
Introduction 
The following is a mock excerpt from a Form 10-K for an apparel, accessories, and footwear company, 
“SNG Brands, Inc.,” that incorporates disclosure to the SASB Standard for Apparel, Accessories & 
Footwear into its Management’s Discussion and Analysis of Financial Condition and Results of 
Operations (MD&A). This document serves as an example of one type of disclosure SASB envisions for 
its standards; it is not intended to provide a template for companies to follow. This is a working 
document on which SASB is actively soliciting feedback on the content, scope, and presentation format 
of disclosure to SASB Standards. Comments can be made via: www.sasb.org/contact 
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Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 

RESULTS OF OPERATIONS 

 

Sustainability Performance 

Overview 

 

 SNG Brands, Inc.’s Chief Executive Officer and Chief Operating Officer, who founded our first 

brand, Pineapple, oversee all sustainability matters. They reviewed the Sustainability Accounting Standards 

Board’s (SASB) Sustainability Accounting Standard – Apparel, Accessories & Footwear (CN0501) and 

determined that all the topics in it represent trends and uncertainties that may materially impact our 

operational performance or financial condition. Therefore, we disclose and discuss our performance on 

these four sustainability topics. We also provide Table 1, which summarizes the quantitative metrics we 

report, and Table 2, which displays a set of “activity metrics.” These “activity metrics” describe one aspect 

of the scale of our operations, and may help readers compare our performance, in the context of our 

specific size, to the performance of other similar companies that operate at different scales.  

  

 

http://www.sasb.org/contact


Management of Chemicals in Products 

 

Historically, we have focused sales primarily on the United States and Canada and based 

production in Mexico. However, in 2014, we began executing on our plans for expanding our sales base 

into Western Europe and production into Asia. As a result, ensuring we comply with regulations and meet 

customer expectations has become a more complex task. To simplify operations and management, we 

developed and implemented a single restricted substance list (RSL) that covers all products, regardless of 

where they are produced or will be sold.   

 

Maintaining compliance with restricted substances regulations  
  

Our first priority is ensuring our products are safe for our customers. We comply with all safety-

related regulations and, for many years, have taken additional safety measures. In 1998, we began testing a 

small number of our finished products, and over the next three years, we expanded testing to cover all 

finished products. We also revised our agreements with materials suppliers to strengthen provisions related 

to restricted substances and to increase penalties for non-compliance. Today, we employ two third-party 

labs to randomly sample all finished products on a continuous basis. We contract with these same firms to 

test new materials we are considering incorporating into our products. We use the results of this testing to 

maintain an approved materials list that our designers, materials planners, and sourcing department consult 

when revising existing products and designing new products. Because we focus our testing on materials 

and finished products, we do not directly verify specific types of suppliers, be they direct (tier 1), indirect 

(tier 2), or beyond.  

 

Our RSL reflects the strictest regulation in all of the countries in which we operate and make sales. 

At this time, we do not include in our RSL any chemicals that are not subject to regulation in these 

countries. Interested parties may access the RSL at 

http://www.SNGBrands.com/sustainability/production/RSL  

 

Before we contract with a supplier, we first provide our RSL and review it with the supplier’s 

management team. Then, we engage the aforementioned third-party labs to conduct pre-contract testing of 

all materials used in our products. Adhering to the RSL is a mandatory contractual provision for all 

suppliers, and the third-party labs continue spot testing throughout the term of all contracts (in addition to 

finished goods testing). Past testing has shown us that suppliers’ self-declarations are often not accurate 

enough to meet our standards. Therefore, in 2003, we removed from our supplier agreements self-

declaration requirements. The agreements do require suppliers to remedy any instances of non-compliance 

within thirty to ninety days of receiving notice from the testing firm, depending on the severity of the 

incident. For example, if tests on clothing indicate the presence of a restricted substance in an amount only 

slightly above the allowable limit, the supplier has relatively less time to remedy the problem than if tests 

indicate a larger relative amount of a restricted substance. This policy gives suppliers time to remedy what 

may be especially difficult problems. It is important to note that while working to remedy such an issue, we 

instruct the supplier to cease production of the affected goods or materials. We also provide assistance to 

suppliers, if requested, to revise products that do not meet our standards. Our supplier agreements contain 

provisions that allow for contract termination if a certain number of non-compliance incidents occur or if a 

single non-compliance incident of high severity occurs. The specifics of these provisions vary from 

supplier to supplier based on a number of factors. Products that fail to meet our standards are not sold, 

donated, or otherwise distributed to the public.  

 

We believe our testing and operational practices, including our careful selection of suppliers, 

sufficiently protect our customers’ safety, and we do not currently expect risks related to restricted 

substances to have a material impact on our financial results. However, no random testing program or risk-

management system can guarantee detection of all possible incidents of non-compliance or eliminate risks. 

