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Executive Summary

Over the last decad¢he importance of social,environmental and economical issu@s the
cocoa sector has increased considerably. As a conseguecocoacertification has been
placed athe centre ofan internationaldebateamongstthe cocoa community.

At this moment, here seems to be no consensus on whether certification is positive for
farmers or not. Certification is considered bgome as an adequate tool to promote
sustainabilityin the cocoa value chaiand to improve thdivelihoods of cocoa farmer$ther
actors involve in the sector seem to be less optimistin the net benefits that certification
offersat farm leveland highlightthe burden thatit canbringin terms of required investments

In order to provide more clarity to this debate, KPMG was commissioned by ICCO to conduct a
study on the costs and benefits of certification, comprising bathquantitative and a
qudlitative anaysiswhichaimto elicitthe costs,net benefits,advantages and disadvantages of
cocoa certification.

As ourmain obijective is to understand the benefit at farm levdiliststudy focuses on the
aggregatedfarmer and coop levelin the two main cocogroducingO2 dzy 4 NA S&Y [/ G S |
and GhanaThree major certification schemes operajiin the cocoa sector were included in

this analysisFairtrade, Rainforest Alliance and UTZ CertifledChapter 2more information

can be found about thecopeof and theapproach usedor this report

In Chapter 3rends anddevelopments of the cocoa market are presented, showing that the
demand for sustainable cocoa has been increasing over the years and this trend will continue
over the next years. Tgecuretheir cocoasupply and answering to public pressure, companies
are establishingmbitious goalsand implementing programmes to increase thsirstainable
cocoa procurement. Another important development is the increasing number of -multi
stakeholder initiatives to pnmote sustainable cocoa production.

In Chapter 4anovervew2 ¥ OS NI A FA OF (A 2 ¥ baged EnJpibficall avallEblp dzA NB Y ¢
information show that the process of certification is to a large extend similar actbss

different schemes Their philosophydiffers, but they all converge in the ideal fdstering

sustainable practices the cocoa chain andfimproving he livelihoodsof farmers.

A qualitative comparison of audihecklists and documentation provided by schepssows
that schemes differri the way they structure their premiunrequired fees certified content
required for using the label among othefSor instance, Wwile Fairtrade has a fixed premium
and a minimum price, the other schemes have premiums determined by the ma&keer
differences e.g. mass balan@nd requirements related to biodiversity and climate chaage
explained inChapter4.

In Chapter 5we presentthe results from the literature review whickhowsthere are more
advantages than disadvantages$ certification at &rm, cooperative and also at community
level For the literature review we expanded the analysis to include information about impact
at community and cooperative level, as some qualitative impacts esetlevek arerelevant
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for a complete understandingf the impact of certification for farmersligher prices obtained
through certification,enhancedbargaining power at the cooperative level and increases in
EAStRaA LRAAGAGDSTE & Impattslar®aiso dbseN&ISON Fn€cormmmity Vel
with better working conditionsjncreased numbexof children attending schooland overall
positive impacts in livelihoods

Nonetheless, disadvantagasd shortcomings exissmaltscalefarmers seento be urable to
comply with the high costs of certificatiomithe first yearsLiterature, mainly focussing on
other certified crops, already suggests problems to comply with certification schemes and a
relatively high churhfor farms with less than three hectares and located in remote areas. The
main barriers aregroup forming, (cash for) initial investments and difficulties to setangd
maintainthe required internal control systems.

Literature on cocoa certificatiofialls short inproviding evidence that certification solves
persistent problems in cocoa farngdike gender inequality and the lack of democratic control

in cooperatives. Although all certification schemes prohibit child labour explicitly, there is lack
of data on the effectiveness of the schemes in eliminating child labour.

Concerns are also raiearound the equitable distribution of premiums to farmergo
determine benefits for individual farmerin cash or in kindthe distribution of premium is a
core issue.S far, no independentand publicly availablestudy has been conducted on
premium distibution, andfurther clarification is required to understand the exatistribution
of the benefitsbetween farmers and coops In addition the current situation with many
farmers being certified for multiple labels, causes higher system costsothenwise required
in the longer run.

In Chapter 6, w analysed the benefiton the aggregated farmer and coop levidr both

countries in scopegonsideringa horizon of six years. The overall conclusion is thdhe
archetypalcooperativeis likely tohave berfited after 6 years approximately US$ 114 per ton

after having been certified y / $ S RQL@2ANB | yR y.BHeppack! { P oy
time in Ghana iapproximately one yearanlly’ / & (i Setieon twhrothiedSyears

An average of 89% §if R AYONBIFaS Ay DKLF YLl -wlyicRarevan > AY
consequence of several interventions by certification, such as increased access to pesticide,
fertilizer, training and consequence good agricultural practicasd a premium of around US$

180 per ton are the strongest levers for the business case. If yield increase is assumed to be

zero and input costs are excluded, the business case remains pogitiem excluding the cost

of inputs and benefits of productivity increasthe archetypalcooperaive is likely to have

benefited after 6 years approximatelyS$84in/ & G S RaaulUgE33nNEBana

For an archetypal coop with 375 members themulativenet benefits of certification would
amount to as much as US$millionA y / & (i SafteR sxly€agsahddUS$1,9 millionin

'The phenmenon of farmers leaving and joining a farmer group.
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Ghana.Assuming an equal distribution among farmers in cash or in kindaaedming that

coops distribute all benefits after costs are dedugtdde cumulative benefit available to
farmers would be US$2c n A YlivoirebaddUS®R K12 in Ghana aftebeing certified for

six yearst KS RATFSNBYOS o0SG6SSy DKIyYIl rmapRby/ &GS
differences in the cost of inputs (due to subsidized fertilizers in Ghana), premium and farm
gate prices receivedybfarmers in each country.

This study finds thasome farmers are less likely to benefit from certification, in particular
these are: 1¥armers with a cocoa plagmaller than 1ha2) farmerswho are not a member of

a coop and3) farmers whcohave alow productivity improvement potentiallt must be noted
however, that even without productivity improvement, farmers of sufficient size will generally
benefit from certification.

Even though his study has used several different sources in order to obtain theshazcurate
information, limitations should be acknowledged. At this moment, thereinsufficient
independentliterature focusingon the impact of cocoa certificatiorurthermore, detailed

data on thecosts and benefits at farntevel are not yet monitord through a uniform
methodology. Data on yield impact, leakage and premium distribution, was provided by the
schemes based on anecdotal evidence, which was not always representative for the majority
of the farmer population, reason why the differences pehemes do not enable any definitive
conclusions.

In Chapter 7,based on the gaps identified, KPMG recommends ICCO to consider further
research into the attribution of costs and benefits to all players in the cocoa value chain, and
to clarify the premiundistribution on the ground. Yield improvements per scheme, the effect

of farm size and pros and cons of mualgirtification to farmers and supply chain actors should

be analyzed in more depth. In addition, impact assessments of cocoa certification schemes
with a long term perspective and allowing comparison between schemes and countries could
add valuable information to this debat@hesestudiesshoul consider possible market risks,
such asthe impact that a sharp increase in the share of certified coomald have on the
premium and the impact thatchanges in internationatocoa prices can have otbcoa
certificationbusiness case.

Finally, research on the social dimension would also be welconfedinTpact of certification
on reducinggenderinequality and eliminatingchild labourare areas of extreme importance
for the long term success of certificatiohpwever, substantial field evidence is still not
available
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Introduction

The concept of certified cocoa has been at the centre of an intense debiie wie world
cocoa community in general. This can be explained by the growing importance given to the
sustainable supply of coco@here is an increased demand in co@mgorting countries for
certified cocoa. Certification is considerleg manyas an agquate means to comply with
sustainability requirements ant improvethe living standardsf cocoa farmerén particular.

On the other hand, other players in the value chain, such as government authorities and
farmer organizations arkess optimistion the net benefitsthat certification offers to cocoa
farmers. Tere is still a large majority of farmers which cannot berfeditn certification
because their way of working is not certifiable yand they do not have the means (or the
incentives) to im@ment the required change$Vithin the community of certified farmers,
there are complaints about the burden of certification in terms of compliance costs.

In February 2012, ICCO requested KPMG to conduct a study on the costs, advantages and
disadvantagesf cocoa certification, with an emphasis on cocoa farmetith the objective to
bring more clarity to this debatdwo consultants were engaged by ICCO in this assignment:
one fromanimporting country and one froran exporting country. The objective difit

division was to provide a balanced view of the issue, taking into account local considerations.
KPMG was asked to look at the cocoa certification from an importing country perspective.
Even though we acknowledge that costs and benefits of certificatiemexist for other actors

in the value chain, identifying and analysing these was not in scope for this study.

Thisstudy comprisedoth a qualitative and a quantitative analysifiequalitative analysigs
based on desk researdi available literatue on the keydifferences and similarities ¢€ocog
certification schemes and thedwverallimpacs, i.e.advantages and disadvantagasthe

farmer, local community and cooperative levEhequantitative analysis based on publically
available inform#on from the different certification schemes in scope, as well as information
obtained through interview with certification scheme owneed a consultatiorsession

where the three main certification schemes were put together to discuss and providbdelkd
on the preliminary results of our analysis. The information obtained was used adanfng-
tuneYt aDQa 02 YLINB K S y-behdfit@inalyss Rf$he cogoa dektdd, driginally
developed in an assignment for the Sustainable Trade Initiatue)(l

This reports divided irthe following chapters:

A WeNBYRa YR RS@OSt2LISyiGa Ay sextioghiorl aSOou2N

cocoa certification is inserted, includikgy challenges faced by cocoa producers;

A W/ 202t | SNI A T xoddeinsight yh@ the rkath NdstificatiSn stldemes working
with cocoa farmers, namely Faimde, Rainforest Aince,UTZCertified and Organic
pointing out the key differences argimilarities

A W[ AGSNY GdzNB 3 ( duritailve andlysi®fithe indpdbt®iSgoa éertiflcation
based on an extensidgerature review;
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A W/ 2 a bBendAYiR | yinhiEh®dr@gerits®he results afmodel for cocoa certification
basedorthed ( dzZReé W/ 2alikoSYySTAlG |yl tMrisa\PMaF 02021
2011), input obtained throughadditionalinterviews with actors on the groundnterviews
with scheme owners, and an analysis of the input obtained through a detailed
guestionnaire filled in by scheme owners and their local partners.

This Report is exclusiyedrawn up for the purpose of a cost/benefit analysis of sustainable
0202 Ay DKIFYl FYR /%G4S RQL@G2ANB O2YYA&aaAizys
(ICCO) and for no other purposes. KPMG Advisory N.V. ("KPMG") does not guarantee or
declare that theinformation in the Report is suited for the objectives of others than |IJB.

means that our Report cannot replace other investigations and/or procedures that others than

ICCO may (or should) initiate with the objective to obtain adequate informationtamatters

that are of interest to themKPMG does not accept or assume any liability to anyone other

than ICCO as the addressee of the public version of the Report for our work, for the public
version of the Report or for findings.

Significant events ay well occur after the date of the public version of the Report. It is not
KPMG function or responsibility to provide to third parties any information that may come to
Y t a Dafiéntion after the issue date of the public version of the Report, regardldss o
whether or not such information is disclosed to, discussed with or reported to ICCO, at any
point after the date of the public version of the Report.
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Trends and developments in the cocoa sector

In order to understand theocoa certification contexthis chapter explorethe current
situation of the cocoa market, as well as trends and perspectives for the future yeatiseand
challenges that certification proposes to tackle.

Cocoa production

Cocoa production has been, and still is, concentrated in dpug countries, more specifically
in West Africa.

Figurel: Global marketsare of cocoa producing regions and cocoa production by cduntry

100%
90%
80%

Growth

2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 ~ '

Cdted'lvoire 1229,3 13824 12232 12423 15113 14100 3%

70% Ghana 614,5 7290  662,4 6320 10246  890,0 3%
60% Vietnam 0,2 0.4 0.5 2,0 2,5 50 109%

50% Dominican Rep 42,2 453 55,0 58,3 54,3 60,0 7%
Liberia 1,7 4,0 4,6 6.3 12,0 8,0 38%

40% Cameroon 166,1 1818 2236 2085 2285  210,0 4%

30% Brazil 126,2  170,5  157,0  161,2 1998  190,0 7%
20% Indonesia 5450 4850  490,0 5500  440,0  500,0 1%

Ecuador 124,5 1180 1350 1498  160,5 1750 9%

10% Nigeria 2200 2200 2500 2350 2400 2200 0%

0%

mAfrica mAmericas Oceaniz  Asia

Source: ICCO data

2 AGKAY GKAa NBAMEGRayakcumate Sppraxirat@ @0 Nifotal global

cocoa productionln other regions, here are countries that have been growing consistently

overthe last years Upcomingcountries to the cocoa productiomarket such a¥ietnam,

Dominican Republic and Liberia are amongst the fagpesting cocoa producsyreven

thoughtheir production volumes are smally 02 Y LJ NA & 2 yandiGhandseell S RQL @2 A
table abové. Due to their representativeness in the global cocoa productibis, studywill

focus on thewo main producer countries,!C(i S I® &l Grarda NJ

The world cocoa market is known to be volatile as a consequence to weathézd
production fluctuations and price speculatiol€ocoa plantationsuffer ofhighvulnerability to

2 Growth rate is calculated as theerageof the 3year movingaverages (midpoint) for the period 20807-
2011/12

®Krain, Servat et a{2011). Aid for trade case Rainforest Allianceozoin CoteR QL &2 A NB @
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diseases, which are said to destroy from 30 to 40%e world cocoa productiorExisting
RAFFSNBYOSa 2y K2¢g (KS YlaNGkbhavednflubldeddz | G SR Ay
differences in prices operated in each country.

