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The Observatory internal audit report

Auditor : Tristan Lecomte

Date: July 29 th- August 2" 2008
Period Audited : 2006-2007

Fiscal year considered : 2007

Exchange Rate : 1 Euro = 50 Baths (THB)
Audit Level 1:

The Organic Rice Fund Surin Agriculture Co-operative (ORFSC) is an
experienced organic project based in the Isan region (North East Thailand), in the
province of Surin. Rice Fund has been Organic certified by ACT (Thai label, not
recognised by the European standards, annex 9) for 13 years although the farmers
began working together in 1989. To gain legal status, on 17" September 2003 the
fund was registered as Organic Rice Fund Surin Co-operative (ORFSC). Rice Fund
works closely with Green Net Co-operative (NGO, a Fair Trade exporter) to such a
point that ORFSC used to be Fair Trade and Organic certified (Bio Suisse and Krav)
through Green Net. The Cooperative has now ownership on its certification and can
export directly.

ORFSC itself is now organic certified for all markets including NOP for the US
market, ACT and Surin Organic Agriculture certified for the local market. The
Cooperative progressively gained its independence and started to export directly in
2006.

From the 539 members registered in ORFSC in 2005, only 336 remained
members now, since the coop pursued the objective to keep as members only those
really interested in the coop’s activities, such as transition towards organic production
and fair trade objectives. The coop had difficulties to prefinance its purchases from all
the members and hence decided to focus in priority on the members really involved.

Among the 336 members, 180 are certified organic for export, of which 80 have
developed integrated organics farms (fully self-sufficient) and 80 others are on their
way to full autonomy. All other farmers are at least certified according to local
standards (ACT certified and Surin Organic Agriculture).

In terms of production, ORFSC produced nearly 990 tons of processed rice.
Audit Level 2:
No level 2
Used to be E San Enterprises Co Ltd for some quantities, but now ORFSC has full

capacity to package and export directly. It already does so for Alter Eco Americas
and did a trial export of fully packaged rice for Alter Eco France in 2007. So now
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ORFSC is in capacity to cultivate process, pack and export all its rice directly and we
shall by directly from them.

Context:

The visit took place between July 28 Th and August 2"* 2008. These 4 days
were spent at Tong Ma Briabying'’s farm (the president of the cooperative) and at the
coop mill for an open discussion about the cooperative and as well at the green
market on Saturday morning to have a living proof of the fact the coop promotes food
sovereignty. Another visit had happened in January 2008 (Tristan Lecomte, Paul
Rice from Transfair USA, John Mackey from Whole Foods) and some comments of
this report derive from this past visit.

The objective was to perform a routine audit of the coop, the latest had taken place in
June 2005, but since the purchase activity had been quite low from this coop, it did
not seem necessary to us to perform more regular audits. Still, we visited very often
ORFSC, at least every year.

The purpose of the visit was to determine the current situation of ORFSC
organization and follow-up on different aspects of rice cultivation, prices and the link
between fair trade and the food crisis. We always had a great relationship with this
very friendly cooperative and its team, we could not always collaborate on the rice
purchases because of supply chain interferences (be it Green Net or Esan), the
objective of the visit was to reaffirm our willingness to give priority to this cooperative
to supply us with Jasmine rice, if possible, to buy all our jasmine rice quantities from
them to stabilize our purchases. We used to buy as well from PFA, Nam Om, OACS
some jasmine rice, which led us to have sometimes not very strong and deep
relationships with the cooperatives. Now that the market is more stable, both on the
cooperatives sides as well as on the market side for us, it seems more reasonable to
focus our attention on ORFSC when it comes to Jasmine rice.

Entities visited:

NGO “SFS”: Surin Farmers Support

ORFSC: Organic Rice Fund Surin Co-operative

ORFSC Rice Mill

Tong Ma Birabying, Farmer and chairman of the cooperative
- TabThai village during the January visit

Additional visit:

-  ORFSC local Green Market

|. General Information




ELECLERC () ESE

©Le Laboratoire du Commerce Equitable / The FLaboratory Confidential

1. General information on the country and the macro  -economic climate

Brief background

Thailand was established as a unified Thai kingdom in the mid-14th century.
Thailand is the only Southeast Asian country never to have been taken over by a
European power. A bloodless revolution in 1932 led to a constitutional monarchy. 7
years later, former name Siam was replaced by the actual one Thailand (Kingdom of
Thailand). In alliance with Japan during World War 1, Thailand became a US ally
following the conflict. Thailand is currently facing armed violence in its three Muslim-
majority southernmost provinces.

