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Foreword

What gets measured gets done

We are proud to have had the opportunity to design and support implementation of
sustainable management for a number of companies in different industry field. We are even
prouder that three of those companies have been recognised as global sustainability
leaders — so-called Super-Sector Leaders - their respective business sectors by the DJSI: Lotte
Shopping (DJSI super-sector leader 2010-2015), Korea Telecom (DJI super-sector leaser 2011-
2013, 2015) and GS E &C (DJI super-sector leader 2012).

Starting a sustainability consulting business (as we did in 2005) with little to no previous
management consulting experience has a big — and obvious - disadvantage: the lack of
previous hands-on consulting experience. You don't really know how the business works,
what clients want, how to approach them, how to convince them, and how to deliver your
results. That can be learnt.

It also has a wonderful advantage: the lack of previous consulting experience.

Without previous management consulting experience, you don’'t have pre-defined and tried
solutions or approaches ready to copy-paste to your next project — you are forced to think
through everything. And ask more questions. Questions that one might not necessarily ask,
because there's already a “that’'s how this is done” in your mind. Which facilitates
development of new solutions. As outsiders, we were also offen struck by the lack and
limitations in the approach to structured analysis and solution development, both within
corporations and the consulting industry.

Our business started at a time where there was little to no corporate sustainability “know-
ledge” in Korea, which helped kick-start our business. We are grateful to our first clients who
gave us a chance to prove our worth despite the lack of a previous frack record. Over the
following years, we had the opportunity to accompany the development and integration of
sustainability management strategies, frameworks and management tools of a number of
companies. This guide describes our combined experiences and what we have found to be
the key success factors of forming, developing, and integrating sustainability throughout a
company. It is an approach that has made three of our clients DJSI “Super-Sector Leaders”
(i.e. globally most sustainable company in their respective industry sector, attained by only
18 of the 2'500 largest companies in the World in the Dow Jones Sustainability Index universe).

Every company — and the people within each company — have their own way of
approaching new themes and challenges, and their own structure of recognising, analysis
and implement the necessary changes. A company can work with internal resources — there
are experts in all areas within each company, internal consultants, or external consultants
and advisers. The approach towards sustainability management and structure described in
this guide has made GS Engineering & Construction, Korea Telecom and Lotte Shopping
globally recognised sustainability leaders.

We hope that this information is useful for you too in your road towards implementing
sustainable management.
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Seagulls are amazingly graceful acrobats in the air.
They go from full speed to full stop,

turn 90 degrees in full flight

avoiding collision or catching a treat

Unfortunately, corporations are neither that flexible,
let alone as elegant

Luckily, -

With a structured integration of sustainable management,
collisions can be avoided

and opportunities anticipated



Which Corporate Sustainability, Please?

What is corporate sustainabilitye Is it the same as CSR, corporate social responsibilitye And
what is it not2 What it is not is, for starf, maybe simpler to answer: it is not throwing a bit more
money after charitable purposes, it is also not being a bit nicer to employees, society and
the environment. An early definition said corporate sustainability is the ability to manage risks
— including environmental and social risks — while developing and producing goods and
services that customers need and want. For a long time, there were nearly as many
definitions of corporate sustainability as people involved in the subject in one form or
another. However, it seems that the notion that corporate sustainability is a value-adding
management way has been streamlined over the last 5 to 10 years. However, it is quite
amazing how many companies started out implementing some sort of sustainability
management aspects of peer pressure, or because it seemed “the right thing to do”, before
realising that integrating sustainability actually leads to cost savings - and more.

Sustainable management - or managing sustainable — is not a revolution. It is an evolution:
the further development of existing management ftheories, philosophies, and tools.
Management before sustainable management lived in an artificial bubble: it did not
consider the financial and intangible implications of the so-called non-financial issues,
neither risks nor opportunities, related to external factors, regulations, the environment, and
fechnology development that affect the cost structure and the environment in which the
economy works. Sustainable management is using classical management tools — cost-
benefit analysis, SWOT analysis, hierarchical analysis, etc. — but integrating aspects that
simple have been neglected before. In other words; sustainable management widens the
horizon. All issues that affect the company in its operations and markets are considered. In
addition, sustainable management thinking also widens the fime horizon in front, anticipating
how long-term developments not only affect the next quarterly numbers, but in 3, 5, 10, or
20 years from now.

Sustainable management is about widening the horizon, both in width and depth. Issues and
fime.

At the same time, sustainable management needs to be approached and implemented in
a structured way, based on thorough and coherent analytical evaluation, regularly
reviewed. There is also no one-size-fits-all. Sustainable management needs to be
implemented specifically to the characteristics - business line(s), geographical focus of
operations and markets, as well as organisation and culture - of each company.

Corporate sustainability is about competitiveness — gaining competitive edge through cost
reduction and anticipating and exploring new business opportunities. It is sustainable
competitiveness. When wholly infegrated, it is sustained competitiveness.



A.Integrating Sustainability

A.1 Success Factors: Vision, Structure, Integration, Focus

Structured, Integrated, and bottom-line focussed

Structured process, infegrated into every-day tools, and bottom-line focus are the key words
for successful and efficient implementation of management frameworks. What is true for
management in general equally applies to bottom-line integration of sustainability.

e Vision: first and above all, there needs to be a vision in the house. Preferably a vison
based on where you come from. It helps if that vision is clear to start with, but that is
not the ultimate requirement for successful implementing sustainability.

e Structure: using a structured approach leads to comprehensible and logically built
road maps - the basis for smooth implementation and success

e Integration: “Sustainability” is not an additional or separate issue; it's the core of
every successful strategy.

e Focus: analytical bottom-line focus to achieve tangible and intangible results

Success is based on logic. Intfegrated, analytical logic. And, last but not least: *common
sense” is the mother of it all.

A.1.1 Vision

Before you can start, it is advisable to have an idea of where you want to go. In other words
—to have a vison of how the company should operate and where it wants to go. The clearer
the vision, the better. However, a vague mission is not necessarily an obstacle to achieve
sustainable competitiveness — the vision can develop, and details can be spelt out along the
way.

Top-down

If the vison is top-down, i.e. top-management induced, the vision is most likely somewhat
vague - “from now on, we are going to be sustainable”. Which leaves room for
interpretation, but also room for creativity and influencing the path forward. If you're a
consultant or a member of the sustainability team, that is a dream come frue. As long as you
are a consultant because you believe in the competitiveness of sustainability. If you have
become sustainable because you want to be a consultant, than that's probably your
nightmare.

