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This is a brief of the main aspects related to the oil palm sector during the last quarter 2015 and first quarter 2016.
Additional to the research made by NES Naturaleza, some figures included in this report were presented by
Fedepalma and other entities during the XLIV National Congress of Oil Palm Growers that took place in the city
of Bucaramanga on May this year.

Colombia Context

Growth in Colombia during 2015 was 3.1%, mainly driven by the trade and the financial services sectors which
grew 4.3% and 4.1%, respectively. The agricultural sector grew 3.3% in 2015, with a performance of 6% of the total
Gross Domestic Product (GDP) (Dinero, 2016). During the 1T16, the growth of the Colombian economy was 2.5%,
in line with estimates by the Banco de la Republica. In the first half of the year a notable slowdown in the agricultural
sector was perceived, as only grew 0.7% and had no contribution to growth; this behavior is mainly explained by
the phenomenon of El Nifio (Corficolombiana, 2016).

The severe drought caused by El Nifio, and historically high levels of the exchange rate earlier this year, led to a
continuous raise in inflation. These two factors will continue to impact inflation in the coming months, and only
during the second half of the year, when food prices are corrected and the transfer of the exchange rate to prices
decreases, a decline in inflation might be seen (BBVA Research, 2016).

The peace process with the FARC is bringing uncertainty to the agricultural sector as far as the public policies
must be adjusted under the framework of the negotiation and new investors have to take decisions facing those
new rules (Jaramillo Gaviria, 2016). The main expectation of the vast majority of agricultural subsectors is related
to legal certainty of the land. This, because some issues related to land titles can have adverse effects on social
stability, investment, sustainability and economic growth (Graziano Da Silva, 2016).

In response to the doubts about the stage of post-conflict in the agricultural sector, in late 2015, the government
has created the agencies of Rural Development, National Land and Renewal Territories, and the Superior Council
of Land Use and the Superior Council of Land Restitution. These entities are responsible for the implementation of
agricultural development policies. In addition, the creation of the Zones of Interest for Rural, Economic and Social
Development (Zidres, for its acronym in Spanish) implies greater legal certainty on the land tenure, with which,
according to the Association of Agriculture of Colombia, the large-scale production is recognized and encouraged
(El Espectador, 2016).

Oil palm sector context

With the production of more than 1.2 million tons of palm oil and palm kernel oil, Colombia is the fourth largest
producer of palm oil in the world and the largest producer in America. The palm oil production in the country
accounts for about 1.8% of the total worldwide production, and is characterized because a great portion of the
planted hectares belong to small- and medium holders.

In early March, the government of Colombia has decided to temporarily remove import tariffs for the entire oil crops
chain. This measure was not welcomed by oil palm growers (represented by Fedepalma), since it is estimated that
the negative impact on industry revenues could be close to 75 million dollars, equivalent to 13% of annual industry
revenues (El Espectador, 2016).
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Productivity

In December 2015 the oil palm planted area in Colombia exceeds 483,000 hectares. Plantations are recorded in
20 out of the 32 departments and, within them, in 124 municipalities (Departamento Nacional de Planeacién, 2016).

During 2015, 1,272,523 tons of crude oil palm nationwide were produced, i.e. an increase of 14.67% compared to
the production of 2014 (162.816 additional tons). This is due mainly to an increase of 27.67% in the production of
the Eastern Zone, probably explained by the entry of new plantings production and the consolidation of others.
(Aceite, 2016).

Table 1. Crude Palm Oil production in Colombia by Zones (2015 vs. 2014).
Zone 2014 2015 | Difference %

Center 322.382 | 354.162 | 31.780 9,86
North 358.043 | 370.285 | 12.242 3,42
Eastern | 411.017 | 524.742 2.029 27,67
South 18.266 | 23.334 932 27,74
Total 1.109.707 | 1.272.523 | 162.816 | 14,67

Fuente Fedepalma - Célculos: NES.

In 2015, the average yield of palm oil in Colombia was 16.6 tons of fresh fruit bunches or 3.4 tons of crude palm oil
per hectare, which shows an improvement over previous years. However, the level of productivity is still below that
the one observed in the leading countries such as Indonesia and Malaysia who have achieved an average of 3.9
and 3.8 tons of crude palm oil, respectively. Important to note that in Guatemala, the production was 6.7 tons of
crude palm oil.

In the first quarter of the year, 314.031 tons of crude palm oil were produced in the country, equivalent to a decrease
of 3,79% over the same period last year (12.381 tons less). This result is mainly due to a drop of 19.5% in the
Northern Zone production (Fedepalma, 2016).
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Table 2. Crude palm oil production in Colombia by Zones 1T16 vs. 1T15.
Zone 2015 2016 | Difference %
Center 96.064 | 96.605 541 0,56
North 81.445 | 65562 | -15.883 -19,5
Eastern | 143.746 | 145.775 2.029 1,41
South 5.157 6.089 932 18,07

Total 326.412 | 314.031 | -12.381 -3,79
Fuente Fedepalma - Célculos: NES.

