CSR Compass

Introduction 

 
The purpose of sustainable supply chain management is to identify violations of human rights and labour standards in the supply chain and to take concrete action to help suppliers achieve better standards. 

 
The successful implementation of human rights and labour standards in the supply chain requires that your company has a management system designed to handle this task. 

 
It will often be a good idea to convey ethical demands to suppliers in a formalised manner, for example as a binding appendix to your normal business contracts. Similarly, your company should do follow-up on social issues much in the same way as it works with suppliers to evaluate their performance in relation to quality. 

 
To help integrate ethical considerations in existing systems for supply chain management, your company may need practical tools and recommendations. The system, which we propose below, is generic. It should therefore be adapted to your company?s specific needs. 

 
The toolbox consists of three steps: 

1) How to develop a code of conduct 
2) How to screen your suppliers 
3) How to carry out a social audit 

How to Develop a Code of Conduct 

The first step of sustainable supply chain management is to develop a supplier code of conduct. A code of conduct is a detailed policy document which outlines the social and environmental standards which your company expects its suppliers to comply with. 

The Danish Institute for Human Rights (DIHR) has developed a model code of conduct in cooperation with the Confederation of Danish Industries (DI) which your company may use as inspiration when developing its own code. DI and DIHR guarantees that the model code covers the most essential human rights issues to be addressed in a supply chain context. 

To ensure that the standards of the code has the support and acceptance of both companies and human rights groups, the code was taken through a consultation process with a number of Danish companies as well as Amnesty International (UK and DK), Save the Children (DK) and several Danish trade unions. 

The model supplier code contains three parts: 

Introduction
The introduction explains why the company has a code of conduct, to whom the code applies, and what normative elements it is based on. 

Standards
The second part of the code outlines the specific standards which the supplier is expected to comply with. More specifically, the code covers the following 11 human rights issues: 

1) Forced labour 
2) Child labour 
3) Non-discrimination 
4) Freedom of association 
5) Occupational health & safety
6) Working conditions
7) Security personnel 
8) Land management 
9) Industrial accidents and health emergencies 
10) Company products 
11) Corruption and bribery 

Implementation
The final section of the code contains various requirements relating to the implementation of the code. This section covers the following issues: 

1) Records and documentation 
2) Definition of roles and responsibilities 
3) Training and awareness-raising
4) Complaints procedures
5) Relations to sub-suppliers 
6) Small farmers and home-based workers 
7) Monitoring 
8) Verification 
9) Enforcement, remediation and corrective action 
10) Zero-tolerance standards 

You can download the model supplier code here
It is important that your company initiates a dialogue with its suppliers in order to promote understanding and local ownership of the code and its provisions. You should therefore never send a code of conduct to your suppliers without further explanation. Rather, the code should be accompanied by an explanatory letter and preferably also direct communication in order to clarify expectations regarding compliance and enforcement. 

An example of an explanatory letter to a supplier regarding the purpose and content of the model code of conduct can be downloaded here 
How to Screen Your Suppliers 

Sustainable supply chain management is about identifying those suppliers which do not operate in conformance with the values of your company. In practice, this means identifying those suppliers which do not comply with the provisions of your code of conduct. 

We suggest a process consisting of two elements: 

1) Preliminary risk analysis of all suppliers 
2) In-depth risk analysis of selected suppliers 

The purpose of the preliminary risk analysis is to rank suppliers on the basis of their likelihood to violate the provisions of your code. We suggest that you arrange all suppliers in three categories: 

Low-risk: This category will typically consist of well-known suppliers or new suppliers from Western countries. 

Medium-risk: Suppliers operating in countries where laws relating to human rights and labour issues do not always provide sufficient protection or are adequately enforced 

High-risk: Suppliers operating in countries with continuous and systematic human rights violations or suppliers operating in high-risk sectors. 

This categorisation then translates into the following actions: 

- Low-risk suppliers should be made aware of your code and its content. In addition, the code should be included as an appendix to business contracts. No further action needs to be taken. 

- High-risk suppliers should be presented with your code and subsequently audited to make a precise assessment of the extent to which they comply with the provisions of the code (see next slide). 

- Medium-risk suppliers should be presented with your code and a self-assessment to further assess the risk of non-compliance. 

The supplier self-assessment will typically result in one of the following three conclusions: 

1. The supplier appears to have major problems and will therefore be upgraded to the high-risk category and immediately subjected to an audit (see next slide). 

2. The supplier appears to have minor problems only and your company will therefore enter into a dialogue with the supplier on how to improve conditions. 

3. The supplier appears to be in full compliance with standards of your code of conduct and will therefore be downgraded to the low-risk category (see above). 

An example of a supplier self-assessment can be downloaded here
As with the code of conduct, your company should never send a self-assessment to your suppliers without further explanation. Rather, the self-assessment should be accompanied by an explanatory letter and preferably also direct communication in order to clarify your expectations regarding its completion. 

An example of an explanatory letter to the supplier regarding the self-assessment can be downloaded here 
How to Carry out a Social Audit 

The best way to find out whether your suppliers operate in compliance with your code of conduct is to go to and see for yourself. In order to take full advantage of such on-site visits, your company should carry out a systematic supplier audit. 

A supplier audit may be carried out in many different ways depending on your company's specific needs. 

If your company has a need to document to external stakeholders that your suppliers operate in compliance with your code of conduct, it might be a good idea to use an external and professional auditor. 

If your company collects the information for internal use only, it might be both appropriate and sufficient to carry out the audits yourself in order to improve your knowledge about your suppliers. 

In order to be successful, a social audit requires great care in planning, execution and follow-up. 

As to the planning, your company needs to select an experienced person which has the skills necessary to carry out an audit. In addition, you should familiarise yourself with the supplier and the context in which it operates. Knowledge about industry-specific problems as well as local legislation and typical human rights violations in the country of operation will often be helpful. Finally, the supplier needs to be informed when the audit will be carried out and how it will be carried out. This is important to ensure that the right people and the necessary documents are available to the auditor. 

An example of an explanatory letter to the supplier regarding audits can be downloaded here. 
When carrying out the audit, it will often be a good idea to use a checklist to ensure that all potential problems are properly investigated when interviewing employees and managers or making a tour of the supplier's production facilities. 

The Danish Institute for Human Rights and the Confederation of Danish Industries have developed a detailed checklist which covers all the issues included in aforementioned model supplier code. More specifically, the checklist contains a number of suggested indicators for each of the standards included in the code, which your auditor may use to assess whether the supplier is in compliance. The list of indicators are neither exhaustive nor are every item obligatory in order to be in compliance with a specific standard. 

The checklist can be downloaded here. 
Finally, upon completion of the inspection, the auditor should discuss any problems identified during the course of the audit with the supplier and then try to come to an agreement on a corrective action plan aimed at solving the problems within a given timeframe. 

A template for a corrective action request can be downloaded here.
