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Contract Manufacturing and Conflict Minerals: Creating a Workable Compliance System

BY JOHN SHEEHAN & ALLEN ABELL

Editor’s Note: This article is a modi-
fied version of a paper originally 
published in the Proceedings of SMTA 
International, Rosemont, IL, September 
28-October 2, 2014.”

M
any electronics contract 
manufacturers hold the envi-
able position of being truly an 
extension of their customers’ 
manufacturing operations. 

In some cases, they are their custom-
ers’ entire manufacturing operation. 
However, that degree of synergy can also 
add significant responsibility in the area 

of supply chain management. Original 
equipment manufacturers (OEMs) are 
increasingly looking to contract manu-
facturers to not only manage the supply 
base, but also to manage the supplier 
surveys related to a growing body of 
regulatory reporting requirements. 

For example, HR4173, the Dodd-Frank 
Financial Reform Bill Section 1502(b) 
requires all US stock listed companies 
and their suppliers to disclose the chain 
of custody usage of Conflict Minerals 
on company web sites and in filings 
with the U.S. Securities and Exchange 
Commission (SEC). While the require-
ment is designed to enhance corporate 
social responsibility by eliminating 

funding for guerilla groups gained 
through the sale of Conflict Minerals in 
the Democratic Republic of the Congo 
(DRC) and adjoining countries, it places 
significant due diligence and data col-
lection requirements on publicly-traded 
companies and their suppliers. 

Variations in reporting 
responsibility

From an industry perspective there 
are many approaches to how this data 
is being collected. US stock listed 
electronics manufacturing services 
(EMS) providers, including SigmaTron 
International, are subject to the require-
ment and typically adding new systems 
or modifying existing systems to support 
compliance. Some OEMs are passing the 
requirement directly to their EMS pro-
viders, regardless of whether or not the 
EMS company is publicly-traded. Other 
OEMs are subscribing to industry data 
collection resources or outsourcing the 
supply chain data collection to offshore 
business processing offices (BPOs), and 
simply having their EMS provider address 
information needed requests or discrep-
ant information issues. Some companies 
are still hoping the requirement will die 
in the legal system before the most rigid 
provisions of the legislation begin to 
apply in 2016.

The reality is that these types of report-
ing requirements are growing. Addressing 
each form of legislation independently 
increases compliance costs. Taking 
an integrative approach which builds 
strong databases capable of tracking 
user-definable data from each supplier 
reduces cost over time and ultimately cre-
ates a resource which generates custom 
reporting for a myriad of requirements. 
This type of resource is also beneficial as 
an engineering tool relative to redesign 
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Conflict Minerals refers to minerals or other derivatives 

(including gold, wolframite, casserite, columbite-tantalite and 

their derivative metals, which include tin, tantalum and tung-

sten) mined in the eastern provinces of the DRC and in the 

adjoining countries (presently Angola, Burundi, Central Afri-

can Republic, the Republic of Congo, Rwanda, South Sudan, 

Tanzania, Uganda and Zambia), referred to collectively as 

“Covered Countries”, where revenues may be directly or indi-

rectly financing armed groups engaged in civil war resulting 

in serious social and environmental abuses. The metals are 

collectively described as the 3Ts and gold. From an electron-

ics contract manufacturing standpoint, the components and 

commonly used materials that could contain the 3Ts include 

solder, tantalum capacitors, integrated circuits, printed circuit 

boards, metal wires, electrodes and contacts. Gold may also 

be used in assemblies for specialized applications.

Groups in the U.S. and the European Union (EU) have lob-

bied for legislation that would help raise awareness of the 

issue and motivate companies to use only materials which 

had been found to be conflict-free.

In July 2010, the United States passed HR4173, the Dodd-

Frank Financial Reform Bill Section 1502(b) requiring all US 

stock listed companies and their suppliers to disclose the 

chain of custody usage of Conflict Minerals. 

More specifically, the requirements of Section 1502(b) 

obligate US stock listed companies to:

• disclose annually on their website whether any of the 

specified minerals used in their products originated from 

the DRC or Covered Countries;

• if the specified minerals did originate in the DRC or Cov-

ered Countries, file reports with the SEC describing due 

diligence measures taken to identify the source of the 

Conflict Minerals; and

• have such reports audited and certified by an indepen-

dent third party (beginning in 2016 or 2018, depending on 

company revenue), and include within such reports:

• a description of the products;

• the identity of the auditor of the report;

• the facility(/ies) (such as refineries and smelters) used to 

process the Conflict Minerals;

• the country of origin of the Conflict Minerals;

• the efforts to determine the mine or location of origin; 

and

• a certification statement from the company.

On April 14, 2014, the United States Court of Appeals for 

the District of Columbia Circuit issued a decision in National 

Association of Manufacturers, et al. v. SEC, et al., No. 13-5252 

(D.C. Cir. April 14, 2014) which may change the requirements 

for reporting. The Court of Appeals concluded that requir-

ing US stock listed companies to report to the SEC and list 

on their website that their products have “not been found to 

be DRC conflict free” was a violation of the First Amend-

ment. The Court of Appeals specifically noted that there 

was no First Amendment objection to any other aspect of 

the Conflict Minerals report or required disclosures. The SEC 

has stayed the requirement to comply with the portions of 

Rule 13p-1 and Form SD until judicial review is completed.1
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efforts for product compliance with 
Dodd-Frank requirements over time, 
since it makes it easier to quickly identify 
DRC Conflict Free suppliers.

