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ABSTRACT

This case study provides an overview of the resptasourcing practices of the Starbucks
Coffee Company and the ways in which the comparsyiheorporated aspects of the United
Nations Global Compact principles into its busingsactices. It focuses on the Coffee And
Farmer Equity (C.A.F.E) Practices program, which aissupplier program that promotes
improvements in product quality, economic transpeye social responsibility and
environmental leadership at the producer leveleficribes how the program works by awarding
points to coffee suppliers against a defined setitéria in return for a financial premiums and a
preferred supplier relationship, if warranted. bidition to C.A.F.E. Practices, this case study
also addresses other initiatives supported by 8t&gbvia community development projects and
farmer assistance programs (loans and technicanagric support), including support for
certified coffee products such as Fair Trade anga@ic at the retail level. The study concludes
with a brief discussion on future challenges farBucks in coffee and other supply networks.

INTRODUCTION

Now operating in almost 40 countries, the StarbuClaifee Company brand is widely
recognized around the world. However, with thishhogiblic profile comes a high level of public
responsibility. In response to the socially congsiconsumer and other important stakeholders,
Starbucks developed a wide range of corporate ls@sponsibility practices to be implemented
at various levels of its supply chain. One suchative designed for the farm level is Starbucks’
responsible sourcing program called the Coffeerardher Equity (C.A.F.E.) Practices. Through
the environmental and social guidelines it stipedafor the coffee supply chain, and in
combination with financial incentives and lastingpplier relationships, the C.A.F.E. Practices
program illustrates how business practices havabiigy to contribute to improving the lives of
individuals in coffee producing communities. A mamlof the United Nations Global Compact
(UNGC), Starbucks’ innovative C.A.F.E. Practicesgram provides a compelling case study of
how private institutions can be important playerghe advancement of human rights in their
sphere of influence.
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Table 1: Select Principles from UNGC and Starbucks Guiding Principles and
Environmental Mission Statement

Businesses should support and respect

the protection of internationally Prc;\r'éi? :a%rheitk\llé ?r\;ifhn\r’g:nen;tegaznd
proclaimed human rights; and dignity P

make sure that they are not complicit in _ ) _
human rights abuses Embrace diversity as an essential
component in the way we do business.

Businesses should uphold the freedom ¢

association and the effective recognition Apply the highest standards of
of the right to collective bargaining; excellence to the purchasing, roasting
and fresh delivery of our coffee.

the elimination of all forms of forced and

compulsory labour; Contribute positively to our

the effective abolition of child labour; communities and our environment.
and - - . -
. S Developing innovative and flexible
the elimination of discrimination in : :
. solutions to bring about change.
respect of employment and occupation.

Businesses should support a
precautionary approach to
environmental challenges;

undertake initiatives to promote greater | Recognizing that fiscal responsibility is
environmental responsibility; and essential to our environmental future.

encourage the development and
diffusion of environmentally friendly
technologies

Striving to buy, sell and use
environmentally friendly products.

Instilling environmental responsibility as
a corporate value.

Measuring and monitoring our progress

Businesses should work against all form for each project.

of corruption, including extortion and

bribery. Encouraging all partners to share in our

mission.
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COMPANY PROFILE

Starbucks Coffee Company was founded in Seatl®¥1 as a retailer of coffee beans. Inspired
by the coffee shops and warm coffee culture of ltAloward Schultz purchased the company in
1987 with the idea of selling coffee and espressukd in addition to coffee beans. Since then,
Starbucks has grown at an incredible rate, becorthiegworld’s biggest retailer, roaster and
brand of specialty coffee with more than 40 millicnstomer visits per we&kWith over
145,000 employees, the company has coffee shopgeity state of America and in 36 countries
around é:[he globe, totaling over 12,000 coffeehowmad 5,000 licensed locations and joint
ventures.

In addition to coffee, Starbucks has also expantiedroduct line to other goods such as their
own brands of bottled water, teas, as well as eafédated accessories and equipment. With this
immense expansion, the company achieved revenus dillion dollars in 2006 and continues
to grow today’

Corporate Culture

Despite the size of its operation, Starbucks hastaiaed a strong corporate culture of social
awareness. This is largely due to the corporatacyplies (Table 1) that the company has
incorporated into its business practices, whichuihe: recognizing the importance of employee
work environment, embracing diversity as an esaeotimponent of doing business, and making
contributions to the community and the environmemégular activity for those involved in the
company. These principles are further translatémtile company’s relationship with employees
and with the communities that surround it.