It is possible that products containing substances on our RSL will be sold. If this occurs, and the products 

cause customers harm, our brand reputation could suffer damage, an event that could materially impact our 

financial results.      

 

 



Assessing and managing hazards associated with chemicals in products 

 

SNG Brands, Inc. differentiates itself through high-quality manufacturing and appealing designs 

targeted at specific niche markets. We do not develop materials (such as fabrics for use in apparel or 

plastics for use in footwear) ourselves and instead license materials for use in our products. Material 

innovation is not our core competency, but we do include many innovative materials in our products. 

Therefore, we emphasize our commitments to consumer safety and sustainability in the planning, 

procurement and finished-goods testing stages of the product lifecycle.  

 

We prohibit certain chemicals from being present in our finished products using a “hazard-based” 

approach—one that identifies and manages the usage of chemicals based on their inherent human-health 

and environmental toxicological characteristics. Our RSL is the primary tool we use to implement this 

approach, which we apply uniformly across all our business units and geographies. We recognize we may 

increase some costs by restricting our potential supplier and material options. However, we believe this 

approach better matches our brand philosophy and reputation and helps us avoid many other costs 

associated with, for example, negative publicity, reduced customer satisfaction, and potential legal actions 

against the Company. In addition, our customers generally prioritize quality and design over price, and we 

emphasize these same characteristics in both our operations and our marketing.  

 

In developing and updating our RSL, we focus on ensuring our products will comply with 

regulations both where we currently do business and where we plan to do business within the next five 

years. Prioritizing designs and material choices based on chemical makeup is a complex process. Because 

our first priority is safety, we devote the most resources to ensuring our finished products do not contain 

substances on our RSL in amounts above those allowable and/or detectable. We employ an internal team of 

chemists that works in conjunction with an external consulting firm to identify substances to consider 

adding to the RSL. This group also works with our design team to understand the potential implications to 

our product lines of eliminating certain chemicals. We constantly monitor available research, proposed 

and/or pending regulations, and consumer expectations related to the chemicals used in our products. Our 

current RSL does not include any chemicals that are not regulated in at least one of the areas in which we 

operate. However, that may change, depending on what our monitoring reveals.  

 

In addition, on December 1, 2014, we determined we will eliminate perfluorooctanoic acid 

(PFOA) from our products or, if a suitable substitute is unavailable, we will discontinue the products 

containing or made with PFOA. This fluorinated compound, which is used in water-repellent finishes in 

some of our outerwear, does not readily break down in the environment and may be associated with 

negative human health outcomes, particularly for people working to manufacture it. In addition, many 

chemical companies have agreed to eliminate PFOA use from their manufacturing processes. We expect to 

determine which option we will pursue by the end of 2015. During the analysis period, we will consider the 

effectiveness of potential substitutes as well as the costs of discontinuing product lines. Products containing 

or made with PFOA currently make up a very small share of total revenues, and prior to finalizing this 

decision, we had not planned to expand our outerwear selection. If we pursue elimination, we expect to 

have completed the process by the end of 2016. If we pursue discontinuation, we expect to have completed 

the process by the second quarter of 2016. Once we complete the feasibility and other relevant analyses, 

and we can ensure that our suppliers can meet our requirements and deadlines, PFOA will be added to our 

RSL.    

 

Our product designers receive specialized training in our RSL and the materials that meet them 

both when they’re hired and when the RSL changes. Designers work closely with our procurement 

specialists and with our internal finished-goods monitors, who in turn work closely with the labs contracted 

to test our finished products. This team-based approach allows our designers to better understand how 

consistently and efficiently our materials suppliers are able to meet our requirements related to restricted 

substances. 

 

Evaluating sourcing options is also complex. In addition to requiring our suppliers to comply with 

our RSL requirements, we create incentives for them to develop and produce materials using Green 

Chemistry Principles. However, because we do not ourselves develop materials, we focus on our RSL and 



these principles when assessing suppliers. We do not scrutinize suppliers’ operational decisions to 

determine whether or not they’ve optimized their materials development processes for sustainability.   

 

Approximately 14 percent of our products currently contain materials that adhere to these 

principles, and we have paid approximately $723,000 in premiums over the past six years to suppliers of 

these materials. To help ensure our expansion is sustainable, we recently began incentivizing our designers 

to increase the percentage of products containing materials adhering to the Green Chemistry Principles. We 

do not currently publicize the fact that some of our products contain these materials; we believe green 

chemistry’s primary benefits accrue to us internally. They include reduced internal risks, increased 

operational efficiencies, and improved ability to attract talented employees.  

 

Currently, we are focused on refining our comprehensive finished-product testing program, 

described in the previous section, as well as our RSL. Therefore, we have not yet chosen to devote 

substantial resources to gaining third-party certifications of the chemical content of our finished products. 

