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In August 2012, the Securities and Exchange Commission (SEC) published the final guidelines for 
the Conflict Minerals Rule, which originally came into existence as Section 1502 of the Dodd-Frank 
Wall Street Reform and Consumer Protection Act of 2010 (Dodd-Frank 1502). This law requires 
publicly traded companies regulated by the SEC to report on the use of conflict minerals necessary  
in the production or to the functionality of products they manufacture or contract to manufacture. 
Dodd-Frank 1502 defines conflict minerals as tin, tantalum, tungsten, and gold, commonly known  
as 3TG. Companies are required to report to the SEC and to the public if the 3TG minerals used in 
their products were mined in conditions of armed conflict and human rights abuses, namely in the 
Democratic Republic of the Congo (DRC) and nine neighboring countries in central Africa.  

According to IDC, the U.S. law and similar mandates expected in other regions will have a  
far-reaching impact on manufacturers and their supply chains, most notably those producing 
electronics, consumer durables, aerospace and automotive equipment, medical devices, industrial 
products, and consumer goods such as jewelry. The SEC estimates that compliance will cost 
companies approximately $3–4 billion in the first year and roughly $200–600 million every year after. 
More broadly, IDC also notes that manufacturers are facing increasing pressure to be more 
transparent in their supply chains and in sourcing the materials they need for their products and 
processes. Many types of mandates — including those that are government, customer, board of 
director, or shareholder led — are driving manufacturers to examine what they know about their 
supply chain partners and the potential risks to their reputations. Manufacturers need to put in place 
strategies to address Dodd-Frank 1502 and, more broadly, to cost effectively — and proactively — 
remove compliance risks from their supply chains and their product portfolios.  

The following questions were posed by PTC to Kimberly Knickle, practice director at IDC 
Manufacturing Insights, on behalf of PTC's customers. 

Q. What approach should organizations take to comply with the new SEC conflict 

minerals disclosure requirements? 

A. The first step is to identify whether your company is using conflict minerals and whether  

it needs to provide the SEC with a report. If 3TG minerals are used and sourced from the 

DRC, manufacturers will need to exercise due diligence in their supply chains to identify the 

specific origin of materials across potentially hundreds of products containing tens of 

thousands of parts or materials. The approach requires a documented process to collect, 

manage, and update the relevant data, as well as a very high degree of confidence in the 

data's accuracy, without adding substantial costs. Ultimately, any investments that a 

company will make in compliance resources are less about the resulting report and more 

about ensuring the necessary transparency into the making of the products. Ideally, IDC 

wants to see companies establish transparency across their everyday business processes, 
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with one of the outcomes being compliance with Dodd-Frank 1502. That most likely will 

require a cross-functional team to change the way compliance is handled today and 

technology to support and automate the process. The most advanced companies are 

factoring compliance into other processes in the business, such as new part introduction, 

materials selection, supplier qualification, and engineering change management. They're also 

able to adapt well to changing requirements, whether those come from customers or 

regulators. 

Q. What is the link between compliance and organizations' overall product strategies?  

A. The link between compliance and product strategy is very important and points to all activities 

associated with designing, sourcing, making, and delivering products. If the link between 

each step isn't there, compliance processes become isolated and inefficient, done at certain 

steps in the product life cycle, usually after a product is handed off to production. When the 

product is built, change becomes a major issue. That's everyone's nightmare situation — 

seeing finished products sent back to the (virtual) drawing board. But if compliance becomes 

an ongoing component of the product design, development, and introduction process, 

manufacturers have the ability to be proactive, identify potential issues early in the design 

process, and make changes that are less costly. Frequent checkpoints are a way to rein in 

the rising costs and risks associated with an ever-expanding number of product regulations 

and customer requirements, as well as a way to provide an audit trail for assurance. 

Compliance isn't a single event or one person's job. It has far-reaching implications on the 

overall success of a company, including where that company's products are marketed and to 

whom they are sold. Therefore, compliance has to be part of the product strategy, from 

design all the way to market.  

