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Complete Sustainable Procurement and Collaborative
Business bundle

BSI has packaged together BS ISO 20400, BS ISO 44001| and BS ISO 44002
to provide a complete package to enable organizations wanting to
implement sustainable procurement practices and collaborate
successfully with their chosen partners.

Procurement is a powerful instrument for organizations wishing to behave in a
responsible way and contribute to sustainable development. By integrating
sustainability into procurement policies and practices, including those covering
supply chains, organizations can manage risk and optimize opportunities.
Organizations should therefore use their influence to help their supply chains act
more responsibly and sustainably, which aims to support.

Collaborative business relationships can do businesses a great deal of good. They
help build stability and trust that can drive down prices and costs, open wider
markets and supply chains, and improve operational efficiency.
provides a framework that can be integrated into an organization’s operations

and together with BS ISO 44002 help optimize the benefits of collaboration
between organizations.

Using BS ISO 44001 and BS ISO 44002 in conjunction with BS ISO 20400 will

enable organizations to enhance their collaborative engagement with suppliers,
customers and partners in using procurement to drive sustainability.

This complete package contains:

BS ISO 20400: 2017, Sustainable procurement — Guidance

BS IS0 44001]: 2017, Collaborative business relationship management systems —
Requirements and framework

BS [SO 44002: 2019 Collaborative business relationship management systems —
Guide to implementing [BS 1SO 44001
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This publication does not purport to include all the necessary provisions
of a contract. Users are responsible for its correct application.
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Published by BSI Standards Limited 2017

ISBN 978 0 580 85406 4
ICS 13.020.20; 03.100.10

Compliance with a British Standard cannot confer immunity from
legal obligations.
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Amendments/corrigenda issued since publication

Date Text affected

Documents

Document Sharing Hub

Full document details: BS ISO 20400 + BS ISO 44001+BS ISO 44002


https://doi.org/10.3403/30295293
https://doi.org/10.3403/30203003
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002

BS 1SO 20400:2017
INTERNATIONAL ISO

STANDARD 20400

First edition
2017-04-15

Sustainable procurement — Guidance

Achats responsables — Lignes directrices

Reference number

—/@\— 1SO 20400:2017(E)
ISO Documents

7\@/7 Document Sharing Hub
© 180 2017

Full document details: BS ISO 20400 + BS ISO 44001+BS ISO 44002


https://doi.org/10.3403/30295293
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002

BS 1SO 20400:2017

ISO 20400:2017(E)

COPYRIGHT PROTECTED DOCUMENT

© 1SO 2017, Published in Switzerland

All rights reserved. Unless otherwise specified, no part of this publication may be reproduced or utilized otherwise in any form
or by any means, electronic or mechanical, including photocopying, or posting on the internet or an intranet, without prior
written permission. Permission can be requested from either ISO at the address below or ISO’s member body in the country of
the requester.

ISO copyright office

Ch. de Blandonnet 8 « CP 401

CH-1214 Vernier, Geneva, Switzerland

Tel. +41 22 749 01 11

Fax +41 22 749 09 47

copyright@iso.org

WWw.iso.org Documents

.. Document Sharing Hub
11 © ISO 2017 - All rights reserved

Full document details: BS ISO 20400 + BS ISO 44001+BS ISO 44002


https://doi.org/10.3403/30295293
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002

BS 1SO 20400:2017

ISO 20400:2017(E)
Contents Page
FFOT@WOTM .........coccccee e85 5885855555855 \%
IIMETOAUICEIONL. ..ot vi
1 S0P ... 1
2 NOIIMATIVE FEERTEIICES .........cccooiii s 1
3 Terms and defiNITIONIS ... 1
4 Understanding the fundamentals
4.1 Concept of sustainable procurement.........
4.2 Principles of sustainable procurement
4.3 Core subjects of sustainable ProOCUTEMENT . ...
4.4  Drivers for sustainable ProCUTeMENT ...
4.5 Key considerations for sustainable procurement
4.5.1 Managing risk (including 0PPOTtUNILY) .. ..o
4.5.2  Addressing adverse sustainability impacts through due diligence.............ccccoocce 10
4.5.3  Setting priorities for sustainability issues
4.5.4  Exercising influence
4.5.5 Avoiding complicity
5 Integrating sustainability into the organization’s procurement policy and strategy .......... 11
51 Committing to sustainable ProCUremMEeNnt . ...
5.2 Clarifying acCoOUNtADIIITY ...
5.3  Aligning procurement with organizational objectives and goals
5.4 Understanding procurement practices and supply chains
5.5 Managing IMPlEMENTATION ...
6 Organizing the procurement function towards sustainability
6.1 GOoVerning ProCuremMent. ...
6.1, 1 GOVEITIATICE ..o
6.1.2  Procedures and SYSTEITIS. ...t
6.2 Enabling people........iscccss
6.2.1  Organizational culture..........c..c....
6.2.2  Performance management............
6.2.3  Learning through collaboration
6.2.4  GUIdANCE..r e
6.3 Identifying and engaging sStakeholders. ...
6.3.1  Identifying key Stakeholders ...
6.3.2  Engaging the supply chains................
6.3.3  Engaging other stakeholders......
6.4 Setting sustainable procurement priorities...
6.4.1  Applying risk management.........ccon
6.4.2  Using different approaches to set priorities ..
6.5 Measuring and improving PEerfOrTNANCE ...
6.5.1  Defining metrics and INdICALOIS ...
6.5.2  Reporting
6.5.3  BeNCRMATKITIZ ..ot
6.6  Establishing a grievance mechaniSm ...
7 Integrating sustainability into the procurement process
7.1 Building on the existing process.........n:
7.2 P AT e
7.2.1  Integrating key elements of sustainable procurement...........ccnn 25
7.2.2  Assessing sustainability risks (including opportunities) ... 25
7.2.3  AnalySing the COSES. ...
7.2.4  Analysing organizational needs.....
7.2.5  Analysing the market.......c.ccnen

© IS0 2017 - All rights reserved

7.2.6  Completing the sourcing strategy
Document Sharin%lHub

Full document details: BS ISO 20400 + BS ISO 44001+BS ISO 44002


https://doi.org/10.3403/30295293
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002

BS 1SO 20400:2017

ISO 20400:2017(E)

7.3

Integrating sustainability requirements into the specifications

7.3.1  Defining sustainable procurement criteria.................
7.3.2  Choosing the types of requirements.........cn
7.3.3  Applying minimum and optional reqUIremMents ...
7.3.4  Finding information to establish the requirements ...,
7.3.5  Evaluating that sustainability requirements are met
7.4 SELECHING SUPPIIETS .t
7.4.1  Assessing the capacity Of SUPPIETS ...
7.4.2  Prequalifying suppliers
7.4.3  Managing tenders..............
744  AWArding the CONMTIACE. ...t
7.5  Mana@ing the COMTIACT. ...t
7.5.1  Managing the supplier relationship
7.5.2  Implementing the CONTIACE ...
7.5.3  Using a contract management PLam ...
7.5.4  Managing performance and relationships.........cn
7.5.5  Encouraging supplier-customer joint initiatives
7.5.6  Managing supplier failure ...
7.5.7  Managing disposal and end of life...
7.6 Reviewing and learning from the CONtract ...
Annex A (informative) Sustainable procurement iSSUES ... 41
Annex B (informative) Overview Of [SO 2Z600Q)............c oo iieeeeees e 47
Annex C (informative) Examples of a sustainability issue approach ... 49
BIDIHOGTAPIY ... 51
Documents

iv

Document Sharing Hub
© ISO 2017 - All rights reserved

Full document details: BS ISO 20400 + BS ISO 44001+BS ISO 44002


https://doi.org/10.3403/30295293
https://doi.org/10.3403/30140726U
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002

BS 1SO 20400:2017

IS0 20400:2017(E)

Foreword

ISO (the International Organization for Standardization) is a worldwide federation of national standards
bodies (ISO member bodies). The work of preparing International Standards is normally carried out
through ISO technical committees. Each member body interested in a subject for which a technical
committee has been established has the right to be represented on that committee. International
organizations, governmental and non-governmental, in liaison with ISO, also take part in the work.
ISO collaborates closely with the International Electrotechnical Commission (IEC) on all matters of
electrotechnical standardization.

The procedures used to develop this document and those intended for its further maintenance are
described in the ISO/IEC Directives, Part 1. In particular the different approval criteria needed for the
different types of ISO documents should be noted. This document was drafted in accordance with the
editorial rules of the ISO/IEC Directives, Part 2 (see www.iso.org/directives).

Attention is drawn to the possibility that some of the elements of this document may be the subject of
patent rights. ISO shall not be held responsible for identifying any or all such patent rights. Details of
any patent rights identified during the development of the document will be in the Introduction and/or
on the ISO list of patent declarations received (see www.iso.org/patents).

Any trade name used in this document is information given for the convenience of users and does not
constitute an endorsement.

For an explanation on the voluntary nature of standards, the meaning of ISO specific terms and
expressions related to conformity assessment, as well as information about ISO's adherence to the
World Trade Organization (WTO) principles in the Technical Barriers to Trade (TBT) see the following
URL: www.iso.org/iso/foreword.html.

This document was prepared by Project Committee ISO/PC 277, Sustainable procurement.

In the development of this document, ISO Guide 82 has been taken into account in addressing
sustainability issues.
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Introduction

Every organization has environmental, social and economic impacts.

Procurement is a powerful instrument for organizations wishing to behave in a responsible way and
contribute to sustainable development and to the achievement of the United Nations Sustainable
Development Goals. By integrating sustainability in procurement policies and practices, including
supply chains, organizations can manage risks (including opportunities) for sustainable environmental,
social and economic development.

Sustainable procurement represents an opportunity to provide more value to the organization
by improving productivity, assessing value and performance, enabling communication between
purchasers, suppliers and all stakeholders, and by encouraging innovation.

This document assists organizations in meeting their sustainability responsibilities by providing an
understanding of:

— what sustainable procurement is;

— what the sustainability impacts and considerations are across the different aspects of
procurement activity:

— policy;

— strategy;

— organization;

— process;
— how to implement sustainable procurement.
Figure 1 presents the structure of this document.

This document is applicable to any organization, public or private, regardless of its size and location.
It is intended to be understood by any stakeholder involved in, or impacted by, procurement decisions
and processes. The implementation of this document takes into account the particular context and
characteristics of each organization, scaling the application of the concepts to suit the size of the
organization. The adoption of this document by large organizations promotes opportunities for small
and medium-sized organizations in their supply chains.

Clause 4 provides an overview of sustainable procurement. It describes the principles and core subjects
of sustainable procurement and examines why organizations undertake sustainable procurement.
Important consideration is given to managing risks (including opportunities), addressing adverse
sustainability impacts through due diligence, setting priorities, exercising positive influence and
avoiding complicity.

