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Telayap river, diverted by PT Adei through canals to control the flooding of their plantations, Pelalawan District, Riau province, Indonesia
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DEFORESTATION IN THE
INDONESIAN PALM OIL
SUPPLY CHAIN

In June 2013, burning Sumatran forests produced a haze that darkened
South East Asian skies for hundreds of miles. The haze billowed and
drifted from its origin point in Riau province, Indonesia, and made the air
unbreathable in cities and towns of several countries, including
Singapore, Brunei, Malaysia, and Thailand.

Indonesia is the largest producer of palm oil in the world.* Riau province,
where the fire originated, produces most of the country’s palm oil,
accounting for 27 percent of total crude palm oil production.” Riau is the
most deforested province in Indonesia, losing almost 3 million hectares of
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its natural forests between 1990 and 2007, and an additional 880,000
hectares up until 2012. This has largely been driven by the pulp and
paper industry and the palm oil sector.?

Riau province was severely affected as fires raged in the peatlands,
smoldering from a depth of 4 meters below surface level in some areas.
According to the Center for International Forestry Research (CIFOR),
much of the damaged area was natural forest cover.

Palm and acacia plantations in the region often employ burning
techniques to clear land of old growth,* but the fires frequently get out of
control. This is believed to have been the case in Riau. Indonesia’s
National Council on Climate Change and the Japan International
Cooperation Agency’s preliminary assessment report estimates that the
June 2013 fires in Riau emitted between 36 million and 49 million tons of
carbon dioxide equivalent (MtCO.e).> As for the ecological loss,
Professor Bambang Heru Raharjo, forest fire expert at the Bogor
Agricultural University, estimated that the loss amounts to 15.7 billion
rupiahs ($1.3 million).°

Indonesia has voluntarily committed to mitigating climate change by
reducing its greenhouse gas (GHG) emissions by 26 percent by 2020
and 41 percent by 2050. More than half of this reduction was meant to
come from the forestry/peatlands sector. Avoiding peat fires is therefore
crucial if Indonesia is to meet its targets.’

Though the origins of the 2013 fire are unconfirmed, two high-ranking
executives from the palm oil company PT Adei, were arrested and are
currently standing trial at the Pelalawan district court for burning the land
for commercial interests.® The fire was suspected to have been started
on 9 June 2013, on land intended for palm oil production in the Bengkalis
regency.® PT Adei is a subsidiary of the Malaysian multinational
corporation Kuala Lumpur Kepong (KLK). In a response to Oxfam, KLK
denies any wrong doing and refers to the outcomes of an investigation
that the Roundtable on Sustainable Palm Oil conducted directly after the
fire in July 2013 that cleared them of accusations of burning.*°

In 2001, PT Adei’s then general manager was found guilty, and ultimately
sentenced to eight months in prison and a fine of 100 million rupiahs
($1,664,720), for using fire to clear concession areas to grow palm oil.**

KLK is a supplier to major international food and beverage companies,
including Cargill, a commodities trader that is one of KLK’s main
customers. Since January 2012, Cargill has received 23 shipments from
KLK with a total of 20,000 metric tons of palm oil.*> On 25 March 2014,
Cargill received 2,002 metric tons of palm kernel oil from PT Adei
Plantation & Industry.*® Cargill in turn has supplied palm oil and its
derivatives to various companies, including General Mills and Kellogg.*

The deforestation and land-use change practices that PT Adei is accused
of are widespread across the country and contribute more than half of
Indonesia’s GHG emissions. These practices are key factors in making
Indonesia one of the world’s largest GHG emitters (Figure 1).
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In addition to PT Adei’s contribution to climate change and dangerous air
pollution, the company is also accused by local people and NGOs of
striking a deal with the government to force local farmers from their land,
with little compensation. These groups also charge PT Adei with
destroying forests used by local communities to grow food, and polluting
and destroying the local river. These were vital to the food security and
income of communities in areas where the company operates.*

According to villagers, ever since PT Adei arrived in Batang Nilu Kecll
and Telayap in 1991, life has become harder.*” They now live
surrounded by PT Adei plantations covering around 14,000 hectares,
equivalent to more than 26,000 American football fields. All roads into
these villages pass through the company’s plantations and security
check-points.®

KLK, in its response to Oxfam, states that it has provided jobs to 5,307
people, who are paid above the minimum wage, that the smallholders
linked to the plantation benefit from a continuous stream of good income
and that they have provided medical amenities and schools.*®

However, villagers told Oxfam that before the company arrived, people
had enough food and income to live on. They used their land to grow
crops like rice, corn, and cucumber, which they used to eat and sell.
They also harvested rubber and gum from the forest and sold it, and
obtained herbs for traditional medicines.?

