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1.1 Why Supplier Engagement Matters in ESG Risk Management

The Role of Suppliers in ESG Performance

A companyʼs ESG Environmental, Social, and Governance) 
performance is no longer evaluated in isolation—it extends to its 
entire value chain. Suppliers contribute to everything from a 
companyʼs carbon footprint to ethical labor practices. Without a 
structured supplier engagement strategy, even the most 
sustainability-conscious organizations may struggle to achieve 
their ESG goals.

But why does supplier engagement matter so much?

● Operational Resilience: A sustainable supply chain 
ensures long-term business stability. Companies that 
proactively manage ESG risks among their suppliers 
are less vulnerable to supply chain disruptions caused 
by environmental regulations, resource shortages, or 
social issues like labor strikes.

● Investor Confidence: Institutional investors, rating 
agencies, and regulatory bodies increasingly assess 
companies based on their supply chain sustainability. 
Weak ESG performance among suppliers can lower a 
companyʼs ESG rating, affecting investment decisions.

● Customer & Stakeholder Expectations: Modern 
consumers and business partners demand 
transparency. Companies associated with suppliers 
that violate environmental laws or human rights face 
serious brand reputation risks.

● Regulatory Compliance: Many ESG regulations worldwide 
require companies to disclose their supply chain 
environmental and social impact. Companies that fail to 
manage supplier ESG risks face fines, legal actions, and 
exclusion from markets.

The Impact of Supply Chain Emissions & Social Risks

Engaging suppliers in ESG initiatives is not just about compliance—itʼs 
about tackling real-world sustainability and ethical issues that can 
impact an entire industry.

Supply Chain Emissions Scope 3 – The Hidden Carbon 
Footprint

For most companies, direct emissions from owned operations (Scope 1) 
and energy usage (Scope 2) are relatively straightforward to track. 
However, Scope 3 emissions—which include supplier activities, 
logistics, and product use—often represent 60% to 90% of total 
emissions.

🔹 Example: A fashion retailer may have minimal carbon emissions 
from its own offices and stores, but the cotton farms, textile factories, 
and transport systems in its supply chain contribute significantly to its 
overall carbon footprint.

Without supplier engagement, achieving net-zero targets or 
science-based climate goals becomes nearly impossible.
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Social & Labor Risks – Ethical Concerns in the Supply Chain

Beyond environmental factors, companies also face significant social 
and governance risks within their supplier network. Some of the most 
pressing concerns include:

● Forced & Child Labor – Many global supply chains rely on 
low-cost labor from developing nations, where labor laws 
are weaker. Reports of forced labor in industries like 
mining, agriculture, and textiles have led to major supply 
chain disruptions and public backlash.

● Unsafe Working Conditions – Factory collapses, 
workplace injuries, and occupational diseases due to 
unsafe conditions in supplier facilities are common ESG 
risks.

● Wage Inequality & Unfair Practices – Suppliers that do not 
comply with fair wages, working hours, or gender 
equality policies can harm a companyʼs overall social 
impact score.

Regulatory & Reputational Risks from Poor Supplier 
Engagement

As governments worldwide strengthen ESG regulations, companies 
are now legally responsible for certain supplier activities.

● Example 1 EU Corporate Sustainability Due Diligence 
Directive CSDDD – Requires companies operating in the 
EU to conduct due diligence on their suppliers for 
environmental and human rights risks.

● Example 2 Germanyʼs Supply Chain Due Diligence Act 
LkSG – Holds businesses accountable for labor rights 
violations in their supply chains.

● Example 3 SEC Climate Disclosure Rules USA – 
Requires companies to disclose their Scope 3 emissions if 
they are material to business risks.

Failure to engage suppliers can result in non-compliance fines, 
investor withdrawal, and loss of market access.

1.2 Challenges in Engaging Suppliers for ESG Compliance

Despite the urgency of ESG supplier engagement, companies face 
several practical barriers that make it difficult to integrate 
sustainability into their supply chain.

1. Data Collection Barriers – The ESG Transparency Challenge

Collecting reliable ESG data from suppliers is a persistent challenge, 
especially for large companies with thousands of suppliers. Key 
hurdles include:

● Lack of Standardized Reporting – Different suppliers 
report ESG data in different formats, making comparison 
and aggregation difficult.

● Inconsistent Data Availability – While large multinational 
suppliers may have advanced reporting systems, smaller 
suppliers often lack the tools to track carbon emissions, 
water usage, or labor conditions.