The deteriorating production in the northern region of the country can be explained by the severe drought caused
by El Nifio during the first months of the year, which only came to an end on May, according to the Climate Prediction
Center of the National Oceanic and Atmospheric Administration.

Bud Rot Disease (PC for its acronym in Spanish)

Productivity is also affected by diseases such as PC. It is estimated that this disease has affected about 40,000
hectares in Puerto Wilches (Santander) and Cantagallo (southern Bolivar) and about 35,000 in Tumaco (Narifio)
(Fedepalma J. M., 2016). Fedepalma estimates that in Tumaco 17,500 hectares have been renovated with oil palm
material resistant to PC, yet still missing 50% of the work taking into account the total of the affected area
(Vanguardia, 2016).

Market

In the first quarter 2016, sales of crude palm oil to biodiesel market dropped by 5% and those destined to the oils
and fats industry fell 13%. The sales of palm oil to the local market between January and March 2016 recorded a
drop of 11%, compared to the same period in the previous year (Fedepalma, 2016). This behaviorcan be explained

by a higher volume of imports in the 1716 and lower production, specifically in the north of the country.

Table 2. Domestic sales of crude palm oil per segment in Colombia, in thousands of tons

January - March Var. 15/16

Segment 2015 | 2016 Abs. %
Edible oils and fats industry 76,0 66,2 -9,8 -13
Concentrated food industry 11,0 6,0 -5,0 -46
Industrial soapers 0,6 0,5 -0,1 -21
Other industrials 2,1 0,7 -1,4 -67
Subtotal 89,8 73,4 -16,4 -18
Biodiesel 128,2 121,6 -6,6 -5
Total General 218,0 195,0 -23,0 -11

Fuente: Fedepalma.

In 2015 exports of crude palm oil recorded a total of 351.396 tons, figure that exhibits an increase of 76.34% (about
152.131 tons exported over than in 2014). As a destination, the Netherlands was the largest buyer, followed by
Mexico and Brazil. Meanwhile, imports of crude palm oil reached 106,904 tons, 11% more than the previous year.

For the 1716, the exported crude palm oil reached 76.608 tons, which represented an increase of about 157% over
the amount exported during the same period in 2015 (29.706 tons). This behavior could be explained by the
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devaluation of the peso against the dollar (See World Context 2016), which implies greater competitiveness of
export products of the country. On the other hand, imports during the 1T16 grew 35%, compared to the ones in the
same period in 2015, from 25.110 to 34.106 tons (Fedepalma, 2016).

Competitiveness

e To date, in Colombia only 8% of production has obtained the RSPO certification, which correspond to 4
oil palm nucleus; 15 more are in process to achieve certification; but most existing oil palm nucleus,
especially smaller ones, have few advances in this area (Fedepalma J. M., 2016).

o Between 2000-2015, the palm oil yield nationwide fell 18.4%, mainly accentuated in the southwestern
zone during 2005-2008 (Departamento Nacional de Planeacion, 2016).

e Theimplemented model of strategic productive alliances (APE, for its acronym in Spanish) links more than
5,600 small- and medium holders to date, and it has been used as an example of productive inclusion and
competitiveness improvement

Water resources

29% of the territory of the oil palm municipalities has potential for irrigation districts and / or drainage. However, the
functioning public infrastructure only covers 250,000 hectares (1.7% of the area with potential). This means that
only 8% of the oil palm municipalities has public irrigation districts working (Departamento Nacional de Planeacion,
2016). The Fedepalma goal to face climate change is to have by 2021 a structured PPP (public-private partnership)
in irrigation and drainage in all oil palm areas.

Related to the Orinoquia, the government has a master plan on water resources and environment taking into
account that this region has 28% of stocks of water nationwide. The government seeks to ensure the following for
the success of its master plan (Departamento Nacional de Planeacién, 2016):

o Territorial Environmental Management (OAT, for its acronym in Spanish) through the development and
adjustment of planning water resources instruments. POMCA

e Creation of protected areas.

o Creation of a pilot scheme of payments for environmental services.

¢ Deepening the hydrogeological, hydrological and environmental awareness in the region.

Oil palm sector role in post-conflict

The oil palm sector already plays a key role in post-conflict since most of the areas where plantations are located
were scenarios of fights between left and right illegal armies as well as drug traffickers. However, the sector in
Colombia is concerned about the uncertainty arising from the scope of the peace process with the FARC armed
group. The government has defined 23 concentration areas for FARC troops as a transitory way to bring the illegal
people into the society. In those areas the main crops according to IGAC are oil palm plantations, coffee, cacao
and corn that in total represents close to 120 K of area planted already. Those areas have lose to 173 K hectares
for expansion (Radio Guatapuri, 2016).

On the other hand, the oil palm industry is alarmed about the legal certainty of land due to the multiple sues for
badlands. By May this year, the Constitutional Court ruled that about 2,000 hectares of the hacienda "La Gloria"
must be restored to farmers of the Colombian Association of Displaced Population Horizonte (ASOCOL, for its
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acronym in Spanish). The organism argues that more than two decades ago the land had been considered
badlands according to a study by the former INCORA (now National Land Agency, ANT).

Please see below Infographics of general information on Oil Palm in Colombia 2016
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