Thailand: general information 0 50 100km

a B0 100 mi

VIETNAM
Thailand is located in South-eastern Lol b
Asia, bordering the Andaman Sea and the
Gulf of Thailand, southeast of Burma.
Thailand is situated in the Tropics, hence
weather conditions are tropical but differ
between North and South: rainy, warm,
cloudy southwest monsoon (mid-May to
September); dry, cool northeast monsoon
(June to September).

Thailand area is 514,000 sq km
(France area is 547,030 sq km). Land use is
composed of 29% of arable land, 6% devoted
to permanent crops and the last 64% are o acha
dedicated to other uses. The total area of Laem Chabange, anip
irrigated land is 47,490 sq km (1998 est.)

+Chiang Mai

Udon
« Thani
. Phitsanulok

. Khon Kaen

Khorat
Plateau
Ubon®

Makhon*® Ratchathani
Ratchasima

JMakhon Sawan

CAMBODIA

Thailand is composed of 76 provinces
under the control of a constitutional f
monarchy. Chief of State is King Phumpihon
Adunyadet (since 9th June 1946).

Surat* VIETNAM-[
Thani
Recent political milestones Phuket)
1997 to 2006 o Yai..ﬁon.gkhla
Pattani
The 1997 Constitution was the first T ’\fo\/
constitution to be drafted by popularly-elected / MALAYSIA

Constitutional Drafting Assembly, and was
popularly called the "People's Constitution”.

The 1997 Constitution created a bicameral legislature consisting of a 500-seat House
of Representatives and a 200-seat Senate. For the first time in Thai history, both
houses were directly elected. Many human rights are explicitly acknowledged, and
measures were established to increase the stability of elected governments.
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The court system included a constitutional court with jurisdiction over the
constitutionality of parliamentary acts, royal decrees, and political matters.

The January 2001 general election, the first elections under the 1997 Constitution,
were called the most open, corruption-free election in Thai history. The subsequent
government (under prime minister Thaksin Shinawatra) was the first in Thai history to
complete a 4-year term. The 2005 election had the highest voter turnout in Thai
history and was noted for a marked reduction in vote-buying compared to previous
elections. Legislative elections were held in Thailand on 6 February 2005.

In early 2006, significant pressure from corruption allegations led prime minister
Thaksin Shinawatra to call for a snap election. The opposition boycotted the elections
and Thaksin was re-elected. Pressure continued to build, leading to a military coup
on 19 September 2006.

After the 2006 coup

Without meeting much resistance, a military junta overthrew the elected government
of Thaksin Shinawatra on 19 September 2006. The junta abrogated the constitution,
dissolved Parliament and the Constitutional Court, detained and later removed
several members of the government, declared martial law, and appointed one of the
King's Privy Councillors, General Surayud Chulanont, as Prime Minister. The junta
later wrote a highly abbreviated interim constitution and appointed a panel to draft a
permanent constitution. Martial law was revoked in January 2007.

The ban on political activities was lifted in July 2007, following the 30 May dissolution
of the Thai Rak Thai party. The new constitution has been approved by a referendum
on 19 August, which led to a return to democratic elections on 23 December 2007.
Party dissolution charges are a series of events and scandals that eventually led to
the dissolution of Thai Rak Thai Party, the biggest political party in Thailand at the
time, and a few small parties following a general election in April, 2006.

Thailand remains an active member of the regional Association of Southeast Asian
Nations.

Population and education

Thailand counts around 65,444,371 inhabitants (60,656,178 in France).

There is a quite significant Chinese minority (14%) living in Thailand, mostly
working in commercial sector.
95% of Thai people are Buddhist; almost 4% are Muslim (mainly based in southern
provinces).

Thailand enjoys a high level of literacy and education is provided by a well organized
school system of kindergarten, primary, lower secondary and upper secondary
schools, numerous vocational colleges, and universities. The private sector of
education is well developed and significantly contributes to the overall provision of
education which the government would not be able to meet through its own

%
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establishments. Education is compulsory up to and including Grade 9, and the
government provides free education through to Grade 12.

Thailand is ranked 76th in the 2004 Human Development Report, with an HDI
value of 0.768.

Economy of Thailand

Thailand has a well developed infrastructure, a free-enterprise economy, and
welcomes foreign investment. Thailand has fully recovered from the 1997-98 Asian
Financial Crisis and was one of East Asia's best performers in 2002-04. Consumption
habits are changing due to the high growth of retailers.

