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Vision

Our sourcing team plays an essential role in our
everyday operational model and contributes to the
further development of our strategic business model.

In doing so, the sourcing team must work to enable
the activation of the full potential of the value creation
network to develop and sell the most profitable and
sustainable textile solutions on the market.

Adding to this, the sourcing team must also ensure that
we and our partners live up to the highest social- and
environmental standards and comply with international
legislation.

We want to go beyond conventional transactional
relationships. Instead, we want to build long-term
partnerships beneficial to all participants in our supply
chain.

Mission

It is our mission to develop, improve, and maintain
the producer portfolio and related services while
making sure that we always comply with market
demands. Demands ranging from legislative, ethical
and environmental to technological.

Positioning

We must act professionally and proactively throughout
the whole value creation network to continuously
develop our sourcing platform.



Producer Qualification Process

When determining whether a new producer fits into our
portfolio, we conduct 3 phases of producer qualification:

Phase 1

Country Risk Assessment

We conduct a risk assessment on the country level. In addition
to the risk assessment, we also look into the following areas
to determine the resilience, opportunities and ability to visit of
the country:

» How safe is it to visit the country (if it is too unsafe to visit the
country we cannot proceed. It is a must that we can visit a
potential producer)?

» What kind of raw material can be sourced locally?

» How is the general impression of the textile industry?

» How is the environmental situation in the country?

If we identify issues which are considered of high risk, we will
not proceed any further with the qualification.

Producer Risk Assessment

We use the findings from the Country Risk Assessment as a
basis for further discussion and investigation with the producer
should a first visit take place. In addition, we require a
presentation including a “roadmap” of the producer for initial
screening before the first visit.

The presentation and “roadmap” introduce the producer’s
setup, development plans, and informs about subcontractors.
Based on this information, we will draft a preliminary Producer
Risk Assessment. The assessment includes an evaluation of

whether the producer lives up to our demands and standards.
We will also identify potential risks and opportunities.

If the producer passes the risk assessment, we will make a
first visit (see phase 2 below). After this visit, we will amend
and finalize the Producer Risk Assessment (see appendix for
more details).

Phase 2

This phase includes a first visit to the producer’s production
sites. The visit is conducted by our Sourcing Team. During this
visit, the team will investigate and evaluate the producer
based on the preliminary risk assessment.

Should the risk assessment turn out favorable, we will proceed
with a next visit. The 2nd visit is conducted by both our
Sourcing- and Quality Assurance teams. Here, the objective is
to ensure that the products manufactured are compliant with
our level of quality.

Should the producer’s level of quality comply, we will involve
other teams such as Management, Sales, Logistics, and IT. The
involvement can be virtually or with physical presence.

This due diligence process takes approximately 2 years for a
new producer to be accepted as part of our supply chain.

Phase 3

In this phase, we ensure that we have been through the
following steps. If any steps have been missed, these will be
taken:

» Visit to the production sites and sometimes subcontractor
production sites

» Audits by Beirholm/Créadre and/or an independent, external
company

» Producer must make a visit to Beirholm/Créadore in
Kolding, Denmark

» Mapping of the company with full information about the
set up

» Several trial orders to secure and set the standard

» Management meetings

» System set up

» Signing of our Code of Conduct

» Signing of our Supplier Agreement

» Risk assessment of the producer which is shared with
the producer

» Grievance and remediation policies

» Sustainability mapping — what is possible now?
What should be made in the future?

» Setting up competence groups

Introducing a new supplier demands a large amount of
resources and rigorous work. But it is necessary. As a result,
we can transparently show off our producers and our supply
chain. Producers which we intend to partner with for the
long-term.

Appendix to Producer Qualification

When looking at a factory our focus is:

» Country

» Ownership

» Production infrastructure including buildings and machines as
well as employees

» Social compliance

» Environmental responsibility and opportunities

» The degree of vertical integration (high degree is important
to ensure the necessary quality-, environmental-,
and social standards)

Minimum requirements to qualify:

» QOeko-Tex® 100 and the potential to obtain more and stricter
certification

» Compliance with Beirholm/Créadore Code of Conduct

» BSCl compliance or SA8000

» A strong focus on social responsibility including working
conditions along with compliance for local minimum and
living wage

» A strong focus on environmental responsibility when required
data to be provided

» Grievance and Remediation policy is in place and actively
promoted

To assist in the social- and environmental development of a
producer — and our partnership - Beirholm/Créadore connects
with external consultants and other companies to help bear
the costs of the certification process.

