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Organisation for Economic Co-operation
and Development (OECD)

 Foundedin 1961
« 37 member countries

 Better policies for better lives
— policies that foster
prosperity, equality,
opportunity and well-being
for all

« Bvidence-based
international standards,
including for Responsible
Business Conduct
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A comprehensive international instrument on
responsible business conduct endorsed by
governments— the OECD Guidelines for Multinational
Enterprises

National Contact Points: The only international RBC
iINnsfrument incorporating an implementation
mechanism

Due Diligence Guidance: The leading global standard
setter for due diligence guidance in specific sectors
(extractive, garment, agriculture, and financial sector)
& generally |

Outreach (e.g. regional QW
playing field & convening governments & stakeholders
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The OECD Guidelines cover all major business

ethics
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General policies Disclosure Human Rights Employment and
Industrial Relations
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Environment Combatting Consumer interests Science and
Bribery, Bribe Technology
Solicitations and
Extortions
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Competition Taxation
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OECD

OECD Guidelines
for Multinational Enterprises

2011 EDITION

Due diligence: the key mechanism of
responsible business conduct

“Entferprises should:

« Carry outrisk-based due diligence, (...), to
identify, prevent and mitigate actual and
potential adverse impacts (...), and account for
how these impacts are addressed.

« Avoid causing or contributing to adverse
impacts on matters covered by the Guidelines,
through their own activities, and address such
impacts when they occur.

« Seek to prevent or mitigate an adverse impact
where they have not contributed fo that
impact, when the impact is nevertheless
directly linked fo their operations, products or
services by a business relationship.”



Tailoring due diligence to enterprises’
circumstances




Tailoring due diligence to enterprises’
circumstances

The nature and extent of due diligence can be affected by
factors such as:

The size of
the
enterprise

The context of
its operations

Its business
model

The nature
of its
products or
services

Its position in
supply chains




“The size or resource capacity of an enterprise does not change its
responsibility fo conduct due diligence commensurate with risk but may
affect how an enterprise carries it out” — OECD Due Diligence Guidance

Small and Medium-sized Enterprises (SMEs)

= SMEs with limited leverage over suppliers may consider joining
industry associations to apply leverage collectively

= With new suppliers SMEs may consider establishing robust
prequalification processes to engage with only high-quality partners

Large enterprises

= Engage directly through in-region country offices who may have a
more nuanced approach to issues on the ground.

= Help build capacity of suppliers to meet RBC expectations, or
engage with the government to help address and/or mitigate risks.



High risk areas: As part of its
stakeholder engagement an
enterprise sourcing from conflict-
affected or unsafe regions may
engage with bilateral aid agencies
(e.g. donor agencies) who have
means, access and expertise over
these areas or civil society within the
region.

Safer areas: Engage directly with
iImpacted or potentially impacted
stakeholders and rights holders.



Tailoring to position in the supply chain

Upstream: Upstream
enterprises (e.g. farms, raw
material fraders, refiners)
would be expected to
trace their supply chains to
the point of origin of the
raw material and work to
directly address adverse
Impacts on the ground
where they operate.
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Downsiream: May only be
able to map their supply
chain up to a certain mid-
sfream point (conftrol
point). These companies
could then work to build
capacity of their mid-
stream suppliers and
check how those suppliers
are conducting due
diligence further upstream.
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Short term: Enterprises
engaged in short term
operations on the ground
could prioritise carrying
out robust impact
assessments on human
rights or environmental
impact

Long term: Enterprises with
long term operations in high
risk areas may instead focus
efforts on engagement with
government and civil society
to address more systemic
risks



An enterprise that provides an
online platform for peer-to-peer
services may not carry out on-site
assessments of its individual
operators (e.g. those providing
lodging)

Traditional enterprise may
establish robust grievance
mechanisms that are monitored
to guard against any breaches to
its code of conduct and
operating policies




Working with complex supply
chains




Global supply chains:

= Are a key feature of the modern economy, with 80 % of international trade (gross
export) associated with them.

= Common features are specialization, fragmentation and global dispersion of
production.

= Often span a very large number of countries and involve a very large number of
actors: large manufacturers, for example, may be working with, or through, 1000
first-tier suppliers, 8000 second-tier suppliers, and 30,000 third-tier suppliers.

= Business relationships (for example suppliers) may change on a regular basis, so
GSCs are constantly “moving” and evolving.