Bottom-up

If the vison is developed amongst the sustainability tfeam (or any other internal team), the
vision needs to be clearly spelt out, which clear goals, targets, and a structured planned
process, focussing on the benefits. Without a clear plan, it will be difficult to convince
management, and the vision dies before it came to live.

A.1.2 Following a structured approach

The first step is planning what you want to do, how you do it, and who does it. Regardless of
the issue in question. A structured process is needed to ensure the efficiency of the process
itself as well as the results. The exact nature of the process scheme depends on the issue and
the management culture of your organisation. Maybe your company already uses specific
process femplates, all the better. If not, you can use numerous templates and ways to



structure your process, both off-the -shelve or tailored to your needs. The most important issue
is that there is a structured process guiding you through the planning and implementation.

Key common elements include:

e Formulating goals & targets

e Defining stages: define the stages of the process

e Talkk to the people: communicate with the responsible, affected, and other
internal/external stakeholders: they know best.

e Calculate resources required, both human and financial

e Formulate activities: define the elements and activities required for each of the
stages within the process

e Assign responsibilities

e Use simple tools: visualising fools and simple matrixes to evaluate and internally
communicate the importance (materiality) of individual issues, and how they
influence tangible and intangible bottom-lines

Following a structured approach allows for easier understanding of the logic and priorities,
facilitates dissemination of knowledge internally, supporting the understanding - und
therefore identification and motivation — of the people actually implementing sustainability
in an organisation, the people working with the given set of fools and guidelines.

A.1.3 Integrating management systems

Sustainability is not an additional or separate issue; it's the core of every successful strategy.
Managing sustainability means anticipating future developments through continuous
observation of trends, and how these developments affect the organisation. It means
extending the management horizon both horizontally (integration of a wider set of topics) -
and vertically (in fime).

In the ideal case, Sustainability management is completely integrated intfo the corporate
management approach, rather than being a separate aspect of management (i.e. an
additional tool or set of policies/directives on top of the standard management approach).
For example - many company have dual systems for supply chain management. They have
a standard supplier evaluation scheme, and then a supplier sustainability scheme on
environmental and/or social issues on top of the standard scheme. This leads to dual work,
unclear responsibility assignment, and unclear evaluation results. Infegrating sustainability in
the supplier evaluation increases efficiency, lowers overhead costs, and ensures a befter
overview of risks and cost savings opportunity along the value chain.

The same applies on the strategic level. Sustainability consideratfions — challenges and
opportunities arising from major changes in the business and wider environment, be they of
environmental, market development or social nature, are still hardly integrated n strategic
decision making at top management levels.

Key aspects of infegrating sustainability are

e Integrating sustainability considerations in existing management fools and policies,
rather than managing as separate issues

e Infegration of non-financial mega-trends in decision making tools and frameworks

e Integration of the (very financial) non-financial performance in internal performance
tracking

A.1.4 Bottom-line focus

If you want to successfully integrate sustainability — i.e. develop management systems that
facilitate cost savings, increase employee motivation (productivityl) and allow for
anficipating new business opportunities — you need to know exactly where you are coming
from, and where you want to go. And why. You need to know what is good about your
current systems and performance, and where you have room forimprovement. And whether
that improvement can be achieved cost-effective, over what period of time. You need fo
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be able to recognise the importance of individual aspects of each issue, and prioritise your
planning accordingly.

Successful sustainability requires a highly analytical approach, including

Listing aspects that influence day-to-day and financial implications

Analyse tangible and intangible aspects

Use of tools to visualise the relevance and interaction of individual aspects
Determine the factors that can be influenced, and which factors are difficult to
influence

Use of analytical matrixes to evaluate the importance (materiality) of all aspects

e Ensure the day-to-day management suitability of the result

e Setting parameters and performance tacking indicators to measure progress

Programs based on analyfical logic, fested in real-life environment, are the best fundament
to ensure smooth implication and achievement of tangible results.
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A.2 Implementation Cycle: Defining & Reaching Goals

A.2.1 The 4 stages of the implementation cycle

The first step to achieve the desired result is to define the process structure and the stages of
the process. There are many different frameworks and project management tools that
facilitate the development and implementation of management tools; the plan-act-check
circle is a commonly used example. With our experience in implementing sustainability
management on the corporate level as well as developing specific solution for particular
issues (supply chain, risk management, environmental management, anything) we have
developed an implementation cycle based on four major process stages. We have found
this model to be an efficient implementation guide for a variety of implementation projects.

The Goal-Target-Cycle:

Initial project Implementation Annual follow-up
Track ”
, \ / - \
Assign Analyse

§ /!

Test

\ Assign

The main aim of this management cycle is fo define and implement working solutions with
an impact on the bofttom line of the organisation. It is based on analytical fundament of the
as-is sifuation to formulate project goals. Goals lead to solutions and activities, and ftargets
fo ensure the desired goals are eventually reached: The Goal-Target-Cycle.

This cycle can be used to evaluate and plan improvement potential on the corporate level
as well as for individual projects. The individual stages of the Goal-Target-Cycle are
described in detail.

The Goal-Target-Cycle defines 4 major stages of the implementation process. Each stage
consists of a number of activities, which of course depend on the nature of the project.
However, approach (the basic stages) of all projects are similar, regardless of their nature.
The 4 main stages of the project cycle are:

1 Analysis: as-is analysis as a base for scenario development, formulation of key goals
(what), and prioritising activities



2 Development & Testing: formulating improvements and development of solutions
based on the previous analysis

3 Assigning & Implementation: define implement tfime plan, assigning responsibilities on
all issues, and define realistic, measurable and material targets

4 Track & Review: continuously monitor progress and performance

A.3 Step 1. Understanding What & Why - Analysing the
Issue

Details of the individual four stages of the implementation cycle

The first stage is the analytical task. Based on the results of this analysis, all further steps are
planned and implemented. It is therefore highly important to conduct a comprehensible
analysis. If the initial analysis is insufficient or wrong, the desired results are difficult fo achieve.

A.3.1 Conducting a proper analysis

Analytical evaluation of the current situation (“as-is”) vs. the respective challenges and
requirements (“desired”), depending on the issue/theme) is the basis for extracting the most
efficient improvement measurements. The analysis is best divided into three basic steps,
similar fo solving a puzzle:

e layout the pieces
e order the pieces
e analyse materiality, feasibility & set priorifies

1. Layout: list all issues

e Brainstorm: list all the factors influencing the fopic in question, and factors
influenced

e Who is involved, who is in charge? Who uses the tools/policies in day-to-day
activities?

o Ask the experts: the people dealing with the issues are the most knowledgeable
persons. Talk to them. Preferably also without their boss in presence.

o What other stakeholder (infernal and external, e.g. suppliers) are affected by the
issue? Consult them.

e Benchmark: it is always good to know what others are doing, and why they are
doing what they are doing. Compare your approach/systems/tools to others,
competitors or else.

e Are global mega-trends, including environmental and social developments,
affecting the issue in question, or likely fo do so in the future?

