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All projects have both environmental and economic objectives. The projects are financed
solely by private investors. None of the projects investigated drew on other sources of
financing such as donations, development aid, grants or state subsidies.

The WWF considers that the environmental objectives of the projects investigated match
the sustainability criteria of the Convention on Biological Diversity (CBD).3 The
contribution of projects to the conservation and regeneration of the areas used by them
and  the improvement of the living standards of the people in the respective regions was
confirmed by the WWF in connection with this study.

In addition to an investigation into the economic profitability, the reference projects in
question were also examined for the macro-economic, political and legal conditions
prevailing in the relevant countries. This produces an assessment of the risks associated
with foreign direct investment in these regions. 

The study concludes with a description of the possible structure for this type of an
enterprise in terms of company and tax law considerations. 

In order to assess the economic viability of conservation projects, three reference
projects in Costa Rica, Namibia and Brazil on sustainable tourism and ecological
forestry have been examined.

Introduction

Fig. 3 Geographical location of the reference projects.2

Three reference projects
in Costa Rica, Namibia
and Brazil 

Environmental objectives
in conformity with the
aims of the CBD

2 Source: PwC

3 The CBD is a convention negotiated at the United Nations Conference on Environment and Development in 1992, which has
now been signed by 187 countries and the EU. By signing this convention, the countries in question undertook both to
conserve species (biological) diversity in their own countries and to support the sustainable utilisation of biological diversity in
developing countries. Biological diversity, or biodiversity, includes genetic diversity (within individual species), diversity of
species and the diversity of eco-systems. Developed countries have a special responsibility towards the financing of  the
implementation of the Biodiversity Convention. See also the section on �Criteria for environmentally-friendly and socially
compatible tourism�.
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2  The market for sustainable investments in Germany

The market for sustainable investment funds has grown considerably in recent years: the
total value of sustainable investment funds open to the general public in German-
speaking countries is now five times greater than in 2002 and now stands at about EUR
13.8 billion.4 The number of such funds increased from 80 to over 129 over the same
period.5 Over a third of these funds are offered by foreign issuers.6 In Europe, there are
about 375 environmentally, ethically and socially orientated investment funds, which are
open to the general public, with a total value of about EUR 25 billion.7

Despite this increase, it is currently estimated that sustainable investment funds open to
the general public account for no more than about one percent of all investment funds
open to the general public in Germany and therefore still constitute a niche segment.9 A
comparison with other European countries, in which sustainable funds already account
for a larger share, indicates that there might be room for further growth in Germany: their
share is already 2 % in Belgium and 1.5% in the Netherlands, the United Kingdom and
Switzerland.10 The total value of the European sustainable investment market is currently
estimated at about EUR 1.3 trillion.11

In general, strong marked growth is recorded in the whole area of sustainable financial
products, both in terms of quantity and the range of products on offer. Specialist rating
agencies provide non-monetary analyses, market indices such as the FTSE4Good12

highlight both monetary and non-monetary factors, and non-governmental organisations
analyse companies for their commitment to corporate citizenship. 92% of European
fund managers believe that their commitment to sustainable investment will increase in
future.13 Five sustainable funds of funds which invest in several sustainable mutual funds
have recently been set up in Germany.14

The market for sustainable 
investments in Germany

Sustainable investment
funds open to the general
public have a total value
of about EUR 13.8 billion

1% share of total market
(niche segment)

Five sustainable funds of
funds

Fig. 4 Sustainable investment funds open to the general public in German-speaking countries.8
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4 Handelsblatt (03.11.06): �Gewinne mit gutem Gewissen� [Profits with a clear conscience], p. 30-31, no. 213.  
5 Op. cit.
6 The increase in value is due to three factors: Authorisation of new funds in German-speaking countries, which contribute
existing value, performance (i.e. appreciation of funds) and net inflows.
7 Handelsblatt (28.03.06): �Markt für Nachhaltigkeitsfonds wächst� [The market for sustainable funds is growing]. US$ 153
billion have already been invested in �Socially Responsible Investment Funds� in the USA, amounting to a market share of
2.3% (Bauer, R/Koedijk, K./Otten, R: �International Evidence on Ethical Mutual Fund Performance and Investment�, Stylek
LIFE Working Paper No. 0259, University of Maastricht 2002).
8 Source: Sustainable Business Institute.
9 Bergius(2006): �Der Markt rollt an� [The market is starting to move]
10 Handelsblatt (04.02.05): �Markt für Nachhaltigkeitsfonds boomt� [The market for sustainable funds is booming], Handelsblatt
(01.12.05):�Über den Tellerrand blicken� [Looking outside the pot].
11 Handelsblatt (03.11.06): �Gewinne mit gutem Gewissen� [Profits with a clear conscience], p. 30-31, no. 213.    
12 FTSE
13 Tagespiegel (23.12.2005): �Gut angelegt - in Deutschland ist ethisches Investment noch immer ein kleiner Markt - allerdings
mit hohen Renditen� [A sound investment - ethical investment is still a small market in Germany, but with good rates of return]
14 Bergius (28.11.2005): �Der Markt rollt an� [The market is starting to move].
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Growth in Germany is currently being boosted by new laws promoting sustainable
investments. The providers of state-certified pension agreements for instance, direct
insurance policies and company pension funds are obliged to report on the extent to
which they take account of ethical, social and environmental criteria in their investment
decisions (§ 1, Article 1 (9) AltZertG [pension certification law]). This enables private
investors to also take account of these criteria in their investment decisions.15

Sustainable funds performed well in German-speaking countries in 2004, 2005 and
2006:  At September 2006, the three-year average performance of  the ten best-
performing sustainable investment funds available on the German market showed an
annual growth of  between 18 and 23 percent, while the MSCI World Net Index gained
only 13.49 percent annually over the same period. However, different risk structures
make a comparison difficult: a large proportion of the remarkable performance of
sustainable investment funds is due to the increased value of shares in the renewable
energy sector and technology shares, which are industries with a higher risk than the
average market.16

The market for sustainable 
investments in Germany

Providers of state-
certified pension
agreements, insurance
policies and company
pension funds

Out-performing the MSCI
World, but higher risk
structure

Scientific opinion

Tab. 1 Change in value of sustainable investment funds available in Germany in comparison with the MSCI
World Index (net) on 30 September 2006.17

SEB Fund 1-  SEB Ethical
Europe Fund A

KBC Eco Fund Water Cap

KBC Eco Fund Alternative
Energy Cap

Pictet Funds - Europ. Sust.
Equities P Cap

Swisscanto (CH) Equity
Fund Green Invest

UBS (Lux) Equity Fund -
Global Innovators B

SAM Sustainable Water
Fund B

Öko Vision

KBC Eco Fund Sustainable
Euroland Cap

Öko-Aktienfonds

Benchmark

LU003 
0166333

BE017 
5479063

BE0175 
280016

LU014 
4509717

CH000 
9074300

LU013 
0799603

LU013 
3061175

LU006 
1928585

BE0175 
718510

LU003 
7079380

Ethical -
social

Ecological

Ecological

Ethical -
social

Ecological -
social

Ecological

Ecological -
social

Ecological

Ethical

Ecological

13.55

97.41

64.05

77.60

205.57

190.31

534.96

314.3

12.63

22.30

1.40

1.00

1.00

0.80

2.00

2.04

1.50

1.76

1.25

1.25

2.22

-5.49

-14.57

4.24

-2.56

-6.88

-0.47

-2.76

2.67

-0.98

20.96

10.02

2.85

19.62

12.86

11.35

14.26

15.17

18.19

16.00

23.66

23.38

23.31

20.67

20.32

19.79

19.43

19.34

19.03

18.73

Fund ISIN Focus
Vol.