In Ghana, the cocoa trade is kept under control by the government through thatmes of

Cocobod (The Ghana Cocoa Board, operating in the country since 1947). Cocobod determines
LINAOSaz o6dz2a FyR aStfta 0202F Y2y3 20§KSNI I O0A¢
liberalized with the government not regulatirg interfering inmarket transactios,

influencing the lower farnd I G S LINRA OS & BoyhpatisonwBhGhamaLIw@te NS A Y

RQL @2 A NB 3 202 theigév@rnrieyit Rlang t6 guarantee farmers a minimum selling

price following the model established in Ghana.

The concentration of cocoa production in two countries briegtrachallenges to the supply

chain, which is highly exposed to possibierironmental, sociadbr economicshocks and

Ayadal oAt AGASa andGaMRThe @olitidakinstabilitRiRk GEA RRL 2 ANB Ay
latest years is also a mattof concern to cocoa producers and importéfhere are also

additional concerns rated to the cocoa supply chain in these countries due to firlgbrmal)

taxes

The production in theecountries is chaacterized by lowrivestments on the farmer level, e.g.
in planting new trees oim acquiringfarm input for instance An estimated 35% of cocoa trees
in the region are older than 35 yeao#d, which brings a direémpact toF I N S NA Q
productivity’. Speciic reasons influencing this behavioof farmersincludethe high volatility

of cocoa pricesAs most farmers in the region are smallholders with farms below 3ha they
tend to havehighpersonaldiscountrates which discouragiirther investents in their irms
which will only produce possible returns in the medium and long té&mitesvolatility also
incentivizes some farmers tupt for diversifying their productioninto other types of crops as
an attempt to secure their income.

The low investments in fars, alschas a directmpacton the quality of cocoheansproduced.
Low or inadejuate investments in inputs, the lack of appropriate farmer training and good
agricultural practices negatively influence crop quality.

On the other handdespite the challeges in the sectotocoa demand is on the riddn the

current scenario it is expected to be difficult to meet the future demand wittsalditional
interventions to increase productivity and output quality in the sector. As a consequence of
the issues meribvned above, supply chain players have been facing the increasing challenge of
acquiringsufficient amounts ohighquality cocoa beans to meet their demanbh section3.2

we explore some of the corporate strategies in place to try to tackle this futersl.

“Bill & Melinda Gates Foundation (2008). Exploration of Opportunities West African Cocoa.
5.
ibid.
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Public concerns and (i I { S K é®mrRitBiéiEs Q

Apart from the issueselated to farmer investments and cocoa pricd®ere arealsoconcerns
in the sector from a social perspective.

Child labour and slavery are still associated with cocoa pragtuati several countries

According taa report from theTulaneUniversity(2011§, 50% of the children living in

I INR Odzf G dzNB K 2 dza & @haridwrk ik gigriculturé, Sith REpLoB@AoNIS
theseworking with cocoa. Actions organized by imational initiatives and private

stakeholders have been trying to reach out to these children and work on providing them with
alternatives, however there is still a long way to go. fdpic isalso constanthexplored by the
media, with articles linkinghild labour and cocoa being publishedrajor media vehicles

such as CNN and BBGiditionally, NGOshavebeentrying to call attention to the matter in an
attempt to increase awareness and demand acfi@m governments and key supply chain
actors

To respond to the public concern arstknowledgingheir own responsibility, everal

governmental initiatives have emerged over the past decade to request consumer countries to
take greater responsibility over the sustainabilifitheir cocoa supply chain. Bev is anon-
exhaustivdist of few of these initiatives:

A The EU announcdts concerns and called for its member states responsibility for the
adzA Gl AyroAatAdGe 2F GKS 02021 aSOG2NE; a (K

A The Dutch government S G KSNJ g A 0K LINAGF S aSOG2NJ LX | @&
organizations signed in 2010 a Letter of Intent where it expliaitlyounceghe objective
of having a 100% guaranteed sustainable cocoa consumption in the Netherlands by 2025.
The Netherlands igesponsible for 25% of all global cocoa procedsing

A The German government together with members of the private sector, civil society and
development cooperation has launched in June 2012 the Sustainable Cocoa Forum, with
the objective of increasing the&mount of sustainable cocoa produced in countries like
DKFYlF YR /%G4S RQL@2ANB YR AYLINRGAYy3I (KS
help to link up initiatives and increase collaboration in the sector. Today, approximately
12,4% of cocoa grown waklvide is consumed in Germahy

® Tulane University (2011). Final Report on the Status of Public and Private Efforts to Eliminate the Worst Forms of
Child Labar (WFCL) in the €oa Sectors ot6ted'lvoire and Ghana.

! http://www.europarl.europa.eu/news/en/pressroom/content/20120123IPR35955/html/Trald&Pscall-for-
action-againstchild-labourin-cocoaproduction

8 For more information and an English version of the letter:
http:// www.idhsustainabletrade.com/news/sustainabt®coathroughidhunder

° For more informationhttp://www.bmelv.de/SharedDocs/Standardartikel/EN/International/SustainaBlecoa
Forum.html
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In addition to government initiativesere are also specific corporate initiatives spread
throughoutthe whole value chainlVe seefor instanceambitious commitments from the
private sector towards the increase of their saisiable cocoa used, with some companies
aiming for 100% sustainable cocoaismedby 2020 A selection of some of tlse private
sector initiatives and commitments presented below:

Figure2: Commitments by players in the valuegh(not exhaustive)

Coopl/local Trader/ Processor/ .
Farmer Retailer Consumer
buyer exporter manufacturer
Barry Callebaut: Mars: Committed to
Launches $44 million source100%
global initiative for sustainable cocoa by
sustainable cocoa. 2020.

Armajaro: Launches

o :arm:rns?pgoartt ion 6 Sainsbury: Aiming for
9 A 100% Fairtrade chocolate,
Trust 0.

with 2020 sales of £1 bn.

Carrefour: With over 40.8 million euros in sales in in
France 2010, Carrefour is a leading retailer of fair-trade
products in the country. Sales under the label
Ethiquable amounted119 M. euros in 2009/10

Source: Compars@vebsites

One of the results of these commitments is that the demand for certified cocoa is increasing
and the private sector is striving to secure ithgustainable supply of cocoa.

As a consequence of the commignts,private sector actorare establishing strategic

partnerships with other players in the value chanch agprocessorsh Dh Qa > OSNI A TAOF
schemes and development agencies in an effokegoure their supplyFor exampleBarry

Callebaut and Ureverhaveset up a joint business development plan involving sustainable
sourcingMars Incorporated is part of a partnership with the three main certification schemes,

together with IDH, The German International Cooperation (G1Z) and other private aetios

(Barry @llebaut, ADM and Armajareyith the support of the World Cocoa Foundatitan

boost the capacity of the cocoa sector in Western Affica

Other multistakeholders initiatives have also arisen in ordefoster sustainability in the
cocoa spply chain These initiatives usually involve a variety of members from private sector,

10 http:/iwww. idhsustainabletrade.com/cacacce
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NGOs, governments, certification schemes and development agencies to work together
changecurrent negative practices of the sector.

Tablel: Multi-stakeholder iniatives for sustainable cocoa

Initiative Description

cgsourcetmst Source Trust Set up byArmajaroto help farmers improve livelihoods
e through better crop yields and quality, achieved through
sustainable farming practices.

[ /] The International  oyersees and sustains efforts to eliminate the worst form:
A8 Cocoa Initiative childlabourand forcedabourin the cocoa beans sector an
S their derivative products.
W World Cpcoa In cooperation withothers,formed by Nestlé in 2000.

Co Foundation

Promotes a sustainable cocoa economy through economi
and social development and environmental stewardship ir
cocoagrowing communities.

Roundtable for . o .
ol Hne Set up by ICCO, the roundtalifeentivises thlogueand
e RSCE o SystainabléCocoa ainabili ¢ all stakehold o
Economy sustainability amongst all stakeholders in the cocoa econc
COFAL COPAL Initiative Intergovernmentabrganisation representing 5 producing
‘ O2dzy GNRSayY DKFylFSX bAISNAI
\‘\\,\ j Cameroon, providing a space for dialogue through

conferences and regular meetings of member states
European
Standardization CEN is developing a project to create a European standat
‘ Committee (CEN)  traceable and sustainable cocoa

Sources: TCC (2010). GoBarometer 2010; GTZ (2010). Comparison of Privateor Standards
applicable to Cocoa Production; 1ISD (2011). The State of Sustainability Initiatives Review 2010, ICCO,
CEN.

With key sector playergublically announcing ambitious targets for supplying certified cocoa,
governments creating specific initiatives focusing on sustainable cocoa and different
stakeholders gathering in initiatives with the common objective ofdorg the sustainable
production of cocoa, we foresee certified cocoa becoming mainstream in the future. If that is
indeed the casgt is still unclear at this momentow the value of premiunand certification in
generalwill evolve over time.
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Conclusims

Cocoa production is concentrated in West Afi€x2 dzy G NA S&a% &LISOMA OF f £ &
Ghana As both countrieaccount forapproximately 60% of total world cocoa production they
are the focus othe quantitative analysis in this study

The demad for sustainable cocoa is also growing and expected to contingeowover the
next years. Major players in the supply chain have made commitments to increase the
sustainability othe cocoa they purchasé\s the current certified productioaf cocoais close
to 6% of the total cocoa production, it is foreseen that private sector players will have to
increase their efforts to secure tiresustainablesupplyin order to meet their commitments
set In that sense, we already see the establishment of paghips between value chain
actors aiming on increasing the amount of certified cocoa produced.

Independently of the future perspectives isimportant to recall thatcertification is a tool
that establishes requirement® facilitatethe sustainable prduction of commaodities. It ian
intervention that shouldcomplement other interventionsakenby the private sector,
governmens and NGOgand shall not be seen as an end in itself.
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Cocoa certification

This chaptedescribeghe most significanexistinginitiatives related to sustainable cocpa
with a focus on cdification schemes, providing amalysis of the key differencesd
similarities in relation to costs and benefiistween the most relevant certification schemes
for cocoa: Fairtrade, RainfaseAlliance UTZCertified and Organic.

The different certification schemes

Certification is one of the available tools in the market to ensure the application of principles

for sustainable production of commoditidgke cocoa.lt comprises a set of praiples

addressing social and economic concerns of farmers, farmer groups and commingitieéng
environmental requirementsithin their scopehe different certification schemes vary in

their main focus or strategy for achieving a more sustainableapcoductionwith some of

them focusing on the creation of sustainable trade relations (e.g. Fairtrade) and others with a

greater focus on increasing farmer productivity as a way to strengthen farmer&J{EZg.

Certified).It can be said that overall theseek impr@ SYSy 1a Ay Tl KRMSOMEQ f A DS
developing good agricultural practicand on capacity building. It is important to highlight the

Fairtrade differs in this sense from other schemes, as inceaag@oductivity is not of the

focus Inskad, Fairtrade aims for better and more just trade relatidb§Zand Rainforest
lffAlFyOS INB SELXAOAGEE lo2ddi GKSANI 202S0GA0S

The market share and total production of certified cocoa lbesnconsiderablygrowing.ICCO
dataontotal cocoa production in 2010 suggests that the tatatoa harvestvas circa 4.3

million tonnes. It is estimated that the total certified cocoa production for the same year was
around 275.008 tonnes, meaning that the certification market share hasioled from 3%

in 2009 to a little more than 6% in 20IThis ees not mean thaall the totalamount of

certified cocoa has reached the final market. Issues related to dexdstefication, i.e. cocoa

that has more than oneertificate and leakage to aoventional channels, i.e. certified cocoa
that is sold as nowgertified in conventional marketsnpay impact the total certified¢ocoa
availablé®.

" Fairtrade, Rainforest Alliance abi ZCertified information derived frorviatissek (2012). Sustainability in the
cocoa sector, review, challenges and approaches. Organic production information derived from TCCG2a6&8)
Barometer 2010.

2TCC (2010). Cocoa Barometer 2010.

'3 More information on double certification and leakage can be found in Chapter 6.
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Table2: Certification schemes focus areas and volume produced.

Certification Schene Focus Volume Certified Cocoa (tonnes)

2010 2010 shareof 2011
certified cocoa

Promote better trading conditions and
\Q empower producers. Focus @widerange of

) .
FAIRTRADE commodities andjold.

106.400 39% 150.0®

e Biodiversity conservation and sustainable 56.000 20% 98.400

oA livelihoods of farmers. Focus on increasing
caRiiriey productivity and covers tropical commodities
o and tourism.

RAS
[E]

Professionalize agricultural practices and
operational management. Focus on increasi
productivity. Covers coffee, tea and cocoa.

70.000 25% 214.000

CERTIFIED
Good inside

Focus on production in a sustainable way,
without the use of chemical inputs. Focus or
wide range of commodities.

42.500 15% Not
available

Organic

Source2010and2011 numbers are based on information provided-birtrade, Rairdrest Alliance,
UTZCertifiedthrough theirannual reportsand interviews. 201@rganic figure is derived from tieCC
(2010) Cocoa Barometer 2010.

Based on 2010 figures, we see that the most representative schemes in terms of their
certification market shre are Fairtrade (39%)TZCertified (25%) and Rainforest Alliance
(20%).

