. - STANFORD ¢
ecovadis BUSINESS

Value Chain
Innovation Initiative

Sustainable Procurement
Barometer 2021

From Resilience to Opportunity:
Sustainability Pays Off Through the Crisis and Beyond



= STANFORD £z | Value Chain
eco‘/adls BUSINESS:: | Innovation Initiative

Table of Contents

Foreword 3 : Supply Chain Coverage 23 : Supplier Perception
' ' and Engagement 40
E ive S 4 Depth of Visibility Into Supply Chain : 9ag9
xecutive Summary Sustainability 54 : Key Motivators for Supplier Participation
in Sustainability Initiatives 42
Introduction 5 ;
: S lier P ' fL ies’
Defining Sustainable Procurement 6 Obstacles and Challenges 25 . C%Ft?r?rrlweitrmiaietgtéir;t(;inaakr)ﬁiet - S 44
: Obstacles and Challenges to Implementing a y
Sustainable Procurement Leadership 6 . Sustainable Procurement Slglicr RosTTOMEED L fing
Lrog Sl =T the COVID-19 Crisis 45
Sustainable Procurement Vision 7
Sustainable Procurement Priorities . Sustainable Procurement Results Conclusion a7
and Outcomes 8 . and Benefits ry
; Sustainabilit d Resili Duri ;
COVID-19’s Impact on Sustainable : tk:Je C|OV|E)|_1yqa2riSiseS| (T 31 ' Met!\?dol?gy and Survey
Procurement Trends 11 : Participation 50
\ Sustainable Procurement Tools
Sustainable Procurement : and Tactics 37
Implementation 15 _
. Sustainable Procurement Results
Policies, Reporting and Goal-Setting 16 : and Benefits 38
Integrating Sustainability Criteria Into : Sustainability Commitment and the
Procurement Processes 18 : COVID-19 Pandemic 30
Sustainable Procurement Tools 21

2 \\ 54



" : STANFORD £z | Value Chain
eCOJGdIS BUSINESS:: | Innovation Initiative

Foreword

Sustainability has become

a topic of great interest and

Is increasingly viewed as a source
of competitive advantage that
Innovative companies can tap
into. Investors, company boards,
executives, employees, customers
and the general public are
demanding more scrutiny and
transparency around sustainable
products and practices. Sourcing
and procurement are key to

a company’s efforts to drive
sustainability. Yet, there are often
questions among practitioners
around what exactly sustainable
procurement is, who should be
involved, why it should be done
and how it can be achieved.

This timely report provides answers
to these four key questions.

Based on information collected
through extensive interviews

and surveys, this report explores
important trends in sustainable
procurement. As sustainability

Is not just about environmental
impacts, particular attention

Is paid to dimensions such as social

responsibility, diversity and human
rights. The scope is certainly
much broader than just picking
and selecting the right suppliers
or components, and includes the
whole engagement process. The
report also shows the need for,
and trend toward, increasing top
executive involvement, priority-
setting, oversight and direct
leadership.

We also ask the question:

|s sustainable procurement

only something that big, global
companies should be interested
in? The report sheds light on

the role of mid-size companies,

as well asthe need to engage
some “laggards” in industry. The
report also clearly describes

why sustainable procurement
isimportant. The disruptions
resulting from the COVID-19
pandemic and other disasters have
led many companies to shift their
focus to building resiliency in their
supply chains. The report shows
how sustainable procurement can
enhance this resilience - backed

by demonstrable results from your
peers. Finally, through its focus on
sustainable procurement leaders,
the report also highlights some
best practices that have helped
companies address the “how”
question.

As is emphasized in the report,
sustainable procurementis not
something that should be done
after processes to run your supply
chain efficiently are in place.
Rather, these practices are integral
to managing a supply chain
effectively and should now

be essential practices of supply
chain management. Companies
would do well to adopt them well
before the next crisis hits.

Haul. Lee

Haul. Lee

S ""Thema Professor of Operations,
Information, and Technology

Faculty Codirector,
- Value Chain Innovation Initiative

Stanford Graduate School of Business
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Executive Summary

Sustainability was top of mind for
both companies and procurement
teams before the pandemic, with
significant growth in investors and
industry groups supporting the
stakeholder capitalism movement
and commitments such as the
Science Based Targets initiative
(including its Business Ambition
for1.5°C initiative) and the

United Nations Global Compact.
Despite initial concerns that the
COVID-19 may constrain these
efforts, it appears the opposite
has happened: Sustainability is
becoming even more important
to companies around the world.

In fact, as executives increasingly
recognize that their companies’
sustainability practices have
contributed to the resilience of
their value chains and helped them
endure the crisis, the importance
of sustainability has increased.
Their focus is shifting more and
more toward issues related to the
environment, labor and human
rights and diversity. However,
while supply chain objectives may
be clear, achieving them remains
a significant challenge for many
companies.

Key Findings

Delivering on corporate
sustainability goals has shifted
to the top of the agenda for
executive teams with 63%
saying itis now “very important”
for them, compared with 25%
two years ago. At the same
time, reducing costs has lost
significance, with 36% of
respondents saying this

Is critically important compared
with 56% in 2019.

Mid-size companies (between
$100 million and $1 billion

in annual revenue) are clearly

in the sustainable procurement
game. Though they typically use
fewer tools due to their limited
resources, the benefits they
realize are comparable to large
enterprises.

Sustainability contributes to
resilience, with 63% of buyers
and 71% of suppliers stating
that it helped them endure the
COVID-19crisis.

Only 7% of companies (buyers
and suppliers) decreased their
commitment to sustainable
procurement despite

the immense challenges

of the COVID-19 pandemic.

Supply chain resilience

is a desired outcome of

a sustainable procurement
initiative for 70% of Sustainable
Procurement Leaders.

Still, 46% of suppliers see their
large customers’ (those with
revenue of more than $1 billion)
commitment to sustainability as
“important only on paper”.
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Published biennially since 2007,
the Sustainable Procurement
Barometer is a valuable tool for
benchmarking the sustainable
procurement practices of
companies across all industries.
This year’s edition has been
developed jointly by EcoVadis
and the Value Chain Innovation
Initiative at the Stanford Graduate
School of Business.

