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survey on this point found that incentives are being 
underutilized in compliance programs in spite of the 
fact that incentives are clearly drivers in organization-
al conduct and are included in a variety of E & C pro-
grams around the world. Murphy recommended add-
ing an explanation in the commentary to the one 
word reference to incentives now found in the OSGs. 

 Patricia Harned noted that the ERC recommends 
adding material to the section on reasonable steps 
to take after criminal conduct is detected. ERC 
agreed with the suggestion that after remediation, 
organizations should asses their E & C programs in 
an effort to prevent further criminal conduct. How-
ever, ERC believes that the proposed language 
does not go far enough and maintains that organi-
zations should not only assess their programs, they 
should also be encouraged to assess their  organi-
zational  cultures. 

 According to Patricia Harned, the ERC’s research 
and surveys have found that culture is always a factor 

in misconduct and that understanding it is an impor-
tant part of understanding how criminal activity took 
place. In addition, ERC has discovered that culture is 
the single largest determinant of the extent to which 
further criminal activity will occur. 

 ERC’s second recommendation deals with con-
ditions of probation for organizations, particularly 
the submission of information by these organiza-
tions to the court. ERC suggested that a corpora-
tion placed under probation not only should pro-
vide the court with a  schedule  for the 
implementation of an E & C program, but it also 
should explain  how it will measure the effective-
ness  of the program. 

 According to Patricia Harned, it is likely that com-
panies under probation will identify measures of pro-
gram success, as a part of its program implementa-
tion. However, she said that unless the USSC explicitly 
requires the measurement, organizations may not be 
compelled to share their metrics with the court. ■ 

 — Susan Kavanagh   
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 Business Ethics 

 Supplier Codes Can Help Handle Third-Party Risks 

 Recent United States Foreign Corrupt Practice 
Act (“FCPA”) cases involving third parties have 
led to fi nes of up to $500 million. These cases 

show that although corporations may be investing 
more time and money into their ethics and compli-
ance (“E & C”) programs, they have not extended 
the same effort to abate third-party risks, according 
to Corpedia Corporation, a for-profi t organization 
that offers a wide variety of innovative and user-
friendly ethics and compliance solutions. Corpedia 
recently issued a report advising how to develop a 
supplier code to handle third party risks. 

  Background   
 The report stated that as companies increasingly 
rely on third-party relationships as a means to 
maximize profi ts and facilitate global expansion, 

these relationships can pose compliance risks. The 
report noted that a 2009 study conducted by the 
Society of Corporate Compliance and Ethics found 
that only 47 percent of companies disseminate 
their internal code of conduct to third parties, 26 
percent of the companies polled require that third 
parties certify to the company’s code of conduct 
and 17 percent of companies have a code of con-
duct that is applicable to third parties. 

 According to the report, mitigating risks by suppli-
ers and other third parties can be accomplished by 
performing effective due diligence, distributing and 
obtaining certifi cations to a third-party code of con-
duct, providing training, and conducting periodic 
audits of third-party activities. The Conference Board 
and the Ethics and Compliance Offi cer Association 
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  Mitigating risks by suppliers and other 
third parties can be accomplished by 
performing effective due diligence, 
distributing and obtaining certifi cations to 
a third-party code of conduct, providing 
training, and conducting periodic audits of 
third-party activities.  

continued on page 8

conducted a survey on this issue in 2008. Of the com-
panies surveyed, most preferred conducting back-
ground or due diligence checks to requiring the third 
party to adopt the purchasing company’s E & C  pro-
gram or maintain its own system. The report said 
that the surveyed companies exhibited little interest 
in the third party’s own ethics program. Only slightly 
more than one quarter of the survey respondents 
asked third parties whether they maintained a pro-
gram and a mere 14 percent of respondents asked 
for related documentation. 

 There appears to be considerable room for im-
provement with regard to extending ethics and com-
pliance to third parties, said the report.  Increased 
global activity and the prevalence of social media as 
a means of discussing brands and company reputa-
tion, according to the report, leaves little doubt that 
companies must look hard at formalizing behavioral 
expectation for their third-party partners in the form 
of a supplier code. The report outlined the factors that 
need to be considered in developing a supplier code. 

  Discuss the Appropriate Risk Topics 
in Suffi cient Detail   
 The report noted that asking third parties to com-
ply with a company’s code of conduct can be 
problematic because there are aspects of corpo-
rate codes that simply do not apply to third-party 
work. In addition, it said that by trying to hold 

third parties to the standards set forth in a corpo-
rate code, a company may be exposing itself to 
legal risk with respect to areas that may be diffi -
cult to enforce or audit. 