Clause 5 provides guidance on how sustainability considerations are integrated at a strategic level
within the procurement practices of an organization, to ensure that the intention, direction and key
sustainability priorities of the organization are achieved. It is intended to assist top management in
defining a sustainable procurement policy and strategy.

Clause 6 describes the organizational conditions and management techniques needed to successfully
implement and continually improve sustainable procurement. The organization ensures that
such conditions and practices are in place in order to assist individuals with responsibility for the
procurement of goods or services integrate sustainability considerations into the procurement process.

Clause 7 addresses the procurement process and is intended for individuals who are responsible for the
actual procurement within their organization. It is also of interest to those in associated functions, as it
describes how sustainability considerations are integrated into existing procurement processes.
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ANNEXES

Figure 1 — Schematic view of the content of ISO 20400
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Sustainable procurement — Guidance

1 Scope
This document provides guidance to organizations, independent of their activity or size, on integrating
[SO 26000

sustainability within procurement, as described in . It is intended for stakeholders involved
in, or impacted by, procurement decisions and processes.

2 Normative references

There are no normative references in this document.

3 Terms and definitions
For the purposes of this document, the following terms and definitions apply.
ISO and IEC maintain terminological databases for use in standardization at the following addresses:

— ISO Online browsing platform: available at http://www.iso.org/obp

— IEC Electropedia: available at http://www.electropedia.org/

3.1

circular economy

economy that is restorative and regenerative by design, and which aims to keep products, components
and materials at their highest utility and value at all times, distinguishing between technical and
biological cycles [SOURCE: Adapted from Ellen MacArthur Foundation[24]]

3.2
decent work
work performed in conditions of freedom, equity, security and human dignity

[SOURCE: Adapted from [SO 26000:2010, 6.4.1.1, Box 8]

3.3

due diligence

process through which organizations (3.16) proactively identify, assess, prevent, mitigate and account
for how they address their actual and potential adverse impacts as an integral part of decision-making
and risk management (3.22)

3.4
environmental label
claim which indicates the environmental aspects of goods (3.7) or services (3.23)

Note 1 to entry: An environmental label or declaration may take the form of a statement, symbol or graphic on
a product or package label, in product literature, in technical bulletins, in advertising or in publicity, amongst
other things.

[SOURCE: [SO 14020:2000, 2.1, modified — The alternative term “environmental declaration” has been
deleted, and the words “product or service” have been replaced by “goods or services” in the definition]
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3.5

ethical behaviour

behaviour that is in accordance with accepted principles of right or good conduct in the context of a
particular situation and is consistent with international norms of behaviour (3.9)

[SOURCE: [SO 26000:2010, 2.7]

3.6

fair operating practices

operating practices that concern ethical conduct in an organization (3.16) and with other organizations,
such as suppliers (3.30), with which it has relationships

Note 1 to entry: In a sustainable procurement (3.38) context, fair operating practices can potentially extend to
include the relationships between organizations, their suppliers and organizations and others that interact with
the suppliers. These include interactions with government agencies, partners, suppliers, sub-contractors, and
communities, with the aim of promoting a healthy relationship between the companies that buy goods (3.7) or
services (3.23) and those providing them.

[SOURCE: Adapted from [SO 26000:2010, 6.6]

3.7

goods

items or materials that, upon the placement of a purchase order, are being manufactured, processed,
handled or transported within the supply chain (3.32) for usage or consumption by the organization (3.16)

[SOURCE: [SO 28001:2007 3.11, modified — The word “purchaser” has been replaced by “organization”]

3.8
indicator
measurable representation of the condition or status of operations, management, or conditions

[SOURCE: [SO 14031:2013, 3.15]

3.9

international norms of behaviour

expectations of socially responsible organizational behaviour derived from customary international
law, generally accepted principles of international law, or intergovernmental agreements that are
universally or nearly universally recognized

Note 1 to entry: Intergovernmental agreements include treaties and conventions.

Note 2 to entry: Although customary international law, generally accepted principles of international law and
intergovernmental agreements are directed primarily at states, they express goals and principles to which all
organizations (3.16) can aspire.

Note 3 to entry: International norms of behaviour evolve over time.

[SOURCE: [SO 26000:2010, 2.11]

3.10

key performance indicator

KPI

indicator (3.8) of performance deemed by an organization (3.16) to be significant and giving prominence
and attention to certain aspects

[SOURCE: [SO 14031:2013, 3.17]

3.11

labour practices

practices relating to work performed within, by or on behalf of the organization (3.16), including
subcontracted work

[SOURCE: Adapted from |lSO 26000:201!1, 6.4] Documents
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3.12

life cycle

consecutive and interlinked stages of a goods (3.7) or services (3.23) system, from raw material
acquisition or generation from natural resources to final disposal

[SOURCE: [SO 14044:2006, 3.1, modified — The word “product” has been replaced by “goods
or services”]

3.13
life cycle approach
consideration of life cycle (3.12) in decision-making or development processes

3.14

life cycle costing

LCC

method for calculating the costs of goods (3.7) or services (3.23) throughout their life cycle (3.12)

3.15
objective
result to be achieved

[SOURCE: [SO 9000:2015, 3.7.1, modified — Notes to entry have been deleted]

3.16

organization

person or group of people that has its own functions with responsibilities, authorities and relationships
to achieve its objectives (3.15)

Note 1 to entry: The concept of organization includes, but is not limited to, sole-trader, company, corporation,
firm, enterprise, authority, partnership, association, charity or institution, or part or combination thereof,
whether incorporated or not, public or private.

[SOURCE: [SO 9000:2015, 3.2.1, modified — Note 2 to entry has been deleted]

3.17
policy
intentions and direction of an organization (3.16) as formally expressed by its top management

[SOURCE: [SO 9000:2015, 3.5.8, modified — Note 1 to entry has been deleted]

3.18
procurement
activity of acquiring goods (3.7) or services (3.23) from suppliers (3.30)

Note 1 to entry: The procurement process considers the whole cycle from identification of needs through to the
end of a services contract or the end of the life of goods, including disposal.

Note 2 to entry: Sourcing is a part of the procurement process that includes planning, defining specifications
(3.26) and selecting suppliers.

3.19
requirement
provision that conveys criteria to be fulfilled by goods (3.7), processes or services (3.23)

[SOURCE: ISO/IEC Guide 2:2004, 7.5, modified — The words “goods, processes or services” have been
added at the end of the definition]

3.20
risk
effect of uncertainty on objectives (3.15)

Note 1 to entry: An effect is a deviation from the expected — positive and/or negative.
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Note 2 to entry: Objectives include maximizing the contribution to sustainable development (3.37).

Note 3 to entry: Risk is often characterized by reference to potential events and consequences, or a
combination of these.

Note 4 to entry: Risk is often expressed in terms of a combination of the consequences of an event (including
changes in circumstances) and the associated likelihood of occurrence.

Note 5 to entry: Uncertainty is the state, even partial, of deficiency of information related to, understanding or
knowledge of, an event, its consequence, or likelihood.

[SOURCE: ISO Guide 73:2009, 1.1, modified — Note 2 to entry has been changed]

3.21
risk assessment
overall process of risk (3.20) identification, risk analysis and risk evaluation

[SOURCE: ISO Guide 73:2009, 3.4.1]

3.22
risk management
coordinated activities to direct and control an organization (3.16) with regard to risk (3.20)

[SOURCE: ISO Guide 73:2009, 2.1]

3.23

service

results generated by activities at the interface between a supplier (3.30) and a customer and by supplier
internal activities to meet customer needs

[SOURCE: ISO 5127:2001, 5.5.01]

3.24

small and medium-sized organization

SMO

organization (3.16) defined by a number of employees or size of financial activities that fall under
certain thresholds, which vary from country to country

3.25

social responsibility

responsibility of an organization (3.16) for the impacts of its decisions and activities on society and the
environment, through transparent and ethical behaviour (3.5) that

— contributes to sustainable development (3.37), including health and the welfare of society;

— takes into account the expectations of stakeholders (3.28);

— isin compliance with applicable law and consistent with international norms of behaviour (3.9); and

— isintegrated throughout the organization and practised in its relationships

Note 1 to entry: Activities include goods (3.7), services (3.23) and processes.

Note 2 to entry: Relationships refer to an organization’s activities within its sphere of influence (3.27).

[SOURCE: [SO 26000:2010, 2.18, modified — The word “products” has been replaced by “goods” in
Note 1 to entry]

3.26
specification
document stating requirements (3.19)

[SOURCE: [SO 9000:2015| 3.8.7, modified — Example and Notes to entry have been deleted]
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3.27

sphere of influence

range/extent of political, contractual, economic or other relationships through which an organization
(3.16) has the ability to affect the decisions or activities of individuals or organizations

Note 1 to entry: The ability to influence does not, in itself, imply a responsibility to exercise influence.
Note 2 to entry: Leverage in the context of the UN Guiding Principles on Business and Human Rights is a specific

form of influence considered to exist where an organization can effect change in the wrongful practices of an
entity that causes harm.

[SOURCE: [SO 26000:2010, 2.19, modified — Note 2 to entry has been changed]

3.28
stakeholder
individual or group that has an interest in any decision or activity of an organization (3.16)

[SOURCE: [SO 26000:2010, 2.20]

3.29
subcontractor
organization (3.16) or individual contracted by the supplier (3.30) to perform a specific part of a contract

3.30
supplier
organization (3.16) that provides goods (3.7) or services (3.23)

[SOURCE: [SO 9000:2015, 3.2.5, modified — The words “a product or a service” have been replaced by
“goods or services”]

3.31
local supplier
supplier (3.30) to the organization (3.16) that is based in the same geographic market

Note 1 to entry: The term “local” can refer to the surrounding community operations, to a region within a
country, or a country.

3.32
supply chain
sequence of activities or parties that provides goods (3.7) or services (3.23) to the organization (3.16)

[SOURCE: [SO 26000:2010, 2.22, modified — The word “products” has been replaced by “goods”]

3.33

sustainability

state of the global system, including environmental, social and economic aspects, in which the needs
of the present are met without compromising the ability of future generations to meet their own needs

Note 1 to entry: The environmental, social and economic aspects interact, are interdependent and are often
referred to as the three dimensions of sustainability.

Note 2 to entry: Sustainability is the goal of sustainable development (3.37).
[SOURCE: ISO Guide 82:2014, 3.1]

3.34

sustainability aspect

aspect of an activity or goods (3.7) or services (3.23) that, during the life cycle (3.12) of the activity, or
goods or services, is related to sustainability (3.33), positively or negatively
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3.35
sustainability claim
claim which indicates the sustainability aspects (3.34) of goods (3.7) or services (3.23)

Note 1 to entry: A claim can take the form of a label, declaration, statement, symbol or graphic on a product or
package label, in product literature, in technical bulletins, in advertising or in publicity, amongst other things.

