THE BUSINESS’S COMMERCIAL SUCCESS SUBSTANTIALLY DEPENDS UPON: RED FLAG NO.

Trading or using commodities for which there is little or no visibility into their

provenance.

RED FLAGS IN THE VALUE CHAIN

Suchas: - Commodities traded on spot markets
» Using resources such as the following in circumstances of limited traceability:
- Energy (e.g. oil and petroleum and gas)
« Metals and minerals (e.g. iron ore, copper, aluminum, gold)
« Agricultural and other “soft” commodity products (e.g. coffee, cocoa, wheat, soybeans, cattle)
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. Commodity traders, including: « Metals and precious stones:
« Trading companies « Jewelry companies (metals and precious stones)
. Companies with trading arms « Electronics industry
« Market-based/ financial sector commodity traders + Minerals (e.g mica):
« Electronics industry
. Companies using commodities in process of manufactured « Automotive industry
products, including: « Paints and coatings industry
« Agricultural commodities: « Cosmetics and personal care industry
- Food and beverage industry « Construction industry

- Fast moving consumer goods industry

(&) KEY QUESTIONS FOR LEADERS TO ASK OR BE ASKED:

« How does the company find out about human rights risks associated with the commodities on which it relies? Does it do so at the
stage of product design or sourcing? What does it do to address the risks it finds?

«  What is the company’s view on building longer-term sourcing commitments for the commodities on which it relies in order to make
them more traceable?

. |Isthe company doing anything to be able to trace the supply chain for commodities in terms of their source, transportation,
storage and refining/processing?

- To what extent does the company’s value proposition rely on the price of an agricultural commodity being depressed below levels
deemed sufficient to sustain living incomes/ wages? Does the business model rely on substantial market power to drive down
pricing? (See further red flag “..commodities that are priced independently of farmers” production costs).
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THE BUSINESS’S COMMERCIAL SUCCESS SUBSTANTIALLY DEPENDS UPON: RED FLAG NO.

Trading or using commodities for which there is little or no visibility into their

provenance.

RED FLAGS IN THE VALUE CHAIN

&') RISKS TO PEOPLE

- IHRB notes that commodities can be associated with adverse human rights impacts “at the point of production or extraction e.g. unfair
working conditions, activities taking place in absence of adequate community consent, child and forced labor, health and safety abuses,
discrimination of migrant workers, resettlement of communities without Free, Prior and Informed Consent (FPIC), abuses of public/private
security forces infringing workers’, indigenous peoples’, and communities’ rights.” In addition, where lowest cost is the largest business
driver, e.g. in the commodities market, farmers, fishermen and smallholders have limited influence in negotiating terms of trade and receive
an ever-diminishing share of the fruits of their labor. [See further Red Flag 15].

« Asjust one example, sheet mining of mica is a labor-intensive process, and is predominantly carried out by the very poor and vulnerable
in low-wage countries. Mica mining, particularly in illegal small-scale artisanal mines, has been associated with child labor; 22,000 child
laborers were identified in two areas of India, which, geographically, covered less than half of the so-called “mica mining belt.”

RISK TO PEOPLE

«  Where commodities of unknown provenance are bought, sold, traded and hedged, purchasing companies in the value chain focus
on price, defined specifications and quality standards rather than where the materials came from or under what conditions they were
produced. It becomes difficult for companies upstream in the value chain to influence these decisions so as to address potential negative
impacts on the rights of people in the value chain.

- Transparency, shortening of supply chains and longer-term commitments from buyers can “demystify complex supply chains,” and allow
“different actors [to] identify and minimize risks and improve conditions on the ground and inform whether and where progress is being
made.”
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https://www.ihrb.org/uploads/reports/Commodities_Trading_UNGPs_Guidance_-_Nov_2018.pdf
https://oxfamilibrary.openrepository.com/bitstream/handle/10546/620452/dp-fair-value-food-supply-chains-110418-en.pdf?sequence=7
https://www.somo.nl/wp-content/uploads/2018/03/NL180313_GLOBAL-MICA-MINING-.pdf
https://www.triplepundit.com/story/2018/commodity-era-over/12266
https://www.triplepundit.com/story/2018/commodity-era-over/12266
https://www.sciencedirect.com/science/article/pii/S0305750X18301736%23b0355
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Trading or using commodities for which there is little or no visibility into their

provenance.

