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¢ Understand the impact of ESG (Environmental, Social, and Governance) considerations on ethical and

sustainable supply chains: This section of the exam measures the skills of Procurement Managers and
covers how ESG principles are applied to secure ethical and sustainable supply chains. It looks at the role
of environmental, social, and governance factors in procurement decisions, alongside risks and benefits of
ESG adoption. Learners also explore issues such as modern slavery, bribery, and human rights, as well as
the importance of diversity, inclusion, and stakeholder management. The section highlights how
globalization, culture, and labour practices shape supply strategies and examines potential conflicts that may|
arise when balancing ESG priorities with business demands.

FEY 72

Understand the importance of compliance with ESG (Environmental, Social, and Governance) factors to
achieve ethical and sustainable procurement and supply arrangements: This section of the exam measures
skills of Supply Chain Specialists and covers methods to ensure compliance with ESG standards in
procurement. It includes the use of supply chain mapping, risk management, stakeholder engagement, and
contractual terms to secure sustainable practices. Candidates also learn how to monitor supplier
performance, handle non-compliance, and utilize third-party auditors to maintain ethical standards.
Relationship management strategies, corrective actions, and escalation processes are emphasized as part of]
ensuring suppliers meet ESG expectations.
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Understand initiatives and standards related to ESG (Environmental, Social, and Governance) that support
ethical and sustainable procurement and supply: This section of the exam measures the skills of
Procurement Leaders and covers the global frameworks and standards that shape ethical supply practices.
It explores international labour standards set by organizations such as the UN and ILO, and labour codes
like the Ethical Trading Initiative and SA800. Candidates also examine external environmental frameworks,
industry accreditations, and their role in meeting ESG goals. Finally, this section addresses fair trade
principles, organizations such as WFTO and Fairtrade International, and the need to align internal
governance with global standards.
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In an effort to enhance sustainability and ethical business practices, four companies have embedded Environmental, Social, and
Governance (ESG) performance measures into their supplier agreements. Each organization has identified specific ESG challenges
and established contractual requirements that suppliers must meet to align with corporate sustainability objectives.

Below is an overview of the ESG priorities for each company and the corresponding contractual terms:

Company 1:

This company has pledged to cut its carbon footprint by 40% by 2030. To achieve this target, it mandates that its suppliers actively
contribute to emission reduction efforts. Suppliers are required to meet defined, measurable benchmarks related to carbon emissions
and submit periodic reports detailing their progress on sustainability initiatives.

Company 2:

With a strong emphasis on fostering fairess and inclusivity, this company requires suppliers to align their payment structures and
financial strategies with its commitment to equity. Suppliers must implement fair compensation policies, ensure timely salary
disbursements via banking channels, and adopt ethical pricing structures that support inclusive hiring practices, particularly for
underrepresented groups.

Company 3

Operating in industries prone to unethical practices, this company enforces stringent anti-corruption policies and financial
transparency requirements for its suppliers. Suppliers must uphold rigorous governance standards, establish transparent reporting
mechanisirs, and comply with all anti-corruption regulations to ensure ethical business operations.

Company 4

This company is committed to making a meaningful impact on the commumities in which its suppliers operate. As part of its
contractual obligations, suppliers must actively participate in local initiatives that drive social and economic development. This
includes contributing to commumity projects, generating employment opportunities, and supporting social welfare programs.

The four companies must establish contractual terns aligned with their respective ESG considerations, including a Community
Benefit Clause, Key Performance Indicators (KPIs), Commercial Clause, and Governance Clause.

Match Column A with Column B from the following table:

o A. Carbon Emissions: KPI as Performance Measure
¢ B. Equality, Diversity, and Inclusion (EDI): Commercial Clause

_EE%: A\ B
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Company 1: Carbon Emissions + KPI as a Performance Measure To achieve its goal of reducing carbon emissions, the company
mandates that suppliers meet specific sustainability targets. By incorporating Key Performance Indicators (KPIs) into contracts,
progress becomes measurable, ensuring accountability and continuous improvement in environmental performance. Company 2:
Equality, Diversity, and Inclusion (EDI) + Commercial Clause The company's commitiment to inclusivity is reinforced through a
Commercial Clause, requiring suppliers to align financial practices with ethical standards. This includes fair payment structures,
equitable pricing models, and hiring policies that support underrepresented groups, ensuring diversity and inclusion within the supply
chain. Company 3: Governance + Governance Clause Operating in a high-risk industry, the company prioritizes governance and
transparency by enforcing strict anti-corruption policies. The Governance Clause mandates adherence to ethical business practices,
requiring suppliers to implement robust compliance frameworks, transparent financial reporting, and regulatory alignment. Company
4: Social Value + Community Benefit Clause The company's dedication to creating positive community impact is embedded within a
Community Benefit Clause. This contractual requirement ensures that suppliers actively contribute to local social and economic
development, participate in community projects, and provide employment opportunities, fostering long-term sustamnability in the
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regions they operate.