We do offer a small number of items in our women’s active wear line that contain bluesign-approved 

fabrics. We initially pursued this certification for multiple reasons, one of which is to assess the value the 

certification could provide. At present, it is not possible to definitively answer that question, but it does 

appear that consumers are responding positively. Sales for the approved items are higher than originally 

expected, and their presence in stores also appears to drive sales of other merchandise. We intend to expand 

the number of approved items within our women’s active wear line and then assess whether to expand the 

use of this certification, or others, to other lines. 

 

Raw Material Sourcing & Innovation  

 

 Top five raw materials used in products, by weight 

 

Because we emphasize quality and design in our finished products, we carefully select raw 

materials to ensure we meet or exceed our customers’ expectations. We also emphasize natural over 

synthetic materials.      

 

All materials present at least some environmental or social risk. Selecting materials also involves 

tradeoffs along various other dimensions, including cost, availability, and customer preferences. While 

certain materials may be preferable with respect to some types of risk and along some other dimensions, 

they may not be preferable in other ways. For example, processing leather for use in apparel, shoes, and 

accessories can involve harsh chemicals, but faux leather (also called vegan leather or pleather) is generally 

derived from a petroleum base. Apparel, shoes, and accessories made from leather also often last much 

longer than those made from synthetic substitutes, a trait that can help reduce the long-term environmental 

impact of leather goods as compared to faux-leather goods.  

 

All five of the top raw materials we use involve environmental and certain social risks.  

 

Cotton:  

Environmental Risks 

 Climate change could lead to extreme weather, water stress, and/or more stringent 

environmental regulations. Any of these impacts could increase costs to procure cotton 

and/or reduce its overall availability. Any of these impacts could also reduce the quality 

of available cotton. 

 Year Ended December 31,  

Metric 2012 2013 2014 

Top five raw materials used in products, by weight (metric tons) 

 

   
           Cotton  6,745 7,032 7,210 

           Wool 3,804 3,900 4,080 

           Leather 1,989 2,003 2,091 

           Polyester 1,230 1,400 1,395 

           Ethylene vinyl acetate (EVA) 1,092 1,104 1,109 



 The energy and chemicals used in cotton processing could lead to increased 

environmental regulation and/or negative consumer attention. Either impact could 

increase the costs to produce goods containing cotton and/or threaten or social license to 

operate. 

 In water-stressed areas, cotton production could threaten our social license to operate. 

This impact could increase the costs to procure cotton, decrease its overall availability, 

and/or reduce the quality of available cotton. 

 Any of these risks may require us to identify and source alternative materials, increase 

the usage of certified organic cotton, and/or increase prices.   

 

Social Risks 

 Public concerns about genetically modified crops could grow. We do not currently 

control our suppliers’ usage of such crops. 

 

Wool: 

Environmental Risks 

 The chemicals used in wool processing could lead to increased environmental regulation 

and/or negative consumer attention. Either impact could increase the costs to produce 

goods containing wool and/or threaten our social license to operate. 

 Climate change could lead to extreme weather that could, in turn, increase the costs to 

raise and care for sheep. This impact could increase the costs to procure wool, reduce its 

overall availability, and/or reduce the quality of available wool. 

 These risks may require us to identify and source alternative materials, increase the usage 

of certified organic wool, and/or increase prices.   

 

Social Risks 

 Public concerns about animal welfare, prices paid to suppliers, and/or labor practices 

could increase.  

 

 Leather:  

Environmental Risks 

 The impact of raising livestock on the climate, the chemicals used in the process of 

leather tanning, and/or other environmental impacts associated with aspects of leather 

processing (e.g., de-hairing and de-liming) could lead to more stringent environmental 

regulation and/or negative consumer attention.  

 Any of these impacts impact could increase the costs to produce goods containing leather, 

threaten our social license to operate, and/or decrease overall demand for leather goods. 

 These risks may require us to identify and source alternative materials, increase the usage 

of organic or other environmentally friendly leather, and/or increase prices. 

 

Social Risks 

 Public concerns about animal welfare could increase. 

 

Polyester: 

Environmental Risks  

 Climate change could lead to more stringent environmental regulations, including carbon 

taxes and/or other taxes, fees, or similar financial costs for using petroleum-based 

products. Prices for petroleum-based products could become less predictable. Either of 

these impacts could increase the costs to produce goods containing polyester. 

 The chemicals used in processing polyester could lead to increased environmental 

regulation and/or negative consumer attention. Either impact could increase the cost to 

produce goods containing polyester and/or threaten or social license to operate. 

 Consumers could reduce their demand for petroleum-based products. 

 Concerns regarding the biodegradability of polyester could increase.  



 These risks may require us to identify and source alternative materials, increase the usage 

of recycled polyester, and/or increase prices. 

