AMPLIFA PROCUREMENT GLOSSARY

ESG Risk Rating: Systematically Assessing
Supplier Sustainability Risks

The ESG Risk Rating is a standardised assessment used to measure the risk that a supplier, site
or business partner poses in the dimensions of environment (Environmental), society (Social) and
corporate governance (Governance). In industrial procurement, it serves to assess suppliers on a
risk basis, meet sustainability reporting obligations and detect supply chain shocks early. In
practice, it replaces individual questions with a comparable scale that can be embedded in supplier
strategies, approval processes and contract clauses.

Key facts

* An ESG Risk Rating typically assesses suppliers on a scale from A (low risk) to D (high risk) or 0 to
100 points.

« Comparable ratings often come from specialised rating providers or are built internally as a
proprietary supplier scorecard model.

* ESG ratings are one building block for supply chain reporting, e.g. in the context of supply chain due
diligence obligations; the specific obligations must be reviewed legally on a case-by-case basis.

* The data basis typically comes from self-disclosures, certificates, external databases and audits —
data quality is the biggest factor influencing the validity of the findings.

* In procurement, ratings are often linked to approval levels, guided-buying rules and Supplier
Lifecycle Management (SLM).

« Alow rating is rarely a ground for exclusion on its own; what matters are improvement agreements
with defined deadlines.

Definition: ESG Risk Rating

An ESG Risk Rating assigns a supplier or company to a risk class based on environmental, social and
governance-related risk factors. It consolidates individual indicators — such as emissions, working
conditions, anti-corruption safeguards or compliance structure — into an overall score. In B2B
procurement, it functions as a standardised early-warning indicator system within Supplier Lifecycle
Management (SLM).

Distinction from Sustainability and Compliance Checks

Whereas a compliance check is binary (certificate available or not), the ESG Risk Rating is graduated
and risk-oriented: it weights criteria by industry, country and relevance. A supplier may hold formal
certificates and still carry a high rating risk, for example due to site risks or inadequate whistleblowing
processes.

External Ratings and Internal Scorecards

External ratings provide an independent, benchmarkable assessment, but are often only available for
larger companies and subject to fees. Internal scorecards refine the picture with procurement-specific
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factors such as delivery reliability or supplier capacity matching. In practice, a combination has proven
effective: an external rating as the baseline, supplemented internally for operational relevance.

Methods and Approach in Procurement

Building an ESG Risk Rating follows a multi-stage process: define criteria, obtain data, weight it and
translate it into decision rules. The focus is on practicality — an overloaded model that does not influence
any approval decision wears out quickly.

Criteria Catalogue and Weighting

Typical criteria include energy and emissions management, occupational health and safety, human
rights in the supply chain, acceptance of the supplier code of conduct, data protection and governance
structures. Weighting usually follows industry materiality: for a metalworking supplier, environmental and
occupational safety topics dominate; for an IT service provider, data protection and information security.
Country and industry risks are often included as a multiplier.

Data Sources and Collection

Main sources are supplier self-disclosures (e.g. questionnaires during onboarding), certificates such as
ISO standards, audit reports and external databases on litigation cases, sanctions or media reports.
Validity stands or falls with data quality; a documented data quality score per source creates
transparency. Master data governance ensures that ratings build on consistent supplier master records
and are not linked to duplicates or outdated sites.

Embedding Ratings in Source-to-Pay (S2P)

The rating only takes effect when it is integrated into the Source-to-Pay (S2P) process: as a criterion in
tenders, as an approval threshold before order placement and as a monitor in ongoing operations.
Guided-buying rules in e-procurement, for example, can stipulate that orders from high-risk suppliers
require compliance approval. This turns sustainability from a reporting obligation into a component of
operational decisions.

Key KPIs and Rating Scales

ESG Risk Ratings are typically presented as a risk score (0—100, higher = riskier) or a risk class (A-D).
What matters for steering is not only the score itself but metrics that measure change, coverage and
consequence.

Coverage and Score Distribution

Two baseline metrics: the share of procurement volume for which a valid rating exists (rating coverage)
and the distribution of suppliers across risk classes. In practice, more mature organisations aim to rate
the bulk of their strategic volume, while C-parts are assessed on a risk-based sample basis.

Improvement and Escalation Metrics

Metrics such as open improvement measures, average time to close critical findings or the repeat audit
rate show whether the rating is having an effect. The correlation between rating and actual supply
disruptions can also be examined — it is the strongest argument vis-a-vis management.
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Risks, Controls and Legal Context

Ratings are tools, not guarantees. Misinterpreting them merely shifts risks; failing to document them
means they cannot be evidenced in due diligence and reporting obligations. Controls must therefore
target data provenance, currency and consequence.

Typical Pitfalls

Common mistakes: treating self-disclosures as facts without verification, updating ratings every two
years without cause, or selecting criteria that are not material to one's own industry. A bundle of order
history and supplier portfolio can also distort ratings if critical commodity categories are overweighted
without any ESG relevance.

Controls and Whistleblowing

Effective controls combine ratings with audits, on-site sampling and a functioning whistleblower channel
through which supplier employees can also report information. Findings flow back into the rating as a
correction factor. Contractually, information, audit and termination rights can be anchored; their concrete
design must be reviewed legally on a case-by-case basis.

Due Diligence Obligations and Documentation

Companies in Germany and the EU face growing reporting and due diligence obligations along the
supply chain; scope and deadlines depend on size, industry and legislative changes and should be
reviewed on an ongoing basis. An ESG Risk Rating with documented methodology, data provenance
and decision history is a central element of evidence — but it does not replace legal advice in individual
cases.

