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About Saturna

Saturna Capital, manager of the Amana, Saturna Sustainable, and Sextant Funds, uses years of
investment experience to aid investors in navigating today’s volatile markets. Founded in 1989
by professionals with extensive experience, Saturna has helped individuals and institutions build
wealth, earn income, and preserve capital.

We are long-term, values-based, and socially responsible investors. We view consideration of
environmental, social, and governance (ESG) factors as essential in forming portfolios of high-
quality companies that are better positioned to reduce risk and identify opportunities. We
believe that companies proactively managing business risks related to ESG issues make better
contributions to the global economy and are more resilient.

At Saturna, we believe in making your investment dollars work hard for you and that your
interests always come first. Saturna strives to not only offer the best investment opportunities
from mutual funds to IRAs, but to match those sound investments with superior customer service.



SDG 8 - Decent Work and Economic Growth

Promote inclusive and sustainable economic growth, employment, and
decent work for all.

Investing in a global universe of stocks and bonds can present the investor with a challenging
analysis as to the impact these holdings can have on the world’s most vulnerable ecosystems
and people. Many of these investments are exposed to commodities extracted from places
such as the Amazon rainforest or Cote d’Ivoire, which carry risks related to deforestation and
human rights. It is critical that global investors have a strong internal process to assess supply
chain risks and the potential greater impacts on ecosystems and the people who live within
them.

Unfortunately, most of the available data on supply chain risks and impacts doesn’t cover
indirect supply chains. When using indirect supply chains, companies buy commodities such
as cocoa, palm oil, or cattle through intermediaries. These intermediaries amass commodities
from many different farms before selling them to traders for export. Often, these crops come
from hundreds of farms, and the intermediaries provide little to no information on their origin.
Companies may unknowingly purchase commodities from supplier farms using child labor,
forced labor, or illegal deforestation.
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Therefore, some creativity is required when evaluating investments
beyond the scope of an ESG score or quantitative model. At Saturna,
much of the data we use is manually collected from sources including
but not limited to company reports, news stories, academic research,
NGOs, World Bank, International Monetary Fund (IMF), and government
agencies. As investors we firmly believe that supply chain resilience and
transparency are critical for both the investors and the planet.

Cattle, palm oil, soy, and cocoa production were the four leading drivers
of commodity-driven deforestation between 2001 to 2015." In this piece,
we will focus on cattle, palm oil, and cocoa and provide an example of
each within an investment context. Indirect sourcing accounts for 15%
to 90% of all palm oil production and between 94% and 99% for live
cattle production. Cocoa production is 100% indirectly sourced. The
wide variation in percentages regarding palm oil reflects the differences
between refined palm oil and crude palm oil; the former greatly relies on
indirect sourcing in comparison to the latter.?

Indigenous rights and deforestation within the context of global
sustainable investments

We acknowledge that deforestation is linked with the rights and well-
being of the indigenous peoples who live in those forests. Over 1.6 billion
people, including over 2,000 indigenous cultures, rely on forests for their
livelihoods. Forest health is extremely important, not only for the people
who depend on them, but also for 80% of the planet’s terrestrial species
of animals, insects, and plants who live within them.> Mitigating illegal
deforestation is also a critical component in preventing climate change.
At the core of deforestation and indigenous rights issues are visibility
and transparency. The risks of deforestation and other impacts are often
higher in the parts of the supply chain where companies have the least
visibility.* In the Brazilian cattle industry, indirect suppliers are 42% more
likely to engage in illegal deforestation than direct suppliers.®
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Deforestation for agricultural operations
displaces the Indigenous peoples who live in the
forest. Many formerly self-sufficient peoples find
themselves in deep poverty after displacement.
In contrast, when Indigenous peoples have full
control over the land, rates of deforestation are
significantly lower. Researchers from Columbia
University and UC San Diego found that
between 1982 and 2016, land in the Brazilian
Amazon rainforest that was designated as
Indigenous property saw a two-thirds reduction
in deforestation compared to land that was not
designated Indigenous property.® As sustainable
investors in a global marketplace, evaluating risks
of businesses operating in places like Brazil is
critical to our investment analysis.