 

EVA: 

Environmental Risks 

 Climate change could lead to more stringent environmental regulations, including carbon 

taxes and/or other taxes, fees, or similar financial costs for using petroleum-based 

products. Prices for petroleum-based products could become less predictable. Either of 

these impacts could increase the costs to produce goods containing EVA. 

 Consumers could reduce their demand for petroleum-based products. 

 Concerns regarding the biodegradability of EVA could increase. 

 These risks may require us to identify and source alternative materials, increase the usage 

of recycled EVA, and/or increase prices. 

 

 We take a two-pronged approach to manage environmental risks. The first prong focuses on the 

short term and leverages hedging agreements and efficiency efforts to control costs. When making 

efficiency-related decisions, we must balance our need to produce apparel and footwear that meets our 

customers’ expectations for quality. So far, increasing our usage of recycled polyester and recycled EVA 

has proven to be one of the most successful ways to meet both these requirements. The second prong takes 

a medium-term view to research and analyze substitute materials with the potential to reduce environmental 

risks. Examples include hemp, lyocell, and biodegradable midsole and insole materials. We currently offer 

a small number of apparel items made with lyocell and accessory items made with hemp through our Juliet 

O. line of products aimed at young women. As we work with these materials for a longer period of time 

and in more applications, we gain knowledge that can help us make more environmentally friendly 

products in the future.  

 

 Cotton, our top raw material, is particularly susceptible to water-related environmental risk. We 

source 100 percent of our non-Pima cotton from suppliers in the Southeastern United States, which the 

World Resources Institute (WRI) projects to have a relatively stable level of water stress. The current 

drought in the Western United States has increased our costs for Pima cotton, which we use in our 

Madeleine line of apparel targeted at women over the age of thirty. The WRI projects that this region will 

become more water stressed with time. To date, we have relied on hedging arrangements and efficiency 

efforts to help mitigate the effects of price variability in cotton. Our medium-term search for alternative 

materials will also, we expect, contribute to these cost-control efforts.  

 

Currently, we consider other environmental risks to be limited in their ability to affect our 

financial results. Although we may experience difficulty tracing the source of raw materials, we believe the 

impact of this risk to be limited because of our long-term relationships with many of our suppliers. We 

recognize that some suppliers may not employ optimal land-use practices, but we believe the impact of this 

risk to also be limited. In addition, we have limited control over these practices.   

 

Although we attempt to identify and address all environmental risks related to our raw materials, it 

is not possible to completely eliminate the risks associated with climate change. We believe these risks are 

unlikely to materially affect our financial results, but that belief is based on a set of assumptions regarding 

the pace and impact of climate change. It is possible these assumptions will prove incorrect and that our 

risk-management strategy will prove insufficient. Secondary and tertiary environmental risks are unlikely 

to materially affect our financial results. 

 

We actively avoid sourcing all materials from suppliers with histories of mistreatment of workers 

or animals or who operate in regions affected by conflict. By sourcing all of our cotton domestically, we 

reduce risks associated with human rights violations. However, we do not have perfect visibility into all 

suppliers’ practices, nor do we currently allocate substantial resources to establishing monitoring systems 

or procedures. At present, we believe the social risks in our supply chain to be limited and unlikely to 

materially affect our financial results. We do re-assess this determination on an approximately annual basis 

to ensure we meet our customers’ expectations and protect our shareholders’ interests. 

 



We face other risks related to all raw materials we use in our products, and the largest relates to 

physical limits on availability, which may arise from many different causes. At present, we believe this risk 

to be unlikely to affect our operations in the short or medium term. However, it may present greater 

problems in the long term. In 2012, we completed a two-year research project to understand and analyze 

the environmental, political, and economic forces that could cause supplies of key raw materials to be 

constrained. Since then, we have been using the project’s findings to design a comprehensive risk-

management strategy, which we expect to complete in the next eighteen to twenty-four months.  

   

Percentage of raw materials third-party certified to an environmental or social sustainability 

standard 

 

 Currently, we do not require suppliers to provide us with raw materials that are third-party 

certified to environmental or social sustainability standards, nor do we pay premiums for certified 

materials. However, some of our suppliers choose to certify their products, and we purchase these inputs 

because they meet our standards for safety and quality. All the lyocell we use is certified (through the 

Forestry Stewardship Council), but this material currently makes up a small share of our inputs. Trends in 

the percentages shown below relate primarily to the level of popularity of these certifications among our 

suppliers or, in the case of lyocell, our usage of the material.  

 

 We recognize that using materials certified to these types of standards can help reduce some of the 

risks noted in the previous section. Therefore, we announced on January 1, 2014 a series of commitments 

to increase our usage of certified materials. By 2025, at least thirty percent of cotton, wool, and leather (by 

total purchased weight) will be certified to at least one environmental standard. It is possible that, at some 

point, we may be able to gain incremental revenues by implementing these certifications. However, as we 

conduct our analyses, we are not assuming these revenues will be substantial.   

