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Introduction To Sustainability

Although many different terms are used, such as Corporate Social Responsibility, Responsible
Entrepreneurship, and Corporate Citizenship, CSR or corporate sustainability essentially refers to
the balanced integration of social and environmental considerations in business strategy and
operations. It is about maintaining economic success and achieving commercial advantage by
building reputation and gaining the trust of people that work with or live around the company. In
other words, it means satisfying customers’ demands, whilst also managing the expectations of
other people, such as employees, suppliers and the surrounding community.

Sustainability On The Rise

According to the Conference Board of Canada, sustainability is the business issue of the 215
Century. Leading corporations, not only in Canada, but also around the world, are embracing this
concept and its link to economic success and competitive advantage:
¥ According to a 2005 KPMG survey, 68% of Fortune 250 companies now publicly report
on their social and environmental initiatives as well as their financial performance
¥  According to McKinsey and Company, more than 90% of chief executives are doing
more now than they did five years ago to incorporate environmental, social, and

governance issues into their companies’ strategies and operations (McKinsey and Co.

2007)
¥ According to PricewaterhouseCoopers' 6th annual Global CEO Survey (2003):
079% of CEOs agreed that sustainability is vital to the profitability of any company, an
increase from 69% the year before
o 71% of CEOs said they would sacrifice short-term profitability in exchange for long-
term shareholder value when implementing a sustainability program

Sustainability: A Smart Business Decision
Sustainability can bring direct benefits to a business and secure its long-term competitiveness.

Increasingly, customers want a reliable supplier with a good reputation for quality products and
services. Suppliers want to sell to a customer that will return for repeat purchases and will make
payments in a timely manner. The company’s community wants to be confident that the business
operates in a socially and environmentally responsible way. And lastly, the company’s employees
want to work for a company of which they are proud, and that they know values their
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contribution. To remain competitive, companies need to be able to adapt to these new demands
from the market and the society in which they operate.

Initially viewed as a series of costs, the business case for sustainability is becoming increasingly
apparent. By embracing the long-term strategic and competitive advantages of sustainability,
businesses of all sizes find that they can have a significant impact, and at the same time meet -
and exceed - their business objectives.
¥ An l1l-year study of corporations by Harvard university, which emphasized stakeholder
management, found socially responsible and sustainable corporations had sales growth 4
times and employment growth 8 times that of “shareholder first” companies (KPMG, The
Business Case for Sustainability 2001)
¥ Over a 5-year period Dow Jones Groups Sustainability Index (DJGSI) performed an
average of 36.1% better than did the traditional Dow Jones Group Index (World
Economic Forum, 2005)
¥ A new report by investment bank Goldman Sachs found that companies that are
considered leaders in environmental, social and governance (ESG) policies are also
leading the pack in stock performance - by an average of 25% (Goldman Sachs, 2007)
¥ Innovest Strategic Value Advisors conducted a study in March 2008 and found that their
Global 100 (which represents 100 leaders from the MSCI World Index that demonstrate
exceptional capacity to address their sector-specific environmental, social and
governance risks and opportunities) outperformed the MSCI World Index by 7.2%
(annualized). It also outperformed the Dow Jones Industrial Average by 7.5% and the
Dow Jones Global Titans by 8.8%. (Corporate Knights Vol. 72, p. 9).
¥ An A.T. Kearny analysis revealed that during the current economic slowdown, companies
that show a “true” commitment to sustainability appear to outperform their industry peers
in the financial markets. In 16 of 18 industries examined, companies recognized as
sustainability-focused outperformed their industry peers over both a three- and six-month
period, and were well protected from value erosion. Stock prices of 99 companies
identified as sustainable outperformed industry averages by 15% for the six months from
May to November 2008. (Sustainability companies are defined by inclusion in either the
Dow Jones Sustainability Index or the Goldman Sachs SUSTAIN focus list.) This
performance differential translates to an average $650 million in market capitalization per
company. (2009 AT Kearney Inc. “Green” Winners)

The Business Case Specifics

According to the World Business Council on Sustainable Development, business can benefit from
pursuing sustainable development in two basic ways — by driving cost efficiencies and by
generating top-line growth:

Driving Down Costs

1) Cost Savings from Improved Operational Performance and Efficiencies
Process optimization - reduced material inputs, energy efficiency, and waste
minimization
o Sustainability Performance Ratios - potential savings equivalent to 1 - 3% on
revenue from reduced utility, materials and waste costs (Willard)
¥ Improved product quality and reduced error rates
¥ Expedited permitting and improved relations with regulators:
o Companies that satisfy and exceed regulatory compliance can develop better
relations with regulatory agencies leading to less red tape and scrutiny
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2) Costs Avoided by Minimizing Business Risks and Improving Safety
¥ Corporate Responsibility (CR) provides a means by which companies can better
understand and manage risk
o Establishing a comprehensive CR policy and strategy can offset these risks,
spanning legal, financial, environmental and societal risks
¥ Avoids litigation, legal claims, and accident expenses

3) Cost Savings from Improved Recruitment and Retention of Talented Employees
¥ Reduced recruitment and training costs

o A survey conducted for the Conference Board of Canada (2000) found that
71% of employees want to work for companies that commit to social and
community concerns

0 70% of employed Canadians would consider changing jobs if their
employers did not operate in a socially responsible manner (Scotiabank
2007)

o 83% of employees in G7 countries say company’s positive CSR reputation
increases their loyalty (GlobeScan 2006)

¥ Better able to attract the best and the brightest, especially amongst graduates

o Students are signing the “Graduation Pledge of Environmental and Social
Responsibility” (graduationpledge.org)

o Study by The Aspen Institute entitled Where Will They Lead? (2007), found
that:
= MBA students are expressing more interest in finding work that offers

the potential of making a contribution to society (26% of respondents in
2007 say this is an important factor in their job selection compared with
15% in 2002)

o Stanford University study Corporate Social Responsibility Reputation Effects
on MBA Job Choice (2003) found that:
= MBA graduates would sacrifice an average of $13,700 in salary to work

for a socially responsible company

0 40% of MBA grads rated CSR as an “extremely” or “very” important
company reputation measure when job hunting (Hill & Knowlton Jan 2008)

o monster.com asked college students what they looked for in a prospective
employer: 92% of students and entry-level hires seek an environmentally
friendly company (MonsterTRAK.com survey, November 2007)

¥ Improved access to new, local pools of labor from education, training programs
and community involvement

¥ A survey by McKinsey, a global management consulting firm, shows high
performers generate up to 67% more in revenues than average performers

4) Cost Savings and Income Produced through Improved Employee Morale and
Productivity
¥ Higher long-term productivity levels from:
O More motivated, engaged and inspired workforce
O Better trained staff from the application of higher workplace and labor
standards
o 83% of employees in G7 countries say company’s positive CSR reputation
increases their motivation (GLOBEScan 2006)
o Sustainability Performance Ratio found:
= 2% increase in employee productivity from improved company-wide
teaming around common sustainability issues that transcend
departmental boundaries
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* 2% increase in employee productivity from improved work environment
(Willard)
Decreased employee turnover
Boosted employee satisfaction and performance leads to increased customer
satisfaction

Generating Growth

2

1) Increased Revenue Through Learning and Innovation

¥
¥

¥

¥

Identifies new markets and price premium opportunities
Globescan’s 2003 CSR Monitor found:
o 8 in 10 Canadians agree they would be willing to pay more for a product if
produced in a socially and environmentally responsible manner
New products through the application of new technologies and improved
understanding of consumer needs — e.g. Interface
Stakeholder engagement a catalysts for corporate innovation

2) Enhanced Recognition and Reputation
¥Sustainability (Corporate Responsibility) is an intangible asset that has the potential

to enhance corporate reputation and differentiate a brand

o Reputation, or brand equity, is founded on values such as trust, credibility,
reliability, quality and consistency

o Reputation for integrity and respect can build customer loyalty based on
distinct values differentiating the brand from the competition

o The 2002 CSR Monitor by Globescan found 89% of Canadians have more
respect for a company when the CEO speaks in favor of CSR

o A survey by Environics International found 60% of respondents identified
factors related to corporate responsibility, such as labor practices, business
ethics, and environmental responsibility as helping shape their view of
particular companies.

O More than two-thirds (68%) of Canadians take a company’s CSR performance
into consideration when they make everyday purchases (Scotiabank 2007)

3) Improved Customer Loyalty
¥

¥

¥

Aligning corporate values and activities with stakeholder expectations
Deeper understanding of customer expectations lead to more closely targeted
solutions, products, and services

Body Shop survey conducted in 2008 finds that in Canada 77% of consumers are

making more purchasing choices based on the corporate behaviour and ethics of

a company than they were five years ago and 40% of those polled say that they

make those decisions on a weekly basis. This, in spite of a tough economic

climate.

