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CELEBRATING 15 YEARS OF THE ETHICAL SOURCING FORUM
by Christophe Liebon, Intertek

EXECUTIVE
BRIEFING

For this year’s 15th Annual Ethical Sourcing Forum (“ESF”), we had some major overarching goals but the vision
continues to be simple – ESF is meant to provide a space for gathering and reminding us that CSR is at the root of
the human experience, and our community must cut the ‘talk’ and truly inspire each other every day. This is a
people business, endeavoring to protect our core values of the importance of a human life and the world that we
live in. We can remind each other by grounding ourselves and really giving our attention to those on the front lines
(such as auditors or field staff) who speak with and assess conditions for the margins of society every day, sharing
stories with our peers, and showcasing better, smarter solutions for improvements in the supply chain. Yes, we are
really only at the beginning of this journey, but each small win really does matter.
In New York this year we were fortunate to be celebrating our 15th continuous year of discussing issues around
ethical/responsible sourcing. This makes ESF the longest conference of its kind. The audience continues to come
from far reaches of the globe, including cities in Europe, Asia and Latin America.
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EXECUTIVE
BRIEFING

Over these 15 years ESF continues to strive to foster an environment to share perspectives and lessons learned, to
vent, to share, and to learn from our peers and to inspire each other on what good CSR work looks like and why it’s
vital for our future. Our 2015 community this year of over 150 participants came from a diverse range of industries
– from Apparel & Footwear to Telecom to Retail to Healthcare.
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As our Keynote speaker Justin Dillon reminded us, we all need to ‘Join the Band’. We hope this year’s forum
inspired each participant in some way to continue to make those small wins for humanity, to remind us of why we
do the work that we do, and to not “just talk” but – as our creed has been these past 15 years – “Be Part of the
Solution”.
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Tea farmer, Kenya. Photo: Rainforest Alliance, thefrogblog.org.uk
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Justin Dillon, CEO/Founder, Made in a Free World
“Forced labor and child labor survive today because
those who enable it are smart, incredibly fast and profoundly innovative. In order to eradicate its existence, as
Corporate Responsibility practitioners, we need to be
smarter, we need to be faster, and we need to be more
innovative.”
In 2011, Justin Dillon of Made in a Free World (MIAFW)
launched Slavery Footprint, a website that sought to
answer one single question “How many slaves work for
you”. The response was so overwhelming that the MIAFW
site couldn’t keep up with the traffic. Since then, millions
of people from 200 countries have visited slaveryfootprint.
org to discover their connection to modern-day slavery.
On the back of Slavery Footprint’s great success, Justin went on to found the FRDM™ tool. FRDM™ (Forced
labor Risk Determination & Mitigation) is revolutionary
software that gives profound insight into the complex
web of global business-to-business (B2B) commerce
and locates specific hot spots of risk in a supply chain
for any industry. Information enables action. MIAFW
seeks to provide organizations with a clear blueprint to
mitigate their risk of unknowingly investing in suppliers
who exploit forced or child labor. This strategic downward
pressure on a supply chain has the power to disrupt illicit networks and empower vulnerable populations with
freedom.

How Many Slaves Work for You? Though a provocative and
albeit somewhat perplexing question, that’s how keynote
speaker Justin Dillon, CEO and founder of Made in a Free
World, opened the Ethical Sourcing Forum (ESF) in New
York City last week. Made in a Free World is a network of
businesses and individuals working toward eliminating
slave and forced labor from supply chains.
His aim was to drive home the point that more of the
items we consume are made from slave or forced labor
than we might believe. “Forced labor and child labor
survive today because those who enable it are smart,
incredibly fast and profoundly innovative,” Dillon said. “In
order to eradicate its existence, as Corporate Responsibility practitioners, we need to be smarter, we need to be
faster, and we need to be more innovative.”
Labor is considered forced when the individual is not free
to leave, is unpaid or paid very little, or works excessively
long or unusual hours. Most workers taken for forced
labor can’t free themselves because of the fees business
owners tell them they owe. They are “charged” for the
airfare to get them to the country they are toiling in, plus
recruitment fees, commissions, kickbacks and bribes —
and the fees can be as much as one year salary. Some
workers are lured under the pretense of visas and better
jobs with good pay, only to have their passports held
and at times go unpaid. Some workers are simply taken
against their will.
Today, over 29 million people live under these conditions.

For more on Justin’s talks and how Justin really set the
tone this year for ESF 2015, read below an excerpt from
Tara Donaldson’s recent article in Sourcing Journal.

To get involved, visit www.madeinafreeworld.com
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UNCOVERING THE LATEST
HIDDEN SUPPLY CHAIN
RISKS
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Even with the substantial increase of investment in supply chain audits and related
responsible sourcing strategies over the past fifteen years, companies continue to discover
new and emerging risks that were not initially on their radar. How to identify these emerging
‘hidden’ supply chain risks and how to incorporate them into a company’s strategic initiatives
can be challenging for everyone involved.
At ESF 2015, a panel moderated by Rachelle Jackson of Arche Advisors, sought to evaluate
the reshaping of approaches to emerging issues such as recruitment agencies and migrant
workers, land rights and indirect supply chains, and provide solutions and directions for how
to manage these emerging risks in the near term.

THE INDIRECT SUPPLY CHAIN
John Gabriel, Corporate Responsibility Manager at IBM
starts off the panel noting that for most companies, the
focus has been on direct suppliers, but what about indirect suppliers? For many companies, indirect purchases
represent a significant and growing part of the purchase
base. Indirect purchases may not receive the same level
of attention within a company and/or are decentralized
across regions or countries in terms of compliance or
social responsibility.
The fact is that indirect suppliers or services and general
procurement suppliers are often unfamiliar with various
codes of conduct and auditing requirements that direct
suppliers have come to know over the past decade. Their
relationships are varied as well, as the buyer’s leverage may not be as strong in the indirect supply chain as

indirect suppliers often have a variety of clientele. From
a risk perspective, companies need to be as vigilant and
active with their indirect supply chain owing to a growing
body of evidence, including:
⋅ There are a variety of reports of forced labor and human trafficking in the extended supply chains of many
sectors and most countries including the western
world
⋅ Reports indicate there are various categories of
subcontracted young workers employed in offshore
manufacturing operations.
⋅ Service sector growth in many developing countries
often lags manufacturing in terms of compliance with
standards of health, safety, and well-being.
Companies need to gather more information and really
understand the indirect supply chain, to answer basic
questions such as:

ESF 2015 Report 11

⋅ “Who do we buy from?”
- Sub-contracted labor, security, food services, facility maintenance, outsourced business support,
private transport services, etc
⋅ Where do we buy?
- Is everything centralized? Regional? Local?
Finally, John shared his organization’s personal pathway
to success, as IBM has engaged its indirect supply chain
since 2005, as this segment has grown from 40% to 67%
of total spend. This includes applying criteria from the
Electronic Industry Citizenship Coalition’s (EICC) code of
conduct to the indirect supplier base, and working with
the members of the EICC to increase leverage and drive
efforts. IBM continues to collaborate with local firms in
specific sectors, and continues to learn about and from
large or multinational service suppliers.
To date, the EICC considers indirect suppliers part of the
extended supply chain and accommodates this variation
within its audit protocol.

INTELLECTUAL PROPERTY
PROTECTION IN THE SUPPLY CHAIN
Craig Moss, Chief Operating Officer at the Center for
Responsible Enterprise and Trade discussed the need
for more robust management of intellectual property
risks in the supply chain. He started the conversation
with an appeal from academia, which through a Stanford
Business School study noted that in order to tackle IP infringements in the supply chain, companies should cross
apply similar due diligence and management systems
techniques used to tackle issues regarding supply chain
sustainability:
“Given the similarities between many of the underlying issues… we believe that companies will benefit from
aligning their IP protection strategies with those strategies associated with improved social and environmental
performance… In particular, companies are likely to
benefit from establishing management systems that lay
the foundation for respecting and protecting IP…” – from
Similarities in Managing Supply Chain Sustainability and
Intellectual Property March 2014, Stanford Business
School.
As Ethical Sourcing Forum’s focus is similarly aimed at
tackling issues that are cross-industry relevant, Craig
further discussed the varying IP related concerns that
face major industries:
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⋅ For Retail and Apparel, issues include counterfeits
and excess production (the “third shift”), Product/design prototypes being shared with competitors, lack
of control over unauthorized sub-contractors, and the
rampant theft of trade secrets including plans, designs, and technology
⋅ For the Food and Beverage industry, issues include
patent infringement, counterfeit products and ingredients leading to safety and brand risks, theft of
confidential secrets such as formulas, and copyright
and design right infringement over use of trademarks,
packaging features and more.

To conclude, Craig further noted that technology can
have a dramatic impact in such supply chain IP evaluations and management systems. Through a partnership
with Intertek, CREATE’s “Leading Practices for IP Protection” has been incorporated as a questionnaire module in
Intertek’s market leading Global Supplier Management
(GSM) online platform. This next phase of CREATE’s recommended strategy means that multinational organizations can assess all suppliers on IP protection areas such
as management systems, policies and procedures, risk
assessment, monitoring and training through profiling
all suppliers in the interactive B2B GSM platform, which
outputs an assigned IP risk for each supplier evaluation.