  

Labor Conditions in the Supply Chain 

 

 Historically, our relatively small size, geographically concentrated outsourced production 

facilities, and long-term vendor relationships have helped us ensure employees of our suppliers work in 

safe, fair conditions. As we have expanded, we have also increased our formal auditing of suppliers. 

We are not as familiar with our new suppliers as we are with our long-term suppliers, and auditing helps us 

identify and reduce risks. In addition, some regulations in the Asian countries to which we have expanded 

production are less stringent than those in Mexico.   

   

Percentage of suppliers audited to a labor code of conduct, percentage conducted by a third-

party auditor  

  

 We contract with a Fair Labor Association (FLA)-accredited third-party firm to conduct all 

supplier audits, and that firm audits suppliers’ adherence to the FLA Workplace Code of Conduct, which is 

available on the FLA’s website. Some of the results we use come from audits conducted by other brands to 

reduce “audit fatigue” among our suppliers. Audits currently cover direct (tier 1) suppliers. Our goal is to 

have 100 percent of both direct (tier 1) and indirect (beyond tier 1) suppliers audited against this standard 

 Year Ended December 31,  

Metric 2012 2013 2014 

Percentage of raw materials certified to an environmental or social standard 

(by weight) 
14% 14% 17% 

          Percentage of raw materials certified by the Better Cotton Initiative (by   

          cost)  
22% 24% 27% 

          Percentage of raw materials certified by the Forestry Stewardship  

          Council (by cost) 
  1% 3%   3% 

          Percentage of raw materials certified by the Rainforest Alliance (leather)  

          (by cost)  
7% 7%   6% 

          Percentage of raw materials certified by the bluesign system (by cost) 2% 2% 2% 



by 2022. However, it is possible we will need to revise that goal in the future, depending on a variety of 

factors related to our expansion plans.  

 

 The audited tier 1 facilities are those that we believe present the most potential for risk; this 

approach helps maximize the ROI of our auditing program. Our risk-management team monitors the results 

of these audits and evaluates them in conjunction with other information we gather. These evaluations will 

eventually serve as the primary basis for determining how frequently we have facilities audited. Our current 

focus on increasing the total percentage of suppliers audited means that initiatives aimed at increasing audit 

frequency remain in the planning stages. We plan to initiate auditing for suppliers beyond tier 1 in 2015.   

 

We already maintain and continuously update a database of suppliers involved in producing our 

goods. This database includes information on a variety of risk factors, including those related to working 

conditions, but it is incomplete with respect to indirect suppliers. At present, external auditing is our 

primary risk-assessment tool and is likely to remain so for the short to medium term. 

 

Priority non-conformance rate and associated corrective action rate for suppliers’ labor 

code of conduct audits 

 

 The safety of our suppliers’ employees is important to us, and we take seriously severe non-

conformances with the FLA Workplace Code of Conduct. The 2014 increase in the priority non-

conformance rate and decrease in the associated corrective action rate both relate directly to the expansion 

of our production facilities into new locations that had not previously been subject to the FLA Workplace 

Code of Conduct. As we work more closely with new suppliers to understand their operations, we can 

consider potential actions designed to reduce the former rate and increase the latter rate. We may, for 

example, provide low-interest loans to improve facilities, or consult with suppliers on ways to improve 

operational efficiency and reduce costs. Savings generated from these initiatives can help ensure employees 

receive fair wages and benefits, which is key to maintaining quality. Overall, efforts to improve working 

conditions help reduce the risk of labor violations within our supply chain; these violations could lead to 

material impacts on our financial results.    

 

Labor, environmental, health, and safety risks in the supply chain  

 

 We invest substantial resources in understanding and managing all risks facing the Company, 

including those inherent in working with a complex supply chain. Although our suppliers are contractually 

obligated to engage in practices designed to reduce labor, environmental, health and safety, and other risks, 

we can neither monitor nor control all aspects of all our suppliers’ operations. In addition, it is impossible 

to eliminate all risk from any business operation. 

 

 The three labor-conditions issues posing the greatest potential risk in our supply chain are: 

 Violations of the minimum age requirements for workers. 

 Excessive worker hours. 

 Unfair worker treatment. 