Employees

According to Chairman Howard Schultz, employeeséattion is key because “we realize our
people are the cornerstone of our success, andnoe khat their ideas, commitment and
connection to our customers are truly the esseelihents in the Starbucks experient©ne
way in which Starbucks demonstrates this ideol@gthrough their employee benefit package
that is available to both part and full-time em@eg and which includes healthcare benefits and
the Bean Stock- a Starbucks stock option plan.

Starbucks also supports an internal culture thaivaies employees to generate new ideas. In
fact, employees driven by a sense of social respiihshave helped to create and cultivate a
number of programs, including the C.A.F.E. Prastiggrogram, which originated from
employees in the Corporate Social Responsibilitgadnent in contact with coffee growers.
When brought to executives, they recognized theefitsnsuch a program could bring to the
company and to the community and approved the dpuetnt of the idea. Without the initial
support from the top to foster employee initiativeewever, it is arguable whether one of
Starbucks’ most influential programs—referred tooag of his biggest legacies by Orin Smith
(former CEO)—would be in existence today.

© 2007 cscCc 3
All Rights Reserved



NS An STR Company

According to Dennis Macray, director of Businesad@ices in the Corporate Social
Responsibility department at Starbucks, supporhf8iarbucks’ top executives has always been
critical to the success and implementation of tb® EE. Practices program. Today, the
program is being supported by Jim Donald, curré¢atidsicks CEO, who has made the point to
track and communicate the progress of C.A.F.E.tRexcthrough periodic messages, such as his
weekly company-wide voicemdilThis voicemail is distributed to thousands of emypks,
including regional, district, and store managdrspuigh a company phone extension. “These
"CSR Thursday" voicemails are on opportunity fanho highlight current initiatives such as the
launch of our Planet Green Game, or CSR relateddsnaand recognition the company may have
received, etc®Jim Donald ensures that many of these messagesadste employees on the
advancements of the C.A.F.E. Practices program.

Community Initiatives

In relation to the impact on the surrounding comities, Starbucks encourages community
development and interaction through a number ofjiaims and initiatives. One program that
aims to encourage volunteerism is the Starbuckské&Wéour Mark” program, which matches

volunteer hours with cash contributions to desigdamnonprofits. In 2006, Starbucks’

contributions reached $1.5 millidn.

Starbucks is also working to prevent discriminatiorthe workplace and to improve diversity
through the “Urban Coffee Opportunities” program—eat-venture partnership with Earvin
“Magic” Johnson’s Johnson Development Corp—and alsmugh their supplier diversity
program. Urban Coffee Opportunities relates to UNR@ciple 6 on prohibiting employment
discrimination. This joint collaboration is intertléo enhance the development of Starbucks
retail stores in ethnically diverse neighborhoodspecially African-American and Hispanic
communities. The other initiative seeks to incresiggplier diversity by encouraging minority-
owned businesses or socially and economically siesatdged suppliers to apply to the program,
giving better chances for business opportuniti¢h Starbucks.

Finally, there is The Starbucks Foundation. Esshedd in 1997, the Foundation focuses on
improving the lives of youth through support oetiécy and nontraditional education programs.
The Foundation has provided more than $11 millionmtore than 700 organizations, with

Starbucks partners and customers also contribthnmogigh the donation of more than 1.4 million

books to libraries and children’s clubs acrosscientry:°

PROMOTING HUMAN RIGHTS IN THE SUPPLY CHAIN-
RESPONSIBLE SOURCING

Influenced by UNGC principles, the Starbucks’ piphes have been incorporated into the
business practices of the coffeehouse and retatlatipns as well as those in its supply chain.
This demonstrates both their commitment to the UN@i@Gciples and efforts to improve the
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human rights conditions of the people and commesiwithin its sphere of influence. Examples
of where these principles have been implementegractice include the responsible sourcing
programs Starbucks has created for its manufactgoeds, cocoa supply network and coffee
supply chain.

Manufactured Goods

In 2003, Starbucks created its supplier code ofluohfor manufactured goods, referred to as
the “Social Responsibility Standards for Manufacturedo@s and Services”. The standards
entail provisions on social and environmental caoamale, including adherence to local law and
international standards. This Code was communictteébde company’s suppliers as well as to
buyers through a number of internal education easshbout responsible sourcing practices.

Since the establishment of the Code, Starbuckbéas developing new mechanisms to promote
compliance, improve supply chain transparency, @exelop a supplier screening process that
identifies practices aligned with Starbucks staddarStarbucks has also conducted a risk
assessment based on product country of originyderao help guide buyers in their sourcing
decisions. Progress and major activities under $higplier program are communicated in
Starbucks’ annual CSR Report.

