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Executive Summary

In this Anthropocene epoch, human activity has been the impetus for our global environmental
woes. Driven by our propensity for economic progress, environmental impacts have often taken
a backseat in key business decisions and public policy. Such a mentality has inevitably led to
excessive plundering of natural resources, pervasive irreversible pollution and rampant

generation of waste.

In recent years, environmental awareness has surged. Businesses have had to contend with
stricter regulatory requirements, greater climate risks across supply chains and an evolving
consumer landscape. The success of sustainability leaders like Natura and Nestlé has spurred
on others to jump on the bandwagon of sustainability, though many still struggle to understand

the value of it.

In Chapter 2, we highlight how sustainability can create value for the businesses by - (1)
establishing a competitive advantage, (2) increasing employee retention, (3) lowering operating

costs and (4) managing operational risks.

In Chapter 3, we argue that businesses still prioritise their short-term financial benefits over
long-term sustainability goals because they fail to recognise how sustainability can potentially
benefit their bottom line. We attribute this to 3 main issues and with each issue, we propose a

solution for businesses to overcome that problem.
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To realise these benefits, businesses need to set practical and meaningful targets to work
towards their sustainability goals. In Chapter 4, we propose a four-step “MACE” approach -
Materiality, Approach, Context-based and Evaluation. First, businesses must identify material
issues which affect their long-term performance. Second, corporate leaders should actively
approach stakeholders and engage them in the goal setting process to solicit their perspectives
and priorities. Third, businesses should set context-based goals, which considers environmental
limits and measures their progress towards sustainability. Last, businesses should implement
metrics with elements of environmental sustainability to comprehensively evaluate their

environmental sustainability effort. Therefore, businesses can create value from sustainability.

(300 Words)
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RECONCILING
SHORT-TERM GAINS & LONG-TERM SUSTAINABILITY GOALS

FINANCIAL
DECISION-MAKING

Undervalue sustainability due to
inadequacies of financial
decision-making.

ENVIRONMENTAL RISKS

Poor understanding of
environmental risks across their
value chains.

LONG-TERM BUSINESS
STRATEGY

Lack of integration of
sustainability into core business
strategy in a way that creates
value.

SUSTAINABILITY APPROACH:
LONG-TERM BENEFITS

& B B &

COMPETITIVE ADVANTAGE

Product differentiation through
green branding or unique
business models.

OPERATING COSTS

Opportunities for value creation
by lowering operating costs.

EMPLOYEE RETENTION

Increased talent pool retention
rates.

RISK MANAGEMENT
Minimise potential risks across
value chain due to climate

change.
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>>»>»>» SOLUTIONS

INTERNAL MECHANISMS

Implement internal changes to
reflect the value of sustainability-
related investments.

METRICS

Systemic approach to evaluate
potential risks across value chain
and discover opportunities to
mitigate them.

CORPORATE CULTURE

Building a strong culture towards
sustainability by engaging key
stakeholders.

GOAL SETTING:

THE "M.A.C.E."" APPROACH

o

Ve

MATERIALITY

Identify and prioritise material
issues that align with business
core strategy.

‘ APPROACH

Engage stakeholders to translate
vision into practical, achievable
goals.

CONTEXT-BASED

Identify end goals and set
meaningful targets which are
context-based.

EVALUATION

Use metrics to comprehensively
monitor and report sustainability
efforts.
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1. Introduction to Sustainability

1.1 Definition of Sustainability

In business terms, sustainability is a “business approach to creating long-term value by taking
into consideration how a given organization operates in the ecological, social and economic

environment” (Haanaes, 2016).

1.2 A New Era

With growing climate awareness (Fig 1), businesses need to adapt to stricter environmental

regulations (Fig 2) and an evolving consumer landscape.’

Fig 1: Photo illustrating the YouthStrike4Climate student march on April 12, 2019, which took place

across 130 countries. (Irfan, 2019)

' A 2015 Nielsen report on new product innovation showed that consumers want more new products that are
“affordable, healthy, convenient, and environmentally friendly” (Nielsen, 2015).
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I Countries with national environmental framework laws

Fig 2: Map illustrating the increase in countries that implement national environmental framework laws

from 1992 to 2017 (United Nations Environment Programme, 2019, p. 4).2

2 As of 2017, 176 countries worldwide have environmental framework laws that are being implemented by hundreds
of agencies and ministries. Legal instruments in 187 countries require environmental assessments for projects that
impact the environment and at least fifty percent of countries adopted legislation guaranteeing access to information
in general or environmental information in particular. (United Nations Environment Programme, 2019, p. 2)
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Furthermore, climate risks emerge across businesses’ supply chains, causing volatility and

disruptions.®

Drought-risk I:I Increase in hurricanle/ Heat stress | 4 M- High
areas by 20602 cyclone severity by 2050

3,8,9

"Heal stress measured in wet-bulb t
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ste analysis

Fig 3: Map illustrating the physical climate risks in the next 3 decades modelled by McKinsey (Woetzel et
al., 2020).

Sustainability has now become an imperative for businesses, with most implementing some
sustainability governance.* This strengthens their climate resilience and enhances their

long-term performance.

3 According to McKinsey’s Climate Risk and Response Report 2020, in the absence of climate mitigation measures,
there will be significant environmental shifts that impact global supply chains in the next three decades. They include
reduced agricultural yields, increased risks of asset disruption and significant biome shifts.