 

These risks tend to be characteristic of the apparel-manufacturing industry. Our research, both with  

 Year Ended December 31,  

Metric 2012 2013 2014 

Percentage of tier 1 suppliers audited to a labor code of conduct 59% 60%   64% 

Percentage of audits conducted by a third-party auditor 100% 100% 100% 

Percentage of suppliers beyond tier 1 audited to a labor code of conduct 0% 0% 0% 

Percentage of audits conducted by a third-party auditor NA NA NA 

 Year Ended December 31,  

Metric 2012 2013 2014 

Priority non-conformance rate  .6% .5% 1% 
Associated corrective action rate 100% 100% 83% 

Number of contracts with suppliers terminated as a result of non-conformances 0 0 0 



an external consultant and other sources, indicate they are relatively more common in Asia, where we are 

expanding. Suppliers throughout our supply chain operate as independent entities, so these risks are 

generally the most difficult for us to monitor and control on a regular basis. In addition, employees may be 

less likely to report violations related to these risks due to personal circumstances or fear of dismissal. For 

example, some underage workers may be experiencing personal or familial financial hardship. Our 

suppliers are contractually obligated to verify workers’ ages, but the systems used to perform this risk-

management task may fail to provide accurate results. Workers may not report violations related to 

excessive hours or harassment or abuse, and suppliers may address reports of these violations by dismissing 

employees or through other unsanctioned means.  

 

We attempt to ensure all suppliers provide their employees with respectful working environments, 

and we have generally experienced few overall problems related to labor conditions. However, as we have 

expanded our production capacity, we have begun working with new suppliers in new locations. The result 

has been what we believe to be a temporary increase in the detection of the risks listed above compared to 

historical norms. As we deepen our relationships with these new suppliers, we expect their operations to 

improve in ways both directly and indirectly related to labor conditions. As we expand our auditing to 

include indirect suppliers, it is possible an increase in the detection of these risks may occur and/or that the 

top three risks may change. These issues are likely to affect us primarily in the short term. In the long term, 

we expect these changes to form the basis of stronger and more sustainable financial results. 

 

The three environmental health and safety issues posing the greatest potential risk in our supply 

chain are: 

 Occupational safety hazards (particularly those related to equipment that may be outdated or sub-

optimally maintained). 

 Non-compliance with environmental permits (particularly related to wastewater disposal). 

 Levels of air and water pollution. 

 

Similar to the labor risks identified above, these risks also tend to be characteristic of the apparel-

manufacturing industry, and they tend to be relatively more common in Asia. Worker safety is the primary 

risk; it has a wide variety of potential impacts, including but not limited to safety, operational efficiency, 

and brand reputation. As time passes, equipment ages, and the potential impact of this risk may grow. 

Both the environmental risks identified above may also impact—among other things—brand reputation. 

However, we consider the combined impact of these two risks to be less than the impacts of occupational 

safety hazards.  

 

Beginning in the second quarter of next year, we plan to offer qualified suppliers zero-interest 

loans to assist in equipment maintenance and/or upgrade projects. Although we believe this program will 

help reduce occupational safety-related risks to some degree, we recognize financing is not the only 

criterion suppliers must consider when assessing their equipment needs. By early 2017, we also plan to 

offer suppliers low-cost consulting services to help them improve both safety and efficiency. These 

programs are likely to increase our short-term costs, but we expect they will help us avoid other, greater 

future costs and that the net result will be highly positive. 

 

Environmental Impacts in the Supply Chain 

  

 The workers employed by our suppliers and the communities in which they live are important to 

us. If wastewater discharged from our suppliers’ facilities contains toxic substances, the workforce, local 

residents, and/or the local environment may be harmed. These events can, in turn, affect our reputation, our 

social license to operate, and our operating costs. To help reduce the risks associated with potentially 

hazardous wastewater discharges, we monitor our suppliers’ compliance with all applicable local 

regulations. At present, we do not require our suppliers to adhere to standards exceeding those established 

by regulations. However, we do monitor potential regulatory changes and, when necessary, work with our 

suppliers to ensure they are prepared to meet higher standards.   

 

  

 



Percentage of supplier facilities with wastewater discharge meeting or exceeding legal 

requirements  

 

 As noted previously, we have begun working with suppliers in new regions in order to support our 

growth. As part of this process, we have expanded the total number of direct and indirect suppliers in our 

portfolio. We do not currently have an entirely complete list of indirect suppliers, and the numbers shown 

below were derived using a small degree of estimation to compensate for the incompleteness of the list. In 

making our estimations, we assumed a relatively low compliance rate among the suppliers on which we had 

no information. As such, the numbers shown below may underestimate our suppliers’ actual compliance. 

 

 We implement our monitoring program through partnerships with both our suppliers and local 

regulatory agencies. Suppliers are contractually obligated to instruct the agencies to directly release to us 

information regarding test results and violations at their facilities. Our risk-management team reviews this 

information on a regular basis and offers recommendations for action to the COO on a quarterly basis. The 

risk-management team also works with our supplier-relations team to identify suppliers who may benefit 

from various forms of assistance, such as low-cost financing to improve treatment facilities or analytical 

capabilities to understand the root cause of violations. We also attempt to prevent violations by choosing 

processes, chemicals, and raw materials that contain or produce few, if any, potentially hazardous 

substances.   

 

 To a large degree, wastewater regulations and treatment standards vary between Mexico and Asia. 