Cocoa

To address the issue of responsible sourcing oba;dgtarbucks started developing stronger
guidelines for cocoa purchasing in 2006, based xperences from the€.A.F.E. Practices
program™ The guidelines were created in response to repbrsiman rights violations at the
supplier level and seek to address the lack oSprarency in the cocoa supply chain. Although it
was only recently formalized, the program is theuteof a stakeholder engagement process that
has been ongoing since the initial meeting wasedbobly Starbucks in 2004, which included
international NGOs, industry experts, and USAID.

While development and engagement with stakeholomminues, the program has already led to
a review of cocoa suppliers that wesereened for their ability to address social issnethe
supply chain and for their plan on price transpayeior growers. As a result of the selection
process, Starbucks was able to select two supplierking through cooperatives that do not use
forced child labor to produce cocoa and that hatrarssparent supply chain, allowing pricing to
be traced back to the growedn 2005, Starbucks purchased 12.4 million pound§ (billion
kilograms) of processed cocoa from its supplfers

DRINKING COFFEE RESPONSIBLY- STARBUCKS' COFFEE SUPPLY
CHAIN
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A $55 billion industry, coffee is the second mostiely traded commodity in the world and also
subject to highly volatile commodity price flucti@is. Although coffee prices have been falling
for the last few decades, averaging about $1.20wSbe 1980s, they hit an unprecedented low
of $0.50USD in 200%. The drop in prices caused extreme economic acidlsdwardship for an
estimated 25 million families worldwide that werepgndent on coffee production for a livilg.
Faced with this coffee crisis, Starbucks saw arodppity to set better standards and pricing for
its suppliers, a position the company has undedstemce its inception, [when it] understood
and embraced the idea that the company could badeill in promoting sustainable practices in
the coffee sectot®

Coffee Certifications

Although the coffee crisis prompted action from mamithin the sector, Starbucks started

reviewing the conditions of its supply chain aslyas 1995, by developing a framework for a

code of conduct. Three years later, Starbucks thenched a partnership with Conservation

International (CI) to specifically address envire@mtal concerns. Since then, Starbucks has
implemented six additional initiatives for its cedf supply chain, which include: fair trade

certifications, organic and/or shade grown, affotdaloans to farmers and community

development projects, technical agronomic supjod,the C.A.F.E. Practices program.

Fair Trade

In 2000, Starbucks established an agreement widmskair USA, a nonprofit organization

member of the Fairtrade Labelling Organizationgrmational (FLO) and a third-party certifier

of Fair Trade products, to start selling Fair Tr&ketified coffee. This meant paying a set price
for coffee purchased from cooperatives that are-Faide certified. The most widely accepted
definition of fair trade is:

“Fair Trade is a trading partnership, based onodia¢, transparency and respect,
that seeks greater equity in international tradecdntributes to sustainable
development by offering better trading conditioasdand securing the rights of,
marginalized producers and workers - especiallythe South. Fair Trade
organizations (backed by consumers) are engagewelgctin supporting
producers, awareness raising and in campaigningtianges in the rules and
practice of conventional international trade. Haede's strategic intent is:

« Deliberately to work with marginalized producersiamorkers in order to
help them move from a position of vulnerabilitysecurity and economic
self-sufficiency

- To empower producers and workers as stakeholderghéir own
organizations

- To actively play a wider role in the global arenaathieve greater equity
in international trade®

According to Transfair USA:
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“Since launching Fair Trade Certified (FTC) coffee 2000, Starbucks has
undeniably made a significant contribution to fanfdrmers through their rapidly
growing volumes of FTC purchases. By offering FT@fee in thousands of
stores, Starbucks has also given the FTC labetagressibility, helping to raise

consumer awareness in the process. Starbucks afierscredible opportunity to
make positive impact in the developing world. WeTednsFair look forward to

continued collaboration and growth in the volumd=ofC coffee purchased, sold,
and marketed by Starbuck¥

By supporting FTC, Starbucks has become the lameshaser of Fair Trade Certified coffee in
North America, purchasing 30% of the coffee impartgler this certification in 2006. The

company paid $1.48 per pound on average for 18amifounds of green coffee, meaning it paid
approximately $8 million more to Fair Trade Cedifi cooperatives than they would have
received if they sold their coffee in the New Yonarket:®

Organic and shade grown

In addition, Starbucks has also established nunsepantnerships with various organizations to
purchase shade grown and organic coffee. In 20@6&tks purchased 2 million pounds of
shade grown coffee and 12 million pounds of cediforganic coffe€. These two types of
certifications allow farmers to also receive premigprices for growing their coffee under
specific environmental guidelines.

