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1.0  Executive Summary

This report will give the reader an understanding about how Sanlu group was an unethical organisation. This report will show various theories for example stakeholder, shareholder theory, corporate social responsibility pyramid and Mendelows matrix, all these various theories will be linked within in the chosen organisation. The purpose of this report is to show the reader the unethical practice that can happen within an organisation and how it can affect the stakeholders and shareholders.

















2. Introduction
This report will be looking into the unethical issue of Sanlu group and how they added toxic chemicals into their milk formulas which was based in China. During this report the writer will explain various theories and how they link to Shijiazhuang Sanlu group.

2.1 Report Remit
[bookmark: _GoBack]This report will critically analyse Corporate Social Responsibilities (CSR) applied to the Sanlu Group.

2.2 Background on unethical organisation
Sanlu Group was founded in 1990, Sanlu group belonged to a Chinese dairy product corporation which was founded in Xinhua District (Business Wire, 2008).  The company sold milk formulas and nutritional supplements. In 2008, Sanlu Group went through liquidation because of the tainted milk scandal. The company’s milk formula was contaminated with melamine. This is a chemical that is used to make plastic. The chemical was supposedly meant to be used to boost the protein content (TIME.com, 2008). Sanlu Group made recalls for the milk that were produced before the 6th of August but by then the chemical made a vast majority of infants and children to become ill around the country. 300,000 infants in China became ill from the contaminated milk, leading children to be diagnosed with kidney stones; the kidney damage also led 6 mortalities.  This issue elevated many concerns for food safety and made an impact on the dairy companies (Huang, 2014). 








3.0 Main Findings
 
3.1 Corporate social responsibility
Corporate social responsibility (CSR) is an extensive corporate idea. It defines an industry's promise to carry out their organisation in a moral way. This means managing their business procedures while taking account of their social, economic and environmental effect, and seeing human rights.

This is critical analysis on how CSR should be applied into Sanlu Group. 
After the 2008 melamine crisis further consideration is funded on CSR regarding the Melamine Incident. Social responsibility has developed to become a key factor that businesses conduct out their sustainable progress. The initiative satisfying social duty is a steady procedure, grounded on the dynamic application of legal duty and for social responsibilities. This would resolve social duties in the business development plan, satisfying its ethical obligation for stakeholders, support the social responsibility of management and the source chain for initiative, among the enterprise and society. Because of the melamine incident it removed 22 dairy companies which included popular brands in china, this then caused the logical thinking of CSR in China.
Sanlu Group’s failed to subject legal duty. The melamine incident shows that the company has severe quality problems, as they do not meet the criteria. The company violated the law which created an accident of food poisoning. 
[image: Image result for csr pyramid]3.2 Carroll’s CSR PyramidFigure 3.1.1: Carroll's CSR Pyramid


The first tier is about economic responsibility. The company accomplished this tier as they earned profit.
The second tier is legal responsibility Sanlu group would not be suitable for this category because Sanlu group did not obey the laws and regulation because the company added melamine into their milk formula products without the knowledge of their consumers.
The third tier is ethical responsibility Sanlu group did not meet these requirements because they followed unethical practices for example the company lied as they were selling contaminated milk formula.
The final tier is philanthropic responsibility Sanlu group did not honour their social regulations instead of giving back to society they deceived the consumers.


3.3 Stakeholder Theory
The model contends that an organisation must produce value for all stakeholders, not just shareholders (Armstrong, 2006). In 1984 freeman initially was specified for the stakeholder theory of organisational management and corporate ethics that states morals and standards in handling an organisation (Stakeholdertheory.org, 2018).
The incident of Sanlu group has confirmed that food safety can be guaranteed if all the stakeholders among the food chain are distributing information and data in an appropriate method (PMC, 2006). 
Sanlu group did not meet certain responsibilities for example making sure of reliable manufacturing and product safety. The company were receiving profit, the organisation did not check the quality of products. The organisation accomplished a small profit, but in the future the company lost the clienteles trust and damage the company’s reputation.
Customers are one of the main stakeholders and because of this incident consumers have less confidence of the food containing milk. The apprehension for food safety has increased since the tainted milk scandal. The incident has also prompted the drinking behaviours of individuals. The public have also changed the intake of dairy products for example instead of drinking milk customers will drink soy or almond milk instead.
The dairy farmers are responsible for the companies incident because they involved themselves in illegal actions. Due to intense marketplace of competition and an absence of haggling control, dairy farmers added melamine into their milk this is because they could sustain low costs and to enhance protein readings. The action exposed their deficiency of business ethics as they only focused on their profit (HOME, 2017).
The milk stations would also be responsible as many milk stations who provided the companies product did not have the right license and formal contracts with dairy farmers. They would collect the milk the dairy farmers produced without ensuring the quality of the milk. These problems contributed to the incident (HOME, 2017).
Because of the increase and rising price of dairy farming and production, Sanlu transported the price pressure to the suppliers, for example the dairy farmers and milk station. This encouraged them to contaminate the milk to reduce prices. Sanlu group were unsuccessful to control their suppliers. It was stated that adding melamine was an exposed secret in the business. Sanlu group did not try to stop the products to be contaminated. Sanlu must take duty for causing the milk crisis (HOME, 2017).