3.36
sustainability issue
topic included in sustainability aspect (3.34)

3.37

sustainable development

development that meets the needs of the present without compromising the ability of future generations
to meet their own needs

Note 1 to entry: Sustainable development is about integrating the goals of a high quality of life, health and
prosperity with social justice and maintaining the earth's capacity to supportlife in all its diversity. These social,
economic and environmental goals are interdependent and mutually reinforcing. Sustainable development can
be treated as a way of expressing the broader expectations of society as a whole.

[SOURCE: [SO 26000:2010, 2.23]

3.38

sustainable procurement

procurement (3.18) that has the most positive environmental, social and economic impacts possible
over the entire life cycle (3.12)

Note 1 to entry: Sustainable procurement involves the sustainability aspects (3.34) related to the goods (3.7) or
services (3.23) and to the suppliers (3.30) along the supply chains (3.32).

Note 2 to entry: Sustainable procurement contributes to the achievement of organizational sustainability
objectives (3.15) and goals and to sustainable development (3.37) in general.

3.39
tier 1 supplier
supplier (3.30) providing goods (3.7) or services (3.23) directly to the procuring entity

3.40

transparency

openness about decisions and activities that affect society, the economy and the environment, and
willingness to communicate these in a clear, accurate, timely, honest and complete manner

[SOURCE: [SO 26000:2010, 2.24]

3.41

universal design

design of goods (3.7), environments, programmes and services (3.23) to be usable by all people, to the
greatest extent possible, without the need for adaptation or specialized design

Note 1 to entry: Universal design shall not exclude assistive devices for particular groups or persons with
disabilities where this is needed.

Note 2 to entry: Terms such as universal design, accessible design, design for all, barrier-free design, inclusive
design and transgenerational design are often used interchangeably with the same meaning.

[SOURCE: ISO/IEC Guide 71:2014, 2.18, modified — The word “products” has been replaced by “goods”]
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4 Understanding the fundamentals

4.1 Concept of sustainable procurement

Sustainable procurement is procurement that has the most positive environmental, social and economic
impacts possible across the entire life cycle and that strives to minimize adverse impacts.

Sustainable procurement is a powerful instrument when an organization considers sustainability
requirements and its own contribution to sustainable development.

4.2 Principles of sustainable procurement
The main principles for sustainable procurement are the following.

— Accountability: An organization should be accountable for its own impacts on society, the economy
and the environment. In the context of procurement, this specifically includes accountability for
impacts and for those on the organization’s supply chains, with a life cycle perspective on goods
or services.

— Transparency: An organization should be transparent in those decisions and activities that impact
the environment, society and the economy. In the context of procurement, this specifically includes
being transparent in its procurement decisions and activities and encouraging its suppliers to be
transparent. Transparency is the basis for stakeholder dialogue and collaboration.

— Ethical behaviour: An organization should behave ethically and promote ethical behaviour
throughout its supply chains.

— Full and fair opportunity: An organization should avoid bias and prejudice in all procurement
decision-making. All suppliers, including local suppliers and small and medium-sized organizations
(SMOs) should have a full and fair opportunity to compete.

— Respect for stakeholder interests: An organization should respect, consider and respond to the
interests of stakeholders impacted by its procurement activities.

— Respect for the rule of law and international norms of behaviour: An organization should strive to
be aware of any violations throughout its supply chains. It should actively encourage its suppliers to
abide by these rules and assess and address compliance as situations require.

— Respect for human rights: An organization should respect internationally recognized human rights.

— Innovative solutions: An organization should seek solutions to address its sustainability objectives
and encourage innovative procurement practices to promote more sustainable outcomes throughout
entire supply chain.

— Focus on needs: An organization should review demand, buy only what is needed and seek more
sustainable alternatives.

— Integration: An organization should ensure that sustainability is integrated into all existing
procurement practices to maximize sustainable outcomes.

— Analysis of all costs: An organization should consider the cost incurred over the life cycle, value for
money achieved, and the costs and benefits for society, the environment and the economy resulting
from its procurement activities.

— Continual improvement: An organization should work towards continually improving its
sustainability practices and outcomes, and encouraging organizations in its supply chains to
do the same.
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4.3 Core subjects of sustainable procurement
The seven core subjects of sustainable procurement are the following:
— organizational governance: decision-making processes and structures;

— human rights: due diligence, human rights risk situations, avoidance of complicity, resolving
grievances, discrimination and vulnerable groups, civil and political rights, economic, social and
cultural rights, fundamental principles and rights at work;

— labour practices: employment and employment relationships, conditions of work and social
protection, social dialogue, health and safety at work, human development and training in
the workplace;

— the environment: prevention of pollution, sustainable resource use, climate change mitigation and
adaptation, protection of the environment, biodiversity and restoration of natural habitats;

— fair operating practices: anti-corruption, responsible political involvement, fair competition,
promoting sustainability in the value chain, respect for property rights;

— consumer issues: fair marketing, factual and unbiased information, fair contractual practices,
protecting consumers’ health and safety, sustainable consumption, consumer service and support,
and complaint and dispute resolution, consumer data protection and privacy, access to essential
services, education and awareness;

— community involvement and development: community involvement, education and culture,
employment creation and skills development, technology development and access, wealth and
income creation, health, social investment.

NOTE Annexes A and B provide further information.

4.4 Drivers for sustainable procurement

The motivations of organizations for practising sustainable procurement differ depending on the
type of organization and the context in which they operate. Drivers for sustainability should be
analysed to help define the sustainability objectives and goals for the supply chain and to aid internal
communication.

EXAMPLE If an organization is driven by competitive advantage, public policies, environmental protection
or human rights, then the sustainability objectives and goals need to be aligned with these elements.

When top management has established the extent to which the organization is motivated towards
sustainable procurement by specific drivers, it is possible to link them to the core subjects (see 4.3),
issues and aspects and then to develop objectives and goals.

Examples of sustainable procurement drivers are:

— customer: responding to customer and consumer sustainability expectations, such as safety,
environmental benefits and universal design throughout the supply chains;

— competitive advantage: in competitive markets the ability to offer goods or services considering a
sustainable value proposition supported by the supply chains can be a differentiator;

NOTE1 This can also be an advantage to the supplier as well as the purchasing organization.

— innovation: using sustainable procurement to stimulate innovation from the supply chains in order
to gain greater shared value and to generate new markets;

— stakeholder expectations: responding to increasing stakeholder expectations to take account of
environmental and social factors, e.g. in order to maintain a societal license to operate;

— legislation and regulation: compliance with legislation throughout entire supply chains;
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NOTE 2  Organizations are increasingly required by governments to operate more sustainably, e.g.
through restrictions on waste to landfill, improving supplier diversity, carbon disclosure, anti-trafficking,
anti-slavery.

— public policies: achievement of desired objectives such as promoting competitiveness, creating
opportunities for SMOs, efficient management of public resources, good governance or
social inclusion;

— risk management: sustainability issues can influence brand value and reputation, market share,
market capitalization, legal exposures, price volatility and access to supply, financial liabilities,
moral/ethical exposures and the risks associated with operating licences;

— security of supply chains: avoiding disruptions due to product recall, financial penalties or supplier
failure, implementing continual improvement processes, avoiding depletion of resources;

— investor confidence: sustainable procurement might improve scores from rating agencies and
attract investment;

— workers: paying attention to sustainability issues, including promotion of decent work, can lead to
greater productivity and attract, motivate and retain talent;

— supplier commitment: paying attention to sustainability issues can lead to improving supplier
relationships, leading to an improved supplier contribution to organizational objectives;

— cost optimization: optimizing use of resources can lead to cost savings, reduced environmental
impacts, economies of scales and improved return on investment;

— economic value creation: assessing more comprehensive life cycle cost and benefit information can
help the organization to be more effective;

— personal leadership: committed leadership from key people in the organization can promote
sustainable practices including sustainable procurement;

— organizational ethics: paying attention to sustainability issues can enhance the ethical behaviour of
the organization and increase alignment with the organization’s culture and values.

4.5 Key considerations for sustainable procurement

4.5.1 Managing risk (including opportunity)

Risk management is dynamic, iterative and responsive to change. Organizations should manage their
sustainability risks (including opportunities) related to procurement activities.

The objective of risk management in the context of sustainable procurement is to identify, prioritize and
manage the internal and external risks (including opportunities) related to procurement activities. This
includes considering how suppliers throughout the supply chains are capable of meeting sustainability
requirements such as those associated with monitoring and auditing.

When it is done correctly, risk management should ensure that the significant sustainability impacts
are managed appropriately, resources are applied efficiently, and that decisions taken can be justified.

Risk management includes risk assessment (identification, analysis, evaluation) and risk treatment. It
should be integrated into the organization’s governance, including procurement procedures.

Due diligence is a way to apply risk management to adverse sustainability impacts.
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4.5.2 Addressing adverse sustainability impacts through due diligence
Organizations can cause or contribute to adverse sustainability impacts through:

— their procurement practices or the activities of their suppliers, contractors, business partners,
investment companies or intermediaries throughout entire supply chains;

— thedesign, procurement, use or disposal ofgoodsorservicesbythe organizationanditssupply chains.
Due diligence is a way to address adverse impacts:

— when organizations identify potential adverse sustainability impacts in their supply chains, they
should seek to prevent or control them;

— when organizations identify actual adverse sustainability impacts in their supply chains, they
should seek to treat, remediate or control them.

The organization should implement a due diligence process to address adverse impacts and be
accountable for it.

4.5.3 Setting priorities for sustainability issues

Setting priorities enables the organization to focus its efforts on managing risks (including
opportunities) and to deliver the maximum contribution to sustainable development.

Organizations should prioritize issues (e.g. those listed in Annex A) in consultation with stakeholders
using the following iterative process.

a) Relevance: Analyse whether the sustainability issue applies to the organization, determined by
factors such as:

1) connection with core activities (processes, goods or services) of the organization;
2) linkage to legislation, regulations and international norms of behaviour;

3) activities in the supply chains or within the organization's sphere of influence;

4) sector-based initiatives including codes of conduct.

b) Significance: Analyse which relevant sustainability issues are most impacted by the activities and
decisions of the organization, determined by factors such as:

1) severity of adverse sustainability impacts linked to their intensity, frequency of occurrence,
and distribution through the supply chains;

2) potential effect of taking action or failing to take action on sustainability and stakeholders;

3) societal expectations of responsible behaviour and level of concern of stakeholders regarding

the impacts.

c) Other considerations that can help the organization to prioritize relevant and significant
sustainability issues, including:

1) the effort needed to achieve the required result;

2) performance with regard to legal compliance, international standards, international norms of
behaviour, best practices;

3) contribution to organizational objectives;

4) capacity to influence;

5) extent of the impact of other organizations or persons on the organization itself.