Farmer Loans and Community Projects

Farmers usually rely on a very limited cash reseleng the growing and harvest period of
coffee production, which means that in certain winstances they are highly susceptible to
monetary shortages and exploitative buying prastiée prevent this from occurring, Starbucks
worked through different institutions and initisgss to help make affordable loans available to
farmers. In 2004 Starbucks committed a total ofn§iion in loans and an additional $2.5
million in 2005°. In addition to these loans, Starbucks also irsvesectly in the development
of coffee production regions. In 2005, the compamyested 1.5 million dollars in several
projects ranging from education to health in taedetommunitie$®

Technical Agronomic Support

Starbucks collaborates directly with coffee prodscaround the world on issues relating to
coffee quality, production, processing and reseahshorder to provide the members of its
supply chain with proper assistance on these sishjfe company has a team of experts at the
Starbucks Coffee Agronomy Company, located in Cédta. The office manages Starbucks
coffee sourcing guidelines, oversees regional bsopragrams, and engages with local
governments on sustainability issues. Additionabagmists are also based in select locations to
work directly with farmers to implement sustainabtéfee production methods.
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C.A.F.E. PRACTICES

The last, and perhaps most important supply chaitiaiives, is Starbucks’ internal coffee

sourcing program. In combination with financial eémtives and long term supplier-buyer
relationships, the C.A.F.E. Practices program asetaof environmental and social guidelines
against which suppliers are scored. If suppliefsiea® good standing, they receive premium
prices for their coffee and are given first consddien when Starbucks is making purchasing
decisions.

Development Phase: The Preferred Supplier Program

Prior to its current format, the C.A.F.E Practipesgram actually evolved from the pilot project
known as the “Preferred Supplier Program” or PSRis Tinitiative began in 2000, when
Starbucks launched a multi-stakeholder procesanbhtded ClI, the Rainforest Alliance, and the
Smithsonian Migratory Bird Center to develop in-tteguidelines on social and environmental
issues in the coffee supply chain. By 2001, gumbdiwere set for the two-year PSP pilot
project, in which Starbucks paid premium pricesthiose suppliers that achieved a certain
standing against the requirements. During thisogethird-party independent parties verified the
compliance of coffee producers with program guitksi After a successful assessment,
approved suppliers then received a premium pricéhieir coffee. For every 10 points achieved,
Starbucks awards a $.01 sustainability premiumppend of green coffee purchased from that
approved supplier. By the end of 2003, 166 farnfiensi 16 countries had applied, with 60 of
these approved to the PBP From these preferred suppliers, Starbucks peethd3.5 million
pounds of coffee at a premium prfce.

Challenges Faced

During pilot phase, stakeholder feedback identifiecee major challenges to implementing a
sourcing program that rewarded suppliers basededionmance: (i) the inclusion of all sourcing
regions into the system, (ii) increasing suppli@méort with the independent verification
process, and (jiiiniform and consistemuidelines**

i) Including all sourcing regions: Asia and Africa

According to Dennis Macray, in contrast to Latin &meca where the program was rolled out
with rapid acceptance, implementing the programisia and Africa was a challenge. The
difference was primarily due to existing infrasttwe and strong supplier relationships
already present in Latin America. For the remainimegions of the world, however,

Starbucks would have to make changes to accommalifédéeent supply chains. To date,

program expansion and implementation is still agoomg effort in Africa and Asia.

i) Relationships between suppliers and third-pa#gifiers:

For many farmers, especially those with limited @syre to this type of interaction,
preparing for the assessments was challengingrasti Starbucks continues to work with
farmers on these issues through continued commioncaand local stakeholder
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engagements. Education sessions focus on undergjahé verification process and what it
entails as well as potential benefits.

iii) Developinguniform and consisterguidelines:

To createa credible program that provided a progressive afdgoking into a supply chain,
Starbucks realized that measurable, objective atdis were a necessary component to the
program. In an interview, Macray noted “Starbucksght to implement the program with
transparency and to audit its performance. Howellebecame clear that suppliers and
verifiers were demanding program improvements asjdséments to ensure uniform and
consistent application of the guidelines as wellTo accomplish this objective, Starbucks
forged a strong partnership with Scientific Cecation Systems (SCS), a third-party
provider of certification, auditing, and standar@iegether with SCS, Starbucks reviewed the
learning experiences from the PSP pilot to estalbiew and stronger guidelines that, in
2004, would be officially known as the C.A.F.E. &trees.