2. Order: structure the issues and challenges

e Structure and group the issues/challenges/requirements identified in the previous
stage to relevant themes. Ensure that duplications under different names are
avoided.

e Look atf the bigger picture: are there issues not covered under current systems?2

e Are global mega-tfrends, including environmental and social developments,
affecting the issue in question, or likely fo do so in the future?



3. Analyse & priorities

e As-is analysis: what is good about the current system?2 What is not so good? What is
bad? (a good old but simple SWOT analysis, for example)

e Which elements of the current situation are insufficiente How can they be
improved?

e Benchmark: it is always good to know what others are doing, and why they are
doing what they are doing. Compare your approach/systems/tools to others,
competitors or else.

e Evaluate the materiality of issues to define a range of measurements with the
highest impact and/or improvement potential

e Assess and estimate change requirements — resources and costs required to
implement changes to existing and/or development of new policies, systems and
tools

e Seft priorities based on materiality, impact and change requirements (cost-benefit
analysis, also referred to as hierarchical analysis)

Important — whether you are an external or intfernal consultant or a task force team assigned
fo implement sustainability: never forget to ask for and implement the feedback of the
stakeholders (staff, business partners, ...) ultimately affected by your project.

Going along those steps will set you ready for the next stage — developing workable solutions
that have an every-day, bottom-line impacts and benefits.

A.4 Step 2: Development & Testing

A thorough analysis and layout of issues and challenges as described in the previous
paragraphs is the basement to define goals that you want to achieve. It is also the basis for
developing policies/systems/tools to achieve the goals.

The development stage is composed of two steps:
1 development of the actual policies, systems and tools

2 testing the draft systems on real-life cases

A.4.1 Development of goals, policies, structure, and tools

Before you start developing policies, it is necessary to stop quickly and think about what you
want to achieve, and how that can be achieved. It is recommended to follow a structured
process. This is best started by defining goals and outcomes, desired achievements or
improvements. Goals will be mostly qualitative in nature; in some cases the might be
quantitative. Where goals are formulated qualitative, it is important that, in a later stage,
measurable targets are defined to ensure progress against the goals.

The development process itself consists of 4 stages:

1 Goals

2 Policies

3 Structure

4 Tools
The analysis conducted previously is based on internal as-is analysis, external benchmarking,
materiality evaluation, and cost-benefit analysis of different potential measurements. This

process is aimed at allowing the identification of the most efficient way to achieve the goals
defined.



Based on the goals and the analysis, draft policies are formulated. Policies serve as a guide
for developing further systems, structures and tools, as well as internal guidance for relevant
employees and affected external stakeholders (business partners, ...).

The third step is the design of structures and systems required to implement the policies and
achieve goals. Maybe a team needs to be assigned or re-assigned to issues if required —
human resources need to be allocated. Roles and responsibilities need to be defined. The
changes might need to management systems, IT or other infrastructure.

The 4 step is the development, if required, of new management tools, or design changes
to existing management tools that are used in day-to-day activities and operations.
Depending on the issue or theme in question, tools might consist of IT-based tools for
analysing, monitoring or evaluating, policies, infrastructure, or else, and might be complexin
nafure, atf least on first sight. However, nothing remains complex with the right preparation,
i.e. a structured analysis of is and what should be. Due to the diversity of fools depending on
the tools, this is not the place o elaborate on tools in detail.

Definingthe goals -what do we

' Goals want to achieve?
___, Policies Formulating policies that guide the

achievement of the goals

l

— Structure & Systems

|

— Tools -

Design systems and the structure
required to implement policies

Developing the tools that facilitate
achieving goals inreal life

The 4 stages of the development process. Note that policies and structures might have to
be refined once the underlying structure and tools are designed and developed.

A.4.2 Test-run the systems !l

Daily life — in businesses as elsewhere — is characterised by constant appearance of small
excepftions to the rules. However good your process is, it is unlikely that all possibilities and
issues that might arise in day-to-day working conditions are covered by a project designed
on the desk. It is therefore of high importance to have proposed changes checked by real
people and tested on real-life examples and cases. To conduct a test-run as if it were real,
on an existing project or business case. A test-run will show potential short-falls of the
designed systems and allow to redefine solutions tailor-made to your needs before you
actually start implementing.



A.5 Step 3: Implement: Assign, Explain, Train

Each stage of the implementation cycle is equally important — if on them fails, or one of the
four stages is weaker, the others are also weakened, or resources are being wasted for
something that will not be as successful as it should if.

This is also true for the actual implementation in the operational conditions on the ground.
Maybe even more so than for the other 3 stages of the cycle. Successful implementation
needs, of course, clear (not vague) policies, and appropriate structures and tools too. It
requires people to know what they have to do. And it needs motivated people, skilled in the
job they are expected to do, to achieve to higher goals.

For people to be prepared to accept changes and operating under different guidelines —
not only fulfilling a required task, but being motivated for the job - understanding is required.
Relevant internal and external stakeholders of the project need to understand what is being
done, how they are don, and most importantly, why things should be according to the
respective project.

For people to be skilled in their jobs, the need to be trained. Theoretically, and hands-on,
and need clear guidance for the tasks they are assigned to do.

The 3 key success factors for successful implementation are therefore;

e Assignment of roles and responsibilities
e Education (fraining)
¢ Motivation (understanding reasons, necessity & benefits)

A.5.1 Assigning roles & responsibilities

In order to get a job done. People need to know what to do. Roles need to be assigned.
They also need to know whom to ask and report to... responsibilities need to be assigned,
foo. The A and O of getting things done, Basics, actually, but surprisingly often overlooked.

A.5.2 Education

The simplest issues is that the relevant staff, and/or external stakeholders and business
partners, need to know what they have to do, how they have to do it, and when they have
fo do it. The actual implementation on the ground, in day-to-day operations and business
processes, should be defined as clear as possible. However, given that day-to-day tasks are
often characterised by constant little exceptions to the rules, the guidance should also leave
room for discretionary power of the staff tasked with the specific job. Enabling the employees
concerned to achieve the desired results for the organisatfion therefore requires 2 main
provisions:

e Clear guidelines
e Training on the systems

The challenge of formulating good guidelines is to be both precise (defining the rules for
decision making as clear as possible) and free (allowing room for exceptions to the rules) at
the same time. The second challenge is that people tend not to read guidelines (other than
remembering guidelines when one gets stuck on a task). Training and explanation of the
guidelines in some interactive form and on real-life examples is therefore as important as the
guideline itself.

