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Agronomes et Vétérinaires Sans Frontieres

Energy Efficiency

Environmental, Social and Governance

Environmental and social impact assessment

Ministry of Food, Agriculture, and Light Industry

Mongolian Sustainable Finance Association

Mongolian Wool and Cashmere Association

Nationally Determined Contribution under the Paris Agreement
National Federation of Pasture Users Group

Sustainable Development Goals

Small and Medium Enterprises

The Sustainable Textile Production and Ecolabelling in Mongolia Project
Voluntary Codes of Practices
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Disclaimer: This publication was produced with the financial support of the European Union.
Its contents are the sole responsibility of MSFA and do not necessarily reflect the views of the
European Union.

Acknowledgment: We would like to express our deep gratitude to the guest speakers, trainers
and training facilitators who provided valuable inputs and recommendations for the
development of this document.
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The Sustainable Textile Production and Ecolabelling in Mongolia (STeP Ecolab) Project is
being implemented by Agronomes et Vétérinaires Sans Frontieres (AVSF Mongolia) in
partnership with the Collaborating Centre for Sustainable Consumption and Production (CSCP,
Germany), Mongolian Wool and Cashmere Association (MWCA), Environment and Security
Center of Mongolia (ESCM, Mongolia), National Federation of Pasture Users Group (NFPUG),
Mongolian Sustainable Finance Association (MSFA) and the Mongolian Bankers Association
(MBA). Within four years, STeP Ecolab, funded by the European Union under SWITCH-Asia Il
Programme, aims to support the Mongolian wool and cashmere industries to implement
sustainable practices in their production lines.

The project aims to support the supply chain and the textile industry in adopting more
sustainable sourcing and production practices, and simultaneously improve the branding for
sustainable products, optimise cost-saving measures, reach out to climate and green finance,
and diversify the portfolio of customers. STeP EcolLab will strive to leverage key drivers of
sustainable consumption and production in Mongolia by consolidating sustainable and certified
raw material sourcing options meeting market expectations; developing a conducive
environment for textile processing SMEs to switch to sustainable production practices; and
raising customer and consumer awareness of Mongolian sustainable textile-related initiatives.
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Scope and objective of the training handbook

The training modules are developed to equipfinancial institutions (Fls)’ employees with
theoretical and practical knowledge on sustainable textile production and its green financing.

The training is tailored towards sustainable finance/green banking specialists, trainers of
relationship managers, relationship managers/ loan specialists, business, and product
development specialists and corporate or small and medium enterprise (SMEs) banking
specialists. As a result of the training, the participants will have gained specific insight into the
Mongolian textile industry and will be able to apply sectoral knowledge and sustainable
production concepts to identify and evaluate green projects, and develop green loan products.
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The general objectives of the training is to advance the knowledge and skills of employees of
Fls in the following modules:

Conduct environmental, social and governance (ESG) risk assessment for textile sector
clients and projects

Identify green textile machinery and equipment

Recognize international and domestic sustainable textile certifications

Develop loan products according to the textile sector-specific green loan criteria
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MODULE 1.

SUSTAINABLE TEXTILE SECTOR AND FINANCE

Overview

The agricultural sector accounts for approximately 10% of Mongolia's total exports, of which
65% are textile exports. While most sectors declined in 2020 due to the effects of the COVID-
19 pandemic, the agricultural sector grew by 14%. The textile sector is therefore considered
one of the main export sectors of our country, as it is characterized by relatively low volatility,
stable growth, and is one of the inexhaustible resources on the ground.

However, there is a risk of adverse environmental and climatic changes due to overgrazing and
ecological imbalances. This module introduces methods to assess and mitigate potential risks,
align with sustainable cashmere objectives and targets in global and national development
policies, and provides practical knowledge on how to integrate sustainability concepts in textile
industrial processes, value chains, as well as financing opportunities for sustainable textile
production.

Furthermore, this module introduces the relevant stakeholders that FIs need to know to
develop textile green loan products, to accurately evaluate the demand for green finance, the
risks that may arise, and future opportunities in the sector.

\ U4
Featured topics: - -
0 Current situation of Mongolia's textile industry p) (N
0 What is sustainable textile production? ~
0 Problems in the cashmere supply chain
0 Initiatives to establish sustainability practices in the cashmere value chain
0 Financial needs and opportunities
0 Stakeholders and funding opportunities
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1.1 Sectoral overview

The modern development of Mongolia's light industry has been developing since the
establishment of the felt and felt products factory in 1934. In 1981, the Gobi company, a state-
funded Japanese company, was established with the help of the United Nations and began
processing Mongolian cashmere. Since their privatization in the 1990s, the private sector textile
industry has developed rapidly. Today, almost half of the 670 enterprises operating in the light
industry sector are in the textile sector.