Mio. euro
Performance in %Man. Fee  

in % 6 Mon. (p.a.) 1 year 3 year (CGAR)

MSCI World Net Eur Global -0.71 8.68 13.49

15 Süddeutsche Zeitung (28.11.2005): �Schub für nachhaltige Investments - Berichtspflicht für ethisch-ökologische
Geldanlagen bei Betriebsrenten� [Boost for sustainable investments - obligation to report on ethical and environmental
investment with regard to company pensions], p. 25.
16 Handelsblatt (03.11.06): �Gewinne mit gutem Gewissen� [Profits with a clear conscience], p. 30-31, no. 213.
17 Source: Feri Rating & Research, Handelsblatt.
18 Schröder (2003): �Socially Responsible Investments in Germany, Switzerland and the United States - 
An Analysis of Investment Funds and Indices�, ZEW Discussion Paper No. 03-10). 
19 FAZ (20.11.2003): �Nachhaltigkeitsfonds sind in ihrer Marktnische gefangen� [Sustainability 
funds are caught in their market niche�].

Scientific opinions regarding the relative performance of sustainable investment funds in
comparison to other investment opportunities diverge. An examination of equity yields
from 1996 to 2001 by the ZEW has shown that investors who include sustainability
criteria in their decision-making do not have to put up with a poorer performance than
those who invest into the market as a whole.18 On the other hand, a study by Swiss
private bank Pictet & Cie, private bankers based in Geneva, covering the period 1998 to
June 2003, showed that the share prices of environmentally aware and socially active
European companies underperformed the market.19

Taking into account the tension between the requirements of a mass product (liquidity
requirement) and the need for credibility and in order to facilitate comparisons, there is
the need to develop clear, generally recognised minimum standards that must be met by
a �sustainability� fund.
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3  Profitability of sustainable projects

3.1  Ecotourism
In order to analyse the profitability of �nature tourism� projects, two case studies in
Namibia and Costa Rica were identified and analysed: 

! NamibRand Safaris (Pty) Ltd., Windhoek, Namibia (abbreviation �Wolwedans�) and 
! Lapa Rios S.A., Puerto Jiménez, Costa Rica (abbreviation �Lapa Rios�). 

Exclusive tourist accommodation is offered by Wolwedans on about 36,000 hectares
(ha) of land in the NamibRand nature reserve in Namibia on the basis of a licensing
agreement. The reserve (now covering approx 185,000 ha) was created by combining
the land of nine land owners (including that of the operator of Wolwedans) and is now
the biggest private nature reserve in southern Africa. The reserve is bounded on the
west by the neighbouring Namib-Naukluft park and the Sossusvlei area. To the east, the
Numbib Mountains form a natural boundary. Its special topography is created by a
mixture of different desert landscapes. Outliers of the red, grass-covered dunes of the
nearby Sossusvlei area run right through the reserve.

The operators of Wolwedans signed a pledge to observe the Code of Conduct of the
nature reserve, limiting the maximum number of beds within the nature reserve, for
example, and helping to restore the original wilderness by paying licence fees to the
nature reserve. In order to ensure that the animals have freedom of movement, fences
which were once built by farmers, were removed, about 500 km of the existing roads
were closed and  rangers watch over the animals and plants.

Profitability of sustainable projects

Fig. 5 Wolwedans - Dune house

Wolwedans: the biggest
nature reserve in
Southern Africa

Helping to restore the
original wilderness
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Lapa Rios is a private nature reserve 20 km south of Puerto Jiménez on Playa
Carbonera in south-western Costa Rica. It functions as a conservation area bordering on
the nearby Corcovado National Park. The large rainforest area which covers a total of
1,000 ha contains 16 small lodges constructed from renewable raw materials and  some
of them have solar power.

To minimise the consumption of natural resources, Lapa Rios operates the first glass
and plastic recycling system in the region and, for example, avoids using disposable
containers. The capacity of the facilities is deliberately restricted. Park wardens ensure
that the primeval tropical rainforest and fauna are preserved. Tourists and locals are
informed about the conservation of the rainforest at a research and information centre
and during guided tours. As well as creating jobs for the local population, the company
supports social projects in the region, for example by building a school, and in doing so
offers long-term alternatives to the destruction of the rainforest.

Profitability of sustainable projects

Fig. 6 Nature tourism in Lapa Rios

Lapa Rios: Conserving
the tropical rainforest 
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3.2  Sustainable forestry

For sustainable forestry, the profitability of a natural forest management project in Brazil
was examined:

! Precious Woods do Pará S.A., Belém, Brazil (abbreviation �Precious Woods Pará�). 

Precious Woods do Pará is owned by the Precious Woods Holding AG based in Zug,
Switzerland, a company whose mission is to promote sustainable forestry in Latin
America. Its objective is to meet existing demand for tropical timber with certified
products and in so doing to replace timber produced from clear cutting or over-
exploitation. To this end, Precious Woods Pará manages 76,000 ha of land20 in
accordance with the principles of sustainable forestry. An extension to the forest areas
creating a total area of 300,000 ha or more is planned. The natural forest is managed
according to the guidelines of the Forest Stewardship Council (FSC), which guarantee
the sustainable management of the forest in line with ambitious environmental and
social standards.

Profitability of sustainable projects

Fig. 7 Intact forest belonging to Precious Woods four years after the harvest

Precious Woods Pará:
Natural forest
management in Brazil

20 At the time of the economic analysis in 2003. 
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3.3  Economic viability

Our analysis21 showed that all three project concepts reviewed in this study promised  a
satisfactory level of projected long-term economic profitability. Calculated on a
simplified basis, project returns before tax of between 10% and 25% were revealed for
the project portfolio over a period of 50 years, assuming a total investment value of EUR
14.5 million and an utilised area totalling 217,000 ha.  

The profitability of the projects was assessed on the basis of the data presented by the
companies in 2003, in particular the annual statements, controlling documentation and
budgets and on the basis of interviews with managers, external market assessments
and forecasts. In general, the budgets presented by the companies were assumed to be
useable for this purpose. This version was edited to remove confidential data, and
revised and updated at the end of 2006. 

The three projects have developed in different ways recently. Both tourism projects have
significantly exceeded their budgeted figures, so that we can assume a higher level of
project return.

On the other hand, the conditions for sustainable natural forest management in Brazil
have deteriorated considerably over the past two years: An increase of labour costs and
an appreciation of the Brazilian currency led to a rise in production costs, resulting in the
loss of ten thousands of jobs in the exporting forestry and wood industry. In addition,
Precious Woods Pará suffered a severe disruption of business, when in 2005 permission
to harvest was only granted after an eight-month delay. As a result, Precious Woods
Pará suffered a 44% drop in sales and an operating loss in 2005. In 2006, Precious
Woods Pará returned to profitability, which was mainly due to rising timber prices but
also to cost cutting. The new Forestry Act, which was passed in 2006, envisages the
granting of long-term forestry concessions. In the long-run the Act is thus likely to
improve the conditions for sustainable forestry in Brazil. 

