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How to Engage the Global Supply
Chain for Success?

The challenges that small and medium-sized enterprises (SMEs) in the supply
chain face to comply with rapidly changing ESG regulations and corporate
compliance requirements have become an essential part of doing business
worldwide. It is vital to engage your supply chain early, educate, set
expectations, and provide support, especially for SMEs, most of whom do not
understand what ESG is and how it will impact their business, are resource
limited, and often when audited do not meet basic corporate or global
regulatory compliance requirements.

According to a 2022 report by the World Economic Forum, 80% of SMEs
believe that ESG compliance is important to their business, but only 40% have
a clear understanding of what it means. The report also found that SMEs are
more likely to be held accountable for ESG violations than larger companies,
and that they face significant financial penalties for non-compliance.

In this article, we will discuss the importance of engaging the global supply
chain for ESG compliance success. We will share some real-life examples of ESG
compliance challenges that SMEs have faced, and we will offer tips on how to
overcome these challenges.

Why is it important to engage the supply chain for ESG
compliance?

There are several reasons why it is important to engage the supply chain for ESG compliance. First,
SMEs play a critical role in the global economy. They account for 90% of businesses worldwide and
generate 60% of global employment. This means that SMEs have a significant impact on the
environment, workplace conditions, and financial governance practices.
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Figure 1. SMEs density around the globe

Second, SMEs are often more vulnerable to ESG risks than larger companies. They may have fewer
resources to invest in ESG compliance, and they may be more susceptible to pressure from suppliers
and customers to cut corners.

Third, ESG compliance can help SMEs improve their bottom line. By investing in ESG practices, SMEs
can reduce their costs, improve their productivity, and attract and retain customers.

How to engage the SME supply chain for ESG
compliance success

There are several steps that companies can take to engage their supply chain for ESG compliance
success. These steps include:

e Educate your supply chain about ESG. Make sure that your suppliers understand the
importance of ESG compliance and the risks of non-compliance. Provide them with training
and resources to help them meet your ESG requirements.

e Set clear expectations. Let your suppliers know what you expect from them in terms of ESG
compliance. This includes things like environmental standards and net-zero requirement,
workplace safety practices, and financial reporting requirements as well as specific
compliance timelines.

e Provide support. Help your suppliers to comply with your ESG requirements. This may
involve providing them with financial assistance, technical expertise, or access to training
and resources.

e Audit your suppliers regularly. Conduct regular on-site audits of your suppliers to ensure
that they are complying with your ESG requirements. This will help you to identify and
address any compliance issues early on.

e Take action against non-compliant suppliers. If a supplier is found to be non-compliant, take
action to address the issue. This may involve suspending or terminating the supplier's
contract or requiring them to take corrective action.
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Here are some real-life examples of ESG compliance
requirements for SMEs:

As the global head of HSSE for an international Manufacturing Company, our team implemented a
comprehensive ESG/ CSR corporate policy and compliance program for its global operations. To
qualify to be on our Company’s qualified supplier list, we required all our suppliers to meet specific
ESG/ CSR compliance obligations. We worked with our internal HSSE, CRE, Facilities Engineering,
Manufacturing, Community Engagement, Talent Management, Legal and Financial teams to create
clear guidelines for our Suppliers. We also held a series of on-line webinars and global in-person
meetings with our key suppliers to ensure that we effectively communicated the company’s
expectations, the regulatory compliance obligations by region as well as timelines.

We also communicated that we would work with the supply base to ensure our mutual success, but
also made clear the consequences for failure to provide verifiable ESG information (i.e., either
suspension of the supplier until they were able to correct material deficiencies or out-right
termination). We also provided on-line tutorials, guidance documents and forms for their supply
base to use, along with an easy-to-use web-based portal for our suppliers to use to upload their
ESG/CSR information, data, and documents.

Our company then worked with our compliance team and external consultants to review the
information provided by the SMES and created a comprehensive audit program for our company to
conduct in-person audits around the globe for real-time verification.

What our team found when conducting on-site audits was surprising. While many of our suppliers
had provided accurate information and, in many cases, had worked with us on compliance gaps with
joint action plans to address deficiencies, other groups had provided in-accurate information.
Below are three examples:

A chrome plating supplier was A rare metal mining supplier was A metal processing supplier was

found to be in violation of found to be using child labour. found to be failing to provide
environmental regulations. The Children as young as 6 years old workers with adequate safety
supplier was discharging were working in the mines under  equipment. Workers were being
hazardous chemicals into the dangerous conditions. exposed to dangerous chemicals
water supply, which was harming without proper protection.

the local environment.