Thereportis based on two surveys
- one for buyers and one for
suppliers - conducted as online
questionnaires and followed by
iIn-depth interviews with selected
participants. The research has
always addressed:

© How sustainability is evolving in
terms of procurement priorities
and value creation;

© Sustainability monitoring tools;
© Supplierengagement;
@ Internal process integration.

In the years leading up to 2020,
we saw dramatic progressin
sustainable procurement, with
hundreds of global leaders scaling
up their programs. However, as
we emerge from the COVID-19
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pandemic, we wanted to find out
how it has impacted this trend.
Importantly, we also wanted to
determine whether companies’
sustainable procurement practices
improved the resilience of their
supply chains in the face of
unprecedented disruption.

Defining Sustainable
Procurement

We define sustainable
procurement as the adoption and
integration of corporate social
responsibility principles into

a company’s procurement
processes and decisions while
ensuring stakeholder requirements
are met. It encompasses
sustainability as it relates to
products, materials and supplier
practices.

Sustainable
Procurement
Leadership

As in previous editions, this year’s
Barometer also includes a special
focus on Sustainable Procurement
Leaders. These were respondents
who met the following criteria

signifying the maturity of their
sustainable procurement
programs:

© Sustainability measures are
integrated into a balanced
scorecard approach;

©@ Minimum of 25% program
coverage on high-risk strategic
suppliers;

©@ Minimum Tier-1level of supply
chain visibility concerning
sustainability.

The group that emerged from

this analysis consisted of 27
organizations, both large
enterprises (13) and mid-size
companies (14), accounting for
15% of all participants. Of the
Sustainable Procurement Leaders,
/0% have had their sustainable
procurement programs in place for
more than three years, with 20%
having run their programs for over
10 years. The study found a number
of interesting characteristics of
Sustainable Procurement Leaders
and significant differences
between them and the rest of the
sample, which are explored in later
sections of the report.
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Sustainable Procurement Priorities and Outcomes

Reducing risks, complying with Main priorities of procurement organizations 2019 vs. 2021
existing regulations and delivering

on corporate sustainability goals

and commitments were cited

as the top three priorities within 80%
procurement organizations. While

these findings are in line with 68% o £8%
what we have seenin previous 60% 62% S0
years, there is a huge increase in

the importance of delivering on

corporate sustainability goals, with 0

63% of the respondents stating ’

it has become a “very important”

priority compared with only 25%

two years ago. 20%

This could be an indication

of the growing importance of

@ 2019 @ 2021

25%
tainabilit t o
sustalnabllity among corporate Reducing costs Reducing risks Complying with Delivering Supply chain
executives andisin line with existing regulations on corporate resilience*

studies indicating that business sustainability goals

leaders are increasingly realizing
that sustainable corporate
governance and a multi-
stakeholder, long-term approach
are key to success.



https://www.ey.com/en_gl/long-term-value/sustainable-corporate-governance
https://www.ey.com/en_gl/long-term-value/sustainable-corporate-governance
https://www.ey.com/en_gl/long-term-value/sustainable-corporate-governance
https://www.ey.com/en_gl/long-term-value/sustainable-corporate-governance

ecovadis

Over a year on from the onset

of disruptions caused by the
COVID-19 pandemic - potentially
the most challenging time

supply chain professionals have
experienced in decades - the
increased focus on risk reduction
Is hardly surprising.

An increased emphasis on
compliance is also to be expected
given the tightening regulatory
landscape around sustainability
on a national, regional and
international level. From the
European Union’s directives

on corporate due diligence and
accountability to Australia’s
Modern Slavery Act and the Biden
administration’s Executive Order
on America’s Supply Chains, there
is a distinct move toward ensuring
that due diligence strategies
encompass the entire value chain.

Interestingly, there is much less
focus on cost reduction: While
56% of respondents ranked
“reducing cost” as very important
in 2019, only 36% of respondents
did soin 2021.

Sustainable Procurement Barometer 2021 / Sustainable Procurement Vision
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Reducing costs

Reducing risks

Complying with
regulations

Attracting and
developing talent

Supply chain resilience

Credible brand
differentiation

Delivering on corporate
sustainability goals and
commitments

Innovation Initiative

Not important

@® mportant

How important are the following desired outcomes of your sustainable procurement program/initiative?

. Very important

30% %
30% %

48% %
61

46% %

36
68
68
48
50

39% %

20%

33%

40%

60%

80%

63%

100%

9 | 54
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A Glance at Sustainable
Procurement Leaders

When we drill down into the
Sustainable Procurement Leaders
group and look at the same
desired outcomes, a slightly
different picture emerges. Risk
reduction and complying with
regulations are rated even higher
(81% and 74% respectively), with
cost reduction seen as a very
important outcome by more

than half of the respondents. This
could be because Leaders view
sustainability engagement more
holistically, i.e., as an integral part
of their supply chain management.
It is also likely related to their
ability to utilize a wider array of
sustainable procurement tools and
the maturity of their sustainable
procurement programs, which
has enabled them to realize more
benefits and make necessary
adjustments over time.

In addition, a higher percentage of
Sustainable Procurement Leaders
ranked each of the listed outcomes

as “very important,” with the only
exception being “delivering on
corporate sustainability goals.”
A possible conclusionis that as
leaders pay more attention to
sustainable procurement and
invest more in these programs,
their expectations grow. From
another perspective, as these
outcomes are very important to
these companies, they are willing
to invest more in sustainable
procurement and in increasing
supply chain visibility.

Notably, supply chain resilience
was rated a “very important”
outcome by 70% of respondents.
Given that one in five supply chains

barely survived the COVID-19
pandemic, there is clearly

a compelling lesson to be learned
from Sustainable Procurement
Leaders that emphasizes the
correlation between sustainability
and supply chain resilience.

How important are the following desired outcomes of your sustainable procurement program/

initiative?