The majority of Mongolian textile industry is comprised of wool and cashmere processing.
Currently?, there are about 300 large, medium, and smaller-scale textile companies in the
sector, namely 15 are fully integrated manufacturers, 23 are primary processors, 59 are spinning
and knitting SMEs, and over 150 are family-scale micro-enterprises (MWCA, 2020).
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Globally, Mongolia is the second largest raw cashmere supplier after China. The Government
of Mongolia has been paying attention to the development of the cashmere industry since
2000, considering that it has a significant impact as an economically valuable commodity after
copper and gold. In 2018, the National Cashmere Program was renewed to increase the level
of cashmere processing to 60 percent, increase environmentally friendly production and
exports, and create sustainable development in the sector.?

Key sector policies related to textile sector development, sustainable development, and climate
change action include:

Nationally Determined Contribution (NDC) under the Paris Agreement (2016-2030),
2016

Vision 2050/Mongolia’s sustainable development vision, Action Plan (2016-2030), 2016
UN Sustainable Development Goals (SDGs)

Mongolian Green Development Policy (2014-2030), 2014

National Livestock Program: Phase Il (2016-2021), 2016

Cashmere Program (2018-2021), 2018

State Policy on Energy (2015-2030), 2015

National Energy Efficiency Action Programme (2018-2022), 2017

National Sustainable Finance Roadmap of Mongolia, 2018

National Program on Reduction of Air and Environmental Pollution, 2017

National Water Programme (2010-2015, 2016-2021)

The wool and cashmere sector is a sub-sector of the textile sector and is closely linked to
the Mongolian economy, ecology and society, combined with the Mongolian way of life
and traditional nomadic lifestyle of livestock management.

! http://www.mongoltextile.mn/web/nav/79
2

Cashmere Program (2018-2021). https://mofa.gov.mn/exp/ckfinder/userfiles/files/tosol27.pdf
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Graph 1: Livestock population (in millions) Graph 2: Production of raw materials, 2019 (tons)
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Our country's raw material production
totals35,000 tons of wool and animal fiber. Of which, 9,400 tons is cashmere production.

Graph 3. Installed capacity and production (tons), 2018
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Source 2. MOFALI

Factories suitable for investment:

A Those with installed capacity of 25-83%; the reason they're not producing at full
capacity is due to their export of washed cashmere.

A The installed capacity of the spinning mill is 2.8 times less than that of knitting. To spin
all the cashmere, an additional 2550 tons of spinning capacity needs to be installed.
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A Only 1/7 of the total raw material, except sheep wool, can be processed at the current

installed weaving capacity.

Graph 4. Mongolian cashmere sales revenue (million USD)
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Source 3. MOFALI

Mongolian cashmere revenue has been increasing year by year, however exports of finished
products and domestic sales have not grown significantly in the last three years (see Graph 1)
(MOFALI, 2019).

~

Mongolia produces 40% of the world's cashmere and is the second-largest producer
of cashmere in the world after China (24 thousand tons worldwide)

In Mongolia, 80% of the total raw materials that are not able to absorb value and produce
finished products are semi-processed and exported

Total cashmere sales were USS 482 million (2019), of which washed cashmere
accounted for 60%

If 50% of the exported washed cashmere is exported after it's processed into sweaters,
export revenue could increase between USS 472 million to USS 954 million

Cashmere is a rare natural raw material and is known worldwide for its light, soft and heat-
retaining properties and is in high demand. Wool and cashmere are natural fibers of animal
origin, which may make the relationship between the product and the measure of sustainability
clearer to consumers than other product categories, and thus create the emotional connection
associated with it.

: TOC

ONGOLIAN SUSTAINABL
FINANCE ASSOCIATION
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Figure 1. Wool and cashmere supply chain
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Figure 2.Cashmere value chain
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There are four players: herders, herder cooperatives, processing plants, transportation logistics,

and brands or shops. (Figure 2).
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A simple button-down T-shirt undergoes 27 different technological steps to become a final
product. .

Figure 3. Characteristics of Mongolian cashmere

60% dark, Due to its unique geographical Cashmere yield from raw cashmere
15% red, location and extreme weather is 50-52%

10% gray, conditions in Mongolia, Mongolian Yarn yield 90-95%

10% light gray, cashmere is considered to be the Knitting industry waste is not more
5%, white cashmere. longest and most folded. Suitable for than 5%

making fine yarn fabrics

Borlon 15-17 microns Dirt, dandruff, plant debris and other
Female goats 16-16.8 microns objects in cashmere. All contaminant
Male goats 16.5-17 microns will be removed at the primary plant

17 microns over 5 years old through a washing hairline.

The following features make the Mongolian cashmere more attractive to foreign
producers: Suitable for making fine yarn and fabric because of its length

There are many types of cashmere depending on natural and climate characteristics of
different geographic regions within Mongolia.