We believe in setting a good example to show that we are
partners and that we work together. It is a joint journey
based on our partnership strategy and philosophy. It re-
quires great investments, efforts, and commitment from
both parties involved.



Producer Cooperation

& Termination

To keep track of the current and potential performance of
producers, Beirholm/Créadore relies on our segmentation
model. The model includes 4 distinct segments and is updat-
ed once a year.

Innovative

An innovative producer is considered as optimal in our supply
chain. To be segmented as such, the producer must be vertical-
ly integrated. It must operate on a high level of textile infra-

structure e.g., new machines, good buildings, latest technol-
ogy, and have skilled workforce.

In addition, the producer must have a strong and contin-
uous focus on sustainabhility — environmental- and social
responsibility - in all parts of the production — from raw material
to finished product.

Finally, the producer displays an understanding of the
market challenges and demands from Beirholm/Créadore’s
customers and their customers. The producer also displays
willingness and ability to adjust its setup accordingly. It
has a strong R&D capability and understands the reasons
and need for continuous reengineering to improve the
products, performance, production setup, environmental
impact as well as finding new and better solutions which
can replace existing ones.

Integrated

An integrated producer is very typical for our supply chain.
This segment includes producers who operate on a full or
partly vertically integrated setup. They know and can control/
audit their subcontractors. The production setup is consid-
ered good with fairly new to new machines, buildings and tech-
nology. The workforce is considered skilled.

The producer has a focus on sustainability and a willingness
to invest in means to improve over time. The producer is com-

pliant with sacial- and environmental areas of responsibility.

Finally, the producer is capable of innovation through their
R&D setup. However, we expect Beirholm/Créadore to be the
initiator of new innovations for our industry.

Match

A producer is considered a match if the product range, lead
time and/or the setup matches Beirholm/Créadore’s market
demands.

The producer’s setup is fairly-to-very good. It has focus on
sustainability and is compliant with social- and environmental
areas of responsibility. Furthermore, the producer is to sign our
Code of Conduct and comply with our minimum requirements.

The producer is not used for R&D projects. We solely rely on the
producer’s existing product range and qualities.

X-Ray
An X-Ray producer is either on its way in or out of our supply
chain portfolio.

This segment is short-lived. Beirholm/Créadore will act by ei-
ther proceeding or cancelling a relationship with a producer
within this segment. An X-Ray producer will have to comply
with the same minimum requirements as our other produc-
ers, but it may take more time before we are able to move the
producer into another segment. On the other hand, a produc-
er’s inability to keep up with market- and sustainability de-
mands can lead to a phasing out of the relationship.

General assessment areas for all 4 segments:

» Common goal

» Cooperation form

» Sacial- and environmental- responsibility and compliance
including an active grievance and remediation policy

» Systems and structure

» Resources

» Competences

Producer Segmentation Model

IMPORTANCE FOR
BEIRHOLM/CREADORE

INTEGRATED

Goal

Cooperation

Social- and environmental responsibility incl.
Grievance and Remediation policy

Systems and structure

INNOVATIVE

Goal

Cooperation

Social- and environmental responsibility incl.
Grievance and Remediation policy

Systems and structure

Resources Resources
Competences Competences
PRODUCER SEGMENTATION MODEL
MATCH X-RAY
Goal Goal

Cooperation

Sacial- and environmental responsibility incl.
Grievance and Remediation policy

Systems and structure

Resources

Competences

Producer Termination

We rarely terminate the cooperation with a producer
because we invest a great amount of resources in building
a mutually beneficial relationship. However, it happens on
occasion. Below, we describe the process for termination
of cooperation.

Identification Criteria

To decide whether to terminate a relationship, the procurement
function will have identified and experienced several breaches of
our agreement over a certain time period. Breaches to our agree-
ment could be:

» Missing compliance (e.g., in relation to sustainability, people
etc.)