In our view, the long-term project return shown in the table below therefore only seems
to be maintainable over the long term if permission to harvest will be granted more freely
by the Brazilian environmental agency in the future and the exchange rate of the
Brazilian Real will drop to the previous years� level.  

On the basis of the 2003 data, the investment volume, size of the protected area and the
long-term project return before tax are as follows:22

Profitability of sustainable projects

21 Based on 2003 data. 
22 An equity ratio of 100% was assumed for all four projects. In each case, the internal rate of return was determined on the
basis of the actual initial investment and the expected results before tax. The country risk premiums, which must also be
considered when assessing foreign investments, are discussed in the chapter �Country risks for investors�.
23 Source: PwC
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Tab. 2 Summary of budgeted project returns23
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3.4  Potential earnings from CO2 emission rights

The operators of forestry projects can also potentially derive earnings from selling CO2
emission rights.

In order to counter global warming, most industrial countries ratified the Kyoto Protocol
and committed themselves to limiting or reducing their emissions of greenhouse gases
such as carbon dioxide (CO2). The protocol entered into force in 2005. 

Emissions can be reduced either by measures in the home country or by saving
greenhouse gases in other countries. Under the �Clean Development Mechanism�24

(CDM), investors in industrial countries finance projects in developing countries that help
to reduce greenhouse gas emissions and promote sustainable development. For the
reduction in emissions achieved, the investor is issued �Certified Emission Reductions�
(CERs), the price of which is freely negotiable and which can count towards the
investor�s obligations or be sold to other parties.

In addition to the use of environmentally-friendly technologies and fuels so called �sink
projects� can be used to generate CO2 emission rights. �Sinks� like forests, oceans and
soils remove carbon from the atmosphere and bind it, at least for a certain period of
time. Possible sink projects include in particular afforestation projects. 

However, offsetting emissions through forest projects is subject to a number of
restrictions under the Kyoto Protocol: as the increase in biomass (and therefore the
binding of carbon on which the issue of emission rights is based) can be reversed by
deforestation25, the validity of emission rights from afforestation projects is time-limited
to the respective duration of the forest project. The purchasers of emission rights
therefore run the risk of having to cover themselves with new emission rights as
replacements in future. The total volume of sink projects is also limited.26 Moreover, a
number of European countries, including Germany, do not grant permission to carry out
CDM sink projects (�Investor�s Country Approval�). The conditions and procedures for
approving the performance of sink projects for the period following 2012 are currently
under discussion.

European legislation is also restrictive: According to the EU Linking Directive and the
corresponding German legislation, emission credits derived from CDM sink projects will
not be accepted in the EU trading system until at least 201227: �The obligation to
surrender allowances in the EU may not be complied with through the surrender of
emission reduction units or certified emissions reductions from the areas of land use,
land use change or forestry�. This piece of legislation is currently being reviewed.28

Profitability of sustainable projects

24 Another tool is �Joint Implementation� (JI):  industrialised countries carry out projects to reduce greenhouse gases in other
industrial countries and credit such investments against their own reduction targets between 2008 and 2012.
25 This problem constitutes the so-called �permanence risk�
26 The total use of sinks is subject to an annual limit of 1% of the greenhouse gas emissions of industrial countries (�Annex 1
Countries�) in the base year.
27 Deutscher Bundestag (2005): �Act on the introduction of project-based mechanisms in accordance with the Kyoto-
Protocol�.  
28 European Commission (2006): �Errichtung eines globalen Kohlenstoffmarktes (KOM (2006) 676 from 13.11.2006)�. 

Kyoto Protocol
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The earnings potential of emission rights from forest management projects is based on
the volume of emission rights generated and the market prices obtainable for them.
Current studies assume a total CO2 reduction of about 300 to 500 t CO2 per ha over a
period of about 20 years.29 The price for certificates from afforestation projects is
probably below that of normal emission rights under the Clean Development Mechanism
of the Kyoto Protocol, because of the time limit and other factors. Emission rights from
afforestation projects are currently sold at prizes between 2 � and 5 �/t CO2 equivalent30.

On the basis of these price assumptions and the volumes of emission reductions given
as examples, total potential earnings of about 600 to 2,500 �/ha are obtained over a
period of about 20 years.

Precious Woods registered 221,700 metric tons of verified CO2 offsets which originate
from the reforestation of 4,638 ha of formerly degraded pastureland by its operations
in Costa Rica for the years 2003, 2004 and 2005 on the Chicago Climate Exchange31

and has already started to sell these rights for a price of 2.10 to 4.10 USD per metric
tonne of CO2. The World Bank purchased 22,000 t of verified C02 offsets  in order to
offset 100 percent of its greenhouse gas emissions associated with its Washington,
D.C. operations and business transportation tracked from its headquarters in the 2006
fiscal year.

€

€€

Profitability of sustainable projects

Fig. 8 Tree in Precious Woods forest

Total potential earnings
of 600 to 2,500 �/ha
over a period of about
20 years

€

29 UNFCCC (2006): �Reforestation of severely degraded landmass in Khammam District of Andhra Pradesh, India under ITC
Social Forestry Project�. 
30 Cf. www.carbonfinance.org concerning the price of CERs. (Forward) prices for forest management CDM projects are
available at: www.chicagoclimateexchange.com, and
www.co2e.com/formsLogin.asp?/trading/boards.asp?Board_type=Forward.
31 This corresponds to a volume of about 48 t CO2 / ha. Further emission rights will be generated over the entire planning
period.



In addition, Precious Woods announced its entrance into the European Emissions
Trading Scheme with two agreements so sell Certified Emission Rights from their bio-
energy project in Brazil: Precious Woods Amazon now supplies waste woods from its
forest operations to a local renewable energy (biomass) plant, in which it acquired an
80% stake in 2005. The plant�s switch from diesel to biomass resulted in carbon
emission reductions and therefore qualifies for carbon credits under the Clean
Development Mechanism. Additional emission reductions are also achieved by avoiding
the methane which was previously released by stockpiled waste wood and from
avoiding transportation of diesel into the Amazon. Precious Woods received approval
from the CDM Executive Board in May and about 512,000 credits were issued on 15
September 2006.

Overall, energy sales from the renewable energy plant as well as the sales of the carbon
credits provided Precious Woods with additional revenue of ca. 10 million USD in 2006,
including carbon revenue in the region of 1 million USD realized from operations in
Nicaragua and Costa Rica. On its carbon and energy business, Precious Woods expects
to generate net profits of over 5 million USD in 2006. 

Sustainable Investments for Conservation
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4  Sustainability assessment

4.1  Criteria for sustainable tourism (WWF) 
The case studies �Wolwedans� (Namibia) and �Lapa Rios� (Costa Rica) are tourist
enterprises whose business concepts envisage the responsible use of the region�s
natural resources and responsible interaction with the social environment. They act in
compliance with the criteria for environmentally friendly and socially compatible tourism
set out below or they are striving to comply with these criteria.

All forms of tourism that are designed to enable people to experience nature and the
landscape inevitably constitute an interference with the natural processes of
environmental systems. In an age of globalisation moreover, long-distance travel also
has negative effects on the environment. One particular impact is the pollution of the
atmosphere by greenhouse gases. This is something that long-distance travellers must
accept if they want to enjoy nature that includes landscapes and species they can�t find
at home. This dilemma has yet to be solved. Concepts that offer CO2-neutral travel by
offering an offset of the emissions through carbon-binding afforestation or CO2 savings
projects elsewhere constitute a possible solution that is gradually developing.