Bonds, even green or sustainable bonds, can be
linked with the deforestation of the Amazon.

One issuer that we evaluated and chose not to
own was JBS, a food operating company that
specializes in the production of beef, chicken,
pork, fish, plant-based proteins, and prepared and
frozen food products. JBS issued a $1.0 billion
sustainability linked bond with performance
targets tied to the reduction of greenhouse

gas (GHG) emissions. While we applaud the
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company'’s notable ambitions on climate change

issues, we could not overlook allegations of
potential contribution to deforestation.”® In
2022, a joint investigation between Reporter
Brasil, Greenpeace Brazil, and Unearthed
discovered that JBS potentially bought nearly
9,000 cattle from a rancher, who had illegally
cleared over 2,844 hectares of forest cover.’
Amnesty International has documented cases
alleging that JBS bought cattle that were illegally
reared on the Uru-Eu-Wau-Wau indigenous
reserve, Rio Jacy-Parang, and the Rio Ouro Preto
extractive reserves in Ronddnia state, which
happen to be the epicenter of the Amazon forest
fires of 2019 and of Brazilian deforestation.™

JBS, while admitting to purchasing cattle from
the ranch, denied the charges and claimed to be
a“victim of cattle laundering fraud.” While these
examples with JBS may be just allegations of
wrongdoing, news items such as these highlight
the risks of controversy for businesses that have
extensive supply chains in vulnerable areas of the
world such as the Amazon.

Early in 2023, advocacy organization Mighty
Earth filed a complaint with the SEC against JBS,
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calling for a full investigation into misleading and
fraudulent claims associated with the company’s
sustainability linked debt. The complaint noted
that JBS had committed to net-zero emissions

by 2040, but their emissions had only increased
since their bond offering. The complaint also
claimed that JBS excluded Scope 3 supply chain
emissions (which comprise 97% of their climate
footprint) from their net-zero targets. Mighty
Earth’s complaint alleged that JBS omitted key
information from investors about the actual
number of animals it slaughters each year,
denying investors information they need to make
fully informed decisions." Operating in these
markets can be financially risky too. Backin 2017,
the company was ordered to pay $3.2 billion in
fines for its role in Brazilian corruption scandals,
painting a picture of a precarious business
operating environment that no “sustainability
linked” bond can overcome.

While some companies that source higher risk
commodities can be fraught with controversy

and bad actors, there are others demonstrating a
positive impact. We do not believe that we should
forgo these commodities completely, but rather
do our best to choose companies that seek to
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impart positive changes for their stakeholders in
difficult industries. Cocoa and palm oil are linked
with a tremendous amount of deforestation and
human rights abuses. However, even large cocoa
companies have the potential to significantly
change how business is run and help improve
transparency.

Leveraging technology to gain
transparency into the indirect supply
chain

In April 2023, a landmark law was approved in
the European Union, banning deforestation-
linked imports such as coffee, beef, and soy.

The new law will take effect by the end of 2024
and requires that importers provide a “certified
verification declaration” that their products are
not linked with deforestation. Failure to do so will
resultin fines.”® As climate change issues become
more severe, we can expect further legal changes
and regulations surrounding deforestation,
which could have serious financial impacts on
companies that import higher risk commodities.
Evaluating corporate governance and progress
toward transparent supply chains may become
more material going forward.
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Unilever — A first mover

Unilever is a leader and first mover in supply chain transparency and
information, but is still a large company with a complex supply chain.
They were the first consumer goods company to publish a full list of the
palm oil suppliers and third-party mills in their supply chain. They were
also the only consumer goods company to publish a public grievance
report so that issues associated with their direct and indirect palm oil
suppliers could be identified and addressed.