Key figures

GDP per capita: $8,100 (PPP) = 332,100 Baths (French GDP per capita: $28,700
PPP)

GDP per sector Labor force by occupation
o 37%
47% O Agriculture O Agriculture
B Industi
44% 9% O Services 49% ervices

Here is demonstrated the place of the farmers in the Thai economy.
Agricultural sector represents only 9% of the GDP, whereas almost half of the Thai
labour force (49%) is occupied by agriculture.

Thailand is a main producer and exporter of agro products. It's a moderate
importer with a highly protected market.

Export: $87.91 billion f.0.b. Export pariners (2004)
.. O USA
Export commodities 9%

. - 10% 30% m Japan
textiles and footwear, fishery products, 0 China
rice, rubber, jewellery, automobiles, 1304 :

. . ( O Singapore
computers and electrical appliances. .

. . . . 13% 2506 W Malaysia
Thailand is the first rice and rubber B Hong Kong
exporter worldwide . It's the third ]

sugar exporter, behind Brazil and EU.
Number of agro industries increased the last 10 years. 50% of processed agro

&
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products transformed in Thailand are exported (8% in value of the whole export of
Thailand)

. Import partners (2004 )
Import: $80.84 billion f.0.b. m Japan
. 44 41 O China
Import commodities 5.8 23,6 |m USA
Capital goods, intermediate goods and B Malaysia
raw materials, consumer goods, fuels 7,6 y: & Singapore
’ O Taiwan

2. Cultural context at the national and local level S

The Province of Surin is situated in the North Easter of Thailand, in a region
called Isan. This province is 450 km from Bangkok. Surin’s population of 1 404 252.

The GPP (Gross Provincial Product) per capita is 21,211 Baths (420 Euros),
which is the 73rd lowest among the 76 provinces of Thailand. The highest is 515,577
Baths (10,312 Euros), province of Rayong and the lowest is 17,977 Baths (360
Euros), province of Nong Bua Lampoo). The 14 poorest provinces of Thailand are
situated in Isan.

Surin’s primary source of income is its wholesale and retail trade (29%),
followed by agriculture (19%) then education (12%).

The average monthly income per household for the whole kingdom is 13,736
Baths (275 Euros) while in the province of Surin, the average monthly income is6,675
Baths (133,5 Euros: i.e. around 4,5 Euros per day).

The Rice Culture
Rice, which is the main agricultural product of the region, is much more than just a
product; it is a whole culture in itself with very strong beliefs attached to it.

The way of life shared by rice growing communities has created a pattern called
Rice Culture, meaning a society with social order, beliefs, values, traditions,
ceremonies, words, games, tools, food, songs and dances about rice and rice
cultivation. Rice culture plays an important part in the Thai social structure.

a. Rituals and Beliefs Related to Rice

The Thais have rituals designed to wish for safety for the rice plants and a bountiful
harvest. Rituals in different parts of Thailand have both differences and similarities,
showing the blending of beliefs on spirits and morale, which was the original animistic
views, with other beliefs from Buddhism and Brahmanism. There were both family-
only rituals, and those set up by the members of the community called the common
ritual.



In general, rituals involving rice have the objective to beg the spirits to take care of
the rice plants so that they grow well and strong, producing as much yield as desired
and to make predictions.

They are usually undertaken at various stages of growth of the rice plants, as follows:

1. Pre-planting Rituals: These rituals involve making offerings to inform, beg, request,
ask for permission, which reflect the beliefs about the spirits and supernatural beings
that have existed since ancient times, as well as Buddhist and Brahman beliefs.

In Northern and North-eastern Thai groups, asking for the graces of the spirits
through an offering is done in the form of the ‘ancestral and village spirit worshipping
rituals’, which is held before planting rice. Besides asking the spirits to watch over
families and villagers and keep them from illness and harm, these rituals also ask for
a good rice harvest.

At each of our visit, the producers organized rituals like this one, to bless us.

In the North, before channelling water into the field, there is a ceremony for the water
spirits called the ‘Rituals to worship water spirit,” to ask their permission to use water
in agriculture. The ceremony for the earth spirit or paddy-field spirit can be found in
almost every region due to the need to ask permission to use the soil for rice
planting.