10
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An organization should look at the sustainability issues in an integrated way and be prepared to manage
situations where addressing one issue might involve a trade-off with another issue.

4.5.4 Exercising influence

An organization should, to the fullest extent possible, exercise its capacity to influence the behaviour of
suppliers and others stakeholders towards sustainability.

Influence can derive from factors such as:

a) the degree of direct control between the organization and the supplier;
b) the terms of the contract between the organization and the supplier;

c) the proportion of sales the organization represents for the supplier;

d) the ability of the organization to incentivize the supplier to improve performance in terms of future
sales, reputational advantage, capacity-building assistance, etc.;

e) the reputational benefits for the supplier of working with the organization, and the reputational
harm of that relationship being withdrawn;

f) the ability of the organization to collaborate with other buyers, including industry peers, to
incentivize improved performance;

g) the ability of the organization to engage government in requiring improved performance by the
supplier through implementation of public policies, monitoring, sanctions, etc.

Such factors are considered to fall within an organization's sphere of influence.

4.5.5 Avoiding complicity

Through its procurement activity, an organization should avoid being complicit in the wrongful acts of
other organizations that cause adverse sustainability impacts.

While their boundaries are imprecise and evolving, three forms of complicity can be described:

— direct complicity: this occurs when an organization knowingly assists in the commission of
wrongful acts;

— beneficial complicity: this occurs when an organization benefits directly from wrongful acts;
— silent complicity: this occurs when an organization fails to raise the issue of wrongful acts.

NOTE Annex A provides further information.

5 Integrating sustainability into the organization’s procurement policy
and strategy

5.1 Committing to sustainable procurement

The commitment of the top management of the organization is critical to successful sustainable
procurement, and it is important that top management understands how procurement can support the
organizational goals and improve performance.

Without this formal commitment, individuals involved in procurement have no official mandate to
integrate sustainability into their procurement strategies or processes. Sustainable procurement
therefore remains an ad hoc activity without resources and recognition at an organizational level.
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Sustainability considerations should be integrated at the highest and most strategic level of the
procurement function in order to clearly set intentions, directions and priorities for the whole
organization in terms of sustainable procurement.

When they exist, two key procurement documents are typically impacted and should be linked with the
overall organizational policies and strategies, including those covering sustainability:

— a document, often called a “policy”, which expresses the procurement intentions, objectives and
values of the organization, as formally expressed by its top management: such a document usually
describes elements such as the organization’s vision, values, commitments and rules;

— a written plan, often called a “strategy”, which outlines how an organization’s procurement
intentions and directions will be delivered: this should outline the key objectives and targets and
include a basic work plan.

Some organizations might not create separate documents. The ultimate goal should be to embed
sustainability into existing procurement documents.

5.2 Clarifying accountability

Clear accountabilities for sustainable procurement should be established. An example can be seen in
Figure 2. The accountability at the top management level usually resides with the head of procurement.
This arrangement plus integrating sustainability into the teams’ objectives and job descriptions might
be sufficient.

In an SMO, the owner or manager plays a more important role, particularly in the absence of a distinct
procurement department and/or manager.

ja—
Top management
Accountable
Developing the _J
sustainable procurement
strategy in line with the
organization’s strategies, . J
including that for
sustainability Procurement Supportive
management Sustainable procurementlead
=> Driving the programme
Staff
h 4
Responsible Individuals who are
Executing the sustainable responsible for the
procurement strategy actual procurement
through sourcing
strategies

Figure 2 — Example of roles and levels of accountability for sustainable procurement
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5.3 Aligning procurement with organizational objectives and goals

When setting sustainable procurement priorities management should adapt the organizational goals
and values into clear sustainability objectives for the procurement policy and strategy. This should
take into account the organization’s strategic choices such as externalization, increased subcontracting
abroad, and increased partnerships, mergers and acquisitions, which might have a significant impact on
the way the organization could operate in the future. This exercise should result in the establishment
of specific, measurable, achievable, realistic and timely objectives for the key issues identified
for sustainable procurement that are fully supportive of and aligned with organizational goals.
Procurement should set clear targets and measure performance against high-level sustainability goals.

A sustainable procurement policy should:

— reflect the organization’s values, principles, objectives and goals;
— reflect the organization’s commitment to sustainability;

— align clearly and precisely with the organization’s policies;

— take into account the three pillars of sustainability: environmental, social and economic
considerations;

— address the principles of sustainable procurement.

If an organizational policy or strategy does not exist, then top management should be engaged to
understand the need to embrace sustainability, to formally determine the strategic intentions and
objectives, and to clarify how these align with the organization’s priorities.

5.4 Understanding procurement practices and supply chains

The procurement function should interpret the organizational sustainability policy and strategic goals
and align the objectives with the procurement goals, applying risk management.

In order to set priorities for sustainable procurement an organization should have an overview of:
— its procurement practices;
— its supply chains.

It is important to recognize that the organization’s practices which influence procurement can, in
themselves, give rise to sustainability adverse impacts.

EXAMPLE Late payment, unrealistic delivery requirements, overly aggressive price negotiation, disregard
or abusive litigation of third parties' intellectual property, unfair competitive practices, penalties, and failure to
respect international norms of behaviour.

This, in turn, can damage the reputation of the organization with potential impacts on stakeholder
confidence, investor confidence, employee satisfaction and retention, customer satisfaction and
continuity of supply. Effective management of these issues can give rise to improved supplier
performance and stakeholder satisfaction.

An overview of the supply chain could be achieved by considering the following:
— core processes;

— complexity and number of tiers;

— transparency within the supply chains;

— important actors and partners;

— external influences;
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— sustainability impacts.

5.5 Managing implementation

When implementing the sustainability objectives of the procurement policy the organization should:
— validate strategic objectives through appropriate decision-making;

— establish Specific, Measurable, Achievable, Realistic, Time-bound (SMART) goals for each objective;
— get endorsement and sponsorship from top management;

— effectively communicate to all relevant stakeholders, both internal and external to the organization
(see Table 1);

— deploy the policy and strategy throughout the organization (see Clause 6) and procurement process
(see Clause 7), ensuring that clear roles and responsibilities are established and the resources
needed to achieve the objectives are available;

— assess and monitor implementation;

— share commitments, progress and results with allrelevantstakeholdersand learn from stakeholders’
sustainability expertise and experience;

— review the implementation and strive for continual improvement.

Top management should articulate their vision of long-term sustainability outcomes and should
challenge and empower individuals who are responsible for the actual procurement to seek innovative
and sustainable solutions. Leaders should be capable of and willing to provide guidance, mentoring and
advice. Note that leadership can exist at all levels of organization.

6 Organizing the procurement function towards sustainability
6.1 Governing procurement

6.1.1 Governance

The procurement function should be thoroughly analysed before focusing on the implementation of
sustainable procurement. This includes assessing the maturity of the procurement function and how it
is represented within the organization.

It is important to integrate sustainability into existing governance arrangements and not to develop
a new governance programme. Organizations often have a group of people to provide governance
over issues such as approving procurement strategies, gateways and commitments, monitoring
savings and other functional key performance indicators (KPIs). There should be a clear connection
between how procurement is governed and the sustainability issues and impacts described in this
document. Procurement people should also be included within an existing sustainability group or
internal committee.

6.1.2 Procedures and systems

Governance requires a set of rules that people need to follow. For most organizations, this is supported
by a set of procedures and tools, i.e. policies, charters, systems, standards and templates, etc. that
are aligned with the organization’s sustainability and procurement objectives. In addition, some
organizations use systems (e.g. e-tendering, contract management systems, organization resource
planning systems) to support their workflow and procedures.
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6.2 Enabling people

6.2.1 Organizational culture

Effective delivery of the sustainable procurement policy and strategy requires that individuals
involved in procurement, including internal stakeholders (e.g. production workers, budget holders or
others engaged with suppliers in any capacity), understand the reasons for implementing sustainable
procurement. It is also important that all internal stakeholders understand how to play their partin such
implementation, and are given the means to do so. This can involve advising top management, to enable
them to better understand and support sustainability. Individual behaviour is also of fundamental
importance to successfully implementing sustainable procurement. Those individuals tasked with
delivering sustainable procurement should be enabled to do so through a supportive organizational
culture, performance management, education, training and support.

Introducing a relatively new concept to staff requires carefully managed integration into the
organizational culture. The organization should develop a culture that embraces change and an
environment where collaboration, innovation, effective communication and appropriate taking of
risks (including opportunities) is encouraged. Key stakeholders should be encouraged to network and
engage in internal and external groups. This can provide both learning, benchmarking opportunities
and capture mutual benefits.

The organization should identify the learning and development needs of those involved in the
procurement process. However, people involved in procurement are not expected to be sustainability
experts; and professional sustainability advice and support should be made available to them.

6.2.2 Performance management

Ensuring that sustainable procurement is incorporated into performance management will help
achieve cultural change. Sustainable procurement objectives and goals should be included, for example,
in the following:

— collective and/or individual performance agreements and objectives;
— staff development reviews and evaluations;

— incentive plans or other reward and recognition arrangements.

6.2.3 Learning through collaboration

[tisimportant that the organization maintains an awareness of sustainability issues and good practices,
which can change rapidly. Organizations might work collaboratively with their industry peers and
supply chains to share knowledge and develop better practice. Bad examples or worst case scenarios
can also be useful to learn from. Reports from non-governmental organizations, financial institutions
or specialized media sources might also be beneficial.

6.2.4 Guidance

Appropriate tools and guidelines can assist procurement professionals to achieve sustainability
objectives, e.g.

— sustainability guides per category or sector;

— guides on social and environmental certifications;

— management system standards, analytical tools and performance reporting;
— evaluation tools, such as life cycle costing (LCC);

— case studies;
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— life cycle assessment of environmental and social impacts.
6.3 Identifying and engaging stakeholders

6.3.1 Identifying key stakeholders
The organization should consider mapping its stakeholders in relation to sustainable procurement.

Table 1 identifies a typical range of stakeholders from a procurement perspective and why they
should be engaged.