4 70% of McKinsey survey respondents say their companies have some form of sustainability governance in place
(Bove et al., 2017).
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2. Long-Term Benefits of Sustainable Approach

2.1 Establishing Competitive Advantage

“A competitive advantage is said to be sustainable if it cannot be copied or eroded by actions
of rivals, and is not made redundant by environment developments” (Wit & Meyer, 2001,

p. 201).

BIODIVERSITY

Our products are formulated with fair trade biodiversity ingredients from the Amazon, - such as Castanha, Agal, Ucuuba and Pataua -, gathered by local
Amazonian communities. We work with them to develop sustainable practices that collaborate to keep the forest standing.

dr @ v 0 [ G

Amazon forest Natural origin Vegan Responsible Eco-logical Cruelty Free
ingredients formulas Sourcing packaging

Fig 4: Infographic explaining Natura’s Ekos line (Natura, n.d.).

Businesses can differentiate themselves from competitors by marketing themselves as
sustainability leaders. With the rise of eco-consumerism, consumers prefer to buy products that
align with their values.® Natura’s iconic Ekos (Fig 4) is a vegan product range, which contains
95% natural origin ingredients and uses 100% recyclable packaging (Natura, n.d.). Its unique
branding and product innovation target a niche market of eco-conscious consumers. With a
strong competitive advantage over its competitors, Natura has now established itself as the

world’s fourth largest cosmetics company.

5 Nearly two-thirds of consumers across six international markets believe they “have a responsibility to purchase
products that are good for the environment and society” — 82% in emerging markets and 42% in developed markets
(Whelan & Fink, 2016).
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Beyond just marketing, businesses may be able to develop a competitive advantage through a
unique business model, while achieving sustainability targets. Through an open innovation
model, Natura outcompetes rivals in product innovation by crowdsourcing new ideas (Fig 5),

emerging as a global leader in innovation.

WELL BEING AND
SCIENCE OF
RELATIONS

Social research applied to
areas of positive psychology;
well being bioclogy;
neuroscience, traditional
medicine and additional
therapies.

Consumer’s understanding
focused on his interaction
with the brand, scientific proof
of well being promotion,
sense measurement and new
sensorial identity creation.

SUSTAINABILITY

Development and application
of ingredients, chains and
technologies of social
biodiversity. New models of
production and cultivation,
conservation, among other
initiatives in the field of
bioagricutture, industrial
ecology, ecodesign and
ingredients developed from
biotechnology; besides
application of environmental
indicators.

NINA —The Amazon
Innovation Center (Nicleo
de Inovacao Natura
Amazénica) articulates
research networks integrated
by institutions of science and
technology from the Amazon
region.

OPEN AND
COLLABORATIVE
INNOVATION

Science and intelligence of
networks, new ways of
network connection
promotion for evolution of
innovation ecosystem, new
models of partnerships,
methodologies of
collaboration and co-creation.

Innovation management,
including new process and
portfolio methodologies.
Capture of new opportunities
and concepts from trends,
signs and emergent themes of
the society and of the
consumer.

COSMETIC
INNOVATION

Development of new
formulations fr

8
considering sensorial,
al and functional
(safety and
nerating

perception of
experience and s

Fig 5: “Natura Campus” is a platform that fosters collaboration among universities, firms and

entrepreneurs to innovate across four main innovation themes (Natura Campus, n.d.).
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2.2 Lower Operating Costs

Opportunities for value creation® vary greatly among industries (Fig 6) and can be achieved by

lowering operating costs.

Perceptions vary by industry on the top value-creation opportunities from sustainability over
the next five years.

% of respondents who expect modest to significant value, <70 @ 71-80 @ >80
top 3 by industry

Automotive Chemicals Consumer Electric Financial High Metals Qil and Retail
and packaged power and services tech and gas
assembly goods natural gas mining

Return on capital

Marketing sustainability-
related attributes of
products and/or services

Managing impact of
products/services across 64 68
the supply chain

Managing impact of
products/services through 62
end of their useful lives

Improving use of
resources in own 66
operations’
Engaging employees in
T R 62
sustainability activities

'For example, water, energy, or waste.

Fig 6: Chart showing the top value-creation opportunities from sustainability over the next five years
(Bové et al., 2017).

Regardless of industry, companies creating value through sustainability primarily consider
improving returns on capital though improved natural resource management (e.g. water

conservation) and supply chain reforms (e.g. sustainable sourcing).

¢ According to Business Dictionary (n.d.), value creation is the performance of actions that increase the worth of
goods, services or even a business.
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In 2009, Walmart decided to switch to a recyclable variety of cardboard, eliminating waste
transportation costs and generating revenue from cardboard sales. (Fig 7, 8 & 9). The company
also sells photo frames made from its polystyrene waste and recycles plastic scraps leftover
from producing Walmart-brand diapers into material used in building new Walmart stores

(Bhanoo, 2010).

How Walmart supports a circular economy

Support suppliers in Provide customers Expand recycling
production of products education and choice through support
designed for reuse, of products with for education and
recycling and cascading circular attributes improved infrastructure

Reuse/Repair

Support innovations Eliminate waste and Provide customers
that design out waste recover materials in with tools and
our own operations programs that will help

them to maximize the
value of their goods

Fig 7: Infographic explaining Walmart’s Sustainability Plan (Walmart, 2016).
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Walmart
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products/packaging food

A 4 h 4

A

Trade-in

4

o, e P
[ oind ‘Y
s Recycling C i
Rexi \2 : Donation  Animal Composting/
Refurbish : topeople feed anaerobic
Resal igesti
esale Closed loop : digestion
A 4
Last resort
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Fig 8: Infographic illustrating Walmart’'s Waste Management Plan (Walmart, 2016).