= Their complexity implies challenges for visibility and traceability, meaning that
RBC risks, including risky business relationships, may be difficult to identify.



Control points tend to be af:

= Key points of transformation in the supply chain

= Where there are relatively few companies that process or
handle a majority of inputs

= The greatest points of leverage of companies down the
supply chain; or

= The points where schemes and audit programmes exist



Include
requirements in
contracts - that
control points be
identified (on a
confidential basis)

Ask
suppliers/business
relationships to
source from the
conftrol point
companies that
meet
international
expectations

Use confidential
information-
sharing systems
on suppliers
and/or through
industry wide
schemes to
disclose actors
further up the
supply chain



Prioritising risks




Likelihood and severity

Priorifisation should be based on likelihood and severity of risk

= Severity is further understood in terms of scale, scope,
imremediable character.

As well as:
= Legal obligations

=  Most significant business
relationships (e.g. % of
products sourced)

= |Informed by stakeholders




Scale, scope, irremediable character

= Scale refers to the gravity of the
adverse impact

= Scope concerns the reach of the
Impact, for example the number
of individuals that are or will be
affected or the extent of
environmental damage

Irremediable
character

* |rremediable character means
any limits on the ability to restore
the individuals or environment
affected to a situation
equivalent to their situation
before the adverse impact.

Prioritisation



Agricultural sector




Risk-Based Supply Chain Due Diligence

OECD-FAO Guidance for Responsible Agricultural Supply Chains

" Provides a step by step framework on due diligence to
>> OECD-FAO Guidance identify and address risks in agricultural supply chains
or Responsible Agricultural

Supply Chains

= Developed by OECD and FAO with a multi-stakeholder
advisory group — including business

= Recommendations not regulation

AN Food and Agriculture
>> OECD & Orgarization of the
Unitad Natlons
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Risk-Based Supply Chain Due Diligence

Builds on international standards

PRINCIPLES FOR ‘ s GUIDING PRINCIPLES
PRINCIPLES FOR : ON BUSINESS
RESPONSIBLE e e e ki o O AND HUMAN RIGHTS
INVESTMENT IN Responsible

AGRICULTURE AND Governance of Tenure 2011 EDITION

FOOD SYSTEMS OF LAND. FIist S AND FORIRTS 4 S

Tl CONTEXT OF MATYOMIL 1000 SICUNTY

=t

S

CFS @

e OECD Guidelines for Multinational Enterprises

Principles for Responsible Investment in Agriculture and Food Systems (CFS-RAI)
Voluntary Guidelines on the Responsible Governance of Tenure (VGGT)

UN Guiding Principles on Business and Human Rights (UNGPs)

ILO MNE Declaration, among other long-standing international standards

Helps companies meet the Sustainable Development Goals
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http://www.fao.org/docrep/016/i2801e/i2801e.pdf

Risk-Based Supply Chain Due Diligence
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Common sector risks included in the OECD-FAO Guidance

people (human rights, labour rights,
public health and safety, food security
and nutrition, tenure rights)

the environment (environmental
protection, sustainable use of natural Human rights Health & safety

Food security
& nutrition

resources)
society (governance, technology &
innovation)
- 11 | |
. enure rights over . Environmental protection
anima I we Ifa re and access to natural Animal welfare Governance & sustainable use of Technology

resources natural resources & innovation

Engaging with indigenous peoples,
incorporating a gender perspective




Risk-Based Supply Chain Due Diligence

OECD-FAO Guidance 5-step framework for risk-based due diligence

|dentify, assess, mitigate, prevent and address actual and potential adverse impacts

1 2] © 4 L5

Establsh skrong dendily, assess and Design and implement Verify supply chain Report an
Oy |:l1l:l1l'EH!l ruhlnﬂ‘rh & strategy fo respand due dilgence supply chain
""-"‘*H'*""'“"’ o icertifiesed risis due dilgence

8 i 5 a &
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Risk-Based Supply Chain Due Diligence

Step 1: Embed RBC in enterprise policies and management systems

Adopt or integrate into

existing processes, an Structure internal management Strengthen
enterprise policy for RBC systems to support supply engagement with
along the supply chain chain due diligence business partners

With an approval at the most With a system of controls and\ With an operational level h
senior level of the enterprise transparency along the grievance mechanism (in
supply chain consultation with relevant
/ stakeholders)

- /
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Risk-Based Supply Chain Due Diligence

Step 2: Identify, assess and prioritise risks in the supply chain

Map the supply chain Assess the risks Identify red flags

Who are the actors involved?\ Kmr actual and \

potential risks?