● Data Privacy & Trust Issues – Suppliers may hesitate to 
share ESG data due to confidentiality concerns or fear of 
losing business.

📌 Solution: Companies can overcome these barriers by 
implementing standardized ESG reporting frameworks, third-party 
verification, and digital data collection tools.

5Introduction Deep-Dive Guidelines Our Approach 

https://newtral.io/


2. Regulatory Complexity – Navigating a Changing 
Landscape

Businesses must comply with multiple ESG regulations based on 
their industry and operational regions. Each framework has its own 
disclosure requirements, making compliance a complex task.

● Global Standards: ISSB, TCFD, GRI, SBTi, CDP
● Regional Regulations: EU CSRD, SEC Climate Rules, 

Indiaʼs BRSR, Chinaʼs ESG Disclosure Guidelines
● Industry-Specific Expectations: Manufacturing, retail, 

finance, and tech all have unique sustainability 
compliance requirements.

📌 Solution: Align supplier engagement programs with widely 
accepted frameworks like ISSB, TCFD, or SBTi to ensure 
compliance across multiple markets.

3. Supplier Readiness & Willingness – Overcoming 
Resistance

Many suppliers, particularly SMEs and businesses in developing 
economies, are not ESG-ready. The reasons include:

● High Cost Perception – Sustainability initiatives require 
investments in cleaner production processes, energy 
efficiency, and fair labor policies, which suppliers may 
see as expensive.

● Limited Awareness & Expertise – Many suppliers lack 
knowledge of ESG requirements or technical capacity 
to measure their impact.

● Short-Term Business Focus – Suppliers often prioritize 
cost savings and efficiency over long-term 
sustainability goals.

📌 Solution: Companies can build collaborative, incentive-driven 
ESG programs to support suppliers in adopting sustainable 
practices instead of imposing strict requirements.

1.3 Purpose of This Handbook

To bridge these gaps, this handbook provides a practical, 
step-by-step guide to ESG supplier engagement.

Hereʼs what youʼll gain:

● How to align supplier engagement with ESG frameworks 
like SBTi, ISSB, TCFD, GRI, and BRSR.

● Strategies to identify and prioritize high-risk suppliers 
based on emissions, social risks, and business impact.

● Best practices for collecting and managing supplier ESG 
data, including third-party tools and verification 
methods.

● How to drive supplier collaboration through training, 
incentives, and joint decarbonization efforts.

● Compliance strategies for ESG regulations across 
different markets and industries.

By following this guide, businesses can transform supplier 
engagement into a competitive advantage—enhancing 
sustainability, reducing risk, and ensuring long-term business 
resilience.
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2.1 Setting Supplier Engagement Goals

Why Supplier Engagement Goals Matter

Supplier engagement isnʼt just about collecting ESG data—itʼs about 
setting clear expectations, driving accountability, and aligning 
suppliers with sustainability goals. Without well-defined 
engagement goals, companies risk:

● Unstructured ESG integration – No clear roadmap for 
suppliers to improve sustainability.

● Missed compliance targets – Difficulty meeting SBTi, 
ISSB, TCFD, or regulatory disclosure requirements.

● Weak supplier participation – Suppliers remain 
disengaged due to a lack of guidance or incentives.

Establishing measurable, framework-aligned supplier engagement 
goals helps create a structured, results-driven ESG strategy.

Aligning Supplier Engagement with ESG Frameworks

Companies must align supplier engagement efforts with widely 
recognized ESG frameworks to ensure compliance and credibility. 
Below are key ESG standards and how they influence supplier 
engagement:

1. SBTi Science-Based Targets initiative)

● Focus: Supply chain decarbonization
● Supplier Impact: Suppliers must align with 1.5°C climate 

targets.
● Engagement Strategy: Set supplier emissions reduction 

targets based on Scope 3 decarbonization pathways.

2. ISSB International Sustainability Standards Board)

● Focus: ESG disclosures for global financial markets
● Supplier Impact: Suppliers need to provide consistent, 

auditable ESG data.
● Engagement Strategy: Establish mandatory ESG 

reporting protocols for suppliers.

3. TCFD Task Force on Climate-related Financial Disclosures)

● Focus: Climate risk assessment & disclosures
● Supplier Impact: Suppliers must disclose climate-related 

risks & opportunities.
● Engagement Strategy: Conduct supplier climate risk 

stress testing and scenario analysis.

4. GRI Global Reporting Initiative)

● Focus: Holistic ESG impact reporting
● Supplier Impact: Suppliers must report on labor rights, 

environmental impact, and governance.
● Engagement Strategy: Introduce supplier 

self-assessment ESG surveys.

