
We suggest you read all of Part III if you are responsible for implementing your 
fi nancial institution’s responsible palm oil policy, or charged with designing or 
reviewing the implementation procedures. Other readers need only read 
the key points summary at the end of Part III. 26

PART III: IMPLEMENTING 
THE POLICY

This part of the handbook provides guidance on how you can put your fi nancial 
institution’s responsible palm oil policy into practice. It outlines the steps involved 
in implementing the model policy. It also suggests several ways to assist clients and 
investees meet the policy requirements in an effi cient and cost-effective manner. 
Importantly, the part also identifi es ways in which your fi nancial institution can 
provide value added services to a client or investee that will help it address 
environmental and social issues and turn them to business advantage.

The two sets of steps described below constitute possible approaches to 
implementation, fi rstly for banks’ lending activities and secondly for banks’ and 
other fi nancial institutions’ investment activities. These steps can be modifi ed as 
needed to fi t your fi nancial institution’s circumstances. If your fi nancial institution 
already has well-developed procedures for the implementation of its palm oil 
policy, the narrative on the steps and supporting tools may provide some 
pointers that you can use to strengthen or review those procedures. 

Screening clients seeking credit or 
related services
This section of the handbook describes a process for screening clients seeking 
credit (or prospective clients) for compliance with the model palm oil policy on 
page 23. The process is outlined in Figure 2 and in the detailed step-by-step 
narrative on the following pages. Importantly, your bank should undertake such a 
review process concurrently and jointly with the assessment of the fi nancial viability 
of the company. 
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Step 1
Bank informs the company about the bank’s palm oil policy, decides whether to invoke this screening process, and 

requests the company to start the process by completing a questionnaire (see model questionnaire in Annex 4)

Step 2
For established upstream operations:
Bank reviews all production units and classifi es each unit as:
(a) RSPO-certifi ed;
(b) In-progress to compliance with RSPO criteria;
(c) Not RSPO-certifi ed and not progressing; or
(d) Not yet assessed for compliance with RSPO criteria.

For new or expanded upstream operations:
Bank reviews the plans for these mills or plantations

For downstream operations:
Bank reviews the palm oil procurement polices and practices of these operations

Step 3
Bank sets conditions of engagement with the company, as appropriate, to ensure:
(a) Compliance with RSPO criteria across all upstream production units; 
(b) Compliance with RSPO criteria is built into the planning processes for new production units, and/or
(c) The company progressively increases the proportion of RSPO-certifi ed palm oil entering its supply chains

Step 4
Bank and company schedule the steps to be taken to satisfy the preconditions and complete the screening process

Step 5
Pre-fi nancing actions implemented

Step 6
Bank approves fi nancing, fi nalizes sustainability covenants and works with company to schedule company actions to 

meet the covenants and bank actions to monitor compliance

Step 7
Bank monitors the company’s compliance with sustainability covenants

Company satisfi es pre-fi nance conditions? 
Yes - continue

Company accepts conditions and timetable?
Yes - continue

 

 

 

 

 

 

 

 

Figure 2: Model screening process - credit services
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Screening steps explained
Bank informs the company about the bank’s responsible palm oil policy, decides whether to 
invoke this screening process, and requests the company to start the process by completing 
a questionnaire 

To begin the process, the bank would need to inform the client or applicant company about its 
responsible palm oil policy and the conditions it sets on fi nancing in the palm oil sector. Ideally, 
the bank will have a pre-application information pack that explains the review process to clients 
and sets out opportunities and responsibilities within that process.

Ideally, the bank’s "deal teams" will be aware that the bank has a responsible palm oil policy, 
and will make queries at a very early stage to begin assessing the prospective client’s level of 
commitment and capacity on sustainability issues. Simple checklists to guide such preliminary 
queries are included in the annexes to this handbook. Annex 1 contains a checklist for upstream 
companies (i.e. producers), and Annex 2 contains a checklist for downstream companies (manu-
facturers, refi ners, traders and buyers of products containing palm oil). When dealing with 
vertically integrated companies, or companies with mills that source fresh fruit bunches from 
third-party plantations, both checklists will be applicable.