Reducing costs

Reducing risks
Complying with
regulations
Attracting and

developing talent

Supply chain resilience

Credible brand
differentiation

Delivering on corporate
sustainability goals and
commitments

O - -

%

19%

Not important

26%

20%

30%

33%

A%

40%

@ mportant

1%

59%

‘ Very important

60%

80%

52%

81%

74%

1%

70%

59%

59%

100%


https://www.scmr.com/article/priorities_in_sourcing_and_procurement_for_2021
https://www.scmr.com/article/priorities_in_sourcing_and_procurement_for_2021
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COVID-19’s Impact on Sustainable Procurement Trends

Looking at the extent to which the COVID-19 pandemic has impacted
how companies approach sustainable procurement shows that, despite
all of the challenges, very few have reduced their commitment to such
initiatives. Not only that, nearly half of the respondents have actually
increased their commitment to sustainable procurement as a result of
the pandemic.

How has the COVID-19 pandemic impacted your organization’s
commitment to sustainable procurement?

50%

40%

30%

20% 21%

10%

O% e e
Decreased Decreased No change Increased Increased
commitment commitment commitment commitment
significantly moderately moderately significantly

However, more companies have decided to simply maintain their existing
initiatives compared to 2019: 46% of this year’s respondents reported “no
change”in their level of commitment vs. 18% in 2019.

2019 Survey: Would you say that over the past three years, your
organization’s commitment to sustainable procurement has:

50%
40%

39%
30%

20%

10%

Qo o N . S 1 I
Increased Increased Stayed Decreased
significantly moderately the same moderately




ecovadis

STANFORD £ | Value Chain
BUSINESS:: | Innovation Initiative

Sustainability Focus Areas

Laborand human rights and
environmental concerns are

top of mind, with 73% and 69%

of respondents ranking these
issues respectively as “more
important” or “significantly more
important” in shaping their
procurement strategies. The
figures for this are comparable
between the general sample and
the Sustainable Procurement
Leaders. Business ethics is a focus
area that the greatest proportion
of respondents ranked as having
“no change”. Bribery, corruption
and fair trade have been effectively
addressed for a number of years,
with breaches around these
Issues viewed as reprehensible
throughout most countries. It

Is possible that when it comes

to those focus areas, things are
beginning to plateau. Interestingly,
however, when we look at the
social aspect covering diversity,
racism, non-discrimination and
equity, a significant proportion of
respondents ranked this as gaining
inimportance. This is particularly
clear among the Sustainable
Procurement Leaders group:

56% ranked this issue as “more
important”in shaping their strategy
over the next several years and

a further 22% consider it to be
“significantly more important”.

This study comes a year after the
murder of George Floyd and the
protests that unfolded in the weeks
following his death. It appears

that the promises made by the
corporate world at the time to
invest in fighting racial inequity and
foster diversity, particularly in the
US, did not ring hollow. Companies
are stepping up theirresponse to
racial injustice and inequity and
addressing issues that historically
may have been outside of their
focus.

Have the following sustainability issues gained or lost significance in shaping your procurement strategy

(supplier selection and management) over the next few years?

Environment:
Scope 3 emissions,
impact on air, land, water

Labor and Human Rights:
employee health and safety, child
and forced labor, labor practices,
career management

Social:
diversity, racism,
nondiscrimination, equity

Business Ethics:
bribery, corruption, fair trade

0%

Less important

26%

20%

@ Nochange

28%

36%

@ Moreimportant

60%

@ Ssignificantly more important

37%

46%

1%

32%

80%

32%

27%

20%
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Sustainable Procurement Leaders: Have the following issues gained or lost significance in shaping your
procurement strategy over the next few years?

Less important ’ No change . More important ‘ Significantly more important

Leaders

22% 37% 37%

Environment:
Scope 3 emissions,
impact on air, land,

water
30% 34% 33%
v o
Q
Laborand T 30% 40% 30%
Human Rights: o
-
employee heal and safety, .
child and forced labor, labor :
rights, employee health and :
safet
/ 29% 43% 27%
[7,) |
| & I
S
Social: P
diversity, racism, -
nondiscrimination, :
equity :
v o
. . 0
Business Ethics: T 51% 30% 19%
bribery, corruption, )
fair trade -

0% 25% 50% 75% 100%
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Policies, Reporting and Goal-Setting

When it comes to the practical How does your organization use policies to drive sustainable
implementation of sustainable practices in your supply chain?

procurement programs, it is best

to examine how companies use

policies, goals and reporting We have a supplier
in their day-to-day work with code of conduct.

suppliers.
0 h L3 | A supplier code of conduct We have a sustainable
= ‘_'I.E_IE!,,.:‘:"‘- remains the most commonly used procurement policy.

— v policy, with 74% of companies

] _ " " A d half We have a
| stating they have one. Around ha specific contract
of the companies surveyed have clause relating to

a sustainable procurement policy sustainability criteria.

(51%) and a specific contract clause

relating to sustainability (47%). Other

Looking at how reporting is used

to drive sustainable practices,

half of the respondents conduct
annual supplier evaluations (54%)
and report internally on their
sustainable procurement programs
(56%). Only 24% of companies
report externally on supplier
sustainability performance.

0% 20% 40% 60% 80%

Sustainable Procurement Barometer 2021 / Sustainable Procurement Implementation 16 | 54
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How is reporting used in your organization to drive Key changes between
sustainable practices? 2019 and 2021:

/4%

40% of companies have a supplier

code of conduct in 2021
vs. 64% in 2019

60%

20%
z
O
0% '
We are We conduct Supplier Other Of Companles have d
reporting annual sustainability :
internally supplier indicators/ SUStalnable procurement
on our evaluations. performance pO||Cy in 202‘] VS 38% in 20‘]9
sustainable is reported )
procurement externally
program. inannual
sustainability/
integrated
reports. These trends are another clear

indication of the growing importance
of sustainability across the corporate
world.

Sustainable Procurement Barometer 2021/ Sustainable Procurement Implementation 17 | 54
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Integrating Sustainability Criteria Into Procurement Processes

The use of sustainability criteria to evaluate new
suppliers has become the norm, with 69% of
respondents considering sustainability performance
when selecting new suppliers and renewing contracts.
It is encouraging to see that sustainability is taken

into consideration not only at the beginning of the
engagement with new suppliers but also throughout
the relationship, with 38% of respondents including
sustainability criteria in RFP/RFX/tenders and

36% addressing sustainability performance in
their supplier relationship management. It is also
encouraging that 30% of respondents look at
sustainability performance when implementing
incentive or recognition programs - this provides
an incentive for suppliers to increase investment in
sustainability initiatives.