Deep Dive
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ESG Risk 
Reduction
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ESG frameworks like SBTi, ISSB, and TCFD while 
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5. BRSR Business Responsibility & Sustainability Reporting – India)

● Focus: ESG disclosures for Indian businesses
● Supplier Impact: Indian suppliers must align with BRSR 

social & environmental criteria.
● Engagement Strategy: Create BRSR-compliant supplier 

ESG checklists.

By integrating these frameworks into supplier engagement, businesses 
streamline compliance, enhance transparency, and future-proof 
their ESG strategy.

Establishing Science-Based & Sustainability Targets for 
Suppliers

To ensure that suppliers actively contribute to ESG goals, companies 
must set clear, quantifiable engagement targets. Hereʼs how:

 1. Define Carbon Reduction Targets

● Require suppliers to cut emissions by X% per year (aligned 
with SBTi).

● Set renewable energy adoption targets (e.g., 50% 
renewable energy use by 2030.

● Implement supplier-specific decarbonization roadmaps.

2. Enforce ESG Data Disclosure Targets

● Require 100% supplier ESG data reporting by a set deadline.
● Mandate participation in TCFD/ISSB-aligned risk disclosure 

frameworks.

3. Improve Social & Governance Standards

● Ensure all suppliers adhere to fair wages, gender equality, 
and ethical labor policies.

● Reduce supply chain human rights violations by X% within 
Y years.

 4. Promote Circular Economy & Sustainable Sourcing

● Set targets for sustainable raw material sourcing (e.g., 75% 
of raw materials sourced from sustainable suppliers by 
2030.

● Require suppliers to reduce waste & water consumption 
through circular economy initiatives.

These data-driven, actionable supplier targets ensure ESG 
engagement translates into real impact rather than vague 
commitments.

Key Metrics for Supplier ESG Performance

To measure the effectiveness of supplier engagement, businesses 
must track quantifiable ESG KPIs Key Performance Indicators). 
Some essential supplier ESG performance metrics include:

🔹 Environmental Metrics:

1. Scope 3 emissions reduction (metric tons of CO₂ equivalent)
2. Percentage of renewable energy use in supplier operations
3. Supplier compliance with environmental laws & certifications (e.g., 
ISO 14001
4. Reduction in supplier waste & water consumption
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 🔹Social Metrics:

1.  Percentage of suppliers meeting ethical labor standards
2. Supplier workforce diversity & gender equality metrics
3.  Number of human rights violations reported in supplier facilities
4.  Supplier employee safety performance (injury rate per X 
employees)

🔹 Governance Metrics:

1.  Percentage of suppliers with ESG policies & due diligence in place
2. Number of suppliers with verified ESG audits & third-party 
assessments
3. Supplier participation in ESG reporting frameworks GRI, ISSB, 
TCFD

By tracking and benchmarking these metrics, businesses can 
evaluate supplier ESG performance, identify gaps, and drive 
continuous improvement.

2.2 Identifying & Prioritizing Suppliers for ESG Engagement

Not all suppliers carry the same ESG risks or opportunities. Some 
contribute significantly to carbon emissions, while others may be 
involved in labor rights concerns or governance gaps. Prioritizing 
suppliers for engagement ensures companies allocate resources 
effectively, focusing on high-impact areas for risk reduction and 
sustainability improvements.

Supplier Segmentation Strategies

To create an effective ESG engagement strategy, companies must 
segment suppliers based on risk level, impact, and business 
relevance. Here are the key approaches:

1⃣ High-Risk vs. Low-Risk Suppliers Environmental & Social Risks)

● High-risk suppliers operate in industries with high 
emissions, pollution, or labor risks (e.g., manufacturing, 
mining, textiles, chemicals).

● Low-risk suppliers are in industries with minimal 
environmental or social impact (e.g., software, consulting, 
non-physical goods providers).

● Actionable Step: Conduct supplier ESG risk assessments 
to classify them into high, medium, and low-risk categories.

🔹 Example: A fashion brand prioritizes textile suppliers with high 
water usage and pollution risks while deprioritizing office supply 
vendors.

2⃣ Spend-Based vs. Emissions-Based Prioritization

● Spend-based: Focus on suppliers with the largest financial 
contracts, as they influence supply chain sustainability.

● Emissions-based: Identify suppliers with the highest Scope 
3 carbon footprint, regardless of spend.

● Actionable Step: Use GHG Protocol methodology to map 
supplier emissions contributions.