Despite this dilemma, and as long as it follows certain principles, ecotourism -
sometimes also referred to as nature-tourism -  can offer a huge potential for local
nature conservation if the �exploitation� of nature is also used as an opportunity to
conserve it. This is all the more applicable to regions where nature has hitherto been
regarded as an asset that has been subject to unrestricted exploitation at low prices,
as in the case of destructive forest management in tropical countries. There is no single
concept of sustainable tourism that can be applied to all regions worldwide. However,
it is possible to define some principles that allow an assessment of the sustainability of
certain tourism projects. Such principles can be derived from the requirements of the
Convention on Biological Diversity, for example. The aims of this convention constitute
three pillars, which also include protection, use and development:

! Biological diversity should be preserved
! The elements of biological diversity should be used in a sustainable way
! Benefits resulting from use should be shared fairly

Sustainability assessment

Fig. 9 Wolwedans
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The principle of sustainability therefore does not just demand the observance of
environmental principles, but it also requires economic stability and social equilibrium.
According to the WWF, there is at present no form of tourism that meets all the
categories equally and which can therefore be described as truly sustainable.
Greenhouse gas emissions are still the main problem. It would be better therefore to use
the term �responsible tourism� instead of the term �sustainable tourism�. From a
conservation viewpoint, responsible tourism should help to conserve or even improve
the environment of the travel destination and provide additional benefits for the local
economy. To date, only a few companies meet these criteria.

What principles can now be used to define responsible tourism? The WWF quotes the
following five principles as priorities:

1. Tourism should be part of a sustainable development strategy and plan
Tourism should be seen as being part of forward-looking development. In developing
countries in particular, this may mean, for example, that priority is given to other forms
of economic activity and use (such as agriculture and forestry) if these represent a better
opportunity for sustainable development of the region than ecotourism. Tourism should
abide by international regulations (such as CITES) and national legislation. It must not
infringe upon national legislation and must be integrated into existing regional planning
relating to regional development and land-use. Prior to the start of the project, an ex-
ante assessment of the effects on the natural environment should be carried out.
Existing tourism projects must compensate for any damage to or impairment of the
environment (�polluter pays� principle). Furthermore, the precautionary principle must be
observed when developing regional and local tourism activities. Tourism projects must
also be accepted by the local population. This applies in particular to cases where social
and cultural changes caused by tourism risk resulting in serious conflict.  

2. Natural resources should be used in a sustainable way 
Tourism almost always requires people to be concentrated in one place, resulting in
additional consumption of water, fuel and food. For certain activities, such as hunting
and fishing, the capture and consumption of wild animals is actually the purpose of the
journey. In addition to observing existing legislation on the protection of natural
resources (including the fauna and flora) it is also necessary to avoid exceeding the
natural capacity of the region. According to the precautionary principle, future

Sustainability assessment

Fig. 10 Landscape at Lapa Rios
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development must be anticipated.  One example would be to assess if the number of
visitors is expected to increase in future. Prior to the start of the tourism activities,
investigations into the effects of additional consumption of water, fuels, building
materials etc. should be carried out using scientifically viable methods. Hunting and
fishing should only be carried in accordance with specific management plans.

3. Pollution and consumption should be kept as low as possible
Pollution mainly comprises refuse, waste water and noise. The additional consumption
of fuel, especially as a result of the increase in traffic, also causes problems.
Responsible tourism requires the use of efficient technology for saving and generating
energy (e.g. solar thermal collectors, photovoltaic and wind power systems).

4. Tourism should respect the cultural values of the local population and enable them to
participate in the economic prosperity 
Local communities should have the right to participate in the planning of tourism
activities, and the local economy should profit from investments. Staff should be
recruited from the local population as far as possible . On-site training should be given if
sufficiently qualified specialised staff are not available. The buildings and infrastructure
should be designed so that they blend into the surrounding landscape. It is particularly
important to observe traditional land use rights, which are frequently part of local
customs, but which are not enshrined in national legislation. These areas may only be
used if agreed by the local communities. Care must be taken to ensure adequate
participation of all the socially relevant players.

5. Tourism should be informative and promote respect for local culture and environment
Tourism can only be as responsible as the behaviour of the tourists themselves. This
means providing a minimum of information about the culture and society of the host
country and the surrounding natural environment. Respecting the culture and traditions
of the local people is essential. Tourism should also promote responsible behaviour
through personal meetings with local people. Knowledge about the natural habitats and
species encourages appropriate behaviour. In addition, tourists are multipliers and they
can have considerable influence on public opinion about the destination and the value of
biodiversity upon their return.  

Sustainability assessment

Fig. 11 Tent Platform - Wolwedans Dune Camp
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4.2  Criteria for sustainable forest management (WWF)

The �forest management� case study �Precious Woods� complies with the strict
sustainability criteria of the Forest Stewardship Council. The natural forest operation of
Precious Woods in the federal state of Pará (Brazil) has already been certified according
to these criteria. From a nature conservation viewpoint therefore, Precious Woods meets
the requirements for environmentally and socially compatible forest management.

About 200 years ago, the concept of sustainability provided underpinning for the
permanent economic use of the forests, i.e. by future generations. For a long time
therefore, the concept of sustainability was defined as ensuring continuous new growth
of timber and utilisation of its yield. It was at the United Nations Conference on
Environment and Development (UNCED) in Rio in 1992, that the concept was expanded
to include  the addition of social and environmental aspects, and this has since
determined the way in which the �wise� use of forests is discussed. Protecting the
tropical rainforest has always been given priority in such discussions. When it became
obvious that neither a boycott of tropical woods nor the call for the creation of big state-
funded nature reserves were realistic options for the protection of the remaining tropical
rainforest, a start was made on developing the concept of forest certification at an
international level.

Forest certification is a tool that essentially combines two processes. First of all, it
determines the targets for sustainable forest management in the form of generally
applicable criteria. On the basis of these criteria, verifiable forest management
requirements can be formulated. Secondly, forest certification determines the verification
procedure that is meant to ensure that social, environmental and economic requirements
are actually met by forest users. A quality label is attached to a product if environmental
standards are observed along the entire chain of custody (i.e. during harvesting,
transport, processing and distribution - from the forest to the end-user). It may be
combined with non-certified goods under certain circumstances, but this must only
occur in narrowly defined terms. The label thus provides an instantly recognisable proof
of sustainable production for the end-user.

Sustainability assessment

Fig. 12 Typical use of the Amazon forest to date: soy bean cultivation (fields adjacent to Precious Woods)
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This also shows the economic implications of forest certification: The certification
process is initially associated with costs for the forest owner. Certification or a label that
is not economically viable (e.g. because of requirements that are too demanding) would
not have any chance at all among producers. The economic advantages of forest
certification are now generally recognised. If it is credible and transparent, certified
products can in general be sold at higher prices. To commodity products such as
cellulose or plywood this only applies to a limited extent. The advantages of certification
to businesses are not confined to higher prices, however. Access to new markets or
improved protection against market restrictions are also advantages for producers,
processors and distributors. An improved image of the forestry and the timber industry
among various stakeholders will also pay dividends in the medium term. In the long
term, sustainable forest management is also a crucial factor for ensuring that there will
be enough timber available for harvesting in the future. However, counter-productive
incentives such as short-term licensing agreements (concessions) remain.  