1.2 What is sustainable textile production?

The textile industry emitted 1.2 billion CO, in 2015 which is 21 times more than the emission of
air and water transport globally. In addition, 20% of the world's wastewater comes from the
textile industry. Annually, 0.5 million tons of synthetic fibers are dumped into the sea, and 2,000
tons of toxic chemical dyes penetrate the soil in the European Union, while only 1% of all
clothing is recycled.

Since the traditional textile industry is a huge environmental polluter, the main way to support
environmentally friendly and socially responsible textile production is to introduce all kinds of
incentives, fines and taxes to reduce environmental damage through government policy and
regulations. On the other hand, financial requirements can have the same compliance effects
in lieu of policy enforcement, and green investment and technology support are essential to
promote sustainable textile production and reduce greenhouse gas emissions.
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Sustainable textile production enables the following opportunities for producers
Upgrade company's operations without compromising product quality

Current requirements for manufacturers are to produce products that are consumer
and environmentally friendly and to sustain the company operations.

Support the achievement of many of climate change commitments and sustainable
development goals (SDGs)

Therefore, the textile industry and businesses need to implement a sustainability strategy and
practices to:
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Reduce supply chain risk

Increase the business reputation among brands and consumers

Enter new markets
Reduce cost efficiency

Furthermore, it is possible to benefit from advantages such as managing future risks
that are not covered by current laws and regulations.

Definition of Mongolian sustainable cashmere product:

“Mongolian sustainable cashmere products are value added products sourced from the
pastoral herding communities who support rangeland ecosystem health and animal
welfare and wildlife habitat, and processed in line with the social and environmental

assurance requirements.”

— Sustainability technical working group, Mongolian Sustainable Cashmere Platform, UNDP in
Mongolia (2020)

Principles mentioned in the definition:

Figure 4. Principles of Mongolian sustainable cashmere
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1.3 Sustainability issues in the cashmere supply chain

Global warming

Climate change is causing global warming, desertification, wildfires, water shortages, and
declining agricultural output, and is causing immeasurable damage and impact in every corner
of the globe (IPCC, 2019). This is due to the rapid economic, social and industrial development
created by humankind in the last century, and is likely to cause significant damage to the
ecosystem that is the basis of our future development and existence.

A clear example of this is pasture/rangeland degradation, where about 70 percent of
pastureland is degraded (GoM, 2016). Environmental issues are exacerbated by human activities
associated with increased production. As the raw materials for wool and cashmere products
come from livestock, the agricultural sector is highly dependent on the textile sector in
Mongolia. Systemic changes are needed to sustain pastureland and support local SMEs in the
textile sector. SMEs engaged in wool and cashmere processing face some challenges in
supporting environmentally friendly production and adding value to their products.

Social and environmental issues in the textile industry

The main challenges for SMEs in the cashmere and wool sector are the companies’ lack of
technical and financial capacity , lack of national standards for sustainability, lack of
certification, and a weak legal framework to support sustainable producers. Furthermore, high
consumption of disposable plastic packaging, a lack of quality control infrastructure to
determine chemical residues in final products, outdated methods of industrial wastewater
treatment and sludge removal, and a lack of advanced water and energy efficient
technologies have led to unsustainable production in the textile industry. Thus, the need for
green loans and green financing is essential for the introduction of sustainable production in
the textile sector.

Figure 5. Sustainability criteria for wool and cashmere supply chain
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consumption
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Figure6. Crieria of Voluntary Codes of Practices for sustainable textile production
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1.4 Initiatives to introduce sustainability practices in the cashmere value chain

Several initiatives, projects, and programs have been implemented to embed sustainability into
the Mongolian cashmere sector and value chain (Figure 7).

Figure 7. Sustainable cashmere iniatives in Mongolia
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“Sustainable Textile Production and Eco-Labels - STeP EcolLab” project (2018-2022)

Objective: The project aims to create environmentally sustainable production and
consumption in the textile sector of Mongolia.

Activities: To increase green loan supply to the textile sector, under the STeP Ecolab project,
MSFA has carried out the following activities.
Green finance market demand of small and medium textile enterprises in Mongolia

Sustainable Finance Guidelines for the Textile Industry (for banks and Fls)

Textile sector environmental, social, and governance (ESG) risk assessment (for banks
and Fls)

Textile sector-specific green loan criteria guide

Training handbook on financing sustainable textile production

Activities planned in 2021:

o Technical assistance and consulting services to connect the wool and cashmere
industry to potential green funding sources

» Development of roadmap of domestic and foreign investors who can provide green
funding for sustainable wool and cashmere factories

» Training for textile companies on green projects and business plan
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1.5 Financial needs and opportunities