However, the best due diligence on the supply chain still won’'t impact
indirect sourcing if the company itself has little visibility. To combat this,
Unilever uses digital tools to assess risks in their supply chain such as
land rights, deforestation, and forced labor. Unilever launched a pilot
program in collaboration with Orbital Insight, using geolocation data to
help identify the individual farms and plantations most likely to supply
the palm oil mills in its extended supply chain. This gives the company
a clearer picture of where harvested crops came from, even down to
individual fields. The technology also helps predict the possibility of
issues such as deforestation, and to act where required.’
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Barry Callebaut — An Improvement Story

Barry Callebaut is a company with a controversial history. However, by
improving its governance and business practices, the company has made
tremendous progress in improving their business model and supply
chain transparency. Barry Callebaut did sign the Cocoa and Forests
Initiative, but our due diligence requires more than a commitment on
paper to show alignment with sustainability. The company sources
cocoa from markets such as Céte d’lvoire, which has hundreds of
thousands of smallholder farmers and produces 45% of the world’s cocoa
harvest. Cocoa makes up 20% of the country’s export revenues. The
controversy stems from the fact that the cocoa industry in Cote d'Ivoire
has engaged in child labor and deforestation.’ Between 1986 and 2015,
Cote d'lvoire’s forest cover shrank from 15% to 9%. Cocoa has been
flagged as a major commodity driving deforestation.”

Barry Callebaut sources about a third of its cocoa from cooperatives, and
indirectly sources the rest.’ Since 2019, they have publicly disclosed

the geolocation of their direct suppliers in Cote d’Ivoire, Ghana, and
Cameroon. In 2020 and 2021, over 200,000 farms located within 25
kilometers of a protected forest area were mapped and monitored,
leading to full traceability for cocoa beans originating from those farms.
Overall, the company has reached 80% traceability of cocoa at the
cooperative level and 60% at the farm level.” The company aims to have
full traceability across the direct supply chain by 2025.

Transparency of the sources of commodities like cocoa and palm oil must
also be implemented within indirect sourcing to fully end deforestation
and poor labor practices. Barry Callebaut is focusing on developing
projects that aim to transfer traceability know-how from direct to indirect
supply chains. In 2021, the company conducted a pilot program with
three key indirect suppliers in Cote d’lvoire. This initiative involved
training their suppliers to enable precise and timely data collection.
Nearly 35,000 farmers were engaged in the program, with data collected
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Progress is good, but we still have a long way to go

While Barry Callebeaut and Unilever are making steps in the right direction, each is still a work
in progress toward full transparency and accountability in their indirect supply chains. Full
traceability in indirect supply chains will require collaborative efforts between corporations and
governments.

To investors, evaluation comes down to governance, risk, and impact. Companies like JBS

have shown relatively poor governance and highlight the risk of corporate controversy and
greenwashing. Barry Callebaut and Unilever are leveraging technology, but continued progress
in these challenging commodities will be essential. If we want to achieve the eighth Sustainable
Development Goal - decent work for all and economic growth - sustainable investing must not

ignore the indirect supply chain.
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Saturna Sustainable Funds 2023 Impact Report

[es—
2023 Saturna’s portfolio managers are thoughtful about how we construct our
IMPACT REPORT portfolios and how we incorporate the United Nation’s Sustainable Development
Goals. Through our analysis of SDG reporting, a clear picture emerged of which
goals are popular, which are more difficult, and which tend to be unsupported.
i
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Important Disclaimers and Disclosures

This material is for general information only and is not a research report or commentary on any investment products
offered by Saturna Capital. This material should not be construed as an offer to sell, or the solicitation of an offer to
buy, any security in any jurisdiction where such an offer or solicitation would be illegal. To the extent that it includes
references to securities, those references do not constitute a recommendation to buy, sell, or hold such security, and
the information may not be current. Accounts managed by Saturna Capital may or may not hold the securities
discussed in this material.

We do not provide tax, accounting, or legal advice to our clients, and all investors are advised to consult with their
tax, accounting, or legal advisers regarding any potential investment. Investors should not assume that investments
in the securities and/or sectors described were or will be profitable. This document is prepared based on information
Saturna Capital deems reliable; however, Saturna Capital does not warrant the accuracy or completeness of the
information. Investors should consult with a financial adviser prior to making an investment decision. The views and
information discussed in this commentary are at a specific point in time, are subject to change, and may not reflect
the views of the firm as a whole.

All material presented in this publication, unless specifically indicated otherwise, is under copyright to Saturna. No
part of this publication may be altered in any way, copied, or distributed without the prior express written permission
of Saturna.
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