
involved in the partnership, which means one based on their individual agreed
contributions. The long-term viability of the partnership depends on the extent to
which the agreement is able to accommodate various perceptions and vested interests
of key stakeholders.

e Phase 5: Designing management plan. As both parties have agreed on contractual
agreement, these then should be translated or transformed into the management and
working plans. Involving tree-growers in designing the management plan is important
so that they will have a better understanding if an unexpected problem arises during
the implementation phase and keep to their full commitments.

e Phase 6: Implementation stages. This is the step when the tree-grower and
company partners implement the plans that have been set out in the management
plan. This is also the period when tree-grower partners usually evaluate the
commitment of their company partner in fulfilling the agreed commitments in the
initial stages.

e Re-assessment. The period of the partnership for plantation forestry is usually
agreed for a set time that most commonly coincides with the period of concession
rights held by the company partner (e.g. 25 to 40 years). After one rotation, the
company may want to reassess the partnership arrangement based on the
implementation during the first rotation. The result of this assessment could be
useful to improve implementation during the next rotation.

There are many different ways to initiate and to implement partnerships. Different schemes
use different arrangements. Nevertheless, these should be based on shared/common
values and understanding of key stakeholders involved.
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5. Conclusions: maintaining a mutually-
beneficial partnership is a dynamic and
continuing process

The biggest challenges in establishing timber plantations in Indonesia have originated in
social aspects, specifically in dealing with people living inside concessions and in the
areas surrounding the plantations. Partnerships have provided opportunities for the
companies to accommodate socio-cultural aspects of the local communities. For the time
being, in the short-term, companies would not gain economic benefits from the amount of
wood produced under partnerships, but more by sharing the risks (and benefits) with local
communities in establishing timber plantations. However, the challenges are quite complex
and the long-term viability of partnerships depends on a continuing and dynamic process.

5.1. Potential role for partnerships as a way to move
forward in timber plantation development

It seems that partnerships provide a more promising future for implementation to succeed
than in previous government initiatives (e.g. under the Farm Forestry Credit Scheme-
Kredit Hutan Rakyat, HT1-Transmigration Program which was a program combining
transmigration and small scale timber plantation development). This is mainly because
the schemes’ initiatives emerged from companies’ (concession and non-concessions)
own needs for a scheme to accommodate local social concerns but were still within the
companies’ objectives to produce timber with the people residing inside the concessions
and in the surrounding areas.

For the company, immediate partnership benefits have been minimising the social risks
for securing long-term operational activities by resolving conflicts on claimed lands inside
plantation areas, creating a starting point to establish good mutual relations between the
company and people living inside and on the surrounding plantation areas under formal
contract agreement, and recognising various local people’s land rights. In the long-term,
timber produced from partnership areas could potentially become a reliable source for
the company, while transferring financial and non-commercial benefits to local tree-
growers.
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For tree-growers, in addition to the shared financial benefits of harvested timber in the
long- term, the immediate benefits from the schemes they enjoy are clarifying land status,
productive use of under utilised lands, working opportunities as paid labour inside plantations,
creation of seedling areas, and even the opportunity to collect seeds from the mother
trees and sell them to the company, having access to the company’s social funds and food
crop credit assistance, and clearer boundaries between community lands.

5.2. Challenges

The companies have made an effort to develop partnerships that suit the local conditions
and tree-growers needs, however in initiating the schemes, less participative processes
have been conducted, specific problems included:

1) Companies dominate deciding the entitlements of both parties as mentioned in
the agreement, which mainly focuses on securing company investments, socially
and economically.

2) Delivering transparent information on potential risks and consequences has not
commonly become an important part of the socialisation process.

3) Mechanisms for transparent control and re-negotiation are often not part of any
formal processes developed by the company. Limited informal re-negotiation is
applied in few cases.

4) Different perceptions in interpreting the word ‘participation” among concerned
stakeholders have also contributed to an ineffective socialisation process

5) Contributing to the problem are also company staff, who have not perceived
completely the same visions, concepts and principles of establishing a plantation
based on partnership.