Globally, the number of certification systems is currently increasing. This is causing
confusion even among well-informed consumers. The WWF and other important
environmental organisations consider that the Forest Stewardship Council (FSC),
founded in 1993, is at present the best system from an environmental and social
viewpoint. The FSC is also the only system to formulate internationally uniform
requirements that can be directly verified at an operational level. Other systems are
either subject to regional restrictions, do not contain any on-site verification or work
with process-orientated criteria, which have been previously determined by the
business itself.  

The FSC label guarantees compliance with ambitious environmental and social
standards worldwide, such as the avoidance of large-scale clear-felling, the
conservation of natural forests or of forests with a high conservation value and the
observance of the rights of indigenous peoples. The standards are based on ten
principles and 56 criteria set out by the FSC in the form of general guidelines. At a
national level, national FSC working groups develop standards based on these
principles. They adapt and refine the FSC standards in line with the country�s social,
economic and natural circumstances. The international standards are therefore
supplemented by a large number of criteria and indicators.

Sustainability assessment

Fig. 13 Forest with blooming Ipé at Precious Woods, four years after harvest
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The international FSC principles (not including criteria) are listed below to provide a
general overview. 

Principle 1: Compliance with laws and FSC principles
Forest management shall respect all applicable laws of the country in which they
operate as well as international treaties and agreements to which the country is a
signatory, and shall comply with all FSC Principles and Criteria.

Principle 2: Tenure claims, land use rights and responsibilities
Long-term tenure claims and use rights for land and forest resources shall be clearly
defined, documented and legally established.

Principle 3: Indigenous peoples� rights
The legal and customary rights of indigenous peoples to own, use and manage their
lands, territories and resources shall be recognised and respected.

Principle 4: Community relations and workers� rights
Forest management operations shall maintain or enhance the long-term social and
economic well-being of forest workers and local communities.

Principle 5: Benefits from the forest
Forest management operations shall encourage the efficient use of the forest�s multiple
products and services to ensure economic viability and a wide range of environmental
and social benefits.

Principle 6: Environmental impact
Forest management shall conserve biological diversity and its associated values, water
resources, soils and unique and fragile ecosystems and landscapes, and, by so doing,
maintain the ecological functions and the integrity of the forest.

Principle 7: Management plan
A management plan appropriate to the scale and intensity of the operations shall be
written, implemented and kept up-to-date. The long-term objectives of management and
the means of achieving them shall be clearly stated.

Sustainability assessment

Fig. 14 Precious Woods staff member
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Principle 8: Monitoring and assessment
Monitoring shall be conducted, appropriate to the scale and intensity of the forest
management, to assess the condition of the forest yields of forest products, chain of
custody, management activities and their social and environmental impacts.

Principle 9: Maintenance of high conservation value forests
Management activities in high conservation value forests shall maintain or enhance the
attributes that define such forests. Decisions regarding high value forests shall always
be considered in the context of a precautionary approach.

Principle 10: Plantations
Plantations shall be managed in accordance with Principles 1 - 9 above. While
plantations can provide an array of social and economic benefits and can contribute to
satisfying the world�s needs for forest products, they should complement the
management of, reduce pressures on and promote the restoration and conservation of
natural forests.

Sustainability assessment

Fig. 15 Carefully dragging a trunk using a cable winch at Precious Woods
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5  Country risks for investors

In addition to the economic viability of the projects and their contribution to nature
conservation, we have analysed the country specific risks associated with these
investments. Our analysis revealed large differences in country risk faced by foreign
investors in Brazil, Namibia and Costa Rica.32

Investments in any emerging market should be calculated using a country specific risk
premium. This risk premium should be sufficiently high to compensate for the average
risks that are faced in the country as quoted above. Unfortunately, in reality country risk
is rarely taken into account in the calculation of the Net Present Value or other ratios.
Most financial analysts are no country risk experts, and cash flows are usually
assembled using straightforward public or management accounting information without
further adjustments. This results in a biased and incomplete picture of the risks faced by
investors - and an overstatement of the value of foreign investments.

There are a number of ways to estimate a country risk premium.  For the purpose at
hand we have used our in-house country risk model, the PwC Country Risk Model. 

The methodology used is straightforward: The yield of an emerging market bond
denominated in US Dollars is compared to the yield of a �risk-free� US government
bond. The difference between the yields of the two bonds (calculated by means of
regression analysis over a long period of time) equals the default risk of the emerging
market bond. 

This default risk corresponds to the �country risk� for bonds. For countries where there
are no bonds, ratings are used as an alternative and are then converted into risk
premiums.33 The risks for direct investments in the country in question are, however,
significantly larger than the default risks for bonds on the international market. The
following country risk premiums therefore constitute the lower limit of an appropriate risk
premium. Actual country risk may deviate from these values, depending on the type,
place and duration of the investment.

5.1  Namibia
Our analysis of the political conditions in
Namibia revealed a relatively favourable
investment climate. Namibia�s long-term
economic growth potential is good.34 Namibia
is one of the most stable and economically
successful countries of the region. The country
benefits from its proximity to South Africa, the
economic powerhouse of Sub-Saharan Africa. 

Namibia enjoys a relatively high degree of
political stability. The state of civil liberties has
improved since the controversial former
president Nujoma resigned.35 Nujoma,
infamous for his hate speeches against
minorities and his threat to impose sanctions

on the EU36, handed over office to the more moderate President Pohamba.

Namibia has recently received praise from a staff mission of the IMF for its economic
policies.37 The country has enjoyed robust growth and moderate inflation. Economic

Country risks for investors

32 The statements and analyses in this section generally related to data and information available in November 2006. Current
developments could have changed the situation in ways of which we are unaware.
33 If no bond data is available, Sovereign Credit Ratings can be used in a comparable methodology. The results are
comparable. Cf. PricewaterhouseCoopers Economics (2005): �The PwC Country Risk Model�
34 IMF (2006): �Namibia: Article IV Consultation with Namibia�, November 2006
35 Amnesty International, Report 2006
36 The Daily Telegraph, 4. September 2002, �Namibian leader warns EU of economic war.�
37 IMF (2006): �Namibia: Article IV Consultation with Namibia�, November 2006
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growth is expected to accelerate slightly to 4.5% in 2006 from 4.25% in 2005. The
continued support of the IMF is an important signal for investors. Foreign investors are
subject to the same rules as local investors. However, farmland may only be acquired by
foreign investors who have obtained a special permit. The unclear future of the highly
controversial land reform is a risk that should be taken into account by foreign investors.
Investments in the sectors affected by land reform, such as tourism, should therefore be
analysed carefully and calculated with an appropriate risk premium. The PwC Country
Risk Model currently estimates a risk premium of 1.1% for Namibia. In view of the
political situation in the country, this value may be higher for a direct investment and
should therefore be regarded as the lower limit for a risk premium.

5.2  Costa Rica
Costa Rica is one of the safest investment
locations in the region. As the oldest
democracy in Latin America, the country has
managed to sustain long-term economic
growth while at the same time investing
heavily in social improvements to a degree
which is unheard of anywhere else in the
region. Economic growth is expected to be
around 5% in 2006. Analysts point to a
number of structural challenges that might
increase the economy�s vulnerability to
external shocks.38

Nevertheless, Costa Rica is an open and free
market economy making every effort to

increase its competitiveness and strike free-trade deals with the EU and the US.