C.A.F.E. PRACTICES GUIDELINES

The result of Starbucks’ partnership with SCS wasetiof 28 indicators in four categories:
product quality, economic transparency, environ@leptactices, and social responsibility. To
become a C.A.F.E. Practices supplier, coffee fasmprocessors, and exporters must meet
minimum requirements. However, if they also meet peactice standards, scoring high on the
aforementioned categories, they then receive mefiad buying status and higher prices for their
coffee. These scores are assessed and calculateddsparty verifiers.

Prior to third party verification, C.A.F.E. Prag&requires suppliers to conduct self-assessments
of their own supply chain against the program’sdglines, describing in detail their entire
supply network. Once the company receives this whecuation, the process of third-party
verifications begins. To determine which memberthefsupply chain will be assessed, verifiers,
contracted by the suppliers, will conduct a stiadirandom sampling of the supply chain.
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Figure 1: Starbucks’ coffee supply chaif®

Overall, a total of 100 possible points can be audated by suppliers, after fulfilling the
economic and quality requirements, with 40 poiotssiocial responsibility guidelines and 60 for
environmental leadership practices. Depending enpercentage of total points they achieve
during the assessment, suppliers are placed ia thfferent categories—strategic, preferred, and
verified. For suppliers achieving Strategic staftsrbucks awards a $.05 premium per pound of
green coffee purchased in addition to first consitien in purchasing decisions. If performance
is improved by 10 percentage points from one ass@#sto another (within a year), these
suppliers can then also receive an additional pramof $.05 per pound of coffee sold to
Starbucks! Ultimately, the goal of the scoring system is stablish a long-term relationship
with preferred suppliers, eliminating uncertaintydavolatility of prices that dominates the
industry. The financial incentives provided to sligrs through C.A.F.E. Practices, or at least a
portion thereof, are then intended to be reinvebitk into the production system to improve
various social and environmental conditions at fhveducer level, further increasing the
opportunity for scoring higher in the points system

In 2006, Starbucks purchased 155 million poundsaffee from C.A.F.E. Practices suppliers.
The distribution according to supplier category wagollows®:

» Strategic = score of 80% and higher in social andrenmental areas = 19%

» Preferred = score of 60% and higher in social andrenmental areas = 12%

* Verified = score of less than 60% in social andiemmental areas = 69%

Product Quality and Economic Transparency

Broken down into the four categories, first to @&.F.E. Practices program is quality, followed
by the second category of economic transparencyasBess the quality of the coffee beans,
suppliers send samples of their coffee to Starbulckadquarters. To ensure economic
transparency, Starbucks requires suppliers to preseoices related to the trading of coffee,
both up and down the supply chain. By doing thtast&icks can ensure that the premium coffee
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prices paid by Starbucks are transferred througlloetsupply chain, reaching the farmers
(producers) at the bottom. However, because the lgivtransparency varies depending on the
supply chain (see Figure 1), all trade related dwmts may not be available at all times and
therefore may not enable the prices to be tradetielvay to the coffee farnfdr

Environmental Practices

The third category relates to environmental gurddi In the C.A.F.E Practices program, the
focus is primarily on water and soil protectionpyiding measures to avoid contamination,

erosion, and ensuring continued productivity obreses. There are also a number of guidelines
focused on biodiversity and wild animal preservatio

Social Responsibility

The last major category involves components relaedocial responsibility. In the C.A.F.E.
Practices program, these components are furthededivinto two major subcategories: hiring
practices and employment policies and working coom™.

A) Hiring Practices and Employment Policies:

There are four criteria under this category, which meant to ensure that employees are
being properly protected and that hiring practiaed benefits are fair. Although verifiers
assess supplier practices in relation to local Jesuppliers are encouraged to continually
improve their business practices and achieve camgdi with international standards.

1. Wages and benefits:

Suppliers are not only required to show proof thages provided to employees, including
apprentices, meet or exceed the local legally maddaninimum wage but also that
employees receive the benefits they are entitldalytaw. Suppliers must also provide equal
pay for equal work, avoiding gender and other tygiediscrimination. Local limitations on
work hours and overtime hours must also be resgeantd in cases where employers make
overtime hours obligatory, employees must be in&nof this during the hiring process.
Moreover, financial penalties cannot be imposed fsm of disciplinary action.

It is important to highlight that these requirenzeate also included under C.A.F.E. Practices
zero-tolerance issues. Suppliers who fail to comyth these requirements risk having their

relationship with Starbucks suspended or termina&gbpliers can be awarded additional
points if they provide employees with a living wagesalary that is above national minimum

wage and that covers cost-of-living particulariie employee’s location and life conditions-

and a pension scheme.