Food Recovery Hierarchy

— Most preferred
Source Reduction — Reduce the volume of surplus food
Feed Hungry People — Donate extra food to food banks, soup kitchens and shelters
Feed Animals — Divert food scraps to animal feed

— Convert waste oils and food scraps into fuels or energy
Composting — Create a nutrient-rich soil amendment

Disposal — Use landfill or incineration as last resort

L Least preferred

Fig 9: Infographic explaining Walmart’s Food Recovery Framework (Walmart, 2016).
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2.3 Increased Employee Retention

As a result of heightened environmental awareness, employees are more willing to work for
companies that are proactive with corporate environmental and social programs (Fig 10). By

offering sustainable practices, businesses can recruit and retain a greater talent pool.

% of individuals who agree

If the company | worked for had poor sustainability practices, | WOULD LEAVE E = Millennial Office

E THEM A BAD REVIEW TO WARN OTHERS (e.g., on Glassdoor) 1 ; Workers (25-38)
|

| would LOOK TO CHANGE JOBS if the company | worked for didn't implement Gen X Office

sustainable business practices Workers (38-54)

If | discovered the company | worked for was causing harm to its employees due
to its choice in the quality of its office supplies, | WOULD SPEAK OUT .

PUBLICLY AGAINST THEM

I would be LESS LIKELY TO TAKE A JOB AT A COMPANY if they didn't

implement sustainable business practices

If | discovered the company | worked for was causing harm to the environment
due to its choice in the guality of its office supplies, | WOULD PETITION FOR
LEGAL ACTION .
If | discovered the company | worked for was causing harm to the environment
due to its choice in the quality of its office supplies, | WOULD SPEAK OUT .
PUBLICLY AGAINST THEM

EDELMAN INTELLIGENCE / ® 2019 20
Q10: How much do you agree or disagree with the following statements? (top 2 box reported), C2: Thinking about the role brands/ companies have in making the world a better place and addressing societal issues, please

indicate how much you agree or disagree with the following statements. (top 2 box reported) // Base sizes: Millennial OW's (Global = 1895, Canada = 186, China = 241, France = 163, Germany = 169, India = 264, Haly = 156,

Mexico = 250, Spain = 179, UK = 142, US = 145), Gen X OWs (Global = 1856, Canada = 187, China = 174, France = 237, Germany = 203, India = 112, Italy = 239, Mexico = 139, Spain = 235, UK = 240, US = 190)

Fig 10: Bar chart illustrating HP Workforce Sustainability Survey 2019 results (HP, 2019, p. 20).

One study found that morale was 55% better in companies with strong sustainability programs,
compared to those with poor ones, and employee loyalty was 38% better (Whelan & Fink,
2016). Better morale and motivation often translate into reduced absenteeism and improved
productivity. As such, companies advocating sustainability can instil a greater sense of purpose’

in employees, leading to higher retention rates.

7 21st century employees are focusing more on mission, purpose, and work-life balance (Whelan & Fink, 2016).
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2.4 Better Risk Management

In an era of growing demand for sustainable products and services, good corporate governance
and social responsibility (Bonini & Goérner, 2011), limited resources and tighter regulatory
requirements contribute to unpredictable material risks which affects both a company’s
reputation and profits. Hence, the pursuit of sustainability helps companies to mitigate key risks

from operational disruptions, build capacity and develop adaptive strategies.®

8 An adaptive strategy emphasises continuous experimentation and real-time adjustment to manoeuvre unpredictable
environments, associated with climate change (Boston Consulting Group, n.d.).
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Ensuring a sustainable supply of cocoa

Training farmers in
sustainable farming methods

Fig 11: Infographic illustrating Nestlé Sustainable Cocoa Plan (Stones, 2015).

In particular, the agriculture industry struggles with lower crop yields due to volatile weather
conditions and increased spread of pests. In 2009, Nestlé, launched a plan to promote the use
of sustainable cocoa to mitigate potential supply constraints (Fig 11). This consists of the
production of 12 million stronger and more productive plants over the next ten years, training
local farmers to adopt a sustainable approach as well as purchasing beans from farms with

sustainable practices.
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3. Barriers to Environmental Sustainability & Solutions

Despite being more aware of sustainability benefits, businesses are pursuing insufficient
growth-related sustainability activities and little value creation has been achieved (Bove et al.,
2017). Many still struggle to understand the value of sustainability, leading to the apparent
conflict between their short-term financial needs and long-term sustainability goals. This chapter

examines the main barriers to sustainability and proposes solutions for businesses.
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3.1 Business Financial Decision-Making

[Barrier] Given the intangible benefits of sustainability e.g. reduced energy price volatility risks
and increased employee retention, current financial decision-making framework cannot quantify

their returns of investments (ROI) accurately in financial terms.

Return on Investment (ROI)

Return on Investment (ROI) measures the benefit an =
investor will receive in relation to their investment cost. ‘

Net Income HW ;b
ROI = lglg" .
Cost of Investment W iil 1T
y (U2

ol CFl

corporatefinanceinstitute.com

Fig 12: Diagram explaining ROl (Corporate Finance Institute, n.d.).

