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Happy New Year: Advantages and disadvantages of
The past decade was filled with much  ClIfferent chain of custodies

progress in advancing sustainability ant : rgcentIthac_i the pIeaTLge of Writing aAdiscu_ss_ion (rilao?géfpc\))r the rIlnterélza\tional Petrtzjleum
e . Industry Environmental Conservation Association on the advantages an
corporate respon5|b|I|ty. However, mak| disadvantages of the different chain of custody (CoC) systems commonly used to
measurable progress in the next decad support and/or track certified products through the supply chain. Assessing the
essential. different CoC systems from the perspective of biofuels B a very complex supply chain
with multiple sources of feedstock b reveals the challenges implementing enforceable
and credible processes in a global trade setting.

In _thIS newsletter | tOUCh on a few of the A CoC is the chronological physical or electronic documentation showing the

shifts that must be considered to ensurt acceptance/purchase, custody, control, transfer, and disposition of a product or associated

efforts result in measurable improveme sustainable attributes. Leading sustainable agriculture initiatives use one or more of the thr
. : general CoC systems presented below. A few of the advantages and disadvantages of eac

and continued market penetration. My are also provided below. Please refer to my January 2008 newsletter for further description

comments are aimed at truly integrating ach system.
sustainability efforts into operations of 1. puysical segregation: Certified products are physically segregated from non-certified

mainstream businesses and existing sc products at every facility along the supply chain.
Advantages:

channels. The SUStalnablllty movement * The only CoC system that traces the final product back to a certified sustainable
shift from Corporate Responsibility source.
departments to more traditional busines * lItis preferred by many non-governmental organizations because the sustainable
. . . attributes are linked with the product throughout the chain.
functions of all businesses if we are to t * Because documentation accompanies the segregated product, data verification
lasting, measurable change we seek to should be easier than in other CoC systems.
Disadvantages:
* ltis incompatible with existing trade and processes, as well as the fungible
nature of commodities.
All the best in 2010! * The extra processing, segregation, storage, and documentation requirements
Liz create a distraction from each supply chain actorOs core business, can cause
delays in processing, and may lead to additional charges to customers.
(continued on page 2)

Freedom of association and collective bargaining

This article is dedicated to the memory of Neil Kearney, General Secretary of the International Textile, Garment and Leather WorkersO
Federation (ITGLWF). Neil died on November 19, 2009 while on mission in Dhaka, Bangladesh. Throughout his 21 years as General Secretary
of ITGLWF, Neil worked tirelessly to promote workersO rights including the right to freedom of association to organize in a trade union and
collectively bargain with their employer.

I first met Neil when he presented to Gap Inc.Os Global Compliance team in 2006. What struck me most was that Neil stressed the need to
make freedom of association available to all workers B though not by coercion. Put another way, it is most important that all workers
understand and have the ability to exercise their rights, including the ability to form a trade union and collectively bargain. This resonated
with me because | am a firm believer in the overarching need to give ordinary people the power to improve their lives rather than relying on
outside forces to implement improvements or audit conditions.

Along with national labor laws, freedom of association is a pillar for providing safe and dignified working conditions. Freedom of association
and collective bargaining are core labor standards under International Labor Organization. But more importantly, they provide a venue and
process through which all other rights can be gained, accessed and enforced. Effective trade unions allow workers to negotiate the terms of
their contracts, including pay, overtime, safe working conditions, etc. Unions can also be instrumental in developing a constructive and
productive employer-worker relationship by enhancing communication and partnership between employers and employees. The result is
more constructive dialogue, as well as establishing formal procedures for grievances and other collective action.



An effective sustainability program should successfully integrate sustainability policies and goals into all business decisions and operations.
The program should align company-wide efforts and ensure the companyOs business strategy is supported. Very few companies have
successfully integrated sustainability into business units, such as product design, sourcing and production.

In past newsletters (April 2008, April 2009 and July 2009), | have discussed some ways to integrate sustainability into business functions such
as providing training and developing resources. In order to maximize the effectiveness of such training and resources, it is important for
Corporate Responsibility (CR) departments to understand how the business functions and, more importantly, how sustainability will support
each departmentOs strategic business goals. This is critically important during these tough economic times when all companies B and
departments D struggle to meet financial and growth goals.

Sourcing departments are driven B and rewarded D to get the best quality, cost, and service from their suppliers. Most companies source their
products or materials through existing networks of suppliers who have a proven track record of success. In most situations, a CR department
would fare better by helping the sourcing department procure sustainable product or material through existing sourcing channels rather than
ask them to purchase it from a new, unknown supplier. One way to help a sourcing department promote sustainability into their existing
sourcing channels is to provide them with a list of criteria and/or questions to present to current suppliers. The sourcing team can then
leverage their relationships with key suppliers to develop a partnership that continuously advances their sustainability efforts over time.

Chain of custody options

Liz Muller, LLC
IS carbon balanced!

Liz Muller, LLC is proud to commit to
balancing our carbon footprint on an
annual basis. We balance the
greenhouse gas (GHG) emissions
generated from our energy and car by
purchasing Verified Emission Reductions
(VERs) from 3Degrees Group, Inc.
(www.3degreesinc.com). Each VER
represents a ton of GHG emissions that
were reduced below what would be
required by regulations.

By purchasing our 2009 VERs through
3Degrees, Liz Muller, LLC has supported
the development of a methane capture
project in Brazil that has been certified
by Green-e Climate, an accredited third-
party certification body.

We are also proud to be a WBENC

certified Women Business Enterprise and
a Bay Area Green Business.

(continued from page 1)

Mass balance: The amount of certified product sourced and sold by each supply

chain actor is tracked. However, the certified product and sustainable certificates

do not need to be sold together. Certified product does not need to be segregated

from non-certified product.

Advantages

* lIts credibility may be perceived to be higher than a book-and-claim system as
there is a closer physical connection between the certified product and the
certificate.

* No physical infrastructure investments are required.

Disadvantages

* Requires administrative tracking at each stage of the supply chain, resulting in
a more cumbersome system that increases costs and resource burden.

* Falsification of documentation and claims can occur at every stage in the
supply chain, increasing the cost and resources required to validate claims.

* Data verification will be more cumbersome in non-segregated portions of the
supply chain.

Book-and-claim: Certified product is completely decoupled from sustainability

certificates. Certified product would freely flow through the supply chain, just as

conventional product does.

Advantages

* The trade of sustainability certificates does not affect the trade of physical
product, which has clear benefits to market players and market penetration.

* Auditing and data verification would be easier and more reliable than multiple
sites as required under a mass balance or physical segregation systems.

* Provides access to certificate market for small farmers who may not have any
local demand for sustainable product or logistics for export.

Disadvantages

* There are no guarantees that the material used for products actually originates
from a sustainable farm.

* Because of the need for a credible Issuing Body, setting up a book-and-claim
system will require both time and high start up costs.

Which CoC system is most appropriate depends on the nature of the certified product,
supply chain structure and end buyerOs sustainability goals. Each system is susceptible
to fraud and corruption. In order to minimize these risks, rigorous control must exist

for each B and between b systems. A system, or selection of systems, should be
designed to create a level playing field for all supply chain actors and benefit the
environment, farmers, and the industry.

e Transparency in supply chains

e Promoting sustainability through
business-to-business relations
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