⋅ In Consumer Electronics, issues include trade secret
theft of product designs, manufacturing processes
and business plans, counterfeit parts and products
from excess production (“the third shift”) and product
/ design prototypes being shared with competitors and
the media.
Most companies, as Craig noted, place IP in the legal department (93% reported in a study) and this legal driven
approach is reactive, seeking remedies to infringements
after they’ve already occurred.
But the new approach to IP protection should embed IP
protections into varying business processes and operations. Companies should build more awareness on the
typical risks of IP infringement, communicate clear expectations, promote preventative measures and activities,
and build out robust management systems to tackle the
problem.
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LAND USE RIGHTS AND LANDGRABBING IN GLOBAL SUPPLY CHAINS
Irit Tamar, Special Advisor, Private Sector at Oxfam
America shared her work on land rights and the problem
of land grabbing and land conflicts around the world.
To begin, Irit started with asking the audience a simple
question: Why land?
The reality is that this complex problem, which involves
multiple parties including industry, investment and
governments, is adversely impacting a variety of communities around the world. Irit discussed examples of
local communities whose land was taken by large scale
land deals/ acquired by foreign investors, and the magnitude of this is only impacted by the general sense that
multinational corporations are turning a blind eye to the
problem.
From an ethical/responsible sourcing perspective, Irit
notes that companies must take action to stem the rising
tide of such land grabbing practices in various regions
across the globe. The role of multinationals and industry
is important, as much of the land that is in dispute and
which often compromises the lives of varying indigenous
and other marginalized groups is used for inputs in various product upstream supply chains.
So what can companies do? Irit noted that a wide variety
of leading organizations, like Coca Cola, are starting to
develop and evolve their approaches to mitigating and
improving conditions in their supply chains. Generally,
companies should:
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1. Know and Show: an understanding and more oversight
of these issues by conducting a supply chain impact
assessment, especially over issues in the agricultural
supply chains of sugar, soy and palm.
2. Commit: to zero tolerance of land grabbing to upstream suppliers, and further join and participate in
sector specific sustainable production standards
3. Advocate/Lead: by influencing other public and private
sector actors to address land grabbing and land conflicts.
Companies are advised to hear from communities to
identify the risks that are pervasive but often unseen. Her
recommendations on how to do this include:
⋅ Conduct impact assessments, with community input
(joint assessments). So far, companies are not systematically including community consultations into their
due diligence processes.
⋅ Need to do stakeholder mapping and make sure to
hear all voices.
⋅ Need to use researchers/consultants who communities will trust and who know the local context. Best if it
is a local researcher, or have a consultant partner with
local organizations; something to get local knowledge
and expertise, and someone attuned to sensitivities in
that context.

⋅ Set up operational level grievance mechanisms that
are actually accessible to communities (better yet if
communities help design these mechanisms).
⋅ Make regular community engagement part of how you
conduct business, but If you don’t have free, prior or
informed consent (FPIC), don’t operate there, or come
up with a new project that communities grant their
FPIC for.

GETTING A MORE COMPLETE PICTURE
OF SUPPLY CHAIN COMPLIANCE
Ruici Tio, Director, Kroll Southeast Asia discussed in
a presentation titled, “Rethinking Supply Chain Compliance”, the importance of more covert, investigative efforts
as a complement to traditional social compliance efforts
undertaken by corporations. Kroll’s expertise is in areas
of less controllable areas of risk, areas difficult to ‘see’
such as fraud or corruption, security or policy, unfair
business practices and regulatory compliance. Specifically, they deal in addressing ethical issues and for the
purposes of the Ethical Sourcing Forum, Ruici shared his
experiences for increased transparency and effectively
giving a “more complete picture” of a company’s supply
chain.
Ruici discussed the need to rethink the social compliance model, not that audits are failing but rather the
limitations of the practice may not give more complete
pictures of supplier partners. He noted that amidst the
need for more, there is also a dynamic and changing
international regulatory environment for multinational
buyer organizations (such as the California Transparency
in Supply Chains Act, Dodd Frank, UK Bribery Act and the
EU FLEGT Law), as well as mounting pressure from consumers, NGOs, the media and investors. And while the
risks for multiple sectors are real, they are of increasing
concern for higher tiers in an organization’s management
and at earlier stages of the investment or procurement
cycle.
The major challenges of traditional social compliance
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vary. Typical social compliance audits may be limited to
first tier suppliers, when the real risk is further upstream. Audit creep and the growing scope of the typical audit is a very broad responsibility, growing beyond
typical wages earned and hours worked questions and
moving into complex areas of labor and human rights,
health and safety and environmental issues. The overt
nature of audits, often scheduled with a specific date in
mind between the auditing firm and the supplier, can also
complicate the real transparency for the auditor to find
the worst forms of abuses. Finally, only applying social
audits may not fully reflect the varying cultural nuances
that communities around the globe face, which is impacted by the fact that traditional audits stay within the
“factory walls” and rarely go into the greater community.
Kroll can help close information gaps and investigate
issues the more overt and restrained auditing process
is not able to, and in effect strengthen the overall understanding of a buyer organization. Their core services
include investigating undisclosed sub-contracting,
assisting with increasing visibility into supply chains
by identifying undisclosed third-party subcontractors /
intermediaries through discreet interviews or surveillance, and deepening understanding of supplier reputation through discreet interviews with former employees,
officials, industry sources etc. Provide a deeper understanding of ownership structures and potential political
exposure of suppliers.
Ultimately, Kroll has positioned themselves and as an
enhancement to the supply chain compliance process.
Actionable opportunities to partner with Kroll that Ruici
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leaves with the ESF community include:
⋅ Assess and map your supply chain footprint to identify
risks.
⋅ Provide a comprehensive understanding of risks that
goes beyond “factory walls”.
⋅ Conduct due diligence to help you integrate social
compliance earlier in the investment cycle.
⋅ Assist in collecting strategic information that helps
position your social compliance efforts and maintain
your brand’s value.

GETTING A MORE COMPLETE PICTURE
OF SUPPLY CHAIN COMPLIANCE
Rachelle Jackson of Arche Advisors rounds out the conversation bringing light on the true nature of hidden risk,
and the realities of increasingly complex global supply
chains.
Rachelle is no stranger to most in the supply chain CSR
space. She has nearly two decades of experience working
on labor, human rights and traceability issues in global
supply chains. She has garnered the trust of some of the
world’s best known organizations as a deliverer, and a
project from 2013 that she shared with the ESF community is no exception.
The case study starts when one of the largest Quick
Service Restaurant (QSR) companies in the world came
to Rachelle and her team launched a project to look into
the realities of migrant workers in the supply chain and
see exactly how many suppliers noted they used migrant
workers. What they discovered through this process was
in fact 50% of facilities/factories in the client’s supply
chain were using some form of migrant work.
Each supplier site in this specialized visit showcased
substantial non-compliance deficiencies around the
rights of the migrant labor. These issues included:
⋅
⋅
⋅

Limited oversight of recruitment process.
Workers without ID harassed by local police.
No awareness of living conditions or penalties 		
instituted by recruitment agency

⋅
⋅

Sign posted “Migrant Workers Not Allowed Past 		
This Point.” at entrance to a site’s office
And more

Although at first alarming, the potential magnitude increased as the system to ensure migrant workers’ rights
are protected breaks down at varying levels. At the workers’ country of origin, there is lack of oversight over the
suppliers actions, and the workers prior to seeking work
in Malaysia were charged excessive recruitment fees and
had little to no knowledge of the actual job’s requirements. In Malaysia, sometimes event he supplier’s management had little to no oversight over the geographically
separate living conditions in the migrant workers dormitories, and sometimes faced police harassment. Workers
had their passports withheld, their movements to travel
were restricted, and faced obvious language barriers.
Bottom line, it seemed no one was responsible for these
marginalized workers.
The client took swift action that serves today as a potential model for others in the ESF Community to consider.
Although the company’s actions were varied and nuanced, three key takeaways of their response standout:
1. Policy Development: The client added language to various supplier facing documents and enhanced requirements to all suppliers on issues around passports,
recruitment fees and contracts. The client’s specific
requirements include the following key areas:
a.			Supplier to pay all fees, direct or indirect, taxes,
			deposits or bonds for the purpose of recruitment 		
			or placement, unless legally required.
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b.		Screen brokers to ensure workers free from debt 		
			due to recruitment or placement.
c.			Management systems are in place to ensure
				compliance to standard
d.		Ensure brokers and agencies have:
				i.
Valid licenses
				ii.
A signed agreement with the client’s
					
supplier with clearly identified
				iii.
Contracts with the workers that are
					
consistent with the law
e.			Regarding the contracts more specifically, the 		
			contact with the worker:
				i.
Must be in the worker’s language
				ii.
Must have terms that do not change 		
				
from home country to host country
				iii.
Must include employee’s rights and note
				
the voluntary nature of the employment 		
				
relationship
2. Auditor and Supplier Trainings on setting expectations
for compliance to the company’s enhanced requirements for protecting migrant workers’ rights.
3. Data Collection & Analysis: Finally, the client learned
its lesson from the value of analyzing data for predictive supply chain compliance management, and
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expanded the data collected in their social compliance
audits worldwide to include:
a.			Analyze audit data on migrant labor
b.		Identify hot spots or anomalies in data
c.			Pilot recruitment agency assessments in sending
			and receiving countries