If the villagers fear drought before planting, they usually perform a rainmaking
ceremony, placing their hope in a form of supernatural power. Examples of
rainmaking ceremony include the ‘cat procession ritual’, which can be found in every
region. In the Central plain, this is done between May and July, sometimes
accompanied by the ‘ritual to form cloud’.

The Royal Ploughing Ceremony is held in May, clearly demonstrating the King’'s
support for farmers and desire to raise their morale. It is a Brahman ceremony which
foretells the amount of foods and water expected in the land each year, as well as
giving the citizens an opportunity to collect the rice grains sowed by ‘Phaya Raek
Na’, the person who performs the ceremony on behalf of the King, and taking it back
to the farm as a good luck charm.

2. Mid-season ceremonies: The purpose of these ceremonies is to ask the spirits or
the gods to watch over the rice and ensure that it gives a good harvest, free of birds,
rats or insects as well as asking for forgiveness from the buffaloes that are usually
beaten during land preparation.

The farmers would ask forgiveness from the rice goddess or ‘Mae Phosop’ before
pulling the rice seedlings for transplanting, asking her to go to where the rice
seedlings are transplanted. After transplanting, some areas in southern Thailand
have the ceremony of ‘chanting for the rice field’, in which the monks are invited to
chant the Buddhist mantras in the middle of the field to ward off evil portents and
bring luck and purity. Holy spirits are also called upon to protect the rice. It is
imperative to take good care of the rice in this period, and there are ceremonies to
drive away pests, the most important one being rats. Some locations in the Central
part and the South have a ritual to worship the rats, which asks the rat ancestors to

Confidential



ALTER ECO
COMMERCY SQUIVABLE

E.LECLERC ()
©Le Laboratoire du Commerce Equitable / The FaaderLaboratory Confidential

watch their children and keep them from damaging the crops. A ceremony to liven up
the rice goddess is held when grains are formed in the panicle.

3. Post-harvest ceremonies: Ceremonies in this period range from the time when the
rice is ripened and ready for harvest to storing and cooking or selling.

When the rice has ripened, a ‘first harvest’ ceremony is held to worship and ask
forgiveness from the rice goddess before harvest. Afterwards, a ceremony for
threshing invites her from the rice field to the threshing area. Then after the rice is
threshed, before it is stored in the rice bin, a ceremony to ‘bless the rice’ is held again
to ask for forgiveness in using cattle and buffaloes to thresh the rice, and asking the
rice goddess to accept the offerings and to stay at the storage shed. When that is
done, a ‘rice bin closing ceremony’ would be performed to ask the rice goddess for
plentiful rice for one to consume indefinitely, then a ceremony to cook new rice would
be held in which new rice would be cooked for the monks. Before selling the rice, a
‘rice bin closing ceremony’ is held to ask forgiveness from the rice goddess and for
permission to sell a portion of the rice.

The Thais not only believed in ancestral spirits, village spirits and city spirits, which
are the souls of the dead, they also believe that everything in nature---whether it be
earth, water, field, mountains or trees---bears its own spirit. These are later seen as
gods. Ancient Thais saw that nature has its own mystical powers, and in realizing
that they had to depend on nature, they showed their submission and make offerings
to appease the spirits, or ask forgiveness when they felt they have violated nature.

Technological advances and economic importance reduced many of Thailand’s rice
ceremonies and change the people’s relationship to the natural and the supernatural.
Even though rice ceremonies are carried over from original animistic beliefs, they
blended with Brahman and Buddhist rites when those two religions made their impact
upon the Thai society.

Traditional ceremony held with the producers and their families (ORFSC’s
cooperative).

b. Rice Consumption

Rice has been the staple food of the Thai people from ancient time. Thais eat both
Glutinous and non-glutinous rice, prepared as meals, as snacks, as desserts and as
drinks.

)*



Rice is so central to Thai food culture that the most common term for ‘eat’ is ‘kin kao’
(consume rice) and one of the most common greetings is ‘kin kao laew reu young’
(have you consumed rice yet).

Numerous ways of consuming rice have evolved over time, from the normal way of
cooking rice to boiling to steaming and to grilling in bamboo. Also evolved are the
many different sizes and shapes of ‘'rice pots,’ which are dependent on the particular
way that rice is cooked. Rice is generally eaten with varying kinds of 'dishes,' made of
meat, vegetables, and other condiments, which are appropriately and generically
called 'Khap Kao' or literally translated as 'with rice." This has also resulted in having
many different designs of containers where rice and the meat/vegetable dishes are
placed before serving.