The Organic label had an estimated market share of 152@10;however as it addresses a
niche market, Organic certified cocoa is expected to grow at lower rates than the other
schemes.Due toits lower representativeness in terms of market shaaeyide variety of (sub)
schemes and a different agricultural approaeh have opted for not analysing the economics
of Organic label and focus our effeon the largesthree schemes: kdrade, Rainforest
Alliance andJTZCertified

3.1.1  Cocoa certification process

The ocoacertification process is comparable for all certification schemes, with the existence
of different requirements covering range of areas related to social, environméeatad
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economic issued he farmers need to comply with the determined requirements, and
compliance is verified by independent auditors, through regalatits (frequency varying per
scheme). The key changes to adapt to certification happen at farm |lexegver
responsibilities for and costs of certification are distributed through the value chain. We will
providefurther detailsinto the cost distributiorin Chapter6.

Figure3 provides an overview of how the process is structured and different roleshulistd
along the value chain.

Figure3: Roles and processes related to certification of sustainable cocoa

Independentthird party Certificationschemes

: Requirement
auditor g

Requirements about:
Respecting Human
Rights
Banning childabour

GAP (good agricultural
practices)
Verification Training
Farmer income Transparency
Environmental issues l
Farmer Coop/local buyer Trader/exporter Processor/manufacturer Retailer Consumer

NN

- . Organizefarmers
Administration 9 -
Managetransition
Change ) - . - .
: Paypremium to Administration Administration
productionand
. farmersicoop Track andrace Paysaledee
labourpractices e
i Paycertification
Membershipfee fee

SourceKPMG Team Analysis

Theoverallcertification processould bedescribedas follows

A The farmefcoop indicates thathey wish to become certified. At this statey
themselves can perform preassessmentbda SR 2y (0 KS NXiftdzA NBYSy (iaQ
available on the webpage of the certification schemes;
A The farmer/coop need to implement an internal control sysgefiCSaspart of the
A0KSYSAaQ NBIdANBYSydarT
A After the ICS is in place, they should go through an internal audit to check their
readiness to become certified. If the internal audit result is positive, the farmer
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organisation/cooperative will call a third party ftive official audit/verificatioror a pre
audit

A The farmer/coopan opt to have a third party praudit, to check howar they arefrom
meetingthe requirements and what needs to be improved. This is an optional step.

A The hired external auditor will evalteawhether thefarmer organisation/cooperativis
compliant ornot, and will visit a certain number of the cooperative memberalso
check for their compliance with the standardsiter the visit the auditor submits its
findings to the certification scime with either a recommendation for grantinge
certification orwith a list of improvements that should be implemented before the
organisation gets certified. In the latter case, the organisation will be given a certain
amount of time to adequate its pcdices to the requirements and a second visit by the
auditor will be scheduled.

A Itis important to note that in the first year, the cooperatives do not need comply with
all requirements. Some requirements are necessary from the first year on (e.g.
requirements referring to child labour). However, the schemes have a phasing system
that allows time for the organisations to adjust to all the requirements. For instance, in
the case of Fairtrade the cooperatives have up to 6 years to obtain full compliance.

A Training requirements also varies per certification scheme, with some schemes have
different requirements for the %, 2" and 3% year.

It is important to note that tle total costs bared and the party payiftg them differs by
scheme. The same is appliedwho receives the premium. Chapter 6 will explore this in more
detail.

Requirement differencedetween certification schemes

Even though the overall process of certification is similar among schemes they differ in their
specific requirementa/NVe have cbsen to highlight the differences encountered in some
specift requirements which can have a dirétipact on the cosandbenefit analysis of the
schemesat farm level To this list we added items not directly linked to the farmer profit and
loss (P&L) aount, but which we consider important differencés other players The
OFiS3A2NASa aalaa .FftlyOSé | yR aweeNblwddaSR 02y i
they can have a considerable impact on the P&L of other actors in the value Difearences

are also observed in value and type of fees required and in the amount of certified cocoa
required for the use of thé&abel Genetically Modified Organism (GMO) was included as, even
though genetically modified cocoa is not available in the consunsketat the moment

once it reaches farmers, it may have an impact on their ctisssimportant to note that this
possible impact is not explored in this repoBelow we present an overvieper scheme

A summary table comparing tleehemesan be faindin AppendixV, this table contains a
reference to the source documenighere we have obtained the informatidor each
requirementcategoryper certificationschemeWe have used the latest version of publicly
available documents and information degty from the interviews conducted with certification
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scheme ownersThis is a qualitative overview of requiremerfsirther details on costs related
to these requirenents can be founchiChapter 6

3.2.1 Fairtrade
Table3: Fairtrade reqil B YSYy 14 Q RSEAONALIIA2Y

Requirement type Detail certification scheme

Payment to schenté  Fairtrade does not require producers to pay a fee per volume as is the cas
other schemes. However, it chargas initial fee has to be paid by producer
groups varying according to group sizeanging from US$ 185%for groups
smaller than 50 members to USS11for groups bigger than 1.000 members

In addition, an annual fee ranging from US$ 18B8D1has to be paid also
considering the same group size categoriealasve mentionedEven though
this does not impact the codienefit analyss at farmlevel it is important to
note that Fairtrade also charges featsthe trader leveland manufacturer
level(licencefees).Alicencefee on manufacturer level is chargedpinding
on the country where the product is sgldhile for global manufacturers the
licencefee is depending on a percentage varying for the level of total
turnover.

Audits Fairtrade members pay a fixed annual audit fee, independently of whether
auditshave been conducteuh that specific year.

Premium received by Fairtrade pays a fixed premium of UZ¥ in addition to a minimum price of

farmer/cooperative US$H 2.000,both paidto the cooperative. The minimum price is just valid whe
the market pricesare lower than the established valu€airtrade farmers
decide collectively how premium should be used and the auditor has the
responsibility to check the premium distribution.

Certified content Fairtrade requires 100% of cditid content for the use of their label, or at
required in final least 20% minimum percentage of total weight of composite product.
products

Mass balanc Both physical and time mass balance is allowed under Fairtrade standard

2014.After 2014, only time mass balance is akkaly

Wage level The recommended wage level under Fairtrade should follow local legislatis
or the regional average. The choice between the two should be determine
whichever value is the highest. It also requires the gradual increase of wag
to abovesectoraverage.

4 Required fees that need to be paid to the certification scheme in order to be able to join their scheme. It
compiises entry fees, fees per volume and other direct fees paid.

% For all values presented in this report, values in EQr@sy GSNI SR G2 ! { 52ftf | N&A dz&aAy3

Y Fora complete definition of time and physical mass balance please refer to Appendix Il: Definitions
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Biodiversity and Fairtrade provides a recommendation on the more efficient use of energy .
climate change the replacement of noenewable sources by renewable ones whenever

possible in the processing facilities. It also will require tegistration of
greenhouse gas emissions savings in case initiatives are in place as of 20

There are no requirements concerning shade trees.

Waste disposal From 2014 onwards, farmers are responsible for the waste disposal. They
be required tohave designated areas for hazardous waste disposal and
storage. In absence of disposal system. The burning of hazardous waste \
only be allowed if in compliance with local legislation.

GMO (Genetically Genetically modified seeds shlol not be intentionally used.
Modified Organism)

3.2.2 Rainforest Alliance
TabledY wl Ay TF2NBaG ! ftAlFyOS NBIJdANBYSyiaQ RSAONARLIIAZY

Requirement type Detail certification scheme

Payment to scheme  Rainforest Allianceoes not have an entry fee for its méers. A fee of US$
15 per ton is to be paid bye farmer, coop or first buyer/exporter.

Audits The audit is done annually by a third party audit and prices are determinec
the market.

Premium received by Rainforest Alliancdoesnot have a fixed premium price. It does pay a

farmer/cooperative premium to the cooperativewith avalue determined by the marketinging
FNRBY FLIINREAYFGSEE !'{pP mpn ARtemil
distribution is not audited.

Certified content Rainforest Alliance requires a minimum percentage of dry weighfproduct

required in inal to allow the use of their label. Products need to have at least 30% certifiec
products cocoa.Rainforest Alliancencentivises the scale up of this percentage to 100"
Massbalance Rainforest Alliance does not allow any type of mass balance, requiring the

segregation of its product through the value chain.

Wage level Rainforest Alliancerovides guidelines for wages, howevkey are not
compulsory. It describethat workers should be paid on equal or higher leve
than the regional wage average. It allows employee housing and food to b
deducted from their salaries.

Biodiversity and Rainforest Alliance has specific requirements for farmers to maireteisting

climate change shade trees or plant new ones. Farmers need to have plans in place to rec
their carbon emissions or increase carbon sequestradiod they are also
required to annually describe their energy use per source and have a plan
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energy efficieny.

Waste disposal Farmers are responsible for their waste disposal and should be trained on
waste management followinthe principles established in Rainforest Allianc
guidelinesBurning of waste in open air areas is not allowed under any
circumstancs.

GMO (Genetically The use of genetically modified seeds is not allowed
Maodified Organism)

3.2.3 UTZCertified
Table5Y ! ¢% / SNIAFASR NBI[dZANBYSyiaQ RSEAONARLIIAZY

Requirement type Detail certification scheme

Payment to scheme  UTZrequires an entry fee for first buyers and fees throughout the value che
Anannual fee forsupply chain operators is chargedepending on volume in
tonnes traded The fee isangngfrom US$ 325or operatorsbelow 100
metric tonnes (MT) of UTZ Certifiednghased volume to US200to
operatorswith more than %.000 MT of purchased volume

A variable fee of US$ J&r tonis to be paid by the first buyer, whereas a
discount applies for large first buyers.

Audits The audit is done annually Ilyird partiesand prices ar@letermined by the
market.

Premium received by UTZdoes not have a fixed premium. However, its premium value is also
farmer/cooperative determined by the market angaid to the certificate holdefValues range

from approximately US$52A y DKIF y I FyR ! { P wmnn
Certified content The minimum certified cocoa content required in 2012 is of 40%. This
required in final percentage is going to gradually increase until 2014, as follows: 60% minit
products certified content in 2@3 and 95% minimum certified content in 2014.

Type of segregation ~ Both time and physical mass balance are allowedJforcertified cocoa.
allowed: mass balance
or full segregation

Wage level ForUTZ wageamust at leasfollow local legislatioror secbr agreements,
whichever is higheand the principle of equal payment (equal work is paid
with equal pay, a principle focusing on diversity concerns).

Biodiversity and UTZalso has specific requirements for farmers to maintain existirsgish

climate change trees or plant new ones. Even though farmers should have a risk assessir
and environmental impact action plan no direct recommendations are give
relation to GHG emissions, as it argues that mitigation is addressed throug
forest cover andther environmental aspects antthe energy use is minimal.

Waste disposal Limited responsibility of farmers for organizing a waste disposal sysem
there are no specific guidelines on how waste should be dispd3adentral
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locations, farmers should providedesignated area for waste storage and
disposal.

GMO (Genetically UTZdoes not provide guidance negardto the use of genetically modified
Modified Organism)  seeds. It states that there are no currently available GMO varieties, reasor
why the topic isot included in the 2008ode of Conduct

Conclusios

Certification schemes operate in similar ways and have as key objectiverolmote
sustainable practices in thecocoa supply chain and improve thigelihoodsof farmers in
producingcountries. Everthough similar in the way the certification process is structured,
certification schemes differ in their specific focus amdjuirements. These differences
requirementscan have a diredimpacton the costs and benefitat farm level They can also
impact certification scheme&ttractiveness for actarinthe value chain.
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Literature studyon the impacts of certification

Thischapter presents the findings of thitgerature study that was conducted to identify the

main advantages and disadvantages atifieation from afarmer/coopperspective. The study
includes insights from different parts of the world with a special focus on cocoa. Yet, since a
relatively limited amount of articles are available for cocoa certification, case studies on other
commodities €.g.coffee, fruit and vegetables) have also been reviewed.

Selection of 24 primary sources

After scanning approximately 100 documents on applicability, 24 primary sources presenting
empirical evidence from field research were selected to be path@fiterature study. The
underlying selection criteria were:

A Contentin order to be eligible, studies had to analyse the impacts (rather than drivers
or barriers) of certification based on a comparison between certified and conventional
farms. The redis had to be derived from field research reflecting actual experience
with certification rather than from other literature. In terms of commodities, reports
on cocoa were given preference over others with similar characteristics.

A Balance attention was pid to the balanced presentation of results. Papers that
appeared to be biased in favour or against certification were left out of the literature
study. Concerning the content, the majority of the papers address more than one
certificationrelated issue. fie exception are four studies focusing specifically on child
labour (2 studies), gender (1 study) and cooperatives (1 study).

A Quality. in addition to relevant peereviewed papers, publications from research
institutes and international organizations halveen used. All of these sources have a
clear methodology and associated conclusions.

The 24 primary sources were complemented by information from two literature reviews, one
discussing gender issues and the other impactsdification on cooperativeshese

literature reviews were used because the primary sources contained insufffzidirigson

the respective topics. The full list of sources can be fourfgppendixVII.

The literature study focuses on certification in general. If there are any sehpetific
advantages or disadvantages, ytere indicated in the text. The baseline for the analysis of
advantages and disadvantages of certification is conventional farming.

