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The Big Picture




In the Numbers
Population VI Billion people globally

Planet cW¥i Million hectares of net forest lost annually

Children JEEEE] Million children engaged in child labor around the world

e Global population reliant on commodity production for

Producers livelihood

Billion cell phones globally by 2016 dependent on

Consumers 2 extractive industries for minerals

Ecolabels around the world in 197 countries in 25

Information EEEEE industry sectors
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Motivation

= Ethical consumption (will) “reach breakout proportions in 2016”
Economist (2015)

= “People believe that corporate supply chains are a place to conceal skeletons. Corporate
treatment of workers overseas is abominable. They plunder scarce resources and pollute
the landscape. Companies are loyal only to profit. 70% of our sample believe that
companies were not transparent about the goods they sell to the public.”
Forbes 2015
= “Many people have realized that the cost of inaction is often greater than the cost of
action. Competitors need to say that it is in our own self-interest that we move to
sustainable sourcing, stop illegal deforestation... If the consumer goods industry does not
move to a more sustainable model, most of its profits will be wiped out in 30 to 50 years,
and if you are in food even earlier.”
Paul Polman, CEO of Unilever
=  “When Greenpeace reaches for its toolbox, it tends to find only one tool, and that’s a
mallet and it tends to beat people over the head with it....But it works, in the sense that it
starts the process of change.”
Scott Ponyton, Founder of The Forest Trust
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Motivation

Child labour on Nestlé farms: chocolate
giant's problems continue

Fatal Fire in Bangladesh Highlights the Dangers Facing Garment Workers

Revealed: Asian slave labour producing
prawns for supermarkets in US, UK

Thai 'ghost ships' that enslave and even kill workers are linked to global shrimp
supply chain, Guardian investigation discovers

Tesco Says "Every Retailer" of
Thai Prawns Is "Likely"
Implicated in the Slave Trade

by Brendan Kiley - Jun 24, 2014 at 2:05 pm
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Sustainable Sourcing “Strategies”

* Grow Revenues

— Ex: new sustainable product introduction
Reduce Costs

— Ex: Increase resource efficiencies
Manage Risk

— Ex: Long term supply

Build Intangible Assets

— Enhance brand through social and environmental
responsibility

WHERE TO START?
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Five steps to develop a sound
Sustainable Sourcing Strategy

1. Gauge
Pressures

|

2. ldentify
5. Engage Risks and
Impacts
4. Create Plan 3. If‘rsif)??n%zaend
of Action

Five steps to develop a sound
Sustainable Sourcing Strategy
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I

Government
(Regulations)

b

Society
(Reputation &
Expectations)

Vika

Natural Resources
(Availability & Operations)

® h

Customers
(Markets &
Financial)

Adapted from Paquette, MIT 2005
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Regulation

Regulation

European Commission Food Regulation,

U.S. Food Safety Modernization Act

U.S. Dodd-Frank Wall Street Reform
and Consumer Protection Act, Section
1502

EU Timber Regulation, U.S. Lacey Act

Genetically Engineered Food Right-to-
Know Act (Introduced Legislation)

California’s Transparency Act in Supply
Chains SB 657

Food traceability requirements through
all stages of production, processing, and
distribution

SEC registered companies must disclose
their use of conflict minerals

Prohibits illegal timber products on
market, obligations to keep records for
traceability of source

Disclosure of any food that is
genetically engineered or contains one
or more GE ingredients

Requires companies doing business in
California to disclose efforts to combat
and human trafficking
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NGO Pressures

2% Mitsubishi Corporation

* Mitsubishi Corporation & RAN
— Paper Sourcing

* Nestle & Greenpeace
— Palm Qil suppliers

Other Pressures

* Industry Competitiveness —
early movers

* Social Media — brand value
* Risk Mitigation — materials
* Consumer awareness and

preference
— In, On, Around
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Five steps to develop a sound
Sustainable Sourcing Strategy

4. Create a
Plan of Action
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~ Mapping the supply chain: Palm Oil
Oy <&,
P

OTHER PALM OIL MILLS OTHER KERNEL SOURCES
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DOWNSTREAM OPERATIONS

HOLDER FARMERS

FFB

i

DOWNSTREAM OPERATIONS

LEGEND

OTHER ESTATES/
SCHEMES
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Mines Smelters Sub- and component End-user company
1.000s 10s manufacturers Philips
10.000 s
Refiner / Contract manufacturers,
Traders Alloy producers assembly
100s 100s 10.000s

&
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Transparency & Traceability

* Transparency: Process
by which a company
takes action on the
insights gained through
greater visibility in
order to manage risks
more effectively

* Traceability: the history,
distribution, location,
and use of products,
parts, and materials
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Identifying Risks: Materiality Assessment