ESF 2015 Report 19

THE CHANGING LEGAL
ENVIRONMENT FOR CSR
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Regulations around once voluntary corporate CSR
practices are on the rise and the climate for compliance
is changing quickly. With recent major lawsuits, continuing pressure on the SB-657 California Transparency in
Supply Chains Act, and the United Kingdom’s Modern
Day Slavery bill, the trends are showing there are more
oversight and likely more implications for multinationals in the US and abroad. As an extension of our previous
event discussions with Congresswoman Carolyn Maloney
at ESF in 2013, Paul Hirose, Senior Counsel at Perkins
Coie LLP, provides the ESF community with some important insight into the significant changes in the regulatory
and legal climate around CSR to-date, and to recommend our companies can best prepare and comply with
these regulations.
Paul’s discussion on the regulatory environment comes
from years of experience. As a member of Perkins Coie
Corporate Social Responsibility & Supply Chain Compliance practice, he’s worked closely with or served in the
legal departments of several multinational and midmarket companies and for the past 19 years, he has been
Marketing Counsel for Isuzu North America. In other
words, he knows what to look for.

Key highlights from his conversation:

⋅ The Judicial System in the US: In the past few years
we have seen a rising litigation and also legislation
around the issue. This includes
- The Judicial System in the US is taking notice: In
2011, the Equal Employment Opportunity Commission (EEOC) in Alabama brought a lawsuit against
Signal International LLC with claims that the
Gulf of Mexico marine services company violated
federal law subjecting approximately 500 Indian
employees to human labor trafficking and a hostile
work environment
- In February, 2015, five guest workers from India
were awarded $14 million Wednesday in a labor
trafficking lawsuit filed in New Orleans against a
shipbuilding company....
- A similar court filing happened just recently in
March 2015 in Los Angeles, in which the LA Office
of the EEOC filed suit regarding recent Thai farm
worker human trafficking allegations
- Upcoming trial dates for related issues are coming
in Texas in April 2015 and Louisiana in June 2015
- A Hawaii Judge in 2014 approved a $2.4 million
farms settlement and an additional $1.2 million
parent company settlement for 500 Thai farmworkers who were working under exorbitant recruitment fees, and found that the farms were ‘joint’
employers with labor contractor.

⋅ FCPA: 2014 saw the largest fine in history ($772 million) and a second highest on record $1.566 billion in
corporate penalties
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⋅ Increasingly, companies are being held accountable
for their ethical business conduct abroad:
- Recent 2014 case in South Africa in which 2 major
multinationals in the US are being sued due to
business practices during Apartheid
- Another 2014 case in the United States, a class action suit arising from claims of overseas abuse was
brought to a court against Nestle, Cargill and a few
other companies.
⋅ The US Government is ramping up efforts in areas
related to human rights and social responsibility:
- The Executive Order effective March 2nd 2015,
requiring over 300,000 federal contracts to ensure
they have no trafficking activities in the supply
chain, and they agree to self-report and remediate if any activities are found inconsistent with the
Executive Order.
- Section 1502 of Dodd Frank, although enacted some
years ago, has a deadline for filing by US companies
on their due diligence efforts regarding sourcing of
so-called ‘Conflict Minerals’. Filings are due by May
31st, 2015.
- Proposed legislation in the US Congress of H.R.
2759 The Business Transparency on Trafficking and
Slavery Act will further require SEC reporting on
policies and efforts to evaluate, address and monitor forced labor, slave labor and other issue areas
related to human trafficking.
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It is clear that compliance requirements are increasing,
as is enforcement. Recommendations for ensuring companies are prepared for this trend includes:
1. Ensure careful choices of supply chain patterns,
through rooting out ‘bad actors’, controlling ‘marginal
actors’ and being as proactive as possible.
2. Employ targeted pre-deal due diligence for any supply
chain activities and potential purchases
3. Have a sound ‘hotline’ reporting system in place.
4. Ensure consistent updates to supplier codes of conduct and related policies.
5. Ensure appropriate executive officer oversight and
responsibility, which includes training senior executives and officers and having reporting or direct lines
between the Chief Compliance Officer (CCO) and
potentially the Audit Committee or Board of Directors.
6. Be able to demonstrate effectiveness of efforts to
government(s), consumers, shareholders and advocates.
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MINI-LAB:
GETTING ‘IN’ WITH
CIVIL SOCIETY
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Civil Society Organizations have held a unique role as a
steward for communities around the world; brokering
and channeling information from the people they serve to
the corporations they aim to keep in check. Managing the
dialogue and their expectations, while also keeping them
as part of the conversation can be a daunting task that
requires a great amount of organizational fortitude.
Debbie Coulter, Head of Programmes at the Ethical
Trading Initiative (ETI) shared with ESF 2015 some success stories and some solutions to assist companies with
successfully incorporating CSOs as important stakeholders in your CSR strategies and practices.
The Ethical Trading Initiative, or ETI, has been around as
long as the Supply Chain CSR industry itself. In the mid
1990s, with the rise of exposures regarding sweatshop
like labor conditions around the world, ETI was created
in response to a need for more credibility in the rampang proliferation of CSR Codes of Conduct and Ethics.
In 1998, through an alliance of NGOs, trade unions and
industry, best practices for code implementation were
created that would maximize impacts on workers around
the world.

In the end, Debbie left the ESF community with a few key
takeaways from her experiences, which include:
⋅ Build trust – agree some ground rules
⋅ Understand your partners: their motivation, the political, legal, cultural and social environments in which
they operate.
⋅ Invest time and resource – no easy wins or quick fixes
⋅ Share and talk about challenges as well as
opportunities
⋅ Joint commitment to the success of the project
⋅ Joint recognition of each other’s legitimate interests
⋅ Joint commitment to operating in a transparent
manner
⋅ Finding the common ground and mutual interest is the
basis for collaboration
⋅ Agree a communications and decision making strategy
⋅ Reach out to Trade/Labor Unions- overcome the fear
factor
⋅ Don’t forget the workers!
⋅ Above all, Collaborate, Collaborate, Collaborate!

Since then, ETI (based in the United Kingdom) has done
several intensive projects around the world, and has continued to extend their heritage of ensuring Civil Society
stakeholders are part of progress. Debbie mentioned a
variety of projects around the world that ETI has recently
undertaken to demonstrate how companies and civil
society can work together to solve problems.
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ZERO DISCHARGE OF
HAZARDOUS CHEMICALS:
AN UPDATE
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The quickening spread of both supply chains and western
consumer culture worldwide has outpaced efforts ensuring environmental compliance norms expected of the
buyers are instituted within the management systems and
corporate cultures of their suppliers. This has caused a
number of major issues of hazardous chemical discharge
over the last several years, threatening communities in
developing countries. These issues have received a lot of
attention from a variety of stakeholders, which has led
to millions of dollars in investment by companies worldwide to ensure goals for zero discharge are being set and
achieved. Greg Montenello, Product Chemistry Manager
for New Balance, provided the ESF community with recent
updates to various initiatives and some important takeaways from the global ZDHC movement.
In 2011, a coalition of six brands published the Joint Roadmap and committed to the zero discharge of hazardous
chemicals (ZDHC) in the supply chain by 2020. This ZDHC
group now includes 18 brand members, 5 associate members and a diverse group of stakeholders with whom we
regularly engage. The group’s commitment is as follows,
“As responsible brands and retailers, we are committed
to high standards of consumer, environmental and worker
safety.
The Joint Roadmap sets forth a plan that includes specific
commitments and timelines to realize the shared goal of
zero discharge.”
As the ZDHC group continues to evolve, Greg highlighted a
few key challenges which have emerged:

