


1.

Key points

Systemic social and environmental problems continue to plague the Indonesian palm
oil industry and connected global palm oil supply chains:

Human rights abuses embedded in palm oil are frequently associated with land
conflicts, weak land governance, deforestation and other environmental harm:

Corporate due diligence practices, if undertaken, often do not apply balanced integrated
approaches to environmental and human rights due diligence

Corporate accountability of all actors along palm oil value chains to affected
communities is weak or non-existent:

Action is needed now to ensure major strengthening of company and financier
environmental and social governance (ESG) systems to fulfil corporate responsibilities
and remedy unresolved community grievances;

Sustainable corporate governance legislation and supply chain regulations must
require downstream companies and financial businesses to conduct due diligence
along their entire supply and value chains;

Legal regulations on corporate actors must be backed up by robust verification and
enforcement, and include obligations on businesses to take actions to address and
remedy impacts on human rights and the environment and disclose due diligence and
measures undertaken.

Community members and smallholders outside the Office of the Governor of Jambi protesting against illegal palm
oil concession permits affecting their lands and forests. Credit: Sophie Chao
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. Summary

The supply chain analysis contained in this report finds that oil palm plantations and mills that

are the declared holdings of Astra Agro Lestari, First Resources, Golden Agri Resources-Sinar Mas
and Salim (Indofood) groups are associated with serious cases of social and environmental harm.
Human rights abuses identified include the denial of indigenous peoples’ rights, expropriation of
community lands without consent, involuntary displacement, violations of environmental rights,
repression, harassment, criminalization and even killings of human rights defenders. Despite
these very serious, long term and well documented human rights abuses and environmental
damage, on the ground, major downstream companies continue to invest in, or source products
from these plantations, often without identifying, recording or remedying the social harms they are
causing, contributing to, connected to, and profiting from.

Downstream companies investigated, which source palm oil from corporate group level suppliers
controlling or sourcing from abusive plantations, include Cargill, Nestlé, PepsiCo, Unilever, Wilmar
International, Archer Daniels Midland and AAK. Prominent financiers and investors include
Blackrock International, ABN-AMRO, Rabobank, Standard Chartered, Citigroup, Lloyds Banking
Group, JP Morgan Chase, as well as different pension funds and Asian banking groups (Figure
2). Most of the downstream companies investigated, and some of the investors, are prominent
members of the Roundtable on Sustainable Palm Oil and other sustainability initiatives. Yet,
despite the fact that the violations uncovered are clearly contrary to RSPO standards, as well

as the companies’ own ‘No Deforestation, No Peat and No Exploitation’ (NDPE) policies and
commitments to apply the Social Requirements of the High Carbon Stock Approach (HCSA),

it is found that trade and investment with harmful suppliers continue unchecked.

Dirty and destructive commodity chains — a global problem: As the world enters the third
decade of the 215t century, the expansion of the commaodity frontier funded by the global
financial system continues to drive massive social, environmental and climate harms.? In
the agri-business sector, supply chains for palm oil,® beef,* sugar® rubber,® soybean,” cotton®
fruit? and bananas'® are frequently stained by embedded human rights and environmental
abuses committed upstream at the point of production.' Supply chains and the global
commodity trade are often associated with violence and repression of indigenous peoples,
communities and social organisations.'” Agri-commodity markets are also infected by
corrupted products'® and laundered illegal commodities supplied by banned producers
who are the subject of judicial sanctions for illegal deforestation and rights abuse.' At

the same time, a growing body of science links large scale land conversion to agricultural
monocultures for the production of commodities to the emergence and spread of harmful
disease and pandemics.'® Reports from the frontline during the pandemic of 2020-21
indicate that harms associated with commodity trade are intensifying and set to cut

yet deeper as producer countries and industry seek to ‘rollback’ regulation and enable
economic ‘recovery.'® Major commitments are required by governments and the private
sector to ensure that legal and policy protections for human rights, the natural environment
and the climate are maintained and strengthened during and after the current pandemic.
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I. Core findings

Supply chain contamination

+  Palm oil sourced from unsustainable plantations, mills and refineries in Indonesia is often
contaminated by unresolved current and historical human rights abuses (as in all 10 cases studied)”

+ Palm oil plantations and supply chains continue drive multiple land conflicts and associated
negative human rights impacts across Indonesia'®

+  Extensive areas of customary community land in Indonesia have been converted to
commercial land permits known as Hak Guna Usaha (HGU) without genuine FPIC and with no
proper legal contract with affected indigenous communities

+  Flawed FPIC processes linked to concessions and land leasing for oil palm development
have been founded on misinformation leading to longstanding tenure disputes, conflicts and
grievances, and protracted complaints that are ongoing and unresolved in 2021 (e.g., affecting
Dayak territories across Indonesian Borneo)

+ Inaddition to violations of indigenous peoples’ land rights and FPIC, other injustices connected
with palm oil supply chains in breach of international human rights law, the UN Guiding
Principles on Business and Human Rights and industry sustainability standards include,
among others, infringements of the right to food security, clean water, and a healthy
environment and denial of access to remedy for harmful supply chain impacts