 According to the report, these issues can be cir-
cumvented by creating a supplier code that covers 
only those risk topics that are relevant to third-party 
work. This might include high-profi le topics including, 
human rights, fair pay, workplace health and safety, 
gifts and entertainment, and anti-bribery laws. The re-
port recommended that a company also give consid-
eration to addressing topics in the supplier code that 
have been historically identifi ed during the compa-

ny’s risk assessment or audit 
process and that relate spe-
cifi cally to third-party work, 
as well as issues raised via 
the company’s hotline. 

 The report suggested that 
the topics included in the 
supplier code should set 
forth in suffi cient detail the 
guidelines the third party 
must follow in order to work 
on the company’s behalf.  It 
said that, although the cur-
rent trend is for supplier 
codes to be much shorter in 

length than their corporate code counterparts, fail-
ing to adequately map out the behavioral expecta-
tions for each content area often results in a docu-
ment that reads like a laundry list of prohibitions 
that provides little practical guidance. 

 According to the report, a company should take 
the opportunity to fully address all relevant risk topics. 
The report recommended that the company consider 
discussing each risk area in more detail than it might 
in a corporate code, especially if the stand-alone poli-
cies are not made available to third parties or if the 
relevant policies are outdated or do not exist. 

  State Why Adherence Is Necessary   
 The report noted that many existing supplier 
codes fail to follow the trend for aligning corpo-
rate codes of conduct to the company’s stated 

Supplier Codes
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values or mission, perhaps because of the belief 
that a third party may not be interested in or 
persuaded by a reference to another organiza-
tion’s values. The report emphasized that stress-
ing the importance of ethical behavior in addi-
tion to compliance is important, as it provides 
context as to why compliance with a supplier 
code is necessary. References to brand, reputa-
tion, values or the purchasing company’s “way 
of doing business” help to set the right tone with 
third-party partners. 

 The report advised expressing the company’s 
overall intention to operate with integrity and 
clearly place the responsibility of ethics and 
compliance on each third party. According to 
the report, the company should communicate 
that compliance with the supplier code is re-
quired and should state clearly the consequenc-
es for violating the code. A statement indicating 
this should be written in a firm, yet aspiring 
tone, should appear at the beginning of the sup-
plier code and should make clear that the com-
pany has the right to terminate supplier relation-
ships for non-compliance. 

 According to the report, best practices indi-
cate that to further introduce the company’s val-
ues and establish authority for the supplier code, 
it is important to include an introductory letter 
from a member of management, such as the 
CEO. The focus of this letter should be different 
from the approach taken with similar letters in-
cluded in corporate codes, because the inter-
ests of the two audiences are not the same. This 
letter should focus on the specific ways in which 

third parties should uphold integrity and ethics 
and should clearly state that upholding high 
standards of ethical conduct is a condition of 
doing business with the company. 

  Make Sure the Code is Understandable   
 To ensure that the target audience understands the 
supplier code, the report recommended consider-
ing the code’s readability and tone, factors that will 
likely have the largest impact on whether the audi-
ence will read and comprehend the code. It is im-
portant the document is written from the audienc-
es’ point of view, especially in terms of the 

complexity or formality of 
the language used. The re-
port suggested using the 
Kincaid grade level assess-
ment function available 
through Microsoft Word to 
determine the reading level 
of the material. To decrease 
the grade level of the code 
and, thereby, increase read-
er comprehension, the re-
port said to reduce the num-

ber of words per sentence.  It also noted the 
importance of staying away from colloquialisms if 
the document is going to be translated. 

 To ensure target audience comprehension, the 
report urged considering assembling a multi-dis-
ciplinary team of reviewers to analyze the docu-
ment during its development. The report suggest-
ed including in this process a rollout of the draft 
code to a sample group or individuals similarly 
situated, followed by a comprehension survey to 
ensure the document effectively communicates 
its content. If the plan is to be translated, the re-
view team should be fl uent in the languages into 
which it will be translated. 

 The report recommended adding comprehen-
sion aids, which can bring theoretical concepts 
into the realm of practical advice, as supplements 
to the diffi cult-to-understand concepts and terms 
that will be explained in detail in the text. The re-
port suggested considering including comprehen-
sion aids to supplement risk topic discussions, in-

  The report emphasized that stressing the 
importance of ethical behavior in addition 
to compliance is important, as it provides 
context as to why compliance with a 
supplier code is necessary.  
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cluding anti-bribery or gifts and entertainment, 
because policies vary widely among purchasing 
companies and determining whether an action is 
in violation thereof is often fact-specifi c. 

 Although comprehension guides are very valu-
able, the report recommended exercising caution 
in deciding the number of aids to be included be-
cause too many may distract the reader from fo-
cusing on the rest of the code. Comprehension 
aids generally should compose about ten percent 
of the code’s total word count. 