🔹 Example: A technology firm spends heavily on IT hardware but 
finds that packaging suppliers contribute more to Scope 3 
emissions—hence, they focus engagement on packaging vendors first.
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3⃣ Critical vs. Non-Critical Suppliers

● Critical suppliers: Directly impact the companyʼs ability to 
operate (e.g., raw material providers, logistics partners).

● Non-critical suppliers: Indirect contributors, such as 
office supplies or temporary labor.

● Actionable Step: Develop long-term ESG improvement 
plans for critical suppliers while setting minimum 
compliance requirements for non-critical ones.

🔹 Example: A construction firm ensures cement suppliers reduce 
their carbon footprint but does not impose strict ESG mandates on 
catering service providers.

Assessing Supplier Readiness & ESG Maturity

Once suppliers are categorized, the next step is to assess their ESG 
maturity—understanding where they currently stand in their 
sustainability journey.

📌 How to Evaluate Supplier ESG Maturity?

● Beginner: No ESG policies, no formal reporting, limited 
awareness.

● Intermediate: Some ESG measures, basic reporting, 
compliance-driven.

● Advanced: Integrated ESG strategy, third-party 
certifications, innovation-driven.

🔹 Actionable Step: Assign each supplier an ESG maturity score 
based on transparency, emissions reduction, compliance, and 
sustainability initiatives.

Industry Benchmarking & Supplier Self-Assessment

● Compare supplier ESG performance against industry 
standards and competitors.

● Distribute self-assessment ESG surveys to gauge 
supplier capabilities.

● Conduct third-party audits for high-risk suppliers.

🔹 Example: A consumer goods company benchmarks suppliers 
against GRI and CDP standards and uses survey responses to tailor 
ESG training.

Supplier ESG Data Collection Methodologies

Collecting accurate supplier ESG data is crucial for measuring 
progress and ensuring compliance. Companies can obtain data 
through:

1.  Direct Supplier Disclosures ESG questionnaires, 
self-assessments)
2. Third-Party Databases CDP, EcoVadis, S&P Global ESG Scores)
3. Regulatory Filings SEC Climate Disclosures, EU CSRD, Indiaʼs 
BRSR
4. Technology-Driven Data Collection AI-based monitoring, 
blockchain ESG reporting)

https://newtral.io/
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2.3 Collecting & Managing Supplier ESG Data

Once suppliers are identified and prioritized, the next step is to 
collect, verify, and manage ESG data effectively. Supplier data is the 
backbone of ESG compliance, risk assessment, and 
decarbonization efforts. However, inconsistent reporting, data 
gaps, and lack of transparency often make this process challenging.

This section will guide you through:
1. Key data sources & collection methods
2. Strategies to bridge data gaps
3. Encouraging supplier transparency & accountability

Data Sources & Collection Methods

1.  Direct Supplier Disclosures Most Reliable, but Requires 
Engagement)

● ESG self-assessment questionnaires
● Sustainability reports & disclosures
● Supplier codes of conduct & contracts

🔹 Example: A retail company mandates suppliers to complete an 
annual ESG assessment, including carbon footprint data, human 
rights policies, and waste management.

2.  Third-Party ESG Data Providers Reliable, but Costly)

● CDP Supply Chain Program Supplier climate disclosures)
● S&P Global ESG Scores Independent ratings on ESG 

performance)
● EcoVadis, MSCI ESG Ratings, Sustainalytics 

Comprehensive supplier ESG scores)

🔹 Example: A multinational manufacturer subscribes to EcoVadis 
ESG ratings to evaluate supplier sustainability performance and 
benchmark against industry peers.

3. GHG Protocol & Verified Carbon Accounting Frameworks

● GHG Protocolʼs Scope 3 Guidance for supplier emissions
● Science-Based Targets initiative SBTi for emissions 

validation
● Product Carbon Footprint PCF methodologies for 

lifecycle emissions tracking

🔹 Example: A food processing company uses GHG Protocolʼs 
Scope 3 framework to quantify supply chain emissions and set 
reduction targets.

4.  Regulatory Filings & Compliance Reports

● SEC Climate Disclosures USA
● EU Corporate Sustainability Reporting Directive CSRD
● Indiaʼs Business Responsibility and Sustainability 

Reporting BRSR

🔹 Example: A pharmaceutical company cross-references BRSR 
data from suppliers in India to align with national ESG compliance 
requirements.