Guidelines

Guidelines need to cover all aspects of the work. However, they should be concenfrated o
the essence, because no one reads 100+ pages of manuals. Not even 30 pages, most likely.
At the same fime, precisions is paramount. And there is nothing as clear-cut as real-life



examples to explain the system and tasks. In the ideal case, guidelines are combined with a
user-friendly, IT-based knowledge platform where detailed information and guides - if
required by the issue on hand — are available.

Training

The staff that need to implement the actual system on the ground need to know what when
they have to do what, and how. The systems, tools, tasks have therefor to be explained. Inter.
Today's infer-active and multi-media technology allows for many ways of communicating
and disseminating the information. However, nothing goes (and stays) in people’s brain as
fast as person-to-person interaction. Classroom-style feaching with a teacher and a listening
audience are also not very efficient. By experience, group-workshops with real-life examples
to work on and go through are the most efficient way of sustainably embedding sustainability
across an organisation.

A.5.3 Motivation

In an ideal case, your systems are so well designed that the results are unaffected by the
people fulfiling the tasks and the mofivation of those people. However, your systems are
most likely not that perfect, and need human input fo achieve the desired results. Motivation
comes with understanding not only the task, but also the reasons for why a job has to be
done a certain specific way. Surveys show that “sustainability” is a key moftivation factor. It is
therefore necessary fo not only frain the relevant staff, but to ensure they fully understand
the reasons, importance and necessity behind the policies and systems. High employee
identification with their job leads to better results.

Relevant staff needs to understand

e Thereasons for possible changes
o The benefits of the changes, to the company, and other stakeholders

If you have gone through a proper analysis, you should have the material ready to explain
the rational. Maybe you used visualising tools in the analysis stage, which makes explaining
the rational even simpler. Person-to-person fraining and workshops are the most efficient way
of communication the idea behind tasks that need to be fulfilled fo achieve the higher goals.

A.6 Step 4. What Gets Measured Gets Done: Track & Re-
evaluate

So you have gone through all the previous steps. And then sit back? Well, sometimes sitting
back is good. However, the World around us keeps changing at an amazing speed. Sitting
back for the rest of the days is unfortunately not an option. We need fto ensure that the
project stays on track, is refined according to experiences made, and adjusted fo ensure
that goals are achieved in case of external changes that influence the way we act and
work. Successful implementation requires

Tracking & monitoring progress (performance indicators)
Sefting targefts

Establish incentives

Confinuous review & adaption (“continuous improvement”)

Mo =

Tracking and monitoring - most likely the most important step here —requires the definition of
meaningful and measurable indicators. Continuous review is highly important to identify
potential weaknesses or short-comings of policies, systems and tools on the ground, and is
therefore of particular importance when implementing new systems/tools. Last but not least,
external factors change, and might have an impact on infernal management.



A.6.1 Measurable and meaningful performance indicators

Achieving goals that make a difference and impact the bottom-line, financially and “non-
financial”, requires ensuring efficient implementation on the ground. The rationale behind
policies, systems, tools and tasks need fo be established in day-to-day tasks, and in the minds
of the people who are assigned to fulfil those tasks. Ensuring that goals are reached, even if
you think your policies/systems are perfect, requires confinued review and monitoring, and
ensuring progress is made, especially in the initial phase. Measuring progress requires the so
often named “performance indicators”. Defining meaningful and measurable indicators is
therefore paramount.

e |If possible, indicators should be measurable, i.e. quantitative.

e Where direct quantitative indicators are not available, clear qualitative indicators
are required.

e Alternatively, determine qualitative indicators in a quantitative measurement

e Measuring & reporting indicators

That sounds logical and easy, but can be complex in reality. Energy usage or CO2 emissions,
for example, can be measured comparably easy. But how about, for example, measuring
performance and progress, for example, in the supply chaing Or all that money that is
allocated to training? Efcetera.

In the absence of easily available quantitative indicators, qualitative indicators can be
defined. However, there's a danger that the definition of those indicators can be stretched,
both internally and externally, to press or explain a result or performance that might be
different from the infended goal.

Alternative to qualitative indicators, the use of evaluation or measuring frameworks can be
helpful. A framework that expresses a quantitative measurement of a qualitative indicator.
Such frameworks are (or can be designed) less complex than it seems, but need thorough
analysis against, and/or extensive testing in, the real World to ensure they reflect the desired
performance. For an idea of such frameworks please refer also to the Tools section of this
booklet.

Last but not least, the frequency and systems to measure, accumulate, report and analyse
performance indicators have to be established (i.e. the IT infrastructure and database).

Establishing meaningful performance indicators not only ensures intfernal progress, but also
facilitates internal communication (the management always wants to see numbers, don't
they), and externally to affected and interested stakeholders.

A.6.2 Targets

Once the performance indicators are defined, internal (or external, if business partners are
involved or affected by the particular issue) targets can be set. Targets increase infernal
performance willingness, serve as basis for incentives, and ensures that the desired timeline
is met to achieve the overall goal and bottom-line impacts. Targets should be defined
ambitious, but realistic at the same time, and have to be regularly checked against real-life
realities.

A.6.3 Incentives

People who idenftify with their jobs normally work befter and more efficient, i.e. achieve
better results. Part of the job motivation is related to rewards - when people feel
appreciated, their motivation is higher. When effort and achievements — as team, group, or
individuals — is not rewarded, people become disenfranchised, their main motivation
becoming the pay check at the end of the month. They'll do all sorts of things — doing their
on-line banking in office hours, social media surfing, whatever; but they will put minimal or
no effort to fulfil their tasks beyond what is absolutely necessary to stay in the job. Rewarding
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effort and achievement — the provision of incentives - is therefore an important factor for
successful implementation on the ground.

Provision of incentives in tfurn requires to have the above two pillars in place: measurable
and meaningful performance indicators on the issue on hand, and ambitious but realistic
targets related to those indicators. However, incentives have to be balanced in order not to
lure employees to tweak the numbers, or one-sided incentives that overemphasis singular
aspects while not rewarding the overall performance. Wrongly designed incentives (i.e.
indicators and targets) are not helping in achieving overall goals and objectives.

A.6.4 Continuous review

The last element to complete the circle before it starts again, is, obviously, to track, and
evaluate the effectiveness of existing and new policies/management directives, and
management tools in the practical world. The review lads into the new circle of analysis to
identify potential weaknesses and room for improvement that are helpful in the day-to-day
reality to ensure operational efficiency and efficient application of the resources assigned
to a particular project.