What does a good compliance 
system look like?

From SigmaTron International’s per-
spective, a robust system needs to address 
four issues:
• Adequately support internal and cus-

tomer requirements long-term
• Add minimal cost
• Include a mechanism to address the 

inability of smaller suppliers to provide 
needed data

• Work well across a global supply chain.

Is an industry-developed  
system available?

While the legislation does not spe-
cifically define a compliance system, 
industry groups have developed models 
and templates to support data collec-

tion and due diligence. Organizations 
providing resources and guidance 
include The Organisation for Economic 
Co-operation and Development (OECD), 
The Electronic Industry Citizenship 
Coalition (EICC), International Tin 
Research Institute (ITRI) and Association 
Connecting Electronics Industries (IPC).

OECD’s “Due Diligence Guidance for 
Responsible Supply Chains of Minerals 
from Conflict-Affected and High-Risk 
Areas,” has been cited in Section 1502(b) 
as a best practice example.2

This document includes a five step 
framework for risk-based due diligence in 
the mineral supply chain that includes:
• STEP 1: Establish strong company man-

agement systems
• STEP 2: Identify and assess risk in the 

supply chain 
• STEP 3: Design and implement a strat-

egy to respond to identified risks
• STEP 4: Carry out independent 

third-party audits of supply chain due 

diligence at identified points in the 
supply chain

• STEP 5: Report on supply chain due 
diligence as required.3

The EICC in conjunction with the 
Global e-Sustainability Initiative (GeSI) 
has also developed tools and processes 
to address both reporting and auditing 
including a Conflict Minerals Reporting 
template.4 The data collected is also used 
to identify new smelters and refiners 
that may be candidates for audits under 
EICC’s Conflict Free Smelter Initiative 
(CFSI) Conflict Free Smelter Program. 
EICC maintains a list of Conflict Free 
smelters and refiners which is accessible 
with registration.5

SigmaTron International’s 
approach

In implementing its program, 
SigmaTron International designed a 
program that followed the standards out-
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lined in the second edition of the OECD 
Due Diligence Guidance for Responsible 
Supply Chains of Minerals from Conflict-
Affected and High-Risk Areas. As a first 
step, the supply chain management team 
conducted an extensive analysis of the 
products the Company manufactures and 
those manufactured within the supply 
chain and determined that Conflict 
Minerals were used in virtually all prod-
ucts. The next step was surveying the 
supply chain. The Company elected to use 
its Green Initiative Compliance Service 
Center to actively survey suppliers to 
determine whether the Conflict Minerals 
used in the parts they supplied were pro-
cured from the Covered Countries. The 
service center team gathers data and/or 
certifications from suppliers for a range 
of government-mandated information 
disclosure requirements including RoHS, 
RoHS II, REACH, as well as for cus-
tomer-specific material tracking requests.

This survey was conducted using 
the CFSI Conflict Materials Reporting 
Template jointly developed by the EICC 
and GeSI. This template requests infor-
mation from each supplier regarding the 
supplier’s conflict-free policy, relation-
ships with direct suppliers of the supplier, 
and disclosure of the smelters and refiners 
used by the supplier. It is designed to 
obtain information regarding the origin 

of Conflict Materials included in the 
supplier’s products, as well as request 
information about any due diligence 
conducted by the supplier on its own 
supply chain. One of the benefits of using 
a widely accepted industry-standard 
template is that this type of a common 
data collection format is likely identical 
to the format being requested by the bulk 
of suppliers’ customers and SigmaTron’s 
customers. Attempting to standardize 
the tools used for reporting as closely as 
possible to widely accepted formats is one 
way to help reduce cost burden.

Utilizing the template, a reasonable 
country of origin inquiry was conducted 
across the supply chain to determine 
the sourcing of the Conflict Minerals 
in components supplied to SigmaTron 
International. Due to the size and com-
plexity of a supply chain which includes 
over 80,000 line items, the survey process 
has taken a significant amount of time for 
all of the suppliers to verify the origin of 
their materials. To date, the Company has 
received responses from approximately 
90% of its supply chain. Of the responses 
received, approximately 30% of suppli-
ers reported DRC conflict undetermin-
able and approximately 70% of suppliers 
reported DRC conflict free. As a result, 
SigmaTron International’s initial Form 
SD report was DRC conflict undeter-

minable. In addition, to the country 
of origin inquiry, a list of all smelters 
and refiners used by suppliers that have 
provided responses was compiled. This 
list included many smelters and refiners 
which have not yet completed certifica-
tion under the EICC/GeSI Conflict Free 
Smelter program.

The next step was comparing the 
smelters and refiners identified in the list 
against the list of facilities which have been 
identified as “conflict free” by the EICC/
GeSI Conflict Free Smelter program. This 
allowed SigmaTron International to make 
a reasonable determination as to the loca-
tions of origin of most Conflict Minerals 
in its supply chain.