1. It is often difficult to obtain key data from Chemical
Suppliers regarding their formulations as they are considered confidential business information
2. Alternatives to chemicals of concern may not have the
same performance level as existing chemicals
3. Creating standards that can be accepted by all brands/
retailers is often difficult as many have different needs.
While significant, these challenges are not insurmountable. The direction the group intends to head is rather
than focus solely on the discharge, they prefer to work on
analyzing the input. This is all part of the Joint Roadmap,
which communicates the ZDHC’s goals, provides action
plans that focus on those goals, milestone attainment,
deliverables and responsibilities, and provides updates
regularly (one of which is forthcoming in 2015). While the
roadmap itself is quite ambitious, its goals are attainable
and worth the effort, as it sets a new standard of environmental performance for the global apparel and footwear
industry.
To attain the goals set forth by the ZDHC, seven key
workstreams have been instituted to advance the group’s
agenda. To end, Greg noted that this success only grows
with more participation from leading suppliers, brands,
retailers, NGOs and more. In efforts to galvanize a multisector global alliance, Greg calls for support and to join
the ZDHC. Benefits are numerous, but of utmost importance is to join with other industry leaders to truly innovate
on a critical issue that, left unabated, can direly impact
many environments and communities today. For more
information on how to join, visit www.roadmaptozero.com
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PRACTICAL
TRACEABILITY STRATEGIES
FOR YOUR BUSINESS
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While much of the focus on supply chain CSR investment has been on the ‘first tier’ of influence in the supply
chain, corporations are increasingly asked to showcase
their information management in tracing the source of
the product’s inputs for production. Minerals and precious
metals/gems, cotton and seafood products all have come
under much scrutiny over the past several years, pressuring companies to ensure they can trace their products as
far upstream as possible.
At ESF 2015, Anita Househam, Senior Manager of Policy
& Legal for Supply Chain Sustainability at UN Global
Compact seeks to educate on some of the various takeaways and successes from the techniques being applied
by a variety of corporations around the world, and makes
recommendations on how to incorporate traceability into
your own corporate strategies.
United Nations Global Compact is a multi-stakeholder
platform for collective action, rooted in universally accepted conventions such as the United Nations Declarations of Human Rights, the ILO Declaration on Fundamental Principles and Rights at Work, the Rio Declaration on
Environment and Development, and the UN Convention
Against Corruption.
As much of the work in the millennium was around supply chain sustainability, more recently the need for more
visibility upstream drove the UNGC to start looking more
closely at traceability. After setting up a traceability taskforce and through much research and a partnership with
Business for Social Responsibility (BSR), in 2014 the UNGC

published “A Guide to Traceability”. The guide provides
practical recommendations for traceability and further
provides overviews of the opportunities and challenges to
implementation.
The reality is that traceability is needed, as many of the
worst forms of social and environmental abuses occur
further upstream from the buying organization. Raw materials increasingly are areas of concern. The growth of raw
material related certifications is a testament to this in areas such as Timber, Cotton and Cocoa. And while the path
to more traceability and oversight is a bright one, there are
still opportunities for improvement, such as technologies
to manage traceability, increasing availability and scale of
traceable products, and bringing order to some commodities with highly complex supply chains.
As a best practice as part of the UNGC’s guidance, the
recommended model that any company should choose
is a collaborative one. This includes (a) choosing a Global
Collaborative Scheme, which is generally an organization
comprised of multi-stakeholders that provides guidance
and works on commodities to advance traceability; (b)
ensuring the traceability scheme is focused on a limited
number of issues and (c) various actors in the upstream
supply chain are participating in varying measures, and
communicating results to business partners.
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Key implementation steps as recommended by Anita
include:
1.
2.
3.
4.
5.

6.
7.
8.
9.

Some steps to take in creating a program.
Identify commodity
Gain understanding of sustainability issues
Develop business case
Take traceability action (research if there is a
scheme, if not consider reaching to peers first and
other stakeholders including the UNGC)
Engage internally with key staff to develop action plan,
best practices, and processes
Engage with suppliers to get them on-board
Stay the course – this is a long term project
Create reporting tools

While Anita left the ESF community with a variety of research on various commodities such as Cotton, Sugar and
Mineral/Diamonds, which are available on her presentation on the ESF website, she also wants to highlight tips
for successful implementation. One particular recommendation rings true, and is in line with our conference creed
of being part of the solution, it is that “strong supplier
relationships and good supplier communication is key to
the success of a traceability program.”
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MINI-LAB:
HOW EVOLVING
CAPITAL MARKETS AND
TRANSPARENCY ARE
SHAPING CSR
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Transparency is increasingly important in today’s corporate world. Corporate Social Responsibility, through the
lens often referred to as “Environmental, Social and Governance (ESG)” by the investment community, is equally
important for analysts the world over to appropriately
evaluate a company’s long term potential. Investors are
keen to understand how companies and their supply chain
partners are reporting on ESG areas to decrease unwanted
media attention, mitigate unnecessary risks to a brand’s
reputation, and decrease potential supply chain disruptions. For CSR supply chain compliance practitioners and
others, Gregg A. Sgambati, Managing Director - Head of
ESG Solutions S-Network Global Indexes, provided the
ESF 2015 community a unique perspectives, tools, ratings,
indexes and impacts such ESG investing has on corporations and, in turn, on our own roles in our organization.
As Gregg first noted, supply chain risks are being manifested in the capital markets. Business interruptions,
resource scarcity, supply security and impacts to reputation are some of these risks. Environmental Social and
Governance (ESG) ratings were to look for these risks and
controversies when evaluating public companies. Recent
growth started in the 1990s, and today the sheer amount
of data from a wide variety of organizations such as MSCI
and Sustainablytics are making ESG data on companies
easier to access. And increasingly, companies are rated
qualitatively and quantitatively on their attentiveness to,
compliance with and action on issues related to the environment, the community and its employees (social) as well
as corporate governance.

through the likes of Dow Jones Sustainability Index (DJSI)
and other indices. Additionally, bad press and shareholder
proposals are increasing the requirements for companies
to respond and take action in CSR. At the foundation of all
this are Key Performance Indicators (KPIs) to ultimately
calculate the ESG scores. An example KPI can include,
“Is the company under the spotlight of the media because
of a controversy linked to the environmental impact of its
operations on natural resources or local communities?”
To ensure that companies are rewarded or ‘punished’
by the market, Social Responsible Investing (SRI), also
known in recent years as “Sustainable, Responsible and
Impact Investing” as seen a steep rise since the 1990s.
SRI is investing that seeks capital returns in conjunction
with achieving environmental, social or governance (ESG)
impact. The bottom line is also of consideration – many
companies see higher profit potential with SRI, and the
world’s largest investment companies are expanding their
SRI in practice and increasing the use of ESG data.
While much more was shared by Gregg with the ESF
community (and can be found online in his presentation),
in conclusion of his robust presentation was best practice
recommendations for supply chain professionals.
⋅ Keep the C-Suite appraised of possible shareholder
activism and current trends in activism
⋅ Keep them prepared for a company response
⋅ Have regular discussions with C-Suite about possible
shareholder activism
⋅ High level and cohesive corporate responses are key

Companies are being compared against their peers in
a variety of ways, and rankings have been established
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FAIR WAGE
AND LIVING WAGE:
A QUICK TUTORIAL
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Many companies struggle to understand how to appropriately calculate a Fair Wage and a Living Wage. Alex Katz,
Senior Manager of Research and Stakeholder Relations
at Social Accountability International shared with the ESF
Community just how to make Fair Wage and Living Wage
a bit more accessible with an overview and resources on
how to understand these complex and often confusing
terms.
Living wage continues to be confusing, unclear and difficult to calculate. There are different definitions, calculations and methodologies used by different companies.
Most are subjective and not scalable. SAI, along with 6
other organizations (UTZ, Rainforest Alliance, Fair Trade
International, ISEAL Alliance, Good Weave and SAN) is
working on implementation of standardized, objective and
scalable methodology for calculating living wage based on
Dr. Richard Anker and his wife Martha’s methodology that
is local/regionally inclusive and is adjusted annually.
The methodology draws on lessons from pilot projects in
various countries. In a nutshell, the living wage is estimated by adding up: the cost of a low cost nutritious diet that
is appropriate for food preferences and development level
of a country, plus the cost of decent housing in the area,
plus other costs for essential needs, which are assessed
through a method of extrapolation. A small margin above
the total cost is then added to help provide for unforeseen
events such as illnesses and accidents to help ensure
that these events do not easily throw workers into poverty.
This total per capita cost is scaled up to arrive at the cost
of a decent standard of living for a typical family and then
defrayed over a typical number of full-time equivalent
workers per household. The living wages are calculated by

trained independent researchers (academics). The initial/
pilot stage of the project is funded by Dutch and German
government, with the idea that past pilot stage the project
would be mostly privately funded.
SAI is currently working with a global brand on a rigorous research process to help the brand to assess and
benchmark the wages and benefits in its supply chain.
The research includes field validation, worker interviews
and stakeholder engagement. This work is being aligned
with the methodology mentioned above and is part of an
ongoing process to assist companies in understanding and
achieving the living wage. Alex mentioned that several retailers are supporting/participating in the project, however
could not release any names as still early in the process
and discussions are still done in private.
Currently the Living Wage Methodology Manual is being
finalized followed by Workshop expected to take place May
11-17 after which first estimates will be done. SAI estimates cost per estimate to be around EUR 10K and believe
several estimates would be completed in 2015. SAI intends
to make any Living Wage estimates they participate in fully
available to the public.
Web-based trainings will also be organized sometime
in the summer 2015 for 3rd party auditors. Training will
include how to calculate in-kind benefits as part of a living
wage calculation..
For more insight into his conversation, see Souring Journal’s piece by Tara Donaldson.
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VOICES FROM THE FIELD
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Sometimes we need to take a step back and hear the
story from an auditor or other CSR practitioner ‘out in the
trenches’ and in the field, at farms or factories or other
environments around the globe. These are their stories.
Voices from the Field at ESF 2015 was a continuation from
2014 where Intertek showcases interesting stories from
audit field work by compliance, sustainability and CSR-related professionals. Through this, we hope to create inertia
of remembrance, insight and humility, and to remind us
all why we do what we do, and how difficult work from the
field can actually be.
One story from the interactive presentation:

WALKING IN ANOTHER MAN’S SHOES
by Melinda Teng
It happened during an assessment at a printing factory.
As seen in many assessments, inconsistencies were
observed. Before going out for lunch, my co-auditor Stella
and I asked the facility to reconsider and provide more
accurate records after the lunch break. Stella and I did
not provide details regarding the inconsistencies we had
found.
After we returned from lunch, the facility management had
a solution -- a bribe was offered.
Mr. Li, the facility manager who signed our usual ‘Statement of Integrity’ which outlines a no gift or briber policy
at the onset of the audit, placed four red envelopes into
our personal bags…. He did this while Stella was out conducting worker interviews elsewhere in the facility. I tried
to stop Mr. Li from placing the envelopes into our bags and

kept saying that we could not accept such an offer. I also
reminded Mr. Li of the Statement of Integrity he signed
earlier that morning.
Mr. Li took forcefully took the bags away from me and
successfully placed the red envelopes inside. After Mr. Li
returned our bags to me, I tried to open them to return the
red envelopes. However, Mr. Li interjected and took the
bags once more.
I told Mr. Li that this is not the way to solve the problem
and asked whether the facility could provide the real
payroll documents for review instead. I explained that our
client welcomes honesty and has a flexible requirement
for working hours and wages. Mr. Li said that the offer
made was not due to the inconsistencies but as gifts for
the coming Chinese New Year.
I asked Mr. Li what were inside the envelopes. Mr. Li
replied: “You don’t need to know.” He insisted that the
provided time records and payroll registers are the real
records, and urged that the inconsistency would cause the
facility to go bankrupt.
After my colleague returned from conducting employee
interviews as part of the audit, I asked Mr. Li to leave the
room so that Stella and I could have a private discussion.
After he left the meeting room, I told Stella about the
bribery attempt. We opened our bags and took out the red
envelopes. There was approximately $6,000 (RMB 40,000)
in the envelopes. I took a picture of the money and Stella
asked Mr. Li to come in again.
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Stella and I returned the four envelopes with the money to
Mr. Li and said that we would never accept their offer. Mr.
Li took Stella’s bag and insisted on putting the money back
into it. At the same time, Stella was also holding on to her
bag. This struggle lasted for a few seconds and Stella finally got her bag back. The documents inside Stella’s bags
even fell out of the bag during the “fight”. Stella put the
four envelopes on the desk and asked Mr. Li to think about
providing the real records for review.
In the end, the facility did not provide any other records for
review. Mr. Li did not want to have the closing meeting if
the auditors would not accept his offer. When Stella and I
decided to leave the facility, Mr. Li stood at the door with
his arms folded over his chest and blocked our way.
Mr. Li begged the auditors to stay and listen to his story.
He said that the facility is going through a very tough time
and he would like to have someone to hear him out. Mr.
Li’s eyes looked red at that time like he was about to cry.
Stella and I did not know what to do then. I felt nervous
when I saw that Mr. Li had locked the door. I kept silent
while Stella continued to talk with Mr. Li telling him that
we need to leave. Fortunately, one of office employees
helped us to persuade Mr. Li to sign the CAP and to let us
go.
Bribery happens often enough. However, this attempt is
different as we rarely see such an insistent attempt. I was
moved by the teary eyed plea of the facility manager who
was just the same age as my father. I could not understand
why the facility would offer such a substantial amount as
a bribe instead of paying it to their workers. This amount
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may possibly close the gap between what the facility was
paying and what they should have been paying to their
workers.
Bribes are offered quite often in factories in China, especially when there are major violations observed during the
assessment. This case is particularly noteworthy because
of the large amount of money offered, the manager’s
insistence, and his emotional reaction to our rejection of
the bribe.
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LEARNING FROM
ACROSS THE AISLE
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Companies from a variety of industries have increasingly been thinking outside of the box in managing their
ethical sourcing programs. There are common threads
for managing responsible business in a complex global
supply chain environment, with end goals of fostering
better, smarter results from and improving the business
environment we are all in. To spark conversation and learn
from each other, Andrew Savini, a Manager of Supplier
Management in Intertek’s Business Assurance team, led
a conversation that highlighted some unique challenges
and innovative solutions from leading private and public
entities that showcased ‘stand out’ pathways to sustainable supply chain compliance.
For this discussion, we included representatives from the
entertainment and multimedia, private equity, food and
beverage and the US government. Although much of the
conversation was in confidence for the conference, some
key takeaways were addressed:
NBC Universal’s VP of Corporate Social Responsibility,
Judi Kovacs, shared in-depth how relationships matter in managing a global supply chain CSR program. As
shared with the ESF community, a key challenge for public
companies is how to appropriately and reasonably balance
the need to improve supplier practices and stave off rogue
suppliers with the investment community’s financial and
returns’ related expectations of the company. With this in
mind, NBCUniversal has committed to a turnkey enterprise wide ecosystem for social responsibility, ensuring
that all departments are aware of supply chain commitments and in turn their suppliers comply. Judi’s organization is unique in that there are so many divisions that
it is often difficult to find the common thread – in order

to ensure CSR requirements were effectively instituted
enterprise wide, she established a cross-departmental
Corporate Supplier Social Responsibility steering committee, who’s members share updates and achievements of
KPIs, and meet regularly.
An additional vantage point was provided from the private
equity and finance industry, in a discussion with Oliver
Niedermaier, Founder and Chairman of TAU Investment
Management, who’s recent disruptive approach to supplier compliance and social responsibility had many abuzz
at this year’s ESF. To learn more about his discussion, see
an excerpt from Tara Donaldson’s article from Sourcing
Journal below:
“We’re in supply chain 2.0,” Niedermaier said, explaining what he calls today’s race to the bottom. “Intensifying
global pressures are squeezing the garment industry.”
The sourcing sector is facing a plethora of problems,
according to Niedermaier, including: inefficient operations, tight profit margins, downward price pressure,
consolidation, demand volatility, cost of capital, inaccurate/
unreliable orders, de-prioritization of human and natural
resources, and product diversity and complexity.
“Look at the price increases, or lack thereof — basically
the stuff gets cheaper and cheaper and we’re buying more
and more of it,” Niedermaier said.
Textile waste is another area that troubles TAU. The supply
chain “gets goods from A to B and then we throw them
away,” Niedermaier said. “The average American throws
out 68 pounds of clothing per year. This can’t be efficient.
This can’t be good business.”
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Looking ahead, Niedermaier sees tomorrow’s race to the
top as opposed to today’s unsustainable race to the bottom. The future of sourcing will be about building bigger,
better more sustainable factories. And skimping on worker
care won’t work.
“If you invest $1 in healthcare, you get a $4 return in terms
of decreased turnover,” Niedermaier said. “In Bangladesh,
average staff turnover is between 8 to 10 percent a month
[Industry best practice is 1.5 to 2 percent for turnover]. If I
lose 10 percent of my staff every month, it’s probably not
very efficient. It makes sense to pay them, pay them on
time and give them bonuses.”
Tomorrow’s supply chains will be more like an ecosystems, less linear, Niedermaier said. Companies will need
continuous technology-enabled reporting to connect raw
materials, components, manufacturing and retailers all to
the cloud.
Michelle Thatcher of PepsiCo is no stranger to investing in factories and in people. For years, she has steered
efforts of the organization towards a sustainable sourcing
program that addressed the failures of what other key industry peers had instituted and their successes, while also
adding unique advantages based on the PepsiCo culture.
Her background from both a legal and a human resources
perspective has given her great insight into the needs of
her organization to protect Human Rights and ensure all
relevant actors both internally and externally acknowledge
and perform against key sustainability principles.
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As discussed by Michelle, the PepsiCo Sustainable Sourcing Program journey has been a long one, focusing on
ensuring a true inter-departmental dialogue and appropriate and timely industry benchmarking and best practice
sharing was well incorporated into the evolving program.
At the heart of the genesis of the SSP program, and also
central to PepsiCo’s sustainability culture, is Performance
with Purpose, which is a fundamental mission to deliver
top-tier performance while creating sustainable value for
all of our company’s stakeholders. As an extension of the
Performance with Purpose initiative, PepsiCo has re-energized and innovative their supplier-facing SSP program to
effectively Engage, Assess, and Qualify our largest supplier
partners.
Central to this undertaking has been the reality that a
global player like PepsiCo faces unique challenges in an
increasingly complex and growing global supply chain.
Incidents that the company has seen in sustainable and
ethical sourcing, specifically in cases where local norms
and laws in varying countries conflicts with the company’s
own code of conduct, are just some examples of necessary
more engagement is. PepsiCo has partnered with Intertek
to evolve the SSP program, to elevate it to a more proactive nature, ensuring effective communication and learning
is given to all suppliers during the compliance process.
This includes a central SSP online platform for all supplier
interactions, and management of suppliers’ continuous
improvement.
Above all, Michelle noted that ethical and sustainable
sourcing is a continuous journey, and together we can
make a difference.