Tracking performance, improvements and review the operational efficiency and impacts
highly depends on the previous steps. If the initial analysis correctly identified the materially,
priority and feasibility, policies and tools have been designed with focus on the real-life
work/business environment, and realistic target have been set on measurable indicators, the
review will most likely be fast and painless. However, real life tends to be slightly different than
theory, and is characterised by constant little exceptions to rules - even the best designed
system is likely to encounter some hick-ups like insufficiently defined rules (or overly tight
defined rules). The review is designed to identify possible weaknesses in your systems,
facilitating the realisation of the organisations full potential.

Review of existing and new systems is based on quantitative and qualitative observations:

e Review of the development of performance indicators: have the targets been
reached? If not, why not? Are the indicators truly reflecting the key challenges of
your projecte

e Qualitative review of the experience of involved employees and other project-
specific stakeholders (internal or external). Do the involved stakeholders feel that the
system help them to fulfil their task und thus help the organisation fo achieve its
targetse

Managing the review in an organised way — as with every other task — helps the task, and
reduces the time constraint and pressure on all involved parties. So be prepared, do your
research & clarifications, make litftle surveys if necessary, and prepare the involved
stakeholders in respect to what and how they are expected to participate in the review.



A.7 Useful Little Tools

Implementing sustainability management (or any other management systems) can be fairly
complex at times — a wide range of issues have to be considered and taken into account.
Sometimes it helps to visualise all issues and requirements, or logically structure the issues at
hands. There are numerous tools that can help, and you need to find what works best for
you. In the following section, some tools are presented that we have found to be useful little
helpers in the course of analysing the issues and implementing sustainability.

A.7.1 Analysis support tools
A.7.1.1 Mind maps

If scribbling is your thing, mind maps are your go. Mind mayps are simple, yet help to lay out
the structure and grouping of issues, challenges and opportunities, and explore the
inferconnection between the issues and potentially other management issues. It is a very
simple and straightforward process — starting with the key goal or issue in the centre: From
there, draw allissues that might (or might not) affect the outcome of your project. From there
you can go further down, more into detail as you wish, to arrive at an overview detailed
enough for your purposes. Once you have that, you can start the inter-dependence
(correlation) between different issues, challenges and opportunities.
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Example: the climate-regulation-energy impact map: including feedback loops of business activities, and
intferactions between regulations, energy developments and climate change. While this particular map is a
computer graphic, it also works the good old way with paper & pen

Such little mind maps can help to gain a quick overview on the main challenges of a
particular project. It can be used both to draw an overview of the task as a whole, and to
analyse the detail challenges of individual issues.
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A.7.1.2 Challenge & solution trees

Problem and solution trees are another useful little tool to visualise the challenges and the
potential solutions to those challenges of any given task or project. Staring with the highest
level — the goal of the project, on the top of the tree — individual issues and considerations
that can influence the goal are strung on the next level, representing the branches. Each of
this issues again can consist of several sub-issues that have to be considered and taken into
account when improving existing or designing new policies, management directives, and
tools. This view allows to gain a fast overview, hierarchically ordered — on the issues at hand.

Water risk exposure
Water scarcity management Water pollution management

Demand side

Supply side m Treatment

[Operational constraint: Opportunities

[Operational constraints} Opportunities

Regulations
(domestic/global) Weter eificiency
Project WDP, ISO technologies (water infrastructure)

14046) Potential rationing of
Intelligent water

.
i i i treatment
shortage in project technologies

(Operational constraint: Opportunities

Investor pressure Water efficiency
(Water disclosure buildings and

Water conservation Water conservation Sewage systems &
regulation regulation infrastructure
Wastewater
Risk of water-related Necessityto install treatment
jacicens yv?ste‘—wa:er d Wastewater
" . It" ra‘s "m‘lf"e.l?:.‘ management
locations Risk offines rea :nen acilities e e
Water management New water sources (cost)
Potential conflicts (clients) (Desalination) Public image
with local damage, client trust
communities over Water management
water availability services (utility)

Potential future water management

Example of a challenge/issue tree

Once the problem tree has been drawn up, the solutfion tree grows as the little brother of the
problem tree, whereby each challenge or issue is assigned a potential solution and/or
measurements that have to be induced to reduce risks, solve problems, and resolve

potential conflicts.

Water pollution management

Water scarcity management

Demand side Supply side Prevention Treatment

Operational constraint: Opportunities Operational constraints| Opportunities (Operational constraint: Opportunities

Formulation of Include water Assessment of water Developinternal -
Internal policy and efficiency intake needs in capaclt;, for Internal policies Internal policies: Ags;:::“”'lynﬂ:";;::
commitment measurements in project design stage et [ kj BES
design stage infrastructure pausos e Meanagerment - eyhovel;ieas
Strict monitoring of Integration of water (freshwater & directives and directives and growth markets
regulatory Evaluation of risk exposure in S handbooks handbooks .
compliance business value of EIA/SIA 9 — Evaluate business
corporate water Operational value of waste-water
Implementtracking management Increase internal measurements training treatment services

systems across services capacity for water

operations desalination, Awareness raising &
actively identify & training

Integration of water pursue projects
risk assessment into
project EIS/SIA

Operational
measurements

Menitoring (auditing)

Monitoring (auditing)

Evaluation of

Operational business value of

measurements to
reduce water usage

public water
management
services
Management
directives &
handbooks

Awareness raising &
training

Adequate disclosure

Increase internal
capacity forirrigation
projects

The solution free corresponding fo the challenge tree above.
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A.7.1.3 Log -frames

Logical frameworks (log-frames) are a tool used in project planning. However, they can serve
in the corporate world as well, facilitating an overview of a task on hand, and how goals of
a project can be achieved through steps and tasks. The basics of a log frame is the linear
hierarchy from goals downwards via purpose, oufputs, and activities, i.e. allows for the

definition of the necessary activities required to achieve a desired and formulated goal.

Quantitative  and/or
qualitative criteria that
provide a simple and
reliable  means fo
measure
achievement or
reflect changes
connected to the
goal.

What  sources  of
information exist or
can be provided to
allow the goal to be
measured?

What external factors
are  necessary  to
sustain the objectives
in the long run?

What are the
quantitative measures
or qualitative
judgements by which
achievements of the
oufcomes can be
judged?

What  sources  of
information exists or
can be provided to
allow the
achievement of the
outcomes to be
measured?e

What external factors
are necessary if the
outcome is fo
confribute to the
achievement of the
goal?

What kind and quality
of outputs and by
when will they be
produced?