6) Several problems affecting the implementation of the management plan on the
ground are lack of a written management plan/guidelines, inappropriate extension
program, minimal copies of contractual documents, delayed schedules for planned
activities, internal company managerial problems, and insufficient human resources
with the right expertise, non-conducive working opportunities, and external
competition.

Identifying elements for mutually beneficial partnerships as discussed in the following
section are proposed as the focus areas for improvements.

5.3. Elements to ensure mutually beneficial
partnerships

To become effective in the long term mutually beneficial arrangements must be found for
both parties; this is essential to secure company investment, and to secure long-term tree-
growers’ commitments. From the analysis we can conclude that there are improvements
required for these schemes to be mutually beneficial. Listed below are some elements to
be considered:



5.3.1. Partnerships should be initiated and implemented in a way

that it is commercially viable to both company and tree-
grower partners, which depends on several conditions as
the elements of success:

Link (having a contract) with processing industry/timber market is important to secure
the market for timber produced by tree-grower partners. References: Wirakarya
Sakti and Xylo Indah Pratama schemes.

Fair accounts of inputs from both parties to define the benefit sharing agreement and

timber buying prices from tree-growers.

Inputs that have not been taken into account for fair benefit sharing and economic

relationship:

o Fromthe tree-grower’s side, the benefit sharing agreement has not clearly indicated
that land values have been considered.

e From the company’s side, costs for constructing road infrastructure, occasional
social funds, formal and informal transaction costs, and the fact that the company
1s taking risks by investing in the partnership were inputs excluded.

e Considering other stakeholder contributions, particularly local government
authorities, the uses of government facilities, such as road infrastructure have
also not been considered to be compensated fairly.

Cost efficiency should be an essential part of small-scale timber plantation management,

particularly in managing crucial cost components (transportation and transaction costs:

community organizing, social funds, and seeking local government support).

A re-investment mechanism should be an essential part of the agreement.

Securing tree-growers’ long-term commitment:

e Fair and profitable revenues from the first harvest are important for tree-growers
to continue participating in the partnership.

¢ Providing income opportunities during the grace period on the condition that there
are high land opportunity costs and limited available income opportunities.

e For cost-effective investments in different programs to bridge this period, local
socio-cultural conditions and needs should be accommodated based on a proper
community needs assessment.

e Securing the land status (although not necessarily land title, such as the users
rights).

o Effective association/cooperative/institution to represent tree-growers in
negotiating with the company.

5.3.2. To take into account elements for a mutually beneficial

arrangement, the agreement and management plan should
include:

Locally-driven participatory approaches in conducting a socialisation program,
composing an agreement, and designing a management plan;

Transparent process in clarifying the long-term status and rights over partnership
areas;

Company-facilitated clearer communication of the agreement and management plan
to the other parties, as well as disseminated technical and financial information;
Transparent information should be periodically provided to (and discussed with) all
concerned stakeholders, including risks and consequences;
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e. Inthe case of defined multiple objectives, a list of priorities of the objectives and a
management plan in line with this list. In the beginning, a simple arrangement is
better; and

f.  Conflict resolution and associated sanctions, and renegotiation mechanisms are defined
together with concerned stakeholders.

Maintaining partnerships is more difficult than the initiation process, especially under a
long-term contract. Because of the dynamic nature of the socioeconomic and political
situation in forestry management, partnership arrangements should be able to respond to
the changing conditions. A continuing renegotiation process provides a channel for
stakeholders to evaluate the terms of the agreement that are no longer relevant and to
discuss possible new arrangements that would be mutually accepted by both company
and tree-growers.

5.4. Elements of mutual benefit: trade offs to be
considered

The company faces inevitable consequences of trade-offs between ensuring the elements
of mutually beneficial partnership are implemented, and the company’s principles of cost
efficiency. To what extent the company should be consistent to the principles of mutually
beneficial partnership at the cost of budgets, time and energy, will depend on the company’s
motivations/objectives in initiating the scheme. Practical lessons learnt from case studies
to be considered as trade-offs are discussed as follows.