Since childhood, Thais are taught not to waste rice. Thus, a number of ways of
cooking techniques have been designed to recycle leftover rice. Any rice remaining
after a meal must not be thrown away, but must be put on the top of new boiled rice
in the cooking pot. As an alternative, it may be dried in the sun as dried boiled rice
“kao taak,” which is generally used as ready food by country folk while travelling on a
long journey. In former times, soldiers in the battlefield brought Kao Taak as their
provisions so they had no need to make a fire for cooking which endangers the troop
in the battle field. Drinking water after a meal of Kao Taak also helped the soldiers
feel full for a long while because the rice crackers expanded after absorbing water.
Crust of rice sticking to the bottom of a rice pan or rice pot is eaten as Kao Tang.
When it is fried and sprinkled with sugar and coconut flakes, it becomes a dessert (or
Khanom) called Kao Tang Tod, a favourite family snack commonly given to the
children as a reward for their help in the kitchen chores.

Kao Tu is another khanom, which is prepared by grinding dried leftover rice, mixing it
with heavy syrup and ground roasted rice grains before shaping this into thick coins.
Kao Tu has a very sweet smell as it is smoked with fragrant candle, kenanga and
jasmine.

c.Nutritive Value of Rice

Rice is mainly composed of starch, with 71-77% carbohydrate and only 5-8%
protein. Brown rice is also an important source of vitamin B, as it is rich in thiamine
(B1), riboflavin (B2), niacin, pantothenic acid and folic acid at 0.34, 0.05, 0.62, 1.50
and 20.00 mg per 100 g of rice, respectively. After the rice has been milled into white
rice or milled rice, only 0.07, 0.03, 0.11, 0.22 and 3.00 mg per 100 g are left. Brown
rice grains are also two to three times richer in fibbers than polished, milled rice.
These fibbers help with waste excretion and toxin absorption. Cereal oil also contains
oryzanol, which reduces the risk of cancer and controls diabetes. Therefore, a certain
group of customers are interested in Brown rice as a healthy food.

)
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3. Rice production and market, weight of rice relat  ive to the local economy

Thailand ranks first as world biggest rice exporter but sixth as world producer. Rice
unlike other commodities is mainly consumed locally, in the major producing
countries like China, India or Indonesia. Thailand has a surplus, since it produces
277 kilos of rice / person (see production / capita), against a consumption of 100 kilo
per capita / year, which enables to export rice massively. Exports are not a threat to
food security in Thailand but may have an effect on local prices. Like the recent
increase in rice world market prices that have proved to pressure local market prices
for rices in Thailand as well.

Top 10 world rice producers

#1 China:
#2 India:
#3 Indonesia :

#4 Bangladesh :
#5 Vietnam :

#6 Thailand :
#1 Burma :

#8 Philippines :
#9 Brazil :

#10 Japan:

118,000 thousand metric tons
89,000 thousand metric tons
33,300 thousand metric tons
26,000 thousand metric tons
21,000 thousand metric tons
17,800 thousand metric tons
10,440 thousand metric tons
8,500 thousand metric tons
7,300 thousand metric tons
7,100 thousand metric tons

World rice producers / capita (/ million persons)

#1 Thailand :
#2 Vietnam :
#3 Burma:

#4  Bangladesh :
#5  Indonesia:

#6  Philippines :
#7  Korea, South :

#8  China:
#9 India:
#10 Japan:

277.319 thousand metric tons per
251.389 thousand metric tons per
222.142 thousand metric tons per
180.155 thousand metric tons per
137.618 thousand metric tons per
96.7481 thousand metric tons per
92.5145 thousand metric tons per
90.3305 thousand metric tons per
82.3873 thousand metric tons per

55.7225 thousand metric tons per

)!
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Productivity differential with other producing countries

12
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The above chart shows the increase in productivity / hectare for rice production in
Australia, from 6 to 10 tons of paddy / hectare between 1970 and 2000, while in
Thailand, especially in the Isan region, the yield hardly ever reach 4 tons per hectare,
and the average yield for the region remains at 2,3 tons / hectare.

Rice yield increased relatively slowly in Thailand compared with that in other Asian
countries. From 1.79 t/ha in 1968 to 2.15 t/ha in 1988, because of the predominance
of the rain fed rice ecosystem and farmers' preference to grow high-quality, low-
yielding traditional varieties that fetch a premium price in the domestic and the world
market. Since 1988, rice production and yield have increased very little. The present
rice yield of 2.33 t/ha is one of the lowest in the world.