Orang Rimba communities dispossessed by PTSAL plantations suffer persecution from company security guards
as ‘squatters’ on their own customary lands, which are now blanketed in palm monocultures. Credit: Warsi
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Defective due diligence and weak systems of environmental and social
governance (ESG)

Existing ESG systems of downstream companies are failing to identify (or overlooking)
numerous unresolved human rights abuse cases and related outstanding community grievances
upstream in Indonesia, which should be being picked up and addressed through due diligence;

Even where companies have statements and palm oil sourcing policies with human rights
and NDPE commitments, including on land rights and FPIC, they often do not have practical
procedures to apply them in supply chain operations and investments;

Palm oil businesses often lack effective and credible verification frameworks to assess compliance
with their NDPE commitments and applicable legal and industry social and environmental standards;

Voluntary pam oil certification schemes like the RSPO and their auditors are failing to identify land
conflicts, FPIC violations and community grievances in member subsidiaries and supply chains;

Current "ESG" risk and performance ratings for agribusiness corporate groups and commaodity
suppliers used by downstream companies and investors to conduct due diligence are not
reliable (information is often seriously incomplete and suffers from self-reporting bias);

Downstream companies and international financiers provide little or no public information

on their corporate due diligence procedures for identifying and addressing impacts and risks
associated with suppliers, partners and clients in the palm oil sector, and hence failing to meet
standards set out in the UNGP reporting framework;

Businesses and investors mostly fail to disclose the actions they will take or have already
implemented in cases of non-compliance and reported harm (e.g. on detecting land conflicts,
threats to human rights defenders etc); nor do they disclose thresholds they have set that if
breached will result in suspension of suppliers or the termination of business relations.

‘Until now the much-needed proper
remedies and rights of the impacted
communities have not been resolved
properly. We urge investors and buyers
of palm oil from PT Pancasurya

Agrindo (PT PSA) to take and share
accountability in upholding human rights
remedies. The affected communities are
demanding their land be returned,”

Director of WALHI Riau, 2020
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Weak redress and remedy

Communities in Indonesia harmed by corporate oil palm operations must often endure human
rights abuses and grievances with no effective remedy for years or even decades (if at all);

Powerful corporate groups and palm oil conglomerates are still washing their hands of
responsibility to remedy community grievances by divesting ‘problematic’ subsidiaries (e.q.,
Sime Darby divestment of PT MAS in 2019);

Existing palm oil industry accountability mechanisms such as the RSPO complaints system
are typically slow and ineffective (e.qg., PT MAS case affecting Dayak Hibun communities in W
Kalimantan) ;

Downstream company verification that supplier remedies are effective and community grievances
have been resolved to the satisfaction of affected rightsholders is weak or non-existent.

Positive practices in palm oil business: This review finds that since 2017 there has been
notable progress in the palm oil sector in improving supply chain transparency through
transnational company disclosure of suppliers and mill lists using a common reference
known as the Universal Mill List.” Some downstream companies update their published
mill lists at least annually and some do this more regularly (e.g. Nestlé, AAK, ADM Europe),
and several (e.g. Nestlé) disclose how specific mills and third party palm oil producers are
tied to their direct “Tier 1" suppliers. Public disclosure of full supplier lists including third
party suppliers should be adopted by other agri-commodity sectors and supply chain
actors, including by upstream domestic businesses, corporate groups, processors and
restailers; and must be required in emerging regulations and mandatory legislation on
corporate governance, supply chain due diligence and transparency.

In addition to land grabbing and deforestation, palm oil mills in Indonesia and in other producer countries are often
denounced for air and water pollution adversely affecting the health and water rights of adjacent communities
Credit: Rhett A Butler / Mongabay
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1. Demanding corporate
accountability ana
calling for change

The case studies highlight a range of demands on supply chain actors made by affected rights
holders and communities, including calls on international finance businesses and downstream
companies to investigate the cases concerned and address human rights impacts and unresolved
grievances. Specific community demands for time-bound action plans to facilitate land restitution
and reparations are also made on Sime Darby, Cargill Inc, Astra International Group/Jardine
Matheson, AAK, Nestlé, PepsiCo, Wilmar and Unilever. Affected communities emphasise the need
for dedicated and transparent follow up and monitoring of remedial measures and agreements.
In some cases, downstream companies are requested to suspend purchasing of palm oil from
harmful suppliers, such as PT Kurnia Luwuk Sejati.

“We still want our customary land back
and proper remedy. PT Mitra Austral
Sejahtera (PT MAS) converted 1,462
hectares of customary land in Kerunang
Hamlet and Entapang Hamlet to a
business use permit (HGU) without a
proper FPIC process — this was deceitful
behaviour. We don't want to lose our
customary land...”