2. Freedom of association and collective bargaining agements:
Employees in the Starbucks’ supply network mustabewed representation before their
employer and a formal channel to report grievamadsout suffering reprisal.

© 2007 CSCC 11
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In order to score additional points, suppliers nfuy comply with freedom of association

and collective bargaining laws and they must algld lnegular meetings with employees to
discuss working conditions and remuneration. Addgily, if a workers’ association has
already been established in the region for theeeofindustry, a collective bargaining
agreement must be in place for the supplier toiobtee additional points.

3. Vacation days and sick leave:

Suppliers must grant employees one day of rest\fery seven days worked. In cases where
country law grants employees more than one dagstf local law should be respected. Also,
employers must have a paid sick leave programaaoeplor full-time employees.

To obtain additional points, the supplier shouldeed the sick leave program to all
employees and allow them to accrue their paid vacatays.

4. Child labor, discrimination, and forced labor:

In its verification guidelines, Starbucks stateat ilhdoes not accept direct contracting of any
persons under the age of 14 but exceptions are foadamily or small-scale farms that do
not regularly employ hired workers. Zero toleram=sies relating to discrimination are “on
the basis of race, color, national origin, gendekual orientation, religion, disability or other
similar factors, in hiring practices or any othermh or condition of work, including
assignment of work, occupational training, promotisemuneration, granting of social
benefits, discipline or terminatiotf” In addition,

“The use of any forced or involuntary labor, eittdirectly or indirectly, by
suppliers, contractors or subcontractors will rtdierated. This includes the use
of slave labor, bonded labor, indentured labor mroiuntary convict labor.
Workers must be free to leave the workplace aetiteof their shift and to resign
without repercussion. Suppliers must not use catppunishment or any other
form of physical or psychological coercion.” (C.AE Practices Generic
Evaluation Guidelines, 2004)

Besides the age limitation imposed by Starbuckgplsers must comply with local law

regarding the employment of minors, including cofepty school hours, hours of work,

wages, and working conditions. Suppliers must hané enforce a policy against slave,
forced, bonded, involuntary, and indenture labohe Tpolicy should also include the
prohibition to employers to withhold the originaérgonal documents of employees or
demand deposits as a condition for employment.

The maximum points under this category are obtaihélde supplier has a written or oral

policy of non-discriminatory hiring, employment aadvancement plan and when he or she
sponsors or supports educational programs fomta@yees.

B) Working Conditions:
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The second subcategory under social responsimityides four criteria that are used to verify
the safety of workers and to ensure that they ateerposed to workplace health hazards. The
aim is to motivate employers to improve the workl &iming conditions of employees, not only
according to local law, but also according to intgional best practices.

1. Housing, potable water, and sanitary facilities:
Employers must provide access to clean and sarfdailties, access to potable water, and
garbage collection.

If the supplier provides good living conditionsath employees and their immediate families
and also provides garbage collection to all theiding facilities, he or she is awarded the
maximum scoring points.

2. Access to education:

Employers should provide to workers’ families ascds educational programs. If the
supplier supports or provides educational prograahghe site of work and provides
incentives to families to enroll their children such programs, he or she receives the
maximum score for this category.

3. Medical care:

Employers should have transportation or a care pplgace to assist employees in case of
emergencies and also have sufficient first aid rmate@nsite. Employers achieve better
scores if they provide medical care to the work&siilies and local residents as well and if
the employer maintains communication with employeesase of a medical emergency.

4. Training and safety protocol for pesticide usage:

Scores depend on the ability of the employer tovige employees with appropriate safety
training for the use of equipment and the handbhghemicals. Also, they should provide
and ensure the use of personal protective equipmiesih necessary, at no cost to employees.
Better scores are achieved if employers have aingeicy plan for pesticide spills and
overexposure. Starbucks also verifies if employerge a protocol prohibiting children and
pregnant women from handling agrochemicals.

The preceding guidelines apply to all StarbuckspBegs but are slightly modified for
smallholder farms and producer associations. Swidin farms are those smaller than 12
hectares and which are helped to collect and Iseit toffee by producer associations, of which
cooperatives are included. The scoring mechanissnbegn adjusted for these entities to the
extent that smallholders and producer associaiimr®mpliance with the guidelines will score
half a point, or be non-compliant with the indigatdhe total points that can be accumulated by
smallholder farms are 46, 16 points for social clamge and 20 points for environmental
practices. Producer associations can receive Adb@6 points, 17 points for social and 9 for
environmental. The decision to score smallholdem$aand producer associations differently
came from the PSP pilot project feedback. Basedhencomments, it was agreed that small
farms are managed differently and face differengllehges than large estates and should
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therefore be under a scoring mechanism that reflgioése distinctions. As a result, the
smallholder evaluation does not score smallholden$ on aspects such as collective bargaining
issues or employee to management meeting proto@as formal employee grievances
mechanisms), as these are not present in smalthétdte settings. This differentiation for
smallholder farms allows them to not be negativelpacted and be incorporated into a system
that large entities also are a part of.