» Quality issues

» Lacking capabilities or lacking the build-up of necessary
capabilities

» Lacking competitiveness and/or willingness to understand
our business model

Cooperation

Sacial- and environmental responsibility incl.
Grievance and Remediation policy

Systems and structure

Resources

Competences

RESOURCES

Termination Process

Once the decision has been made, we will initiate the coop-
eration termination process. To us, it is important to terminate
the relationship in a proper way. This means that we seek to
ensure:

» No harm to any workers
» Payment for all products including clearance of stock

We will clearly communicate the reason for the termination
and the process in order for the producer to ensure that
everything is completed correctly. The termination process
can take from just a few days up until a year. This depends
on the specific cooperation that is terminated.



Risk Management

Grievance and Remediation
process

Beirholm/Créadore understands and acknowledges the
responsibility for our supply chain. This includes areas which
are not controlled by us but still play a vital part to our busi-
ness. Hence, our social- and environmental responsibility goes
beyond our company borders.

Grievance and remediation process

If we receive information about a grievance which has not been
handled properly we will immediately take up the matter with
the management of the factory as well as the HR function.

At Beirholm, the person(s) responsible for ensuring that an is-
sue gets solved/handled is/are the key account of the producer
or the Head of Strategic Sourcing.

The time frame from receiving information about an issue
till it has been addressed and possibly solved is maximum 3
days (unless the case demands further investigation). The dia-
logue will be initiated immediately with the relevant persons to
secure high priority of the case.

Beirholm/Créadore will make sure that the case is investigated
properly. If we find that the case has not been handled correctly,
we will step in and ensure that the person with the grievance
receives appropriate compensation. This is of utmost impor-
tance to us. The grievance mechanism only functions if cases
are taken seriously and treated in a way that respects the
persan involved.

The follow-up on the case will either be conducted by Beirholm/
Créadore or a third-party who can speak the relevant language
to ensure appropriate handling of the case.

The grievance and remediation process should enable use with-
out fear of retaliation (e.g., being fired). In our Code of Conduct,
we ask our producers to stress: “that the rightful use of these
policies, rights, grievance, and remediation mechanisms will not
lead to any retaliation (e.g., being fired).

Living Wage

Beirholm/Créadore supports the process towards living wages
for all employees employed at our production partners. To
identify gaps between minimum- and living wage, we ask

the producers to state the %-share of employees receiving
compensation below the living wage. Upon identifying employ-
ees receiving compensation below living wage, we initiate a
dialogue with our producers to initiate change. This is a joint
effort between Beirholm/Créadore and our production partner.
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Preferred raw materials

We wish to go the extra mile by continuously increasing our
share of preferred raw materials.

Preferred raw materials are characterised as being relatively
better from an environmental, social and/or climate perspective,
than their conventional or virgin counterparts. Our preferred raw
materials are currently defined as Better Cotton, Organic Cotton,
Fairtrade cotton, Tencel, and Recycled Polyester.

Increasing our share of preferred raw materials is important to
us from a sustainability perspective but also a risk management
perspective. In the future, our business must be flexible in

its choice of raw materials to be able to navigate the scarce
resources dilemma and the need for more recycled materials.

Our goals are as follows:
» Reach a share of 50% or more by 2026
» Reach a share of 70% or more by 2027

The progress on these goals can be found in our latest CSR
Report.

Producer Risk Assessment
Process

The Strategic Sourcing team will update the Producer Risk As-
sessment for each producer in our portfolio every 12 months.
In that way, we ensure that findings are continuously prior-
itized, handled and/or mitigated.

The Producer Risk Assessment will be based on the audits
and dialogues conducted by:

» BSCland/or SA8000

» Our own audits made by a third-party auditor

» Our own visits to the production sites

» Talks with stakeholders external to the factory

The Producer Risk Assessment will be shared with the producer.
An action plan will be developed based on the findings of the
assessment. We have integrated

this continuous improvement process into our Sourcing
Process for producer visits. In that way, we make sure to look
into social- and environmental areas and — if possible — have
talks with workers to reinforce the importance of continous
improvement.
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The most severe risks and due
diligence processes

Based on our deep experience and insights into the textile sup-
ply chain, we know that the Key Risk Issues in high risk coun-
tries from where we source are:

1.  Freedom of association and right to collective bargaining
Discrimination, general harassment, sexual harassmet
and gender-based harassment

3. Health and safety at the workplace

4. Wages and benefits including living wage

5.  Working hours

6. Child labour

7. Forced labour

8. Corruption

9. Chemicals including waste water

10. Environmental protection and use of resources

11. Greenhouse gas emissions

To keep up to date on the most severe risks in the textile
supply chain, we conduct audits and engage with local
NGO's. This approach enables us to remain focused on
creating positive impact related to the most severe risks.