If the company, or the proposed form of fi nance, has a marginal or indirect connection to the 
palm oil sector, the bank will need to decide whether the company should go through the 
screening process described below. The bank can base this decision on a preliminary assessment 
of the materiality of risk posed by the company’s links to the palm oil sector (whether through 
a separate business unit, affi liated entity, or procurement of products containing palm oil). This 
will involve some basic enquiries to establish the degree to which the company and its close 
affi liates, are involved in palm oil production or rely on palm oil as a raw material in the 
products they trade or manufacture. If the company has a connection to a specifi c plantation, 
the bank could do some basic internet research or check with NGOs and industry contacts, to 
fi nd out if the plantation is linked to any controversy. If the bank assesses palm oil related risk 
as negligible, it can elect not to invoke the palm oil sustainability screening process. the bank 
could reverse this decision at a later point if information gathered during the standard credit risk 
assessment reveals a material environmental or social risk related to palm oil.

The company’s fi rst task will be to complete a questionnaire that will provide the basic 
information that the bank needs in order to do an initial screening of the company against the 
palm oil policy (see model questionnaire in Annex 4). The information and documentation that 
the company will need to provide includes:

the company’s policies on environmental and social sustainability generally, and with • 
respect to the palm oil sector. This will include relevant certifi cation reports (for example 
ISO 14001); 
an inventory and map of all palm oil production units (plantations and CPO mills) owned • 
by the company, details of acquisition (date, former use, legal title etc) and the status of 
each in terms of RSPO certifi cation; 
details of any proposed acquisitions of palm oil production units currently owned by other • 
companies; 
details of any plans to establish new palm oil production units or to expand existing ones; • 
details of acquisition (date, former use, legal title etc) and the status of each in terms of RSPO • 
certifi cation;
details of any proposed acquisitions of palm oil production units currently owned by other • 
companies; 
details of third-party suppliers of palm oil that will be processed or used by the company; and• 
details of the palm oil procurement policies and practices of any downstream operations. • 

Step 1
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Step 2 Initial review
For established upstream operations: Bank reviews the information on upstream palm oil production 
units of the company and classifi es the RSPO criteria compliance and verifi cation status of each unit 

In this step, the bank will need to review the documentation provided by the company to identify all of 
its existing mills and plantations, third-party sources of CPO, and where relevant, any plans to acquire 
additional mills and plantations. The bank will need to make a preliminary classifi cation of the status of 
RSPO criteria compliance and verifi cation for each production unit identifi ed. This is a ‘desk-top’ 
exercise to identify the certifi cation status of each production unit. At this point it would also be prudent 
for the bank to check, via internet research, if the company is involved in any controversial projects or 
is on the receiving end of any NGO campaigns. 

This step should not require the bank to commission any fi eld assessments of the production units as it 
will rely on RSPO certifi cates to verify which units are certifi ed, and reports of independent assessors to 
verify which units are in progress to certifi cation. 

Suggested categories for this initial classifi cation are: 

(a) RSPO-certifi ed 
This classifi cation covers production units that are certifi ed as compliant with RSPO criteria. The RSPO 
certifi cation system involves audits by accredited certifi cation bodies of the practices within a given 
production unit (for example, a single CPO mill and the plantations that supply it). The bank can rely 
on these RSPO certifi cation audits and records to verify whether a given production unit is operating 
in compliance with RSPO criteria. An RSPO-certifi ed production unit would clearly satisfy the model 
policy set out on page 23. 

The RSPO has defi ned generic international indicators for each of its criteria and has also approved 
several national interpretations of these criteria. When a national interpretation is fi nalized and 
approved for a given country, it replaces the international criteria in that country. Until then, the 
international criteria and indicators apply. 

The RSPO has defi ned a sub-set of the international indicators as ‘major’. These indicators automatically 
trigger ‘Major Non-conformities’ when not complied with. In most cases, a production unit’s failure to 
satisfy a major indicator will make it ineligible for RSPO certifi cation. 

The RSPO’s principles, criteria and major indicators are set out in Annex 1. 

