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In the Numbers

Oceans BEEEY/ 3 Of the world’s fisheries are fully exploited

Football fields of forest cleared every hour to make room

Forests eie]o : :
for palm oil plantations

Children EEEE Million children engaged in child labor around the world

Global population reliant on commodity production for
livelihood

Producers gEE¥E!

Farmers Million smallholder farmers produce cocoa

Consumers V! Billion people on earth
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HUFFPOST BUSINESS

The Coffee Industry Is Worse Than Ever For The
Environment

guardian
@llﬂ [ ‘m uﬂlﬁﬁ@ﬁ@m 3@ @51 Slavery and trafficking continue in Thai fishing

industry, claim activists

Why your morning cup of coffee may not be as
Earth-friendly as you think

FORTUNE

Inside Big Chocolate’s Child Labor
Problem

guardian

Leading brands unsure if palm oil in products

comes from rainforest land TI ME

The Surprising Link Between Trans
Fat and Deforestation
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Growing 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



Transparency & Traceability

* Traceability: the history,
distribution, location,
and use of products,
parts, and materials

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

European countries wanted to prove the origin of high-quality food

1930
’ such as French champagne.

Food safety related issues and various food scandals in the
1990s agribusiness sector, such as mad cow disease or the Asian bird
influenza, have highlighted the importance of traceability.

U.S. and EU implemented several directives an regulations on food

2000s
safety.

Consumers, NGOs, governments, suppliers and buyers increasingly
demanding more information about origin of products. Increased
demand for organic, fair trade and environmentally friendly
products and materials.

Today

Kemal, Armada, EPFL — MIT RSL Collaborator
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“Traditional” Supply Chain Management

* All parties involved, directly or indirectly, in fulfilling
a customer request

Extract Transform  Procure Make Deliver



The Reality




Five steps to develop a sound
Sustainable Sourcing Strategy
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Five steps to develop a sound
Sustainable Sourcing Strategy
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Societ
Government (ReputatiZn &
(Regulations) Expectations)

MM

Natural Resources

(Availability & Operations) Customers
(Markets &

Financial)

Adapted from Paquette, MIT 2005
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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

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

Disclosure of any food thatis genetically
engineered or containsone or more GE
ingredients

Requires companies doing businessin
California to disclose efforts to combat
slavery and human trafficking
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NGO Pressures

2% Mitsubishi Corporation

* Mitsubishi Corporation & RAN

— Paper Sourcing

T

* Nestle & Greenpeace
— Palm Oil suppliers

B quote without author
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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
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World Cocoa Trade Map

Values are in Tons

Equador
to USA : 30,978
to Netherlands : 18,647

Dominican Republic
to USA : 18,026
to Netherlands : 16,321

ivory Coast
to Netherlands : 234,461
to USA : 167,767

Ghana

to Netherlands : 174,955
to Malaysia : 31,324

to Japan : 26,925
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Cameroon
to Netherlands : 158,887
to USA: 10,243

Indonesia

to Malaysia : 201,823
to USA : 61,609

to Netherlands : 47,125




World Coffee Trade Map

in Thousands of 60 kg Bags

Brazll Vietnam Colombia
to EU-27 : 35,397 to EU-27 : 22514 to EU-27 : 11,052

to USA : 13,866 to USA : 8819 to USA : 4329
‘Importers to Japan : 13,500 to Japan : 2736 to Japan : 1343

Kemal, Armada, EPFL — MIT RSL Collaborator




Mapping the supply chain: Palm O
LETET:

oo 4o 6 S %
,IN;DEPEAND’;ENT SMALL * * * * * *

HOLDER FARMERS SCHEME FARMERS OTHER PALM OIL MILLS OTHER KERNEL SOURCES
EREREE

SUPPLIER PALM OIL

MILLS
FFB cPo

¥ ¥
* %
¥ ¥
%

DOWNSTREAM OPERATIONS

o
.33
****

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 / 1 Contract manufacturers,
Traders Alloy producers assembly

100s 100 s 10-900 s

N:D.