+ -
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Agriculture stands for 19% of the Gross Provincial Product, (Surin
Provincial Statistical Office). Agriculture in Surin is highly based on rice production
with 98% of the cultivable area of the province dedicated to rice growing (86% of
Jasmine rice), i.e. nearly 2,900,000 rai (around 475,000 ha), for a production of
1,117,000 tons (i.e. 2,35 tons of paddy rice / hectare, in line with the country’s
average productivity per hectare).

Map of the north-east region of Thailand, main rice production area and where most
of the Fair Trade rice cooperatives are located:
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Historically, the sandy and comparatively infertile soils of Isaan (north east region
shown above) have led to lower crop yields, and its agricultural output continues to
lag behind the Northern and Central regions of the country. This is an essential part
of why Isaan is Thailand’s poorest region. The region accounts for forty-six percent
of Thailand’s rice fields, but just over a third of its production.

The weight of agriculture (so the weight of the rice) in the province is
decreasing. Rice harvested area is decreasing but also the yield. Farmers don’t pay
attention to their crop any more, because of a non remunerative market. With the
recent price increase, some movement back to land and reinvestment in the fields
seemed to happen, especially in Loei province where rain where good in the
beginning of this year, while in Ubon Ratchatani area and Surin area, the lack of rain
did not allow producers to increase their planting areas.

The Thai rice conventional market
Rice was and still is, before all, a food crop for Thai people. It was not until 1955 that

the Government permitted the private sector to export rice under the government’s
jurisdiction, using a quota system and two rates of exchange.

In the North as well as the Northeast, rice farmers always keep a portion of their
rice produce for home consumption, milling their rice at a small mill (capacity of 1-12
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tons/24 hrs), while the rest are sold to the medium-sized mill (30-60 tons/24 hrs) or to
a middleman or paddy market.

Merchants or mill dealers usually come to negotiate right in the production area.
Some sell the rice to nearby mills and thrusting the burden of moisture reduction to
the mill or selling via the central paddy market or provincial paddy centre. Therefore,
guality tests include moisture tests. When the middlemen want to sell the grain to the
mill, they need to send a sample to the mill for quality testing and price evaluation
beforehand. If the price is satisfactory to both parties, the middlemen would then
transport the grain to the medium-sized mill in the area. After the grain is milled, a
portion of it is sent to local consumers while the rest passes through the Yong, or
dealer, to Bangkok, which is the centre of distribution to the consumers in outlying
provinces where production is insufficient, such as in the South. Medium-sized mills
on the outskirts of Bangkok sell directly to merchants or major consumers, such as
restaurants. Exporters deal with large-sized mills (100 tons/24 hrs), in which
Bangkok-based exporters contact through the Yong.

If it is a special quality rice, such as jasmine rice, Chek Choei (Sao Hai), Khao Ta
Haeng, Khao Ko Diao, especially jasmine rice (Khao Dawk Malil05 and the RD15
varieties, for both foreign and domestic markets), the buying process is more
meticulous than it would be with ordinary rice. Mills situated in the production areas
of the rice buy directly from farms or via trusted middlemen. Contact between the
mills and the exporters or domestic bulge sellers go through a familiar Yong.

Farmers in the North and Northeast like to grow glutinous rice for their household
consumption more than for commercial use. Therefore they tend to keep the grain till
the subsequent raining season until they are certain that there would be enough rain,
then the rice would be sold to the local small mills. Glutinous rice trade between the
mills and the mass sellers in other provinces are usually done via a Yong in the area.
Transactions in Bangkok are almost unrequired except for provinces in the South and
in the outskirts of Bangkok. Glutinous rice orders between the mills and the export
merchants are usually done via a Yong in Bangkok, similar to long-grain rice, except
in the case of exports to Laos, where the orders are usually made in Bangkok or in
the local mills, then sent to Nong Khai.

The former chairman of ORFSC.

The process outlined above is presented in the diag ram below:
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From the process listed above, it is clear that the person who holds the key role is
the rice-grain merchant, the middleman who buys and collects rice from farmers in
large quantities and sells to both large and middle-sized mills. There are two kinds of
paddy merchants. The first is the village paddy merchants, a small-deal trader in the
village with the funds, or a well-to-do farmer who drives a truck around to
neighbouring villages or area to buy paddy from other farmers and sells that rice to
medium-sized mills, which then sells to local consumers, or the central paddy market
or provincial paddy centre (a place where farmers, merchants and the mills negotiate
the rice transactions) with the profit from transportation or profit prediction on
reserved rice.