(b) In progress to compliance with RSPO criteria 
This classifi cation refers to a production unit that is making stepwise progress towards compliance with 
the RSPO criteria. To qualify for this qualifi cation, the unit’s management practices would need to have 
undergone a baseline assessment against the RSPO criteria to identify areas of non-compliance (‘gaps’). 
The managing company would also need to have committed to implementing a time-bound action plan 
that sets out how and when the production unit will achieve compliance with RSPO criteria (to close the 
gaps) in a stepwise manner. 

To reduce the burden of verifying that a unit is truly ‘on-track’ to RSPO certifi cation, the bank could 
require the company to use RSPO-accredited certifi ers or other suitably qualifi ed assessors to conduct 
the baseline gap assessment and periodic (for example yearly) reviews of progress in implementing the 
action plan. 

A production unit falling into this category would satisfy the model policy set out on page 23. The 
policy enables the bank to fi nance companies that have yet to achieve RSPO-compliant levels of per-
formance across all their production units, so long as the company is prepared to make the necessary 
changes to its production and processing practices within an agreed time scale. The bank can work with 
such companies to help them improve their performance, rather than simply rejecting their applications. 
By supporting companies that are willing to make stepwise progress towards sustainability, the bank is 
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likely to make a larger net contribution to sustainability in the palm oil sector than it would by refusing 
to engage with such companies. Rejection obviously constrains bank lending opportunities and may limit 
the incentives for such companies to reform their practices, by forcing them to seek fi nance from banks or 
other investors that do not apply sustainability safeguards or support their clients to improve their 
environmental and social practices. 

Clearly, there is a potential reputation risk to the bank in fi nancing a company with uncertifi ed production 
units. However, the bank can cite the company’s commitment to make stepwise progress to certifi cation 
to counter any criticism of such fi nancing. The bank can also discontinue the relationship if the company 
fails to implement this commitment (see conditions of engagement under step 3 on next page).

(c) Not RSPO-certifi ed and not progressing 
This classifi cation refers to a production unit assessed as having poor prospects of achieving compliance 
with RSPO criteria. 

A production unit falling in this category would not satisfy the model policy set out on page 23.

The company would not be eligible to receive fi nancial services from the bank unless it fi rst undertook 
serious action to improve the sustainability of its activities in this production unit. If the unit was fl awed 
by historical bad practice (for example unfair land acquisition processes, or conversion of high conservation 
value forests), the unit could be disqualifi ed from achieving certifi cation, no matter what improvements 
are made to current management practices. In some circumstances, it may be possible for a company to 
remedy historical actions that would otherwise preclude RSPO certifi cation (for example by returning 
land to communities whose rights were disregarded). 

(d) Not yet assessed for compliance with RSPO criteria 
This classifi cation refers to a production unit that has not yet undergone any formal assessment of 
compliance with RSPO criteria. 

A production unit falling in this category would need to be assessed before any judgment can be made 
on whether it satisfi es the model policy. This will likely require fi eld work and interviews with company 
staff, which may best be undertaken by competent third-party consultants.

For new or expanded upstream operations: Bank reviews the plans for these mills or plantations

In this step, the bank will need to review the documentation provided by the company regarding any 
plans to establish new mills and plantations, including any signifi cant expansion of plantation area or mill 
capacity in existing production units, and any assumptions on the sourcing of palm oil from third 
parties (for example plasma programs in Indonesia). 

This initial review step will involve the following: 
identifying all production units to be established or expanded by the company during the fi nancing • 
term, including any proposed third-party CPO sources; 
clarifying the development timetable for each unit (for example identifying the expected timing of • 
key stages such as preliminary planning, land acquisition, environmental and social impact 
assessments (ESIA), land and soil surveys, nursery establishment, land preparation, planting and mill 
construction); 
conducting a preliminary review of the company’s commitment and capacity to ensure RSPO criteria • 
are achieved, particularly in the ESIA and the land acquisition and preparation processes; 
informal (internet) search of company performance etc.; and • 
collating all available and relevant planning documents. • 

For downstream operations: Bank reviews the palm oil procurement policies and practices of these 
operations