In addition to the above, there is a lack of financial support for SMEs in the wool and cashmere
sector. The study on “Green finance market demand of textile SMEs in Mongolia” estimates that
the potential green financing for Mongolian textile producers is estimated at MNT 75 million.
To achieve the national cashmere target of increasing the output of textile products by
2,200,000 units by 2021, the total green market demand equals to MNT 576 billion. Therefore,
the financial role of local banks is important in supporting a more sustainable economic
transition by financing sustainable textile projects.
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The main challenge to the competitiveness of Mongolian wool and cashmere SMEs is access
to finance, which covers the following four areas:

1) Insufficient loan proposals that do not meet the financial needs of SMEs
2) High collateral requirements

3) Complex administrative process

4) Limited understanding of finance

Module 1. Teamwork and discussion #1

Topic: Identifying environmental, social, and economic hotspots in the cashmere supply
chain

Duration:

15 min (10 min team discussion, 5 presentation)

Instructions:

Introduction of team members

List the environmental, social, and economic issues in the textile or cashmere supply
chain within a given type of production (e,g herder groups, primary processing,
integrated companies).

Identify hotspots or rank the high impacts

Appoint a presenter

Present a teamwork for 1-2 minutes

O¢ O«

O« O¢ O«

Team 1, 2: Herders and suppliers
Team 3,4: Primary processing plants

Team 5, 6: Integrated companies
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Please rank three issues which have the highest hotspots for the production stage.

Module 2. Teamwork and discussion #2

Topic: Creating long-term financing opportunities for stakeholders

Question: What will stakeholders (representing the allocated party) need to do in order to attract
sustainable green finance in the long-term?

Duration

20 min (15 min team discussion, 5 min presentation)

Instructions:

Discuss the role of the designated stakeholders in the textile sector

Discuss what actions a given stakeholder can take to attract sustainable green funding
in the long run. (Task 2 Write on a shared document)

Appoint a presenter

Present a teamwork for 1-2 minutes

Stakeholder representation of teams
Team 1: The Central Bank of Mongolia (Financial Regulators)
Team 2: Commercial banks

Team 3: Mongolian Sustainable Finance Association
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Team 4: Government agencies and ministries
Team 5: International Fls and development organizations

Team 6: Other Fls (insurance and loan guarantee fund)

MONGOLIAN SUSTAINABLE
FINANCE ASSOCIATION
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MODULE 2.

TEXTILE SECTOR ENVIRONMENTAL, SOCIAL AND GOVERNANCE
RISK MANAGEMENT

Overview

Assessing environmental, social and governance (ESG) risks of the textile sector would promote
environmentally and socially friendly production by increasing value-added products using
green technology, which in turn will increase the cost of export products and reduce the
negative impact on the environment and society.

In this module, we will learn the significance of ESG assessment in the different stages of
production and get familiar with national and international textile sector standards. Moreover,
this module provides practical tools such as Responsible nomads raw material traceability
system and ESG risk assessment tool for Fls.

Featured topics:

Environment and social impact assessment of the textile processing production
compared to the international textile standards.

Sustainable finance guidance for the textile sector

Textile sector ESG risk assessment tool

International sustainable textile certificate and green label

Mongolian sustainable certification for the wool and cashmere sector

-

ToC
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MONGOLIAN SUSTAINABLE
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2.1 International sustainable textile certificate and green label

In the following, the most prestigious international and domestic textile production certificate,
and volunteer codes of practices (VCP) are elaborated.
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Sustainability : Website Benefits:
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: : ; operations to reduce
Blauer Engel : ~ : https://www.blauer- the negative impacts
- Textiles Py ; engel.delen on environment,
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Bluedesign : ' www.bluesign.com

Reduce potential risks
that would occur

4

Fair ~ Wear : : : www.fairwear.org
Foundation FAIR : >, Increasg the
WEAR : s : reputation among
: : : brands and public
Global ’ ! hitps://www.global-
Organic \ E w i standard.org Increase the
Standard - () i .
(GOTS) : : opportunity to attract
: investors and new
Naturtextil R ' \’ ' Q ' www.naturtextil.de consumers who
iVN certified Lg??) >, Suppprt . the
BEST e : : : sustainable business
OEKO-TEX — spore ’ ANy | ‘wwwoekotexcom Increase the share of
Mad e 111 MADE IN GREEN £} H \ H "' H
Green R the  market and
: : sustain product value
SA8000 g | ' ' ~ ' www.sa-intl.org/ .
RN : k : Lead/pioner the
H H (/ H
ITIN : : ‘ : market as a
C : sustainability
: : : producer

cradletocradie

Cradle to : ’ : i www.c2ccertified.org/
Cradle @s \

World  Fair 20Nt

@.’z E : «d wito.com
. . ‘;.‘- :;: 9, H
Organization SaE : W\

20 Wos,

Trade


https://www.blauer-engel.de/en
https://www.blauer-engel.de/en
http://www.bluesign.com/
http://www.fairwear.org/
https://www.global-standard.org/
https://www.global-standard.org/
http://www.naturtextil.de/
http://www.oeko-tex.com/
http://www.sa-intl.org/
http://www.c2ccertified.org/
http://wfto.com/
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The most welkknown sustainability certifications in the textile sector
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Global organic textile standard