What are the sources
of information to
verify the
achievement of the
oufputs?

What are the factors
not in the control of
the project which are
liable to restrict the
outfputs achieving the
purpose?

What kind and quality
of activities and by
when will they be
produced?

What are the sources
of information to
verify the
achievement of the
activities?

What  factors  will
restrict the activities
from creating the
desired outputse

Logical frameworks come in all sorts of shapes and of course can be adjusted to the culture
of a company or the specific characteristics and requirements of an individual project or

task.
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A.7.1.4 Decision-Making Support Tools: Materiality, Feasibility, & Priorities

The tool that we have used most often, for a variety of uses and across all aspects of
corporate sustainable competitiveness is the simple old matrix. Matrixes allow you fo
recognise the connections and correlation between different issues, and therefore analyse
individual aspects or consideration in the context of the wider aspects. In addition, Matrixes
can be extended and tailored at will fo the specific characteristics of the issue that you want
fo analyse.

You can use simple matrixes as a starting point to gain an overview of the main
considerations and how they correlate/connect/overlap, and you can use more complex
maltrixes to analyse materiality, feasibility, priorities, or whatever the issue is at hand. Matrixes
give you a two-dimensional point of view.

Theme 1 Issue 1.1 Qualitative Why is the issue | What is the | What could go | In case of a
description  of | importante  To | impact of the | wrong? What | project, what
the issue athand | what is it | issue on the | factors cannot | human and

relevant? What | business, or in | be foreseen, | capital
is the logice | case of a | how are external | requirements
What are the | project, what is | factors are required tfo
objectives? the expected | potentially achieve a
oufcome? What | influencing a | desired
are the | desired or | outcome?
expected expected
benefits and/or | outcome?
problems?2
Issue 1.2
Issue 1.3
Issue 1.4
Issue 1.5
Theme 2 Issue 2.1
Issue 2.2
Issue 2.3

Example of a simple qualitative evaluation matrix. Qualitative indicators can be changed
according fo the project/task and the culture of the organisation

A matrix can be extended to allow not only for qualitative, but also quantitative evaluation.
A gquantitative evaluation provides a mean to define a hierarchical structure of issues (in the
case of a strategic evaluation of different options), or priorities (in the case of planning @
project). Again, how and how detailed a quantitative evaluation is conducted can be
tailored to the needs and requirements of the task. Sometimes a simple evaluation
framework will do (in order to define a “shortlist” of issues/task), whereas other tasks might
require a more detailed analysis splitting the issues in more aspects to gain a better and more
detailed picture.

The value of such evaluations depend on how they are used. The wider the audience
(stakeholders) consulted, the more accurate the results tend to be. The beauty of a
quantitative evaluation is the result — expressed as values, i.e. numbers. Management loves
fo see numbers, and quantitative evaluations allow for presenting potential impacts or
consequences of certain actions (or non-actions) in numbers, i.e. allowing for a materiality
hierarchy which in turn allows to set priorities and resource allocation. However, there is a
danger that numbers are taken as a fixed and true values. Quantitative evaluation is by no
means an exact since, and numerical results should always be considered in their context
and with common sense.
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Theme 1 Issue 1.1 What are the | Value - | What are the | Value - | Weighted or

potential or | Can be | potential or | Can be | unweighted
expected impacts | expressed in | expected expressed in | impact on cost
on the company's | percentage, impacts on the | percentage, and sales,
sales? (e.g. | oronascale, | operational oron ascale, | E.g. average,
regulations, e.g.-10to+10 | cost (human | e.g.-10to+10 | sum or product
market influence, cost, of quantitative
reputational operational impacts on costs
improvements, cost, and sales
customer maintenance
safisfaction, cost, capital
improved cost etc.)?
products/services)

Issue 1.2

Issue 1.3

Issue 1.4

Issue 1.5

Theme 2 Issue 2.1

Example of a simple quantitative evaluation matrix.

Quantitative evaluation matrixes can be adjusted to the specific characteristics of the issues
that need to be evaluated. The matrix can be kept simple with only the basic outcomes
valuated. Alternatively, the outcomes can be broken down info their elements, which should
lead fo a more precise (i.e. valuable) results. The cleared he outcomes are defined (i.e.
broken down to their core elements), the better the results. However, the more complex the
matrix is, the more time consuming the use.

A quantitative matrix analysis leads to a hierarchical structure of the issues or tasks at hand,
and therefore allow for setting the priorities by focussing on the issue with the best
cost/benefit ration, be that within a project, or on the strategic planning level. Depending
on how the matrix is set up, results can also be displayed graphically in priority maps fo
support decision making, or any other graphical form as desired.

The more stakeholders participate in the evaluation (e.g. through surveys), the more
accurate the results will be. However, for a simple project, a quantitative evaluation can be
conducted by a single person fo facilitate project planning and implementation.

Management loves numbers. In times where fime is precious, values are less fime-consuming
than qualitative evaluations. Quantitative evaluation tools allow for attaching values or
hierarchies to otherwise intangible elements (i.e. issues that do not have a direct, but an
indirect financial (cost) implication. However, even the best approach to a quantitative
evaluation is only an approach that reflects elements of reality, and it is therefore paramount
fo apply common sense in the use of such results.

A.7.2 Project management

There are numerous project management tools and software tools out there, that can help
you plan and track the implementation of your project. If you're part of a large organisation,
there is most likely already some fools available somewhere on your IT system. Project
management tools help organise the workflow and ensure that deadlines are meft, with
automatized elements such as sending out reminders. However, that requires that the system
is set up, the right people connected, and the relevant information connected. If you do not
have a systemin place, it is questionable whether the set-up requirements of new tools offsets
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the later benefits. However, depending on the size and associated monitoring requirements,
setting up a project management/monitoring system might be a good idea. Once a system
is set up, itis set up, i.e. reducing the required set-up for the next project. If your organisation
does not have an established project management tool, there are also numerous on-line
based project management fools available, including open source tools. The bigger your
project, and the more stakeholder are actively involved in the implementation, the bigger
the value and fime-savings from an automatized, connected, IT-based project
management tool.

Alternatively, good old excel also offers some useful functions and add-ins fo create Gantt
charts and other project visualising maps, and let you plan time requirements, milestones,
deadlines efc. However, using semi-automated systems such as excel require that someone
keeps track of the work accomplished, responsibilities and ensures communication,
manually.

A.7.3 Benchmarking

Benchmarks are a useful tool to review your own performance and systems, and keep
updated on the latest developments internationally. There are two main categories of
benchmarks: internal or external benchmarks. An intfernal benchmark is your company
(management systems, policies, products/services) against a chosen group of competitors
(or other companies), conducted internally or through consultants. There are also external
benchmarks such as indexes and rankings.