This step applies to companies that have downstream operations in the palm oil sector (i.e. businesses 
that refi ne palm oil or those that manufacture or trade in products containing palm oil), including 
vertically integrated companies that have both upstream and downstream operations. 
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The review process for downstream operations focuses on a company’s procurement policies and 
practices and needs to be conducted at a company-wide level. This initial review step will involve the 
following: 

listing all downstream palm oil operations of the company (where company has these); • 
ascertaining whether the company has a responsible palm oil procurement policy that covers all • 
these operations. This policy should include a commitment to phasing out all trade in palm oil that 
is not produced in compliance with the RSPO principles; and
reviewing the completeness of traceability and verifi cation systems in place to implement the policy. • 

This will involve reviewing the procedures used to: (a) inform suppliers of the company’s responsible 
procurement standards; and (b) phase out suppliers that are not able to supply RSPO-certifi ed palm oil 
or products containing the same; and estimating the total volume of palm oil entering the company’s 
supply chains and what proportion of it is sourced from RSPO-certifi ed production units. 

Bank sets conditions of engagement with the company

This step involves identifying the conditions that the company needs to meet to comply with the bank’s 
policy. The bank will need to draft these conditions and present them to the company. Some of these 
will be preconditions to a fi nance deal, while others will apply as covenants during the fi nancing term. 
For upstream operations, the conditions will need to be tailored to the circumstances of each production 
unit (existing or planned). For downstream operations, the conditions will tend to relate to company-
wide procurement policies and practices. 

A sample set of sustainability covenants is provided in Annex 5. 

(a) Conditions to ensure compliance with RSPO criteria across all existing upstream production units
For each identifi ed production unit, including third-party sources of CPO, the bank should specify broad 
preconditions to qualify for fi nance, and sustainability covenants (to be fulfi lled during the fi nance 
period). Generic examples of such conditions are set out below: 

For RSPO-certifi ed production units: • 
Preconditions to qualify for fi nance – None • 
Sustainability covenants – The company maintains RSPO certifi cation. • 

For production units in progress to compliance with RSPO criteria: • 
Preconditions to qualify for fi nance – Company commits to implement an action plan (i.e. to • 
make stepwise progress towards compliance with RSPO criteria) and to report annually on 
progress against time-bound targets specifi ed in the action plan. 
Sustainability covenants – Company implements the action plan, provides annual progress • 
reports, meets the progress targets specifi ed therein and achieves RSPO certifi cation within an 
agreed timeframe. 

For production units that are not RSPO certifi ed and not progressing: • 
Preconditions to qualify for fi nance – Company takes serious remedial action such that the • 
production unit can be re-classifi ed as ‘in-progress’ and dealt with as such (see previous).

For production units not yet assessed for compliance with RSPO criteria • 
Preconditions to qualify for fi nance – Company shall engage a qualifi ed assessor (ideally an • 
RSPO-accredited certifi cation body) to conduct a preliminary assessment of the production 
unit’s compliance with RSPO criteria. Depending on the preliminary assessment result, the 
company shall either submit the unit to a full assessment and obtain RSPO certifi cation, or 
develop an action plan to qualify as an ‘in-progress’ production unit, and be dealt with as such 
(see previous). 

(b) Conditions to ensure that compliance with RSPO criteria is built into the planning processes 
for new production units 
In broad terms, a company that intends to establish a new or expanded production unit should commit 
to develop the unit consistently with RSPO criteria.

Step 3
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The company will often require prior credit approval before it takes steps to establish the new 
unit or expand existing facilities. This provides the opportunity at an early planning stage for the 
bank to insist that best practices are followed with respect to social and environmental impact 
assessment, planning processes and land acquisition and preparation. The bank may consider 
providing a fi rst installment of fi nance to ensure these critical early planning and establishment 
stages properly address the RSPO sustainability criteria. This fi nance would need to be carefully 
structured so that the bank could decline further fi nance if the client fails to develop the project 
responsibly, while at the same time not penalizing the client for electing to relocate the project 
to avoid potential environmental or social risks uncovered during the planning phase. 