  Set the Right Tone   
 In order to ensure that third parties take the sup-
plier code seriously, the report advised that the 
document clearly state that it applies to every third 
party working on the company’s behalf. It also 
suggested that the company acknowledge the in-
dependence of each supplier and the fact that 
each supplier’s actions can be attributed to the 
purchasing company. In addition, the report noted 
the importance of writing the code from the point 
of view of the audiences’ needs by making behav-
ioral expectations clear and easy to fi nd and clear-
ing defi ning all potentially confusing terms. 

 Although the proper tone will vary depending on 
the company and types of suppliers it retains, accord-
ing to the report, it is necessary that the supplier code 
exhibit a positive and inclusive tone to inspire third-
party employees to ethical behavior. The report rec-
ommended using the fi rst-person “we” to reference 

everyone at the company and all third parties as an 
excellent way to achieve warmth and inclusiveness. 
The report also advised using the active voice to make 
the code’s voice compelling and lively. 

  Implement an Engaging Structure 
and Design   
 According to the report, investing resources to cre-
ate an aesthetically appealing document will result 
in a signifi cant increase in overall readability and 
forge a clear connection to the company. Other sug-
gestions included using a legible font, an appropri-
ate text density, an attractive format, and colors and 

images to make the code di-
gestible for readers. 

 The report also stressed 
the importance of arranging 
topics in an effective manner 
and in a logical order. Ac-
cording to the report, it helps 
to implement effective head-
ings and subheadings as well 
as a table of contents which 
will act as a reference guide 
to navigate the document. 

  Provide Reporting Information   
 Supplier codes should provide one or more mech-
anisms by which third-party employees may re-
port ethical or legal misconduct to the company 
as options in addition to their internal reporting 
structures, according to the report. It said that the 
supplier code should contain a reporting structure 
through which a supplier’s employees can easily 
report misconduct to the company, as well as lan-
guage encouraging the supplier to inform the 
company of issues or concerns. 

  Reserve the Right to Audit the Third 
Party’s Operations   
 Noting the importance of monitoring and audit-
ing a company’s supply chain closely, the report 
said that supplier codes should mandate compli-

  The report recommended adding 
comprehension aids, which can bring 
theoretical concepts into the realm of 
practical advice, as supplements to the 
diffi cult-to-understand concepts and terms 
that will be explained in detail in the text.  
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ance not only by the third party but also those 
working on a third party’s behalf by requiring the 
third party to self-monitor its premises and the 
premises of any subcontractors used in associa-
tion with the purchasing company’s business. 

 The report advised that the supplier code and 
the company’s contract with the third party in-
clude a provision by which the company reserves 
the right to audit the third party’s operations, in-
cluding its facilities, documentation and housing, 
without notice. According to the report, this right 
is particularly important for companies who are 
doing business with third parties located in coun-
tries showing the highest levels of perceived cor-
ruption. The report stressed that the company 
should include a provision reserving the right to 
terminate the relationship and, in the event of non 
compliance, exercise this right as necessary. 

  Distributing and Communicating the 
Code   
 The report emphasized the importance of dis-
seminating the supplier code. If the code is is-
sued in a hard copy format, the company should 
provide them to the supplier on an annual basis. 
The company also should make the code avail-
able on the company’s internal and external 
websites. It is also important to ensure that the 
company’s employees, especially those working 
with third-party partners, understand the provi-
sions of the supplier’s code and know why they 
are important. 

 To the extent the company provides compli-
ance training to third parties, it should include ref-
erences to the supplier code’s provisions. The re-
port also suggested integrating the supplier code 
in supplier communications, including on-line 
web casts and newsletters.  In addition, the report 
said that the company should incorporate the 
code into decisions regarding whether to renew or 
increase business with a particular third party. 

  Require Acknowledgment/
Certifi cation   
   According to the report, the most effective way to 
enforce the supplier code is by including it as an ad-
dendum to contract agreements.  Otherwise, the 
company should require the third party to sign an 
acknowledgment/certifi cation page, which the 
company should collect annually. The report sug-
gested including questions in the acknowledgment 
and certifi cation forms that the supplier must an-

swer, including those relat-
ing to its facilities, potential 
confl icts of interest and com-
pliance with anti-corruption 
laws. The supplier code 
should make explicit the 
third party’s responsibility to 
maintain documentation of 
compliance with the code. 

   The report noted that the certifi cation pro-
cess can cause issues for suppliers who have their 
own compliance program and want to receive 
credit for it. The process can also cause concerns 
for suppliers because the company can change 
the content of the code at any time. The report rec-
ommended that a company evaluate each instance 
of supplier refusal to acknowledge/certify on a 
case-by-case basis.  It suggested that in instances 
in which the third party has its own code of con-
duct and robust program, those initiatives may 
prove suffi cient.  ■

 — Susan Kavanagh   

  The most effective way to enforce the 
supplier code is by including it as an 
addendum to contract agreements.  

Supplier Codes
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