As a final component from across the aisle, we hear from
Lynn Sicade of the US State Department who discussed
recent and ongoing stakeholder engagements for Business and Human Rights. Lynn noted that the evolution
of policy as a driver of human rights compliance for US
business started in the 1970s with varying guidelines for
multinationals. Risking appeals from varying parties gave
more weight to the subject, and the US government in a
variety of departments began the long evolution to where
we are today. The National Action Plan has more public
discussions, including recent public forums held in 2015,
including in New York City, in Berkeley, and in Texas.
The US government increasingly looks to international
institutions for the UN as for benchmarking and learning
on how to institute a national plan for responsible business. This includes various stakeholder consultations with
non-governmental organizations along with industry, and
analyzing what the US can do differently to learn from the
global community as part of the plan’s evolution.
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EVALUATING AND MEASURING
SUPPLY CHAIN AUDITING
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For over twenty years, multinationals have asked service
organizations, like Intertek, to send local staff to assess
supplier compliance to various principles related to social
responsibility. Social auditing as an industry is valued in
the hundreds of millions of dollars, with thousands of
auditors working all around the world every day to improve
working conditions at sites like farms and factories.
Professor Michael Toffel of Harvard Business School
shared key results based on years of rigorous investigation
of social audit data, and discuss how research can help
supply chain audits better assess and improve working
conditions.
Professor Toffel, offering unique insights to the research
team, which includes Judi Short at UC Hastings School of
Law and Andrea Hagill of Harvard Business School, has
captured nearly 17,000 social audits from nearly 6,000
factories in 66 countries. The audit data was provided
anonymously from a leading supply chain auditing service
company. The information included factory identification
information and countries, audit dates, number of
auditors, the payee for the audit, auditors’ ages, training,
tenure, gender, and a variety of labor violations recorded.
The primary purpose of the research was to investigate
what influences auditors’ ability to identify and report
dangerous, illegal and unethical behavior at factories.
The audit data came from a wide variety of industries,
namely Garments and Accessories, but also from factories
manufacturing products in the Electronics, Toys, Furniture,
Footwear, Food and a wide range of other industries.
Although from 66 countries, the majority of the audit data
was from China.
Key Findings that the professor shared are below:

1. Labor violations recorded in audits decline over
subsequent audits.
a. We often hear that ‘the audit model is broken’ and 		
while in many ways those who support this kind of
		 messaging could be right, the data indicates that 		
over multiple audit visits, less violations are recorded
in each subsequent visit.
2. Audits yield fewer violations when the audit company
was paid by the factory rather than by the brand.
a. Professor Toffel compares similar findings from
		 other practices and inspections that corroborate this
		 corroborate their findings. Other studies have shown
		 that economic conflicts-of-interest influence
		 monitors such as (a) when bond issuers pay, they
		 receive on average higher bond ratings, (b) when
		 financial auditors also earn consultancy fees, there
		 is higher likelihood of lax financial auditing and (c)
		 when factories pay for environmental inspections,
		 the inspection is lax.
3. Audits yield fewer violations when conducted by an audit
team containing a member of the factory’s previous
audit team.
a. Professor Toffel noted a few possibilities on why this
		 is the case. Auditors may feel a sense of
		 ‘socialization’ in which they are more sympathetic
		 to a company’s perspective (“going native”) when
		 they return to a factory. There may be limitations
		 in terms of cognition, in which a returning auditor
		 may be experience bounded rationality versus
		 the new auditor which has puts ‘fresh eyes’ on the
		 factory’s performance. Finally, there is the possibility
		of corruption.
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4. Audits conducted by audit teams containing auditors
with more experience yield more violations but at a
decreasing rate.
a. Over time, the auditor may experience marginal
		 declines and may experience battle fatigue.
5. Audits conducted by auditors with more in-house audit
skills training yield more violations but at a decreasing
rate.
a. Interestingly enough, audits conducted by auditors
		 with a graduate degree yield no more violations
		 than audits conducted by auditors with less formal
		education.
6. Audits conducted by all-female teams yield more
violations than those conducted by all-male teams.
7. Audits conducted by mixed gender teams yield more
violations than audits conducted by all-male teams.
a. Both of the above findings may be attributed to a
		 variety of attributes as research indicates about
		 women in the workplace. Prior literature notes
		 women are often more persistent at pursuing
		 assigned tasks, more perceptive of emotional 		
content in expressions, and are more strict rule
		followers.
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There is more to Professor Toffel’s research, which
is available on HBS’ website at http://www.hbs.
edu/faculty/Pages/download.aspx?name=Toffel_
EthicalSourcingForum-2015-03-27.pdf.

ESF 2015 Report 47

THE SUPPLIERS’
PERSPECTIVE ON
COMMITMENTS TO
SUSTAINABLE SUPPLY
CHAINS
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Often we lack understanding of our supplier partners’
unique perspectives as they apply a variety of compliance
and CSR requirements as set forth by their buyer clients.
This panel seeks to gather suppliers to the table to discuss
how they are integrating sustainability requirements, and
provide insight on challenges and recommendations to
improve supply chain CSRs.
Catherine Beare, Regional Manager EMEA of Supplier
Management in Intertek’s Business Assurance team
moderated an eclectic panel, bringing together suppliers
from a variety of perspectives to examine the challenges
and unique and innovative solutions for supply chain
compliance that much of their buyers’ expect. The talk
brought together members of academia, the electronics
supply chain, feather and down (often used in home
products and apparel), the food industry and greeting
cards to discuss their unique challenges and projects to
improve supply chain conditions for their suppliers.
To start, Sarah Labowitz of New York University’s
Business and Human Rights Center (now in its second
year) and previously of the State Department, shared her
team’s latest research in Bangladesh. Her story is further
discussed below by Sourcing Journal’s Tara Donaldson:
Ethical Sourcing Forum - Subcontracting More Prevalent
Than Brands Believe: Put simply, “Indirect sourcing is
more prevalent than you think, it is more authorized than
you think, and it makes business sense.”
That’s how Sarah Labowitz, co-director of the Center
for Business and Human Rights at NYU Stern School of
Business, opened her portion of a sustainable supply chain

panel at the Ethical Sourcing Forum 2015 in New York City
Friday.
Having done extensive research into the apparel sector
in Bangladesh specifically, Labowitz is well versed in
the hush-hush happenings of the country’s ready-made
garment (RMG) sector, and subcontracting, she said, is
rampant.
Big factories subcontract to smaller factories, which
sometimes subcontract further to even smaller factories
in a sort of unregulated support system designed to
enable these facilities to complete orders by any means
necessary—and keep costs low.
“Pressures around delivery of inputs, tight delivery
deadlines, etcetera, create all types of incentives for
subcontracting,” Labowitz said.
And though audits have seen an uptick, they are doing
nothing to quell the conduct, despite what brands might
like to believe.
Labowitz describes Bangladesh’s RMG sector as a hub
and spoke model of production, where the hub factories
are the ones that have direct relationships with foreign
brands, are often in good condition, with their own power
plants, and are well lit and ventilated. And those hub
factories have a lot of relationships with spoke factories.
“The spoke factories are the invisible factories,” Labowitz
said. They are often in mixed-use buildings, above auto
repair shops, for example, and some don’t appear on
any registry of factories in Bangladesh. Labowitz and
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her partner Dorothée Baumann-Pauly, co-authors of the
report, “Business as Usual is Not an Option,” are currently
conducting research on how many unregistered facilities
there are in Bangladesh. “The riskiest facilities are those
in the spoke universe,” she said.
But because audits and inspections are directed at the
hubs, no one pays attention, Labowitz said. “What brands
are doing is pushing subcontracting further under the
ground.”
The Tazreen factory fire in 2012, which happened just
months before the Rana Plaza building collapse, thrust
Bangladesh’s apparel sector into the limelight for its
lackluster conditions, and sub-sub-contracting was the
reason big brands, like Walmart, ended up with product in
the unsafe facility.
Walmart had given Bangladeshi factory Simco a
330,000-piece order for Faded Glory shorts. The zippers
failed lead tests, the shorts were assembled 50 percent in
an effort to still meet the promised due date, but according
to Labowitz, the deadline pressure was too much and
an agent ultimately told Simco they could have some of
the shorts done elsewhere. Simco then turned the order
over to Tuba Garments, which then further subcontracted
to Tazreen. Once Simco visited the Tazreen facility and
decided it was no good, they started to pull the order, and
got 18,000 units of the 25,000 total order out of the factory
just before the fire that killed more than 100 workers.
The system of subcontracting is more authorized than
many brands believe, Labowitz said. The country’s apparel
trade body, the Bangladesh Garment Manufacturers and
Exporters Association (BGMEA) authorizes subcontracting
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among members of the trade association, she noted.
“It makes infinite sense from a business perspective,”
Labowitz said.
The best move forward, according to Labowitz, would be to
acknowledge the roll small and medium size factories play
in the industry, and figure out how to do subcontracting
well, with transparency and supervision instead of pulling
out of Bangladesh all together or turning a blind eye to
what’s really happening in your business.
Moving from the powerful research Sarah shared from
her academic research with the ESF community, Bruce
Klafter, Senior Director of EHS and Sustainability
at Flextronics, shared insights on how a multibillion
dollar electronics supply chain solutions enterprise with
manufacturing operations in over 30 countries and 200,000
employees has evolved their program. The complexity of
the program is astounding as the company has over 14,000
active global suppliers in their upstream supply chain,
and multiplied by the customer requests for compliance
against dozens of Social and Environmental Responsibility
(SER) standards and hundreds of Environmental, Social
and Governance (ESG) ratings.
Bruce noted that their pathway to sustainability to-date
is rooted in the company’s own Corporate Social and
Environmental Responsibility Commitment, or CSER,
which is comprised of four key components:
1.
2.
3.
4.