The company should develop a detailed ‘RSPO alignment’ plan for each planned new production
unit or expansion, which specifi es the steps to be taken to ensure that the production unit is 
established consistently with RSPO criteria. The plan should include a budget and timetable for 
the completion of issue-specifi c plans (for example business plan, environmental impacts moni-
toring and mitigation, water management, social impacts and monitoring, and training), polices 
and procedures (for example personnel, FFB pricing policy, worker health and safety, information 
disclosure, and complaints and grievances procedures) and actions (for example ESIA, HCVF 
assessments and conservation plans, and processes to secure free and prior informed consent 
from communities with traditional rights). A model template for such a plan is included in 
Annex 6. 

The sustainability conditions for new or expanded production units can be broken down into: 

Preconditions to qualify for fi nance – Company develops and commits to implementing • 
an RSPO alignment plan (or equivalent) for each planned new production unit, including 
third-party sources of CPO, or signifi cant expansion of plantation area or mill capacity in an 
existing production unit.
Sustainability covenants – For each planned new production unit, including third-party • 
sources of CPO, or signifi cant expansion of plantation area or mill capacity in an existing 
production unit, the company will: 

implement an RSPO alignment plan approved by • the bank; 
provide six-monthly reports on its progress in implementing the plan; and • 
achieve RSPO certifi cation within six months of the production unit becoming operational. • 

(c) Conditions to ensure downstream operations procure palm oil responsibly 
The overarching condition applying to a company’s downstream operations is that the company 
progressively increases the proportion of RSPO-certifi ed palm oil entering the supply chains for 
those operations. 

The time needed for a given company to switch to total reliance on RSPO-certifi ed palm oil will 
depend on the diversity of products that the company trades or manufactures, the complexity of 
its supply base, and the quantity of RSPO-certifi ed palm oil available on the global market. 

This overarching condition can be broken down into: 

Preconditions to qualify for fi nance – The company adopts a responsible palm oil • 
procurement policy that applies to all its downstream operations. 
Sustainability covenants – The company will: • 

develop and implement an action plan (with clear targets and progress milestones) for • 
improving its palm oil procurement (i.e. reducing its reliance on non-RSPO-certifi ed 
palm oil and progressively increasing the proportional amount of palm oil within its 
supply chains that is sourced from RSPO-certifi ed production units); and 
track and report the volume of palm oil entering its supply chains that is sourced from • 
RSPO-certifi ed production units as a proportion of the total volume of palm oil entering 
its supply chains. 
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Bank and company schedule the steps to be taken to satisfy the preconditions and complete the 
screening process 

At this point, the bank needs to collaborate with the company to prepare a timetable detailing the 
pre-fi nancing actions the company needs to take to meet the pre-conditions identifi ed in Step 3. 

In addition, the timetable should set out actions that the bank will take as part of the screening and 
assessment process, insofar as these involve the company. This will help ensure that the bank has the 
opportunity to verify the information provided by the company and to review plans and other documents 
that the company will prepare as outputs of its agreed pre-fi nance actions. For instance, for proposed 
new production units, the bank may schedule site visits to gain direct insights on the social and environ-
mental setting, and interviews with those involved in the ESIA and other planning processes. The bank 
might also commission experts to review the business plan, environmental and social impacts monitoring 
and mitigation plan, water management plan, training plan and other outputs of the RSPO alignment 
plan. 

For existing production units classifi ed as "in-progress to compliance with RSPO criteria", the bank 
may want to examine the quality and feasibility of the action plan. This could involve commissioning 
an expert peer review, site visits, and interviewing senior staff of the company. 

If the company refuses to commit to the time-phased actions or prevaricates, the bank will need to 
consider whether it wishes to engage further with the company to agree on an alternative timetable, or 
refuse the loan application. If the company agrees to the commitments required, the bank can proceed 
with steps set out below. 

Pre-fi nancing actions implemented

This step involves the company and the bank implementing the actions scheduled under Step 4. If the 
bank identifi es serious gaps or discrepancies in the company’s implementation of agreed steps, or in the 
quality of agreed plans and outputs, it will need to communicate these shortcomings to the company 
and request the company to take remedial action as appropriate. 

Where fi nancing is linked to the establishment of new plantations and mills, the bank may feel it is 
appropriate to provide collateral pre-project fi nancing to ensure that planning, site selection, land 
acquisition and ESIA are done scrupulously and that the appropriate safeguard assessments are 
undertaken. 