&o‘
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ldentifying Risks: Materiality Assessment

Impact on Stakeholders

Low Impact, High Impact,
High Interest High Interest
Issues Issues
Low Impact, High Impact,
Low Interest Low Interest
Issues Issues

Significance to Business




Five steps to develop a sound
Sustainable Sourcing Strategy
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Company Approach
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Supplier Transparency

80 full-time auditors

IWAY standard +
Minimum Requirements for Environment and Social & Working

Conditions when Purchasing Products, Materials and Services. a U d itO rS Of a U d ito rS

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

Training of supply chain

The IKEA supplier shall prevent severe environmental " IKEA does not accept child labour. All O rga n i Zat i O n

1.3 Severe Environmental pollution 1.1 Prevention of child labour

+
Transparency Requirements

ecovadis

SUPPLIER SUSTAINABILITY RATINGS
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Product Standards — Use and Value

Veronica Leon Bravo, Milan, MIT RSL Collaborator

Ny

FAIRTRADE

if

ied
Better farming
Better future

Products

Multi product: food and

non food (flowers, gold,

Codes

O,

Scope

From producers to

Focus

Trading conditions.

soris el last handling buyer Premiums
Multi product: food and From producer to
non food (furniture, last processing 2 Labelling
building materials, paper, buyer (notransport,  (+CB policy) SAN certifying
kitchen, guitars...) no retail)
Specific products: coffee, From proc?lucer to Monitoring,
last handling buyer
cocoa, tea, (hazelnuts) _ SCM approach
(no food service)
From farmer to 3 Agricultural
Multi product: food focessin (+ National practices,
P 8 codes) Value chain approach
Specific product: Coffee From producer to 1 GAP, Cooperation,

1st trader

Verification & Impact
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Data Collection and Technology

9" 771234 567003

p BLOCKCHAIN

Free. Secure. Easy to Use.

trace (§I{N=1y"

A. Bateman © 2015 MIT CTL. 25
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Organizations for Supply Chain Transparency

International Labour Rights Forum

(ILRF)

; ; Thinkste
painforest Alliance P I(-orest Stewardship C®uogilamme for|the Epndorsément of
Forest Cetftification S¢ghemds (PEFC)

Clean'Clothes Campaign (CCC)

0

Electronic Industry Citizenship

Global Partnership for Good
Agricultural Practice

FairTrade Intgrnational

Maquila Solidarity Network \(WisNfopest Trust (TFTYSEAL Alliance

SoFi)

Ethical Tea Partnersl

[ 4 [ Q ([}

Glgbal R4

UK Ethical Trading Initiative

porting 1HAjhGRPal Un

Workers'Rights Consortium (WRC)

Council (EICC)

UN Global Compact

Globdl Social Compliance Programme

IDH - The Sustainable Tra

IndustriALL Global Union
9

Cotton |madq iRédificaTable on Responsible Say

(RTRS)
SEDEX Ecovadis
[ e e
Roundtalle on|Sustafinablg Palml O

RSPO))

BibmategTials (RSB)

on (UN?F' -|Bettef Cottpn\Ini

Roundtable [onrSustaingble

. UTZ certifled
Ip Bongucro
' ) S ¢ [ [ 9 q ¢
iative

1C Asgociatipn
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Labour Voices

Iris

Su'sltaina ble Apparel Co

Accord

de Initiative

n Food Board's 'Origin Green'

blitioProTerra Foundation

bn Fire and Building Safety in

Bangladesh

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
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Types of Organizations Supporting Supply Chain
Transparency

Standards/

Information Exchange Governance Mechanisms

Certifications

Descriptio Products and services for Voluntary and mandatory Organizational infrastructure
. data collection and sharing attributes for social supply chain  for information exchange
compliance and transparency
Software for data License to operate minimum Industry collaboration,
1ol 1B collection, supplier standards, guarantee of external partnerships,
for collaboration, supplier credence attributes, opportunity shared responsibility

ol VA audit, more information for to inform consumer
the company

Dyadic, Supply Chain Dyadic, Supply Chain, Network  Supply Chain, Network

Labour Voices, Ecovadis, Fair Trade, Rainforest Alliance, IDH — Sustainable Trade
Sourcemap, UTZ, RSPO, Better Cotton Initiative, EICC, Sustainable
Geotraceability Initiative Apparel Coalition, UN Global