Internal benchmarks can be conducted at a level of your choosing, and probably provide
a better in-depth analysis. External benchmarks provide a general picture of your standing
against competitors (or at least how your company is perceived compared fo ofher
companies.

There is an increasing number of different rankings and indexes, including on corporate
sustainability. Each follows a different approach and methodology, and therefor the results
tend fo be different. The best know benchmark in terms of corporate sustainability is the Dow
Jones Sustainability Index (DJSI). Independent surveys also indicate that the DJSI is not only
the most known, but also the most trusted corporate sustainability index amongst the flood
of indexes and rankings, probably because it was one of the first global indexes, attached
fo the Dow Jones, and because the methodology was or is consider comparable
comprehensive. The DJSI works with an extensive survey with information that is not all always
available in the public domain, participation and benchmarking through the DJSI is quite
fime-consuming. Because it is time consuming, results of and rankings in the DJSI, to some
extent, depends on the resources allocated to filling the questionnaire, and the results have
to be viewed in this light. However, going through the questionnaire on a yearly basis can
serve as a regular review, and monitoring of internal progress.
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B. Selected Sustainability Issues

This section gives an overview of relevant sustainability management issues, based on the
experiences made in 10 years of sustainability consulting. This list is by no means complete,
and the materiality of issues for an individual company certainly depends on the nature of
the respective business and its operations.

B.1 Strategic Management

Given the complexity of foday’s business environment, and the big machinery that is
normally behind a corporation, we found it surprising fo find very limited evidence of a
structured approach towards strategic development and planning, even within companies
that are considered leading companies in their field. Scenario analysis and development
anficipation are hardly ever applied in a structured way, or if they are used, limited to single
factors (often limited to assumptions made related to market developments), or if there are
scenarios available and developed (such as the Shell scenarios), how little they are
resonated in management decisions. The lack of a structured approach to strategic
development beyond market and cost figures is probably the biggest single factor why most
companies are followers, and not shapers. Most companies react — they don't act. Some
crifics see the development of the Transatlantic Trade Agreements TPPI as such — companies
not innovative enough trying to secure theirincome, because they are afraid of failing in the
free market.

B.1.1 Sustaining competitive edge: anficipating future
developments

Itis true that future developments — particularly related to technology development — cannot
be foreseen completely (no one in the 1980s would probably have foreseen to what extend
the internet is changing and shaping the business world). There always are unknown
unknowns. However, there are known unknowns — climate change, water scarcity, aging
populations, migration from poor countries to richer countries, there are technological
developments, and political/regulatory developments, to name just a few. All thisissues, their
likelihood, their potential impact, can be analysed. In short — the changing business
environment can be anficipated, and the company — internal operations, product service
development — adjusted accordingly.

Strategic management is therefore about

e Recognising and managing the risks in a constantly changing business environment
e Anticipating future opportunities

Everything else is not sustainable.

To facilitate risk strategic development, a company therefor needs a structured approach
fo risk recognition and analysis, and - the opposite side of the same coin, a structured
approach to facilitate the anticipation of future opportunities and cost savings potential.
Just as is regularly done for market numbers. There are tools available, some of which are
described in section A 7 of this Guide.

Sustainable management is not a revolution. Sustainable management is an evolution of
existing management systems that, in addition to conventional management sign-posts of
market and financial factors, takes info account the whole picture, integrating the wider
environment in which companies operate. Befter information leads to better informed
decisions, the basis for sustained business success.
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B.1.2 Prioritising & resource allocation

Cost effectiveness (i.e. operational efficiency), and product/service innovation are the key
fo sustained (sustainable) business success. However, resources in a company — both
financial and human - are limited. Tasks and issues therefore need to be prioritised according
to cost, cost reduction potential, and sales impact. Prioritising requires, in a first step, defining
and exploring different options. Prioritising the available options requires a hierarchical
analysis of the available options defined in the first step. A variety of tools is available for both
steps — the qualitative exploration of opfions, and the quantitative evaluation of
effectiveness of different options. Some of the tools available for exploring options and
quantitative analysis are described in section A 7 of this guide as reference. However, there
are many more options available, and they should be chosen according the needs of the
company and/or the project.

B.2 Operational Sustainability - Resource Efficiency

Cost is and always will be a key factor determining the sustainable competifiveness of a
company. Success is based on using available resources — human, financial — in the most
effective, efficient and sustainable way. Shorf-term cost savings might have a positive
impact on the next quarterly or annual balance sheet, but very often have costs (or loss of
competitiveness) associated with the view of the long-term development and business
success. Resource efficiency, and the allocation of resources, therefore has to be analysed
in the long-term aspect, infegrating long-term impacts of decisions made today, e.g.in terms
of retaining or loss of knowledge, market access, reputation etc.

B.2.1 The Human Capital Factor

The classic intangible — human capital, in classical management theory, is but a cost factor.
The benefits of a well-educated, skilful and highly motivated work-force are clear to
everyone, but is difficult fo measure. Do investments in higher salaries, incentives, education,
employee health and well-being pay of2 What is the return of investment of such investments
and resource allocations?

B.2.1.1 Skills & education

Highly skilful (which is not necessarily equal to highly educated) employees) trained on the
specific requirements of their jobs and tasks, are the back-bone of quality manufacturing
and services, as well as future innovation. So much is clear to everyone. But how to achieve
that? One thing is the recruitment. Recruiting the right people for the right job is a first step
(which, in turns, requires the availability of talented people, but this is more likely an issue of
the state education quality). The second step is to frain the employees on their tasks,
behaviour and organisational culture, - and keep developing necessary skills over the
employment period. Most companies have a cerfain budget allocation for employee
education, expressed in percentage of revenues or per employee, but flexible depending
on business results. However, more important than allocating financial resources for
employee education is that the resources allocated are used to the highest possible effects
— which in furn, requires to somehow measuring the effectiveness and usefulness in day-to-
day tasks of existing and new training programs to allow for recognising efficient and
inefficient programs, and adjust resource allocation accordingly. What gets measured, gets
done.

Another issue that tends to be controversial, gaining importance within the aging societies
of the developed countries — shall a company try to keep employees over the life-time to
keep valuable knowledge, or replace aging employees with younger, cheaper employees?
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B.2.1.2 Motivation

Employees that just do their job to collect a salary at the end of the month are not very
moftivated — and therefor most likely less productive. Motivated employees that identify
themselves with their job, - or even beftter, with the company - are, in general, more
productive (efficient), and more likely fo confribute to the wider development of the
company.