This kind of merchant usually has their own storehouse. The second type, the non-
village merchant, maybe a general agricultural produce trader in the area or further
away. They usually go around buying grain from provinces in the Central plains or
the lower part of the North where there is a large surplus of rice.

If they buy from far-away provinces, they usually hire a Nai Na (dealer) which is a
local person who is trusted within the area to do the negotiations and the buying to
keep in stores for maximum profit. Thus, there is a specific name for these
merchants, the Chao Yung or ‘People of the Storehouse’. Aside from selling grains to
medium- or large-sized mills in the area or near Bangkok, such as Suphan Buri,
Nakhon Pathom, Ayutthaya or Pathum Thani, or sale in the central market, some
merchants belonging to this group may also give monetary (usually with prohibitive
interest rates) or material loans to the farmers, especially early in planting season.

The farmer may pay off the debt by selling the rice to the merchants at an agreed-
upon price after harvest. This has led many small farmers into very high and
increasing levels of debt. Many farmers are borrowing money from the merchants to
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buy chemicals and fertilizers and are then obliged to sell their rice to reimburse the
merchant at prices set by him without any capacity to negotiate.

This advocates for the cooperative role, to regroup producer, go organic and
help them having their own mill to process, package and export their rice
directly, without having to depend on chemicals and sell to the middlemen.

Thailand’s exports experienced significant and constant growth since 1977. During
1978-2002, exports grew to 5 million tons or at the rate of 1 million tons every 5 years
(Figure 1). This exponential growth is simultaneous with the population growth from
11 million in 1927 to 63 million in 2007, while rice-producing area grew 16 million rai
(3 million ha) from 1927 to 61 million rai (10 million ha) in 2007.

Figure 1: Thailand’s rice sales 1927-2007

Source: Foreign Rice Exporter’s Association

Thailand’s rice exports are in the form of free trade where the exporter agrees with
the foreign buyer. There is a rice trade between governments, but very little in
quantity when compared to the private sector. In the year 2007, the private sector
exported 96.24% of total exports, while the government sector sold only 3.76% of
total. The main markets for Thai rice are mostly in Asia, Africa, the Middle East,
America, Europe and Oceania, respectively.

In 2007, Thailand's rice exports hit a historic high of 9.55 million tons, earning the
country 3.6 billion dollars.

During the first four months of 2008 rice exports had already reached 4.07 million
tons, earning the country 1.91 billion dollars, a hike of 73 per cent over the same
period last year.
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Types of Thai rice exported :

The crisis of last April :

Rice prices in Thailand, surged to $1,100 a tonne in April 2008, as concerns about
food security first triggered by a handful of Asian export bans spread.

There hasn’t been any shortfall in rice production, which has been relatively steady
throughout 2007 and 2008 and certainly enough to meet demand in Asia, where 90
per cent of the rice market resides. But not like for the wheat market for which there
has been a shortfall due to the low crops in Australia.

So this year's rice crisis actually started in India, which slapped a ban on its rice
exports in early 2008 to guarantee domestic food stability in case the country of 1.1
billion people suffered a wheat shortage due to uncertain imports from Australia.

The Indian ban prompted Vietham to announce its own export ban in April, which
helped jack the world rice price up to 1,100 dollars a ton in June, compared with 340
dollars a ton in November.

Diagram of prices for Jasmine rice (USD / ton FOB).
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The rice market had been a buyers market for the perhaps 40-50 years, since the
Green Revolution when new technologies introduced in the mid-1960s made it
possible for farmers to produce more rice and grow rice two to three times a year. We
are now, since last April crisis, in a sellers market.

Both India and Vietnam, the two largest rice exporters after Thailand, have now lifted
their export bans and prices are starting to edge down on the world market.

Hence, prices went down again after this steep April increase, back to 700 USD / ton
today (690 USD FOB, august price), meaning an average 20 to 22 baht / kilo of white
rice FOB (while we pay our Fair Trade rice at 28 baht / kilo for jasmine) as shows the
table below :

Rice Quotes * Aug. 14, 2008-

(all per MT bag FOB;ex.bulk paddy) (all per MT bagged FOB)
American Asian

|- | our | cait Juug Jagen] - | Thai | viet | india | Paki |

| 10% | $805 ] - | $815 | $800 $660 [ o575 | - | - |
.