The Company’s Conflict Minerals 
Policy has been communicated to all sup-
pliers and posted on its website. Under 
that policy, suppliers must:
• familiarize themselves and comply with 

the regulations set forth in the Dodd-
Frank Act;

• implement Conflict Mineral policies 
that are consistent with SigmaTron 
International’s policy; 

• provide SigmaTron International with 
all necessary declarations; 

• pass all of the requirements set forth in 
the Dodd-Frank Act on to their supply 
chain if they don’t source directly from 
smelters; 

• determine the source of the Conflict 
Minerals they use;

• maintain reviewable business records 
for not less than seven years supporting 
the source of Conflict Minerals; and

• from time-to-time, at SigmaTron 
International’s request, provide written 
certifications and other information 
concerning the source of specified 
minerals included in products and 
components supplied to SigmaTron 
International and the supplier’s compli-
ance with this policy generally.

Suppliers were also notified that those 
who are found to be non-compliant to 
the requirements imposed by the Dodd-
Frank Act and SigmaTron International’s 
policy will be reviewed to determine suit-
ability for future business.

The next step will be completing 
the collection of the remaining survey 
responses and assessing suppliers’ perfor-
mance to the compliance requirements 

■ SigmaTron’s strong systems focus has helped improve the efficiency of data collection 

related to Conflict Minerals Reporting.
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listed previously. 
While SigmaTron International’s size 

qualifies it for the four-year exemption 
from total conversion of the supply chain 
to confirmed Conflict Free sources, many 
of its customers are only eligible for the 
two-year exemption. Consequently, the 
Company plans to be able to certify to 
major customers that the products it sup-
plies to them will by Conflict Free by May 
31, 2016 to be compliant with its larger 
customers’ requirements. 

Lessons learned

While an OEM has the luxury of tightly 
controlling its approved vendor list (AVL), 
an electronics manufacturing services 
(EMS) company must develop a flexible 
system to accommodate a supply chain 
that is dictated by multiple customer 
AVLs.  Additionally, volume requirements 
in specialized products often drive the use 
of small, niche suppliers.

One challenge has been gathering infor-
mation from the smaller custom part sup-
pliers who have limited internal resources 
to support their data collection and certi-
fication efforts. Typically, these suppliers 
are either the best option for the required 
product volumes or have unique capabili-
ties required by a specific customer, so the 
ability to switch to a different supplier is 
limited. SigmaTron International found 
the most efficient way to address this issue 
was to allocate internal resources to assist 
these small suppliers in setting up their 
reporting capability.

Another realization has been recog-
nizing that this will be a longer term 
process than originally envisioned. There 
was a point in time when SigmaTron 
International believed it would be able 
to rationalize its supply base to the point 
where every supplier was able to certify 
it was not sourcing minerals from that 
area of the world. The reality is that in the 
likely best case scenario, the supply chain 
will continue to source in the region, but 
limit that to Conflict Free refiners and 
smelters as certified by the EICC/GeSI 
Conflict Free Smelter Program. And, 
that will take time, since the certification 
process is a comprehensive process for 
refiners and smelters.

SigmaTron International chose to 
develop its database itself, using a third-
party software tool designed for govern-

ment compliance program monitoring 
that was already in place as the backbone 
data management tool. A number of 
existing systems suppliers are using 
subscription databases that align with 
software platforms many EMS compa-
nies already have in place. SigmaTron 
International elected to also do its own 
due diligence on Conflict Minerals rather 
than opting for a subscription service. 
There were two reasons for that. First, 
it was the best way to ensure up-to-
date, accurate information on the entire 
supply chain, which was important 
given that SigmaTron International is a 
publicly-traded company and would be 
undergoing independent audits. Second, 
the Company had already developed 
internal staffing and infrastructure to 
support compliance with other legislative 
information gathering initiatives, so the 
incremental cost of supporting this with 
existing in-house resources was lower 
than the added subscription service cost 
through an outside vendor. That said, 
those types of subscription services may 
be the most cost effective option for 
smaller EMS companies who don’t have 
a need for that level of internal supply 
chain monitoring capability.  

Conclusion

There is no question that the goal of 
eliminating funding for guerilla groups 
gained through the sale of Conflict 
Minerals in the DRC and Covered 
Countries is a good one. Questions 
remain on the best regulatory options 
for creating the needed transparency. The 
current U.S. regulatory framework adds 
significant administrative cost to down-
stream suppliers and the entire supply 
chain, and ultimately, consumers. Simply 
requiring companies to purchase materials 
from refiners and smelters certified by an 
independent audit to be sourcing Conflict 
Free Minerals, would achieve the same 
goal at much less cost. That said, tools  
such as those developed by EICC are creat-
ing a framework for a standardized com-
pliance system. On a positive note, EMS 
providers who develop a robust system 
for performing due diligence within their 
supply chain provide their customers 
additional value, further illustrating the 
logistical simplicity that is inherent in 
strong EMS-OEM relationships. 
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