How has your organization integrated sustainability criteria into procurement processes?

80%

69%

60%

40%

20%

0%
We include
sustainability
criteriain RFP/
RFX/tenders.

We take sustainability
performance into
consideration when
selecting new suppliers
and renewing contracts
with existing suppliers.

Sustainability

performanceiis

addressed in our
Supplier Relationship
Management (SRM).

We look at
sustainability
performance when
implementing
incentive/
recognition
programs for
suppliers.

We discontinue
cooperation with
suppliers that fail
to improve their
sustainability
performance.

We include
sustainability criteria
in ordering systems

and catalogs.

18 | 54
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A Glance at Sustainable
Procurement Leaders

There is a significant difference
between Sustainable Procurement
Leaders and non-leaders in

the way the two groups have
integrated sustainability criteria
into procurement processes. While
the percentage of companies

who consider sustainability when
selecting new suppliers is similar
across the two groups, a much
higher percentage of Leaders
integrated sustainability criteria
into other procurement processes,
and use those criteria in RFPs, for
ongoing supplier assessments,

to provide incentives, and also to
determine whether to discontinue
their relationship with non-
conforming suppliers.

How has your organization integrated sustainability criteria into procurement processes?

We take sustainability
performance into consideration
when selecting new suppliers.

We include sustainability
criteriain RFP/RFX/tenders.

We look at sustainability
performance when implementing
incentive/recognition programs.

Sustainability performance is
addressed in our SRM.

We include sustainability criteria in
ordering systems and catalogs.

We discontinue cooperation with
suppliers that fail to improve their
sustainability performance.

@ Leader Non-Leader

74%

63%

59%

70%

56%

0% 20% 40% 60% 80%
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‘ ‘ Every time we look for new
supply chain partners we
check what certifications or
auditsthey have. It may be a
wonderful new technology
that the market will love, but
It could become a liability
to both ourselves and our
customers if it doesn't come
from an ethical and certified
supply chain.

L~

Medical device components
manufacturer

Sustainable Procurement Barometer 2021 / Sustainable Procurement Implementation

One example of an incentivizing that sustainability criteria were
factor for the more sustainable “very important” or “important”
suppliers that participated in this forthem in deciding how to
study is the level of support they support their suppliers during
received from buying organizations the COVID-19 crisis, forinstance
during the COVID-19 pandemic. by providing more business or
Of ourrespondents, 49% indicated  offering better payment terms.

How important were sustainability criteria in deciding how to support
your suppliers during the COVID-19 crisis, e.g., by providing more
business or offering better payment terms?

40%

Important Of little Not applicable:

important importance important All suppliers
were supported
in a similar way
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Sustainable Procurement Tools

The most popular tools for supporting sustainable proactive approaches, such as providing guidelines
procurement are supplier self assessment (52%), for buyers on best practices and supplier training
category/country risk evaluation models (41%), and programs that help prevent potential issues from
supplier audit programs and corrective action plans arising in the first place. Only 24% of participants
(40%). Supplier self assessments and audit programs  reported using each of these two types of tools at
are certainly useful in identifying current issues. present.
» However, companies will likely benefit from more
® What tools do you use to support sustainable procurement?
.. @ 2019 @ 2021
80%
60%
“ I
40%
20%

1%

0%

Supplier Category/country Supplier audit program Total cost models Suppliers sustainability
self-assessment risk evaluation and corrective action including sustainable databases and
questionnaires (SAQ) models plans development criteria scorecards provided
(life cycle analysis) by third parties

Sustainable Procurement Barometer 2021 / Sustainable Procurement Implementation 21 | 54
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A Glance at Sustainable
Procurement Leaders

A higher percentage of
Sustainable Procurement Leaders
use each of the listed tools,

a gap that can reach close to

40 percentage points for some
tools and tactics. This may be
attributed to the maturity of their
sustainability programs, as well as
to the greater emphasis they may
place on ensuring that their supply
base follows sustainable practices.

It is especially interesting to

see the higher percentage of
Sustainable Procurement Leaders
that use each of the two more
proactive tools: supplier training
programs and guidelines for
buyers on best practices. More
than half of all Leaders, but less
than 20% of the other companies,
utilize each of these tools.

What tools or tactics have you already implemented to support your sustainable procurement

program/initiative?

Category/country risk evaluation models
(e.g., to prioritize suppliers to focus on)

Supplier self-assessment (SAQ)

Guidelines for buyers on best
practices per commodity

Supplier audit program
and corrective action plans

Total cost models including sustainable
development criteria (life cycle analysis)

Third-party supplier sustainability databases
(including ratings and scorecards)

Supplier training programs

Participation in industry initiatives
(e.g., GeSl, AIMP, PSCI)

0%

20%

Leader

40%

Non-Leader

60%

80%

VWe waork to ensure that
we have a third-party
assessment or an audit
for our core suppliers.
VWe have cascaded this
objective to our buyers.
If the score of the audit
or assessment s low,

a corrective action
planis developed.
Sustainability is tully
iNntegrated into our
processes.

—L

Chemical multinational
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Supply Chain Coverage
In terms of the proportion of suppliers covered it covered 50-75% of spend. In contrast, when looking
by a sustainable procurement program, we have at high-risk suppliers, not only do fewer respondents
looked separately at the coverage of companies’ have programs that cover more than 50% of spend,
strategic and high-risk suppliers. We have found that =~ but more than a quarter have programs that do not
companies emphasize assessing strategic suppliers: cover any high-risk suppliers. This is likely due to the
For 29% of respondents, the program covered more closer relationships that companies build with their
than 75% of spend, and for an additional 25%, strategic suppliers.

Coverage level of supplier assessment/audit program

None @ <25% of purchases @ 25%-50% 51% - 75% ® 5%

Strategic
Suppliers
High-Risk
Suppliers

0% 25% 50% 75% 100%
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Depth of Visibility Into Supply Chain Sustainability

While a slightly higher percentage
of respondents do not have
visibility into sustainability in their
supply chainin 2021 compared

to two years ago, those who do
typically have more visibility into
Tier 2, Tier 3 and beyond.