Global organic textile standard (GOTS)3aims to define requirements to ensure organic status of

textiles, starting from harvesting of raw materials, through labeling environmentally and socially
responsible manufacturing in order to provide a credible assurance to the end consumer.

Figure 8. Criteria of GOTS

3. Quality assurance 4. Ethical Business
system Behaviour

Employment is freely
chosen ) )

Ethical Behaviour rules
Requirements for
organic fber production
Freedom of association

and collective baraainin Auditing of processing ) !
manufacturing and Prevention of corruption
Child labour shall not b trading stages (origin ¢
goods, quality,
S supplying system and
No discrimination is
Requirements for fibre practised product components Fair Governance
materials components - etc...)
Occupational Health an
Safetv
No harassment and Supply chain
violence Transparency
Chemical inputs assessment of ving
tre?(?illjér?)rrgire“sssifr?; e;\t/aegr])é \wage gan Privacy and informatior
Working time security
No precarious SauAy3 2 Ty Non-discriminatory eqal
emnlovment is nrovided quality parameters anc right
Conventional . residues
requirements Migrant Workers
/parameters
(Environmental Social compliance Solve the argument anc

manaaement etc.).

mananement conflict
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Source 4. GOTS

The standard covers processing, manufacturing, packing, labeling, trading and distribution of
all textile production sourcing at least 70 % from organic fibers. The environmental and social
issues are assessed according to the following four indicators by the GOTS standards.

STeP certification by OEKO-TEX

STeP certification by OEKO-TEX® is an independent certification system for brands, retailers,
and manufacturers from the textile and leather industry.®> OEKO-TEX® is an independent
certification system for brands, retailers and manufacturers from the textile and leather industry.
Certification is suitable for production facilities at all processing stages who want to
communicate their environmental measures externally in a credible and transparent way.

STeP enables an integrated view of production conditions from sustainable perspectives.
Independent OEKO-TEX® institutes carry out analysis and scoring in the following six modules:

- 4'y -
/ TRONMENT™
MANAGEMENT

MNS ISO 14001: 2020 Environmental Management System

This requirement and usage guidance® establishes the environmental management system
requirements for the purpose of improving the environmental performance of each
organization. Using the standard, the organization will contribute to the environmental
sustainability principles.

Nordic ecolabel

3 https://www.oeko-tex.com/en/apply-here/step-by-oeko-tex
* https://estandard.gov.mn/standard/v/4141
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T The Nordic Swan Ecolabel aims to reduce the environmental impact from

o,
W{ production and consumption of goods — and make it easy for consumers and
. /f" professional buyers to choose environmentally friendly goods and services.

The Nordic Swan Ecolabel was established in 1989 by the Nordic Council of
Ministers as a voluntary eco labelling scheme for the nordic countries of Denmark, Finland,
Iceland, Norway and Sweden. It is possible to obtain a certification with the Nordic Swan
Ecolabel within 59 different product groups which accounts more than 200 different product
types, one of which is the textile sector. Nordic Swan Ecolabelling criteria for textiles were first
adopted in 2011, and has been revised thrice (version 3 was adopted March 2018).
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A Nordic Swan Ecolabelled textile service:

Is energy efficient and has a low climate impact

Consumes limited amounts of water and uses the planet’s resources sparingly

Uses chemicals complying with stringent environmental and health requirements. For
example, detergents not containing fragrances or DADMAC.

Reduces the environmental impact of transport involved in distribution.

Buys large quantities of textiles which either are ecolabelled or comply with the Oeko-
Tex 100 standard.

222

Z 2

2.2 Environmental and social impact of the Mongolian wool and cashmere
processing sector

What is the level of compliance with the legal and E&S requirement for Mongolian textile SMEs?

In order to assess the current situation of the E&S and sustainability issues of the Mongolian
wool and cashmere sector, an environmental and social impact assessment (ESIA) was
conducted under the STeP EcoLab Mongolia project, in partnership with the Collaborating
Centre for Sustainable Consumption and Production (CSCP). The study covered 20 large and
SMEs in the wool and cashmere sector.