Furthermore, business investments are evaluated by their payback periods, measured in hurdle
rates.® Sustainability-related investments, such as new technologies to reduce water usage,
often require longer time to generate returns and hence have longer payback periods. The

implication is that such investments are valued to have lower ROI and are less prioritised.

% A hurdle rate is the minimum rate of return on a project or investment required by a manager or investor (Kenton,
2020).
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3.1.1 Internal Mechanisms

[Recommendation] Businesses can implement internal mechanisms to enhance business
decision-making processes for sustainability-related investments. For instance, UPS lowers the
hurdle rates for new fleet technologies that potentially reduces fuel usage (Perera et. al., 2013),
whereas Diversey bundles its greenhouse gas emission projects into an integrated portfolio (Fig
13). This lowers the risks by diversification, while presenting a reasonable ROI collectively. Such
aggregation hence allows for more diverse projects, including high risk R&D into new

technologies (Davies, 2011).

) 2. Define the ?bjectWEE

» 3. Identify Biggest Opportunities
] T | I

Hegion 1 Region 2 Hegion 3 | Kegion 4 Ragion 5

—) e M\\\ 4. Evaluate & Prioritize Projects /'
|

5. Implement Portfolio Management & Controls

Manage Performance Mana Capture and
i gement

objectives of the measurement & il S reinvestiment of

porifolio as a iransparency accountability savings into new

whole projects

Fig 13: Flow chart explaining Diversey’s portfolio development process (Davies, 2011).

b

1. Set the Overall Strategy
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3.2 Environmental Risks

[Barrier] According to Blanco & King (2017), only 28% of companies surveyed currently
acknowledge the financial risk of climate change in their annual reports. Of those companies,
very few quantify the potential impact of climate change in financial terms. This implies that most
businesses lack a thorough understanding of environmental risks across their corporate value
chain, and the potential financial costs that may be incurred.'® Therefore, businesses often
overlook potential opportunities to mitigate these risks through sustainability-related

investments.

Companies describing, quantifying or modeling climate risk in financial reports N100 G250

2% 2% 2% 3%

Acknowledge financial risk of climate
change but do not describe the
potential impacts

Provide a narrative description of Quantify potential risks in financial Model potential impacts using
potential impacts terms scenario analysis

Fig 14: Bar chart showing percentage of companies describing, quantifying or modelling climate

risk in financial reports (Blanco & King, 2017, p. 32).

'° For instance, flooding in 2011 in Thailand, harmed 160 companies in the textile industry and halted nearly a quarter
of the country’s garment production, increasing global prices by 28% (Whelan & Fink, 2016).
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[Recommendation] Metrics can be established to help businesses comprehensively

understand the potential environmental risks across its value chain, especially with climate

change. Thereby, businesses can develop sustainable strategies to mitigate risks, while

strengthening climate resilience.

E P&L STEP

WHAT WE LEARNT

PLANNING

DATA AND CALCULATIONS

DECIDE WHAT TO MEASURE

Identify parts of the business to be included in
the scope of the E PAL

MAP THE SUPPLY CHAIN

Outline the production processes for each
product within scope, from production of
raw materials through to the final assembly
of products.

Identify suppliers and provide initial data
about their business and activities carried
out for the brand.

IDENTIFY PRIORITY DATA

Identify the data requirements for the E PAL
and select the best approach to gather this
data throughout the supply chain. Evaluate
environmental impacts of processes and
materials to determine where to focus
primary and secondary data collection

COLLECT PRIMARY DATA

To manage such an ambitious scope, we
focused on the largest brands to cover as
many business units as possible early on
to help identify the key projects to focus on.

Begin with the biggest parts of your company,
keep in mind you can use learnings from

the first iteration to more readily assess

the other parts.

Mapping our supply chain and processes
helped us further our understanding of risks
and dependencies. The risk of reliance on a few
suppliers can be increased in environmentally
stressed areas.

This step helped us to have a more global and
holistic view of our supply chain and manage
associated risks.

We discovered which processes generated the
greatest impacts and where to focus our dats
collection and incarporate the best scientific
data we could find. In some cases, we chartered
our own studies and LCA analysis to confirm
that the actions we were taking would yield
positive results

Find out where your biggest impacts are and
focus your data collection there first.

As a change management tool, the E PAL
provided a common language to view

Collect and non
data from suppliers and each brand. Support
suppliers in collecting the right information.
validate collected data and extrapolate it within
groups of similar suppliers.

e and way to explain the role of each
actor in a complex supply chain. It introduced

a new way of thinking for our supply chain
managers and our suppliers themselves.

Use primary data collection as an opportunity to
educate and roise awareness about sustainability
and the role everyone in your supply chain plays

E P&L STEP

WHAT WE LEARNT

DATA AND CALCULATIONS

i

7

COLLECT SECONDARY DATA

Complete gaps in the data using best
available techniques

DETERMINE VALUATION

Determine the changes in the environment and
the resulting costs of these impacts on peaple.

CALCULATE AND ANALYSE YOUR RESULTS

Value the impacts on people and present
results of the E PAL.

Through understanding our business processes
from Step 2, we discovered which processes
have already been studied deeply. and which
need further exploration. Many impacts require
callaboration across industries: we worked with
an extensive set of NGO, trade groups and other
companies to find answers.