S bo";’w |ImtpaCt,t High Impact,
D 'gl nieres High Interest
< SSues Issues

X

S

n

C

o

S Low Impact, High Impact,
g. Low Interest Low Interest
= Issues Issues

Significance to Business
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Five steps to develop a sound
Green SCM Strategy

=
Lo | ol

4. Create a
Plan of Action
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Company Approach

Source “Sustainable”
Materials

Supplier or
stakeholder
collaboration

Vertical

Invon
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Supplier Transparency

) 80 full-time auditors
IWA ' Standard +
Minimum Requirements for Environment and Social & Working
when roducts, and Services. q 9
auditors, of auditors

Approved By Date:
IKEA Supply AG INGKA Holding B.V. 2008.06.04 4 +

1.3 Severe Environmental pollution o 1.1 Prevention of chil_d labour
The IKEA supplier shall prevent severe environmental IKEA does not accept child labour. All n

Training of supply chain
organization

eco%dis

SUSTAINABLE SUPPLY MANAGEMENT

wr Bateman 2016 MIT CTL. Do not quote without author 20
authorization

1/22/16

10



Standards Map

Rhb bl |

4C ASSO... | FAIRTRAD... FAIRFOR.. USDANAT.. GLOBALG...

& Audits

Y Conformity assessment

g Inspection, audit, 4C Units submit their updated documents (Self Assessment, Business Partner

verification process Mapping, Organizational Chart) together with an updated documentation on a yearly
basis. An audit takes palce every 3 years.

Type of assessment Third-party audit is required

required

Frequency of audits or  SUrprise audits Other

assessments

3 years on average. Following the initial vertification and compliance plans for yellow
indicators, red practices need to be re-verified.

Processus dobtention ~ 1- Become a member 2. Establish a 4C Unit and implement 4C Code of Conduct 2.
de la premiére Select and engage a 4C Verifier 3. Send a Self Assessment (average yellow-
vérification/certification  performance), Business Partner Mapping and organizational chart to selected
verifier 4. Licensing decision is taken by 4C Secretariat based on verification report
Check out 4C's Step by Step guide: //www.4c-coffeeassociation.org/document-

- library/documents/4c-code-and-verification-documents/step-by-step.html
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Vaiidity of certificate

Joe Satran . secome s fan
4% loesaran@hufingtonpostcom

The Coffee Industry Is Worse Than Ever For The
Environment

KitKat commits to only sustainable

cocoa by early 2016

o O onerNienuor ®  Ferrero promises transparency as it sets
The Washington Post: 2020 target for sustainable cocoa

By Oliver Nieburg &', 16-Apr-2012

Why your morning Cup Of COﬁee may nOt be as Last updated on 16-Apr-2012 at 15:12 GMT
Earth-friendly as you think
By Joby Warrick August 28

Recalls: Salmonella in chocolate and 203 mllllon: Cocoa In_dl_'|8try
pathogens in cheese needs to respond to rising
By Joe Whitworth+ & & Posta -
child labor numbers

e 20-Aug-2015
Lastupdated on 20-Aug-2015 at 12:16 GMT
August 19, 2015
Bernie Pacyniak

Mondelez overhauls women’s
rights commitment after
criticism

By Oliver Nieburg+, 23-Apr-2013
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Coffee “Big Four” and standards

ondelez

International A

G nnd I-oori G ood Life

MASTER
BLENDERS

THE J.M. SMUCKER COMPANY
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Chocolate and standards

I\/IARS‘ .Mondg!g,z.‘ HERSHEY'S FERRERO
Good Fnod Good Life [MILK CHOCOLATE
Froyrdii
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Five steps to develop a sound
Sustainable Sourcing Strategy

4. Create Plan
of Action
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Types of Organizations Supporting Supply Chain
Transparency

Information Exchange

Products and services for
1] 011 data collection and sharing

Software for data
SOl collection, supplier

for collaboration, supplier
audit, more information
for the company

company

Dyadic, Supply Chain

Labour Voices, Ecovadis,
Sourcemap,
Geotraceability

Standards/

Certifications

Voluntary and mandatory
attributes for social supply chain
compliance

License to operate minimum
standards, guarantee of
credence attributes, opportunity
to inform consumer

Dyadic, Supply Chain, Network

Fair Trade, Rainforest Alliance,
UTZ, RSPO, Better Cotton
Initiative

Governance Mechanisms

Organizational infrastructure
for information exchange
and transparency

Industry collaboration,
external partnerships,
shared responsibility

Supply Chain, Network

IDH — Sustainable Trade
Initiative, EICC, Sustainable
Apparel Coalition, UN Global
Compact