Q. How will compliance impact the relationships organizations have with their suppliers? 

Is there an impact on their customers as well? 

A. Let's start with customers since they are one of the biggest drivers for maintaining product 

compliance. We know that customers, whether they are other manufacturers or retailers or 

consumers, have increasing expectations about product quality and customer service.  

Some customer segments also place value on corporate social responsibility. Manufacturers 

must build and protect their brand reputations through the products they bring to market.  

As a result, more manufacturers are providing customers (and other stakeholders such as  

non-governmental organizations [NGOs]) with greater levels of transparency into the way their 

products are produced, including the origins of product ingredients or materials and detailed 

supplier information. Compliance, or at least compliance that can be demonstrated, can 

therefore benefit the customer relationship and strengthen customer loyalty when managed 

correctly. As such, compliance carries immediate and potential long-term revenue implications. 

Compliance also places a burden on suppliers. There's no way around that. Many suppliers 

will have to allocate resources to increase the level of granularity in the information they 

provide to manufacturers. But hopefully this will be a short-lived phase — and one the 

supplier recognizes as a cost of doing business. Minimizing the burden on suppliers is 

extremely important, and that should be manifested in how you request and accept the 

necessary information. The best way to minimize the impact over the long run is to create 

clear expectations through communication, to work toward standardized formats and 

processes (backed up by policies), and to reward the suppliers that give you the information 

you need with more business.  
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Q. Who is typically involved in these initiatives? Which departments within the 

organization and which types of external organizations?  

A. Often, how effective (or costly) these initiatives will be is based upon who is or isn't involved 

within the company. Among more successful companies, we usually see some combination 

of the usual suspects — representatives from compliance, legal, design/engineering, 

environmental health and safety (EH&S), sustainability — and critical involvement from 

supply chain and sourcing/procurement groups. Finance and IT are also involved because 

these projects carry bigger implications and require tech investments in order to be 

successful.   

Externally, manufacturers are working with a wide range of partners — lawyers, auditors, IT 

and business consultants, and service providers — providing services such as interviewing 

suppliers, general due diligence support, reporting/filing, and auditing. In some cases, 

manufacturers are working with consultants to set strategy and policies. And of course, an 

increasing number of manufacturers are evaluating and working with IT vendors to use 

software that supports ongoing (and more automated) compliance and to weave compliance 

into the business.  

Q. What are the advantages of a technology-based approach to conflict minerals 

disclosure as well as for managing compliance more broadly?  

A. When there's a technology-based approach to compliance, compliance procedures and 

processes are much more likely to be followed consistently throughout the organization.  

That means that the process is well defined and documented, with some level of automation, 

and — essential for demonstrating due diligence — there's a corporate system of record for 

compliance. The outcome is a more consistent and cost-effective compliance program that is 

easier to audit. In general, we find that technology-supported compliance includes: 

 A rules- or workflow-based system for defined procedures with the ability to 

identify specific events or exceptions. This will automate previously manual 

compliance checks and procedures — plus add a control system to provide an audit trail 

and assurance — and automate efforts that require scale, such as supplier inquiries 

regarding the origin of materials and escalating follow-up outreach as needed. 

 Integration with other applications or data sources such as ERP or materials or 

order management. This ensures data fidelity and allows manufacturers to make 

broader use of the data (e.g., in bill-of-materials management, procurement, and quality 

management). Applications that integrate with a company's existing ERP and/or PLM 

systems provide more complete supply chain visibility and the ability to manage product 

launches and updates with reduced risk. 

 Reporting or analytics. This includes simplifying compliance reporting externally, but 

minimum expectations are for reports and dashboards that verify the process is working 

and create an accurate compliance picture internally in a way that is useful to the entire 

organization for areas such as sales/customer service, production, distribution, and 

logistics.  

Overall, IDC believes that a technology-based approach provides a way to address what's 

most important to the business — managing risk, protecting brand reputation, and bringing 

successful products to market.  
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