HR #12
Which framework is designed to promote ethical labor practices and social responsibility in global supply chains, addressing issues

such as worker rights, health and safety, and fair wages?

A. ETI (Ethical Trading Initiative)

B. WIETA (Wine and Agricultural Ethical Trading Alliance)

C. SA8000

D. OECD (Organization for Economic Co-operation and Development)

Ef#: A
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Option A- The Ethical Trading Initiative (ETT) is a UK-based organization that works to improve the working conditions in global
supply chains by promoting ethical labor practices. It provides guidelines and a platform for businesses to commit to ensuring
workers' rights are upheld, including fair wages, safe working conditions, and the elimination of child labor and forced labor.
Incorrect answer:

Option B- While WIETA (Wine and Agricultural Ethical Trading Alliance) focuses on improving conditions within the South African
wine industry, it is more specific to that sector and geography.

Option C- SA8000 is a certification standard for social accountability that focuses on labor rights but is not a framework or initiative
aimed at ethical trading across industries.

Option D- The OECD (Organization for Economic Co-operation and Development) provides guidelines on responsible business
conduct, but it is broader in scope and not solely focused on labor practices within supply chains.

Reference:

LO-3.1; Page 260-262; Labor codes of conduct: Ethical Trading Initiative (ETT) and Social Accountability International's standard
SA8000

HF#13
Sandra, CEO of a manufacturing firm, is introducing an ESG Policy. Employees may resist this. What is the most likely reason?

A. ESG policies could signify reduced profits for the company
B. This may signify changes in the way the business operates
C. Lower stakeholder returns

D. Negative publicity

IEf#: B

fiR .-

Comprehensive and Detailed Explanation From Exact Extract of Documents:

Employee resistance to ESG policies typically arises because they may require changes to existing practices and operations. The
LSMS study guide (p.6) notes that employees often resist change, particularly if it disrupts established ways of working. While
reduced profits (A) or stakeholder returns (C) may concern senior executives, they are less relevant to employee resistance. ESG
policies usually enhance reputation, not create negative publicity (D). Procurement professionals must manage change carefully by
engaging employees and suppliers, ensuring they understand the long-term benefits of ESG practices.

Reference: Managing Ethical Procurement and Supply (LSMS) Study Guide, p.6

B #14
Which of the following statements best describes the potential risks associated with adopting ESG considerations?

A. ESG mitiatives are primarily concerned with social factors and do not impact environmental or governance aspects
B. Adopting ESG practices eliminates all regulatory scrutiny and compliance requirements

C. Inmplemmenting ESG considerations guarantees immediate financial returns and market leadership

D. Greenwashing can lead to a loss of consumer trust and brand reputation when companies falsely claim to be
environmentally friendly

IEf#: D
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Choice D- Greenwashing involves misleading clains about a company's environmental practices, which can result in significant
backlash from consumers and stakeholders. If consumers discover that a company is not genuinely committed to sustainability, it can
lead to a loss of trust, negative publicity, and a damaged brand reputation. Thus is the correct answer.

Incorrect answer:

Choice A- ESG initiatives encompass environmental, social, and governance factors, and all three components are interconnected.
Ignoring any of these aspects can undermine the overall effectiveness of ESG strategies and fail to address comprehensive
sustainability goals.

Choice B- While adopting ESG practices can lead to long-term benefits, such as improved brand loyalty and risk mitigation, it does
not guarantee immediate financial returns or market leadership. The transition to sustainable practices often requires time and
investment before yielding significant financial benefits.

Choice C- This option is incorrect. Implementing ESG practices does not eliminate regulatory scrutiny; in fact, it may increase it, as
regulators are becoming more focused on corporate sustainability and accountability. Companies still need to comply with existing
regulations and may face additional reporting requirements related to their ESG efforts.

Reference:

LO-1.1; Page 27; The risks and rewards of adopting ESG considerations in securing ethical and sustainable procurement and supply
arrangements

HM #15
Creating value responsibly for shareholders would sit under which aspect of the sustamnability triple bottom line?

e A. Environmental
e B. Economic

e C. Legal

e D. Social

Ef#: B

R -

Comprehensive and Detailed Explanation From Exact Extract of Documents:

The economic pillar of the Triple Bottom Line refers to the creation of financial value while maintaining responsibility toward
stakeholders. The LSM5 study guide (p.179) explains that sustainability in procurement is not only about compliance with social and
environmental standards but also about ensuring financial viability. Activities such as delivering shareholder returns, managing costs,
and achieving long-term profitability fall under the economic dimension. "Legal” is not one of the TBL pillars, and while law supports
governance, it is not itself a sustainability principle. Therefore, creating value for shareholders through responsible economic
performance is clearly categorised under the economic aspect of TBL.

Reference: Managing Ethical Procurement and Supply (L5SM5) Study Guide, p.179
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