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Environment

Society




Why?



Average for top 50 publicly traded consumer-packaged-goods (CPG) companies

Half of the enterprise value for ... Which is vulnerable to
top CPG companies depends on being chipped away
expected growth ...

’ Carbon emissions
‘— Air pollution

» — Child-labor
violations

™ — Deforestation
“W— Water shortages

® — Worker health
and safety issues

Present value Present value
of current from expected
cash flows' growth

McKinsey&Company | Source: Bloomberg; Capital IQ; McKinsey analysis
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'Consumer packaged goods.

‘Gigatons of CO» equivalent.
‘Based on estimated 5.3% annual growth of global CPG market from 2013 to 2025 ($7.5 trillion in 2013).

‘Based on 41-72% reduction in GHG emissions by 2050 required to maintain warming at below 2°C
(2.1% annual reduction). Estimated consumer goods—-related GHG emissions, from sourcing raw
materials through disposal, were ~33 GT COoe in 2015.

McKinsey&Company | Source: Intergovernmental Panel on Climate Change; McKinsey analysis



Most of the environmental impact associated with the consumer
sector is embedded in supply chains.

>90% of natural capital impact (eg, affecting air, soil, land) of consumer sector is in
supply chains

M Supply-chain impact M Direct impact

. Focusing on
Breakdown of impact by source, % supply-chain vs
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>80% of greenhouse-gas (GHG) emissions in most consumer-goods categories are
in supply chains'’

¥ Scope 1: direct emissions M Scope 2: emissions from purchased power

B Scope 3: embedded emissions

Focusing on

Breakdown of impact by scope, % Scope 3 vs
Scope 1 and 2
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Only 25% of companies engage their suppliers
to address Scope 3 emissions



- 2. Ethical
Operate within

3. Responsible
the law Operate with g 'ﬁ
( | _ | 4. Sustainable
h integrity Operate
Do “what is |
required” SRR o

Do “what is right” natural and social

Do “more good” thresholds
and "less bad”

Do “what lasts”

° o Responsible




1. Mapping for risks and opportunities — metrics
2. Building relationships and trust — culture/community

3. Connecting to some larger global goals - Inspiration

How is your relationship with your other half?



Identifying Shared Value

Inside-Out Influence on Society

* Relationships with universities

Ethical research practices
(e.g. animal testing, GMOs)
Product safety

Financial reporting practices

Governanc

e practices

Transparency
Use of lobbying

\_

Support
Activities

)

Firm Infrastructlire
{e.g. Financidg, Planning, Inveskor Relations)

» Employee education and job

training

» Safe working conditions

» Diversity and discrimination

» Health care and other benefits
» Compensation policies

» Layoff policies

Human Resnurce Mahagement
{e.g. Recruitinf, Training, Compdnsation System]
'l 1

Procurement practices

(e.g. bribery, child labar,
conflict diamonds, pricing to
farmers)

Use of particular inputs
(e.g. animal fur)

Conservation of raw materials
Recycling
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: Procurement

What

L [e-g- Components, Machinery, Advertising, Services)

Inbound | Operations | Outbound | Marketing After-Sales
Logistics Logistics & Sales Service
[e.g. Incoming
St:r‘j;in;lata iegérﬁiif::tl}'. (e.g Order | (e Sales Force, | (eg. Installation.

.| ot Processing. Promotion, Customer
Collection, FITE I, Warehousing, | Advertising. Support,
Service, Branch Report Propesal Complaint
Customer Operations) Preparation] Writing, Web Resolution,
|~ Access) site) Repair)
I "f Primary Adgivities \M\

¥

Transportation impacts
(e.g. emissions, congestion,
logging roads)

* Emissions and waste

« Biodiversity and ecological
impacts

+ Energy and water use

* Worker safety and labor
relations

« Hazardous materials

buyers are
willing to
pay

* Disposal of obsolete products

* Handling of consumables
(e.g. motor oil, printing ink

* Customer privacy

» Packaging use and
disposal
(e.g. McDonald's clamshell)

* Transportation impacts

* Marketing and advertising (e.g. truthful
advertising, advertising to children)

* Pricing practices (e.g. price
discrimination among customers,
anticompetitive pricing practices, pricing
policy to the poor)

» Consumer information

» Every activity in the value chain touches on communities in the locations where a

company operates. These impacts can be positive or negative.