Work with a broad set of stakeholders to discover
what knowledge is available and identify who you
can collaborate with to find more answers

Context is critical to understand impacts. The
impacts of consuming a litre of water depend
on water scarcity. infrastructure, level of health
care and degree of ecosystem degradation

it is only through valuing our impacts can we
compare them across indicators, geographies,
and business units.

Valuation allows us to have tangible
conversations abaut these impacts with al
functions in our business. and helps us further
integrate sustainability within the decision
making process.

Valuing your footprint maikes your decision
making more robust and moves the discussion
from sustainability deeper into your business.

The most valuable insights come from the
results analysis tself. This is where you can see
which materials or locations have the greatest
impact, which processes are more efficient. and
which actions are yielding positive results

Presenting the results and developing octions
is the more valuable part of the E P&L. Here you
can compare euros spent on your projects in
financials terms on a project versus how much £
PAL benefit it provides. This redefines materiality
and transforms sustainability reporting into
sustainable business decisions and actions.

Fig 15: Infographic explaining 7-step methodology for Kering’s EP&L (Kering, 2019).

Kering S.A., home to luxury brands Gucci and Balenciaga, developed an Environmental Profit &

Loss (EP&L) account to measure and quantify the environmental impact of its activities (Fig 15).

This account quantifies the monetary value of environmental impacts across its supply chain,

including carbon emissions and water consumption. This information collected guides the

company on ways to improve its processes and enhance its sustainability strategy (Kering,

2019).
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3.3 Long-Term Business Strategy

[Barrier] Even as businesses are more engaged in sustainability, few integrate sustainability
into long-term business strategy, with merely 36% of companies having a strategic approach to
sustainability with a defined set of initiatives (Bonini & Gorner, 2011). Most businesses still
adopt a fragmented approach towards sustainability, narrowly focusing on green branding to

maintain their corporate reputation.'

" According to Bové et al., (2017), nearly six in ten respondents say that their organizations are more engaged with
sustainability than they were two years ago.
2 According to Bové et al., (2017), corporate reputation is the second most cited reason why companies address

sustainability.
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% of respondents! Sustainability leaders, n = 293
B All other respondents, n = 2,663

Barriers that prevent companies from capturing potential

value from sustainability initiatives

Lack of incentives tied to

PR | 21 Sustainability isn’t integrated into existing 11
performance on sustainability I -G performance management system 20
initiatives
Pressure of short-term earnings x y .

: - 32 Business units are not engaged with 7
performance is at odds with 1 . : A - ]
longer-terrn nature of sustainebiity . implementing sustainability initiatives Hl ©
Lack of, or use of wrong, key 13 Company leadership sets sustainability 2
performance indicators (KPIs) I s as too low a priority [ BT

Insufficient resources for 15 Company lacks the right capabilities 4
sustainability initiatives | and/or skills Hl 6

Sustainability department is

Too few people are accountable 11 disconnected from the rest of the A
for sustainability I 05 organization, or is too low to ;i
be influential

Current organizational structure 9
doesn’t support accountability for We are capturing all the value we can
sustainability activities _— 2 oo

30

Insufficient data or information to 13
implement initiatives . 21

Fig 16: Bar chart showing the barriers that prevent companies from capturing value from sustainability

initiatives (Bonini & Gérner, 2011).

A key reason is a weak corporate sustainability culture. Bonini & Gorner (2011) explains how
employees are poorly motivated due to a “lack of incentives tied to performance on
sustainability initiatives” (Fig 16). Furthermore, Bové et al., (2017) illustrates how employees are
poorly engaged, with a poor understanding of their organisation’s sustainability initiatives.
Consequently, sustainability remains a fringe activity and businesses fail to recognise how

sustainability creates value for the organisation.

'3 According to Bové et al., (2017), one quarter of respondents say that they don’t know how much, if anything, their
organizations spend on sustainability-related initiatives—and a similarly small share say sustainability’s financial
benefits are clearly understood across their organizations.



Valuing Sustainability To Create Value | 24

3.3.1 Corporate Culture

[Recommendation] As such, engagement of key stakeholders in the business is needed to
create strong corporate culture and to generate an organisation-wide effort towards

sustainability.

The Sustainable in a Generation Plan has three interconnected strategic Pillars that we believe
are essential for sustainable growth:

Thriving viourishing

veoyle wellbeing

Our goal is to reduce our Our goal is to meaningfully Our goal is to advance science,
environmental impacts in improve the working lives of 1 innovation and marketing in ways
line with what science says is million people in our value chain that help billions of people and their
necessary to keep the planet to enable them to thrive by pets lead healthier, happier lives—
healthy—focusing on climate increasing incomes, respecting focusing on food safety & security;
action, water stewardship human rights and unlocking product & ingredient renovation; and
and land use. opportunities for women. responsible marketing & labeling.

Fig 17: Infographic showing the three interconnected strategic pillars of Mars’ Sustainable in a Generation
Plan (Mars, 2018).

To achieve its targets in the “Sustainable in a Generation” Programme (Fig 8), Mars Inc.
focussed on building a culture of sustainability performance. Mars spent a year and a half to
secure buy-in from its employees and worked closely with each business unit to develop a
mutually agreeable strategy to achieve the targets (Mars, 2018). This consultation process
helped increase employee awareness on the implication of climate change on the business and

heighten employee motivation towards sustainability initiatives.
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4. Goal Setting

To help businesses achieve sustainability, this essay proposes a four-step “MACE” approach to

help them set practical and meaningful targets.