The assessment report is focused on six themes: water use, use of chemicals, wastewater, solid
waste and sludge, energy and social factors. The assessment framework is aligned with
sustainability criteria set in two internationally recognized textile standards, namely GOTS and
Made in Green (MIG) by OEKO-TEX.
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Figure 9. Environmental and social hotspots of the Mongolian wool and cashmere processing companies

Wastewater High
Solid waste Sludge [ow
Energy Use of
consumption \ Chemicals
Social Water
factors use

Water usage

The assessment revealed that the water consumption values at Mongolian cashmere and wool
producers are on average 1.6 times higher than water consumption values for wool textile
production reported in other sources when measured in m?* per kg of textile output.

The most water efficient companies are primary processors engaged in washing and scouring.

In comparison to the other textile types, like polyester and cotton, the worldwide consumption
of wool fibres is rather negligible (1% of all fibre used for spinning in 2015, see). Accordingly, the
total environmental impact of wool is smaller, compared to the other common textiles.
However, the ever-increasing demand for sustainably produced consumer goods urges the
Mongolian cashmere industry to implement the best practices in water saving and usage — a
novel trend welcomed by many participating companies.

Existing challenges and hotspots ( )

Lack of proper measuring, recording and thus, control of water consumption.
Low economic incentive to transition to environmentally friendly behavior

One of the objectives of the STeP EcolLab Mongolia projectis to achieve a 5% reduction in water
consumption across the textile sector.

Use of Chemicals

Overall, the majority of chemicals used in textile production in Mongolia are compliant with
GOTS and MiG by OEKO-TEX sustainability criteria. However, two of the commonly used
individual dyes, Lanaset and Lanasol, fall under pre-metalized and azo dye classes prohibited
by GOTS.
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Certain compliance tests need to be carried out if a company or enterprise decides to apply for
sustainability standards and ecolabelling. There could be a problem with toxicity and
biodegradability threshold analysis because currently the national testing laboratories have
limited capacity or capability to perform certain types of highly specialized tests.

Most assessed companies have adequate records of chemicals use, with missing safety data
sheets. The same is true for machine oils and lubricating chemicals. Company regulations on
storage, transfer and handling of hazardous chemicals are not sufficient. There is a need for
improvement and more detailed documentation.

Existing Hot Spots (High)

Poor documentation of chemical use.
Commonly used chemicals (Lanaset and Lanasol) fall under azo dye category

Wastewater

Mongolian cashmere and wool producers face serious issues in sustainability compliance if
current trends in wastewater treatment, reuse and recycling are carried forward and common
practices are not improved substantively.

Current wastewater treatment practices are largely outdated or almost non-existent, at least
within the scope of the companies covered by current assessment and project. Our assessment
confirms that textile companies contribute towards overburdening of the Central Waste Water
Treatment Plant, as none of the production effluent is pre-treated at the site prior to disposal
to the main sewage network. Wastewater from primary processors is very high in turbidity,
while COD and pH values can be above permitted ranges.

The Law on Water Pollution Fees, which will come into effect soon, is expected to improve the
situation. Producers are well aware of it and related issues. Therefore, they are willing to
invest/co-invest in wastewater treatment plants to curb the environmental impact of their
production.

Existing Hot Spots (High)

Lack of/ poor documentation of wastewater discharge (Companies, except for the
primary processing companies, do not face close monitoring and can discharge
wastewater into the main sewage system without treatment, metering, or inspection of
documentation.)

Lack of/ outdated wastewater treatment practices

Solid waste and sludge disposal

State of compliance in solid waste management is generally good within the sector, while the
sludge disposal issue is not well addressed, similar to the wastewater treatment problem.
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Solid waste management at the assessed factories is generally similar, with most companies
contracting waste transportation companies that collect solid waste on a weekly basis and
deliver it to landfill sites. No incineration or landfilling of waste occurs at the production sites.

Existing Hot Spots (low — solid waste; high- sludge disposal)

Lack of/poor documentation of waste management
Sludge effluent is often not treated and discharged into the main sewage system

Energy use

Naturally, industrial activities in Mongolia are considered energy intensive, particularly due to
the cold climate. Additionally, low energy tariff regulated by the government contribute to use
of energy in excess. The current survey provides proof to this claim. The collected data on
energy consumption per kg product is mostly in the range of international benchmarks. The
assessment also revealed that various energy saving measures have been implemented in the
visited companies.

Smaller companies appeared to be more efficient due to easier control of expenditures for
utilities. Large companies possess more opportunities in terms of energy saving.

The general trend is very positive. All the large, medium or small companies visited are
interested in reducing energy consumption and either already have implemented or are
planning to implement energy saving measures. However, benefits of the implemented energy
saving measures are often not evaluated. Even the baseline energy consumption of production
units at the current time is not estimated, due to a lack of methodology to monitor and manage
energy consumption.

There is no tradition of estimating the carbon footprint of production. None of the visited
companies obtained ISO 14000 series of standards. The companies need to develop a set of
environmental policies and procedures with targeted reduction in energy consumption.