What level of depth of visibility do you have into your supply chain

with regard to sustainability?

2019
50%
40%
34%
30%
28%
20%
10%
0%
Tier 1 Tier1and some

visibility into Tier 2

@ 2021

Some visibility into
Tier 3 and beyond

We do not have
visibility into
sustainability in our
supply chain.
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Obstacles and Challenges to Implementing a Sustainable Procurement Program

Sustainable procurement practices The top three obstacles, ranked What are the biggest obstacles and challenges preventing your organization from committing to or
are being adopted at scale by by most participants as one of expanding supply chain and procurement sustainability?
companies of different sizes and the two biggest challenges that
across geographies. However, prevent their organizations from
the effective implementation of committing to or expanding @ Ranking:1-2 (bigger challenge) @ Ranking: 3-5 (smaller challenge) @ Not a challenge
sustainable procurement programs their supply chain sustainability |
is not without its challenges. In programs, are identical to those i

: . . . : . Inability to effectively A o o
previous editions of the Barometer,  identified in previous years
we asked study participants to with “resistance from suppliers” ;
identify the top three obstaclesto  following close behind. These i
implementation. These were a lack  results demonstrate companies’ Lack of internal resources
of internal resources, an inability continued struggle to gain ;

to effectively and efficiently track  visibility into suppliers’ practices

Challenges

supplier sustainability performance and performance, and to secure Concerns around cost 33% 54% 13%
and concerns around costs. sufficient internal resources to |
, cover the costs of such programs.
This year we phrased the
Resistance from suppliers 57% 12%

question a bit differently, asking
participants to rank each of the

obstacles in order of importance. Lack of executive
and board support

15% 44% 1%

0% 25% 50% 75% 100%

Only 15% of respondents ranked lack of executive and board support as one of their top two challenges.
This was not a challenge for 41% of respondents, which aligns closely with observations we made earlier in
the report regarding the growing importance senior management appears to be placing on supply chain
sustainability.
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When asked how their organization
benefited from having a sustainable
procurement program, the two
benefits identified by the highest
number of participants were risk
mitigation and increased resilience
(63% and 45% respectively).

This is particularly good news these
days, as the COVID-19 pandemic

has highlighted the importance of
resilience and low exposure to risk.
This is also good news given that
reducing risk was one of the top three
desired outcomes of sustainable
procurement programs, and that
achieving supply chain resilience was
ranked highly by respondents.

Sustainable procurement programs
have also helped companies achieve
brand differentiation by enabling
them to develop more innovative
and sustainable products and
services. Other benefits reported by
about a third of participants include
improvements to both their financial
(including cost savings and higher
revenues) and procurement metrics.

Overall, we can see significant
alignment between the goals
and results of sustainable
procurement programs.

How has your organization benefited from your sustainable procurement program? Select
any areas that you strongly believe your company is benefiting from, even if you are not

specifically measuring it.

Mitigating risks

Increasing resilience

Saving costs

New, innovative, sustainable products and
services that enable access to new categories,
price premiums from differentiation, etc.

Increasing sales revenue due to improved
reputation and/or customer requirements

Improving procurement metrics, such as spend
under management, quality, on-time delivery,
realized savings, and generally stronger, more

reliable and longer-lasting supplier relationships

Improvements in procurement/supply
chain department talent retention and
acquisition, productivity

Improved ranking in
sustainable financial indices

63%

45%

39%

37%

36%

34%

24%

20%

@)

% 20% 40% 60%

‘ ‘ We see the poor

business and
sustainability
performance of any of
our suppliers as arisk.
That's what we're trying
to do: understand our
supply base better
iInterms of their
resilience and level of
poreparedness.

—p——— .

Global retail company
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A Glance at Sustainable
Procurement Leaders

As was the case in previous

years, Sustainable Procurement
Leaders reported a higher level of
benefits across all categories. In
some cases, the value the leaders
derived from their sustainable
procurement programs was
about twice as much as non-
leaders, with a marked difference
In risk mitigation and supply
chain resilience: 85% vs. 59% and
/0% vs. 42% respectively. This
indicates that the value created
by sustainable procurement
programs is significantly amplified
as they mature. Mature programs
enable companies to use richer
indicators, engage suppliers more
deeply and nurture suppliers to
help them become sustainability
performers.

Mitigating risks

Increasing resilience

Increasing sales revenue due to
improved reputation

New, innovative, sustainable products and
services that enable access to new categories,
price premiums from differentiation, etc.

Saving costs

Improving procurement metrics, such as spend under
management, quality, on-time delivery, realized savings,
and generally stronger, more reliable and longer-lasting

supplier relationships

Improvements in procurement/supply
chain department talent retention and
acquisition, productivity

Improved ranking in sustainable
financial indices

O

3%

@ Leaders

18

21

%

Benefits of sustainable procurement: Leaders vs. Non-Leaders

%

20%

32%

33

33

33

%

%

%

36

@ Non-Leaders

42%

%

48

44%

40%

52

%

%

59

59

59

%

%

%

60%

70

%

85

80%

%

100%
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Sustainability and Resilience During the COVID-19 Crisis

63% of respondents believe that
their sustainable procurement
program helped them during the
pandemic to a certain extent, with
25% saying that their program
“definitely” helped them endure
the pandemic. This is yet another
indication of the contribution

of such programs to increased
resilience and reduced risk
exposure.

Do you believe that your sustainable procurement program has

contributed to your resilience and ability to endure
the COVID-19 pandemic?

40%

30%

20%

14%

10%

0%
Yes, definitely Somewhat Not much Not at all
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program in place, it '
demonstrates that it has

advanced management

processes and a high level

of organization. This helps |
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A Glance at Sustainable

Procurement Leaders ‘ ‘ You need good employees

in general and especially
during a crisis.