Mexican regulations and enforcement practices have recently become more stringent and are, in some 

ways, stricter than those in the United States. As a result, our tier 1 suppliers in Mexico have installed 

additional treatment systems, and these suppliers now employ multiple primary, secondary, and tertiary 

treatment methods. These improvements have increased costs of production in Mexico, but they also help 

prevent negative outcomes, such as fines.    

 

 Throughout Asia, wastewater regulations and treatment standards are generally less strict than in 

the United States for a variety of reasons. Currently, all of our supplier facilities in Asia use at least some 

form of primary wastewater treatment. Their usage of secondary and tertiary treatment systems varies and 

is generally low.  

 

We believe that, over time, costs associated with industrial waste usage in Asia will increase. 

Costs to withdraw water are likely to rise, and regulations governing wastewater discharge are likely to 

become stricter, thereby increasing treatment costs. Because we expect to continue to expand our usage of 

production facilities in Asia, particularly in China, we are seeking suppliers with wastewater treatment 

systems exceeding current requirements. Such suppliers are rare, so we are also exploring other ways to 

reduce this future risk and/or mitigate its effects. As we develop specific plans, we are carefully monitoring 

regulatory requirements to help ensure suppliers are in compliance. We are also seeking input from 

suppliers regarding ways we might support their efforts to improve water usage and treatment. 

 

We do not require our suppliers to exceed their local legal or regulatory requirements, but the 

majority of our main suppliers in Mexico discharge water that exceeds these requirements. Our ultimate 

goal is to have our suppliers in Asia also discharge water that exceeds applicable requirements, but we 

recognize this is a long-term objective, not a short-term one. 

 

Setting specific requirements for our suppliers regarding wastewater discharge is a complex 

process. We prefer to rely on regulatory agencies to set these requirements and to devote resources to 

supporting our suppliers’ efforts to meet them. We recognize this policy presents some risk, which we 

expand upon below.  
 Year Ended December 31,  

Metric 2012 2013 2014 

Percentage of tier 1 supplier facilities with wastewater discharge meeting 

or exceeding legal requirements 
92% 86% 90% 

Percentage of supplier facilities beyond tier 1 with wastewater discharge 

meeting or exceeding legal requirements 
89% 90% 90% 



 

Overall, we believe the risk posed by the wastewater treatment practices of our suppliers to be 

low, but we also expect it to increase as we continue our production capacity expansion. We plan to 

continue to contract primarily with suppliers located in Mexico with which we have worked, in many cases, 

over the long term. As we increase the share of our products manufactured in Asia, wastewater risks will 

increase, particularly in the short- to medium-term.  

 

Our suppliers’ ability to maintain compliance with wastewater discharge regulations presents 

relatively less risk to the Company than do reputational and community risks that may arise from 

wastewater discharge practices. However, identifying emerging pollutants of concern and, to the extent 

necessary, identifying and implementing technologies that eliminate them from suppliers’ operations will 

present an ongoing challenge. The effects of this risk are most likely to impact our costs, reputation, and 

continuity of operations. If a specific substance attracts a high level of attention and reduces demand for 

our products, the need to suspend our operations could arise. Should a substance attract sufficient attention 

to require such a step, our reputation could also be damaged. We believe our current risk-management 

practices effectively mitigate this risk. However, it is possible that new substances may be incorporated into 

suppliers’ operations that present currently unforeseen risks. It is also possible that substances that have 

been in use for long periods could present newly identified risks. We continue to monitor available research 

to help avert these occurrences, but the process is complex and challenging. 

 

Operations in Asia also carry risks related to maintaining compliance with regulations, which can 

differ substantially from one location to the next and which we expect to change over time. The impact of 

this risk is likely to be primarily financial, and we incorporate the expected associated costs into our 

financial planning processes.  

 

As regulations change in Asia, we may face greater constraints relating to our suppliers’ ability to 

obtain necessary operating permits. Our efforts to monitor regulatory changes and support our suppliers’ 

compliance help to mitigate the impact of this risk. External constraints also take the form of stakeholder 

perceptions, which may be negative for a variety of reasons. Our decision to not require suppliers to exceed 

local regulatory requirements may increase the risk of these constraints impacting our operations. This risk 

could also affect our brand reputation, and it is difficult to estimate the ultimate costs damage to our 

reputation could cause.  

 

 If extreme problems occur, we may need to slow or even reverse our production capacity 

expansion. We currently believe problems sufficient to have this level of impact are unlikely. However, the 

conditions upon which we base that assessment may change suddenly, which could increase the probability 

of such a problem. 

 

To the extent that the risks described here affect our financial results, they are most likely to do so 

through the following mechanisms: 

 Changing regulatory requirements are most likely to affect costs and the timing of our 

expansion in the short-term. 