Most literature on certification looks at momestablished schemes such as fade, Organic,
Rainforest Alliance and UTZ, with Fairtrade being covered by the majority of studies (see figure
4). Coffee seems to be the commodity most commonly studied. The charts below show a
classification of the literature reviewed according to coadity and standard. Given that, in
several cases, a paper includes more than one commodity or standard, the total number of
studies presented below exceeds the amount opZ4narystudies ircluded in the literature

review.
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Figure4: Studies on certification by commodity and standard
Studieson certification by commodity Focus of researchy standard
Coffee Fairtrade
Organic
Cocoa
Rainforest Alliance
Fruit/Vegetables
uTZ
Other Global G.A.P.
Herbs/spices SA 8000 . |
! 0 5 10 15
0 5 10 15
m# of studies | # of studies

SourceKPMG Team Analysis

Methods for mpact measurement

The impact of sustainable cocoa certification is discussed in wapieerreviewed academic
papers Several publications discuss the methlodyy of certification impact measurement
either from an ecologicHl, economic® or sociaf® perspective. In addition, a number of
initiatives have been initiated to measathe impact more structurally:
A L{9!] KIa&a RS@St2LISR | RAfAmSEdskinghe iBpattbfS R
sustainable certification from a rather generic perspective;
A The World Cocoa Foundation has launched the Cocoa Measurement and Progress
(CocoaMARplatform in an apparent effort to measure progress of sustainable cocoa
production through a set of indicators.

[@mtN
)
(7))

International Institute for Sustainable Development (1180J theUnited Nations Confence
on Trade and Development (UNCTAddhched he Sustainable Commodity Initiative. The

v Stem, C.Margoluis R.,SalfaskyN. andBrown, M. (2005). Monitoring and evaluation in conseiiea: A review of
trends and approaches. Conservation Biology 19(2)c 2%

Fronde] M. & Schmidt C.(2005).Evaluating environmental programs: The perspective of modgatuation
research Ecological Economicgolume 55, Issue,$ages 51§526

18 Greenstomr, M., andGayer T.(2009)Quasiexperimental and experimental approachesaavironmental
economicsJournal of Environmental Economics and Manageméolume 57, Issue, pbages21¢44

19 Pau| E.(2005). Evaluating fairtrade as avddéopment project: methodological considerations. Development in
Practice, Volume 15, Issue 4, pages-138.

20ISEALAssessing the Impacté Social and Environment&tandards Systemal.0(2010),

http://www .isealalliance.org/ourwork/codesof-good-practice/impactscode 03-07-2012.
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Committee on Sustainability Assessment (COSA) has developetth@dologyto measure
impact of sustainability initiatives and are preparing a publication on cdemits(and
Giovanucci2012) Since the methods available are either in a development phase or more
W3 dzA R-Babell, W& apglied a KPMG model foe emalysisn this report

KPMG model to analyse advantages and disadvantages

For the analysis of the advages and disadvantages of certificatioKRMGmodel has been
applied, which distinguishes betwe@npacts orthe farm level, the cooperative level and the
broader community level. Each category is further subdivided, as illustrated in Fidopai5.
production and selling are analyzed at the farm level; Economic and institutional/political
issuesat the cooperativelevel and environmental, economic and social issues at the
community level.

Figure5: KPMG model used for analysicgrtification impact at farm, cooperative and community level

Onfarmer level,
(dispdvantagedor input,

SRR S productionandsellingare

analysed
Cooperative level:

Oncooperativelevel
economicand
socialpolitical

(dispdvantagesire

distinguished

Oncommunitylevel
g (dispdvantagesor
Pebple environment,economyand
: peopleareanalysed

SourceKPMG Team Analysis

An overview of the results from the literatustudy, including the references of the supporting
studies per argument can be found in Appendix V

© 2012 KPMG Advisory N.V. All rights reserved. Printed in the Netherlands. 26



4.4

4.5

The International Cocoa Organization (ICC
Study on the costs, advantages and disadvantages of cocoa certific

October2012

Limitations

The evidence bast judge the advantages and disadvantages of certification schénmes
the farmer perspectivappears relatively robust, however when drawing conclusions the
variability in methodologies and sample sizes has to be taken into account.

Besiles, no differentiation is made between the advantages and disadvantages of individual
certification schemes, which means that the arguments presented might not be equally
applicable to all schemes, givéheir different requirementsMajor deviations of lyuments
especiallyregardingorganic certification are indicated in the text.

Finally, as stated before, there is only a limited amourdtadies available for cocoa. For now,
it is assumed that conclusions from ethcommodities, in particular frorooffee, also apply to

a large extent to cocod.he conclusions, therefore, should be resesla hypothesitor further
research.

Results

The literature review found substantial evidence that certification has improved the social,
economic and environmental cditions of farmers and the communities they live in. At the
same time there are certain negative effects, presented as disadvantages of certification.
Figure 6 summarizes the advantages and disadvantages at the farm, cooperative and
community level. It ifmportant to note that some of the disadvantages depicted in the graph
are not actually disadvantages of certificatiout instead describe problemshich existapart
from certificationandthat certification has not managed to solweet In these casethe
wording of the argument (e.g. persistent gender inequality) indicates that it should be
interpreted as a shortcoming of certificatigne. a condition already existent that certification
does not manage to changedther than an inherent or structuralisadvantage. Figure 6
provides an overview of the advantages and disadvantages of certification frofarther
perspective.
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Figure6: Overview of the advantages and disadvantages of certificdt@n the producer perspevt

Advantages Disadvantages/shortcomings
ABetter resource .
management . Community level
AConservation of ecosystems: :
and biodiversity Environment

AAgricultural input 3~
ATraining
AAccess to credit

Cooperative level s AAdditional
investments

AAdministrative
efforts

Farmerlevel

Alnvestments in
productive
infrastructure

AHigher labour
costs

AContinued
marginalisation

AHigheryields
ABetter

product
quality

eeccccece

of smallscale
farmers

+

ALocal employment
opportunities

eeccccccs

AHigher prices : . ALesspremium if
Almproved incomélnstin,&ionaﬁ produce sold to

' AEnhanced market /pdlitical:  conventional
access :

! Almproved labour

conditions APersistent

genderinequality

Almproved producer
livelihoods

_U
0]
c.ouiooc.ouicoouo
1=l
)

SourceKPMG Team Analysis

© 2012 KPMG Advisory N.V. All rights reserved. Printed in the Netherlands. 28



The International Cocoa Organization (ICC

Study on the costs, advantages and disadvantages of cocoa certific

October2012

451 Farm level

The advantages and disadvantages analysékeatarm levelwill be presented according to
the following dimensions:

A Inputcomprises different forms dbubsidizedlinput material(e.g. seeddertilizers,
pesticides etcas well as technical and management trainiagd loangprovidedto
the farmerby other actors in or out of the value chain (e.qg. first buyer/ exporter,
cooperative, NGOs ).

A Productiondescribes e actual process of cultivatirthe cropsthus capturing among
others the impact®f certification on product quality and yields

A Sellingdesignates the commercialisation phase of the prodaaj.the cocoa beans),
where factors such as market accegsade conditionsand price play keyrole. Onthe
farm level the advantages of certification range from financial to +fimancial
benefits, whereas the disadvantages are mainly cekited

Inthe beginning of each sessidhge main arguments are summarized.drder to make the
resuts as transparent as possibnumbers are indicated in brackets. The fose stands for
the total amount of studiesupporting the argument, the secomahe is theamount of cocoa
related studiesupporting the argument. In certain cases the seconahiper is 0, meaning
that the argument has not been found in any of the studies on cdmaft is includeddue to
its relevance to the analysis of certification and applicabilityhe ¢ocoa realityThe argument
is then derived from studies on other crapn appendix VIl an overview can be found with
information on the literaturaused the commoditiesand certification schemethat are

studied.
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Figure7: Advantages and disadvantages of certification at the farm level
Advantages Disadvantages/ shortcomings
mPUT INPU
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_minimum prices and price premiums significantif famers are forced to sell part of their
ANetincomegenerally rises as a result of certification certified products to the conventional market with no

ACertification enhancemarket accesand stability through | | or limited return on investments
long term contracts

SourceKPMG Team Analysis
45.1.1 Input

Advantages

A Better access tagricultural inputs(sometimes at low costs or even for fres)ch as
fertilizers, seedlings and drying materials improve farming conditions (5;1: ssiehte
by 5 studies in total, among them 1 study on cocoa)

A Trainingswhich farmers do not necessarily have without the intervention of
certificationbuild farming and management skills, fostering good agricultural
practices anarganisational developmer{8;3).

A Improved acess to creditllows farmers to prdinance business activiti¢g;2).

5 studies describeht increased access &gricultural inpus such as higimitrate fertiliser,
quality seedlings and drying materidisputs that are used for the pcess of drying of seeds)
through the cooperative as an important advantage of certification as it direnfyoves
farming conditionsLikewise, members of certified cooperatives benefit from access to
communal equipment as well as transport for theiogucts(LyonsandBurch, 2007).

Closely linked to this aspect are trainingsluded in certification requirements ahdr given

by other organizations to prepare farmers for certificatiwhich help farmers build farming,
management and marketing skiltbus fostering good agricultural practices and organisational
development. This is confirmed Bystudies.Potts and Giovanucci (201&how that trainings
have increased 120% in certified farms in comparison tecestified onesKrain et al. (2011)
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monitoring of their income, expenses and harvest.

R 022

A third advantage of certification is improved access to credit, allowing farmers fngrece
their business activitie& studies) According to Fort and Ruben (200&)t only the access to
credit but also the amounts of loans received hamereased significantly due to the collateral
value presented by Fairtrade delivery contracts.

Disadvantagelsshortcomings

A Farmers facadditional investmentsto upgrade farming practices and systems to the
certifiable leve(9;3).
A Greateradministrative effortsand costs are involved in standard complia(@g).

Awell documenteddisadvantagef certificationisthe additional investmert that farmers

have to make in order to upgrade their practices and systems to the certifiableg$evel
studieg. These compliance costs are associated with putting in place new infrastructure and
technologies, changing farming or pdsirvest practiceaswell as passing conformity
assessmentd.€. audit charges)d.g.AkyooandLazaro, 2008). Apart from direct investments,
the adherence to a certification standard also involves greater administrative and
organizational efforts in the form of participag inproducerorganizations, documenting
processes, supporting monitoring and inspection systems and setting up farm accounting
systems¢.g.Santacoloma, 2007).

A concern highlighted blyiu et al. (2004is that farmersvithout a guarantee of continuk
access to the lanfthere is a limited amount of farmers with land titla)e unlikely to make
theseinvestments required to achievend maintaincertification having an additional barrier
to access certification

45.1.2 Production

Advantages

A Yieldsand produdivity increase due t@ood agricultural practicesndimproved use
of inputs (9;3)
A Productquality increases in line withertification requirements6;1).

At the production levelyields and farm productivity increase due to the application of good
agricultural practicesnd inputsfollowing certification (9 studies)erkaart (2009) for instance
finds thatUTZaffiliation in Uganda has contributed to the higher productivity of certified
coffee farmers as compared to naertified farmers. Similarly, Aould et al. (2009) observe
that Fairtrade coffedarmersoutproduce norFairtradefarmers by using their land more
efficiently.
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For organic certification, conforming farmers are assumed to be confronted with yield losses

once they stop using chemical fdizers, insecticides, and pesticides. Yet, this only occurs

whSy T N¥xa | NB GOidysts tyie SIRondeMBNYl prodyictian to a certified

organic systeminstead, many TNA Ol y FIF NX¥YSNhER 6K2aS FTASEtRa I NB
benefit from certification in terms of improved production techniques and higher yields (Akyoo
andLazar2008).

Second, certification appears to have a significant positive influence on product quality (6
studies). This impact is generally attributed to the tiagnprovided and the enforced adoption
of good agricultural practic&AP)

The importance oGAPfor both yields and quality is illustrated by a studyRainforest

Alliancecocoa certificatoh Yy / 8 1S RQL @2 ANB 0 YNI A yint&iated f @ w1
pest management methods reduced the number of cocoa pods affected by black pod disease,

a severe challenge throughout the entire region, by 35.6%. The farmers also improved their

methods of cocoa production in terms of crop management, treajm, raising seedlings in

nurseries and agroforestry, as a whole. Ultimately, both the quantity and quality of the cocoa

LINE RdzOSR Ay ONBI ASR¢ o

Disadvantagesshortcomings

A Labour costgin certain cases also production costs) increase as a result of
implementing certification requirementé7;2).

Certified farmers tend to incur higher labour costs than conventional farmers, which in a few
cases leads to higher production costgy(Liu et al., 2004; Bolwig et.aR007; Gibbon et al.,
2009. Yet,Liu and Blwig note that the benefits of conversion in terms of price premiums and
higher crop revenues outweighe higher production costs

An increase in labour costs has been observed particularly in the context of organic
certification, which is associated withore labourintensive ploughing, podtarvest handling
andprocessing activitie-ortandRuben, 2008; Santacoloma, 2007). In order to meet the
quality requirements of the organic exporter, farmers employ additional family labour and
often hire externalvorkforce €.g. Bolwig et al., 2003affee, 2008). According to Jaffee
(2008) the costs of hired labour are significantly higherFairtradefamilies than for their
conventional counterparts. None of the studies examined attributes a cash value hoting
of unpaid family labour.