Existing Hot Spots ( )

Poor monitoring and documentation
Required to heat unnecessarily large, poorly divided spaces
No stream recuperation: additional loss of energy and water

Social criteria

Overall, the hotspots within the social criteria in the textile industry are non-compliant in
working hours, sufficient pay and OHS criteria designed by the OEKO-TEX and GOTS standards.
Although larger enterprises record overtime work in line with the national Law on labour, there
weren't enough means to record overtime in smaller enterprises. Enhanced overtime rate
monitoring systems should be installed in enterprises working night shifts and irregular hours.
In some cases, few employees didn't have information on whether they were paid overtime
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fees. Information and legal knowledge for employees are required to establish a conflict-free
communication between employees and staff.

Existing Hot Spots ( )

Inadequate documentation and rule implementation against discrimination and child
labour in smaller companies

Over-time work is not recorded

Poor OHS management,

Lack of necessary financial and human resources.
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2.3 MNS 2021 Standard for Sustainable Textile Production

The project of Standard for Sustainable Textile Production®
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BATANTARKYYNANTHH BAHMYYINATA
Mosromsi Hooc Hoomyypes Xanboo (MNS IS0 IEC 17065- 2013)
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The Mongolian Noble Fibre (MNF) sustainability certificationaims to establish the main
principles, requirements and criteria, and accordingly evaluate and certify sustainable textile
production. This enables Mongolian wool and cashmere products to be distinguished from
conventional production and be recognized in the global market for its sustainability. . By
following this standard, Mongolian wool and cashmere producers imply that they are prepared
to take all necessary actions to improve their E&S performance.

The following standards were referenced in the MNF, and their latest official sources shall be
used in case of any revisions and amendments:

MNS 1-1:2006,Mongolian national standardization system. Part 1. Procedures for the
technical work

MNS 1-2:2006, Mongolian national standardization system. Part 2 Rules for the structure
and drafting of standards.

MNS ISO/IEC 17065:2013, Conformity assessment. Requirements for bodies certifying
products, processes and services.

MNS ISO/IEC 17067:2014, Conformity assessment. Fundamentals of product
certification and guidelines for product certification schemes

5 https://estandard.gov.mn/medee/v/185
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MNS ISO/IEC 17021-1:2016, Conformity Assessment-Requirements for organizations
that conduct audits and certification bodies-Part 1

ISO 19011:2016 Guidelines for auditing management systems

MNS SO 14001: 2016, Environmental management system. General guidance on
principles, system and supporting techniques.

MNS 6390-2013, The primary treated effluent of wool and cashmere factory into the
sewerage of central treatment plant. Technical requirements.

MNS 4288-1995, General requirements for selecting a site for wastewater treatment
plants and treatment technologies and effectiveness.

MNS 6561-2015, Environment. Water quality. Waste water to supply to the sewerage
system. General requirements

MNS 6809:2019, Woven and knitwear finished products made of cashmere, camel and
yak hair.

MNS 3683:2015, Textile, Goat dehaired hair. Technical requirements.

MNS 4950:2015, Textile, Camel dehaired hair. Technical requirements,

MNS 5563:2005, general requirements for wool and cashmere production,

GLOBAL ORGANIC TEXTILE STANDARD (GOTS),

STEP by OEKO TEX.

Verification body-Certification body under MWCA

. . ] Certificate of sustainable
|: Environmental policy E Child labor E cashmere which has criteria
[ CO2 footprint measures | Discrimination
| Water use | Insult, violiation
E Wastewater treatment E Wage

| Energy use (electricity, heat, | Health, labour protection
steam)
E Use of chemicals

E Solid waste

| Packaging

A-D requirements are required to be completed in the long run for the MNF verification.
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A = minimum requirements, need to be fulfilled within one year after
signing the VCP if company wants to remain in the VCP process
(mainly measuring and implementing management capacities)

B = advanced criteria, need to be fulfilled within two years after
signing the VCP
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C = criteria to be fulfilled to approach international certification and
act as benchmark for the industry

D = criteria required by international standards, but cannot be fulfilled at individual
level (e.g. availability of sustainable raw wool and cashmere, national recycling
system, adequate chemical testing capacity), and therefore need a collective
approach.

Criteria required by international standards: Even though the VCP is an ambitious approach to
the sustainable production of textile goods and is oriented toward leading sustainability
standards, certification under the named standards requires compliance with further and more
elaborate criteria than listed in the VCP.