Bank approves fi nancing, fi nalizes sustainability covenants and works with company to schedule 
company actions to meet the covenants and bank actions to monitor compliance

After the company has completed the agreed pre-fi nancing actions and the bank has completed its 
screening process, the relevant staff will need to prepare the report for the bank’s approval committee 
recommending whether or not to approve the fi nancing application. 

The bank will need to fi nalize the sustainability covenants to be written into the fi nancing agreement. 
This will involve refi nement of the conditions of engagement identifi ed under Step 3 to ensure that they 
match the current status of each of the company’s upstream production units (existing or planned) and 
its downstream operations. A model set of sustainability covenants is provided in Annex 5. 

If the company is assessed as compliant with its policy, the bank can approve the loan or other credit 
facility sought by the company. 

Step 6

Step 4

Step 5
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Bank monitors the company’s compliance with sustainability covenants

The bank will need to monitor the company’s progress in implementing the actions agreed under 
Step 6 and its compliance with the sustainability covenants. The bank will be able to rely on the 
RSPO certifi cation process to monitor the ongoing performance of the company’s RSPO-certifi ed 
production units. It will also be able to rely on the RSPO-endorsed traceability mechanisms and 
verifi cation systems to corroborate a company’s claims related to the volume of RSPO-certifi ed 
palm oil sourced.
 
To monitor upstream production units that are in-progress to compliance with RSPO criteria, the 
bank will review regular progress reports submitted by the company. The bank can reserve the 
right to audit these reports or insist on independent auditing. 

Monitoring related to new or expanded production units will involve close tracking of the 
‘RSPO alignment plan’ to make sure that the required actions are implemented, that plans and 
other outputs are up to standard, and that recommended safeguards are taken on board by the 
company. The bank will need to ensure that the outputs (plans, policies, procedures and recom-
mendations) of the RSPO alignment process are suffi ciently rigorous and feasible to enable the 
production unit to achieve compliance with RSPO criteria when it becomes operational. 

The bank could also require the company to notify the bank, within three days, of any unusual 
incidents (pollution, social unrest, strikes etc.).

The bank will need to review the results of its monitoring of the company’s compliance with 
sustainability covenants in conjunction with its reviews of the company’s fi nancial performance. 
The bank may then need to request further explanations on particular issues, specifying the 
timeframe for the company’s response. Then, based on the response, the bank will need to fl ag 
any problem areas – i.e. where the company has not provided satisfactory explanations or where 
there are evident cases of slippage in the agreed schedule for achieving compliance with the 
sustainability covenants. These will need to be included in regular monitoring reports, along 
with an analysis of any associated risks and a list of the necessary corrective actions to be taken 
by both the bank and company. 

Reviewing candidate companies for non-lending 
activities
Your fi nancial institution can implement a similar process as that outlined above for investment 
activities and other non-lending services. The screening process will need to be adapted to fi t 
the activity, whether it be investment banking, asset management, trust banking, institutional 
investment or managing and/or underwriting a share or bond issue, and the advisory services 
that accompany these activities.

In the case of investment banking, a key difference with lending activity is that your fi nancial 
institution may have a shorter relationship with these clients – a few months, as opposed to the 
several years associated with commercial loans. In addition, your fi nancial institution will have 
little leverage with these clients once it has provided the investment banking services. Thus, for 
example, a palm oil company that your fi nancial institution assists in arranging an Initial Public 
Offering (IPO) could potentially renege on its commitment to comply with RSPO criteria 
immediately after the IPO. This is less likely to occur where the client includes commitments to 
responsible palm oil production and purchasing as positive ‘selling points’ in the offering and 
integrates them into the equity positions and business plan. Your fi nancial institution could 
require the client to indemnify your fi nancial institution for any liabilities to investors that could 
arise due to failure of the client to honour sustainability assurances in prospectus documents. 
Your fi nancial institution can apply sustainability requirements either as pre-conditional fi lters 
on the eligibility of the client to receive investment banking services or, as conditions for any 

Step 7



future fi nancing applications by the client (for example a client that breaches a sustainability condition 
after the IPO could be disqualifi ed from applying to your fi nancial institution for other fi nancial services 
in the future). 