5.4.1. Maintaining commercial viability for both company and
tree-grower partners

The schemes could potentially become reliable sources for company wood supply. Trade-

offs that the company needs to explore further as points of consideration in maintaining

the commerecial viability are:

¢ Small-scale management of partnerships compared to large-scale plantation operations,
as the latter have always been referred to as more efficient than the former.

¢ Risks from tree-growers breaking the contract compared to risks from investing in
large-scale monoculture plantations that have relied heavily on commercial loans; and
risks from previous approaches to managing plantation operations under volatile
conditions due to potential social unrest from communities, and criticism from NGOs.

e Receiving profitable revenues in the first rotation is important from tree-growers’
perspectives. Ensuring this, the trade-off for the company is the possibility of losing
profits in the fist rotation so tree-growers will not lose faith and trust, but having secured
commitments in the long-term (for the second rotation onwards).

5.4.2. Implementing participatory processes

The participatory process is an essential element of co-management, however, it has
been well understood that applying this at different stages will be very time consuming
and result in higher transactions costs. However, this time consuming process will potentially
be paid off by greater chances of sustaining partnerships in the long-term. Those
companies relying on ‘cheap and quick’ processes in which they take the dominant role
do not gain these positive trade offs. The decisions taken by the company will depend on



the objectives and motives in initiating the schemes, and expected benefits/advantages in
the short-term and long-term.

5.4.3. Securing tree-growers’ long-term commitment by providing
income opportunities during the grace period

As providing income alternatives is necessary under conditions where other income
opportunities are limited, and/or land opportunity costs are high. Trade-offs that should
be considered include:

e Putting investment in partnerships with single objectives (will mostly work, with the
condition that tree-growers have secured income for their basic needs) compared to
having investment in partnerships with multiple objectives (under the conditions of
higher dependency of tree-growers on the company to provide income alternatives)

o Trade offs between focussing also on social objectives and focusing only on commercial
objectives.

5.5. Recommended potential areas for follow-up
activities

The main areas for further activity, which are recommend to be implemented under
action research approaches, include more analysis of broader socioeconomic impacts,
ensuring capacity building and applying the lessons learned more broadly.

5.5.1. Socioeconomic impacts

The potential impacts of the schemes on wider societies have not been clearly identified

and assessed, especially in taking into account the non-monetary costs and benefits. The

following need to be considered:

a. Role in poverty alleviation: testing the pro-poor and anti-poor characteristics of
partnerships in comparison to the role of natural forests in generating incomes.

b. To what extent company social responsibilities under partnerships would secure
company financial investment in timber plantations.

5.5.2. Capacity building within the stakeholder groups

Capacity building is essential in setting mechanisms to enhance transparency and
accountability between key stakeholders: company staff and communities, as well as
other key stakeholders such as local government authorities. Mechanisms include, the
negotiation process, conflict resolution, and monitoring and evaluation.

5.5.3. Scaling-up

To disseminate lessons learnt from the case studies to other timber plantation companies

at the national, regional, and global level:

a. At the national level, for example, what are the lessons learnt from partnerships
establishment in the Western-part of Indonesia for timber plantation development in
the Eastern-part?
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b. To what extent will partnerships be effective in being developed as one mechanism
to put responsibilities for rehabilitation programs in the hands of private businesses,
including the role of private companies in executing forestry extension programs in
timber plantation development.

5.5.4. Identifying and clarifying potential third party roles:
Government and NGOs

Among stakeholders, NGOs and the government were identified as those who are not
involved directly in the partnership arrangement, but potentially have significant roles to
play in facilitating the partnerships to be mutually beneficial for both companies and local
tree-grower partners.

Clarifying the potential roles of the government at the Central, Provincial, and District
levels is essential, particularly if company and community partnerships are to be one way
to move forward for timber plantations in Indonesia. Major challenges will be developing
a conducive policy and institutional framework that are coherent with other policies on
timber plantation development, and developing effective instruments for inter-sectoral
coordination on forestland management.

Companies mostly have limited expertise in dealing directly with communities; one effective
approach is to collaborate with an NGO to facilitate different processes in initiating and
implementing partnerships. Roles of credible NGOs with advanced experience in
facilitating the negotiation process/conflict mitigation are yet to be further explored in
partnerships.
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