Table 1 — Different types of stakeholder with examples of their interests in and impacts on the
organization

Type of stakeholder Examples of stakeholder Examples of stakeholder interests

Protect image

Improve brand reputation
Top management/entrepreneurs Gain competitive advantage
Support innovation

Increase investor confidence

Manage procurements risk (including op-
portunities)

Procurement employees Reduce costs
Sustain innovation

Motivate buyers

Buy or use goods or services that are more

Internal functions sustainable

Specifiers . .
p Ensure goods and services are fit for purpose

Ensure goods are authentic

Comply with production schedules
Production employees Improve efficiency

Check product quality

Improve sustainability performance
Social responsibility/sustainability people |Supportinnovation

Create value through social responsibility

Other internal people (finance, health and [mprove health and safety

safety, human resources, operational man-|Monitor payment terms

agers, etc. .
§ ’ ) Return on investment
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Type of stakeholder Examples of stakeholder Examples of stakeholder interests

Receive prompt payment
Receive a fair price

Suppliers (tier 1, 2 and beyond) Gain customer insights
Obtain fair contracting conditions

Create demand for goods or services thatare
more sustainable

Supply chains - - - —
Receive fair contracting conditions

Subcontractors/workers Be provided healthy and safe working con-
ditions

Improve collaboration
Business partners, consultants Innovate

Create mutual benefits

Customers, clients and users Buy or use more sustainable goods or services

Supportlocal employment
Local community Promote wealth and income creation

Enjoy healthy environment

Protect human rights

Governments, public sector, academic, inter-| Promote access to essential services
national agencies Protect the environment

Other stakeholders Foster collaborative research

Create awareness for a more sustainable

Non-governmental organizations (NGO) society

Trade unions/workers Achieve better working conditions

Mitigate negative financial impacts
Investors, financial sector, rating agencies |Reduce uncertainty

Support responsible return on investment

o Motivate industry actors
Sector association peers

Promote good sustainability practices

6.3.2 Engaging the supply chains

In order to fully manage sustainability risks (including opportunities) throughout its supply chains, an
organization might need to engage one or a group of suppliers, partners or subcontractors in initiatives
that go beyond contractual requirements (see Clause 7). This could include:

— alonger-term initiatives that go beyond the duration of the contract or engagement; and/or

— abroader scope of activity, i.e. across various contracts and engagement, if necessary, beyond tier
1 suppliers.

These business-to-business initiatives are based on good faith and go beyond public relations. They are
more likely to be successful if:

— the interests, needs and capacities of suppliers (beyond tier 1), subcontractors, partners and the
organization have been identified;

— the relationship that these interests establish between the organization and the supplier is direct
or important;

— aclear purpose and expectations for the engagement are understood;
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— the organization and its suppliers have the necessary information and understanding to make
decisions; and

— afair and inclusive process and a balanced two-way communication are established.

Various engagement techniques can be used by an organization in developing, integrating and managing
sustainability objectives in its supply chains. Examples include:

— industry or commodity based sustainability initiatives;

— supplier development plans, when the organization supports suppliers individually to develop their
capabilities over time, including sustainability;

— supplier relationship management initiatives, which aim to develop structured relationships with
critical/strategic suppliers, subcontractors or partners in order to achieve greater levels of benefits
and innovation, including sustainability;

— capacity building programmes, which might be required to improve alignment between the
organization and suppliers, with a specific consideration to SMOs;

— supplier diversity initiatives, which aim to increase business opportunities for under-utilized
groups of suppliers by including them in procurement decisions.

6.3.3 Engaging other stakeholders

External engagement should be aligned with the organization’s approach and should be coordinated
with externally facing functions such as customer and investor relations, public affairs and social
responsibility.

Government can be an important stakeholder to assist and support a level playing field as regulators can
offer incentives to improve sustainability practices, especially in cases where sustainability initiatives
are insufficiently competitive. In these cases, an organization could exercise influence by working with
the government to set policy and standards. Moreover, as a public buyer, government can also have an
important role to play in driving external stakeholder behaviour towards sustainability.

Non-governmental organizations, trade unions and workers’ representatives can be important
stakeholders in assisting an organization to raise awareness of sustainable practices. Engaging these
stakeholders might create conditions for a positive dialogue with other stakeholders including the
local community.

External engagement can be on a one-to-one basis or can potentially be more effective through
partnering with groups such as trade/sector organizations, government supported groups and non-
governmental organizations including those focused on improving sustainability performance.

When engaging in direct peer-to-peer dialogue, care should be taken to ensure that any engagement is
ethical and cannot be deemed anti-competitive. Due consideration should also be given to protecting
confidential information or intellectual property, protection against bribery or fraud to avoid complicity
(see 4.5.5).

6.4 Setting sustainable procurement priorities

6.4.1 Applying risk management
Managing sustainability risks (including opportunities) can encompass three complementary activities:

— identifying short-, medium- and long-term risks (including opportunities) and assessing their
criticality for the organization, including those originated by organizational practices influencing
procurement;

— integrating appropriate activities to treat these sustainability risks (including opportunities) within
the risk management process; Documents
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— implementing and managing risk treatment activities.

Due diligence aligns well with the structure of generic risk management frameworks. This alignment
allows for direct integration of due diligence into existing risk management practices alongside other
risk domains that an organization decides to address.

6.4.2 Using different approaches to set priorities

6.4.2.1 Considering different approaches

The sustainability objectives of the procurement policy and strategy should be transformed into
operational priorities for the procurement function through risk management. This can be done using a
variety of approaches, e.g.

— categories, i.e. similar groups of goods or services;
— suppliers, i.e. across multiple contracts, and geographical locations;
— sustainability issues across categories, suppliers and contracts;

— organizational practices influencing procurement, including contracts, context analysis, etc.

6.4.2.2 Using a category approach

The outcome of this work should be embedded into the key documents of the organization such as the
sustainability strategy, procurement strategy, risk register and category plans.

Many procurement functions implement a category management approach. It usually results in a
category plan, which should include sustainability considerations.

The category plan should be a collective exercise between relevant individuals in the organization.
This could include technical individuals who are responsible for the actual procurement with a deep
understanding of the category of supply, sustainability specialists, or customer facing people who
understand customers’ needs and expectations. The organization should consider:

— the purchase volume and/or expenditure of the category, across the short, medium and long terms;

— the risks (including opportunities) related to goods or services, the supplier practices and key
sustainability issues;

— criticality to the operations;
— the country context;
— application of public policies relating to sustainability, including expected changes;

— future operational requirements.

6.4.2.3 Using a supplier approach

Mapping the sustainability issues to suppliers enables organizations to determine which suppliers (and
their supply chains) significantly contribute to each issue and should thus be given careful consideration
when implementing the policy and strategy.

This analysis can be considered in a number of ways depending on the current governance system and
the availability of organizational resources.

a) Understand the supply chain. When doing so, it can be helpful to:
1) understand where the most significant raw materials, goods or services come from;

2) understand where the labour is sourced from; Docu ments
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3) verify how, and by whom, the goods are transported;
4) review the suppliers’ historical performance.
Understanding supply chains below tier 1 can be facilitated by considering the following:

— understanding which suppliers below tier 1 have a high-level of sustainability maturity and can
positively contribute or which suppliers below tier 1 have a low-level of sustainability maturity
and can be an obstacle;

— evaluating and working with suppliers below tier 1 transparently to identify key risks (including
opportunities) further down the supply chain improving supplier capacity (see 6.3.2);

— working with organizations with a significant influence in operational relationships, e.g. tier 1
suppliers, traders, dealers, merchants, intermediaries, distributors;

— analysing how organizations” prices and commercial conditions make it easier for suppliers to
manage their supply chains;

— examining which suppliers the organization has developed a strategic relationship with,
including the quality and depth of it.

b) Consider the capacity to influence which might exist where the organization has the ability to effect
change in the practices of the supply chain.

c) Focus on risks (including opportunities).
d) Map all suppliers in high priority categories.

e) Ifthe organization has a strategy to select critical suppliers for supplier relationship management,
map those suppliers and address prioritized sustainability issues.

6.4.2.4 Using a sustainability issue approach

Identifying top-priority categories, suppliers, contracts and organizational practices influencing
procurement per sustainability issue can support consultation with key stakeholders such as those
involved in risk management, social responsibility, occupational health and safety, environment,
diversity and intellectual property.

Figure 3 is an example of mapping categories to sustainability issues.
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~._ Sustainability

issues| Issuel (e.g. Issue 2 (e.g. Issue 3 (e.g.
“ climate health and local Issuen
Purchase ™ change) safety) employment)

category

Category 1 (e.g.
cleaning services)

N ///% ‘
“‘:f:.:z;i;-g- \ |

Category n

High impact

////// Medum impac

Low impact

Figure 3 — Example of sustainability issues per category and their level of impact

Each sustainability issue should be:
— aligned with the core subjects of sustainable procurement (see 4.3); and/or
— aligned with the key issues as defined by the sustainability policy of the organization.

Once this mapping is done, it can be consolidated by a life cycle assessment if appropriate. The extent of
the life cycle assessment should be decided by the organization taking into account the purpose and the
resources available.

It might also be useful to undertake the same type of analysis to include suppliers, contracts or
organizational practices influencing procurement.

NOTE Annex C provides more detailed examples.
6.5 Measuring and improving performance

6.5.1 Defining metrics and indicators

To ensure that the organization is meeting its sustainable procurement priorities, it should implement a
performance measuring system that:

— establishes a baseline measurement, associated sustainability goals and KPIs;

— monitors, assesses and continuously improves performance, taking corrective actions if necessary;
— assists in the selection of suitable suppliers;

— communicates results and engages with decision makers and internal stakeholders;

— benchmarks the organization against competitors and sustainability leaders;
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— communicates to external stakeholders.

Metrics are the raw data that are collected to understand performance. Indicators are the information
used to assist in decision-making, e.g. metrics related to sources and use of energy can be converted to

an indicator related to carbon emissions.

There are different types of indicator that can be considered. These include:

— processindicators: related to the measurement and monitoring of progress towards the achievement
of organizational policy, objectives and goals, etc.;

— outputindicators: related to the measurement of the outputs of the sustainable procurement policy
implementation and of the sustainable procurement process itself;

— outcome indicators: related to the performance of the organization, especially those aspects
that are affected by the sustainable procurement process: these indicators can be aligned to the
organization-wide sustainability issues to enable the organization to better monitor the impact of

its sustainability practices;

— impact indicators: related to significant economic, environmental and social impacts that are:
positive/negative, actual/potential, direct/indirect, short-term/long-term, intended /unintended.

Measurement can be qualitative or quantitative and can be applied to both procurement practices and
outcomes. Consideration should be given to surveys and feedback provided by individuals who are
responsible for the actual procurement and to feedback provided by suppliers.

Time is needed for the impact of a sustainable procurement programme to progress from organizational
indicators to outcomes, and eventually to the impact of the organization on society, the environment

and the broader economy.

6.5.2 Reporting

Reporting can happen at a number of levels (see Table 4) and involve a large number of stakeholders,
including suppliers that are increasingly being asked for sustainability data from a variety of customers.

The organization should ensure that:

— information moving through these levels is interconnected and transferable;

— the reporting burden on suppliers is minimized.