5. Technology & AIDriven Data Collection

● Blockchain-based ESG reporting Tamper-proof supplier 
data logs)

● AI-driven supplier assessments Automated risk scoring)
● IoT sensors & real-time emissions monitoring

https://newtral.io/
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Overcoming Supplier Data Gaps

Despite the best efforts, many suppliers struggle to provide ESG data 
due to limited resources, lack of knowledge, or inconsistent reporting 
frameworks.

Challenges in Supplier ESG Data Collection

1.  Incomplete or missing data Especially in Scope 3 emissions)
2. Inconsistent reporting formats Different ESG frameworks)
3. Low supplier participation Lack of incentives)

How to Bridge Data Gaps?

1. Use Estimated vs. Actual Data When Needed

● If suppliers lack primary data, companies can use proxy 
data from industry averages, extrapolated emissions 
factors, or spend-based modeling.

● Actionable Step: Follow GHG Protocolʼs Scope 3 
Calculation Guidance for accurate estimations.

2. Simplify ESG Reporting for Suppliers

● Provide pre-filled templates and clear reporting 
guidelines.

● Offer ESG training sessions to increase supplier 
understanding.

● Actionable Step: Implement a tiered reporting approach 
where smaller suppliers submit simplified ESG data while 
large suppliers provide detailed reports.

3. Encourage Third-Party Verification & Certifications

● Partner with CDP, GRI, ISSB, or independent auditors to 
validate supplier data.

● Recognize suppliers with strong ESG compliance through 
incentives (e.g., preferential contracts).

● Actionable Step: Create a verified supplier list to 
prioritize engagements with those who meet ESG 
standards.

Encouraging Transparency & Accountability

Supplier engagement is not just about collecting data—itʼs about 
creating a culture of transparency and shared responsibility in the 
supply chain.

 Building ESG Accountability in Suppliers

1. Incorporate ESG KPIs into supplier contracts Require periodic 
ESG reporting)
2. Conduct surprise audits & independent verifications Ensure 
accuracy)
3. Use sustainability-linked incentives Preferential treatment for 
ESG leaders)

🔹 Example: A global automotive company introduces a 
sustainability-linked procurement model, where suppliers with low 
carbon footprints and strong ESG performance receive priority 
contracts and better financing terms.

https://newtral.io/
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2.4 Supplier Engagement & Collaboration for ESG 
Compliance

Once supplier ESG data is collected and managed, the real challenge 
begins: engaging suppliers to take action. Many suppliers—especially 
small and mid-sized ones—lack the resources, expertise, or 
incentives to align with corporate ESG goals.

This section explores how companies can:

● Educate suppliers on ESG risks & sustainability
● Collaborate with suppliers on decarbonization efforts
● Leverage technology for streamlined supplier engagement

Educating Suppliers on ESG Risk & Sustainability

For many suppliers, ESG feels like a complex maze of regulations 
and expectations. Without clear guidance, they may struggle with 
compliance or lack the motivation to participate in sustainability 
initiatives.

🔹 Why Supplier Education is Essential?

● Many suppliers lack awareness of ESG risks and 
regulations.

● Some believe ESG compliance is expensive or unrelated 
to business growth.

● A well-informed supplier is more likely to adopt 
sustainable practices and meet ESG requirements.

📌 How to Educate Suppliers on ESG?

1⃣ Conduct Supplier Training & Capacity-Building Programs

● Organize webinars, workshops, and in-person training 
on ESG compliance, emissions reduction, and sustainable 
sourcing.

● Offer customized training based on supplier size, 
industry, and ESG maturity.

🔹 Example: A global retailer runs an annual sustainability boot camp 
for suppliers, covering carbon accounting, ethical sourcing, and ESG 
reporting.

2⃣ Create Simple & Practical ESG Guides

● Provide step-by-step handbooks on meeting ESG 
requirements (aligned with ISSB, TCFD, CSRD, BRSR.

● Share real-world case studies of how suppliers 
successfully improved ESG performance.

🔹 Example: A logistics company provides a simple emissions 
tracking guide to its small transport partners, ensuring they can 
report Scope 3 emissions without complex software.

3⃣ Set Up a Supplier Help Desk or ESG Support Team

● Assign dedicated ESG specialists to assist suppliers with 
reporting and compliance.

● Offer one-on-one consulting for high-risk or 
high-emission suppliers.

🔹 Example: A food & beverage company offers a 24/7 ESG helpdesk 
to help suppliers transition to sustainable packaging and emissions 
tracking.
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Joint Decarbonization Strategies

A companyʼs supply chain accounts for 5090% of its total carbon 
footprint Scope 3 emissions). To effectively reduce emissions, 
businesses must collaborate with suppliers rather than just setting 
targets.