For asset managers and institutional investors, a process of engagement with investees is often the most 
effective approach to ensuring alignment with your fi nancial institution’s palm oil policy. However, if 
an investee company derives a signifi cant proportion of its revenue from palm oil related activities, or if 
its brand value is at risk if it fails to address sustainability issues associated with palm oil, that company’s 
failure to respond to engagement may expose your fi nancial institution to signifi cant risk. In such cases, 
your fi nancial institution may need to re-evaluate its position with the company and potentially divest in 
order to protect shareholder value. This approach refl ects the different relationship between institutional 
investors and investee companies compared to that between a bank and its lending clients. An asset 
manager can exert an infl uence using an engagement approach and may wish to adjust its valuation 
and size of holding in that company in light of the information gained through engagement if it judges 
that company to be managing its social and environmental risks particularly poorly or conversely, to 
be outperforming its peers in this area. A shareholder’s infl uence over an investee company however, 
naturally depends on the size of the holding it has in that company and the attitude of that company to 
shareholder engagement. One possible model for engagement is outlined in Figure 3 and in the 
subsequent explanation of the steps involved.

The same procedure is possible for assets managed on behalf of external parties, although it is necessary to 
discuss this procedure with your client when accepting its mandate. Or, in the case of investment funds 
offered to retail investors, the procedure could be explained in the prospectus and other promotional 
materials. 

Figure 3. Model engagement process
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Step 1
Financial institution identifi es those companies in its investment portfolio that need 

to be engaged under its palm oil policy

Step 2
Financial institution conducts research to determine the company’s current approach to sustainable palm oil

Step 3
Financial institution classifi es the company on how well it manages palm oil sustainability issues as:
(a) managing palm oil sustainability issues well; 
(b) showing some progress; or 
(c) not addressing these issues.

Step 4
Financial institution factors the classifi cation under Step 3 into its valuation of, 

and engagement strategy for, the company.
(For a company classifi ed as (a), the fi nancial institution proceeds to Step 6 and considers upwardly adjusting 
the valuation and/or the size of its holding in the company. For a company classifi ed as (b) or (c) - the fi nancial 

institution develops a strategy for engaging the company and proceeds to Step 5).

Step 5
Financial institution reclassifi es the company according to information gathered and agreements made 

during the engagement process

Step 6
Financial institution reviews, re-evaluates positions or divests the company
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Reviewing steps explained
Financial institution identifi es those companies in its investment portfolio that need 
to be engaged under its palm oil policy

In this step, your fi nancial institution identifi es the companies in its investment portfolio with 
potential involvement in the palm oil supply chain and categorizes them as having major or 
minor involvement with the palm sector and/or material risk due to this association. See 
discussion on applying a responsible palm oil policy in cases of partial or indirect links to the 
palm oil sector on page 18, and related guidance under Step 1 of the screening process for 
clients seeking credit or related services on page 28. Your fi nancial institution will continue with 
an engagement process only for companies with major involvement in palm oil or that present a 
material risk due to their links to controversial palm oil operations.

Financial institution conducts research to determine the company’s current approach 
to sustainable palm oil

Your fi nancial institution’s research can include the company’s own publications (for example 
sustainability reports), the RSPO website (which holds a list of members and their progress 
reports), press reports and NGO reports. Your fi nancial institution may need to contact the 
company directly for further information, or it may decide that the absence of publicly available 
information is indicative of poor transparency on the issue and conclude that the company is not 
addressing the issue and prioritize the company for further engagement.

Financial institution classifi es the company on how well it manages palm oil 
sustainability issues

The defi nition of what constitutes adequate management of the issue will vary depending on the 
signifi cance of palm oil to the company and its position in the palm oil supply chain. Table 3 
shows one possible classifi cation system.

Financial institution factors the classifi cation under Step 3 into its valuation of, and engage-
ment strategy for, the company

For further information on how your fi nancial institution can classify mills, plantations and 
downstream operations, see the detailed guidance on pages 29-31 (for Step 2 of the screening 
process for clients seeking credit or related services). 