These are just a few examples of the reality of ESG compliance challenges that SMEs face and their
customer base face. By engaging your supply chain as an extended partner to your organization and
taking steps to ensure compliance, companies can help to mitigate these risks and protect their
bottom line.
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Tips for overcoming ESG compliance challenges for
Suppliers

Here are some tips for overcoming ESG compliance challenges:

e Start by understanding your risks. Conduct a risk assessment to identify the ESG risks that
your company faces. This will help you to prioritize your efforts and focus on the areas where
you are most vulnerable.

e Set clear goals and objectives. Once you understand your risks, set clear goals and objectives
for your ESG compliance program. This will help you to stay focused and measure your
progress.

o Develop a plan. Create an on-going plan that outlines the steps you will take to achieve your
ESG compliance goals, including global net-zero actions and reporting requirements. This
plan should include things like training, data collection, reporting, implementation of specific
technology and engineering solutions for net-zero compliance, auditing, and on-going
corrective action procedures.

o Work with Customer Base. Be transparent with your customers, to ensure that you
understand their expectations and technology transfer needs. If you find that you have
deficiencies, work with your customer base on a compliance plan and schedule.

e On-Line resources. There are user friendly on-line resources that can provide ESG training,
risk assessment, data collection and reporting requirements; as well as technology solutions
to help work toward net-zero objectives. The ESG-Disclose Knowledge Hub is one example of
an excellent platform. https://esg-disclose.com/knowledge-hub/

Case Study Summaries

Both authors of this paper have collective 30+ years of international expertise regarding ESG
compliance which include precursor programs (CSR, GRI, Responsible Care, EHS, OSHA, SOX)
reporting that have always included the SMEs in the supply chain. Below we present two
hypothetical case studies based on our collective experience for real-world examples.

The first case study is about Acme Corporation, an industrial supplier that faced difficulties in
collecting and verifying its GHG emissions data. The second case study is about Beta Retail, a retail
supplier that struggled with implementing social and governance policies and practices.

Case Study 1: Acme Corporation

Acme Corporation is a small company that manufactures specialty metal parts for various industries.
It has about 50 employees and operates from a single factory in Ohio, USA. Acme Corporation
supplies its products to several large customers in the automotive, aerospace, and construction
sectors in several countries world-wide.

Acme Corporation's main challenge in ESG reporting was to measure and report its GHG emissions
data to its customers. Each customer had different requirements and expectations for GHG emissions
reporting. Acme Corporation did not have reliable or accurate methods to calculate its GHG
emissions from its production activities or its electricity consumption. It relied on manual estimations
or generic emission factors that did not reflect its actual operations.
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To address this challenge, Acme Corporation decided to invest in a technology solution that could
help it collect and report its GHG emissions data more easily and accurately. It installed smart plugs
from BOSS Controls on its machines and equipment that could measure their energy use and GHG
emissions in real time. It also connected its smart plugs to a cloud-based software platform that
could aggregate and analyse its GHG emissions data across its factory. The software platform also
allowed Acme Corporation to generate customized reports for each customer based on their specific
standards or frameworks.

By using this technology solution, Acme Corporation was able to not only meet its customer
reporting requirements, but also identify and implement opportunities to reduce its energy use and
GHG emissions by optimizing its machines and equipment settings and schedules.

Case Study 2: Beta Retail

Beta Retail is a medium-sized company that sells clothing and accessories online. It has about 200
employees and operates from a headquarters in New York and a distribution centre in California.
Beta Retail sources its products from various suppliers in Asia, Europe, and Latin America.

Beta Retail's main challenge in ESG reporting was to implement and report on its social and
governance policies and practices. As an online retailer, Beta Retail faced increasing scrutiny and
pressure from its customers, regulators, and investors to ensure that its products were ethically
sourced and that its operations were socially responsible. However, Beta Retail did not have formal
or comprehensive policies or programs to address issues such as labour rights, human rights,
diversity, inclusion, anti-corruption, or data privacy.

To address this challenge, Beta Retail decided to seek the support and guidance of one of its largest
customers, Apple. Apple has a well-established and rigorous ESG program that covered its entire
supply chain. Apple provided Beta Retail with access to its online tools and resources that helped
Beta Retail understand and comply with Apple's ESG requirements. These included:

e A Supplier Code of Conduct that outlined Apple's expectations for suppliers on various ESG
issues such as labour standards, environmental protection, health and safety, ethics, and
management systems.

e A Supplier Responsibility Standard that specified Apple's requirements for suppliers on how
to measure and report their ESG performance using key performance indicators (KPIs) and
audits.

e A Supplier Portal that enabled Beta Retail to submit its ESG data and documents to Apple for
review and feedback.

e A Supplier Academy that offered Beta Retail online training courses and webinars on how to
improve its ESG policies and practices.

By using these tools and resources, Beta Retail implemented formal, comprehensive policies and
continuous improvement programs for social and governance, they also created standardized
methods and transparent reporting to meet Apple and other customers requirements.
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Real Life Supplier ESG Case Studies

Case Study 3: GreenBiz Group

GreenBiz Group is a US-based media and events company that focuses on sustainable business
practices and innovation. GreenBiz Group faced the challenge of communicating the value and
impact of ESG reporting to its internal and external stakeholders, such as employees, customers,
partners, and the public. To address this challenge, GreenBiz Group created a 360° Value Reporting
Experience that showcased how it creates, drives, and measures value across multiple dimensions of
value, including sustainability and financial performance.