Protect the Environment/Planet
Be Part of the Community
Treat employees with respect and dignity
Uphold the highest standard

Each component of the four pronged is part of CSER,
which is an internally branded sustainability management
system, rooted in several recognized standards and
industry best practices such as ISO 14001, OHSAS 18000,
RoHS, REACH and Conflict Minerals compliance practices,
and finally much of the industry best practices are
provisioned through the Electronics Industry Citizenship
Coalition or EICC.

by-product of birds who are killed for their meat or by liveplucking. The latter method is extremely painful to birds,
but is still practiced in the world’s largest down producing
countries: Hungary, Poland and China, and much of
the live-plucking business has long been successfully
concealed from the general public, and somewhere
between 50-80% of the world’s down comes from live
plucking.

As the program continues to evolve, and as the types
of client commitments grow (including some further
downstream buyers that have no direct business
engagement with Flextronics, such as retailers asking
the company to fill out their sustainability questionnaires
and be open for potential third party audit), challenges
are resolved through collaboration, best practices and
innovation. Excessive working hours is a tough nut to
crack, as noted by Bruce to the ESF community, and the
entire ecosystem of the problem (including understanding
how labor shortages in certain regions in China) should be
considered.

Dan notes in his conversation that while Allied Down
represents only a small value segment in the market, the
work is strenuous and their bargaining power is often
limited, Allied Down has led the way to a more collection
based model for responsible sourced down. Allied’s global
commitments to responsible down was an industry first,
and as noted above, their path to responsible sourcing
has been challenging. The company has recognized the
demand and growth for a responsible collection model
involving buyers and third party certification companies to
ensure upstream suppliers are managing down collection
ethically. Through years of rigorous site visits, audits and
continuous improvement, Allied Down along with buyers
and other parties created the Responsible Down Standard
(RDS).

After Bruce, we moved to the feather and down industry, a
major input to the apparel and related ‘softlines’ sectors,
and a discussion on responsible sourcing of down from
Daniel Uretsky, President of Allied Feather and Down.
Allied Feather and Down has built over 25 years of trusted
relationships with partners in the supply chain.
For years the Down industry has been under the
microscope of animal welfare groups, pushing the industry
to find more responsible and sustainable acquisition of
Down feathers. Down, the soft layer of feathers closest
to a bird’s body, is sourced in two main ways, either as a

A major component of their trial-and-error path to this
standard was the need for developing a traceability system
in the Down supply chain to ensure animal rights – namely
freedom from fear and stress – were instituted at all levels
of supply. In that, Allied has created “sourceTRACKTM”
– a fully integrate, custom built internal traceability
system meant to provide customers/buyers with as much
information on sourcing of the Down they procure as
possible. Rooted on the website www.trackmydown.com,
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one could say that this level of commitment to
transparency is not only clearly leading in the Down
industry, but also a model for other industries to follow.
As far as commitments goes, Allied as a supplier to
major multinational brands tackled a unique problem by
taking the time and investment to ensuring appropriate
compliance mechanisms, traceability, management
systems and oversight were in place.
Animal welfare continues to resound with many in the
ESF community, and as true as it has been for the Down
industry, the Food industry is no stranger to calls for
market leading responsible sourcing standards and
enforcement. Susan Lorenz Fisher, the Director of CSR
and Sustainability at Keystone Foods, added to this
unique supplier insights panel through a discussion of
the company’s own commitments around responsible
sourcing.
As one of the largest suppliers to Quick Service
Restaurants (QSRs), it has been integral to ensure all
stakeholders see an honest commitment by Keystone to
areas of responsible sourcing and social responsibility.
Keystone, with over 45,000 employees serving 110
countries, manages dozens of plants and thousands of
suppliers around the world. As themselves a supplier
in the middle of the QSR upstream supply chain, they
have invested heavily in ensuring they aren’t focusing
on CSR in a reactive manner, through establishing their
own commitments in a global CSR and sustainability
framework.
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Keystone’s framework includes commitments to
“Sustaining the Planet”, “Contributing to Communities”,
“Supporting People” and “Creating Shared Value”. In this,
a global Workplace Accountability Council was established
in 2012 with representation across business lines. The
group follows established charters with roles defined and
responsibilities for each member clearly articulated. The
Council closely monitors and evaluates coordination of the
company’s standards across multiple functions as well,
including human resources, environmental health and
safety, upper management and CSR.
The workplace accountability council keeps both the
commitments internally and externally in mind, not only
ensuring Keystone is meeting or exceeding their own
commitments but also those of their buyer clients. In
order to do this, Susan shared some valuable business
processes that are key components of the undertaking.
These include engaging suppliers adequately and in timely
fashion through CSR surveys and their Code of Conduct,
partnering with suppliers on various CSR projects,
coordinating and assisting with third party audits of both
Keystone and their buyers, and monitoring and tracking
all areas needed for improvements. Supplier compliance
and participation in these endeavors is further elevated
through access to a firstresponse-enabled confidential
hotline for any whistleblowers, and suppliers in turn are
incentivized to buy-in to all areas of the program through a
CSR award recognition process.
To end her part of this supplier perspective conversation,
Keystone added another level of transparency by

discussing some of the unique challenges an organization
like hers faces in the upstream supply of food to their
buyers.
⋅ For starters, growth is a major factor to consider when
trying to sustainably cascade commitments as more
and more buyers seek business with Keystone. New
plants bring new people which brings new cultures
of compliance and CSR, which has driven a need to
enhance both internal communications and training
methods across time zones. With new customers
with often varying standards, this has also posed a
challenge to balancing growth and commitments to
CSR.
⋅ Staying proactive has been a challenge, which is
remedied by an active global risk assessment to
understand where the exact ‘boundaries’ lie in the
supply chain for their goods. Such activities are
increasingly of need, as risk assessments provide a
level of information that lends to prioritization when
evaluating suppliers.
⋅ Finally, as noted by many organizations and suppliers,
audit fatigue is a very real phenomenon as some
suppliers are audited by Keystone and Keystone
customers at upwards of 80 times in a given year. Plant
level managers, while reasonably equipped, are finding
it increasingly difficult to manage both the business
and the rampant auditing. Variations of the audit
findings and auditor interpretations, and varying auditor
quality also makes managing expectations difficult.

As the final participant, Michael Lu, Managing Director
of Team Concept Printing Factory in Dongguan, China,
knows quite a bit about both the struggles to comply
but also the rewards to comply with international buyer
expectations from across the Pacific. Michael flew into
New York specifically for ESF 2015, and represented the
first manufacturer from abroad that ESF has included in a
panel.
While his message was short and to the point, managing
a factory in China is a unique task that many in the ESF
community are not often exposed to. Michael found the
transition from local customers to those international
buyers to be a shock to his company culture. Now 90%
of his diverse products (from gift boxes, to paper bags,
to stationary items, and various children’s products) are
exported to international buyers.
Michael shared with the ESF community his first
experience of social responsibility compliance with the
Disney program from some years ago. The factory had
received a large order and was requested to comply for
the very first time with a social audit by a third party
auditing firm. He is slowly but surely understanding the
requirements and enhancing the factory’s infrastructure
to accommodate. One of his first tasks was to hire a
dedicated human resources personnel to manage these
issues. He asks for clarity and consistency from buyers.
He is dedicated to improving his facility to meet all buyer
demands. As an example of his commitment, he joined
Tradegood which seeks to connect buyers with responsible
suppliers.
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INSIGHTS AND
RECOMMENDATIONS FOR
ROOT CAUSE ANALYSIS
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Sister Ruth Rosenbaum, TC, PhD
Executive Director, CREA
www.crea.org
Sister Ruth began the workshop with a very thoughtful
overview of the definition and understanding of systems
and the concept of Cui Bono, literally “to whose benefit?”
It is the hidden motives behind why things are done certain ways. It is because somebody somewhere is benefiting from it financially or they have something to gain
from it.
Historically, we have been in a culture of Find and Fix. As
a result, much of what we have called root cause analysis is not about real root cause. The hope has been that
these fixes will somehow “stick” and so we continue to
“find and fix” the best we can. But, as we often see, the
changes we want to see in factories never “stick”because
Cui Bono has not been taken into account.

The preventative actions are not just at the factory level.
The buyer’s action are equally important. One must
evaluate the actions of sourcing, QA, Compliance. The
vendor’s behavior and actions often have a negative
hidden effect. On the field level, factory managers and
supervisors motivations and hidden intents need to be
evaluated.
For solutions, the workers can be a huge source of ideas
to improve on-going problems, and negative situations,
etc. Workers are a resource regarding both prevention
and addressing a problem long term, not merely something or someone to be “protected by the system.”