Higher labour costs do not necessarily translate into higher production costs. Potts and
Giovanucci (2012) report that despite increased labour costs, overall production costs were
reduced throughthe participation in a sustinability initiative. This is confirmed by Lyons and
Burch (2007), who document that organic farming resulted in a reduction in the cost of
farming, as farmers were able to replace expensive external inputs (including fertilisers and
seeds) with organimputs generally produced on the farm.
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Selling

Advantages

A Farmers receive highgricesfor their products due to minimum prices (Fairtrade) and
price premiumg13;5)

A Netincomegenerally rises as a result of certificatidn;4)

A Certification enhancemarket accessnd stability through long term contrac(8;3).

The majority of the studies (13 out of 22) acknowledges that certified farmers receive higher
prices for their products due to minimum price floors and the payment of price premiums. In
most casgs, higher prices in combination with other factors such as improved yields and better
market access translate into higher net incomes for farmers and their families (11 studies).

However the impact of certification on household net income highly dependte local

context, as illustrated by Potts and @#@mucci (2012)The authors find a significant increase of
net income from organic coffee and cocoa in Tanzania and Colombia and a negative impact in
Mexico and Costa Rica where net income of certifectht decreased compared to the
conventional control grouplhe underlying causes of these opposing trends are not explored.
Yet, they show thatinderstanding the local context is crucial when determining strategies for
the adoption of sustainable practices

Asathird advantagecertification enhances market access and stability through longer term
contractual arrangement&’ studies). Literatureeveakthat farmers established stable
commercial relationshipandexperienced better opportunities due teebhg more attractive

to customers At the same time theperceivedessrisk and more transparency in
negotiations suggesting an increase in their bargaining poweain et al. (2011) observe that

Ay /538 RQLOU2ANB GKS 32 atRe codddrécdabilhydnirodicedLt A S R

impressed traders, creating trust in the cooperatives and leading to improved market access.
In the survey conducted by Consumers International (2005), all certified farmers agreed that
the main motivation for seeking a#ication was to improve market access and that
subsequently negotiating skills and market information were essential to take full advantage of
certification.

Disadvantagesshortcomings

A The impact of theorice premiumbecomedess significanif farmers are forced to sell
part of their certified products to the conventional marlkse to low demand6;2).

While price premiums to which certified producers are entitled have shown to contribute to
higher incomes, under certain circumstances they appegidhl little effects. The main

reason for the erosion of price premiums are changes in supply and demand, meaning that a
decline in demand forces certified producers to sell their products on the conventional market.
This argument is supported by 6 studiesu et al. (2004) cite the cases of coffee from Tanzania
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and cocoa from Ghana where only a low percentage of iadluction was sold on the
Faitrade market. Another studgn coffee(Fort/Ruben, 2008) confirms this

Fortand Ruben (2008) adds the cara about the premium distributiorexplainingthat a

large proportion of interviewed farmers lacked knowledge regardirggdistribution and use

of the Faitrade premium. Alsahe perceived benefit of the premium is questioned, because
whenpremiums ardnvested in social and collective infrastructure their perceived advantage
is les tangible as they benefit certifieahd noncertified farmers alike.

While most certification initiatives are associated with price premiums, their structure, amount
and dstribution criteria are notlear and notonsistent across schemds.some cases
mentioned in literature, it seems to be the case that farmers benefit from other intangible
commercial advantages of certification (as better bargaining power) than frorpréraium

itself. One study describes th&dr some organic producers the price premium does not
compensate for the additional costs of production in terms of reduced yield. In contrast, it
observes that a premium decline for the UTZ scheme is compensatiedieased market

access and the ability to negotiate lotegrm contracts (Consumers International, 2005). The
latter finding is confirmed by Potts and Giovannucci (2012), who point outithéde UTZ

farms demonstrate pricing that is only marginally ligthan uncertified farms at the global

level (4%), they were found to have among the greatest improvements in yields compared to
their controls (30%).

4.5.2 Cooperative level

The analysis of the cooperative level looks at positive and negative impacts exjeriey
cooperatives aa result of becoming certifiedhe fact that ertification processes are
believed to strengthen existing loops and be a driver for group forntimgs facilitating the
formation of cooperativesis not included in this analysi&/efocus on the results observed
after the cooperative is already formed.

A clear distinction is made between tirapactsthat arise for farmers through their

participation in certified cooperatives (such as increased market access) amdgaets that

arise from being in a regular cooperative scheme. The indirect impacts of cooperative systems
to farmers and communities are addressed in the othections

Figure 8 provides an overview of the advantages and disadvantages of certification at the
cooperatie level, distinguishing between the economic and itigitutional/political
dimension. A more detailed explanation is provided in the text beldve evidence base for
some of thearguments in this section isnited, since only &w number of studies dals with
certification impacts on cooperativés particular Further research is necessary to test the
robustness of these arguments.
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Figure8: Advantages and disadvantages at the cooperative level
Advantages Disadvantages/ shortcomings
ECONOMIC ECONOMIC
= Certification ensures the economic = Cooperatives face considerable
and financial viability of cooperatives compliance costs while lacking
= Certified cooperatives have a positive working capital
effect on local market competition
reflected in higher prices offered to
farmers by private purchasers Economic
s
INSTITUTIONAL/POLITICAL INSTITUTIONAL/POLITICAL
« Certification strengthens cooperatives’ Institutional/ = Inefficiencies arise with the complexity
organisational capacities and tends to poliical caused by the size of cooperatives
increase their member base : and/or their numerous activities
+ Cooperatives benefit from improved = Democratic control of cooperatives
political representation and legitimacy through their members remains
due to certification limited

SourceKPMG Team Analysis
Economic

Advantages

A Certification ensures the economic and financial viability of cooperatives (2;1)

Certification ensursthe continuedeconomic and financialiability of cooperativeasit leads

to improvedmarketaccesscredit services angdayment of premium price@Ronchi, 2003).

This argument is supported by the results of a literature review of 77 studies focusing on the
commodities coffee, bananas and cocoa, which has been publish&agneron anBoquigny

in 2011

Disadvantages/ shortcomings
A Cooperatives face consideralempliance cost$4;0) while lacking working capita(1;0)

Certified ooperatives incur a variety of compliance costat would not be as strict in a
normalcooperative settingranging from farmer registration, record keeping, inspection,
certification, field agency operation, farmer training, and premium payment to farmers (Akyoo
andLazaro, 2008; Santacoloma, 2007; Ronchi, @0@aring these costs is paularly

difficult if cooperativedack working capital. This is explained by the fact that their members
are generally poor farmers without the capacity to invesadministrative skillsThe lack of
working capital implies that cooperatives are noteatd immediatelypay their membergor
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their produce which in turn reduces theattractivenessdr cooperative membership (Milford,
2004).

4.5.2.2 Institutional/ political

Advantages
A/ SNIAFAOIGA2Y & daysationd $apacitieddnts Mihcieasd S & Q
their member base (2;2)
A Cooperatives beneffrom improved political representatiorand legitimacy due to
certification (1;1)

Once cooperatives manage to be compliant with certification schemes requirements, it is
shown that ertification helpscooperatives to further develop their organizational capacities
(Krain et al., 2011; Vagneramd Roquigny2011).

The services provided by certified cooperativesch as training to cooperative membersd
seems to make them more attractive in the peptien of farmers (see Foend Ruben, 2008;
Nelsonand Galvez, 2000), which might constitute an incentive for-ntembers to join these
cooperativesDue tothe training sessions in sustainable cocawnfing for example,

02 2 LIS NI ( A @S indrggSed/theifinEemiRIQHip by about 25% (Krain et al., 2011).
Yet, given that Krain et gR011)are the only authors to explicitly mention the advantage of
growing cooperative membership, further research has to prove the validity of this argument.

Based onhteir literature reviewVagneronand Roquigny2011)conclude thatrairtrade
positively impactshe representation oproducer organizations in institutional networkhe
same is true fotheir political representation and thelegitimacytowards their nembers and
other actors (e.g. other producer organizations, decision makers, public administrations,
NGOs)This literature review is the only paper addressing this topicjtedindingsmay be
regarded as fairly reliable, given thheir are based onhe review of darge sample of studies.

Disadvantages/ shortcomings

A Inefficienciesarise with the complexity caused by theesiof cooperatives and/or the
numerous activitiegassociated with the participation in a certification scheme (1;0)

A Democratic corirol of cooperatives through their memberemainslimited after
certification (4;2)

First inefficiencies arise with the complexity which is created by the large size of certain
cooperatives and/or their numerous activities. As Milford (2004) argas=ertified
cooperativeshave to satisfiseveral needs of their members.§.credit schemes, education
and other nonrfinancialservices)they are likely to have more complex administration
procedures and higher expenditures than theigularcompetitors.
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Second, several studies observiaek of effective democratic control of cooperativias
generalthrough their membersln mostcooperatives important issues have to be decided by
majority. However if memberare not sufficiently educated or informethey may leave the
decisions to cooperative staff, which creates the risk of mismanager&gen though this is
the case for cooperatives in general, certification can increase complexity and worsen this
context. The frequet lack of knowledge about Faiade among individual members t#rge
cooperatives puts theffective democatic control of these organisations at risk (Milford,
2004; Liu et al2004).

The literature review of¥/agneronand Roquigny2011)finds that he principles of democratic,
transpaent, and participatory governance are often difficult to implement, even within
Fairtrade certified organizationg.he lack of demaocratic control is thus not a typical
disadvantage of certification but rather a problem that has not been tackled by drso f

4.5.3  Community level

The community level captures the broader positive and negative impacts of certification on the
local environment, the economy and the people. Most advantages seem to result from higher
available incomes in farmer householdg)ereassome of them caralso be attributed to
community investments made by cooperativé&ey advantagesn the community levehre

the conservation of the local eneinment and improved livelihoodMixed resultsand

possible shortcomingsave been foundor certain groups, namely women and smatlale
farmers(e.g. farmers with less than 3ha and living in remote areas
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Figure9: Advantages and disadvantages at the community level

Advantages Disadvantages/ shortcomings

GNVIRONMENT \ / ENVIRONMEN

AMore efficient use of agrochemicalmitigates AThere is no sufficient evidence for environments
negative environmental and health effects disadvantages dafertification

AEnvironmental training of farmers improves
management of natural resourcg®.g. recycling
of waterand crop waste)

AFarmers implement measures foonservation
and restorationof local ecosystems and

\biodiversity / \ /

/

ECONOMY

AFarmerc_ommunities benefit from
cooperativemvestments in productive
infrastructure

cee

m
=]

ron.
ECONOMY
ASmaltscale farmergannot benefit from
certificationdue to difficulties to meet

cccese <

4
'

AcCertificationin certain cases generates certification requirements
\_ localemployment opportunities e
PEOPLE
ALabour conditionsf farmers and their workers AWith ificati deri i | PEOPLE
improve in terms of housing, medical treatment ith certificationgender inequalitypartly
and remuneration. persists with women facing higher workloads

< Lo . - hile having littl | h i
AProducer livelihoodémprove with higher food while having little control overthe use iicome

security, increased value of household assets,
access to healthcare and better education of
children

SourceKPMG Team Analysis
45.3.1 Environment

Advantages

A More efficientuse of agrochemicalmiitigates negative environmental and health
effects(6;0).

A Environmental training of farmers improvasanagement of natural resource@.g.
recycling of waterad crop wastej4;2).

A Farmers implement measures foonservation and restoratiorf local ecosystems
and biodiversity(9;3).

The farmers participatingn certification programmesseagrochemicals such as fertilizer
insecticidesand pesticidesnore efficiently. Where farmers have adopted organic agriculture,
they are no longer expesl to any hazardous chemicabsit also other schemea=quire

natural methods such as integrated pest managemehile restricting the applicationof
certainchemicalsTogeher with the increasedspreadingof protective clothing and gear use,
this practice mitigate N {2 T NBtSING €. IKSadBiréh, 2607;
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Consumes International, 2005)A study on Global Gap certificatialsofound farmers to be
more aware of the impact of their farming practices, including the use of chemicals, upon the
environment (de Battisti et al., 2009This effect, is however, not yet documented for cocoa
certification specifically.

A second environmental adntageis the impoved management of natural resourcgs

studies) After receiving trainings on the treatment of water or the recycling of waste for
example, farmers adjusted their behaviour accordingly. The outcomes of an environmental
project analysed by Krain et al. (20 reflects these changes: wells were more often used in a
correct manner, surface water in plantations was less or not at all contaminated and the great
majority of farmeranaintainedtheir waste management methods disseminated through
trainings. Thi®bservation is supportetly the findings of Potts and Giovannucci (2Q2&hpich

show that the proportion otocoa and coffeéarmers recycling crop waste increased by 63%
following training promoted by thecertification programme.

Thirdly, certffication seems topositivelyaffect natural ecosystems and biodiversity gfudies.

In the context of their agricultural activitiegrimers adopt environmentally sound measures
such as planting shade trees, producing comamst applying it to fieldsbuilding liveplant
barriers,establishing terracesr markingcertain areador wildlife protection €.g. Jaffee,

2008 Krain et al. 201]). The stringency of the requirements for the conservation of sail, flora
and habitats differs per scheme (KPMG, 20¥ile behg present in all certification types,
the positive environmental effectseemparticularly tangible in the case of organic
certification.

Disadvantages/ shortcomings

There is not enough evidence in the literature reviewed pointing to environmental
disadwantagesof certification.