GreenBiz Group was able to demonstrate how it helps its customers achieve their sustainability goals
through its media content, events, research, and consulting services.

Case Study 4: Ecopetrol

Ecopetrol is a Colombian state-owned oil and gas company that has committed to ESG reporting
using the Stakeholder Capitalism Metrics Initiative framework. Ecopetrol faced the challenge of
aligning its ESG reporting with its business strategy and stakeholder expectations, as well as ensuring
the quality and credibility of its ESG data. To address this challenge, Ecopetrol implemented a data
governance model that involved cross-functional teams, internal and external audits, and continuous
improvement processes. Ecopetrol also integrated its ESG reporting with its financial reporting and
linked its ESG performance to its executive compensation.

Ecopetrol improved its transparency and accountability to its stakeholders, enhanced its reputation
and competitiveness, and achieved its sustainability goals.

Case Study 5: Schneider Electric

Schneider Electric is a global leader in energy management and automation solutions. The company
follows a comprehensive sustainability strategy called Sustainability Impact, which is aligned with the
United Nations Sustainable Development Goals (SDGs). This strategy focuses on three pillars:
Climate, Circular Economy, and Health & Equity.

It is committed to becoming carbon neutral by 2025. Measures the company has implemented to cut
its carbon footprint include energy efficiency improvements in its operations, the use of renewable
energy sources, and investing in carbon offset projects.

Schneider was named the Best Global Sustainable Supply Chain organization at the Global
Sustainable Supply Chain Summit in 2021.

Conclusion

ESG reporting is rapidly becoming more important and challenging for SMEs in the supply chain, as
they face increasing demand from their customers, regulators, and investors for ESG data and
specific net zero, social and governance goals. However, ESG reporting can also provide SMEs with a
competitive advantage, as it can help them attract more business opportunities, manage their risks
more effectively, and identify areas for improvement, innovation, targeted GHG emissions reductions
and energy savings.
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To overcome the barriers of ESG reporting, SMEs can

e Leverage low-cost technology solutions that can help them collect, analyse, and report ESG
data, as well as implement specific net-zero actions for compliance with customer and global
regulatory requirements.

e Benefit from the support and guidance of their customers or partners who have more
experience and expertise in ESG reporting.

By doing so, SMEs can not only meet the expectations of their stakeholders but also create value
for themselves and society.

For further information, please contact our team via info@esg-disclose.com or click on the following
link: https://esg-disclose.com/knowledge-hub/
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Michelle McGregor-Smith

Michelle McGregor-Smith is the Managing Principal of a niche sustainable development firm with
extensive global enterprise risk and sustainability experience in key business sectors including
Manufacturing, Oil & Gas, Specialty Chemical and Construction.

Michelle has successfully led business development and management teams that worked with
multinational companies around the world assessing their ESG/HSSEQ risk gaps, working with
internal and external teams on ESG and precursor solution selection, implementations and
integration into financial reporting systems. Through the use of leading-edge technology
implementations, the organizations were able to not only meet their global reporting requirements,
but also create comprehensive risk reduction and capital expenditure plans for each plant,
distribution center, office and transportation fleet around the globe for de-carbonization, and energy
reduction, waste and water usage reductions. She has also worked with several companies on
technology solutions that would enable them to engage with their suppliers to upload their HSSEQ
data for engagement with them to achieve key joint HSSE/ESG goals.

Michelle has also worked with and served on the Board of a number of key environmental, health
and safety groups around the world with a focus on technology and engineering solutions for the
Energy, Chemical, and Industrial sectors. The organizations include the Nature Conservancy,
Responsible Care, ICAAMC (HSSE Committee) and The Pennsylvania Environmental Council.

Nadeem Shakoor

Nadeem Shakoor is a sustainability and technology leader with over 30 years of experience in
operational risk management and EHS in high hazard industries. His deep understanding of
engineering and technology, combined with his passion for sustainability, makes him uniquely
qualified to help organizations understand and address complex ESG and automation challenges.

Nadeem has a proven track record of success in helping organizations improve their Sustainability
and ESG performance. He has worked with some of the world's leading companies to develop and
implement ESG strategies that have resulted in significant reductions in greenhouse gas emissions,
improved air quality, and increased water efficiency. Nadeem is also a strong advocate for the use of
technology to improve sustainability. He believes that technology can be a powerful tool for reducing
environmental impact and creating a more sustainable future.

Nadeem is passionate about using his skills and experience to make a positive impact on the world.
He believes that sustainability and technology are essential to building a more sustainable future,
and he is committed to helping organizations achieve their ESG goals.
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