Looking at the Leaders group, the  Sustainable Procurement Leaders: Do you believe that your L e Qursustainable -
value of sustainable procurement  sustainable procurement program has contributed to your resilience Fedis ey o - GCH rement efforts
programs in increasing supply and ability to endure the COVID-19 pandemic? ' St - in particular are helpmg us

hai i is clear. 81% of -.
chain Festienee s ciear. © 7 © attract and retain talent. -

respondents stated that their

initiatives helped them endure 50% | i : | —| R UL S N e T T - 3 ' | st

‘Polymer materials manufacturer

the challenges of the pandemic,
with 37% saying it “definitely”
contributed to their resilience.
Sustainable Procurement
Leaders typically have greater
visibility into their supply chains,

more resources to manage : | If you have visibility, - :

40%

30%

their programs and, given the 20% ‘procurement is hot a.“black
maturity of their programs, better - |

integration of sustainability into | box” - it's very clear Where |
all procurement processes. As a 107 et _ we buy from and why.

result, when the pandemic struck

they were able to act more quickly o _ - _ :
and with greater agility. This is yet Yes, definitely Somewhat Not much Not at all | L : Pl ;
another indicator showing that the Glass packaging company - . |
value of sustainable procurement TR |
programs increases with their
maturity.

0% - Th|$ has helped us.




STANFORD

ecovadis BUSINESS

Sustainable procurement contributes
to greater supply chain resilience in
multiple ways. While identifying the
myriad benefits will require further
research, based on the survey findings
and in-depth interviews, we can
conclude that the impact on both the
buying organization and its suppliers is
compelling.

On the one hand, companies that have
effective sustainable procurement
programs in place are better positioned
to attract talent and collaborate

between departments - giving them the
foundation to weather any crisis. And
when it comes to their supply chains,

the actions they have taken to gain
greater visibility, monitor performance
and work collaboratively on improving
performance in the deepest parts of their
supply chain, make it easier for them to
assess challenging situations and respond
quickly during times of crisis. For buying
organizations, the close relationships
they develop with their suppliers may
help them receive preferential treatment
during times of disruption. Plus, when
they have to onboard new suppliers, they
have proven evaluation processes in
place.
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>
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>
o
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Value Chain
Innovation Initiative

At the same time, it appears that suppliers
that commit to sustainability are also
stronger performers in other areas, such
as quality, reliability and efficiency. This, in
turn, helps lower the chance of disruption
and reduce recovery times. In addition,

if Tier 1suppliers collaborate with their
suppliers on sustainable practices, the
benefits seen by buying organizations are
likely to cascade down to lower tiers of
their supply chains. Thus, if a company’s
supply chainis only as resilient as its
weakest supplier, it goes without saying
that sustainable suppliers are more
resilient supply chain partners.
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For large multinational companies,
sustainability is now an accepted
part of doing business. In its

early years, the Sustainable
Procurement Barometer typically
only received responses from
Fortune 500 companies. However,
over the years, the study has
received more and more attention
from mid-size companies. This
year, for the first time, we have
decided to perform an analysis of
mid-size companies (those with
annual revenue of between $100
million and $1billion) to see how
their practices compare with large
companies (annual revenue of

above $1billion).

When it comes to deriving
meaningful value from their
sustainable procurement
programs, mid-size companies
lack the resources that large
companies have and may find

it more difficult to monitor the
wide-ranging and detailed metrics
and indicators necessary to track

their performance. They may also
struggle to invest in a dedicated
sustainability function for their
company.

However, mid-size companies
have certain advantages over large
multinationals that may present
them with unique and significant
opportunities. They tend to be
nimbler and, as a result, more
open to innovation. They are also
able to shape their sustainability
strategy with less pressure from
shareholders.

Our analysis shows that although
most of these companies are not
as advanced as the global giants
and use fewer and less advanced
tools to assess their suppliers’
sustainability performance, they
are firmly in the “sustainable
procurement game.” In fact, a
number of mid-size companies
were identified as part of the
Sustainable Procurement Leaders

group.

Companies of this size are poised
to tap into a significant opportunity
for growth and may represent

the next frontier of sustainable
procurement progress. Many

of them are Tier 1suppliers of
multinational giants and, therefore,
are uniquely positioned to drive
sustainable procurement practices
further down the supply chain.
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Sustainable Procurement Tools and Tactics
Due to their limited resources, mid-size companies same level as for large enterprises, the difference in
use fewer tools and tactics than large enterprises to adoption of some of the other tactics is striking: third-
drive sustainability practices in their supply chains. party supplier sustainability databases (24% vs. 48%)
They rely more heavily on supplier self-assessment and category/country risk (33% vs. 54%).

(52%) and while the preference for this tool is at the

What tools or tactics have you implemented to support your sustainable procurement program
or initiative?

‘ Large Enterprises ‘ Mid-Size Companies

60%
54%
: 51% [ 52%
48%
40%
33%
20%
0%
Risk evaluation Supplier self- Guidelines Supplier Cost models Third-party Supplier Industry
models- assessment for buyers audit including sustainability training initiatives
category/ (SAQ) on best program and sustainable databases programs participation
country (e.g., practices corrective development (supplier (e.g., GeS|,
to prioritize per action plans criteria (life ratings and AIMP, PSCI)
suppliers to commodity cycle analysis) scorecards)
focuson)
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Sustainable Procurement Barometer 2021 / Focus on Mid-Size Companies

Sustainable Procurement Results and Benefits

Encouragingly, despite their more limited resources,
mid-size companies are not that far behind large
enterprises in terms of the type of benefits they derive
from their sustainable procurement programs.

The top benefits realized by this group are the same
as for large enterprises and include mitigating risks

(59% vs. 70%), increasing resilience (42% vs. 54%),

Large Enterprises Versus Mid-Size Companies

How has your organization benefited from your sustainable procurement program?

Mitigating risks

Increasing resilience

Increasing sales revenue due to improved reputation
and/or customer requirements

New, innovative, sustainable products and services
that enable access to new categories, price
premiums from differentiation, etc.

Saving costs

Improving procurement metrics, such as spend under
management, quality, on-time delivery, realized
savings, and generally stronger, more reliable and
longer-lasting supplier relationships

Improvements in procurement/supply chain
department talent retention and acquisition,
productivity (due to better employer brand reputation
from having a sustainable procurement program)

Improved ranking in sustainable financial indices

@ Large Enterprises

59%

54%

42

39%
34%

39%
34%
39%
38%

35%
38%

29%
38%

38%

O

%

0% 20% 40% 60%

70

@ Mid-Size Companies

%

saving costs (38% vs. 39%) and improved
procurement metrics (38% vs. 35%). A larger gap
between the two size groups under improved
sustainability ranking is to be expected given that
mid-size companies are simply less likely to be listed
in financial and sustainability indices.