Community leader, Entapang Hamlet, Bonti
Subdistrict, West Kalimantan, 2020

The report additionally presents actionable recommendations for companies and investors

on upgrading due diligence to better protect human rights and the environment. Lessons from

the case studies are also used to make recommendations to state actors developing statutory
regulations on corporate governance and sustainability regulations for ‘forest-risk’ supply chains.
Core recommendations for different actors derived from detailed proposals for action set out in the
full report are the following.
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Transformation imperative for the 21st century: Indigenous peoples and communities
impacted by harmful global commodity trade have long called for binding statutory
regulation of commodities and corporate actors to uphold human rights, protect indigenous
territories and remove “embodied” rights abuse, climate damage and environmental
destruction from commodities.?® Social movements and the UN are calling on companies
and financiers to upgrade their social and environmental governance systems to take
actions to ensure zero tolerance to land grabs, killings and violence against human rights
and environmental defenders in their business operations and investments.?' Alongside,
demands for greater legal regulation and accountability of businesses and the finance
industry worldwide, indigenous peoples and climate justice movements are calling for
transformations towards sane, humane, equitable and agro-ecological economic systems,
alternative economies and a move away from industrial chemical-based monocultures and
economic growth models grounded in large-scale extraction and industrialisation.??

A. Specific demands of affected communities

The report highlights a range of demands made by adversely affected communities in the

10 specific supply chains investigated, including calls on downstream companies and
international finance businesses to undertake independent investigations of the cases concerned
and take actions to address human rights impacts and unresolved grievances. Specific
community demands for time-bound action plans to facilitate land restitution and reparations
are also made on Sime Darby, Cargill Inc, Astra International Group/Jardine Matheson, AAK,
Nestlé, PepsiCo; Wilmar and Unilever. Affected communities emphasise the need for dedicated
and transparent follow up and monitoring of remedial measures and agreements. In some cases,
downstream companies are requested to suspend purchasing of palm oil from harmful suppliers,
such as PT Kurnia Luwuk Sejati.

B. General recommendations to supply chain actors

In addition to specific demands put to transnational businesses and financiers, the report sets out
a set of proposals for action for different supply chain actors.

Downstream companies and market operators

%~ Implement own measures and support collective sector-wide initiatives and actions to
enable credible independent verification of compliance with business and human rights and
sustainability standards, including field-based verification of respect for commmunity tenure,
FPIC, NDPE and HCSA commitments;

&~ Apply specific due diligence on tenure governance and use credible information sources
to identify and address contested tenure rights and land conflicts and related community
grievances upstream in supply chains;

¢~ Develop and adopt dedicated due diligence procedures on human rights and environmental
defenders to identify and address violence, intimidation, repression and criminalisation of
communities affected by harmful supply chain impacts and abusive corporate conduct;

¢~ Include binding human rights and environmental provisions in business partnerships and
supply contracts to require upstream suppliers to apply specific standards in their operations
and enforce these in their own supply chain;

¥~ Publicly disclose due diligence actions planned or underway to address adverse supply chain
impacts and risks in line with the UNGP Reporting Framework: such disclosure should relate to
particular operations, suppliers and jurisdictions (beyond generalised statements);

¢~ Develop, adopt and disclose non-compliance action protocols, setting out what a company or
financier will do in practice on detecting non-compliance in their supply chain or portfolio.
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Investors and finance industry

¥~ Develop and adopt due diligence practices to verify and cross-check ESG rating information
on potential clients, investees and borrowers using independent information sources such as
media, civil society, academic studies and community reports;

&~ Adopt and publish a code of practice to only finance and invest in oil palm companies and
agribusiness corporate groups, concessionaires, mills, refineries and land developers able to
demonstrate compliance with international human rights and environmental standards;

¥~ Use contracts, finance agreements and other sources of leverage to promote adherence
to agreed standards, including compliance with the UNGPs and related international law
standards on human rights and seek to maximize leverage on clients and partners;

¥~ Fully disclose lending, underwriting, asset ownership and investments in high-risk sectors,
including information on beneficial ownership and shareholder interests in oil palm and other
agribusiness companies to ensure transparency, including interests in shadow companies
registered in offshore secrecy jurisdictions.

Policy makers and legislators

It is emphasised that to be effective, statutory measures and regulations on business and human
rights and ‘forest risk’ supply chain sustainability must ensure, inter alia:

¥~ Corporations are obliged to identify, address and remedy impacts in their supply chains and portfolios;

&~ Application of corporate due diligence and disclosure requirements throughout company supply
and value chains, business partnerships and portfolios (covering both direct and indirect suppliers);

& Establishment of robust monitoring, verification and enforcement mechanisms to support compliance;

¥~ Strong sanctions for companies in violation of applicable due diligence laws and supply
chain regulations;

¥~ Access to judicial remedy in the courts of the country where companies are domiciled for rights
holders and communities negatively affected by their operations, business relations and investments.

“We are now calling on palm oil buyers
from Astra Agro Lestari like Unilever,
Nestle, PepsiCo, Cargill and Wilmar

as well as other downstream actors

to share responsibility and work in
collaboration to support land restitution
for Orang Rimba in PT SAL,

Spokesperson, KKI Warsi, 2020
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Armed police intimidate and confront
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aroad blockade built to protest at

PT HSL application for renewal of

a commercial land use permit on
customary lands they maintain

were taken without their free, prior
and informed consent, June 2021
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