The company diverted the river through canals to control the flooding of
their plantations, preventing villagers from using it to fish and bring crops
to market. “The water was pristine before but now it’s filthy,” said
Hermawan.” “We used the water for drinking, cooking, for watering our
crops, and for transport. We also got plenty of fish, which is very
important to our diet, and had enough to sell. We need to buy it now and
it's costly. The company has promised it'd clean up the river every year
but still hasn’t done anything.”*?

A majority of villagers are now dependent on PT Adei for their income,



and need to buy everything.

“Before the company arrived to our village, | was much happier. | didn’t
need to worry about getting food on the table for my husband and my
children,” explained one woman. “I need to buy all our food now. Fish is
very important to our diet, but it’s really expensive.”

According to one village elder, “PT Adei cut down the trees, and the
monkeys now come to our village and damage our property. They steal
our food. Even on the little land we have left, we can't grow vegetables
anymore because the monkeys will take it or damage it.”

Most villagers were offered work with the company as laborers, but many
have quit because the company has not fulfilled its financial
commitments. As they did not earn enough money to live on, they had to
find work elsewhere, and even get their children to help support them.
Some children have been forced to drop out of school because their
parents could no longer afford the fees.

While working for PT Adei, one woman who declined to be identified said
she had to spray fertilizers and pesticides on the plantations without a
mask. “The company doctor said the use of fertilizers and pesticides had
side effects,” she said. “The company never gave me a mask. | felt
poorly, struggling to breath and feeling nauseous.”

Local climate conditions also seem to be changing, affecting people’s
ability to feed their families. Villagers say that over the past 20 years, the
weather has become increasingly unpredictable, and it is hotter and drier
than it used to be.? There are now fewer trees, resulting in increased
flooding in the rainy season, which has impacted crops, such as corn,
wheat, chili, and pepper.*

As the climate grows more unpredictable, food prices are also becoming
increasingly volatile. “Chili is quite pricey at the moment because there is
little supply since the dry season started earlier than usual,” explained
one female villager.

The changing climate and land-use practices are also affecting access to
water. Recent dry seasons, have seen increased instances of drought.
As wells begin to dry out, villagers must dig as deep as 10 meters to find
water, a worrying change from the past, where fresh water could be
found just 1 meter below the surface.



ADDITIONAL INFORMATION
Kuala Lumpur Kepong

KLK is a Malaysian multinational headquartered in Ipoh, Malaysia.?® At
the end of September 2013, the company had a total area of 193,235
hectares of oil palms under cultivation, comprising 160,163 hectares of
mature plantations.?®

In 2013, KLK generated revenues of 9,147 million Malaysian Ringgit
(RM) ($2,808 million) and operating profits of RM 1,267.2 million ($389
million), resulting in a net income of RM 917.7 million ($281.8 million).
The total assets of the company amounted to RM 11,747.9 million
($3,606.9 million).?’

PT Adei in Riau province

Palm oil company PT Adei is a subsidiary of KLK. In Indonesia, PT Adei’s
biggest plantations are in Riau, Belitung, and Central and East
Kalimantan. In 2001, five plantation companies in Riau were brought to
the court for using fire to clear their concession areas. PT Adei Plantation
& Industry was found guilty under the Environmental Act No. 23/1997
(Article 41 and Article 46).”® While Article 41 was used to punish the
company for using fire that resulted in environmental damage, Article 46
was used to prosecute the general manager, who was sentenced to two
years’ imprisonment, while the company was fined 250 million rupiahs
($21,600). However, the High Court reduced the sentence to eight
months and the fine to 100 million rupiahs ($8,600) on appeal.?



Figure 2. KLK plantation operations in Indonesia®
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