 Disruptions to operational continuity are most likely to affect costs, revenues, and 

reputation. Costs and revenues would likely be impacted over the short-term. Reputation 

could be affected for the short- to medium-term. 

 Negative brand perceptions are most likely to affect costs, revenues, and reputation. 

Costs and revenues would likely be impacted over the short- to medium-term, depending 

on the nature and severity of the problem. Reputation could be affected for the short- to 

long-term, depending on a variety of factors. 

 

 

Percentage of suppliers that have completed the Sustainable Apparel Coalition’s Higg Index 

Facility Module assessment or equivalent  

 

As noted previously, we have worked with many of our suppliers for many years. Some of them, 

particularly those located in Mexico, have chosen to complete the Sustainable Apparel Coalition’s Higg 



Index Facility Module assessment. We are not aware of suppliers within our supply chain who have 

completed data collection projects that would be considered equivalent to the Higg Index, nor do we 

independently collect environmental data from our suppliers beyond that described elsewhere in this 

document and beyond what is necessary to conduct business. A small number of our new Asian suppliers 

have also chosen to complete the assessment, but as the numbers below reflect, the majority of these 

suppliers have not done so. It is likely that the trend shown below will continue temporarily as we pursue 

our expansion.  

 

Because this assessment helps us understand our suppliers’ operations, it is a key risk-

management tool. As such, we have begun encouraging our suppliers to complete the assessment, 

particularly the relatively larger tier 1 firms that have not yet chosen to do so. We have also informed our 

largest tier 1 suppliers that we will likely begin requiring them to complete the assessment by 

approximately 2020. By 2018, we will notify all affected suppliers of our final timeline for them to 

complete the assessment so they can make appropriate arrangements. We do not currently plan to require 

smaller tier 1 suppliers or suppliers beyond tier 1 of any size to complete the assessment. However, we 

expect the use of the Higg Index to become more widespread, especially as other companies in the industry 

begin requiring suppliers to complete the module. To the extent that this expectation materializes, the 

percentage of our suppliers completing the module is likely to increase.    

    

 

 Year Ended December 31,  

Metric 2012 2013 2014 

Percentage of tier 1 suppliers who have completed the Sustainable Apparel 

Coalition’s Higg Index Facility Module assessment 
43% 37% 35% 

Percentage of suppliers beyond tier 1 who have completed the Sustainable 

Apparel Coalition’s Higg Index Facility Module assessment 

S  

29% 22% 20% 



Table 1. Summary of Quantitative Accounting Metrics  

 Year Ended December 31,  

Disclosure Topic  Metric  2012 2013 2014 

Raw Material Sourcing & 

Innovation 

Top five raw materials used in products, by weight (metric tons)    

     Cotton 6,745 7,032          7,210 

     Wool 3,804 3,900  4,080 

     Leather 1,989 2,003  2,091 

     Polyester 1,230 1,400 1,395 

     Ethylene vinyl acetate (EVA) 1,092 1,104 1,109 

Percentage of raw materials certified to an environmental or social standard 

(by weight) 
14% 14% 17% 

     Percentage of raw materials certified by the Better Cotton Initiative (by   

     cost) 
22% 24% 27% 

     Percentage of raw materials certified by the Forestry Stewardship  

     Council (by cost) 
1% 3% 3% 

     Percentage of raw materials certified by the Rainforest Alliance (leather)  

     (by cost) 
7% 7% 6% 

     Percentage of raw materials certified by the bluesign system (by cost) 2% 2% 2% 

Labor Conditions in the 

Supply Chain 

Percentage of tier 1 suppliers audited to a labor code of conduct 59%        60% 64% 

Percentage of audits conducted by a third-party auditor 100% 100% 100% 

Percentage of suppliers beyond tier 1 audited to a labor code of conduct 0% 0% 0% 

Percentage of audits conducted by a third-party auditor NA NA NA 

 Priority non-conformance rate .6% .5% 1% 

 
Associated corrective action rate 100% 100% 83% 

Number of contracts with suppliers terminated as a result of non-

conformances 
0 0 0 

Environmental Impacts in the 

Supply Chain 

Percentage of tier 1 supplier facilities with wastewater discharge meeting or 

exceeding legal requirements 
92% 86% 90% 

Percentage of supplier facilities beyond tier 1 with wastewater discharge 

meeting or exceeding legal requirements 

 

89% 90% 90% 

Percentage of tier 1 suppliers who have completed the Sustainable Apparel 

Coalition’s Higg Index Facility Module assessment 
       43% 37% 35% 

Percentage of suppliers beyond tier 1 who have completed the Sustainable 

Apparel Coalition’s Higg Index Facility Module assessment 
       29% 22% 20% 



 

Table 2. Activity Metrics Year Ended December 31,  

Metric 2012 2013 2014 

Number of tier 1 suppliers  65 68      74 

Number of suppliers beyond tier 1 97 99    102 

    