Taking account of the size of the company and the nature of its operations, the investor fi nancial 
institution assesses where the company is now and what it should be working towards in order 
to manage palm oil related risk appropriately. The guidance provided on pages 31-34 (for Steps 3 
to 7 of the screening process for clients seeking credit or related services) should assist in this. 

Classifi cation Upstream Operations Downstream Operations

(a) Managing palm oil 
sustainability issues well

Company is a member of RSPO, some or all of 
its plantations have achieved RSPO certifi cation 
and there is a timetable for the remaining planta-
tions to become certifi ed.

Company is a member of RSPO, sources some 
or all of its palm oil from certifi ed sustainable 
sources and there is a timetable for the remainder 
of the palm oil it buys to become certifi ed.

(b) Showing some progress Company is a member of RSPO and has report-
ed some progress towards achieving certifi cation 
in its progress report to the RSPO.

Company is a member of RSPO and has reported 
some progress in working with its suppliers to 
source certifi ed sustainable palm oil.

(c) Not addressing these 
issues

Company is not a member of RSPO, does not re-
port on progress towards addressing sustainabil-
ity in its operations and/or has been highlighted 
in press or NGO reports as a poor performer in 
this area.

Company is not a member of RSPO, does not 
report on progress towards sourcing sustainable 
palm oil and/or has been highlighted in press or 
NGO reports as a poor performer in this area.

Table 3. Suggested criteria for classifying investee companies

Step 4

Step 1

Step 2

Step 3



Key points from Part III

The seven-step model screening process for clients seeking credit involves the collection and • 
review of information on a company’s palm oil-related policies and practices; the establish-
ment of an agreed set of pre-fi nancing conditions to ensure that the company’s upstream 
operations are, or will be, compliant with RSPO criteria and that its downstream operations 
are procuring palm oil responsibly; the development of an agreed plan of action for each of 
the company’s downstream operations to achieve or maintain RSPO compliance; the 
establishment of sustainability covenants and the monitoring of the company’s 
compliance with these covenants. 

For asset management, a simplifi ed six-step model engagement process involves the • 
classifi cation of a company’s involvement in the palm oil supply chain as major or minor; 
the collection of publicly-available information on the company’s palm oil related policies 
and practices; classifi cation of the company’s current policies as good, progressing or 
inadequate; engagement to encourage improvement; and monitoring progress, 
revaluation of the company or divestment.
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Your fi nancial institution will contact the company, either by a letter outlining your fi nancial institution’s 
concerns and requesting that the company address these issues, or by arranging a meeting. The aim of 
this engagement is for your fi nancial institution to learn more about how the company is managing the 
issue at present and to encourage it to work towards adopting best practice. Since not all companies 
will respond to investor queries, your fi nancial institution should establish a timetable for engagement 
and decide when to move on to Step 5 if no response is received.

Financial institution reclassifi es the company according to information gathered and 
agreements made during the engagement process 

In light of the information gathered in Step 4, the company is reclassifi ed according to Table 3.

Financial institution reviews, re-evaluates positions or divests the company

Companies falling into category (a) will need to be monitored periodically to ensure they continue to 
maintain this status. You may also wish to review your valuation of these companies in light of the fact 
that they are ahead of the curve in terms of their ability to supply the growing demand for sustainable 
palm oil.

If a plan for progress has been established and the company is classifi ed in category (b), a realistic time-
frame for review should also be agreed. If palm oil is material to the company’s business, you may also 
consider how this new plan is likely to affect the value of the company. Although costs may increase 
initially, it is likely that production methods will become more effi cient and there may be increased 
demand for the company’s products when the company, or its suppliers, become certifi ed.

If a company proves unwilling to address sustainability issues after repeated attempts at engagement 
and remains in category (c), your fi nancial institution should assess the implications. This may go 
beyond the company’s involvement in the palm oil supply chain since it may be indicative of the 
company’s attitude towards social and environmental issues more broadly. You may therefore wish to 
reassess your valuation of the company and ultimately the size of your holding in the company. Failure 
to address social and environmental issues, particularly high profi le ones such as those faced by the 
palm oil industry, can erode long-term shareholder value and your fi nancial institution may take a 
decision to divest from some of the worst performing companies. 

Step 5

Step 6