Economic

Advantages

A Farmer ommunities connected to certified agricultubenefit fromcooperative
investmentsin productive infrastructure (2; 0)
A Certification in certain cases generates local employment opportunities. (4;1)

Cooperativesisuallyinvestpart of the premiumin productive infrastructuravailable for

collective use, whickarmers would otherwise not be able to afford. Milfof2004)observes

that some Mexican cooperatives have made numerous investments, theimpsttant being

a large roasting machine. Similarly, in a case studied by Consumers International (2005), the
local cooperative has installed a processing facility (which was too costly for the farmers to buy
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on an individual basis), puttinganendto f8mMEAE Q RSLISY RSy O0S 2y Ay (i SN)XSR
processorsMore generally, cooperatives invest part of the premiums in road improvement,

education services and internal loans, the benefits of whiehemjoyed bythe communities

(FortandRuben, 2008).

Certificatt y OF y ONBI (i 2 AAS/NFEA NBFORIS RiNI alia2LdkG KA y 3 £ 2 OF €
leadto more investment in rural areas amaol the creation oflocal employment opportunities

at producer organisations (administrative jobs)abfarming, processingnd packing of

agricultural products. This argument is mentionedbstudies (de Battisti, 2009; Lyon, 2010;
Santacoloma, 2007; Vagnerand Roquigny 2011).0ther studieshighlight that farmers hire

additional labour force in order to adapt to the inceeal workload associated with

certification (e.g. Ronchi, 2002a, Verkaart, 20@®¢ating jobs at local leveYet the

employment effect is negligible in the case of srsalle farmers which tend to hire few if

any workers (Krain et al., 2011).

Disadvamages/ shortcomings

A Smaltscale farmersannot benefit from certificatiomlue to difficulties tomeet
certification requirementg5;1).

It seems challenging foedification schemes to include smaltale farmersn their system

(i.e. the ones with farmwith less than 3ha and located in remote areas$)sgroup of famers
continuesto face difficultiesn accessing certification and maintaining conformity with a given
standard (6 studies)

In the case of GLOBALGAP certificatibhorticultural producsin Kenya, for instance, the

majority of growers had been dropped or had excluded themselves from the scheme due to

problems with implementation of the standard (de Battisti et al., 2009). According to the

authors of the study, thidecline in the numbeof smaltscale farmerseflects both the

increased costs and managerial burden associated with me&tisgNIi A TA OF G A2y aO0OKSY
standards and the decrease in external funds to mairgamallscale¥ I NJYp@rhdpaion

A survey of conventional farmersmaucted by Consumers International (2005) reinforces the
argument put forth by otherse(g.Verkaart, 2009), that direct costs of certification represent a
major difficulty for smatkcale farmersAlthough the interviewees did not distinguish between
schemes, the authors assume that Fairtrade forms an exception in this respect, given that the
costs for association are considerably lower than for other schemes. However, they estimate
that a barrier remains which consists in achieving the level of colleatgemnization in order

to be admitted to the Fairtrade scheme (Consumers International, 2005).

%L Smallscalefarmersare defined as farmensith less than 3 hectasdocated in remote and isolated ares®ee
definition list in Appedix III.
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The gographical locationf these farmergan also bénighlighted as factorfor

marginalgation, as acocoacase study conducted by Nelson and Galvez (20@8)s. The
cooperative in question reaches many isolated producers, but its geographical coverage is
limited meaning that some of thenost marginalise@mallscalecocoa farmersemain

excluded

45.3.3 People

Advantages

A Labour conditionsof farmers and their workes improve in terms of housing, medical
treatmentand remuneration (6;3)

A Producer livelihoodsmprove with higher food security, increased value of household
assets access to healthcamnd better education of children (12;4)

A total of6 studies point taadvantages of certification related to labour conditions of farmers
and workersgncluding less (perceived) child labolmproved labour conditions manifest
themselves in job security, safer workplaces, access to medical treatment as well as in the
provison of adequate housing (e.g. Consumers International, 2005; Krain et al., 2011).

The issue of child labour is addressed by 4 studies, with 2 (Beyer, 2012; Tulane University,
2011) focusing exclusively on this tofeeking to uphold the chilldbour rehted

International Labour OrganizatiolLQ conventions 182, 138 and 29, each of the established
certification schemes in the cocoa sector has incorporated basic labour standards in its code of
conduct, however with differing degrees of stringency (Tuldnésersity, 2011).

A few studies directly investigate the impact of certain certification schemes on eliminating
child labour A systematic analysis of the child labour recordsamfialcertification standards
(including certification schemepgrformedby Beyer (2012)rovides a comparative picture.

For Social Accountability Internatiorad child labair was found at any audited facility the

mMmn &SI NB 27F { ltyknAd O3 yf LaLE ASH LtAl2AYY SR o6& GKS &adil
requirements to submittingts applicants to seléxaminations and prescriptive workplace
improvements prior to the initial thirgbarty audit. Rainforest Alliandgas foundchildren

workingon the farms of a number of certification applicants, which resulted in the worksite

not beingcertified. ForFairtradeinspected farms, naggregated globalata on the occurrence

of child labaur is availableaccording to the author. However, the authors of the Tulane report
(2011) cite the example of the Kuapa Kokoo cooperative in Ghana whipbnsiesl 7 out of 33

of its cocoa farming communities after the FLO certifier identified Worst Forms of Child Labour
(WFCL). Also, in 2009, another WA#fttican cooperative had been suspended by FLO on
grounds of norcompliance with ILO 182. After the coopgve issued a corrective action plan

and agreed to followup audits, the suspension was lifted. According to the report, these
examples indicate that the Fairtrade system is effectively working towards the elimination of
WFCL (Tulane University, 2011).
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Krain et al. (2011)eport that WFChvere not encountered within the six cooperatives covered
by the studied projeck Y / & (i SastRa®theg@dinbtBppear in any of the audit reports
undertaken by the Rainforest Alliance. Verkaart (2009) reportsWlgmndanJTZcoffee

T I NI S NAe@er thad 2aNyentional farmersn the perception otheir involvementwith

child labour.

Thestudiesmentioned abovesuggest that certificatiomotivatesthe reduction of child labour

at participating farms, howevehe lack of a largesvidence bassupporting this argument

preventsfinal conclusions on this isswd shows the need for further research

I aS02yRX Of SI NI @ RSLAdMmessn arefPlovedigroduSer Ay G KS &l
livelihoods comprising aspectsich as food security, health, education and household assets

(12 studies).

Bolwig et al. (2007) and Jaffee (2008) find that conversion to organic export production has
AYLINRPOSR F22R aSOdzaNAiGe o6& NIAadAy3d KddsoSK2f RAQ
Costantino and Becchetti (2005) who document significant differences between certified

famers and the control sample in terms of monthly household food consumption and dietary

quality.

Other changes in living standards brought about by ceatific are improved homes and
increased value of household assets (e.g. cars to transport products to processing facilities)
(Ronchi, 2002a; Foand Ruben, 2008). Rainforest Alliance certified cocoa farms in Cote
RQLOP2ANBE 6SNB OKI Ng vith Kididng HBiRy séparated 8amib&dhabnis2 Y S
Besides, household members waenmre aware of and implemented practical measures to
improve their living conditions (concerning hygiene, etc.) (Krain et al., 2011). Research carried
out by Fort and Ruben shewthat Fairtrade farmers tend to present higher levels of animal
stocks and have increased the value of their agricultural assets. The general well being of
farmers has proven to be positively associated with the duration of cooperative involvement
(Fortand Ruben, 2008).

Tracking the impacts of certification on health remains difficult. Arnould et al. (2009) conclude
that participation inFairtrade alone is not a statistically significant indicator of health. Yet on
average, cooperative participants with least six years in the program had higher health
indexes than othersConcerning access to healthcare, notable progress has been achieved
through cooperative investments of part of the premiums. One example is the case of the
Kuapa cocoa cooperativ®ve 100000 people (members and nanembers) in communities

with KuapaSocieties have received free medical attention and prescriptions. The programme
was executed at a cost equivalent to only 2% of the Fairtrade premium earned on purchases
from Day Chocolat Besideswvater quality and sanitation projects have been implemented by
the cooperative (Ronchi, 2002b).

FinallyF I NY¥SNAQ | RKSNBYyOS (G2 OSNIAFTAOIGAZ2Y &Gl yRI|
of their children 4 studie3. Looking at the restd from a study conducted by Bacon et al.
(2008)in Nicaragua, 49% of the households affiliated withtFaie cooperatives said to have
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received support for their educational efforts, while only 20% of the households from
conventional cooperatives benedid from this assistance. The improvement of educational
opportunities is mainly measurable in terms of the large amount of scholarships awarded by
Nicaraguan cooperatives. A study carried out by Ronchi @00Zosta Rica reflects a
prolonged the time o&ducation provided tahildren ofcertified farmers

Disadvantages

A With certificationgender inequalitypartly persists with women facing higher
workloads while having little control over the use of incofdR)

Despite genderelated objectives in certaistandards and the implementation of related

programmes in cooperatives, gender inequality seems to persist in certain cases, following
certification. 5 studies address this issue, one among them (Lyon et al, 2010) presents mixed,
however predominantly psitive results. Indicators used by studies to assess gender equality

are the percentage of female members in cooperatives and their involvement in decision
YIE1TAY3dZT 62YSyQa O2yGNROdziAz2zy G2 FENXYAY3I I OGAD]

In the case of the Coocafé initiative researched by Ronchi @0@2 average of female
membership for the affiliated nine eoperatives is just under 20%. Interview data reveals that
many of these women are members on paper only. Concerning the gender divisidiour, a
large proportion of women were involved in growing and harvesting tasks. Ronchi highlights
this contrast between significant female participation in coffee cultivation and low influence
on decisioAmaking.

Bacon et al. (2008) uncover a cadaane uneven gender relationships contributed to unequal
O2YLISyaltidAzy F2N 62YSyQa ¢g2N] 2y O2FFSS Tl NVac
year in Fairtrade coffee farms, but only 33 days per year in cooperatives selling to commercial
networks. ly 45%of the men in both Fairade and conventional cooperatives claimed to

share coffee sales with their spouses. In most cases, men were the official members of the
cooperatives and they received payment for their coffee. A study by Bolwig et al. @907)

organic certificatiorarrives at similar results, namely in cash crop systems such as coffee, the
traditional roles of men and women within the crop production cycle persist. Although policies

are in place to support gender equity they are not yet triggetirgfundamental changes

required to create a more equitable distribution of burdens and benefits.

Contrasting the evidence presented above, a study by Lyon et al. (2010), observes mainly

positive gender impacts of organisational and procedural norms linololg certification. Three

I NBFa FNB KAIKEAIKGSRY 62YSyQa 2NBFIYyAT I GAz2ya |
gain greater control over farm practices, and women enjoy increased access to cash.

Twoliterature reviews (Smith, 2011 Vagnerorand Roquigny, 201} reveal mixed results

regarding the impact of certification on gendén some cases Fairtrade has fostered

important changes in the opportunities, income, status and representation of women, while in
others it appears to be replicating andmércing gendetbased structures of inequalitfhe
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first case is illustrated by women earning higher incomes and exercising greater decision
making power on the allocation of resources as a result of Fairtrade. Some have also gained
access to and influexe in producer organisations. On the other hand, there are women for
whom Fairtrade has done little to challenge male dominance in the household and in
agricultural organisations, and has sometimes even resulted in higher burdens of work or less
control over household decisiomaking. In these cases gender inequality has been deepened
rather than challenged by Fairtrade.

Conclusions

The body of literature on the advantages and disadvantages of certification at the farm,
cooperative and community level alvs that the number of benefits of certification exceed
the number of disadvantages or shortcomings.

From a farmer perspectivejdher prices (partly resulting from better qualipyoducts, but

also as a consequence of premiums and minimum prigesregaded as the main factor
influencing increased income of producers. However, authors also emphasize the crucial role
of enhanced business conditiores@.market access, technical assistaniceadditionto direct
monetary benefits. Both aspectsflect inimprovingproducei Ixelihoods at the community
level.

From the cooperative perspective, enhanced bargaining p@amédrimproved organization
capacityare detected as cleadvantages of certificatioiMost studies mention disadvantages
for both farmersand cooperatives in terms dfie higher costs of compliance #ogiven
standard.

At the community level twever the consequences of certification for more vulnerable
societal groups such asnallscale farmerand women are judged in aare critical way g
literature, as certification does not seem to be able to tackle persistent inéysituations

for these groups. Certification does not seem to reactallscalefarmers, as they are not
capable of affording the higinitial costs of certification. laddition, evidence is mixed related
to how certification impacts the inclusion of women in the cocoa production.

In several areas of the literature review the limited evidence base made it difficult to draw
comprehensive conclusions, indicating a neediother research This is addresseih
Chapter 7
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Cost and benefit analysis

This chapteconsists of cost and benefit analysis on the farm/coop level and praae
overview of other costs of cocoa certification that accrue to participants in the sappin.
The chaptefirst describes thenethodologyused for theeconomic comparison of schemes
and then procedsto discussigthe quantitative data collection process and findings.

Methodology

This study attempts to answer the question whether the nié¢et of certification is positive to
the farmer profit and loss account (P&L)elaluates certification costand benefits froma
micro-economic perspective. The study uses evidence, derived from certification schemes, to
populate a generic model, devgded by KPMG.