CRITICISM AND APPROVALS - THE EVALUATION PHASE

Even the most progressive leaders in social regpititysare subject to criticism and Starbucks
is no exception. Although the company has also Ipeaised for its leadership in the coffee
industry, it has also been criticized for issuethinithe supply chain.

Criticisms

Starbucks has been accused of intimidating empsoyd® join labor unions and for posing
challenges to the cultural identity of the placd®ere its coffee shops operiten response to
such claims, Starbucks states that it prefersexttialogue with its employees, but that it does
not reprimand those that choose to join unions.aRBgg the issues of cultural identity,
Starbucks makes an effort to build and installstsres in a way that respects the original
appearance of cities to a minimum.

Regarding Starbucks’ sourcing practices, a few NGf@duding Global Exchange, argue that
Starbucks does not promote its fair trade coffeugh and that this has resulted in low sales of
the product. Global exchange states:

“...consumers have reported an inability to get bebwwad bagged Fair Trade
Certified coffee in Starbucks stores across the U&Amotion has been limited
by lack of relevant information in stores and otlsemmunication channels
(ads, website), poor placement of bagged Fair Tcaffee (on low shelves with
least visibility), and the availability of only orféair Trade blend - resulting in
lower than hoped for sale®”

Put into perspective, Starbucks’ total sales omigoant for a small percentage of total market
sales worldwide. Despite the relatively small markewever, Starbucks continues to increase
the quantities of product purchased, growing fra raillions pounds in 2003 to 4.8 in 2004,
to11.5 in 2005, and finally to 18 millions in 2006

Another sourcing issue concerns criticism over temaissue of its Ethiopian coffee. Oxfam,
acting as the lead NGO challenging Starbucks orsthee, states:

“The Ethiopian government launched a project tolggal ownership of its
fine coffee names—Sidamo, Yirgacheffe, and Hardinidpia approached
Starbucks more than a year ago asking the compalead by example and
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to discuss an agreement that would acknowledgeojiitlis ownership of

these names. So far, Starbucks has refused taségagreement, or even
talk seriously about it with the Ethiopian govermnheOxfam is calling on

Starbucks, as an industry leader, to affirm its wotments to farmers by
signing the agreement. If Starbucks and other coampasigned such
agreements, estimates suggest that it could genematadditional $88

million in annual revenues for Ethiopia.”

Oxfam organized Starbucks Day of Action in Decemb®r2006 in twelve different countries.
The demonstrators asked Starbucks to honor its ¢tonemt with Ethiopian farmers by granting
the Ethiopian government the rights to its coffaees.

In response to the issue, Starbucks has statearioug press releases that CEO Jim Donald and
his executive team had positive meetings with Afnicoffee farmers, producers and government
officials in Kenya, Tanzania, Rwanda and Ethiopaard finding solutions to the problem. The
company also stated “Starbucks has never filed @osition to the application to register
trademarks of Ethiopia’s regional names. The appbas to register Harrar, Harar and Sidamo
have been rejected by the U.S. Patent and Trade@féide.” The reality is that Starbucks does
not own these names and so the decision to grantights to use them does not belong to the
company. The most recent development of the ongdiatpgue between Starbucks and the
government of Ethiopia is seen in the followinghfostatement:

“The Government of Ethiopia and Starbucks haveejte work together
in their shared vision to increase Ethiopian farimeomes and enhance
the sustainable production of fine coffee. Botle Government of
Ethiopia and Starbucks recognize that there maydifierences in
approach to achieving this shared vision. Starbuekpects the right and
choice of the Government of Ethiopia to trademaskcbffee brands and
create a network of licensed distributors. Stakbuwill not oppose
Ethiopia’s efforts to obtain trademarks for its Gjp#ty coffees—Sidamo,
Harar/Harrar and Yirgacheffe—and its efforts toateea network of
licensed distributors®