Competitiveness and the Business Environment

Factor

(Input)
Conditions

e Access to high quality
business inputs
— Natural endowments
— Human resources
— Capital availability
— Physical infrastructure
— Administrative infrastructure

(e.g. registration, permitting)

— Information infrastructure
(e.q., transparency)

— Scientific and technological
infrastructure

if—

Context for
Firm

Strategy
and Rivalry

e Local rules and incentives that

encourage investment and
productivity
— e.g. salaries, incentives for

property protection

e Vigorous local competition

— Openness to foreign and local
competition
¥

Related and /
Supporting

Industries

e Availability of suppliers and
supporting industries

capital investments, intellectual _,

Demand

Conditions

7

Sophistication of local

customers and needs
— Strict quality, safety, and
environmental standards



Categorizing Corporate Social Issues

Generic

Social Issues

Value Chain Social
Impacts

Social Dimensions
of Competitive

» Social issues that
are not
significantly
impacted by the
company’s
operations, nor
materially influence
its long term
competitiveness

+ Social issues that are

significantly
impacted by the
company’s activities
in the ordinary course
of business

Context

« Social issues in the
company'’s external
environment that
affect the
underlying drivers
of competitiveness
in those places
where the company
operates

\ 4

+ Which issues fall into each category will differ by business unit, company,
iIndustry, cluster, and location




Creating a Corporate Social Agenda

Social Dimensions

Generic Value Chain Social o
Social Impacts Impacts R e
Context
+ Good citizenship » Mitigate harm from « Strategic philanthropy
value chain activities that improves salient
areas of competitive
context

* Transform value chain
activities to benefit
society while
reinforcing strategy

\ 4

« The impact of CSR is greatest when responsive CSR, value chain social
Impacts, and investments in competitive context are integrated

Responsive CSR Strategic CSR




Funnel Metaphor
Supply & Demand

Declining
resources and ecosystem
services (filtering water/climate

regulation)
)/
\

4 J .
iﬂ @3“ Increasing
) demand for resources and
ecosystem services (land &

water used by organizations)




The Natural Step TNS

"
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SYSTEM CONDITIONS FOR SUSTAINABILITY

In a sustainable society, nature is not subject to
systematically increasing...

& ...concentrations of substances
extracted from the Earth’s crust,
ﬁg‘ ...concentrations of substances

& J produced by society,
@ ...degradation by physical means,

and, in that society...

...people are not subject to conditions
that systematically undermine their

capacity to meet their needs.

)




How many pounds of material does it take to make
one laptop computer?

40,000 pounds or 20 tons
- Paul Hawken



1a) Does your organization rely on processes that use trace metals and minerals (e.g.
mercury in electronics, cadmium in batteries or paint-dyes, etc)? What ultimately
happens to these metals and minerals?

1b) Does your organization rely on fossil fuel-based energy for operations (e.g. coal-
fired electricity, gas-fired electricity, gas for heating, etc.)?

1c) Does your organization rely on fossil fuel-based transportation to move people
and things (e.g. vehicle fleets, flights for visitors, commuting of employees,
collection of garbage, transport of products and supplies,

etc.)?

1d) Does your organization have any practices or programs in place internally that
reduce energy use and/or flows of trace metals or minerals?

1e) Does your organization offer any products or services that reduce energy use
and/or flows of trace metals or minerals for others?



2a) Does your organization use or produce synthetic substances that contain
persistent compounds (e.g. PVC in piping, volatile organic compounds in cleaners,
paints and adhesives, CFCs in refrigerants, brominated fire retardants in electronics
and furniture, etc.)?

2hb) Does your organization rely on production processes that use synthetic
substances that contain persistent compounds (e.g. dioxins or furans in the pulp
and paper process)?

2¢) Does your organization have any practices or programs in place internally that
reduce flows of persistent compounds?

2d) Does your organization offer any products or services that reduce flows of
persistent compounds for others?



3a) Does your organization use or produce food and fibre from unsustainably
harvested renewable resources (e.g. lumber from non-certified forests, food
from farming practices that result in loss of biodiversity and topsoil)?

3b) Does your organization rely on processes that require continuous direct
encroachment into natural areas (e.g. urban design practices that result in
urban sprawl)?

3c) Does your organization rely on processes that introduce foreign and invasive
species into an ecosystem?

3d) Does your organization rely on processes that modify ecosystems in such a
way as to reduce their biodiversity and productivity? (e.g. clearing land for
monocultures)



4a) Does your organization rely on inputs that come from regions or companies where
authorities create obstacles for people to meet their needs? Does your organization
have any practices itself that do so?

4b) Does your organization rely on processes that create economic conditions that
hinder people from meeting their needs?

4c) Does your organization rely on processes that contribute to unsafe and unhealthy
work environments and/or that contribute to unsafe and unhealthy living
environments for people in local communities?

4d) Does your organization have any programs in place internally that reduce or
eliminate barriers to people meeting their needs?

4e) Does your organization offer any products or services that reduce or eliminate
barriers to people meeting their needs?






Sustainability integrated into goals for
companies/value-chains/regions/cities

®OO®

A. Sustainability principles as boundary conditions

Backcasting

Core Values

D. Prioritize from C
- Flexible platform?

- Enough ROI?
B. List /Aktionsprogram C.
. —~ List possible solutions
current \ 3

situation