There are three general approaches to the evaluation of certification:

The first method is a pilot study. The major disadvantage of this approach is its sensitivity to
contextspecific factors related to farmer characteristics and locaticecs characteristics

ddzOK |'a LINPRdAzOGA@GAGE LRGSYGAlIf ® ¢KSzZLYRal | OO0dz
approach, deriving conclusions from aggregated data collected in peered field studies across

multiple countries and farmer segments. This apgtoauffers from a number of drawbacks:

(1) it requires significant resources, (2) data should be collected across multiple years, (3) the
intervention has already taken place before its usefulness is evaluated. An inverse approach

6 WiRZ1AY Q | LILINES kth©dpportunityB assess the costs of an intervention before it

Ad | OhGdzZtte AYLX SYSY(iUSR® ¢CKAARAGYRNREYROIUE2BROSY

The KPM@nodelfor cocoa certificatiomprovides a tool for data collection and interpretation

througha structured and objective approacim our model, ertificationisrepresented as an

intervention on the farmer/coop profit and loss account (P&L) for an archetypal farmer/coop,
representing a particular segment of producers, which provides us wibhniation for our

base modelThebase modeWas developed and populated with data from interviews with

ail 1SK2t RSNA Ay DKI V laprevious aully frof KRME X26HEr ID R 9 dzNE |
The Sustainable Trade Initiatigad literature research thdtas been issued since the model

inception (Rufetal., 2012)¢ KNR dzZAK2dzi GKS NBYFAYRSNI 2F (GKS NX
Y2RSfQ YR W6l &S OFrasSqQeo 2A34G4K WolasS Y2RStQ S
RSOPSt 2LISR Ay Yt aD 6 Hdenota iheata drigirélly Wsed-inite baB¢ 4 SQ 6 S
model (KPMG; 2011), which was based mainly on literature study and a set of interviews with

4

580G2N) ALISOALEAa04d-0F & SO2 yi KNF tS K @iAi y 5 KSK 8B Y6 I :

2ZKPMG (2011). Cost/benefit analysis of cocoa certification in \eta, December 2011.
ZRuf, F. and Bini, S. (2012). Cocoa and fertilizer in-‘Afesa, CIRAD/UMR Innovation/IDH.
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show that the data proded by schemes deviates to some extend from literature anéfy&ig
dza A y 3 &K S Swotias§SarentedBhow the results relate to the available literature so
far and the limitations of our approach.

In order to customize the information per cditiation scheme, we expanded our data
collection process by surveying certification scheme owners amdanizinga consultation
session for UTZ, Fairtrade and Rainforest Alliance.

Achallengen impact assessment is whether a cost or benefit shouldttéuted to the
farmer, coop or exporter level, or should not be attributed to certification at all. We have
chosen to aggregate the farmer and coop levethiswas the aggregation level of the
majority of data available to certification scheme owners

We have also chosen to attribute yield improvement to certification. This decision was made
based on the following rationale, derived from findings frira previouskPMG study (2011)

and the literaturereview presented in this study: Farmers encourdificulties in accessing

credit, inputs and trainings to improve their agricultural practices and to increase their
productivity. Certification is a tool that, as seen in Chapter 5, increases the access of farmers to
input and training which enable incrses in yield. Additionally, KPMG (2011) has shown that
coop/exporters have a strong economic incentive to promote certification. This incentive
follows from the portion of premium that is available to the coop/exporter and the difference

in farm gate priceand price received by the coop/exportéfigurelQillustrates how costs and
benefits accrue to different levels in the supply chain.

The overview in figure 10 shows htle scope of costs and benefits has been defined for this
study.

2 By focusing on only 9 variables/parameters (less than 20¥teaelevant variables that have been identified), we
allow a very limited bandwidth of variation between schemes.
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Figurel0: Costbenefits of certificatiof?
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cost* cost  training cost tionspecific cost&  inkind farmer ICS, fees, kind or a cost to another
investment fees etc. revenue actor.
Farm level Upstream Upstream

Farm level costs incentives costs incentives

5.11 Limitations

Due to the methodology followed for data collection and the data provided in this study there
are limitations that should be considered when analysing the results of this study.

It is important to note thatthe reliability of the data used for this study is limitexhd has

required the use of assumptions and estimatioftsere is not muh detaileddata available yet
about sustainability in the cocoa sector. The data used in this study havepbeeided by
certification schemes based on their best knowledge at the moment, however no field study
was conducted by KPMG to collect the dd&BMG did not perform procedures to verify the
accuracy or completeness of the data providids possiblehat afield study can produce
deviating findings due to higher accuracy of ddtherefore, the information presented here
should be cautiously interpreted in this context.

We discuss only those costs that are directly attributable to actors in the sapalg. This

means that some benefits, such as benefits to the farmer community, are not included in the
scope of this quantitative analysis. However, we include benefits that can have an impact on
the financial situation of a farmer such as productivitgreases and grants. This study focuses
on the aggregated farmer and coop level. The study abstracts from investments such as tree
rejuvenation/densification, prdinancing and buying/reselling cocoa beans by farmers.

Zxthe symbolk 2 NJ MWREBX @It Sa W AYyONBYSyidltQ

© 2012 KPMG Advisory N.V. All rights reserved. Printed in the Netlerlan 47



5.2

The International Cocoa Organization (ICC

Study on the costs, advantages and disadvantages of cocoa certific

October2012
Figurell: Level of expected deviation between study and reality

Level of expected deviation between study and reality

KPMG base case Phase 1 ICCO study
High level of expected deviation Low level of expected deviation
Generic findings Context-specific findings
Looking forward Looking backward

Generic model  Certification-specific study Complete field study

An overview of areas for further research is provided in Chapter 7.

Impacts of certification

The study found that regardless of certification scheme, during the transition towards
certification, praluctivity improvement is the dominatindriverimproving the farmeicoop
P&L.

We acknowledge that yield improvements could be made without the intervention of
certification. However, sibuyer/coops and farmers have an interest in working together to
obtain yield improvementand certification requirements provide farmers with access to the
key enablers of productivity (optimized use of fertilizer, pesticide, trainings and good
agricultural practices) we assume in our motheit yield improvement goes togbéer with
certification and vice versa. This assertion results in the calculation of grossrfincome as
illustrated in kgure 12.

Formula 1:
Ol ENOITAE GEADETOANE GO EMOI & "QPido VA Qa Q6 &
Figurel2: Productivity and price determine farm/coop income
Price

2.5 hax 500kg/ha

(average smallholder)

Volume

Source: KPMG presentation Supply Chain Conferedde 20
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Productivity improvements are different per country and per farmer

For the purpose of this analysis we have defined an archetypal farmer for both countries
yrfe@aSRY /4GS RQL@G2ANB | YR DKexgmindthgédst Sy 6t S
benefis of certification in general, without going into certification or country specific daga

have also determined a base case farmer.

The base case farmer has characteristics of the typical farmer referred to by literature and
used in KPMG (2011). He/shas a farm size of 2,5 ha, produces 500 kdpbfore certification
and is certified according to a napecified schemeusing modelled average values found in
literature for the key variablesThis farmer obtains a productivity improvement of 89% in 3
yeas resulting from input usage and application of Good Agricultural Pra¢Ges).

Our archetypal farmer in Ghana has a farm size of 2,9 ha, produces 409 kg/ha before

certification and has yield improvement in 3 years of 88%Our archetypal farmer indte
ROQLPG2ANB KFa F FFENY aAlS 2F o3X71 KlayeldLINR RdzOS a
improvement of 101% in 3 yedfsHence, yield improvements for archetypal farmer<€iste

RQL @2 A NB aré pfofected 0 ldefelop over 3 years tinfégurel3 shows how yield

develops over time for each of the archetypal farniers

Figurel3: Projected yield improvement in farmer/coop model

ton f farm
4,5
4 - -
35 Base case 565kg/ha
500 kg/ha 3,7 ha ffarmer
3 2,5 ha ffarmer L. Avyield y3:101%
Avyield y3:89% "““- L
| ™~ Ghana
1,5 403 kg/ha
1 2.9 ha ffarmer
Avyieldy3:-89%
05 -
0
YearQ Year 1 Year2 Year 3 Year 4 Year5 Year 6
% AStR AYLNROSYSYy(d TAIAdZNBA TF2NI DKIEYlF FyR /& G%enRQL @2 ANDB

applying fertilizer, in combination with pesticide, productivity increases over 3 year with 89% in Glieh@186 in
/0SS RQL@G2ANB O2YLI NBR (G2 Fy dzyiNBFGSR L}i 20

2" See note 24.

% KPMG has considered the same yield improvement for all certification schemes. Ba2etisamd Giovannucci

(2012) UTZ Certified states that there is preliminary evidence that yigiovements attributed to UTZ are higher

than for the other schemes. However due to the assumptions used and limitations acknowledged by the authors of
the study we have opted for using Ruf et al. (2011).
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Further to yield improvement, farmer costs are expressed as input angla@me costs. jout
costs include cost of fertilizer and pesticide application costs x labour costs. Compliatee
comprise audits, planting shade trees ahéd development of arinternal Control System (ICS),
office, insurance and transportation costs (if applicatfjosidization comprises any form of
grant funding in kind or in cash.

Formula 2:
0 Q8O AE GE 4@ £ NOI A@ 0é G NI 0wE an a DEd 0Q
i 0 wi QQQ&d o Q¢ ¢

Differences between certification schemég

In the base case we have made assumptions on how aostgtributed to either farm or

coop. The division between coop and farmer will be discussed first, subsequently we will
discuss the differences between schemes where our analysis will combine the farmer and coop
level.

Most schemes are or have been setting upact measurement and evaluation systems for
cocoa only recently. Therefore, this study is an initial step in data collection and a number of
notes will be made along with the presented dé&bedraw attention to limitations and
assumptions related to theada.

Thisstudy builds on field data provided by independent interviewees and collected through
AYIiSNBASEaE 6AGK bDhQa ¥IFdiadgandiRainfar&srafiaié&n 2 6 y SNE !
the period fromAprilto July 2012The data on which this analysis loisiwas based on a
questionnairedefining and surveying3 variablesScheme owners were asked to fill out the

questionnaire either for a specific farmer group or for thatiar population certified to date.

In addition we interviewed achemeindependentsupply chain actoto check certain

assertions.

During interviews, based on our analysis of key differences between schemes and the variables
with the most impact on the farmer/coop P&L, the 33 variables were narrowed down to 9
variables. These are thenables premium, multi and conventional leakage, ICS, labour and
training costs, hardware investment, audit costs and fees.

#The data presented in the remainder of the clkapare provided by schemes in a questionnaire or on KPMG Cost
Benefit Analysis (2011). Conclusions are derived from KPMG analysis.

¥ UTZ data comes from WAFF/Solidaridad, a private implementer of UTZ and UTZ Certified itself. UTZ indicates that
somerequNBYSyi{ia YIFe 68 F@FAfFrofS i f268SNINFGSa F2NJ LINAGEGS
often work in a pilot setup.

% Rainforest Alliance has pointed out that the data provided are based on a farmer group of 1000 members in
Ghanaand300membeE Ay /8 3GS RQL@2ANB® ¢KSe aidlrdS GKIFIG aOASYGATA
comparison.
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In this analysis we will focus on the selected variables as described below in more detail. For
the remaining variables we havead data from the base case (KPMG, 2011). The numerical
assumptions for the base case can be found in Appendix VIII.

54.1 Premium paid per ton of certified cocoa

¢KS GSNXY WLINBYAdzZYQ NBFSNB (2 GKS FY2dzyi 2F Y2\
price ofconventionalproducts(non-certified cocoa). Although farmers and coops are not

always paid per volume or in cash, the premium has been modelled as a quantifiable

amount? The premium is a transaction between the cocoa bean buyer and the coop/farmer.

Premium is a differentiator between schemes.

Table6: Premium per certification scheme

Premium

in US$ per certified ton of cocca Base case RFA utz FT
Ghana 195 150" 152,40 200
Coted'lvoire 195 200 140 200

An issue of dedite is how the premium is or should be divided between the farmer, coop and
exporter. In some cases the premium is saved for the farmer on a bank account and used to
finance future certification expenses, in other cases a proportion of the premium wasopaid
the farmer directly in cash, in other cases farmers decide collectively how to spend the
premium. Sometimes, the exporter reduces the premium with its certification expenses, such
as the cost of audit.

54.2 Leakage to conventional channel

Leakage indicatathe proportion of production of a certified farmer that is not sold as certified
product. In other words, th@ercentageof cocoa that is sold to the conventional channel
without certificate. Leakage can occur for several reasons: 1.there is insuffieierand for

the certified product, 2. the farmer is not incentivized to $b# product as certified, 3. the
farmer has immediate casteeds and sells its products to the first buyer available. Leakage

* Fairtrade would like to point out that certification can impact the price received by farmers not only through the
payment of a premium, as certifitan also contributes to detter negotiation process for farmers, to improved
trading relationship and to higher product quality. The value statethble 6isonly considering the premium paid

to Fairtrade products as part of the certification schemguieements.

* Note that the premium is here represented pegrtifiedton, while in the next paragraph the premium will be
calculated per torproduced

% Rainforest Alliance indicated this premium was the amount received by the coop.
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comes at a cost towards certification and can be redlby increasing loyalty, respondents
indicate different remedies to leakaijeln the model leakage is represented as follows:

Formula 3:
OF £0HTAE GEADE TGN E Ao GEAN dAQPOVDER & G z2/i Qd A &

whereas m=leakage due to multertification, c = leakage to conventional channel, ;atime bound
reduction of converibnal leakage and t = time in years

5.4.3 Multi -certification leakage

Producers, coops or exporters might be incentivized to certify proddoeraore than one
certification schemeThe rationale behind this might be to reduce risk if demand from one
channel &gs behind. In this study, muttertification is defined as a producer is certified by at
least two of the three schemes: UTZ, RFA or FT.