Approvals

While subject to a fair amount of criticism, Stacks is also the recipient of accolades from
many fair trade advocacy NGOs such as TransFair,ldSAvell as various business associations
and research groups. For instance, in an assessioedticted by the Centre for Corporate
Citizenship at Boston College on Starbucks’ resgm@sourcing programs, 11 suppliers around
the world were visited and stories gathered abawt Buppliers’ lives have benefited from
working with Starbucks. According to the authottloé study, most of these improvements were
due to the premium prices paid for the coffee, ¢hedit loans, and the agronomic technical
assistance provided by Starbucks in the field. &lth the author acknowledges that not
everyone has been able to benefit from the Stagdywkgram and that implementing C.A.F.E.
Practices guidelines can be costly, he states:
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“If Starbucks were running for political office anmbllsters asked farmers if
they were better off today under its influence thiaey were four years ago,
the overwhelming majority would certainly say y&hat's a good sign that
the effort so many companies struggle with—to embwal principles of
corporate social responsibility into everyday cbusiness practices—is well
under way at Starbuck$®

The leadership role Starbucks has taken in thesinglthas also been noted. "With these
guidelines, Starbucks is taking a leadership raleaddressing the environmental and social
issues surrounding the global coffee industry,d 9alenn Prickett, executive director of The
Center for Environmental Leadership in Businesse"iépe that the success of this program
demonstrates to the rest of the coffee industrittiey can benefit by producing coffee in a way
that protects global biodiversity and improveslttelihoods of coffee farmers’”

One of the biggest testaments of support for Stkdbiwomes from the business world and
various investments indexes. In total, the compaas/been listed in twelve socially responsible
investment indexes, which include the Calvert Soltidex, FTSE4Good, Domini 400 Social
Index, and the Dow Jones Sustainability Index.

STARBUCKS' NEXT BREW — THE COMPANY'S FUTURE CHALLEN GES

Starbucks has taken a leadership role in the cafidastry. Its practices have shown the
willingness and the commitment of the company tsuea that human rights are not only
promoted in its coffee shops, but also throughtsitsupply chain. As a large multinational
corporation with a diverse global supply chain,ri@taks will continue to face challenges to its
growth and to its responsible sourcing programs.

One immediate challenge to be faced by Starbucksh&n near future, relates to the
implementation of its Socially Responsible CocoairSimg program and the initial challenges
faced when entering a new supply network. By bogdon lessons learned from the C.A.F.E.
Practices program and by maintaining cooperatilegiomships with other stakeholders working
on the initiative, Starbucks will be well positi@hto move forward on the initiative and improve
the livelihoods of those in the supply chain.

Another challenge relates to fair-trade purchasangl the continued efforts to increase the
amount of coffee purchased under such guidefinetowever, if consumers are not demanding
this particular type of coffee, this will be diftitt for Starbucks to implement. Instead, the
company and NGOs must continue to educate custosoettsey too understand the importance
of Fair Trade Certified Coffee to the coffee prodgccommunities and create the demand for it.

C.A.F.E. Practices
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In terms of the C.A.F.E. Practices program, majallenges relate to encouraging continuous
improvements, improving transparency and keeping eguitable balance to social and
environmental practices implemented on the farne fiilst challenge with C.A.F.E. Practices is
ensuring continuous improvement in its supply chaswell as providing sufficient incentives
for farmers to continue to advance their practiespecially once they have achieved strategic
supplier status. For example, if a farmer has aeliea score of 80%, incentives must continue
to be provided to ensure that they will continueirtgorove production practices and strive
towards an even higher score.

The second challenge is the continued pressurérdasparency in the supply chain. Further
transparency of payments both up and down the esfiipply chain is one way that the company
can truly ensure that farmers are receiving theefiksnof the premium prices the company pays
for its coffee.

Finally, there is the challenge involved in maintag a balance between the environmental and
social guidelines. In the past, Starbucks partnernéid Conservation International to ensure that
credible and objective environmental principles evapplied to its supply chain. Similarly,
Starbucks provides technical assistance to suppieough its Farmer Support Center in Costa
Rica, which assists their production mechanismernsure more environmentally sound coffee
production. By duplicating these efforts on the iabside, such as by forging a similar
partnership with a social and labor complianceitugbn, the program’s social responsibility
indicators could be further developed and enhanEgdally, a partnership with a social labor
institution could also be used to provide assistasicthe farm level in order to increase labor
compliance, through training and education of fasne

CONCLUSION

By providing financial incentives to suppliers t@ntinuously improve their social and

environmental practices, Starbucks endeavours a@ie human rights in the coffee supply
chain. Optimistically, companies will follow Stantks’ footsteps of providing incentives to

suppliers and creating enduring relationships whtm to secure long-term improvements. This
way, Starbucks’ true mission of improving the livalscoffee growing communities and other
communities that surround its business practicéisswipass the company’s sphere of influence
and start shifting the industry as a whole towanderresponsible sourcing practices.
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