RED FLAGS IN THE VALUE CHAIN

) RISKS TO THE BUSINESS

« Business Continuity Risks: Extreme price pressure on farmers and other workers at source can undermine availability of product and
stability of supply.

- Reputational, Operational and Legal Risks: The company risks being involved in business relationships with disreputable organizations
or individuals, including groups using forced or child labor or providing unsafe working environments, or may be financially supporting
conflict. Operational challenges and even legal risks can arise where such connections come to light and the business must act reactively
to exclude such sources from their value chain. Where traceability to individual companies is limited, entire industries can face civil society
pressure to improve (e.g. in the case of palm oil).

- Business Opportunity: Focusing on improved livelihoods for people within the supply chain helps to bring them into the consumer base;
failure to do so foregoes this opportunity. Opportunities for price reduction and new sources can be unlocked:

- Barry Parkin, Chief Procurement and Sustainability Officer of Mars, has noted that supply chains are “broken.” In an article arguing that
the “commodity era is over,” he identifies win-win opportunities to “mov[e] beyond commodities that are bought and sold in markets
where the lowest cost is the largest business driver,” and “[shift] to long-term models for corporate buying that are anchored on
building mutuality, reliability, resilience and risk management into the core of our buying patterns.”
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https://www.triplepundit.com/story/2018/commodity-era-over/12266

THE BUSINESS’S COMMERCIAL SUCCESS SUBSTANTIALLY DEPENDS UPON: RED FLAG NO.

Trading or using commodities for which there is little or no visibility into their

provenance.

| II WHAT THE UN GUIDING PRINCIPLES SAY:

*For an explanation of how companies can be involved in human rights impacts, and their related responsibilities, see here.

RED FLAGS IN THE VALUE CHAIN

. Companies risk being directly linked to human rights impacts example, where a commodity is overwhelmingly sourced from
as a result of unknown and therefore unaddressed practices one location where it is associated with human rights impacts,
associated with the commodities going into their products. the company may be contributing to impacts if it fails to use

its leverage to try to address the impacts, either alone, or in

-« Where companies ought to be aware of risks associated with collaboration with others.

commodities incorporated in their products, including, for

— POSSIBLE CONTRIBUTIONS TO THE SDGS:

Addressing impacts on people associated with this red flag indicator can contribute to a variety of SDGs, depending on the impacts
associated with the commodities. This may include, for example:

SDG 12.6: Encourage companies, especially
large and transnational companies, to
adopt sustainable practices and to integrate
sustainability information into their reporting
cycle.

wo SDG 1: Eradication of poverty in all its forms.

e SDG 8.7: Eradication of forced labor, modern slavery
il and human trafficking, securing the prohibition and
elimination of the worst forms of child labor, including T
the recruitment and use of child soldiers, and ending il ond all forms of violence against and torture of
child labor in all its forms by 2025. z Cilere

16 T SDG 16.2: End abuse, exploitation, trafficking,

UNGPs & SGDs
ANALYSIS

10 =2, SDG 10: Reduce inequality within and among countries.
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https://www.businessrespecthumanrights.org/en/page/345/integrating-and-acting
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RED FLAGS IN THE VALUE CHAIN

DUE DILIGENCE LINES OF INQUIRY:

- Which commodities that we use may be of higher risk from a human rights perspective, based on known information about potential
source countries?

« Where information about impacts associated with the commodity is scant, how can we learn from known information about human rights
impacts associated with other commodities sourced from the same area?

- Which partnerships, including with peers, international organizations, academics or NGOs, can we leverage to gain greater transparency or
ensure traceability? Where no initiatives exist, can we create one?

- What opportunities exist/ can we create to build longer-term sourcing relationships?

BE®Y MITIGATION EXAMPLES:

*Mitigation examples are current or historical examples for reference, but do not offer insight into their relative maturity or effectiveness.

- In 2018, the BMW Group and Codelco, a Chilean copper mining company, signed an agreement to cooperate on a sustainable and
transparent supply of copper. In the “decommoditized” copper market, prices reflect differences in levels of certification.