Table 4 — Levels of reporting and examples of reporting activities

Reporting levels

Examples of reporting activities

External stakeholders

Annual report, sustainability report

Organization’s top management

Top management reports summarizing progress on
key initiatives, dashboards

Procurement function Reports to procurement management on specific initi-
atives, supplier dashboards
Supplier/Contract Supplier performance reviews, contract KPIs

Several measures can be taken to reduce this burden, e.g.

— identifying a limited number of significantly important indicators and metrics that are able to
effectively communicate important issues for the organization and its stakeholders;

— drawing from internationally accepted sustainability reporting frameworks for sustainability
metrics, which can ensure that the data that the organization is requesting is consistent
internationally, thus creatinga globallanguage through which sustainability dataare communicated.
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Care should be taken to ensure sound reporting. This includes:
— reporting positive results and achievements as well as negative ones;

— ensuring comparability between reporting years, and not changing baseline indicators or
presentation of information year on year;

— ensuring accuracy in the data reported upon;

— clearly stating the period for which data are reported, and reporting a regular time period
(e.g. yearly);

— ensuring that the information is clear and without jargon;
— ensuring that the processes by which information is collected and reported is reliable and robust.

Communication should be complete, understandable, responsible, accurate, balanced, timely
and accessible.

6.5.3 Benchmarking

An organization might choose to benchmark itself against peer organizations and document them.
One way to do this is by means of comparison with formally established indices, e.g. a number of
robust sustainability measurement indices are available, which take into account many aspects of an
organization's practices, including how it manages its supply chains. These are not limited to supply
chain activities but take into account many aspects of an organization's practices, including those
relating to its supply chains.

The benefits of benchmarking relate to understanding current trends and comparing the organization’s
systems, process and performance with those of its peers. However, benchmarking can also lead to
increased focus being placed away from the organization’s significant issues, due to focus being placed
on the issues deemed important by others outside the organization.

6.6 Establishing a grievance mechanism

Stakeholders, especially vulnerable ones, should be able to bring their problems, complaints and/or
suggestions to the attention of the organization, and seek redress. The organization should facilitate
this by establishing a grievance mechanism through different channels, depending on the sustainability
issues being reported.

This mechanism could offer additional opportunities for recourse and redress, beyond available pre-
existing channels. Non-state mechanisms could also contribute to strengthen state institutions.

For grievance mechanisms to be effective, they should be:

a) based on engagement, dialogue and mediation: the process should look for mutually agreed
solutions through engagement between the parties and the right to appeal;

b) legitimate: to enable trust from the stakeholder groups for whose use they are intended, and being
accountable for the fair conduct of grievance processes;

c) accessible and easy to understand: known to all stakeholder groups for whose use they are
intended, providing adequate assistance for those who might face particular barriers to access;

d) safe: to protect the stakeholders against potential threats and retaliations through a secure,
anonymous independent and two-way communication system;

e) predictable: to provide a clear and known procedure with an indicative time frame for each
stage, and clarity on the types of process and outcomes available and means of monitoring
implementation;
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f) equitable: to ensure that aggrieved parties have reasonable access to sources of information, advice
and expertise necessary to engage in a grievance process on fair, informed and respectful terms;

g) transparent: to keep parties to a grievance informed about its progress, and provide sufficient
information about the mechanism’s performance to build confidence in its effectiveness and meet
any public interest at stake;

h) rights-compatible: to ensure that outcomes and remedies accord with international norms
of behaviour;

i) a source of continuous learning: drawing on relevant measures to identify lessons for improving
the mechanism and preventing future grievances and harms.

In contributing to sustainable procurement, grievance mechanisms can play an important role
in mitigating negative impacts in supply chains and in providing access to remedy for affected
stakeholders.

7 Integrating sustainability into the procurement process

7.1 Building on the existing process

Clause 7 addresses the procurement process and how each process step can incorporate sustainable
procurement practices. It is intended for individuals who are responsible for the actual procurement.
Individuals who are responsible for procurement in associated functions might also find this clause of
relevance. Sustainability should be integrated into existing procurement processes and the creation of
a parallel process should be avoided.

Figure 4 illustrates a typical procurement process flow and is used as the structure of this clause.

7.2 PLANNING

Preparing a sustainable
sourcing strategy

7.3 INTEGRATING SUSTAINABILITY
REQUIREMENTS INTO THE
SPECIFICATIONS

7.6 REVIEWING AND LEARNING
FROM THE CONTRACT

Evaluating and improving

sustainability performance Establishing specifications that address

sustainability criteria

J

7.4 SELECTING SUPPLIERS

7.5 MANAGING THE CONTRACT

Integrating sustainability in contract

Awarding the contract to a supplier
management

Figure 4 — Overview of Clause 7: Integrating sustainability into the procurement process

NOTE An essential element of the procurement process is gathering organizational information to fulfil a
business need. As defined in Clause 3, a requirement means a broad provision that conveys criteria to be fulfilled
by goods or services, whereas a specification means a document, usually technical, that prescribes requirements
to be fulfilled by goods, processes or services.
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7.2 Planning

7.2.1 Integrating key elements of sustainable procurement
Integrating sustainability into the sourcing strategy enables the organization to:

— address the significant sustainability risks (including opportunities) of goods or services, supplier
practices and procurement activities, as described in Clause 5, and avoid focusing on details and
minor issues;

— starta collaborative programme of work with stakeholders (e.g. internal clients, users, consumers,
customers, suppliers beyond tier 1);

— define sustainability criteria that suppliers can respond to, while achieving value for money.

These elements should then be integrated in a sourcing strategy. This allows sustainability
considerations to become part of strategic decision-making. Key elements of sustainable procurement
planning are shown in Figure 5.

7.2.2 Assessing
sustainability risks
(including opportunities)

7.2.3 Analysing the costs

:

7.2.6. Completing the
sourcing strategy

7.2.4 Analysing
organizational needs

7.2.5 Analysing the
market

Figure 5 — Inputs into a sourcing strategy

7.2.2 Assessing sustainability risks (including opportunities)

Sustainability risks (including opportunities) can vary significantly from one type of goods or service
to another and from one supplier to another. Relevant considerations include technical aspects,
compliance culture, sourcing locations and supply chain structures, with particular attention paid to
suppliers below tier 1.

An organization should therefore assess and prioritize the most relevant and significant sustainability
risks (including opportunities) for each procurement activity. The directions set previously, e.g. the
organization’s procurement policy and strategy, as well as priority setting, should be considered (see
Clause 5 and 6.4).
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This analysis leading to the sourcing strategy should not be done in isolation. Identifying the relevant
sustainability issues requires a multidisciplinary approach in order to capture knowledge from:

— technical experts who have a deep knowledge of how goods or services are manufactured, processed,
delivered, etc,;

— sustainability experts who can provide technical advice on matters such as labour and human
rights, health and safety, environmental management and legal issues;

— those with knowledge of how goods or services will be used by the organization.

Together with an assessment of sustainability risk (including opportunity), various approaches can be
used, such as the life cycle approach and LCC.

The life cycle approach consists of assessing sustainability impacts associated with all the stages of a
product's life from cradle to grave, e.g. raw material extraction, materials processing, manufacture,
distribution, use, repair and maintenance, and disposal or recycling.

7.2.3 Analysing the costs

It is important to consider all the costs that will be incurred during the lifetime of the goods or services.
LCC is a method that could be used to analyse the costs. It consists of:

a) total cost of ownership, including:
1) purchase price and all associated costs (delivery, installation, insurance, etc.);
2) operating costs, including energy, fuel and water use, spares, and maintenance;
3) end-of-life costs, e.g. decommissioning or disposal;

b) positive or negative externalities which can be monetized, including:

1) for the organization: costs and benefits of risks (including opportunities), i.e. the evaluation of
costs associated with risk (including opportunity) mitigation and benefit realization;

2) for society: the cost of environmental externalities and the cost of social externalities (e.g. job
creation or job losses).

When assessing the costs using an LCC approach, the organization should indicate in the procurement
documents the data to be provided by the tenderers and the method to be used to determine the life
cycle costs on the basis of the data.

Figure 6 provides an overview of LCC.

Non-monetized :> All life cycle costs and impacts

externalities

Cost of externalities Life cycle costs (LCC]
environmental/social

o Costs/benefits

of risks/opportunities

Acquisition, use

& end of life costs I:> Total cost of ownership
(TCO)

L_——_

Purchasing Price :> Price

< Organization Society >

Figure 6 — Overview of LCC Docu ments
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7.2.4 Analysing organizational needs

When analysing the organizational need for specific goods or services, the organization should consider
what alternative options might exist to deliver the same outcome in a better way, e.g.

— eliminating the demand by reviewing the need;
— reducing the frequency of use/consumption;

— identifying alternative methods of fulfilling demand, such as outsourcing services or leasing rather
than owning;

— aggregating and/or consolidating the demand;
— sharing use between divisions or organizations;
— encouraging recycling, repairing, reusing or repurposing of older goods;

— determining whether outsourcing is required and how to extend the scope of responsibility for
environmental and labour practices throughout supply chains;

— using recycled/renewable materials.
This illustrates the concept of a circular economy.

The organization should consult key internal stakeholders to assess the feasibility of potential
sustainable solutions and adapt recommendations, and engage them to support the changes required.
Where external stakeholders participate in determining the demand (e.g. government organizations), it
might be necessary to engage them upfront in examining options.

7.2.5 Analysing the market

The objective is to gain a thorough understanding of the existing and future capability of the supply
market to support the organization’s sustainability needs, while providing the same or an improved
level of price, functionality and quality of service. Market analysis can enable the organization to
understand whether the sustainability criteria reduce or increase the level of competition and/or the
organization’s buying power.

Anorganization can be a powerful enabler of economic inclusion for all types of supplier. Iflocal suppliers,
SMOs and disadvantaged populations and communities (e.g. suppliers owned and/or employing people
with disabilities, or indigenous communities) are identified as significant in the prioritization, the
organization should make sure that the market research focuses particularly on these groups.

Suppliers can often be more progressive than their clients in terms of creativity and innovation. It is
important to engage with a diverse range of suppliers early on in the process to determine whether
business requirements could be met or exceeded by:

— new technologies;

— new goods or services;

— new suppliers;

— advances in sustainable business practices;

— new business models;

— innovative buyer/supplier relationships;

— use of appropriate sustainability standards and labels.