Globescan’s 2003 CSR Monitor survey results:

o Within a global context, Canada is the third most demanding market after
Australia and Great Britain for corporate values to extend beyond financial
gain and are the most likely to punish those companies they consider to be
socially irresponsible

o 83% of Canadian respondents believed that the role of large companies in
society should go beyond the traditional economic function

67% of Canadians say would switch to “green” companies (Environics, Feb

2007)

70 — 80% of consumers say they are switching to “green” companies; 20%

actually did in 2006 (Sustainable brand study by egg, March 2007)
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Consumerology Report, July 2008, by Bensimon Byrne, revealed:

o three quarters of Canadians say they consider the environmental
impact when they make a purchase decision — only 20% of
Canadians say they rarely or never do

0 40% of Canadians are very likely to make purchasing decisions to
aid the environment even if it costs more

In Canada, 34% of respondent agree to the statement “I would be more likely to

purchase products or services from a company with a good reputation for

environmental responsibility”; 42% in US. (Tandberg, Global retail consumers
segmented by willingness to pay for products with environmental and social

benefits, 2007).

Cone Communications’ 2007 Cause Evolution Survey found:

o  79% of Americans take corporate citizenship into account when deciding
whether to buy a particular company’s product

o 91% of U.S. consumers who learn about a firm’s negative corporate
citizenship practices would consider switching to another company, 85%
would pass the information to family and friends, 83% would refuse to invest
in that company, 80% would refuse to work at that company and 76% would
boycott that company’s products

Cone Communications’ 2009 Consumer Environmental Survey found:

o Despite the dire state of the economy, 34% of American consumers indicate
they are more likely to buy environmentally responsible products today, and
another 44% indicate their environmental shopping habits have not changed
as a result of the economy. Fewer than one-in-10 (8%) say they are /less
likely to buy.

0 35% of Americans have higher expectations for companies to make and sell
environmentally responsible products and services during the economic
downturn and 70% of Americans indicate that they are paying attention to
what companies are doing with regard to the environment today, even if they
cannot buy until the future.

Four out of five people say they are still buying green products and services

today — which sometimes cost more — even in the midst of a US recession.

Source: Reuters as cited in Eco-Bounty: from Eco-frugal to eco-metering, future

profits will be green. www.trendwatching.com

According to a Cone and AMP Insight Study in USA Today, the younger

generation consists of the most socially conscious consumers ":

0 69% of 13 — 25 year olds consider a company’s social and environmental
commitment when deciding where to shop

o 83% will trust a company more if it is socially and environmentally
responsible

4) Improved Access to Capital
¥mproved reputation with investors, bond agencies and banks
¥Enhanced credit worthiness, lower cost of capital due to greater investor

¥

confidence in company’s ability to manage change

Small but growing trend in the investment community to use environmental and

social performance factors to determine risks and liabilities, and evaluate a

company’s suitability for investment:

o According to the Social Investment Organization, $503 billion of Canadian
financial assets (20% of all assets under management in Canada) were

! Cone and AMP Insight Study, USA Today article, 10/24/06
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invested in SRI financial products as of June 2006, up from $65.5 billion in
June 2004 — an increase of almost tenfold in 2 years. (The Province,
06/02/2008)

According to Innovest Strategic Advisors, a company’s environmental and
social performance is an increasingly potent proxy and leading indicator for
three drivers critical to future profitability potential: corporate agility or
adaptability; durability of a firm’s competitive advantage; and the quality of
its strategic management.

A 2003 Environics poll conducted for Environment Canada found 9 out of 10
Canadian shareholders wanted fund managers to take environmental and
social performance into account when valuing companies

A report released in April 2005 by the Social Investment Organization (SIO)
estimates that socially responsible investment in Canada has grown to $65.5
billion, a 27% increase in the last two years

5) Improved Supply Chain Management
¥mproved ability to attract and build effective and efficient supply chain
relationships. A firm is vulnerable to the weakest link in its supply chain
¥Like-minded companies can form profitable long-term business relationships by
improving standards, and thereby reducing risks

6) Enhanced ability to strategically plan for the longer term
¥ Better anticipate and understand trends in society to proactively plan for the
longer term

O

New regulations, heightened societal expectations and improved scientific
knowledge

¥ First mover advantage by anticipating the impacts of social pressures
¥ Enhanced ability to meet changing, broadening stakeholder expectations
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