It is a safe destination for tourists, offering abundant natural riches and an attractive
climate. This sector is now the most important source of foreign currency for the
country. Legislation guarantees foreigners an unlimited right to acquire land. There is
also an investment protection agreement for German investors. Nevertheless, mainly
because of the vulnerability of the small economy to regional disturbances, investments
in Costa Rica should be calculated with a risk premium of at least 1.5%.

5.3  Brazil
Brazil continues to be one of the most
attractive investment locations. To a large
extent this can be traced back to successful
democratisation, the success of the �Plano
Real� economic stability programme and the
increasing integration of the country into the
global economy. President Lula�s economic
policy has exceeded the (low) expectations of
most observers, and investor confidence has
returned after the 2002 crisis.39

Lula has recently been re-elected in a
landslide victory. Some risks however remain.
The volatile currency constitutes a serious
macro-economic risk for investors. The
appreciation of the Real has hit profits of

exporting companies and decreased Brazil�s attractiveness as a manufacturing location
for the global market. Government interference in the energy sector has also been given
a negative reception by investors. Nevertheless, the general investment climate is
positive. An investment protection agreement was signed by Brazil and Germany and

Country risks for investors

38 IIF(2006): �Costa Rica Report�
39 EIU(2006): �Brazil Country Outlook�
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came into force in 1998. Foreigners can set up companies or regional branches in Brazil
or participate in Brazilian companies without significant restrictions.40 Brazilian law
guarantees the equal treatment of foreign and domestic investors. Unresolved land use
disputes as well as the security situation in some regions continue to constitute
investment risks. Investments in Brazil should be calculated with a risk premium of at
least 1.5%.

5.4  Investment guarantees 
Many countries, like the Federal Republic of Germany, offer long term investment
insurance against political risks in emerging markets. The cost of this insurance is
modest compared to the private political risk insurance market. For example in
Germany, for an annual fee of 0.5% of investment costs plus a one time handling fee,
this insurance provides cover against some of the most common risks faced by foreign
investors.41

Country risks for investors

40 It is possibly to purchase minority and majority participations.
41 See www.agaportal.de for more details on fees and conditions.
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6  Opportunities and threats

6.1  Ecotourism
Opportunities for projects in nature tourism arise as a result of the long-term growth in
the tourism sector as foreseen by the World Tourism Organisation (WTO): with a
workforce of about 234 million, this sector (directly or indirectly) employs about 9% of
all employees worldwide. Between 2003 and 2004, the number of arrivals worldwide
rose by almost 11% to 763 million. In 2005 the number rose again by 5.5% to a record
of 800 million.42 The World Travel and Tourism Council (WTTC) predicts an annual
growth of demand in the tourism sector of 4.2% in real terms over the next 10 years.43

Results by region show that Africa recorded the highest growth in arrivals in 2005
(+9%), followed by Asia and the Pacific (+8%), the Middle East (+8%), the Americas
(+6%) and Europe (+4%).44

A steady rise in demand is continuously increasing the importance of ecotourism within
the tourism sector. Heightened environmental awareness and an increasing interest in
nature among travellers have assisted this development. For example, 78% of Germans,
who form the third most important sending market in the world after the USA and
Japan45, regard experiencing nature as an important or very important reason for a
holiday; 41% of them visit natural attractions during their holiday.46 Ecotourism�s share of
international tourism is estimated at about 6%.47 With annual growth rates of 20% on
average, it is one of the fastest-growing segments of the international tourism market.48

Developing countries have become important ecotourism destinations. In 1950, the 15
most important tourist destinations, which were all in Western Europe and North
America, still accounted for 97% of worldwide arrivals, but their share has now fallen to
62% in favour of developing and newly industrialising countries.49

Opportunities and threats

42 World Tourism Organization (2006): �Tourism Highlights. 2006 Edition�
43 WTTC (2006): �The 2006 Travel and Tourism Economic Research�, p. 14.
44 Op. cit
45 Op. cit. 
46 F.U.R (2001): �Reiseanalyse 2001� and World Tourism Organization (2002): �Tourism Highlights 2002�
47 Op. cit..
48 WTTC (2002): �Tourism Highlights 2002�,p.18.
49 WTTC (2002): �Industry as a partner for sustainable development�.
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Fig. 16 Activities in the NamibRand nature reserve
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Possible risks arise from deterioration in security in the respective region as a result of
terrorist attacks, ethnic tensions and war and the appearance of diseases such as SARS
and bird flu. Further risks for foreign investors include land reform (as in the case of
Namibia) or land-use conflicts (as in the case of Costa Rica). A thorough analysis of the
political risks is therefore critical for success.

Opportunities and threats

Fig. 17 Oryx at Wolwedans
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6.2  Sustainable forestry

Opportunities in sustainable forestry mainly arise from the expected surplus demand for
certified tropical timber. According to FAO estimates, the demand for industrial round
wood will increase by about 25% from 1996 to 2010. According to information provided
by UNECE and FAO, market price premiums of between 12% and 20% are obtained for
FSC-certified sawn hard woods.  

There is also an extensive portfolio of harvestable types of timber in the area of natural
forest management. Companies can therefore react flexibly to market changes and
switch to the production of goods with higher profit margins. 

As in the case of ecotourism, risks mainly arise from the political conditions in the
country. As the example of Precious Woods Pará shows, illegal logging and the resulting
loss of sales constitutes a considerable risk for sustainable forestry.

Sustainable forestry

Fig. 18 Production site at Precious Woods
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demand for certified
tropical timber
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The risks associated with the acquisition of forests also include the possibility that it
might not be possible to identify all land use rights before acquisition and that claims are
asserted at a later date. The example of Precious Woods also shows that risks arise as a
result of corruption and changes in administrative structures in the country, which could
cause delays in the issue of official permits. FSC-certified companies that adhere strictly
to the laws and regulations of the country are particularly badly affected by such delays.

Opportunities as well as threats arise from exchange rate fluctuations. If export sales are
denominated in US Dollars and staff costs are paid in local currency, an appreciation of
the local currency in relation to the US Dollar will have a negative impact on the margin,
while a devaluation will have a positive impact.  

Further opportunities and risks arise from the planning of growth rates. The targeted
harvesting intensity implies a constant natural growth rate. Whether this rate can actually
be achieved can only be determined later on the basis of operating experience.    

Sustainable forestry

Fig. 19 Measuring trees to determine growth rates at Precious Woods
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7  Success factors

The case studies examined can be used to identify the factors affecting the performance
of sustainable businesses and which are important for the successful implementation of
comparable projects.  

7.1  Ecotourism
Important factors affecting the performance of tourism-orientated concepts are
described below.

The attractiveness of the destination can be identified as an important success factor for
tourism projects. The appeal to tourists may be due to the existence of eco-systems
(such as forests and coral reefs in the case study in Costa Rica) or types of landscape
(such as mountains and deserts in the case study in Namibia) or the opportunity to
engage in certain activities (e.g. walking, observing animals, diving). Accessibility to the
destination from the main sending regions and the number of time zone differences as
well as a good climate are also important. Political stability of a region and tourist safety
and security also play a significant role. The existence of primary medical health care
also has a favourable impact.  

