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Do Mass Balance mills facea
-risk of buying illegal FFB?

study in five coliritries .
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Malaysia
Thailand
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Ghana
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- Countries with Mass Balance certified mills:
Colombia, Ghana, Honduras, Malaysia, Thailand
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Desktop studies

* Legal requirements
*» Upstream supply chain model
* Macro risk factors

Interviews & field study

* Local interpretation of legal
requirements

* Level of enforcement

+ Local knowledge of illegal FFB

* Supply chain model and role of
players

* Level of traceability

+ Cultural factors
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Hypotheses & analysis

* Areas of risk for focused study

+ Causes and sources of illegal
FFBs

* Precautionary actions which
mitigate risk

* Supply chain and operational
models which minimise the
entry of illegal FFB
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» Ayesdesa + Chumporn Palm OitIRdastry =

« Coapalma « GTZ v V
« CORAPSA « Office of Agricultural Economlcs & , \ 3

« Grupo Jaremar + Patum Oil =
« Hondupalma + Univanich Palm'Oi,l
« Solidaridad Honduras

%\esearch findings: legal context
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'deterine FFB legality

Land title
Permitted land use

» Environmental law compliance

Operations « Social law compliance
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Theft . Stolen FFB
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esxlegal requirements to grow palm oil

tries studied have systems of land title, and all growers have to
ey have title to land or they have permission from the land title_holt

7s |ed, only East Malaysia has conflicting views of land ownership due
o% customary tribal rights

. n'iuse: There are few requirements on smallholders

Smallholders Estates

Law and Regulations Requirements

Colombia
Malaysia
Thailand
Colombia
Malaysia
Thailand
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I} ng to palm oil operations

Colombia Ghana Honduras Malaysia

ing prohibited

‘riba:riar] buffer zone prohibited

als prohibited related to palm

having a comprehensive permit regime for palm oil

Type of law Law and Regulations Requirements Colombia Ghana Honduras Malaysia
| el"l'I\it ttsupply palm fruit (smallholder)
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#0regal enforcement, by country

duras, there is a general perception of low enforcement. - "l \\
e is low enforcement applied to smallholders ' ;, \§\ \
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practice: mostly in the past

Country Land issues

In previous years, land grabbing was common
due to civil war. Cases of estates using the
lands of displaced communities.

Colombia

Resolution efforts

Disputes are being settled by government and
companies since 2014 with land "restitution program”.

Most land is owned by the community. Buyers
have to seek consensus from community chief,
then district chief and finally regional chief.
Applicable to palm industry.

Dispute problems commonly happen when lands are
acquired without consulting all the relevant parties.

Land conflict is well known, especially in Aguan
Valley, where companies have used violence to
acquire land for palm plantations.

Honduras

Many conflicts are resolved as companies return the
land to the smallholders or buy it. However, some
violence continues in Aguan Valley, at a smaller scale.

In Sarawak, many cases of land dispute with
unclear ownership due to native customary
land rights. Also a few cases in Sabah.

Malaysia

to lack of documentation or to evidence of who is
considered to be “native”.

Land title and land usage rights are well
defined in Southern Thailand, with little to no
land conflict issues found within palm industry..

Thailand
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No resolution required. All new palm plantations are
established on land which has been in long-term use for
other agriculture (mainly rubber plantations).
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iices: environment & workers

Estates Apparently high level of compliance
Smallholders |In general, low knowledge and low compliance.
' ¥
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Colombia Does not appear to be an issue in the palm industry, although there are some cases in other
parts of the agricultural industry.
Ghana No reports of forced or child labour in palm oil production, although there are reported cases
elsewhere in agriculture.
The use of underage workers and paying workers below minimum salary are common and f 7
Honduras these issues may apply to palm. Elsewhere in agriculture, there are cases of forced labour,
especially concerning indigenous and afro-descendant communities. o8
Malavsia Cases of foreign and illegal workers exploited, with confiscated passports or debt bondage. if &S5
Y Many stateless children reported to be working on palm oil plantations, especially in Sabah. CTRAL
Historic reports of foreign worker exploitation in the palm oil industry, but it does not appear to 5
Thailand be a continuing problem. Cases of confiscated passports or debt bondage seem mainly to
occur in regions of Thailand where oil palm is not grown.
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Country !

Colombia
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FFB theft

Common stealing of FFB in Tumaco & Puerto Wilches Regions.
FFB are smuggled from Norte de Santander area in Colombia to be sold to Venezuela.

Ghana

Strong community bonding among villagers, and collectors who pick up from source, minimise
stolen FFB. However, outgrowers who are bonded to sell their FFB to mill companies, due to
loan agreements, often secretly sell their FFB to other parties to receive higher cash payment.