Who are our immediate enhanced due diligence

suppliers and business Covers environmental, social
partners? and human rights impacts

Situations that warrant }

Where do they operate?

N /
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Risk-Based Supply Chain Due Diligence

Assessing and prioritizing risks: Likelihood and severity

Prioritisation should be based on likelihood and severity
of risk

= Severity is further understood in terms of scale, scope,
irremediable character

In addition:
= Legal obligations

= Most significant business relationships (e.g.% of
products sourced)

= |Informed by stakeholders
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Risk-Based Supply Chain Due Diligence

Step 3: Design and implement a strategy to respond to
identified risks

Implement the risk

Report findings of Adopt a risk management plan -
risk assessment management plan monitor & track performance

. I
Who is the designated Are we causing, /Have we consulted with affected \
senior manager? contributing or directly stakeholders to clarify concerns and
linked to adverse impact? agree on a strategy?
N\ J . . :
Who is the designated senior manager
we need to keep informed?

29



Risk-Based Supply Chain Due Diligence

Step 4: Verify supply chain due diligence

BSCI  [e=vem= T v o |

Making sure due diligence is working Lo

B2 | Decumentation

Evaluation should draw on all known information from on-going e -

B4 | Companaation

5 [ crde Lavaur / Young Ematuvess

monitoring, assessments, issues raised through grievance e

87 | Freedom of Assoxiation / Cobective Bargaining

mechanisms. o el

810 | Meath and Socia Facites
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Alignment against the 6-Step Framework for Due Diligence al = 2 l
Step 1 [Ml—‘" Goos [ Improvements Nesded [ lw [u] I
Written standards (W) Implementation (1)
_ I BSCI Audit Form used by SGS (Source: NY Times)

Step 2

Written standards (W) Implementation (1)

A M s Verification may include audits, on-site investigations

Step 3

e e s e e and consultation with various stakeholders (government

L . e R . o . D .
e e o) authorities, civil society, affected communities, voice of

Implementation 2016) [NEE o 3%
Wiitten standards (W) Implemental .
'u Imenllaign nnnnnnnnnnn five-step framework Women |S adequately represented)
W Fully Aligned Partially Aligned Not Aligned
_1 « Fully Aligned standards (2006) [EEEI 8% nx
Partally Algned @ ed Standards (2018) _Iﬂix
655 Not Aligned
Implementation 2016) _ % 9%
Programme governance rev e

2% = Fully addressed
Improvement opportunity
30 % Not addressed



Risk-Based Supply Chain Due Diligence

Step 4: Verify supply chain due diligence

Verify, monitor and validate progress Verify, monitor and validate progress on
on due diligence and its effectiveness due diligence and its effectiveness in the
in the company’s own operations company’s supply chain

Are we doing what we said we Are our suppliers doing what they said they would do? A
would do? Is it working?

How are we building supplier capacity to conduct due
diligence?

J

Evaluation should draw on all known information from on-going monitoring, assessments,
issues raised through grievance mechanisms
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Risk-Based Supply Chain Due Diligence

Step 5: Report on supply chain due diligence

Publicly report on your supply chain due diligence policies and practices

INTEGRATED VS
\ ANNUAL + SUSTAINABILITY REPORTING FReporingon

= WHO is the audience? ey (i o —
= How can the audience ACCESS information? ?51} —— Bi==" f==
= What BARRIERS in accessibility might exist for = L e

certain marginalized or vulnerable groups? — ——d
= What is the CAPACITY of the audience ::"'{:}— L e el

(language, literacy, location, time, availability, B T

technical competency)?

/




Risk-Based Supply Chain Due Diligence

Resources

Website: https://mneguidelines.oecd.org/rbc-agriculture-supply-chains.htm

OECD-FAO Guidance: https://mneguidelines.oecd.org/rbc-agriculture-supply-chains.htm
= Fact sheet: https://mneguidelines.oecd.org/Brochure_OECD-FAO-Guidance.pdf

= Brochure — How the OECD-FAO Guidance can help achieve the SDGs: http://mneguidelines.oecd.org/How-
the-OECD-FAO-Guidance-can-help-achieve-the-Sustainable-Development-Goals.pdf

OECD Due Diligence Guidance for Responsible Business Conduct: https://mneguidelines.oecd.org/due-
diligence-guidance-for-responsible-business-conduct.htm
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