ESG Ratings in Supplier Strategy and Tenders

The biggest lever lies not in the rating itself but in its linkage with award and contract decisions. This
turns an assessment method into a steering instrument for the supplier portfolio.

Rating as an Award Criterion

In tenders, a minimum rating can be defined as a technical requirement or as a weighted award
criterion, analogous to price aspects substantiated, for example, via price index linkage or
should-costing. Transparency is important: bidders must know which evidence (certificates,
self-disclosures, audit reports) is required. A bidder register documents who participated with which
evidence.

Combination with Supplier Portfolio and SLM

In the supplier portfolio, ratings are usually cross-referenced with delivery performance and volume
relevance: a D-risk supplier with a high share of critical commodity categories requires dual sourcing or
development planning, whereas for a D-risk in C-parts, monitoring is often sufficient. Within Supplier
Lifecycle Management (SLM), the rating steers onboarding depth, audit intervals and exit criteria.

Contractual Anchoring

Typical instruments are sustainability clauses with information and audit rights, improvement
agreements with deadlines and escalation levels, and delivery clauses that clearly regulate
responsibilities for logistics and risk of loss — for example via EXW, DAP or Incoterms CFR, as transport
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and customs routes are also ESG-relevant. Price incentives can be created through volume rebate tiers
tied to sustainability milestones achieved.

Current Developments and Outlook

Regulatory pressure in the EU is increasing, while customers and capital providers are demanding
demonstrable rather than declared sustainability. For buyers, the focus is shifting from data collection to
data interoperability and evidence of effectiveness.

Convergence of Standards

Various reporting and due diligence frameworks are being gradually harmonised, and rating providers
are aligning their methodologies with overarching standards. For procurement, this means: build criteria
catalogues so that they map to multiple reporting frameworks rather than maintaining several
guestionnaires in parallel.

Automation and Data Quality

External data sources, automated screening of media and sanctions lists and standardised supplier
disclosures significantly reduce manual effort. Clean master data governance and a comprehensible
data quality score per data source remain prerequisites — otherwise automation produces fast but false
ratings.

From Compliance to Value Driver

More mature organisations increasingly use ratings for design-to-value considerations as well: material
substitutions, energy relevance and transport routes feed into product design early on. In this way,
sustainability risk merges with cost and supply risk into a single steering picture.

Typical metrics

Rating coverage (procurement volume): > 80%
typical target for strategic volume in more mature organisations

Share of suppliers in risk class D: < 5%
common rule of thumb; critical commodity categories are the key steering focus

Rating currency: < 12-24 months
regular updates plus event-driven updates

Closure of open improvement measures: 60-90 days
usual deadline agreement for critical, non-acute findings

Practical Example

A mid-sized mechanical engineering company with around 400 active suppliers introduced an internal
ESG Risk Rating after major customers requested evidence along the supply chain. Instead of
screening all suppliers equally, the company combined an external base rating for strategic suppliers
with a lean internal questionnaire for the rest. Ratings were integrated directly into e-procurement and
steered approvals in the ordering process.

* Risk-based initial survey: all suppliers with annual volume above EUR 100,000 receive a
guestionnaire, supplemented by sample checks
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» Guided-buying rule: orders from risk class D suppliers require an additional compliance approval

* Improvement agreements with 90-day deadlines instead of immediate exclusion; whistleblower
channel also opened to supplier employees

» Six-monthly reporting to management on rating coverage, score distribution and open measures

Conclusion

The ESG Risk Rating translates sustainability risks into a language buyers can work with: scales,
thresholds and decision rules. Its value, however, depends less on the methodology than on data
quality, integration into Source-to-Pay (S2P) and consistency in dealing with deviations. Those who
collect ratings only for reports create effort without impact. Those who interlink them with the supplier
portfolio, tenders and contract management gain an early-warning system for compliance, cost and
supply risks all at once. The sensible starting point is risk-based and lean — and grows with regulation
and the maturity of the organisation.

Frequently asked questions

What does an ESG Risk Rating mean?

An ESG Risk Rating assesses the environmental, social and governance risk of a company or supplier
on a standardised scale, typically A to D or 0 to 100 points. It combines self-disclosures, certificates,
audits and external data into a comparable overall score. In procurement, it serves as a basis for
approvals, award decisions and supplier development measures.

How is an ESG Risk Rating calculated?

First, criteria are defined along the three dimensions and weighted according to industry and country
materiality. The data comes from questionnaires, documents, external databases and audits, and is
condensed into a score. Documenting the methodology and data quality is essential; otherwise the
score is neither comparable nor defensible.

What ESG rating scales exist?

Common approaches are risk classes from A (negligible) to D (severe) or numerical scores from 0 to
100, where higher values indicate higher risk. The scales are provider-specific and not directly
transferable. Internally, a dedicated scale with documented thresholds, applied consistently, is
recommended.

Should suppliers with a poor ESG rating be excluded?

Not automatically. A graduated response makes more sense: risky but business-critical suppliers receive
improvement agreements with deadlines and re-audits, while non-critical suppliers can be replaced.
Blanket exclusion shrinks the supplier base and shifts risks rather than reducing them.

How often should an ESG Risk Rating be updated?

Regular updates every 12 to 24 months are common, plus event-driven updates following critical media
reports, audits or site changes. The higher the risk profile, the shorter the interval. What matters is that
updates derive from a defined data source rather than being ad hoc.

What is the difference between an ESG Rating and an ESG Risk Rating?

Not automatically. A generic ESG rating assesses overall sustainability performance, often in terms of
opportunities and ratings for investors. An ESG Risk Rating focuses specifically on the risk arising from
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unmanaged ESG topics. For procurement with supply chain due diligence, the risk-based view is
generally the more relevant one.
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