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CIPS AUSTRALIA TEAM CATEGORIES AWARDS - BEST EXAMPLE OF SOCIALLY RESPONSIBLE PROCUREMENT

OVERVIEW

IAG is Australia’s largest provider of both commercial and domestic insurance and as such is one of the first
corporate organisations to be impacted by the effect of climate change during extreme weather events. Its
profitability and very survival is directly related to the frequency and severity of storms, floods and hailstorms
and to bushfires during periods of extended drought. The company has adopted a proactive approach to
environmental responsibility both for itself and its supply chain. IAG is publicly committed to the reporting and
reduction of its carbon footprint and has resolved to become carbon neutral by 2012. As a result of this stance
it was awarded Ethical Investor Magazine's 2006 Sustainable Company of the Year and was nominated as a
Global 100 Sustainable Company at the World Economic Forum.

Insurance is also regarded as the ultimate community product where the pool of funds collected from many
policy holders financially support the relatively small number of claimants who are unlucky enough to suffer
the effects of crime, accident or weather related events. The issue of trust between the insurance company
and the community in which it operates is crucial to the success of this community commitment. At a corporate
level it makes good business sense to fund high profile programs that ‘reduce risk in the community’.

IAG’s Group Procurement department embraced the challenge in 2003 by developing a series of measures on
sustainability in their Supplier Performance Report ‘balanced scorecard’. This program was extended over the
next few years to include numerous programs that would allow the procurement staff to feel that they were
acting as good corporate citizens within the community.

21/1/1991: 7-8cm

IAG hail research $138 million

28/10/1995 14/4/1999: 9cm

$1,700 million

18/3/1990: 8cm
$243 million 3/10/1986: 4-5cm

$104 million

Climate change - modelled
storm over Sydney Basin:

max hail size 15cm.
'Area of 15cm intensity

Figures 1 & 2: Extreme weather events are forecast to become more severe and to move further south in Australia

APPROACH

IAG has always taken the view that good environmental and socially responsible practices must have a
positive return on investment to be truly effective. Without a well constructed business case any environmental
initiative is likely to be short lived or unpopular with management and staff. In addition, many programs fail on
the basis that they are too broad or too remote to be meaningful to the staff and impossible to audit or
validate. The programs carried out by IAG’s Group Procurement tend to be localized, the charities selected
are small and the scope of direct audits are limited to the first and immediate link in the supply chain. Finally
IAG’s balanced scorecard metrics for Corporate Responsibility are simple to measure, limited in number and
easy to complete on an ongoing basis.

THE SUPPLIER PERFORMANCE REPORT

The cornerstone of the relationship between IAG and its suppliers is the Supplier Performance Report. This
balanced scorecard approach measures six key attributes of performance.
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Figure 3: The supplier relationship model.
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These attributes are common to every supplier managed by Group Procurement, although the elements that
make up the attributes vary from supplier to supplier. Tools were introduced to ensure key performance
indicators were in place, the supplier was aware of the customer’'s expectations and regular improvement
initiatives were encouraged throughout the contract. ‘Sustainability’ was a key attribute since the report was
created in 2003, but the definition was broadened in 2006 to include attributes of “Corporate Responsibility
including OH&S, equal opportunities and good corporate citizenship within the community in which it operates.
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Figure 4 & 5: Excerpts from the Supplier Performance Report. Please see Appendix 1 for full version.

The Supplier Performance reporting tool has key performance data on over 60 strategic suppliers. IAG uses
the data to hold an annual Supplier of the Year Award event where the suppliers are recognised and rewarded
for their valuable contribution to the success of IAG’s business and corporate responsibility goals. Awards are
presented to the winners of each attribute and then an overall Supplier of the Year is announced. The winners
of the Corporate Responsibility Award included Blue Star (2005), Corporate Express (2006) and Optus (2007).

Figure 6: IAG Corporate Responsibility Supplier of the Year award.  Figure 7: IAG Group Procurement raises $17,000 for “Assistance Dogs”

IAG ANNUAL SUSTAINABILITY REPORT

IAG produces an annual sustainability report each year together with the traditional financially based Annual
Report as part of its triple bottom line reporting commitment. Group Procurement is responsible for tracking
and reporting six supply chain metrics including electricity consumption, office paper, printed paper, tool of
trade fuel, air travel and the proportion of recycled paper usage. These metrics are converted to CO,
emissions and the results audited by external accountants. Procurement actively pursues measures to reduce
consumption where it has an influence. For example by promoting video conferencing and other measures air
travel kilometers reduced by over 35% in 2007/08. Overall office paper consumption reduced by 9% by
introducing multi-function device printers that default to duplex and 2 up printing while use of 100% recycled
paper increased by 15%. Energy efficiencies were made by consolidating the number of machines and
installing them in well ventilated areas.
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CORPORATE RESPONSIBILITY

IAG requests in its Supplier Performance Report that its strategic suppliers act as good corporate citizens
within the community in which they operate. To set an example, IAG’s Group Procurement holds an annual
trivia night to raise funds for small locally based charities. The selected charities included Barnardos (2005)
where IAG built a Pergola for underprivileged children, The Rainbow Foundation of the Southern Highlands
(2006) for specially adapted wheelchairs, Assistance Dogs Australia (2007) where the funds contributed to the
training of a new puppy and StreetWorks (2008) to assist with the mentoring of young “at risk” people.

Due to the leadership position of IAG in the field of sustainability, the Group Procurement team was keen to
influence organisations outside of its direct responsibility. As one of its sustainability reporting measures is the
proportion of 100% recycled office paper used, the team was keen to drive up the quality and reduce the cost
of Australian manufactured recycled paper. A recycled paper forum was hosted by IAG and sponsored by
CIPSA in Sydney March 2008 in which industry leaders presented in a trade show format elements of the
manufacturing and closed loop paper recovery process. Procurement managers from different Australian
corporations were encouraged to express an interest in the objectives of the project.

IAG worked closely with the NSW Department of Environment & Climate Change (DEC) on this project. IAG is
only the third company to enter into a Compact with DEC. As a result of this partnership, the team has access
to additional resources and expertise. Examples of joint projects include a trial program to reuse and recycle
goods collected through the claims process and the development of a “risk radar” product which aims to
improve the environmental impact of one of IAG key supplier groups the Smash Repairers.

Further examples of IAG’s approach to corporate responsibility in the supply chain include the sourcing and
procurement of Australia’s largest corporate fleet of Prius hybrid vehicles. In September 2007 IAG held a
Supplier Trade Show where 35 major suppliers showcased how they contribute to IAG’s sustainability goals to
over 2000 IAG staff. Finally, based on IAG’s experience with social responsibility and environmental issues
several IAG category managers have been invited to present at industry forums including the Fuji Xerox
Sustainability forum, BTTB’s travel panel discussion on sustainability and the National Sustainable
Procurement Conference in Brisbane.

Figure 8: IAG sponsored recycled paper forum Figure 8: IAG’s “Risk Radar” product originally developed for the smash repair industry

CONCLUSION

IAG carries significant responsibility for the social and environmental impact of the decisions it takes in the
supply chain. The leadership and example of the procurement team can act as a model for its immediate
strategic suppliers and those organisations further down the chain. By introducing a formal Corporate
Responsibility attribute into the Supplier Performance Report this is now ingrained into the way suppliers do
business with IAG. The challenge now facing IAG is to push the boundaries of corporate responsibility in the
supply chain by researching best practice and pioneering their implementation. It can only do this by setting
the example and encouraging the suppliers to adopt the same model.
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