Rainforest Alliance indicated a relatively high level of leakage due to-ceuification (30%),
while Fairtrade ad UTZ indicated they did not monitor leakage due to nudtiification,
providing estimates ranging from 0 to 10%.

In the model, leakage to the conventional channel reduces over time, as we project and
perceive a strongr demand for certified product Leakage to other certified channels is
expected to remain stable over time.

5.4.4  Cost of Internal Control System (ICS) and group forming

Cost of an ICS administrator, lead farmers, office space, transport etc. These administrative
costs are incurred on the lelef the coop to keep administratidh to conduct internal audits
and store certified product in accordance with requirememtse cost of ICS consist of a fixed
cost for group forming and hardware equal to each certification scheme, while cost of
personné (HR) is differentiated per scheme.

Br2vys wo S AYNINBRUDSBEBasdd FusiwitEBaza 816 2 fBr weighinglanalability of
cash at buying pospayment of premium price at buying po@re-financing; Investment in the community;
provision of inputs; subsidizing sudling, long terntontracting; &rmertraining, community development
providing improved planting materials.

% This formula applies to prices higher than the Fairtrade minimum price. We consider that the minimum price

provides a form of income insurance to farmers. Howethais insurance is only effective when buyers are

committed to Fairtrade. In a competitive market, opportunistic buyers are incentivized to use a certification scheme

with the lowest possible cost. Hence, under common economic assumptions and assgomahgadue to end

O2yadzYSNAE FyR T SNRB WagAliOKAY3I 02480QX CIFANINIRS O2df R 0685
cost is equal to or lower than other certification schemes.

87 Examples of administration requirements are volume of pieitbn, agrochemicals usage, salaries paid, premium
paid.
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5.45 Labour cost

Labair cost may seem to beot specified ircertification schemesequirements Howeverjn
their criteriamost schemes set out requirements on the level of wages a farmer has ¥ aay
value that differs pr scheme

In this study we assume costs for labour are similar for each sciigbu differ per country.
Labour costs are calculated based on the time spend on certification and the day rate for hired
labour. A part of the labour required to become andnan compliant with certification
requirements may be executed by the farmer himself. As these costs can be seen as an
opportunity cost to the farmer, the total cost of labour is included against the rate of a day
worker.

The amount of labour required wédmsed on questionnaires which contained two items: the
initial amount of time required by farmers and the amount of time returning. The initial time
investment by farmers was estimated to be 30 hours. The recurring time investment on
keeping the InternaControl System ufo-date was estimated to be 3 hours per week, or 156
hours per year.

5.4.6  Training cost

Schemes have different requirements with regards to training for farmers and farm workers.
Training may cover agrochemical handling and application, ptiilydmprovement and

Good Agricultural Practices, safety, improving participation and representatiotectingrare
andendangered species, handling invasive species etc. Training can be organized and funded
by local office¥. Because education can beganized in groups, the costs of training usually
accrue to the coop level. Training is repeated each year, see assungptioRsSniApp&niid

VI

5.4.7 Certificate related investments in hardware

This cost group comprises certification scheme specific imezgs, e.g. agrehemical
storage, protective equipment, shade trees, .etc

Bazal LFevySyida (2 aoKSyYSa INB RSaAaONROSR Ay R20dzySyida LINE
documentation references in the Appendix IV where all available documentation used ttafothe each variable
of the model is listed per scheme.

¥ The day rate of labour is calculated as an average of the day rates provided by the certification schemes for each
O2dzyGNEd® C2NJ DKFyYylF | REFE& NIGS 27 alepffuS$izsmvy effadive watking R | Yy R 1
day of 30 hours per week was assumed to calculate annual labour cost.

“In Ghana an€oteR QL @2 A NB = f 2 (protide € pait dffheNteoRi®d taififgat Groserall level,

based on our experience in codonahe two case study countries, this division is estimated as a 60:40 division of

costs whereby the Fairtrade system picks up 60% and costs accruing to cooperatives are estimated at 40% of total
training costst (source: correspondence with Fairtradedntational)
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5.4.8 Audit costs

Cost of an external audit including travelling expenses. Audita st by a third party or a

scheme representative to evaluate whether a coop/farm is compliartt thié scheme@

requirements5 dz§ (2 GNI @Sttt Ay3a SELISyasSa yR F20dza 2y
component and a variable component based on the number of members.

Table7: Audit costs per certification scheme

Audit cost(number of farmers in a coop is stated between brackets)

in US$ per coop per yeal RFA uTZ FT
Ghana 8500(1000) 6500(300500)  2561(251-500)
Cdae d'lvoire 7500(300) 4331(400)  2561(251-500)

5.4.9 Fees (variable/fixed)

Fees are paid to certificationlsemes as a remuneration for provided servideainforest
Alliance and UTZ do not charge fees to farmers or farmer groups, Fairtrade charges at the
onset a fixed fee to coops based on the number of mentbeSge Chapter 3 for a qualitative
comparison.

5.4.10 Chan of custody cost (not included in model calculation)

Thisstudy provides a viewpoint on cebenefits of certification on the farm level. However,

schemes set rules for other participants such as traders, processors andREiCEcturers
forusingthecBlliA FAOF GA2y 1 0Std® ¢KA& OFGS3I2NER 2F 024
includes fees but alschain of custodyudits and the cost of compliance i.e. keeping

administration. Our analysis found that chain of custody cost can vary per schnehtaa

accrue to different parties in the chain. Generally, dh&in of custodygosts are based on a

membership fee. Rainforest Alliance estimates tatzin of custodgosts to be about US$ 30

per ton. Fairtrade has varying fees per country where thé-groduct is sold, with tailored

¥FSSa FT2N) w3t 20kt | O002dzyiaQd ¢KS {(Fo6fS LINRPJARS:
scheme. These costs are not included in the model output provided henceforth.

“The schemes have argued that most fees are not invoice to farmers or farmer gvéepserefore represent
these fees in the next section.
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Table8: Chain of cusidy costs per certification scheme

Chain of custody cost

Variable {(n US$ per certified toj RFA uTz FT?
Lower bound 15 13 5
Upper bound 15 13 "‘58,5

Fixed (in US$ per supply chain operator)

Lower bound 4000 325 1638

Upper bound 4000 5200 3003

l RRAGAZ2YLFE AO0KSYS aLISOATAO Nz SCertifiedfcdnte@ii A y 3 02 :
required in final produc® Yy R WdHada O0SQd / KFLIWSNI n LINBaSyida |
differences between schemes for these variables. Furtherntbeecost of transportation can

be affected by rules for the transfer of certification credits, see for a further discussion

Appendix V. Quantifying these costs is very milighbendent on the configuration of a specific

supply chain.

In addition to coststhe actors in the Chain of Custody encounter a number of benefits.

Y2y 3ad G0KS&S o6SySTAGAa FNB WwWadzZlJX e OKFAY &SOdz
childlabourwas used in the production process. Other benefits are consumer impacts such as
reputational benefits.

Results of cosbenefit analysis

This section will discuss several characteristics of certification and a calculation-b&nefits
based on the methodology discussed thus far. For cumulative values, we usefameriod
of 6 years. This means that we present cdmnefits accruing i years time to the
farmer/coop.

5.5.1  Average net benefit

Based on the input of certification schemes and base case variadasn calculate the

effect of certification per metric ton produced by faens. For each scheme, this cost per ton
has been calculated over 6 years, taking into account time dependent factors such as yield
improvement and leakage. The average over six years is calculated for each scheme as:

“2Eor Fairtrade we have encountered license fees (charged as a % of revenue) in the range of By22%n(for

global accounts)2,5% (Max Havelaar, Netherlands). Based on KPMG analysis, we estimate the licence fee range of
0,22%- 2,5% results in a fee range of USB&50 per ton of beans. The license fee is partialyvested in

producer countrieg8%), see

http://www.fairtrade.org.uk/includes/documents/cm_docs/2009/l/licence_fee doc_jul08final.pdf

Fairtrade also charges a fixed fee to traglek small supply chain operator handling 100 tons would be legible to
pay US$ 16,38 per ton. For a major integrated operator (trading 50.000 tons) this would amount to US$ 0,089.
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Formula 4:
B V¢ QOO 4@ 0é aQ
B QO IdQORQQ G Q

6 "QQI QAVAXNE QUJAQE £ U QW QG |
xEAOAAO CE Al O1 60U AARbireandtE=dieAngearse AT A 1T O #EOA
An average of codtenefits UTZ, Fairtrade and Rainforest Alliance is shown for both Ghana and
/ 0SS RJigu@A4 Ndbbenefit is represented at the moigtht column.

Figurel4 Net benefit per torover a Byear period based on averages of modelatales
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The figure indicates that cost of input and labour are the most important cost factor. Other
costs are relatively small in size and the total cost of certification is US$ 400. On the benefits
size, delta income is the biggest factor, which cargdahe benefits of productivity

improvement. Other benefits are premium and grant funding. The total amount of benefits is
US$ 625. When costs are deducted from benefits, the balance or net benefit is US$ 225 per
ton. When productivity improvemerdandinput costs are left out of the calculation, the net
benefit is still US$ 65 per ton. This means a business case for certification exists, even when
productivity improvement is not attributed toertification.

5.5.2 Net benefit per country

In general, certificatioschemes have similar payback peridasfigure 15development of
benefits over time per metric ton of cocdeve been plottedin this representation, the loss

of certified volume through leakage to the conventional channel and roeftification are

factored in Despite differences in leakage and premium paid, due to the dominating impact of
productivity improvement, schemes have comparable payback péfiods

“3Notek net farmer income refers to formula 2 of this chapter and is hetsame a¥ RSt G Ay O02YSQo

“4Due to the limitations of this study cause by the robustness of the data available at the time, it is important to
note that a field study would be required to a definitive differentiation of the net benefit per scheme.
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Figurel5: Averagecumulative ret benefit pemetric ton produced
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The basecase shows a higher net benefit because it was based on prices in 2011, which were
considerably higher than 201Zhe schemsespecific calculations are on average lower because
they are based on actual prices and include an opportunity cost boula

C2NJ/sGS RQL@2ANBI Ay@Sa
of curves in both countries from year 2 onwards shows a quickly increasing benefit inyear 2
The annual benefit per ton remains stable and positieetfiyear 5 onwards.

dySyuia

AY FSNIAEAT SNI I

In figure 16 the same co$ienefit analysis is represented, aggregated for farraed coop

together (farmer/coops). This overview shows farmer/coops in Ghana after 4 years have
accumulated an average benefit &fS$1.916.826 In/ & (i $voirlk e average benefit
accumulated in 4 years time amounts to US$ 1.072.353. The calculation has been performed

for a coop with 375 members, which are all assumed to be archetypal farmers. The difference

I & G S byRiffdraficed iNEhe ot Wf inpuls, SE LX |
premium and farm gate prices received by farmers in each country.
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Figurel6: Cumulative net benefit per farmer/coop
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Thecurvessho@KA A K AYAGALFE Ay @Sail YiSinpitcostyand atlovd RQL @2 A
investment in Ghana. Overall, investments in certification return a payback betw8grears
AY [5G4S RQL@2ANB FYR lo2dzi m @SFENJAY DKIFYl®

Assuming an equal distribution among farmers in cash or in kind and assuming certification

provided against cogprice to farmers by the coop, the farmer would benefit from certification

'{P Hdycn AY /$0GS RQL @2 A NBCHNMSNKE PA yp /Mm-S ARQ LDG
the potential to benefit more from productivity improvement (Rat al, 2012), hence they also

benefit more if market price recovers than farmers in Ghana.

Comparison of schemes per countfy

The below overview shows the cdstnefits of certification per certification scheme for Cote
RQL @2 ANB Iy R-béits g chlcultédSas tieadetage over a six year period
from the onset of certificationlt is important to highlight that the data reliability used for this
study is limited. As mentioned previously, there is not mdetaileddata available yet in the
cocoa sectopn costbenefits of certification There is a probability that field study will
produce deviating finding&chemes haverovided data for a codbenefit analysis. To ensure
transparencywe will show graphs per schemig is desirable at thistage of data collection not
to derive definitive conclusions on differences between schemes.

/| 4GS RQL@2ANB
InFigures 17 to 18 comparison is made of cobenefits forthe threecertification schemes in
/ § 1S RThikc@Rulatiab i®based on thecamulated cosbenefits over a six year period

accruing to the aggregated farmer and coop level, divided by the total amount of cocoa beans
LINP RdzZOSR o0& | 022LQ& YSYOSNRERO®

51t cannot be concluded from these figures that certification is more beneficial in a particular country as only a
fAYAUGSR ydzYoSNI 2F @GFNAIF6tS& Ay DKIEYylF FYR /803S RQL@2ANB K
homogenous, differences between faers within a country might be as pronounced as difference between farmers

in different countries.

“*The sourcefor the graphs in sections 6.6.7 are derived from KPM@am analysis based on information
provided by certification scheme owners
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Figurel7: Costbenefits of Fairtrade certification i@dte @ L @2 A NFeap@®dNI | ¢

125,6

Figurel8 Costo SYSTAGA& 2F wl Ay FT2NBad ! dvéraéygapSrio SNI A FA Ol GA 2

118,0

FigureldY / 2&ai o0SySTAlGa 2F ! ¢ aG@dPekicA OF GA2Yy Ay [/ 50S R

92,8
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