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Summary

After Philips discovered that less than 10% of its suppliers were complying with all of
the company’s sustainability criteria, the global healthcare technology giant decided a
one-size-fits-all approach to auditing did not go far enough.
The Amsterdam-headquartered organisation analysed its process and found it was not
monitoring some suppliers frequently enough. Setting a single hurdle for suppliers to
pass meant they were focused on passing that hurdle – sometimes using creative means
– rather than making their operations more sustainable.

A lack of incentives for good performers and consequences for laggards meant suppliers
had little reason to engage with Philips’s more stretching sustainability objectives.

To remedy this, the organisation developed a new supplier-auditing system;
segmenting the supply base into four groups and tailoring its approach accordingly.

Approach

Segmenting suppliers
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Suppliers that want to work with Philips must first complete a self-assessment
questionnaire and provide supporting evidence on the policies, procedures, controls
and communications they have in place to address areas such as health and safety,
ethics and the environment.

Once subject-matter experts have validated each submission, the supplier is awarded a
score out of 100 and assigned to one of four segments within Philips’ supplier
classification matrix (see Figure 1, above).

BEST-IN-CLASS

A score of more than 90%, very mature with sustainability embedded in the
organisation.

DO IT YOURSELF

Basics in place but room for improvements.
Willing and able to change.

SUPPLIER SUSTAINABILITY IMPROVEMENT PLAN

Strategically important but demonstrates low levels of sustainability maturity.
Committed to change with considerable potential for improvement.

POTENTIAL ZERO TOLERANCE

Signs of being in breach of Philips’ mandatory requirements in areas such as child
labour, unsafe working conditions and compliance with environmental
regulations.
Must provide further evidence and address these issues before being accepted as
‘no zero tolerance’ suppliers – the bare minimum acceptable.

How Philips handles suppliers in each segment
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After segmenting its suppliers, Philips can then tailor its approach to improve
sustainability performance (see Figure 2, above).

Best-in-class suppliers do not have to take any further action at this point and will
simply have to continue completing the questionnaire on an annual basis – freeing time
to focus on their own sustainability efforts.

Suppliers int the do it yourself segment suppliers are expected to draw up an
improvement plan, execute the improvements identified and share the results with
Philips.

The organisation works more closely with suppliers on the supplier sustainability
improvement programme, conducting site visits and drawing up detailed plans to detail
the changes such suppliers need to make. Each organisation in this segment updates
Philips on key performance indicators every month.

Suppliers in potential breach of Philips’s zero-tolerance policies must provide further
information to the buying organisation to help clarify the extent of the problem. If this
evidence shows that there is no structural zero-tolerance breach, Philips will move the
supplier to another segment.

If the problem is structural, however, the supplier must commit to resolving or
mitigating the issues and provide regular updates to Philips. Suppliers that cannot
demonstrate they have solved the problem are not allowed to do business with Philips.

Outcome
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The benefits of segmenting suppliers

By separating suppliers into different groups based on their sustainability performance,
Philips has been able to identify those in need of radical intervention, those that need
more gentle encouragement and those who can be left alone to deliver their own
initiatives.

The supplier sustainability improvement programme, in particular, allows the company
to concentrate its efforts on suppliers that are especially important to its future but need
substantial help to meet the buying organisation’s standards.

Philips retains each supplier’s initial score out of 100 to use as a baseline from which to
measure each provider’s future performance. The electronics company says the ultimate
aim is for each supplier to reach a perfect score but, for the time being, the system is an
effective way to identify improvements.

Procurement Leaders’ tips

DEVELOP SEGMENTATION CRITERIA
For a tailored approach to supplier sustainability to succeed, it is essential for functions
to segment suppliers by their impact on sustainability standards. Create clear
segmentation criteria in line with the organisation’s sustainability policies and use this
to separate suppliers by performance.

ESTABLISH SUPPLIER ACTION PLANS
To effect change in the supply chain, procurement teams must understand how they
can work towards improving sustainability performance. After developing segmentation
criteria, create a list of actions that team members can undertake within each separate
sustainability segment.

TRACK IMPROVEMENTS
For procurement organisations to scale up their sustainability work, teams must be able
to demonstrate their impact. Ensure metrics are in place to monitor improvements
made through a tailored approach to supplier sustainability and report the results back
to the business.

4/4


	Philips’ approach to segmenting suppliers to manage sustainability performance
	Summary
	Approach
	Segmenting suppliers
	BEST-IN-CLASS
	DO IT YOURSELF
	SUPPLIER SUSTAINABILITY IMPROVEMENT PLAN
	POTENTIAL ZERO TOLERANCE

	How Philips handles suppliers in each segment

	Outcome
	The benefits of segmenting suppliers
	Procurement Leaders’ tips