MACE APPROACH

<]
l':::'\ C: :: !!!Ill 4
MATERIALITY APPROACH CONTEXT-BASED EVALUATION
Identify and prioritize Approach and engage Identify end-goal and set Use metrics to monitor
material issues stakeholders context-based goals and report progress

Fig 18: Infographic explaining the four-step “MACE approach”.

4.1 Materiality

Businesses must first identify issues material™ to them i.e. those with potential to influence
long-term performance of businesses. This allows them to set strategic goals which align to the
core business strategy and create value, while making a long-lasting societal impact.
Businesses can reference existing material, such as Global Reporting Initiative (GRI) Material
Topics List," or conduct materiality assessments to identify sector-specific material issues (Fig

19 & 20).

™ Materiality refers to topics that reflect the organisation’s significant economic, environmental and social impacts or
substantively influence the assessments and decisions of stakeholders (Global Reporting Initiative, 2015).

'® GRI Material Topics List, published in 2013, identifies sector-specific material topics across 52 industries (Global
Reporting Initiative, 2013).



IDENTIFICATION

We identified 28
industry-specific topics
for prioritization, based
onindustry research, a

benchmarking analysis of
competitors and peers, and
stakeholder input.

Fig 19: Infographic explaining PepsiCo’s three-step process for its Material Topics Assessment (PepsiCo,

FOUNDATIONALTOPICS
we must get right to operate
as a responsible business

Food Quality & Safety

Marketing & Labeling

Operational Waste

Ethics & Corporate
Governance

PRIORITIZATION

We prioritized the 28 industry-
specific topics based on
feedback from key internal and
external stakeholders through
interviews, surveys and review of
source materials. We interviewed
knowledgeable internal and
external stakeholders to gather
diverse insights into topics
where PepsiCo has significant
impact and topics that influence
stakeholders’ view of PepsiCo.

2015, p. 35).

MAJORTOPICS

we need to manage to
operate efficiently within
the global food system
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VALIDATION

After analyzing stakeholder
input, we narrowed the list of
28 industry-specific topics for
prioritization to 17 topics specific
to our business, We validated
the results in a workshop with
members of our Sustainability,
Communications and Public
Policy and Government Affairs
leadership teams. We then shared
results for validation by members
of the PepsiCo Executive
Committee (PEC) before
disseminating them more broadly,
both internally and externally.

PRIORITY TOPICS

which are the highest impact toward
building a stronger, more sustainable
global food system

Improved Product Choices

Agriculture  Packaging  Water
Human Rights
Public Policy Financial
Engagement Performance

M Next Generation M Positive

Agriculture

Fig 20: Infographic explaining the 17 material topics PepsiCo identified through its Material Topics

M Circular Future
Water Impact

M Improved Choices

for Packaging Across Our Portfolio

Climate
Change Mitigation

M People
& Prosperity

M Company
& Governance

Assessment (PepsiCo, 2015, p. 35).
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Businesses can also use Life Cycle Analysis (LCA) to understand the total environmental
impact of their products (Fig 21), thereby designing new products with improved environmental
profiles. With it, Procter & Gamble found that U.S. households spent 3% of annual electricity
budgets on heating water to wash clothes. This inspired them to launch new cold-water

detergents that require 50% less energy than conventional detergents. (Whelan & Fink, 2016).

Life Cycle Assessment Framewaork

Goal Definition
and
chpe

Product ife Cycle W Material f';; ento‘vAnal e
Use ¥ ssessment Sl Processing {ECI} Y }lnterpretation
b 28

dA!.

=
Impact
Assessment

Part
Manufacturing

(a) (b)

Fig 21: Infographic explaining (a) cradle-to-grave LCA and (b) LCA Framework according to ISO
standards (Annick & Vasilis, 2012).

Assembly
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4.2 Approach Stakeholders

To shape their goals strategically, corporate leaders may solicit opinions from stakeholders
including but not limited to shareholders, suppliers, consumers and business partners.
Engagement with stakeholders manifests a company’s thoughtfulness in its business approach
and may enable them to set more achievable targets through collective wisdom. In particular,
employees should be engaged in the goal-setting process, allowing them to have a stake in

sustainability initiatives.
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Climate l'iS ks Risks were identified in the following themes, and the cutcomes are discussed in the
o following sections. Potential financial impacts have not been modelled, however indicative
and Qppur‘tun|t|gs financial impacts were determined using our Enterprise Risk Management framework.

Climate change risk themes

9,1
PHYSICAL MARKET TECHMOLOGICAL REPUTATION POLICY

CLIMATE ISSUE POTENTIAL RISK MITIGATION AND OPPORTUNITIES
Consumer and community expectation is Woolworthe Group will continue to actively engage
that the Woolworths Group, being an iconic with our stakeholders and improve our disclosure
brand and ASX10 company, will lead in on climate-related risk management. We will work
mitigating and adapting to climate change. to ensure that our existing and future commitment
As more extreme weather events occur in for climate action is effectively communicated.

relation to climate change, if Woolworths
Group fails to act and communicate climate
action, there is a rick in being perceived to
be laggards and ‘climate change culprits’,
resulting in brand/reputation damage.

Fig 22: Infographic explaining Woolworths’ Enterprise Risk Management Framework which includes

actively engaging key stakeholders (Woolworths, 2019).