2.4 MNS Responsible Nomads Raw Material Traceability System

The Responsible Nomads Codes of Practice (CoP) and Raw Material Traceability System (RMTS)
have been developed since 2017 by the Mongolian National Federation of Pasture User Groups
(NFPUG) with support from the Green Gold Animal Health Project of the Swiss Agency for
Development and Cooperation (SDC).> The CoP and RMTS are designed to create awareness
and appreciation among domestic and international customers of best practices in nomadic
livestock herding, and to incentivize herders to maintain sustainable rangeland and herd
management practices to live in harmony with wildlife and the environment. The CoP was
developed for more than a decade in collaboration with thousands of nomadic herders living
in different parts of Mongolia, local specialists and researchers, based on the context of how
nomadic herding and best practices have evolved. Local and international researchers also
participated in the Green Gold Project to rehabilitate degraded rangelands (Montsame, 2020).

The CoP is officially registered as a Mongolian national standard (MNS 6891:2020), and refers
to introduction of animal health, animal welfare protection, appropriate management of the
environment, rangeland, and feed, as well as adoption of good practices in animal breeding,
feeding, care and herding to develop sustainable livestock production.

6 http://en.greenmongolia.mn/responsible-herders
7 https://estandard.gov.mn/standard/v/6714
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RMTS is an IT based verification mechanism which traces the product (cashmere, meat, etc.) in
its every production process, from the raw material at the herder to the time it's delivered in the
hands of the customer, and provides CoP certification.

As of 2020, with the support of the SDC and NFPUG, more than 1,575 pasture user groups
(PUGs) in 18 aimags (provinces) have established rangeland use agreements that are signed by
the local governor and herders (SDC, 2020).

Figure 10. Scope of RMTS Certificate

Source 5. Green Gold Animal Health Project
Indicators and evaluation criteria of Responsible Nomads

1. Responsibility of herders

Evaluation criteria Source of verification:
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a. Pasture User Group Membership Registeré in the Land management database at the Ager
b. Established Rangeland Use Agreement of Land Affairs Geodesy and Cartography and Mongo
c. Cooperative Membership National Federation of PUGs

2. Maintaining and improving rangeland health
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Evaluation criteria Source of verification:
| |
a. Healthy rangelands National Rangeland health database functions at t
b. Grazing impaatonitoring National Agency of Meteorology and Environment

Monitoring covers 1550 plots.

3. Animal health services

Evaluation criteria Source of verification:
|
a. Access to veterinary services The General Authority of Veterinary Servit@aVvS/
b. Animal halth
c. Food safety and drug residual control Mongolian Animal Health Information System /MAHIS/
the GAVS

4. Animal welfare

Evaluation criteria Source of verification:

Availability of four seasonalangelands Story Animal welfare database at the MongoliBlirPUG
platforms: Handmade PUG Grazing map and pla

N Access to water sources

N  Proper winter shelter/bedding (story platform)

N Preparation of winter forage/hay reserve (stor
platform: tables)

N Annual mortality rate of nevborn livestock is less

than 10%

5. Environmental stewardship

Evaluation criteria Source of verification:
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Wildlife coexistence (story platform) Habitat of wildlife species and rare plant speaiearked in
Rare species (story platform) the seasonal rangelands of PUGs available at the Mongc
NFPUG

6. Traceability

In order to improve quality monitoring, transparency and accessibility for customers, Green
Gold Animal Health Project in cooperation with the Digital Medic., Co., LTD has developed an
e-traceability system and smart phone application for Responsible Nomads Code of Practice
and the standard.

Figure 11. Responsible Nomads Traceability phone application

2.5 Sustainable finance guideline for textile sector

The definition of environmental and social (E&S) risks can be understood as potential impacts
and risks to the environment and local communities by a Fl's client or transactional activities.
E&S risks in Mongolian textile sector are categories as follow

High risk activities include activities that may cause large, various, irreversible adverse effects
and risks to the environment and society. Issues can include:

Increased livestock population due to poor pasture management and overgrazing.
Due to the lack of/poor wastewater treatment system, there is increasing environmental
pollution, soil and surface water pollution causing negative effects on human and
animal health.

MONGOLIAN SUSTAINABLE
FINANCE ASSOCIATION
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Medium risk activities include activities that have small, reversible risk/adverse impacts on the
environment and society. For example,

Unnecessary or potential energy costs are incurred due to poor carbon footprint
assessment and methodology.

Lack of control over water use (direct use of groundwater) can lead to depletion of water
resources.

Occupational health and safety (OHS) enforcement is poor due to lack of financial and
human resources.

Environmental and Social Management System and Due diligence

Environmental and Social Management System (ESMS) of the Fl explains client’s procedures for
identifying, assessing and managing environmental and social risk of transactions, defines the
decision-making process, describes the roles and capacity of staff in doing so and states the
monitoring and reporting requirements. It provides guidance on how to screen, categorize

transactions based on their E&S risks, conduct E&S | EEGcGTcGNGEGEGEEEEEEEE























































