Compact

LU HIUL YUULU WILHIUUL UULE VT UL VT IEUuUT



Five steps to develop a sound
Sustainable Sourcing Strategy

r ™)
\. J
(
\ e
-
r )
\. J -

Bateman 2015 MIT CTL. Do not quote without author
authorization



The P&G Sustainable Sourcing Framework

Bateman 2016 MIT CTL. Do not quote without author

authorization

= Map ISH farmers to Dealers & Mills A stepped approach with milestones ISHF and Small Grower GOALS
= Segmentation and Clustering of and metrics to facilitate the ISHFs and o
ISH on Small Grower RSPO certification and * ISHFs embrace sustainability
+ Locations and closeness beyond ?hndsconttlr']ueljlo t;e Ia pgflt Ofd
£ | SvaLl HOTOeR . RSPOGap Paim Karnel Ol Supply Chain
8 PARMERS Leverage Potential : POLICY MAKERS = Systemically incentivize ISHFs
s = Map dealers_ toall sources of input A & Small Growers for
2 ""’ * Analysis of Historical Data, sustainable production and
) % ’ Input & Output volumes MPOB/C || RFA | RsPO | |Others certification with financially
: = Segmentation input suppliers and viable models
TRADERS end customers * Ensure zero deforestation in
SUPPORTERS P&G ISHF, .SmaII Grower
= Map all Palm Oil Mills to all direct Supp_ly Chain ~
and indirect suppliers m = Facilitate traceability and
+ Analysis of Historical Data, transparency throughout the
Input & Output volumes P&G POP GOV Others sustainable Palm oil supply
PALMOIL = Segmentation of Mills, Dealers & chain
MILLS customers of Palm Kernels
STAKEHOLDERS
= - = Map all KCP_S to P?Im Qil Mills IMPLEMENTORS Facilitate the development and
= it * Analysis of Historical Data, ‘% implementation of a framework for
o Y O G Input & Output volumes ISHFs & Small Growers certification
v e * Map KCPs to Other PO Mills P&G || POP || NGO’ | Others
c CRUSHER » Analysis of Historical Data, SPONSOR
3 PLANTS Input & Output volumes Lead the Palm Oil Industry ISHFs
8 = Segmentation of Scheme and Non- BENEFECIERIES sustainability certification effort by
Scheme and customers of PKO providing a template for facilitation
i and intervention with
* Map KCP & sources input environmental and social
* Analysis of Historical Data, Stakeholders, Supporters, Tesponsibitity
Input & Output volumes Facilitators, Environment, Others KPls

KPIS and Milestones to track and

monitor the progress.




Stonyfield Yogurt

Supply Chain Map




Starbucks C.A.F.E. Practices

Components of C.A.F.E. Practices

o Evaluated by third-party verifiers

° Must meet these prerequisites

'ECONOMIC ENVIRONMENTAL

" ACCOUNTABILITY ~ LEADERSHIP
<
~ e . » ~ In the growing and/or processing of coffee, measures
requzrement |'nc1uded |n cdﬁee-purchasing ' ;ﬁgﬂgﬂiﬁ: ﬁ’a;:fgﬁe e?;f;’ f::ticrte:eamtzr
contracts with suppliers. PREREQUISITES EVALUATED biodiversity and reduce agrochemical use.
COMPONENTS
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STARBUCKS COFFEE COMPANY

93% $16.9M

ETHICALLY SOURCED FARMER LOANS
COFFEE CONTRIBUTION

6

FARMER SUPPORT
CENTERS
(COSTARICA, COLOMBIA, RWANDA, TANZANIA, CHINA, GUATEMALA)




Potential Outcomes of Sustainable Sourcing

Performance

Reduce Risk

Operational efficiencies and
process consistency

Securing Supply

Supplier Selection and
Supplier Relationships

Reputational Benefits

Meeting Legal
Requirements

Sustainability

Meeting Stakeholder
Demands

Validating Sustainability
Claims

Security of Natural
Resources

Ability to Find and Address
“Hot Spots” in Supply Chain



THANKS! QUESTIONS?

Alexis H. Bateman hickmana@mit.edu

responsible.mit.edu

MIT RESPONSIBLE
SUPPLY CHAIN LAB
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