80%
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Sustainable Procurement Barometer 2021/ Focus on Mid=Size Companies

Commitment to Sustainability and the COVID-19 Pandemic

When looking at the impact of the COVID-19 of companies reported no change in their attitude.
pandemic on companies’ commitment to sustainable = However, there was a small percentage of companies
procurement, the results are very similar between that had to decrease their commitment to sustainable
mid-size companies and large enterprises. Nearly procurement as a result of the COVID-19 crisis (11%),

half of the companies in both groups increased their the majority of which (10%) were mid-size companies.
commitment to sustainability and a similar proportion

How has the COVID-19 pandemic impacted your organization’s commitment
to sustainable procurement?

50%

40%

30%

20%

10%

0%

0% 4%
Decreased
commitment

significantly

@ Large Enterprises @ Mid-Size Companies

1%
—

Decreased No change Increased Increased
commitment commitment commitment
moderately moderately significantly
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The supplier survey sought to
establish what motivates suppliers
to engage in sustainability,

what incentives or methods of
engagement offered by their
customers they see as particularly
effective and how they view

their customers’ commitment

to sustainable supply chains.
Furthermore, to determine the
impact of the pandemic, the survey
included a COVID-19 focus and
was designed to establish whether
sustainable practices contributed
to suppliers’ ability to weather the
Crisis.

The results show that for more than
half of participating suppliers, their
primary motivation for engaging

in sustainability is market driven:

to protect their existing business
or expand it. This illustrates

the important role of buying
organizations in encouraging
sustainable practices throughout
the supply chain. Encouragingly,
the majority of suppliers (61%) feel
incentivized, to varying degrees,
by their customers to implement
sustainable practices. ltis also
significant that for 41% of suppliers,
their primary motivation for

STANFORD £2
BUSINESS::

Value Chain
Innovation Initiative

engaging in sustainability is their
corporate mission rather than
external market pressure.

Regulatory compliance,
meanwhile, continues to be the
least important reason for suppliers
to engage in sustainability. In fact,
only 7% of respondents selected
this option compared with 16% two
years ago. This may be a result of
the greater regulatory pressure,
particularly in Europe, on large

or listed companies to report

on sustainability performance,
while many suppliers are smaller
companies that fall below this
threshold.

What is your primary motivation for engaging in sustainability?

Purpose and ethical reasons: it is part of our
mission and we want to improve the world and
our community

Revenue and growth: more companies will
work with us if we are sustainable

Protecting existing business: our buyers will
leave us if we do not meet their expectations

Complying with existing regulations

O

S

7%

10%

16

%

19

18

%

@® 2021

%

23

20%

%

32%

30%

41

%
43%

40%

Beyond complying with existing supplier codes of conduct (or similar policies), how incentivized
are you by your buyers to be sustainable and socially responsible?

Very incentivized

Somewhat incentivized

Neutral

Not incentivized

O

X

1%
12%

10%

15

%

18

%

20%

27

26

%

%

30%

44

40%

46

%

||

50%

50%
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Key Motivators for Supplier Participation in
Sustainability Initiatives

Most of the suppliers’ customers use contract terms and set specific
sustainability performance targets to encourage their suppliers
to implement sustainability practices.

In what way do your clients encourage you to implement
sustainability practices?

60%
40%
20%
0%
Compliance Sustainability Collaboration On-site Education around
through performance on sustainability audits sustainable
contract targets improvement practices

terms strategies
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While suppliers appreciate specific
metrics and goals for sustainability
performance, they view positive
iIncentives as the best motivator
for encouraging their participation
in sustainability initiatives. Such
incentives may include a preferred
status or higher order volume,

as well as the integration of
sustainability into RFPs. Suppliers
also value the ability to learn how
they can potentially improve

their sustainability practices, for
example through case studies

of best practices or through
assessments that allow them

to benchmark their practices.

As only a small percentage of
suppliers (18%) reported that

their customers currently provide
education around sustainable
practices, buying organizations
are encouraged to, when possible,
share best practices and other
relevant information with their
suppliers to help them improve
their sustainability programs.

STANFORD
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Provide incentives (e.g., preferred
status, order volume) to improve our
sustainability performance

Provide case studies of best practices for
sustainability (e.g., projects to reduce energy, water,
waste or packaging, etc.)

Integrate sustainability as a
weighted factorin RFPs

Create sustainability assessments to
benchmark our practices

Define metrics and goals for our
sustainability performance

Offer training programs in sustainability

Give recognition for our sustainability
performance (awards)

Help us prioritize work plans for
meeting our sustainability goals

O

2

%

4

O

10%

14

15

15

%

%

%

18

%

20%

24

What are the top three strategies that your clients could implement that would encourage your
participation in their sustainability initiatives?

%

H
%
R

30%

&
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Supplier Perception of Large Companies’ Commitment to Sustainability

When it comes to suppliers’
perception of their customers’
commitment to building
sustainable supply chains, about
half of the respondents (48%)
believe their largest customers
are truly engaged in sustainability
and actively partner with them to
foster sustainability practices in
their commercial relationships.
At the same time, nearly as

many respondents (46%) say
sustainability is important to their
customers on paper but is not
reflected in any practical way in
the way they work together. Only
a fraction of suppliers believe that
sustainability is not important to
their customers.

STANFORD £z | Value Chain
BUSINESS:: | Innovation Initiative

Sustainability is top of mind and they actively
partner with us, link sustainability to our
commercial relationship, and engage and
incentivize us to improve practices

Sustainability is important to them on paper
(well communicated), but it is not linked to our
performance/engagement with them

Sustainability is not one of their priorities

We are the ones driving sustainability

0%

2021

10%

2019

20%

30%

Consider your largest customers (for example, organizations you supply that generate at least $1billion
in revenue), on average, how would you categorize their commitment to building a sustainable supply chain?