The most severe risks in our own supply chain are:
1. Health and safety
2. Qvertime work and compensation

To improve and/or mitigate these risks, we provide training
given by local experts. We also grant direct access to our
company through our hot line system as well as through
our corporation with local NGO's such as the WE Program.

Product Risk Assessment
(From a procurement
perspective)

Beirholm works with a limited number of producers - fully
in line with our partnership philosophy. This means that we
are not always able to source the same product from more
producers.

This poses a potential risk related to the following factors:
» Availahility in the market

» Price/competitiveness

» Production

» Investments

» Innovation

» Political instability

» Local hazards

Despite these factors, we believe that the benefits of our part-
nership philosophy outweigh the potential risks.

The obvious way to manage these risks is to pursue a dual-
sourcing and substitution strategy. To some extent, we
pursue this strategy as well. However, we are also pursuing
a more innovative, unconventional approach to managing the
risks. For instance, we are looking into joint setups with
our partner producers. The idea is to develop a setup outside
of the current country of production. The advantage is, that we
will be able to transfer and leverage the know-how (related to
our technical textiles) while cancelling out the country-
specific and producer-specific risks related to initiating new
partnerships.

Technical Textiles (e.g.
BeirTex®) — substitution is not
possible

The producers of technical textiles are obliged to secure that
spinning, weaving and processing facilities related to the
manufacturing of BeirTex® are identified outside the country of
production. The producers must secure strategic alliances with
subcontractors and producers.

Dual Sourcing

Beirholm is pursuing dual-sourcing on some products to
maintain and secure the supply to the customers.

We work with three structures:

1. One producer manufactures 100% of the volume but a
list of approved producers is available

2. One main producer manufactures up to 80% of the total
volume

3. Two producers share the total volume 50/50

Substitution of articles

We consider the following options for substitution:

» 100% substitution where product and quality can be replaced
by identical product/quality with no influence on the product
performance by the customer

» 70-90% substitution where the product/quality fulfils all
essential quality parameters but deviates on secondary
parameters. The customer must approve/be informed
about the changes before they can be made

» Less than 70% substitution (functional substitution) where
the substituted product/quality replaces the performance
of the product. Here it is often another product/quality
and the customer has to approve the change as price, quality
and other parameters have been changed

Business Model Risk
Assessment (From a
procurement perspective)

To ensure a high level of compliance and effect progress
swiftly and deeply, Beirholm/Créadore works with only a
few, carefully selected production partners. The majority

13

of which are vertically integrated (partly and fully) from
the spinning processes to the final product:

» Warkers’ rights

» Living wage

» Environmental impact of production

» Raw material availability and sustainability

» In troduction of more clean energy sources for production

» Due Diligence process including grievance and remediation
mechanism (see above)

Pricing discussions and negotiations are conducted with

a focus on data. Focusing on facts rather than traditional
procurement pressuring tactics is an active choice to avoid
putting our production partners under unnecessary and
unfair pressure, which could eventually lead to adverse
effects on e.g., safety, workers’ rights etc. The main areas
that we jointly study when negotiating prices are:

» Raw material price development
» Exchange rate development

» Production cost development
- Wage development
- Energy price development
- Chemical price development
- Etc.

Lead times are defined and maintained in our ERP system. They
are visible to the entire organization. The system supports
a healthy dialogue within our organization as well as with
customers and production partners. In addition, it helps us
avoid pressuring our partners unnecessarily or unfairly, which
could’ve led to anincrease in warking hours and overtime work.

Product development discussions focus mainly on:

» Increasing textile longevity

» Innovating new technologies to reduce processing costs in
the production and use phase of the textiles

» Investments in production setup in terms of efficiency,
new technologies, automation, safety etc.

One of the main tasks of our auditing partners is to assess
our partnership approach, systems, and ways of acting in
terms of its positive and potentially negative consequences.
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