Woolworths conducts internal training sessions on their corporate sustainability strategy for
employees and rewards them based on contributions to the company’s sustainability efforts.
Such practices empower employees to raise suggestions and incentivise them to contribute to

environmental sustainability goals (O’Neill & McElroy, 2017).
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4.3 Context-Based

An emerging trend in sustainability management is context-based sustainability (CBS). CBS
reports the sustainability performance of an organisation based on how ‘“its impacts on
resources compare to norms, standards and thresholds for what they would have to be in order
to be sustainable” (McElroy, 2013). CBS proposes that organisations should set context-based

goals, which takes into account social, economic and environmental limits.

Sclence-Based Context-Based Ethics-Based
Goals/Metrics Goals/Metrics Goals/Metrics

Climate-science-based
emissions goals or metrics that
do not take changes in
organizational size and/or the
number of global emitters over
time explicitly Into account |

Climate-science-based emissions goals or metrics that do
take changes in organizational size and/or the number of
global emitters over time explicitly into account

Falrtrade-based goals or metrics
that do not take supply chain
structures or dynamics explicitly
Into account

Fairtrade-based goals or metrics that do take supply chain
structures or dynamics explicitly Into account by, say,
focusing on more direct Interventions with Tier n suppliers

Figure 2 — Examples of Science-, Ethics- and
Context-Based Metrics

Fig 23: Table explaining examples of context-based goals and how they differ from science-based and
ethics-based goals (McElroy, 2015).
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Best practices today “identifies the end-goal® for the system challenge” (O’Neill & McElroy,
2017). Recognising the plastic waste catastrophe globally, where only 14 percent of plastic is
recycled, PepsiCo sets an ultimate aim of “building a world where plastics need never become
waste”. Hence, PepsiCo strives for all packaging to be recyclable, compostable or
biodegradable and targets a 35 percent reduction of virgin plastic content across all beverage

brands by 2025 (PepsiCo, 2018).

PEPSICO’S SUSTAINABLE PLASTICS VISION

TO BUILD A
WORLD WHERE
PLASTICS NEED
NEVER BECOME
WASTE

REDUCE

MINIMIZE THE AMOUNT
OF PLASTICS WE USE

RECYCLE

SUPPORT A
CIRCULAR ECONOMY

FOR PLASTIC
We aim to design all of

our packaging with the
most efficient use of
materials possible.

By using more recycled plastic,
striving for all our plastic packaging to
be recyclable, compostable and
biodegradable and boosting recycling
education and infrastructure, we can
prevent plastic ending up as waste.

REINVENT

IMPROVE OUR PLASTIC
PACKAGING

Finding alternatives to single-use
plastic, expanding Beyond the Bottle
and developing packaging that is
biodegradable.

Fig 24: Diagram illustrating PepsiCo’s Sustainable Plastic Vision (PepsiCo, n.d.).

6 O’'Neill & McElroy (2017) explains that “end-goal” refers to what is needed to achieve sustainability on that social,
economic or environmental issue.
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4.4 Evaluation of Progress

Companies can monitor the progress of their efforts on environmental sustainability through the
use of rigorous and comprehensive metrics. Many existing models utilise the concept of Triple

Bottom Line (TBL),"” an accounting framework comprising social, environmental and financial

aspects.

Social Economic Aspects
- business ethics

- fair trade

- worker’s benefits

People

Profit

SOCIETY
-Standard of living

ECONOMICS
-Growth

-Education -Profit
-Jobs -Cost saving
-Equal opportunity -R&D

ENVIRONMENT

-Natural resource use
-Pollution prevention
-Bio-diversity

Environmental Economic
- energy efficiency

- renewable fuels

- subsidies, incentives

- green technology

Social Environmental:
- Conservation policies
- Environmental justice
- Global stewardship

Planet

Fig 25: Venn diagram explaining the Triple Bottom Line Accounting Framework - the 3Ps. (Avramenko,
2018)

" The triple bottom line (TBL) is a framework or theory that recommends that companies commit to focus on social
and environmental concerns just as they do on profits. The TBL posits that instead of one bottom line, there should
be three: profit, people, and the planet. A TBL seeks to gauge a corporation's level of commitment to corporate social
responsibility and its impact on the environment over time. (Investopedia, n.d.)
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4.4.1 MultiCapital Scorecard (MCS)'®

Sample MultiCapital Scorecard

® Human @ Internal financial K] ) o
Social & relationship @ External financial n © = é B é
Constructed & Non-financial = e & = L 29 g @
@ Natural 7~ 2 Bx BEI Z8 E=
g = - < a [ "5 = ==
RE | B | WP | 2P | 8§  gg | TuAN
g o g =9 ] @ E BOTTOM
BOTTOMLINE AREAS OF IMPACT a B 2 =8 28 63 <8 LINE
@ Living wage 1 1 1 3 2 33%
SOCIAL @ Workplace safety -1 5 -5 15 20 -33% -25%
@ Innovative capacity -1 2 -2 6 8 -33%
@ Equity 2 5 10 15 5 67%
ECONOMIC © Borrowings 2 1 2 3 1 67% 62%
e o Competitive practices 1 1 1 3 2 33%
@ Water supplies 3 3 9 9 0 100%
ENVIRON- @ Solid wastes 1 2 2 6 4 33% 53%
MENTAL
@ The climate system 1 5 5 15 10 33%
OVERALL PERFORMANCE 23 75 52 3%
NOTE AREAS OF IMPACT SHOWN ARE PURELY ILLUSTRATIVE AND ARE ALWAYS ORGANIZATION-SPECIFIC.
{ N OF “NATURAL,” THEY USUALLY INCLUDE INTELLECTUAL CAPITAL.
SOURCE THOMAS & MCELROY LLC HBR.ORG

Fig 26: Sample MultiCapital Scorecard (Thomas & McElroy, 2017).