Honduras

Stolen FFB is common. Hence, estates put up tight security to prevent FFB from stolen.

Malaysia

Stolen FFB is high in Sarawak, with 200+ of cases reported per year. This is mainly due to
unsatisfied natives, who felt that they were not treated fairly on land right and dividend issue.

Land usage

Thailand

Strong community bonding among villagers makes stolen FFB extremely unlikely. Fruits and
plantations owned by smallholders are not guarded, as there are no cases of stolen FFB.

Land title law is generally mature,
apart from some issues in
Sarawak.

In Ghana, land title is community
based.

Enforcement

Well enforced, but residual problems in
Honduras, and difficulty of resolving
customary rights in Sarawak.

Smallholders are excluded from permitted
use controls.

Culture

Some civil law conflict in Ghana, when
permissions are not obtained from all
community chiefs.

Cases of protected areas infringed in some
areas.

Operations

General environment laws, not
specific to palm oil.

Worker rights laws in all
countries, but laws are not
always clear on issues such as of
document ‘safekeeping’ and
recruitment fees.

Patchy enforcement on environment laws
and virtually no enforcement on
smallholders.

Abuse of worker rights seems most
commonly associated with use of
immigrant (perhaps illegal) workers, and
enforcement is questionable.

In most areas, concern for environmental
issues is not part of the culture.

Community-based production units with local
workers seems to minimise issues of worker
abuse.

Theft

Similar laws apply everywhere.

Little enforcement by local police.

Thailand and Ghana stand out as examples
of close communities eliminating stealing.

Permit
controls

Only Malaysia attempts
comprehensive permit scheme.

Little enforcement of permits on
smallholders, where these exist.
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Operators appear to turn a blind eye to
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i brings higher risk of illegal FFB

Indirect
Estates /
Certified source ;

- Independent
P  Smallholders

R Intermediaries

Independent
smallholders

10



Country

Colombia
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hains:

problems of transparency

Findings

Dealers are not common in the upstream supply chain. Mills often buy 100% of their FFB
directly from producers, where they maintain strong relationships. However, in Tumaco &
Puerto Wilches areas, mills often buy from dealers with no transparency to the origin of FFB.

Ghana

Low transparency and traceability, with no systematic trading practices. Dynamic supply chains
with no close relationship between producers and buyers.

Honduras

Low transparency and traceability, with no systematic trading practices. Dynamic supply chains B
with no close relationship between producers and buyers |

Malaysia

License sharing among independent smallholders is common. It is estimated that 60% of the
FFB produced from smallholders is without license.
With the involvement of multilevel dealers, traceability is lost in the complex supply chain.

Thailand

Although mills do not generally require traceability to growers, collection centres manage a
small fixed group of growers, keeping transaction records and knowing their suppllers very well.

Potentlal action by the RSPO
and RSPO members
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B to cl\tified mills, often indirect

joc mill will have a tendency to buy non-certified FFB from indirect sources; to }
from direct contracted sources ) 4#

Independent

Collection Centre Mass Balance
Smallholders / Certified Mill
pendent,Smallholders % . ; 4 7
ose‘tln i ctly ; 3 pract ol » 7 7
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és to supply chain
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N i € 1-Purchase direct from growers "“5&“\
'; rategies is to obtain \
A

visib IIW ovér the supply + Some certified mills have made a conscious effort to buy even
their non-certified FFB directly from growers

e

e Work with supply chain intermediaries to
obtain direct access to growers

+ This approach is a major challenge for mills, due to:
+ Supply chain relationships between growers and
intermediaries are often not very stable
« Dealers are seldom cooperative in opening up information
about their supply sources

E Purchase from intermediaries who can be
9 trusted to control their grower supply base

« Thailand provides the best example of devolving responsibility to
trusted intermediaries — the collection centres
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« Countries, and provinces, differ significantly in whether local factors increase or
decrease the probability of illegal FFBs in the market
— These factors are cultural and may be difficult to change

* Increases the risk of illegal FFB
— Loss of traceability means that original sources are unknown
— In most cases, indirect channels do not assist efforts to ensure legality
» However, it is an important source of non-certified FFBs
— Non-certified sourcing is often supplemental to the mill’s stable supply base
* In some cases, high transparency mitigates risk of indirect purchasing
— Examples of trusted intermediaries who can stop illegal FFBs

« Best practice mills have gone beyond minimum requirements of the RSPO

P&Cs in order to minimise the risk of purchasing illegal FFBs
— Knowledge of supplier who delivers to the gate is insufficient, when purchasing indirectly

Indirect
purchasing
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