🔹 Why Collaboration is Key?

● Suppliers often lack the financial resources to invest in 
green technologies.

● Many sustainability initiatives (like renewable energy 
adoption) require joint action across the supply chain.

● Companies with strong supplier collaboration see faster 
emissions reductions and better ESG compliance rates.

📌 How to Collaborate on Decarbonization?

 1⃣ Support Suppliers in Renewable Energy Transition

● Help suppliers access green energy (e.g., purchasing 
renewable electricity).

● Offer financial support (subsidies, green loans) for 
suppliers investing in solar, wind, or energy efficiency.

🔹 Example: A fashion retailer co-invests in solar panels with key 
textile suppliers, helping them cut emissions by 30%.

2⃣ Promote Sustainable Raw Materials & Circular Economy

● Encourage suppliers to use eco-friendly, recycled, or 
biodegradable materials.

● Develop reverse logistics systems to reduce waste.

🔹 Example: A consumer electronics company recycles old gadgets 
and incentivizes suppliers to use reclaimed materials in production.

3⃣ Implement Supplier Carbon Reduction Targets

● Set supplier-specific decarbonization targets aligned 
with SBTi Science-Based Targets initiative).

● Offer recognition or financial incentives for suppliers 
who meet targets ahead of time.

🔹 Example: A leading car manufacturer rewards low-carbon steel 
suppliers with priority contracts.

https://newtral.io/
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As global ESG regulations tighten, companies must ensure that 
suppliers comply with evolving sustainability and disclosure 
requirements. This section explores:

● Key ESG reporting frameworks & compliance expectations 
for suppliers

● How to implement an ESG-aligned supplier risk 
management program

● Ways to incentivize suppliers for better ESG performance

3.1 ESG Reporting & Regulatory Frameworks for Suppliers

Suppliers play a crucial role in ESG compliance, yet many struggle 
with complex reporting requirements. Companies must simplify 
expectations, offer guidance, and align suppliers with relevant ESG 
frameworks.

🔹 Why Supplier ESG Reporting Matters?

● Regulatory mandates require companies to disclose 
supply chain ESG data Scope 3 emissions, labor 
practices, environmental impact).

● Investors & customers demand transparency, pushing 
businesses to track supplier sustainability performance.

● Non-compliant suppliers pose financial & reputational 
risks, leading to potential penalties or contract 
terminations.

📌 Key ESG Reporting Frameworks & Compliance 
Expectations

International Standards:

● ISSB IFRS S1 & S2 Standardizes sustainability 
disclosures, including Scope 3 emissions.

● TCFD Requires companies to report climate-related 
financial risks, impacting supply chain disclosures.

● CDP Collects supplier sustainability data, focusing on 
carbon emissions, water use, and deforestation.

European Union EU

● CSRD Corporate Sustainability Reporting Directive): 
Expands ESG reporting to thousands of companies, 
requiring supplier emissions data.

● EU Taxonomy: Classifies sustainable supplier activities 
based on environmental impact.

United States:

● SEC Climate Disclosure Rules: Mandates Scope 3 
emissions reporting for publicly traded companies.

● California Climate Legislation SB 253 & SB 261 Requires 
large companies to disclose supply chain carbon 
emissions.

India:

● BRSR Business Responsibility & Sustainability 
Reporting): Indiaʼs ESG disclosure framework, requiring 
supplier sustainability data.

Guidelines

Regulatory 
Compliance & 
ESG Integration
A guide to regulatory frameworks like ISSB, 
CSRD, SEC Climate Rules, and Indiaʼs BRSR, and 
their impact on supplier ESG compliance.
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📌 Industry-Specific Regulations:

● Apparel & Retail → Higg Index, Sustainable Apparel 
Coalition

● Food & Agriculture → Sustainable Agriculture Initiative 
SAI, Fair Trade

● Automotive → Responsible Minerals Initiative, EU Battery 
Passport

3.2 Implementing Supplier ESG Risk Management 
Programs

Compliance isnʼt just about data collection—it requires active risk 
management. Companies must:

1. Develop ESG-aligned Supplier Codes of Conduct
2. Embed ESG requirements in supplier contracts
3. Monitor supplier compliance through audits & 

assessments

Developing an ESGAligned Supplier Code of Conduct

A strong Supplier Code of Conduct SCoC) sets clear ESG 
expectations. It should cover:

● Environmental policies: Carbon footprint reduction, 
sustainable materials, circular economy.