40%

50%
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Supplier Resilience During the COVID-19 Cirisis

Sustainable practices played an Do you believe that your sustainable business practices/sustainable
important role in helping suppliers  offerings have contributed to your resilience and ability to endure the

endure the COVID-19 crisis, with COVID-19 crisis?
/3% of them indicating that these

practices contributed to their

resilience during the pandemic at 50%

least to a certain degree.

40%
30%
20%

10%

0%
Yes,
definitely

Somewhat

Not much

Not at all
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Moreover, 83% of suppliers On average, how have your clients’ sustainability-related requirements changed
indicated that their clients’ in the past year?

sustainability-related requirements
increased in the past year, further
illustrating the observation made
earlierin the report that the 60%
pandemic hasn’t deterred the

majority of buying organizations

from continuing to invest in

sustainability. 40

20%

0%
Increased Increased No change Decreased Decreased
commitment commitment commitment commitment

significantly moderately moderately significantly
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As a relatively recent addition

to the executive agenda,
sustainable procurement has
grown exponentially in strategic
importance. Across regions

and industries, leaders have
increasingly come to recognize
that the adoption of sustainable
procurement practices yields a
tangible competitive advantage,
enabling organizations to more
effectively mitigate risk and build
resilient supply chains.

Significantly, and despite
widespread expectation to the
contrary, the disruptions caused by
the COVID-19 pandemic have not
undermined the prior expansion

of corporate sustainability goals.
Sustainability remains top of mind
and, in many cases, its importance
has increased as a consequence of
the pandemic.

In addition to reflecting an
increasingly broadly shared

ethical consensus regarding the
importance of sustainability, this
circumstance reflects the fact that
the majority companies surveyed,
including buyers and suppliers,
found that sustainability practices
benefited their management of the
Crisis.

STANFORD £ | Value Chain
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Furthermore, the wave of
international protests withessed
last year around issues connected
with social and racial injustice

has deepened many companies’
commitment to increasing
diversity and inclusion throughout
their organizations. Again, this
reflects the growing ethical and
procedural salience of another
key sustainability performance
indicator in contemporary
corporate practice. Sustainability,
in other words, has come
increasingly to be recognized

as intrinsic to building resilience
throughout organizations and
supply chains.

Crucially, the same trend can be
observed with respect to mid-

size companies, a sector that

Is increasingly attracting the
attention of regulators (such as
the proposed EU supply chain due
diligence directive) and investors
(including private equity firms who
invest in non-listed companies)
concerned to promote sustainable
business practices. While the
economic impact of COVID-19
has inevitably constrained
investment in sustainability
among organizations with fewer

resources, feedback from buyers
and suppliers makes clear that the
mid-size sector broadly shares with
large enterprises an increasing
commitment to sustainability

and a recognition of the benefits
such practices can accrue. Plus,
many companies of this size are
Tier 1suppliers of multinational
giants and, therefore, are uniquely
positioned to drive sustainable
procurement practices further
down the supply chain. [t seems
clear, therefore, that the mid-size
sector represents the next frontier
of progress in the expansion of
sustainable procurement practices.
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So what developments are we
hoping to see in the future?

Survey and interview data indicates
that buyers are increasingly

likely to examine and evaluate
sustainability practices throughout
their engagement with suppliers,
rather than focusing such scrutiny
only at the initial supplier selection
stage. We encourage more
companies to adopt such practices,
as the continual monitoring of
sustainability performance is

likely to be regarded as essential

to managing risk and ensuring
compliance during a period

when regulation is tightening
internationally.

Furthermore, buying organizations
are encouraged to introduce
positive incentives to their
suppliers as well as guidance and
training programs, as ways to
enhance suppliers’ sustainability
performance. Not only are many of
them the Sustainable Procurement
Leaders adopting such an
approach, but suppliers also
identified them as key motivators
to encourage their participation

in sustainability initiatives. Such
positive incentives may also make

STANFORD
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it easier for buyers to gain visibility
into their suppliers’ sustainability
performance, an area that was
identified as one of the key
obstacles of such programs.

Ultimately, the expansion of
sustainable procurement practices
seems set to continueto integrate
sustainability into procurement
practices to mitigate risk and
navigate crises. And, having
endured the once-in-a-generation
stress test of the COVID-19

crises, sustainable companies

will be better prepared for the
looming climate crisis. The data
derived from the 2021 Sustainable
Procurement Barometer makes

it clear that, for Sustainable
Procurement Leaders across the
world, sustainability and resilience
are now recognized as two sides of
the same coin.
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The Sustainable Procurement Barometer Buyer survey respondents by industry

2021 study is based on two surveys -
one for buyers and one for suppliers

- conducted as online questionnaires Packaging 1.6%

followed by in-depth interviews with the o Food and Beverages 1.6%
.o Wholesale & Distribution 2.2% . o

selected participants. The buyer survey Energy & Utilities 2.7% Construction 1.6%

saw 159 responses from companies across Healthcare 2.7%
the world and a range of industry sectors. Pharmaceuticals 2.7%

Retail 2.7% Manufacturing 20.0%

ICT/Telecommunication 3.8%

Software & Technology 5.9%

CPG 6.5%

Services 15.1%

Transportation & Localization 7.0%

Heavy Industry 7.6% Chemicals 8.6%

Other 7.6%
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Buyer survey respondents by region

North America
Africa 21.6%

3.8%

Asia & Pacific .
6 59 Middle East

11%

Latin America
4.3%

Europe
62.7%

The supplier sample consisted of 207 companies.
The vast majority are based in Europe, with
notable large representation from France, the
United Kingdom and Germany. There was also
considerable representation from the US.
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Supplier survey respondents by industry

Chemical 9%

Consumer packaged goods 4%

Other 29% Pharmaceuticals 4%

Financial services
2%

Transportation 6%

ICT/Telecommunications 4% Manufacturing 39%

Software & Technology 2%
Retail 2%

Supplier survey respondents by region

South/Latin America 17.4%

Asia & Pacific 17.4% I North America 19.8%

Middle East 1.4%

Europe 585%

In addition, follow-up interviews were conducted with 12 respondents
who agreed to be contacted in the initial survey.
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