The observance of a minimum size of the site was also identified as a factor affecting
performance. Concepts based on the attractiveness of the eco-system and a high
density of natural attractions require less space, hence smaller areas than concepts
which are based on the experience of certain types of landscape (15 ha rainforest
compared with 1,100 ha desert per visitor).

Success factors

Fig. 20 Landscape at Wolwedans

Tab. 3 Capacity and size of tourism reference projects.51

Attractiveness and
accessibility of
destination area

Minimum size

Area used (ha)

Visitor capacity (beds)

Area available per visitor (ha)

36,000

3250

1,100

1,000

64

15

Lapa RiosWolwedans

50 A total of 36 since 2005.
51 Source: PwC
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Economies of scale may, for example, be achieved by ensuring a connection to other
areas that are also used in a sustainable way and by combining a number of areas to
form one big private nature reserve (bigger habitat for wildlife, better visibility and
marketing opportunities). In addition to the price per hectare for the land and the
necessary investments in buildings, the size of the land to be purchased also determines
the initial investment required.

Securing the necessary long-term land use rights is also important for the success of a
tourism project. The associated strategic choice between purchasing the land or the
corresponding land-use rights should be taken on the basis of local legal conditions,
the funds available for the initial investment and the investors� cost of capital. If the
land is owned by the state, linking the amount of the leasehold payments to the project
sales may be advantageous if this increases the government�s interest in the success
of the project. 

Depending on the planned tourism concept, the access rights may need to be exclusive
in order to ensure the effectiveness of the nature conservation and thereby the
attractiveness to tourists and the economic success of the business concept. The legal
conditions must permit a corresponding contract to be drawn up and make the resulting
claims enforceable. If this is not possible, the land must be purchased.  

Site-specific differences between the examined project concepts are summarised below:

The projects examined differ in terms of their long-term profitability during the operating
phase. The main factors affecting performance are the maximum capacity, average
utilisation, average daily prices and additional sales per visitor (e.g. food and drinks,
guides, tours and transfers).

Success factors

Combination of a number
of areas to form one big
private nature reserve

Securing the necessary
land use rights in the long
term

Exclusivity of the right of
access and use

Long-term profitability

Tab. 4 Site-specific differences between reference projects.52

Tourism concept

Area

Location, infrastructure

Land use right

Investment value

Experiencing a wide, open landscape

Large area managed, little restoration 

Infrastructure connection via road
network (approx. 5 - 6 hours driving time
from international airport), landing
facilities available for small aircraft
(shuttle service), very accessible for
South African customers; otherwise fairly
expensive to reach

The area is used in return for licence
payments to structurally linked
companies

Small investment in relation to area size

Experiencing the rainforest eco-system

Small area managed, no restoration

Good infrastructure connection (close to
airport), short travel time for North
American customers, low travel costs

Purchase

Large investment in relation to area size

Lapa RiosWolwedans

52 Source: PwC
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The projects examined differ in terms of their long-term profitability during the operating
phase. The main factors affecting performance are the maximum capacity, average
utilisation, average daily prices and additional sales per visitor (e.g. food and drinks,
guides, tours and transfers).

A strategic focus on providing high-quality tourism services, such as guided tours, will
have a positive impact on the daily rates. The associated labour costs are comparably
low in countries with low living costs. The example of Wolwedans shows that the
placement of a brand name can also have a favourable impact. And finally, limiting the
maximum number of beds in the reserve will ensure not just nature conservation, but
also the exclusive nature of the accommodation. 

In terms of costs, economies of scale can also be achieved if accommodation capacity
reaches a certain size and if it is used to capacity. Additional returns can be generated
by keeping the start-up phase as short as possible, by paying leasehold instead of
investing into a purchase of the land and by ensuring that staff costs remain as variable
as possible in order to offset seasonal effects on utilisation. 

Success factors

Long-term profitability

Provision of high-quality
tourism services

Economies of scale

Tab. 5 Utilisation and daily prices of reference projects.53

53 Source: PwC

Average utilisation (long-term)

Average daily price (long-term)

56%

165 Euro

70%

200 Euro

Lapa RiosWolwedans
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The example of Lapa Rios shows that the profitability of pure tourism concepts can be
increased by additional services and the associated earnings.

The success of the tourism projects is also affected by the ability of the management to
recognise the requirements of the markets and to focus and manage the business
accordingly. Supervising the actual provision of services also requires optimal know-how
from the tourism and hospitality sector.

The differences between the operating features are shown in the following table:

Success factors

Fig. 21 Service team in Lapa Rios

Additional services

Know-how from the
tourism sector

Tab. 6 Differences in the profitability of different tourism projects.54

Strategic alignment

Start-up phase

Profitability of the operating
business

Project return

High-quality / high-price tourism offering

Fairly long start-up phase (7 years) with
gradual increase in capacity

Relatively low daily prices and utilisation
rates, relatively small earnings from
additional offerings, developed marketing
concept

10%

High-quality / high-price tourism offering

Short start-up phase through rapid
implementation of the planned
investments and rapid achievement of
the necessary capacity and utilisation at
the desired level

High daily prices and utilisation rates,
high earnings from additional offerings,
management know-how

25%

Lapa RiosWolwedans

54 Source: PwC
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7.2  Sustainable forestry

As in the case of the tourism case studies, the choice of site is of great strategic
importance for natural forest management. The following factors must be taken into
account:

! Natural features, such as climate conditions, soil quality and a small likelihood of
losses due to forest fires or storms as a factor affecting the harvest volume and
quality

! Existing infrastructure and connection of the forest to the processing industry and/or
international markets and the availability of labour

! Long-term legal certainty regarding the purchase of land or the purchase of land use
rights (as already explained in connection with tourism concepts)

! Political and economic conditions in terms of regional stability and the acceptance of
the concept by stakeholders

The site-specific aspects that must be taken into account in forestry projects are
summarized in the following table: 

As a natural tropical forest is usually characterised by a high diversity of species and a
heterogeneous stock of marketable woods, natural forest management requires a much
larger area than plantation management for comparable volumes harvested.

Success factors

Tab. 7 Site-specific features of forest projects.55

Forestry use concept

Core skills

Location, infrastructure

Area in ha

Volume harvested m3/ year

Unit harvest volume m3/ha 
per year 

Area use right

Sustainable natural forest management in accordance with FSC standards. Processing
harvested wood into sawn timber and small parts

Assessment of forest

Development of management plan

Harvest of natural forest (low impact logging)

Natural forest area in the federal Brazilian state of Pará

Good climatic conditions, high quality of trunks

Harvesting region located at a distance of about 350 km distant from processing sites

Tenure rights for over 76,000 ha of natural forest

Use of further forest areas planned

132,000 (output-related: 95,000) 

Natural forest:
22 m3/ha / 30 a = 0.73 m3/ ha*a (output-related)

Progressive acquisition of tenure rights or licences after clarification of any existing use
rights of third parties

Precious Woods Pará

55 Source: PwC

Factors affecting the
selection of areas
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Success factors

The real net output ratio should also be adjusted to the market. The higher the real net
output ratio, the more flexibly the company can respond to changes in demand and
market prices, since the product assortment can easily be adjusted accordingly. A
structural link to the main customers is also a strategic advantage for the stability of
the distribution channels. A good connection between the forest and an export harbour
that is served by international shipping companies ensures access to a larger number
of markets.