● Social responsibility: Labor rights, workplace safety, 
diversity & inclusion.

● Governance: Anti-corruption, fair business practices, 
ethical sourcing.

🔹 Example: Appleʼs Supplier Code of Conduct mandates strict 
environmental and labor standards, leading to supplier audits and 
corrective actions

Embedding ESG in Supplier Contracts & Performance 
Agreements

ESG commitments should be legally binding in supplier contracts 
through:

● Sustainability-linked clauses (e.g., penalties for 
non-compliance, rewards for ESG leadership).

● Scope 3 emissions reduction targets embedded in 
agreements.

● Supplier ESG disclosure requirements (e.g., annual 
sustainability reporting).

🔹 Example: Unilever requires suppliers to meet deforestation-free 
commitments or risk contract termination.

Monitoring Supplier Compliance & Audits

Regular ESG audits ensure accountability. Strategies include:

● On-site sustainability audits to verify supplier ESG claims.
● Third-party verifications (e.g., SA8000 for labor 

practices, ISO 14001 for environmental management).
● Automated supplier risk assessments using AI-powered 

ESG monitoring tools.

🔹 Example: Walmart uses a supplier sustainability index to track and 
rank vendors based on ESG performance.
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3.3 Incentivizing Suppliers to Improve ESG Performance

Supplier ESG compliance shouldnʼt just be about penalties—it should 
also offer incentives for progress.

🔹 Why Incentivize Suppliers?

● Encourages proactive ESG improvements rather than 
reactive compliance.

● Strengthens supplier relationships and fosters long-term 
collaboration.

● Drives innovation in sustainable practices across the 
supply chain.

Key Incentives for Supplier ESG Performance

1⃣ Recognition & Benchmarking Strategies

● Supplier ESG Scorecards: Rank suppliers based on 
sustainability performance.

● Leaderboards & Awards: Recognize top-performing 
suppliers publicly.

● Preferred Supplier Status: ESG leaders get priority in 
contract renewals.

🔹 Example: Microsoft publishes an annual supplier ESG report, 
showcasing sustainability leaders.

2⃣ Financial Incentives & Green Financing

●  Sustainability-linked loans: Interest rates decrease for 
suppliers meeting ESG targets.

● Carbon reduction rebates: Suppliers earn financial 
benefits for cutting emissions.

● Access to green investment funds for ESG improvement 
projects.

3⃣ Collective Action & Industry Collaborations

● Partnering with industry alliances for shared sustainability 
goals.

● Joint investment in low-carbon solutions (e.g., renewable 
energy projects).

● Cross-sector partnerships for sustainable supply chain 
innovation.

🔹 Example: IKEA collaborates with suppliers to phase out fossil 
fuels in production and transportation.

4. Conclusion & Future Roadmap

Effective ESG supplier engagement is no longer optional—itʼs a 
business imperative. Companies that proactively engage their 
suppliers on ESG compliance reduce risks, enhance resilience, and 
drive long-term value
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4.1 Key Takeaways on Supplier Engagement for ESG Risk Reduction

Letʼs recap the critical insights from this handbook:

● Suppliers play a crucial role in ESG performance – They 
influence corporate emissions, social impact, and 
regulatory compliance.

● Engagement challenges exist, but they are solvable – 
Data gaps, supplier readiness, and regulatory complexity 
can be addressed with structured approaches.

● A step-by-step supplier engagement strategy is 
essential – Setting goals, prioritizing suppliers, collecting 
data, and collaborating ensures meaningful ESG impact.

● Regulatory compliance is evolving – Businesses must 
stay ahead of reporting frameworks ISSB, TCFD, EU 
CSRD, SEC, BRSR) and integrate supplier compliance into 
risk management.

● Incentives drive supplier ESG performance – Recognition 
programs, financial benefits, and industry collaborations 
help suppliers embrace sustainability.

By implementing these strategies, companies can turn supplier 
engagement from a compliance requirement into a competitive 
advantage.

4.2 The Evolving Role of Suppliers in Corporate ESG Strategies

The role of suppliers in ESG is expanding rapidly. In the coming 
years, businesses must:

● Move beyond compliance to active collaboration – 
Suppliers should be seen as strategic partners in ESG 
transformation, not just as vendors meeting minimum 
requirements.

● Leverage technology for real-time supplier monitoring – 
AI-driven supplier ESG assessments and 
blockchain-based traceability will enhance transparency 
and risk detection.

● Embed circular economy principles in supply chains – 
More companies will push for waste reduction, 
closed-loop systems, and sustainable material sourcing 
from suppliers.

