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1. Definition and scope

▪ Palm oil supply chain categories and scope of this guidance document 
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▪ Government initiatives and specialized financial products 

3. Impact-based risk identification

▪ Key impact assessment

▪ Customer on-boarding checklist 

4. Impact-based risk measurement

▪ Key impact measures/ indicators
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The palm oil supply 

chain can be 

categorized into four 

sub-categories
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VBIAF Sectoral Guide: Palm OilDefinition and scope

Growers who are involved in the cultivation of oil palm that include nurseries, 

oil palm estates (including independent and organized smallholders) 
primarily involved in the production of FFBs

1. GROWERS

Millers who 

are involved in 
the processing 

of FFBs to 

produce CPO 
and palm 

kernels (PK) 
as primary 

products and 

biomass as 
secondary 

product

2. MILLERS

Processing facilities including palm refines, palm kernel crushers, biodiesel plants, and oleo-

chemical plants who manufacture products that are used in diverse end use applications 
including home and personal care, pharmaceuticals, food and nutrition, flavours and 

fragrances, biofuel, lubricants and industrial chemicals

3. PROCESSING FACILITIES

those involved 

with food 
production, 

packaged goods, 

beverages, 
retailers and 

consumer goods 
manufactures..

4. RETAILERS / 

PRINCIPAL BUYERS
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VBIAF Sectoral Guide: Palm OilCommercial proposition
- Government & FIs Initiative

Income tax deduction for MSPO certificated premises and CBs to 

obtain accreditation under Standards Malaysia

Grant for entrepreneurs who obtain the MSPO certification

Support for auditing fees and preparation costs

Provision in financing with lower interest rate for oil palm 

smallholders

Allocation to support MPOB efforts to market palm oil 

internationally and counter anti-palm oil campaigns 

Allocation for research and development to develop higher value 

added downstream uses of palm oil

Special pricing

Landing platform

Grant Fund



VBIAF Sectoral Guide: Palm OilImpact-based Risk Identification
- Key impact assessment

• Key impact-based risk categories are classified based on ESG risk aspects. 

• The identified categories can typically generate significant risk if not well managed. 

Governance 

Mechanism    

▪ Lack of strategic planning on sustainability
▪ Lack of resources dedicated to sustainability 

matters

Supply Change 
Mgmt

5

▪ Loss of clients or 
inability to 

access markets 

due to concerns 

over traceability 

and supply chain 
sustainability

Human Rights & 

Community 

Relations

▪ Displacement of communities, involuntary 
resettlement and violation/infringement of 

rights of indigenous/vulnerable groups 

without FPIC

▪ Prosecution or fines for human rights abuses 
and poor working conditions. 

Labor Rights & 

Working 

Conditions      

▪ Failure to comply with OSH regulations and 
causing injuries/ fatalities of workers/ 

contractors.
OSH

Pollution Prevention & 

Resource use 

efficiency

▪ Flooding and silt deposits into rivers as a 
result of soil erosion

▪ Land clearance through open burning 

resulting in air pollution and haze

Water

▪ Destruction of riparian zone
▪ Inefficient use of water in regions with high 

water source vulnerability

Climate / GHG 

Emissions

▪ Land degradation and poor productivity 
particularly cultivation of peatlands.

▪ Damage to biodiversity due to 
unsustainable production practices.

▪ Deforestation and encroachment into forest 

reserves. 
Biodiversity Loss 

& Deforestation

Land Access, Land-

use, Land-use Change 

& Acquisition

▪ Land use / land-use change not approved 
by State Land Office for oil palm 

cultivation.

Supply Chain 

Management

▪ Loss of clients or inability to access 
markets due to concerns over traceability 

and supply chain sustainability



VBIAF Sectoral Guide: Palm OilImpact-based Risk Identification
- Customer on-boarding checklist

• FIs need to develop an appropriate customer on-boarding checklist based on the key impact categories and potential risk 

transmission channels identified.  

• FIs should develop an exclusion list which would serve as a baseline. 

• The following table suggests the information required for the initial on-boarding assessment to determine the risk level.
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Initial on-boarding checklist. 
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VBIAF Sectoral Guide: Palm OilImpact-based Risk Measurement 
- Transaction-level risk metrics and risk score (1/5) 

▪ To develop different impact metrics/ indicators for different counterparties (e.g. medium and large 

estates, smallholders and millers).

▪ To assign appropriate risk score/ level for each of the impact metric/ indicator.

▪ To consider factors such as the likelihood and materiality of the impact-based risks, consideration of 

stakeholders’ interest and national priorities/ targets.

▪ To include, where relevant, an analysis of the severity of the environmental risk, as well as capacity, 

commitment and track record of the client in managing such risk  

▪ Transactions with higher environmental risk should be subject to in-depth due diligence.

▪ To determine a decision-making rule based on the aggregate risk score/ level of the impact based 

metrics/ indicator and their respective risk appetite statement.

Governance
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VBIAF Sectoral Guide: Palm OilImpact-based Risk Measurement 
- Transaction-level risk metrics and risk score (2/5) 

Land  Access, Land-Use, Land –Use change and Acquisition



Biodiversity Loss & 
Deforestation Climate/ GHG Emissions Water
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VBIAF Sectoral Guide: Palm OilImpact-based Risk Measurement 
- Transaction-level risk metrics and risk score (3/5) 
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VBIAF Sectoral Guide: Palm OilImpact-based Risk Measurement 
- Transaction-level risk metrics and risk score (4/5) 

Pollution Prevention
Supply Chain 
Management

Labor Right
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VBIAF Sectoral Guide: Palm OilImpact-based Risk Measurement 
- Transaction-level risk metrics and risk score (5/5) 

Human RightOSH
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VBIAF Sectoral Guide: Palm OilImpact-based Risk Measurement 
- Transaction-level risk metrics and risk score (5/5) 

Example of decision-making rule :
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Other risk impact measurements:

➢ Certification

➢ GHG Calculator / methodology

(i) RSPO PalmGHG Calculator

(ii) GHG Protocol as recommended by TCFD; 

(iii) GHG methodology by RSPO; 

(iv) GHG methodology by ISCC; or 

(v) ISO 14064. 

➢ Financial Risk Assessment (TCFD)

Impact-based Risk Measurement
- Other risk impact measurement
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VBIAF Sectoral Guide: Palm OilImpact-based Risk Management
- Risk mitigation tools & nurturing programmes

Contractual 

Agreement

• Clear and 

comprehensive 

terms and 

conditions

Improvement 

& Mitigation

• Expectations for 

improvements 

and mitigate 

negative impacts 

Escalation & 

Exit Procedures

• Identify time bound 

rectification plan, 

penalties and event 

of default

Adequate 

Protection

• Yield protection

• Income protection

• CCS liability

• Pollution liability 

Nurturing 

Programmes

• Collaborate with 

government 

agencies / NGOs

• to provide training 

/ awareness 

programmes to 

both customers & 

community

X
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VBIAF Sectoral Guide: Palm OilImpact-based Risk Management
- Impact-based risk reporting & monitoring
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