1/22/16

13



Upstream

Downstream

The P&G Sustainable Sourcing Framework

STAKEHOLDER

SMALL HOLDER
FARMERS

-

Map ISH farmers to Dealers & Mills
Segmentation and Clustering of
ISH on

 Locations and closeness

+ RSPO Gap

* Leverage Potential

A stepped approach with milestones
and metrics to facilitate the ISHFs and
Small Grower RSPO certification and
beyond

Map dealers to all sources of input
* Analysis of Historical Data,
Input & Output volumes
Segmentation input suppliers and

end customers

POLICY MAKERS

[ mpos/c [] rea [ rspo] [others

Map all Palm Oil Mills to all direct
and indirect suppliers
* Analysis of Historical Data,
Input & Output volumes
Segmentation of Mills, Dealers &
customers of Palm Kernels

SUPPORTERS

P&G POP

Gov Others

ISHF and Small Grower GOALS

= |ISHFs embrace sustainability
and continue to be a part of
the Sustainable Palm Oil and
Palm Kernel Oil Supply Chain
Systemically incentivize ISHFs
& Small Growers for
sustainable production and
certification with financially
viable models

Ensure zero deforestation in
P&G ISHF, Small Grower
Supply Chain

Facilitate traceability and
transparency throughout the
sustainable Palm oil supply
chain

Map all KCPs to Palm Oil Mills
« Analysis of Historical Data,
Input & Output volumes
Map KCPs to Other PO Mills
« Analysis of Historical Data,
Input & Output volumes
ion of Scheme and Non-

POCESSING PLANT|

Scheme and customers of PKO

IMPLEMENTORS

[ Pac |

STAKEHOLDERS

Facilitate the development and
implementation of a framework for
ISHFs & Small Growers certification

l NGO’s [ Others

Map KCP & sources input
« Analysis of Historical Data,
Input & Output volumes

BENEFECIERIES

Stakeholders, Supporters,
Facilitators, Environment, Others

wr
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SPONSOR

Lead the Palm Oil Industry ISHFs
sustainability certification effort by
providing a template for
facilitation and intervention with
environmental and social
“responsibility
KPIs

KPIS and Milestones to track and

monitor the progress.

Starbucks C.A.F.E. Practices

Components of C.A.F.E. Practices

o Must meet these prerequisites

Transparency is required of C.A.F.E. Practices
suppliers. They must submit evidence

of payments made at all levels along the
coffee supply chain. This is a contractual

included in

ff

contracts with suppliers.

PREREQUISITES

ACCOUNTABILITY

Evaluated by third-party verifiers

RESPONSIBILITY

C.A.F.E. Practices suppliers — and other entities within

their supply network — must have certain practices
SOCIAL in place that ensure safe, fair and humane working
conditions; the protection of workers' rights; and
adequate living conditions. The minimum wage

Yy

ing child labor/

ENVIRONMENTAL
LEADERSHIP

are

In the growing and/or processing of coffee, measures
must be in place to manage waste, protect water

EVALUATED

quality, conserve water and energy use, preserve
iodiversity and reduce ical use.

COMPONENTS
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STARBUCKS COFFEE COMPANY

93 )0 $16.9M

ETHICALLY SOURCED
COFFEE

FARMER LOANS
CONTRIBUTION

6

FARMER SUPPORT
CENTERS
(COSTA RICA, COLOMBIA, RWANDA, TANZANIA, CHINA, GUATEMALA)

SHOW ME:

VIDEOS ABOUT NIKE'S
CONTRACT MANUFACTURERS

CHANGE VIEW:
‘World
North America
Western Europe
Central/Eastern Europe

Emerging Markets

Japan

Greater China >

Transparency

CHINA

GDP Per Capita (PPD Method) in USD: $6,000  Inflation (Consumer Prices): 5.9 WORLD > GREATER CHINA > CHINA
MANUFACTURING PROFILE

A @
Apparel 60 61,668
Equipment 56 58,667
Footweer 20 145754
Totals 136 266,089
FACTORY DEMOGRAPHICS
Female Workers 75%
Migrant Workers.
Average Workers' Age 28
GUIDE TO SYMBOLS

= Contract Factories
&  Contract Workers
® Factory Interview
O Fectory Details
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Potential Outcomes of Sustainable Sourcing

Performance

Reduce Risk

Sustainability

Operational efficiencies and

process consistency
Securing Supply

Supplier Selection and
Supplier Relationships

Reputational Benefits
Meeting Legal
Requirements

Bateman

2016
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Meeting Stakeholder
Demands

Validating Sustainability
Claims

Security of Natural
Resources

Ability to Find and Address
“Hot Spots” in Supply Chain
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THANKS! QUESTIONS?

Alexis H. Bateman hickmana@mit.edu

MIT RESPONSIBLE

SUPPLY CHAIN LAB
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