Consider the position of the purchasing organization within the market. The matrix in Figure 7 can be

used as a guide. Documents

] Document Shari%—lub
© IS0 2017 - All rights reserved

Full document details: BS ISO 20400 + BS ISO 44001+BS ISO 44002


https://doi.org/10.3403/30295293
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002
http://www.avadocuments.com/doc/bs-iso-20400-bs-iso-44001-bs-iso-44002

BS 1SO 20400:2017

ISO 20400:2017(E)

High 4
= Select best in class Market mover
S
=
8
g
<
Low -
Not significant ~ Influence Significant

Figure 7 — Market engagement matrix

This matrix aims to help individuals responsible for the actual procurement to understand what
sustainability outcomes might be achieved from the supply market, depending on the purchasing
organization’s market influence and sustainability ambition.

— Market mover: In areas where significant influence exists combined with high ambition, it might be
possible to significantly influence suppliers or even move markets to a higher level of sustainable
behaviour and set a new level of best practice.

— Bestin class: Where sustainability ambition is high but influence over the supply market is low, it is
likely selecting the current level of best practice will achieve the most sustainable outcome.

— Market influencer: Where ambition is low and influence is significant, there is likely to be little
appetite to drive the market to a new level; however, this influence can be used to encourage the
supply chains to improve sustainability practices and outcomes.

— Market taker: Where influence is low and ambition is also low, the appropriate strategy would be to
adopt the standard sustainability practice offered by the market.

Influence should not just be considered in financial terms. Some suppliers could be attracted to the
idea of developing more sustainable goods or services for a small customer, with a view to creating
an additional competitive advantage with larger ones. Influence can also be improved through
collaboration with other purchasing organizations, with due consideration given to ethical issues and
competition law. Market research should not be limited to external sources: an organization’s own
internal resources could provide valuable insights on sustainability criteria and opportunities.

7.2.6 Completing the sourcing strategy

The sourcing strategy describes how to deliver the best outcome for the procurement project. It can be
as short as one page for a simple procurement project (e.g. a briefing note) or considerably longer for a
complex procurement project.

The sourcing strategy should include:

— key findings about sustainability risks (including opportunities), needs and the supply market;
— the actions required to manage key sustainability risks (including opportunities);

— the recommended demand-related approach (e.g. elimination, reduction, reuse, recycling);

— how the sourcing approach delivers sustainability objectives;

— how sustainability requirements are incorporated into the specification, including any go/no-go
criteria at the prequalification or tender stage: care should be taken to ensure all suppliers are given
full and fair opportunity to compete;

— how sustainability aspects are incorporated into the draft contract or terms and conditions;
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— the weight given to sustainability in the evaluation criteria, with careful consideration given to
finding the best balance with other criteria, such as price or quality;

— the expected sustainability benefits, including savings over the life cycle;
— the impacts of the sustainability approach on the project plan and budget.

Some goods, equipment and assets require disposal strategies to be developed for the end of their useful
life. Disposal decisions, however, should not be taken in isolation. While disposal is viewed as the final
stage in the management life cycle of goods, equipment and assets, it is common for disposal action to
trigger the acquisition of a replacement asset. Disposal strategies should be considered in the sourcing
approach and evaluation criteria, where appropriate. Such strategies should focus on optimizing the
social, environmental and economic impacts of functionally inadequate or under-utilized assets, as well
as on their safe decommissioning, transport and warehousing.

The decisions made at this stage influence the whole procurement process. Decisions should be
supported and agreed by key stakeholders, and should ultimately be documented. Many organizations
use a gateway review at this stage with sign-off by senior stakeholders before progressing to
the next stage.

7.3 Integrating sustainability requirements into the specifications

7.3.1 Defining sustainable procurement criteria

Once a decision is taken on the sourcing strategy, the sustainability criteria should be defined and
documented. Sometimes there is only one document (the specification), but in other cases there are
different documents addressing the requirements, in accordance with the organization’s culture (e.g.
a draft contract, brief, scope of work or the establishment of prequalification criteria). This decision
should include consideration of the impacts of changes on contractual arrangements, e.g. the loss of a
large proportion of business or the lack of capacity to cope with expanded requirements.

Integrating sustainability aspects into these documents is the most effective means of ensuring that
sustainability risks (including opportunities) are incorporated into the procurement decision-making.
This should be done in coordination with key internal stakeholders, in order to reflect practical and
technical considerations.

Some of these requirements apply directly to the goods or services being purchased. Some might apply
to the production and process methods used to deliver goods or services and others to the supplier
organization in itself.

When including sustainability criteria in the procurement process, the organization should take care
that the sustainability criteria:

— reflect the priorities defined in the sourcing strategy, e.g. by including key sustainability
requirements in the minimum sustainability criteria;

— are objective and verifiable;
— are clearly defined without any risk of bias or collusion;
— are transparently and effectively communicated to potential suppliers;

— allow for fair competition and, in doing so, ensure that particular attention is paid to SMOs and the
development of their capacity to respond to such criteria;

— identify how far down the supply chains it is necessary to go for adequate impact assessment.

Where appropriate, the draft contract should include clauses that enable the organization to increase
its control over what happens in the supply chains. Examples of clauses might include:

— provision to assess/audit all parties involved in the supply chains;
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— obligations on the supplier to inform the organization of any significant impacts in the supply chains;
— minimum standards to be met by suppliers at lower tiers of the supply chains;

— rights to terminate the contract for breaches of sustainability obligations.

7.3.2 Choosing the types of requirements
Different types of requirements can be used:

— physical or descriptive requirements: specify a characteristic of goods or services;

EXAMPLE1 Recycled or renewable content, mercury-free, or the way in which the product is
manufactured or delivered (i.e. the process), e.g. organic or sustainably managed timber and fisheries.

— performance requirements: define the performance standards to be met by the goods or services,
including definition of the way goods or services need to be delivered in order to optimize social and
environmental impacts related to future performance;

EXAMPLE 2  Standards of care and number of patients for a social care service, delivery time, waste, and
carbon emissions reduction.

— functionalrequirements:definethe proposed functiontobefulfilled by the goodsorservicesrequired.
EXAMPLE 3  The strength and durability of concrete to be supplied, or energy/fuel efficiency.

Generally, a combination of performance and functional requirements is preferred as they enable
suppliers to propose the most efficient technical solution for the required performance or function,
leading to potential sustainability benefits such as better energy performance, reduction of waste,
better safety for users, universal design, disposal and end-of-life management. When using technical
requirements, the organization should take care not to specify particular brands unless this is
unavoidable.

7.3.3 Applying minimum and optional requirements
Requirements can be:

— minimum, when they establish minimum levels of acceptable performance, actively excluding
undesirable features;

— optional, when they define preferred sustainability solutions: in this case, they should be related to
an evaluation criterion that is used to reward performance exceeding the minimum standards, and
possibly to a KPI that should be managed during the contract.

In addition to these two main options, an organization can use additional techniques such as variants in
order to encourage better alternative solutions.

The analysis of the market carried out earlier in the procurement process informs the decision about
what should be minimum and optional. For instance, the degree to which suppliers can meet the
organization’s sustainable criteria might not always be known when writing the tender, or the market
analysis might have revealed a significant gap between suppliers' sustainability performance. In that
case, the risk of restraining competition and excluding capable suppliers should be avoided, unless the
requirement is an absolute necessity for the organization.

If a supplier with lesser sustainability performance is selected, agreements should be made on how the
supplier could progress to increased sustainability performance in the future. This should be monitored
in the contract phase.
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7.3.4 Finding information to establish the requirements

In the market, there are marks, labels or certifications to identify goods or services that conform to
specific sustainability criteria. These criteria are included in technical standards that might be public
or private, national, regional or international.

It is useful to consider such standards as valuable sources of information when establishing
procurement requirements. The criteria in these standards are established throughout one or multiple
life cycle stage(s) of goods or services, and pertain to single or multiple sustainability aspects.

The organization can decide which sustainability impact areas are most relevant, referencing full or
partial criteria contained within these standards when establishing requirements. Where relevant,
suppliers and industry associations can be consulted.

Using this approach, any goods or services that meet these requirements can be purchased, even if they
have not formally been awarded a sustainability mark, label or certification, taking into account the
conformity assessment guidance provided in 7.3.5.

An alternative approach is to specify in the procurement requirements that the goods or services should
have the nominated certifications, labels or marks (public procurement policy may have restrictions to
this approach in some countries). Due consideration should be given to the number of eligible suppliers
in order not to limit competition inadvertently, as the availability of such marks and labels differs
by industry.

7.3.5 Evaluating that sustainability requirements are met

Each sustainability requirement should be verifiable via an evaluation procedure that is outlined by
the organization in the tender documents. When choosing an appropriate evaluation procedure,
organizations should take into account the following factors:

— the importance of the issue/requirement (including the sustainability issues) to the organization;
— the risks of non-conformity with the sustainability criteria;

— the cost of the evaluation procedure;

— the availability of technical infrastructure to support the evaluation procedure;

— the competence of the evaluator;

— the credibility of any external body or organization that is involved.

Evaluation procedures involve activities such as the review of documentation, testing, inspections,
audits, certification, management systems, assessment, sustainability claims, labels and declarations or
a combination of them.

These activities can be carried out by the supplier or its representative (first-party), the purchasing
organization or an external body on its behalf (second-party) or an independent external body
or organization (third-party). When defining the evaluation procedure for each requirement, the
organization should establish what activities should be carried out and by whom.

ISO standards that address conformity assessment should be used where relevant when establishing
evaluation procedures. When choosing an evaluation procedure, the organization should balance cost
in connection with the desired level of assurance. Cost can differ between evaluation procedures. The
organization should also consider who bears the cost, taking into account the context of the supplier
(e.g. size, location).

The organization should consider the level of assurance offered by each type of evaluation procedure. In
general terms, certification schemes typically engender higher levels of confidence with limited effort
for the purchasing organization.
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The organization should also determine whether the technical infrastructure involved in the evaluation
procedure is competent and complies with relevant applicable standards and guides.

When an external body is used, the organization should consider whether it is operating in accordance

with relevant standards (e.g. ﬂSO(IEC 1702!1, ﬁSO(IEC 17021|. ﬂSO(IEC 17025, ﬁSO(IEC 17024_l| and
[SO/IEC 17065)

Accreditation is a means of assessing, in the public interest, the technical competence and integrity
of organizations offering evaluation services. Organizations might wish to consider the additional
assurance that might be gained by using an accredited evaluation body.

Specifically when dealing with evaluation procedures that incorporate environmental labels, it could
be helpful to consider three common types of environmental labelling:

— Type I environmental labelling: this involves third-party certification and awarding of
a label (e.g. those recognized by the Global Ecolabelling Network), following product assessment
and demonstration of conformance to agreed-upon environmental performance leadership criteria
which are based on life cycle considerations;

— [[SO 14021 Type Il environmental labelling: this involves supplier first-party environmental claims
of conformity, including statements, symbols and graphics, regarding products;

— [SO 14025 Type III environmental labelling: this involves third-party validation of an EPD
(environmental product declaration), which is quantified life cycle environmental information of a
product to enable comparisons to other products intended to fulfil the same function.

