


Sustainable Palm Oil Has Come A Long Way
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Key Criteria for Palm Oil:

Fair prices
Fair labor conditions
Direct trade

 Community development

Environmental sustainability

* GHG emissions reduction
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Oil Palm Is Superior In Yield Compared To Other Vegetable Oil Crops
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Deforestation is on the decline in the palm oil industry

Deforested Area, million Ha
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EUDR: Responsibility of an Exporter

Interpret Engage Supply Execute Due Establish Data Plan Facility Obtain Authority Run Trials
Requirements Chain Diligence Management Compliance Confirmation
System
Obtain Legal Promote Compile and Organise, Share Plant Segregation, Identify Relevant Identify and
Opinion Awareness Analyse Supply and Disclose incl Tank Authorities to Mitigate Potential
Chain Data Data Clearing Confirm Implementation
Compliance Challenges
Alignment Across Seek Consent to Assess and Logistics
Industry Peers Obtain Data and Mitigate Supply Planning
Documents Chain Risk



Challenge #1: Regional Incompatibility of ‘Forest’ Definition ﬁ

Definition of Forest

EUDR defines a ‘forest’ as land spanning more than 0.5 hectares with trees higher than 5 meters and a canopy cover of
more than 10%, or trees able to reach these thresholds in situ.

Applying this definition uniformly across different regions presents significant challenges, particularly in tropical areas.
* In tropical regions, the climate and ecological conditions promote rapid vegetation growth
* Lands that are left unattended for just a few weeks can quickly develop dense vegetation that meets the EUDR forest

definition

! Risk and Concern

A plot of land that has been cleared in 2019, but has been left to naturally reforest after that may be classified as
‘forest’ based on the above definition and on the EU map overlay on 31/12/2020. There is a high risk that any
palm oil cultivation on this land after 31/12/2020 would be deemed deforestation under the EUDR.



Challenge #2: Inapplicability of the ‘FIFO’ Method In a Blend O

Due Diligence Requirements In a Blend

When compliant goods from different origins are combined in a blend, the due diligence statement must encompass the
origins of all goods that have been added to the blend since the silo or tank was last completely emptied.

Applying this requirement conflicts with the commonly used First-In-First-Out (FIFO) method. Under FIFO, the earliest
entries into the silo or tank are assumed to be used or removed first. For instance, if a product is removed from a tank in
2025, under FIFO, it does not require tracing back to the batches first added to the silo or tank in 2021 when it was last

emptied.

! Risk and Concern

e System burden to include data of all materials in the silo or tank since the last complete emptying

e Continuous monitoring obligations of all supplier risks, even if there have been no recent procurements from them.
Consequently, this increases the risk of non-compliance for factors beyond our immediate control

e Operational downtime as this option can lead to significant downtime, potentially up to 4 weeks, impacting
operational efficiency and can disrupt supply chains




Challenge #3: Redundant Country Risk Assessment

Risk Assessment Requirements

In Article 10(2), operators shall take into account criteria for risk assessments of sourcing country, such as:

(b) the presence of forests in the country of production or parts thereof;

(c) the presence of indigenous peoples in the country of production or parts thereof;

(d) the consultation and cooperation in good faith with indigenous peoples in the country of production or parts thereof;

I Redundancy - similar assessment being done by:

* EU Commission (as per Article 29 — assessment of countries)
* Other operators sourcing from the same country

Outcome of country level assessment is expected to be the same across stakeholders



Challenge #4: Uncertainty of Due Diligence Compliance Bl

Information Requirements

Article 9 requires collection of adequately conclusive and verifiable information to demonstrate that relevant products
have been produced in accordance with relevant legislation of the country of production such as Land Use Rights,
Environmental Protection, Forest Rules, Third-Party Rights, Labour Rights, Human Rights, FPIC, Tax & Trade Laws.

Navigating Article 9 requirements can be complex and complicated.

! Risk and Concern

* Unclear reference points for evidences as this vary significantly across different countries
* Uncertainty of due diligence compliance as there is no clear guidance on which authorities or entities can
validate or confirm the acceptability of the provided evidence.

This makes it difficult to effectively communicate to our supply chain about the specific requirements for proving
compliance, leading to potential delays and risks of non-compliance.



Challenge #5: Multiple Upload of Static Data C:—)

Data Upload into the EU Information System

For every consignment of relevant products to EU, operators are required to upload traceability and plantation information
in specific data formats.

This repetitive process can be highly resource-intensive, especially for bulk commodities and their derivatives, as the
same plantation information must be repeatedly uploaded for different consignments.

! Risk and Concern

e Operational inefficiencies as it imposes significant administrative burdens that could be utilised for other functions

* Elevated operational costs of additional resources to manage and upload extensive data

e Systemic strain on the EU information system that could lead to potential system overloads or slowdowns,
impacting the timeliness and reliability of data processing
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Challenge #6: Gap in Supply Chain Readiness

i

Supply Chain Complexity

40% palm oil output in Malaysia is produced by smallholders, who rely heavily on intermediaries as they do not have
economies of scale. These intermediaries play a critical role in the supply chain but act as the bottleneck that complicates
data collection and traceability.

Lack Of Understanding & Capacity To Fulfil Compliance

Majority of smallholders unable to fulfil basic EUDR requirements (e.g. polygon) or provide proof of legality requirements
although these are practiced (e.g. human rights). In addition, smallholders lack the resources to maintain detailed records,
leading to incomplete traceability data.

! Risk and Concern

* Smallholder exclusion
* Reduction in available feedstock at high prices
* Employment of affected industry in EU
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U4 Other Concerns — Requirements for Imports during Transitional Period

Confirmation on the requirement of EUDR compliance for the following scenario:

A. Import of Annex 1 products by operator/trader before 30/12/24 for processing into Annex 1
products after 30/12/24?

B. Import of Annex 1 products by operator/trader before 30/12/24 for processing into non-Annex 1
products after 30/12/24?

C. Import of Annex 1 products by operator/trader before 30/12/24 for resale/distribution (no further
processing) to other EU entities after 30/12/24?

D. Import of Annex 1 products (in bulk volumes) before 30/12/24, based on pre-30/12/24 purchase
order, for staged distribution to EU entities after 30/12/24?
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Onerous Definition and Onerous Inadequate Runway for

Interpretation Obligation Supply Chain Readiness
* Forest Definition e Country risk assessment Implications:
* FIFO Method * Multiple upload of static * Risk of smallholder
data exclusion

e Uncertainty of due

diligence compliance * Reduce available

° Transition period feedStOCk at a h|gh price

concerns * Employmentin EU at risk
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Disclaimer

This presentation has been prepared by Kuala
Lumpur Kepong Berhad based on information
available at the time of preparation. All
information supplied during this presentation is
strictly confidential. ~ No representation or
warranty, express or implied, is made as to the
fairness, accuracy, completeness or correctness
of the information contained within this
presentation. This presentation may not be
reproduced, transmitted or published in any
form or by any means without the prior written
permission of KLK. All rights are reserved by KLK.
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