Fonterra assisted to expose the matter. However, Fonterra held some duty for the problem because they should have been doubtful about the low manufacturing prices when they read the financial statements from Sanlu group (HOME, 2017).
The government were unsuccessful to carry out food safety procedures for the sellers. The government did not observe dairy farmers and milk stations correctly and efficiently. They excused big corporations from quality examinations. Therefore, these exemptions created loopholes for the dairy farmers to be involved in illegal actions to deceive consumers to think that the milk formula was in suitable condition. The government decided to limit the costs for milk products, hence the reason why this put pressure on the suppliers to expense the quality for more earnings (HOME, 2017)HHHHJOLO[.

The media were also involved in the milk crisis because they failed to report the incident. A newspaper company revealed that Sanlu group were on the list for contaminated milk formula. The newspaper company had a meeting with Sanlu group executives about the list, after the Sanlu group meeting the newspaper company held a meeting to apologies about the allegation. This then covered the news and produced more fatalities and illnesses (HOME, 2017).







3.4 Shareholder Theory 

The shareholder theory was first suggested by Milton Friedman it declares that the main duty of a company is to maximise profits (Law & Smullen, 2008). Milton Friedman stated that he does not approve that companies should take on social duty this means being accountable for needed social attention. Friedman believed in the free-enterprise system, this means companies must be concerned about the shareholders attentions. He believed that only in a social setting companies should make sure social duty is their importance (Livingmba.wordpress.com, 2010).
Sanlu group added melamine into there milk formulas so it would boost the nutrition on the package so more customers would by the product. This would fit into freeman’s views because Sanlu groups only goal is to earn profit even if it means false advertisement.











3.5 Mendlows Matrix
Mendelow suggested that we examine stakeholder groups based on power, this means power to influence the business methods and project resources. Some stakeholders may hold more authority than others (Oxford College of Marketing Blog, 2018).

[image: ]
Figure 3.4.2: Sanlu Group's Mendelow Matrix

This diagram shows that Sanlu group has high power but low interest this is because the company knew about the melamine being added into the formula, but they did not stop it as they were gaining profit.
The diagram also shows that dairy farmers had a high power but low interest this is because dairy farmers added melamine into their milk, so they could sustain low cost and enhance the nutritional readings.
Customers, suppliers, milk stations and retailers have low power and also low interest. Customers would have low power because they were not able to do anything when the melamine was added into milk formulas as they did not have the information. They would also have low interest as they did not research to the product, they may have bought the product as it could have been a reasonable price.
Milk stations would have low power and low interest because they would collect the products from the dairy farmers without insuring the product was a good quality before taking the items.
The retailer would also have low power and low interest because the only goal the retailers are trying to target is profit so they would be unlikely to check the quality before advertising them on the shelves. 
The media would have high interest but low power. This is because the media would be interested in Sanlu group’s activity and what unethical issues they may create but they would not have the power without clear evidence to publish to the public.
Fonterra would have high power and also high interests this is because the company was a shareholder for Sanlu group which made them powerful as they had information on Sanlu group. They would also have high interest because when they found out about the tainted milk crisis, they shared the information to warn the public who may have purchased already.
The government would also have high power and high interests because when the government found out about the incident. They then put forward food safety laws to make sure an incident like Sanlu milk would not occur again.







3.6 Conclusion
To conclude this report the writer has discussed the unethical actions of Sanlu group by using a various theory, the models included are the stakeholder theory, shareholder theory, the CSR theory and finally the Mendelows matrix. This report explained the unethical problem Sanlu group faced when adding in melamine into their products because of this event it harmed infants and corrupted many dairy farms in china as customers were cautious about what they drank dairy wise and they chose alternative forms of dairy substitutes such as almond milk. 10 years on after the incident customers are still worried about what they consume just in case the same incident may occur, customers in china are more comfortable purchasing products not produced in chine, because of Sanlu groups tainted milk crisis it has affected many companies and also the clientele’s opinion.


4.0 Recommendations
For Sanlu group to avoid this situation I would recommend the company obeying the health and safety act 1974 as the company caused a lot of health issues for infants.
Sanlu Group should have also recalled the tainted products and also had a good attitude towards the problem to solve this situation. Because the tainted milk formula affected the infant’s health problems, Sanlu group should have contributed to help the infants affected by the crisis by compensating them for example paying for medical treatment and follow up costs. Sanlu Group should also work on self-regulating policies to maintain manufacturing testing.
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