CREA has coined the term RICA = Repetitive Immediate
Cause Analysis. It is adding the prevention component to
finding and fixing. Some causes are obvious while others
take exploratory analysis. The Cui Bono (who benefits)
component of things remains unfixed. What needs to be
done to change the beneficial gain so these things do not
happen again?
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CHALLENGING THE
STATUS QUO ON MIGRANT
WORKING CONDITIONS
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Compliance and CSR managers are challenged by unique
human rights and environmental issues affecting their
supply chain partners’ businesses, their workers and the
communities they operate in. Verité, a thought leader for
improving working conditions worldwide, has developed
some unique solutions with leading brands to codify,
assess and implement market leading strategies to deal
with these challenges.
The interactive workshop featured Bob Mitchell, Global
Manager of Supply Chain Responsibility at HewlettPackard and Declan Croucher, Director at Verité in an
interactive experience that involved members of the audience in understanding the complexity of migrant workers
and forced labor in areas around the world, particularly
Malaysia, while also driving how HP brought this issue to
the forefront and fundamentally uprooted their supplier
compliance standards around contract workers.
As part of the Ethical Sourcing Forum held in New York
City on March 26-27, 2015, Verité’s Declan Croucher and
Bob Mitchell from Hewlett-Packard (HP) jointly presented
a workshop on solutions to the problem of forced labor
and human trafficking in supply chains.
Declan provided background on the issues of human trafficking and forced labor in supply chains and presented a
detailed case study focused on the routes, mechanisms,
parties, worker paid fees and costs involved in a representative recruitment corridor – Nepal to Malaysia. The
presentation also included Verité’s recommended approach to detection, prevention, and capability building.

Bob then presented an overview of HP’s Foreign Migrant
Worker Program. The presentation outlined the key
drivers behind HP’s commitment to address the risks
of forced labor in its supply chain which included documented issues in industry supply chains as outlined in
Verité’s report on forced labor in the electronics sector
in Malaysia, as well as regulatory developments such as
the finalization of the rules implementing Executive Order
13627 on “Strengthening Protections against Trafficking
in Persons in Federal Contracts”.
Verité worked closely with HP on the development of its
recently announced Foreign Migrant Worker Standard
and implementation guidance for suppliers. The HP standard prohibits suppliers from outsourcing the migrant
worker employment relationship to third party labor
brokers – a major source of vulnerability for migrant
workers – as well as eliminating the practice of charging
workers recruitment fees and requiring that workers hold
their own passports.
You can read about and access HP’s Foreign Migrant
Worker Standard here: http://www8.hp.com/us/en/hpinformation/global-citizenship/society/supplychain.
html
You can access free eLearning modules on forced labor
and human trafficking developed by Verité here:
http://www.verite.org/research/elearning
For a copy of Verité’s workshop presentation please contact Declan Croucher via email: dcroucher@verite.org
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ABOUT INTERTEK
BUSINESS ASSURANCE –
SUPPLIER MANAGEMENT
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With over 20 years of supply chain compliance experience (starting with the first social audits in the mid-1990s),
the Supplier Management team, a part of Intertek’s Business Assurance business line, works with businesses in
varying capacity, specifically offering supplier risk management services and supply chain auditing.
These primary services include:

Supply Chain Auditing Services
⋅
⋅
⋅
⋅
⋅

Social Responsibility
Environmental Responsibility
Quality Assurance
Supply Chain Security
Business Ethics Compliance

Supplier Management Services
⋅ Online Platforms for Profiling Suppliers and 			
Managing Supplier Risk
⋅ Online Platforms to Track all Audit Activities 			
Globally and Manage Supplier Audit Data
⋅ Continuous Improvement and CAP Management
⋅ Training and Educational Services
⋅ Managed Services (“Outsourcing”)

Our team, covering over 130 countries globally, works with businesses to seamlessly
integrate supplier compliance to CSR and related areas with their brand and operations. We are proficient in delivering solutions dealing with immediate environmental
and social concerns, but our ultimate value for clients has proven to be our ability to
develop a portfolio of initiatives (such as stakeholder engagement programs and ethical supply chain management tools) that align social and environmental performance
with business imperatives for maximum returns on investment (ROI).
In addition, since 2002 the Supplier Management team has been a market leader in
innovation in collaborative ‘Intertek Standards’ that reduce audit fatigue through report sharing, and provides confidence to buyers through data mining and benchmarking. Since then, the Intertek Verified Community is the world’s largest community of
verified suppliers with over 100,000 unique factories in our database, giving over
250 global clients access to compliance reports and supplier information.
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Key information about Intertek:

Global
Business

Key
Facts

Key
Services

Markets

⋅ 90 % of our business
comes from clients in
the US, EU and Canada

⋅ 735+ auditors covering
130 countries

⋅ Supply chain audits

⋅ Experience and focus
with varying industries,
including Retail,
Apparel & Footwear,
FMCG, Electronics,
Pharmaceutical, Food
& Agriculture and Oil &
Gas

⋅ 10% are local market
customers in emerging
economies, a high
growth area for us

⋅ in 2014, conducted
60,000 supplier
compliance audits
⋅ Assessed over half a
million factories in 20
year history
⋅ 100,000 factories in our
online data base

⋅ Online supplier
information and audit
management platforms
⋅ Outsourced and
managed services
⋅ Continuous
improvement and
capacity building

⋅ 250+ major
multinational clients,
many Fortune 500

Intertek is the world’s largest CSR compliance auditing service provider and a market leader for related supply chain compliance audits and certifications. These include:
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Sedex Member Ethical Trade Audit (SMETA)
Electronics Industry Citizenship Coalition (EICC)
Business for Social Compliance Initiative (BSCI)
Initiative Clause Sociale (ICS)
Responsible Jewellery Council (RJC)
Fashion Jewelery and Accessories Trade Association
(FJATA) CSR program

-

SA8000
International Council of Toy Industries (ICTI) CARE
Worldwide Responsible Accredited Production (WRAP)
Edge Certification (regarding gender equality)
British Retail Consortium (BRC)
And more.

Intertek’s Programs

WCA has quickly
become the fastest growing social
compliance auditing program in the
industry. Now with
over 150 participating
multinational organizations accepting or
using the program,
WCA has grown to
over 23,000 supplier
assessments. The
program is benchmarked against
leading international
standards including the GSCP and is
rooted in our leading
E-Tool technology
providing analytical
reporting and trend
analysis.

With dozens of
participating retailers
and brands, TGI is
an efficient, costeffective environmental management
system assessment program. The
standard covers
both legal compliance and management systems, and
focuses on Water, Air
Emissions, Energy,
Sustainable Production and Noise.
TGI enables suppliers and facilities to
showcase environmental best practices
while improving the
bottom line.

With mounting pressure from external
stakeholders, there is
an increased demand
to reduce the use and
manage the output of
hazardous chemicals
and other restricted
substances from factories and other facilities. A newer service
launched in 2014,
ECM a systematic
and comprehensive
approach to ensure
that chemicals are
managed safely and
appropriately across
the entire supply
chain.

Intertek’s approach—
Global Security Verification—is a solution
for companies who
must comply with
the requirement
of segmenting and
understanding their
supply chain security
risk. With nearly 100
participating retailers and brands and
over 31,000 supplier
assessments in our
database, GSV has
emerged as the
leading standard in
supply chain security
compliance.

The Supplier Qualification Program has
emerged as a leading
solution for companies needing more
information and
greater verification of
the Quality Management Systems (QMS)
of key suppliers.
Focus is primarily
towards Hardlines,
Toys, Garments, and
Footwear. With over
30 multinational
brand and retailer
participants and
nearly 8,000 supplier
assessment reports
in circulation to-date,
SQP is now a leading
standard for quality
control auditing for
industry today.

In light of recent
consumer protection
regulation (CPSIA)
TQP was created
specifically to provide
oversight of quality
control management
systems in the trim
supply chain. With
hundreds of suppliers in the database,
Intertek implores
more companies to
join the initiative.
To learn more and
access a list of TQP
participating suppliers, visit
https://www.globalsuppliermanagement.com/community/tqp.aspx

In the competitive apparel sector, retailers
and brands are increasingly concerned
about the quality
of the textiles. The
challenge requires
accessing reliable
data on a facility’s
social and environmental performance
as well as efficiency
and overall quality.
The Mill Qualification Program (MQP)
helps drive much of
the complexity and
redundancy out of
the procurement
process.
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GLOBAL SUPPLIER MANAGEMENT

It’s more than a website. It’s a solution.

-

Manage CSR/social, environmental, security and quality risks
Turnkey and customizable supplier questionnaires
Supplier Scoring and Risk Analytics at your fingertips, 24/7
Oversee onsite visits and audits around the world
Over 300 multinational client users manage
over 100,000+ factories/sites in our systems

WE MAKE ENDS MEET.

www.globalsuppliermanagement.com

Intertek Business Assurance – Supplier Management
1 Gateway Plaza, Suite 1030
Newark, NJ 07102
+1.212.803.5300

www.ethicalsourcingforum.com

