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Engagement objective: Environment

Sustainable palm oil production

KLK has strengthened its labour standards
and disclosure, following allegations of
deforestation and poor labour standards
in 2012 and 2013. Hermes EOS began
engagement with KLK on this topic in
February 2012 and continues to engage
on this ongoing challenge and on its
sustainability plan.

Background

Palm oil has attracted a lot of attention from investors because of its
environmental impact and poor labour standards in some plantations.
Kuala Lumpur Kepong Berhad (KLK) sources primarily from its own
plantations, but also a proportion from suppliers. We were concerned
over the company’s lack of response in 2012 to NGO and media
reports about poor labour conditions at the company’s plantations in
Liberia and its suppliers in Indonesia.

Company overview

KLK is a Malaysian company focused on the production and
processing of palm products and natural rubber. It has plantations
in Indonesia, Malaysia and Liberia.

Sustainable Development Goals

Our engagement

In our first meeting at the headquarters in early 2012, the
company was quite defensive and denied the allegations that it
was involved in deforestation in Indonesia as well as reports of
poor labour conditions and wages in its operations. Encouragingly,
in a call later in the year the attitude had changed markedly which
resulted in a constructive dialogue. 2013 saw further allegations
of poor labour conditions in its supply chain and we engaged

with the company to urge it to provide clarity on how it was
investigating the allegations and assessing steps taken to avoid
similar issues in the future.

We engaged with the company to urge it to
provide clarity on how it was investigating
the allegations and assessing steps taken
to avoid similar issues in the future.

While the company was gradually more willing to discuss labour issues,
details on policy implementation were still lacking which we pointed
out in a letter sent to the chair in 2014 and was co-signed by investors
in the Principles for Responsible Investment working group on palm

oil. We also continued our discussion on the company’s progress in
achieving Roundtable on Sustainable Palm Oil (RSPO) certification for
all of its operations. We continued to raise these concerns in further
calls and correspondence in 2015 and 2016, during which the company
appeared to be responding positively to consider improved disclosure
and stakeholder outreach.

During a call in 2017 the company committed to disclosing its migrant
worker management process in its sustainability report — a significant
improvement on transparency. In 2018 we asked the company to align
its labour standards programme and move to industry best practices
by reporting in line with the UN Guiding Principles on business and
human rights. We reiterated this request during calls in 2019 with the
head of sustainability.
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2 and reporting

to addressing supply chain labour issues. It has also made
progress in achieving RSPO certification for its operations. In .
2014, it confirmed it would be issuing its first group sustainability ! rlnCIples
policy including labour standards. Subsequently, it started
training suppliers on labour standards compliance as part of its
commercial contracts and commissioning external audits of its
supply chain. KLK also partnered with a reputable human rights
consultant for a human rights impact assessment in its Liberian
operations. The disclosure of audit findings and follow-up
action plans have provided greater clarity for investors and
other stakeholders on supply chain conditions. Also in 2014,
the company achieved 100% RSPO certification of its operation
in Malaysia.

In 2019 KLK published a supplier
code of conduct reflecting our
feedback. The code will facilitate
KLK’s wider efforts to drive
improvements in its supply chain.

Top three successes

Improved disclosure of labour conditions
standards and processes for its supply chain.

We maintained regular engagement as the company steadily improved
practices, for example in 2016 engaging an NGO to conduct labour audits
in its Indonesian operations in response to allegations of child labour. It
also adopted the High Carbon Stock approach in its Liberian plantations. Achieved RSPO certification for its operation

in Malaysia.

Adopted a group-wide sustainability policy,
including consequences for suppliers in breach
and a programme to support smallholder
suppliers to attain RSPO certification.
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Next steps

In addition to engaging on KLK's overall sustainability action
plan including no-deforestation commitments, we will
continue to focus on labour standards and the effectiveness

of its new task force.
In 2018 the company updated its sustainability policy and labour

standards and provided an action plan with timeframes. We were

pleased to receive more information about the key actions taken

regarding ensuring migrant workers’ access to their passports and the

due diligence carried out on worker recruitment agency fees. In 2019

KLK published a supplier code of conduct reflecting our feedback. The

code will facilitate KLK's wider efforts to drive improvements in its Marcus Wilert

supply chain. Engagement, Hermes EOS

We remain insistent that the company aligns its programme and
reporting with the Guiding Principles, but note that it has outlined
plans including a task force focused on no exploitation as part of the
2018 RSPO principles. We will continue to engage on this but believe
KLK has responded satisfactorily to the initial allegations made in 2012
and there is reasonable evidence that it has improved its policies and
practices towards global standards.

Hannah Shoesmith
Engagement, Hermes EOS

Case studies are shown to demonstrate engagement, EOS does not make any investment recommendations and the information is not an offer to buy or sell securities.
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HERMES INVESTMENT MANAGEMENT

We are an asset manager with a difference. We believe that, while our primary purpose is to help
savers and beneficiaries by providing world class active investment management and stewardship
services, our role goes further. We believe we have a duty to deliver holistic returns — outcomes for
our clients that go far beyond the financial — and consider the impact our decisions have on society,
the environment and the wider world.

Our goal is to help people invest better, retire better and create a better society for all.

Our investment solutions include: Why Hermes E0S?

Hermes EOS enables institutional shareholders around the world to
meet their fiduciary responsibilities and become active owners of
public companies. Hermes EOS is based on the premise that
companies with informed and involved shareholders are more likely to
High active share equities achieve superior long-term performance than those without.

Asia, global emerging markets, Europe, US, global, small

and mid-cap and impact

Private markets
Infrastructure, private debt, private equity, commercial and
residential real estate

Credit
Absolute return, global high yield, multi strategy,
unconstrained, real estate debt and direct lending

Stewardship
Active engagement, advocacy, intelligent voting and
sustainable development

Offices
London | Denmark | Dublin | Frankfurt | New York | Singapore

For more information, visit www.hermes-investment.com or connect with us on social media: m m u

For professional investors only. The activities referred to in this document are not regulated activities. This document is for information purposes only. It pays no regard to any specific
investment objectives, financial situation or particular needs of any specific recipient. Hermes Equity Ownership Services Limited (“HEOS”) and Hermes Stewardship North America Inc.
(“HSNA") do not provide investment advice and no action should be taken or omitted to be taken in reliance upon information in this document. Any opinions expressed may change.
This document may include a list of clients. Please note that inclusion on this list should not be construed as an endorsement of HEOS’ or HSNA's services. HEOS has its registered office
at Sixth Floor, 150 Cheapside, London EC2V 6ET. HSNA's principal office is at 1007 Liberty Avenue, Pittsburgh, PA 15222-3779. EOS000543. 0007916 12/19.
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