The ability to draw on existing forest management know-how when selecting the area
and during management is also an advantage. If no previous projects have been
managed before, this knowledge can be obtained either through co-operation with
research institutions or by managing small reference areas prior to the start of the
project. Reference projects also constitute a good opportunity to win the confidence of
relevant competent authorities and certification agencies.

The profitability of the examined forest management project is essentially affected by the
amount of the necessary initial investment, the duration of the start-up phase and the
long-term profitability of the operational business. 

If an existing natural forest is acquired, harvesting can already commence in the first
year of operation, thereby ensuring early cash flows and low financing needs. On the
other hand, in forest plantation projects, the period between planting and the first
harvest lasts several years. The length of the growth phase of the plantings depends on
natural growing conditions, the types of trees used and the products to be sold.

Adjustment of real net
output ratio to the market
conditions, connection to
an export harbour

Forest management
know-how

Duration of start-up
phase

Fig. 22 FSC seminar at Precious Woods
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Tab. 8 Comparative summary of the planned profitability of forest management projects.56

Investment in trees

Further investment

Total investment value

Start-up phase

Sales per year

Selling prices

Profitability of the operating
business

Purchase of existing forested areas
approx. EUR 7.2 million

Sawing mill and small parts production
Infrastructure in the form of roads, paths and river port facilities
Accommodation for forest workers and landing strip for small aircraft

EUR 11.5 million

Operating profit from the second year of operation
FSC certification from the second year of operation
Long-term harvest level reached in the 19th year of operation 

EUR 6.76 million after the desired harvest level has been reached

Round wood: EUR 25/m3

Sawn wood locally: EUR 42/m3

Sawn wood for export: EUR 341/m3

Small parts: EUR 531/m3

Ram piles: EUR 161/m3

Long-term profitability of about 25% to 35% is reached in the second year of operation

Factors affecting performance are:
Lower unit harvesting volume
Harvesting costs: EUR 20/m3 (for round wood including transportation to the round
wood store)

The attainable market prices and the costs associated with harvesting and further
processing are crucial factors affecting long-term profitability. Certification by the
FSC has a favourable impact on the achievable market price. The harvesting costs
are lower in the plantation project because of the higher density of trees and the
existing infrastructure.

For the financial planning of forestry projects, it is important to consider the timing of
cash flows. Natural forest projects for example, require a large initial investment with
early returns resulting from the purchase of forested areas, while investments into
plantation projects extend over the entire planting phase and returns are only generated
in the main after the growth phase.  

Different risk structures must also be considered. In the case of natural forest
management it is possible to start marketing the harvested timber immediately. In the
case of plantations, on the other hand, one of the main risks lies in forecasting the
length of the period of growth of the trees and subsequent changes in the price of the
timber. The main factors affecting the operating profitability of forest management
projects are summarised in the following table:

Certification by the FSC

Timing of cash flows

Risk structure
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8  Possible corporate structure

The above analysis demonstrates that it may be useful for the WWF or other
environmental conservation organisations to initiate projects that they consider to be
beneficial for the conservation of biological diversity, and to operate these projects as a
profitable business, so that the necessary capital can be obtained from investors
(�sustainable investments�).  

On the basis of these results, a proposed company structure has been prepared to
enable the worldwide implementation of such projects through private investment. 

The main corporate body for such investments could be a German corporation (�holding
company�). The holding company may be controlled by a foundation set up by the
environmental conservation organisation and/or the nature conservation organisation
itself as shareholder. The organisation may also supervise the holding company via the
supervisory board. The holding company does not carry out the projects itself. This is
done by the individual operating subsidiaries in the respective countries. The holding
company finances the subsidiaries� individual projects with equity and debt. Investors
participate at holding company level by buying preference shares, for example, or via
other forms of investments (e.g. convertible bonds, mezzanine capital etc.). It should be
possible for investors to directly participate in individual project companies if necessary.
The foundation�s or conservation organisation�s control of the holding company ensures
that the environmental principles are always observed by the holding company as well
as by individual subsidiaries.

While an expected positive effect on a company�s brand value might play some role in
the decision to co-operate with an environmental organisation, the willingness of
investors to invest a certain amount of money depends essentially on the expectation of
a favourable return on investment in the form of capital gains or future dividends or
interest earnings. These expectations can be fulfilled via the planned structure.

From a tax viewpoint, it is first of all necessary to determine whether the foundation will
be not-for-profit or for-profit. In the former case, it is necessary to decide whether the
investment in the holding company is to take the form of a so-called �business concern�.
This occurs when the foundation actually influences the current management of the
holding company.

Possible corporate structure

Fig. 23 Company structure for �Sustainable Investments�57

creation of
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foundation

founds
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+ tax effects

- rather inflexible
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Sustainable Investments

holds voting rights

incorporates subsidiaries�

grants franchise�

creates incentives�

controls Supervisory
Board

emission of
preferred shares

Holding AG

Rating 1

Rating 2

Central corporate body

Tax aspects

57 Source: Gramlich, Dieter / Sustainable Investments Working Group / PwC
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The decision as to whether the holding company is to be a public limited company or
limited partnership will have various effects on the taxes payable by the holding
company. In view of the planned foreign subsidiaries or holdings, it is recommended to
set up the holding company as a public limited company. This is advantageous as a
public limited company normally enjoys the protection of double taxation agreements.
Although start-up losses cannot be offset against tax via direct holdings, it can be offset
via additional other arrangements.

For investors the possibility to sell their shares constitutes an important advantage of
the public limited company. The sale of shares can also constitute a tax advantage for
investors. Regardless of tax questions, the whole arrangement should offer investors the
opportunity to sell their holdings within a medium-term investment period (5 to 10 years)
from the outset. 

In our opinion, the main structural and fiscal parameters for the nature conservation
organisation and investors with regard to the structure of a company can be
summarised as follows: 

! Recognised legal structure of a company 
! Balanced relationship between the continuous observance of environmental principles

of the environmental conservation organisation and the rights of the investors
! Opportunity for (individual) investors to sell their shares upon achievement of

individual investment targets
! Possibility of tax incentives (e.g. making tax-free capital gains or offsetting start-up

losses against income)
! Availability of state-funded subsidies for co-financing individual projects

A comprehensive country and project portfolio is recommended in order to minimise
project-specific and country-specific risks. The private-sector approach and expected
return also permits financing via the capital markets. In view of the rapidly growing
market for �ethical� or �green� financial products (�sustainable investments�), a promising
demand for investments in international nature conservation is not unrealistic. 

Possible corporate structure

Public limited company
or limited commercial
partnership

Disposal of shares 

Extensive country and
project portfolio
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9  Conclusion

In conclusion, the companies analysed in this study and the structural and fiscal
concept described show that privately organised and financed self-supporting projects
can make a valuable contribution to nature conservation and the preservation of
biological diversity. 

The case studies examined are financially self-supporting and do not need public funds
or donations so that more public funds are available for complementary purposes such
as the protection of regions particularly at risk and where sustainable use is not
possible. Therefore, government should consider setting up programmes for assisting or
co-financing such �sustainable investments� in order to promote the interest of the
private sector and offer greater investment incentives.  

�Sustainable investments� therefore constitute a very promising new way of
implementing environmentally meaningful measures. 

Conclusion
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