- Many large consumer goods companies are disclosing the source of their palm oil through the Roundtable on Sustainable
Palm Oil, including Unilever, which, in 2018 announced that it was “the first consumer goods company to publicly disclose the
suppliers and mills it sources from” (both directly and indirectly), and Nestle, which has committed to achieving RSPO sustainable
certification for 100% of its palm oil by 2023. In November 2019, the RSPO announced “shared responsibility” rules, that will
require RSPO members who buy palm oil to increase the proportion of their sustainable purchases by 15% every year or face fines
and possible suspension.

- Rather than prioritizing short-term electricity contracts, Mars is establishing long-term, country-level contracts in Mexico, the United
Kingdom and the United States in an effort to contribute to addressing the environmental and social impacts of climate change.
In this way, “electricity is no longer a commodity, but a long-term investment within which business is a market maker not simply a
price taker.”

TAKING ACTION
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https://www.press.bmwgroup.com/global/article/detail/T0277850EN/bmw-group-and-codelco-agree-on-cooperation-to-establish-the-responsible-copper-initiative
https://rspo.org/
https://rspo.org/
https://www.supplychaindigital.com/procurement/unilver-takes-radical-step-palm-oil-supply-chain-transparency
https://www.nestle.com/ask-nestle/environment/answers/palm-oil-sourcing
https://rspo.org/news-and-events/news/what-are-the-new-shared-responsibility-rules
https://www.reuters.com/article/us-palmoil-sustainability/palm-oil-body-to-wield-stick-to-get-consumer-goods-giants-to-go-green-idUSKBN1WV0RT
https://www.triplepundit.com/story/2018/commodity-era-over/12266
https://www.triplepundit.com/story/2018/commodity-era-over/12266
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ALTERNATIVE MODELS:

« A growing share of food commodities are now marketed as « Animpact investing fund created by Danone, Firmenich,
value-added (sustainable) products. California-based B-Corp Mars and Veolia with respect to vanilla, offers a 10-year
Uncommon Cacao supplies raw cocoa beans to artisan commitment, cooperative and a minimum price, through an
chocolate makers disconnected from world market prices. “innovative model where formers and industry players share
It aims to provide a transparent alternative to commodity both the benefits and risks.” The project estimates that 60%
exchange and certified cocoa by setting fixed farm gate and of cured vanilla’s value will go back to farmers (compared to
export prices annually to help farmer incomes grow. initially observed shares of 5% to 20%).

SP9) OTHER TOOLS AND RESOURCES:

IHRB (2018) The Commodity Trading Sector: Guidance on Implementing the UNGPs is a tool for the commodities trading sector
as a whole in developing a shared practice of responsible trading which is consistent with international standards relevant for the
respect of human rights.

Parkin (2018) Is the Commodity Era Over? is an article by the Chief Procurement and Sustainability Officer of Mars discussing
the need for companies to “move beyond commodities that are bought and sold in markets where the lowest cost is the largest
business driver.”

- SOMO (2018) Global Mica Mining and the Impact On Children’s Rights is a mica-focused report that maps global production of a
commodity and seeks to identify direct or indirect links to child labor or any other relevant children’s rights violations.

«  OECD-FAO Guidance for Responsible Agricultural Supply Chains provides guidance for enterprises across the agricultural supply
chain, from the farm to the consumer, anchored by a “framework on risk-based due diligence.”

This resource is part of Shift’s collection of Business Model Red Flags, developed as part of the Valuing Respect Project and generously funded by Ministry of Foreign Affairs
Finland, the Norwegian Ministry of Foreign Affairs, and Norges Bank Investment Management. Learn more at: shiftproject.org/valuing-respect

TAKING ACTION
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http://shiftproject.org/valuing-respect
https://www.ihrb.org/focus-areas/commodities/the-commodity-trading-sector-guidance-on-implementing-the-ungps
https://www.triplepundit.com/story/2018/commodity-era-over/12266
https://www.somo.nl/wp-content/uploads/2018/03/NL180313_GLOBAL-MICA-MINING-.pdf
https://www.oecd.org/daf/inv/investment-policy/rbc-agriculture-supply-chains.htm
https://www.uncommoncacao.com/
http://www.livelihoods.eu/press-release-livelihoods-fund-invests-in-vanilla-in-madagascar/