● Strengthen Scope 3 decarbonization strategies – 
Corporate net-zero goals will require greater supplier 
accountability for carbon reduction.

Businesses that proactively engage suppliers on ESG today will lead 
the sustainability-driven markets of tomorrow.

Final Thoughts: Turning ESG Supplier Engagement into a 
Competitive Advantage

Engaging suppliers in ESG is not just about risk management—itʼs 
about creating a resilient, future-ready supply chain.

Companies that take a proactive approach will:

● Reduce supply chain disruptions and compliance risks
● Enhance brand reputation and investor confidence
● Achieve long-term cost savings through sustainable 

procurement
● Strengthen supplier relationships and foster innovation

Now is the time to take action and transform your supplier 
engagement strategy into a powerful driver of ESG success and 
business growth.
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Our Approach

Automate with 
Newtral AI
Leverage latest technology and deep 
sustainability expertise to stay ahead of 
sustainability reporting compliance and become 
a sustainability leader
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At Newtral, we understand the challenges businesses face in 
navigating the complex landscape of sustainability reporting and 
ESG integration. That's why we've developed a cutting-edge, 
AI-powered sustainability platform that streamlines your entire 
sustainability workflow, ensuring compliance, transparency, and 
value creation for all stakeholders.

Key Features and Benefits:

Automated Sustainability Workflow:
● Our AI-driven platform automates data collection, 

analysis, and reporting, saving time and resources
● Seamless integration with existing systems for efficient 

data management
● Ensures accuracy and consistency in sustainability 

reporting

Comprehensive Concierge Services:
● Dedicated sustainability experts to guide you through 

every step of your sustainability journey
● Tailored strategies and actionable insights based on 

your unique business needs
● Continuous support and expertise to help you achieve 

your sustainability goals

ESG Supply Chain Innovation:
● Advanced tools to assess and manage ESG risks and 

opportunities within your supply chain
● Collaborate with suppliers to improve sustainability 

performance and transparency
● Gain a competitive edge by demonstrating responsible 

supply chain practices

Scope 3 Emissions Management:
● Accurately measure and report your Scope 3 emissions 

with our AI-powered platform
● Identify hotspots and implement targeted reduction 

strategies
● Demonstrate leadership in addressing indirect 

emissions and climate change

Regulatory Compliance and Transparency:
● Stay ahead of evolving sustainability regulations and 

disclosure requirements
● Communicate your sustainability performance 

effectively to investors, customers, and other 
stakeholders

● Build trust and credibility through transparent and 
reliable sustainability reporting

Take the first step towards a more sustainable future with Newtral. 
Our AI-powered platform and expert concierge services provide the 
tools and guidance you need to integrate sustainability seamlessly 
into your business operations. Contact us today to schedule a demo 
and discover how Newtral can help you create lasting value for your 
stakeholders while contributing to a greener, more resilient world.

Our Approach

Automate with 
Newtral AI
Leverage latest technology and deep 
sustainability expertise to stay ahead of 
sustainability reporting compliance and become 
a sustainability leader
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Newtral AI Platform- Enterprise ESG Platform for Corporates and 
Supply Chain 

We help organizations automate their ESG metric measurements, tracking and reporting across 
company as well as their supply chain. Our platform solves for all corporate sustainability reporting 
and carbon accounting needs, visit newtral.io for more information.

This publication contains general information only and is not intended to provide professional advice or 
services. The content of this publication should not be relied upon as a substitute for specific advice or 
services tailored to your individual circumstances. None of Newtral, its affiliates, employees, or 
representatives shall be responsible for any loss or damage arising from reliance on the information 
contained herein.

Newtral and its affiliates are separate and independent legal entities. Newtral does not provide services to 
clients. Please see www.newtral.io for further details. The Newtral name and logo are trademarks of 
Newtral and its affiliates. Other product and service names mentioned are the trademarks of their 
respective owners.

No representations or warranties, either expressed or implied, are made with respect to the accuracy or 
completeness of the information contained in this publication. Newtral, its affiliates, employees, and 
representatives shall not be liable for any errors or omissions in this information or any losses, injuries, or 
damages arising from its use.

This publication may contain links to external websites that are not provided or maintained by or in any way 
affiliated with Newtral. Please note that Newtral does not guarantee the accuracy, relevance, timeliness, or 
completeness of any information on these external websites.

For more information about Newtral and its AI-powered sustainability platform, please visit www.newtral.io 
or contact us directly.
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