[_Paddy ] s410] ] - | - | 25% _|$650] -

4. Why Fair Trade in this particular region or coun  try?

The needs of these numerous small rice growers are really urgent. Their level
of income, coming from paddy sales, is less than the minimum salary in the province:
i.e. less than 137THB per day (less than 3 Euros). The settlement of co-operatives,
through which small farmers can cope with low paddy prices, seems to be a priority.

Fair Trade in the region encourages farmers to work together in a common
goal to cope with this closed and unfair market. Fair Trade gives opportunities to
avoid this market hold by “Chinese middlemen” (owning the commercial mills) and
will increase farmer’s income and livelihood. In group or co-operative, role and
importance of farmers is more recognised in local economy, and their claims can be
heard in an upper level.

Moreover, the provincial government of Surin is acting strongly to promote
organic rice growing methods. A local label “Surin Organic Agriculture” has been
implemented. Free training and workshops are regularly organised by governmental
organizations (such as the Co-operative Promotion Office of Surin) to transmit
knowledge and cultural practices to the farmers.

Fair Trade objectives:

- provide secured prices, and secured income, to enable farmers to establish long
term project, through investment, credit access,

- gather farmers (farmer group, co-operative, association) to cope with Chinese
middlemen, in order to compete with prices asked by unfair actors,



©Le Laboratoire du Commerce Equitable / The FaaderLaboratory Confidential

- increase farmer’s income (and so the livelihood their family),

- provide own mill to farmer groups and co-operatives,

- provide skills to small farmer (training)

- promote environmental friendly project (organic certification, compost producing
group)

- diversify income generating activities in order to reduce farmer rice reliance.

- Ultimately, ameliorate the economic, social and environmental development in the
province of Surin.

A producer’s house

Kanya Osniri, a strong leader and
exemplary integrated organic producer
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Il. The product

1. Product cultivation: farming methods, harvest pe riod, yield, return on
investment, surface cultivated...

Rice is being cultivated in the region for over 600 to 700 years. The green revolution
happened 40 years ago, with the import of chemicals and fertilizers and the
development of hybrid seeds. The Jasmine 105, the hybrid specie that is exported
(named as well “Thai Jasmine rice”), came in the region 15 years ago, the Thai
government introduced it in the region and encouraged its cultivation, so most of
producers switched from the native specie to the hybrid one for export.

Producers cut their trees to develop more paddy fields, this resulted in the massive
deforestation of the Surin region and to a larger extent the Isan region.

While the local variety could be harvested twice a year, the Jasmine 105 can only be
harvested once a year, and with just one harvest a year and the low prices given to
paddy, people realized they could not make a living with this activity. This is what led
thousands if not millions of people to leave the countryside, to find jobs in Bangkok.

While before, farmers were mostly self-sufficient, growing some vegetables, with
fruits and native rice species for their consumption and some native jasmine rice for
special occasion or local sales, they progressively entered the market with the
Jasmine rice 105 and progressively became dependant on the purchase of consumer
goods. The prices for Jasmine rice remained quite low while consumer goods prices
kept increasing, leading most of the small producers towards poverty and a
decreasing purchasing power.

Today, among the 350 small farmers members of OFRSC, only 50 still produce the
native Jasmine variety (Pa ka um pun white and the Tak hang red varieties) to
preserve the seeds and feed their families. The others, cultivate Jasmine 105 for
export and a local non-jasmine variety for self consumption.

Producers expressed their willingness to switch back to the native jasmine specie if
the market would accept it, since they prefer its flavour (for self consumption), it is
easier to cultivate and better adapted to the environment (needs less water for
example, which is a key issue these days).

Before the jasmine 105 was introduced, the region was covered with forests, people
were practicing agro-forestry, they were using less land and there was much more
water, preserved by the forest. They were breeding fishes from ponds and used to
find many crabs and fishes in the rice fields. There was a balance between man and
his environment.

ORFSC cooperative is helping to go back to this sustainable and self-sufficient
organization. Thanks to the cooperative, the small producers get better revenues for
their rice and get a technical support on how to develop integrated organic methods :
combining rice with animal breed (ducks, pigs, cows, buffalos, fishes), vegetables
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(peas, nuts, vegetables) and fruits. Producers become fully self-sufficient and have
as well the opportunity to sell their produce every week on the green market in Surin
city.

ORFSC'’s farmers are visionaries,
fully committed to integrated organic and fair trade principles.

ORFSC is cultivating various species of rice: Jasmine Rice (Khao Hom Malee) which
accounts for most of