'8 Designed by Martin Thomas and Mark Elroy, MCS is the world’s first and only context-based integrated reporting
system that makes it possible to assess performance across all aspects of the Triple Bottom Line.
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MCS is a context-based methodology that utilises integrated reporting on the triple bottom lines
using a consistent set of criteria throughout. Key features of the MCS include prioritisation and
progression scoring. Organisations can attach different weights to different aspects, based on
how important they are (Fig 26, Column B). In areas where sustainability targets have not been
met, MCS shows the progression towards being sustainable rather than in absolute terms (Fig
26, Column A)." This method of monitoring environmental sustainability efforts have been
proven successful in 3 pilot projects - New Chapter Inc., Agri-Mark Inc. and Ben & Jerry’s

(Thomas & McElroy, 2017).

'® Based on the hypothetical example (Fig 25), the only aspects that the organisation performed sustainably is water
supplies, where it achieved a maximum score of 100%. All other aspects are unsustainable, with the scores in
Column A indicating their progression towards (positive number) or away from (negative number) achieving
sustainability.
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4.4.2 Global Reporting Initiative (GRI)

GRI is an international independent organisation that has pioneered the corporate sustainability
reporting process since 1997. GRI has helped increase global corporate transparency through

its sustainability reporting standards and multi-stakeholder network.

Using the GRI Standards for sustainability reporting

Starting point

Foundation

GRI

101

|

Choose an option for
reporting in accordance
with the Standards

Section 3, GRI 101

—

Apply the Reporting
Principles throughout the
reporting process

Section 1, GRI 101

Report contextual
information about your
organization and its reporting
practices, using GRI 102

Report the management
approach for every
material topic identified,
using GRI 103

General Management
Disclosures Approach

GRI

102

GRI

103

Comply with all reporting
requirements for a selected

Comply with all reporting
requirements in GRI 103,

Identify your material topics
Section 2, GRI 101

Report on each material
topic identified, using the
corresponding topic-specific
Standard

r
I

Environmental

Economic

For each topic Standard: comply with all reporting
requirements in the ‘Management approach disclosures’

Core | wevees > number of disclosures, for each material topic section, and all reporting requirements for at feast
as per Table 1 in GRI 101 one topic-specific disclosure
Py (1 sam gl Comply with all reporting Comply with all reporting For each topic Standard: comply with all reporting
Comprehensive > PequitAReNtS e ditements i GRIT03, e qiramentsiin the MAnaementapproach dislostres:

for each material topic

section, and all reporting requirements for all
topic-specific disclosures

Sustainability report

Fig 27: Flowchart explaining GRI Standards for sustainability reporting (Taneva & Bergkamp, 2018).



MNumber and title of disclosure

Reporting requirements

+ The disclosure itself has the
required information to report

* Some disclosures have additional
requirements on how to compile
this information

Reporting recommendations

Actions that are encouraged, but not
required

Guidance

Typically includes background
information, explanations and examples

303-3 '< b Total volume of water recycled and rewsed as o percentage of the total water withdrawal

RO T T S E 24 Whan eampiling thi infarmatson specifiad

.................. Guidanca
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----------------- Disclosure 303-3

Water recycled and reused

Reportng requirements

The repoerting orgnization shall report the following infformation:

a. Total volurme of yaler recycled and reised by the organieation.

as specified in Disclosurs 303-1

€. Standards, meihodologies, and assumgptions used

in Diselommira 100-3, tha Faporting organiation skhall
nelide grey waier, Le sllecied Fainwaier and wosiewnior genorsiod by househald procesyes

such as washing dishes, laundry, and Bathing

.................. Haporting recommendations

15 Whon cormpiling the information specified in Disclosurn 303-3, the roporting onganization should
151 it i wiber oF low metors do mol et and estimation by moadding & moguned;

157 calovilsto tho voluma of rocydodirmsed varter basod on the voheme of wtor domasd satisfiod

by rocyclndiromesd water, rather han by urthar withdrmwsl

Fig 28: Infographic explaining an example of GRI guidelines, Disclosure 303-3 of Environmental
Standards (Taneva & Bergkamp, 2018).

The GRI standards include 3 universal standards which are applicable to all organisations,

namely reporting principles, general disclosures and management approach. It also comprises

33 topic-specific standards categorised into economic, environmental and social aspects, which

organisations can report depending on their specific “material issues”.

Combination of Metrics

While the GRI analysis is more comprehensive in coverage of material issues, MCS’ unique

progression scoring is absent in GRI. Ultimately, the use of a combination of metrics more

accurately assesses the effectiveness of environmental sustainability efforts.
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5. Conclusion

“When you are finished changing, you are finished,” declared Benjamin Franklin.

In this era of environmental consciousness, businesses have to recognise that environmental
sustainability not only makes business and economic sense, but is vital to the sustenance of the

company.

They must understand the interdependent relationship between business and environment, and
thus adapt to the changing business landscape, by considering environmental risks and
reviewing existing business models. To move towards sustainability, they should be transparent

in information disclosure and realistic in goal setting, engaging key stakeholders in the process.

In essence, sustainability has to be valued by the business, for sustainability to create value for

the business.

(1973 Words)
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