Other labels have a verification and certification process focusing on single issues (e.g. energy
consumption, sustainable forestry). Even if the overall environmental relevance of ecolabels is more
significant because these consider the whole life cycle of products, reliable and third-party single-issue
labels can be effective in targeting specific problems.

The evaluation procedure can be conducted as a part of prequalification or as a step in the tender
process. After the contract has been awarded, additional ongoing evaluation should be conducted in
accordance with the plan that has been established within the tender. This ongoing evaluation can be
simplified and consists of activities that could be different from those established within the tender, so
long as they are consistent, take into account the history of the supply, and focus on the most critically
relevant issues.

7.4 Selecting suppliers

7.4.1 Assessing the capacity of suppliers

The organization should assess the capacity of the supplier to contribute to the organization’s
requirements and expectations on sustainability through the supply of goods or services.

Supplier selection often comprises prequalification and tendering. The main difference between the
prequalification and tendering stages are the following:

— prequalification usually focuses on overall capabilities of the supplier to deliver expected outcomes,
including sustainability ones;

— tendering usually focuses on the capacity and commitment of the supplier to deliver detailed and
specific requirements, including those related to sustainability, for goods or services.

When conducting supplier selection, the organization should ensure that all public policies (e.g. public
procurement policies) are respected and that open and fair competition is promoted between potential
suppliers. In doing so, particular attention should be paid to:

— ethics, prevention of corruption, conflicts of interest, respect of property, intellectual property
infringements and internal controls;
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— the transparency and accountability of the whole selection process;
— qualifying or disqualifying the suppliers;

— inclusion of all organizations of any size, status or positioning with the capacity to fulfil the
requirement.

7.4.2 Prequalifying suppliers

The purpose of prequalification is to gather relevant information about the capability of suppliers
to participate in tenders and, in some cases, to evaluate tenders against go/no-go criteria. The
requirements for prequalification should be clearly established and should take into account relevant
sustainability issues with due consideration for the sustainability risks (including opportunities)
that are related to the supplier’s organization. Many industry specific standards, codes of supplier
conduct and management systems are used in prequalification, e.g. compliance with the standards of
the International Labour Organization for working conditions and human rights could be a mandatory
criterion. An organization should also decide whether to encourage suppliers to sign a code of conduct
or charter and/or join a sustainability initiative and, in making this decision, should consider the
implications for the supplier of doing so.

At the prequalification stage, it might be sufficient to request evidence of respect for human rights,
ethical trading, labour and environmental policies by means of suppliers’ declarations of conformity
(self-claims) on those subjects. However, as the process progresses and potential suppliers are further
assessed through the tender process, audits, site visits and other means of collecting evidence of
conformity (second-party or third-party assessments) might be used to provide further assurance. The
choice of the most appropriate conformity assessment method should be the result of a risk assessment
of the consequences of a failure to fully conform to the requirements.

Some prequalification criteria might be optional and can be used to inform a weighted evaluation of
further shortlisted suppliers that comply with all the mandatory criteria.

EXAMPLE A supplier with a proven track record in reducing carbon emissions could be selected ahead of a
supplier with less experience in this area.

The example in Figure 8 could be considered as a go/no-go condition, with “Good” as a minimum
requirement, or as a way of shortlisting if there are no minimum mandatory criteria.
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( )\
Labour practices - Prequalification question

* Please outline your experience in delivering work through fair and ethical employment practices
through your workforce and supply chain

* Please state your employment policy with respect to: living wages, equality and diversity, freedom of
association, grievance procedures, working hours including split shifts, exclusive zero hour
contracts, unpaid work and child labour

* Has extensive experience of resource ethical employment directly and
DISTINCTIVE through _the su}_)p_ly chain for projects of multip_le sizes and .Varying _
I —— complexity. This is supported by case study evidence and risk analysis
* Can demonstrate that the policy is being complied with and delivered against
* Can demonstrate the business case for delivering ethical employment
practices and cost reductions

GOOD * Demonstrates understanding of fair employment practices and risk management for the
> supply chain
* Addresses all aspects identified in the question
* Policy to comply with an international standard such as the Ethical Trading Initiative Base
Code

* Provides evidence of past projects demonstrating high ethical standards

BASIC

. * Demonstrates an understanding of the issue but has limited experience of delivery beyond legal

compliance

Figure 8 — Example for prequalification question and criteria

If suppliers have been contacted in the prequalification process and are deselected, it is good practice to
formally notify them and provide debriefs. Suppliers should be made aware if and how their credentials
fall short of the requirement (including those related to the sustainability issues), which in turn sends a
clear signal to the market regarding the importance of sustainable business practices.

7.4.3 Managing tenders

Suppliers might be invited to attend a pre-tender briefing to outline the bid process and ensure ongoing
communication, depending on the scale, market and complexity of the purchase. This is a further
opportunity to confirm that suppliers fully understand the commercial and sustainability expectations
and to encourage joint proposals from firms with complementary sustainability features (e.g. a large
organization can form a joint venture with a small, sustainability-oriented organization).

Transparency, accountability and ethics are keys to the tendering stage: all bid evaluation criteria,
evaluation methodology and benefits assessment should be agreed in advance of tender issue and
communicated clearly to suppliers. The organization should ensure that the suppliers fully comprehend
the importance of all aspects of the proposal, including the sustainable requirements.

Criteria can be assessed in several ways, including:

— setting minimum requirements or performance standards (go/no-go criteria);
— weighting criteria;

— methods of cost calculation;

— monetizing certain impacts, such as energy consumption and waste.
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The supplier with the best performance on the sustainability issues might not always win a tender if it is
not competitive in other areas. In this case, it could be appropriate to award a contract conditional upon
achieving a minimum standard over a specified timeframe. In the example in Figure 9, the contract
could be awarded conditional upon the supplier achieving “Good” standard after a period of time.

Employment - Invitation to tender

*  We aspire to provide full and fair opportunity for competitive local suppliers and to employ suitably
qualified local people. Please confirm your current levels of local workforce and procurement
expenditure, your targets to improve on this and provide an action plan for doing so

DISTINCTIVE * Commits to a target >10% over baseline
> * Comprehensive and detailed action plan

* Commits to targets <10% over baseline and can outline how it will be delivered.

Goop * Provides information and assurance to demonstrate competence and local
relationships to deliver the target
BASIC
— * Baseline data provided, no firm commitment to targets, or an action plan

Figure 9 — Example of a tender question and evaluation criteria

Low prices can be achieved by suppliers with good performance. However, suppliers with unsustainable
practices might be able to offer abnormally low prices that could reflect a shortcoming on social and
environmental aspects, compared with suppliers with better conditions. Unless robust prequalification
and tender processes and criteria are in place to ensure good minimum standards before the supplier
is appointed, the organization could be undermining its own sustainability policies, exposing itself
to a wide range of risks, and giving a signal to the market that it undervalues sustainability against
other issues.

7.4.4 Awarding the contract
Four common methods can be used to promote sustainable outcomes at the evaluation stage.

a) Rewarding superior standards and performance: This might include recognition of the ability of
goods or services to enhance the sustainability of the organization’s own goods or services, as
outlined in 7.3.2.

b) Qualitative judgment can be used in some specific contexts. Suppliers, especially in service
industries, could be requested to summarize their experience and methods in relation to
sustainability criteria within their tender response. This enables organizations to assess their
approach to managing major sustainability risks (including opportunities) identified during the
planning stage. It is often advisable to conduct face-to-face interviews with key staff and to make
site visits to places where similar services take place to ensure qualitative judgments are supported
by the best evidence possible.

c) Fitfor-purpose assessments that enable identification and evaluation of goods or services that
might not be sufficiently robust, leading to higher repair and replacement costs: Other proposals
might be over-engineered, providing unwanted functionality or service at added expense.
Neither extreme provides a sustainable solution and this should be reflected in the evaluation.
Environmental labelling criteria (see 7.3.4 and Z7.3.5), the characteristics stated in environmental
product declarations and other product standards can help to evaluate the crﬁentials of goods,
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including the relevant sustainability issues. Alternatively, evidence based on trials or other client
references help to evaluate this important aspect.

d) Methods of cost calculation to ensure that true value for money is achieved, resulting in the
selection of the best supplier over the life of the contract: If correctly applied, this technique helps to
calculate use and end-of-life costs such as energy consumption, early replacement or repair of less
durable goods and final disposal. If possible, future expected costs (e.g. anticipated environmental
and social taxes) should be factored in.

Private sector organizations and some public bodies might be able to negotiate following tender
evaluation. This stage represents a risk of reduced sustainability commitments from the supplier(s),
especially if there is focus on cost only. This stage can also provide an opportunity to improve
supplier engagement.

Any outstanding sustainability requirements should be included in the preparation for a negotiation
meeting and/or a negotiation strategy and tabled during the negotiation.

Key outcomes of the negotiation can include the following:

— requirements related to sustainability issues have been secured and reporting has been agreed (e.g.
monitoring and actions, KPIs);

— an action plan to manage sustainability risks (including opportunities) identified in the earlier
prequalification or tender evaluation stage has been agreed;

— proactive influence on the supplier’s future sustainability agenda has been achieved.

Where possible, sustainability commitments should be written into the contract to ensure that the
supplier is contractually bound to deliver them or improve their performance over time. If it is not
possible to negotiate contractual commitments, a more informal and flexible approach might be
required to persuade suppliers to embrace sustainability initiatives. These initiatives are usually
captured in a separate supplier improvement plan or a memorandum of understanding. Examples of
initiatives include commitments to switch to (or increase the use of) sustainably managed timber,
reduce or eliminate the use of a hazardous chemicals, increase the use of local SMOs or to ensure
improved working conditions further down the supply chain.

Upon conclusion of the negotiation, the supplier should be formally awarded the contract, which should
be fully approved by the key stakeholders and delegated authorities (organizations might have a
formal gateway review at this point). The relevant internal stakeholders should be informed of the new
arrangements.

Unsuccessful suppliers should be notified and fully debriefed. Suppliers should be made aware if and
how their sustainability credentials fall short of the requirement, as this is an important organizational
contribution to the suppliers’ improvement. This in turn reinforces the importance of sustainable
business practices within the supply market.

7.5 Managing the contract

7.5.1 Managing the supplier relationship

Sustainability commitments of an organization should be reflected in the quality of the relationship
with its suppliers. Achieving sustainability outcomes often requires developing a long-term vision.
This vision has a better chance of success if it is shared by a supplier that considers the purchasing
organization to be a preferred customer.

The quality of the supplier relationship can be enhanced through a combination of practices.
These include:

— inclusion of mutual obligations between suppliers and customersin the contracts connecting parties;
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