The key elements of motfivated employees are

e Corporate identification, job identification
e Recognition & compensation
o Well-being

Corporate identification

Employees who identify themselves with the company - its culfure, ifs vision,
products/services — are employees who like to go fo work in the morning, and therefore don't
just sit around waiting for closing fime. They are more productive, and bring their skills, ideas
and personality into the company in a win-win situation. Corporate identification requires a
clear corporate vision, decent organisational culture, and - recognition.

Recognition and compensation

While it is frue that in the modern world, when perceiving a company as a machinery, every
individual is replaceable (not least top Managers and the Board). However, if that is the
message communicated within . a company, employees will sit in fear, limiting their
commitment, and therefore productivity. If, on the other hand, commitment and
performance are recognised and rewarded, employees have additional incentives to
improve their performance. Recognition requires some form of performance - related
incentives. However, incentives are a fricky issue. Some incentives are required to award and
motivate individual or team performance. But if the individual incentives and therefore
overall compensation between individuals exceed a certain barrier, the negative effect (de-
motivation of less performing employees) is likely to outstrip the positive effect of the
rewarded employees. Incentives therefore need to be carefully designed and balanced,
with corporate performance and feam performance integrated in performance incentives.
Needless to say that fop-management should not be rewarded on anything other than
corporate performance, including non-financial performance such as employee
satisfaction.

Well-being

Employees that are physically and psychological in good shape are more productive. An
acceptable balance between work and life — in particular family life — is therefore very
important to avoid over-exploitation of human resources in the form of burn-outs and other
health issues that negatively affect productivity. This requires perhaps alternative models of
work — part-time, job-sharing, work-from home, sabbatical possibilities, and support or in-
house facilities for child care. Apart from the direct measurements, again, measuring is key
— on one hand by fracking health performance and absenteeism as an early-warning
indicator for employee well-being and productivity. On the other hand, regular employee
satfisfaction survey serve as tool to recognise potential areas of conflict and dissatisfaction
and identify improvement potential. However, such surveys are useless if they do not ask the
right questions (you have to be prepared to hear answers the management does not like).

B.2.1.3 Innovation

Some people are innovative heads, full of ideas, and innovation alone can distinguish a
mediocre from a good company. You can rely on the brightness and creativity of you R&D
people, or the strategic foresight of management. Both however, do not guarantee success
— if your people/management is not that bright, that is a recipe for failure. Innovation
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therefore needs to be institutionalised — without, however, and that is very important, forming
a too tight corset for the ideas of the employees. Institutionalised innovation culture has three
main elements:

e Commitment to R&D, in terms of financial resource allocation
e Strategic analysis and anticipation of future opportunities
e Facilitating internal innovation and participation

Resource allocation

R&D resource allocation is vital to sustain competitive edge in the markets — not only in the
fast-paced tech-sectors. Products, services need to be updated in line with tfechnology
development t remain attractive for existing and to gain new customers. In addition, R&D
allocations should not be subject to abrupt changes in order to allow for long-term planning.

Strategic analysis

Throwing money at R&D alone is, of course, not a solution. R&D requires strategic
management and analysis of future opportunities, and prioritising of specific R&D fields while
allowing for a certain degree of flexibility at the same fime — under inclusion of the so-called
non-financial indicators that shape future markets, customer expectations, and technology.
The approach therefore needs to be structured; see also section B 1.1 of this guide on
strategic management.

Facilitating employee participation

Employees are the experts in the processes and management systems used and applied in
a company — and therefore the first address to ask for efficiency improvements. Fostering
innovation requires a culture in which employee inputs are not only valued, but welcome —
i.e. asystem that encourages employees to bring in their ideas, improvement suggestions, in
terms of process efficiency, well-being, product/service improvements, etc. This in furn, not
only requires a systems where employees can easily make suggestion, but someone who
actually evaluates those inputs.

B.2.1.4 External Stakeholders

A stakeholder is someone who holds any kind of stake in the company, i.e. is interested or
affected by the company, its operations or products/services. In short — almost everybody is
a stakeholder: suppliers, suppliers of suppliers, employees, customers, particular interest
groups, the wider society, and stakeholders otherwise affected by the company.
“Stakeholders” therefore need to be defined before they can be “engaged”. The AA1000
engagement standard didn’t help much in this respect — with the appearance of the AA1000
“stakeholder engagement” has been reduced to an annual generic survey of a limited
number of mostly key group stakeholders (suppliers, employees, customers), in most cases
with a very limited number of participants. A very good example of good intentions turned
bad.

The largest stakeholder groups are all covered by particular management systems and
policies: suppliers, employees, customers. The relevant external stakeholder not covered by
management systems — and on which “stakeholder engagement” therefore should focus,
are

e Site & output stakeholders
e [ssue stakeholders

Site stakeholders are individual, groups and communities directly affected by company
operations. Issue stakeholders are pressure and lobbying groups (many often NGQOs), as well
as individuals, groups or communities influenced by side-effects of products/services, and
the wider society/environment. The relevance of site stakeholder depends on the footprint
of operations and products. In heavy impact industries (exploration (oil gas, coal, mining),
chemical industry, heavy industry, construction), stakeholder engagement is more important
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than in low-impact industry sectors. In controversial sectors such as tobacco, gambling, and
defence, issues engagement is highly relevant. However, even in the service sector,
stakeholder engagement is a valuable tool to check external perception, and to learn from
your critics. Remember, it is not the job of NGOs to pat company’s backs — it is their job to
point fo areas and issues in need of improvement. Always has been, and always will be.

Stakeholder engagement that is mutually beneficial in heavy-impact industries and/or
individual projects therefore requires a structured approach:

Stakeholder analysis

Transparent and coherent information
Opinion exchange and engagement
Establishing complaint & reporting
Establishing conflict resolution mechanisms

An initial stakeholder analysis (preferably conducted at the feasibility study stage of a
project) serves as basis for defining engagement policies with the different groups in the field.
Open and transparent information is key to diffuse the concerns of local residents and
communities towards projects that are naturally considered as infruders. From the policy
level, management systems have to be defined and implemented: reporting& inquiry
contact points need to be provided, visible and understandable for all. However, most
important for conflict resolution is direct communication with the stakeholders affected.
Depending on the natfure of the project, it is advisable to establish an independent mediator
in case of conflict. In South America, such an approach has been used in a number of mining
projects, whereby controversial issues are discussed in the presence of an independent 3rd
party mediator, in most cases a nationally recognised NGO. This setting facilitates discussion
instead of conflict, and the approach has been mutually beneficial for both stakeholders
and the company.

Inlessimpact-heavy industries (such as financial institutions), sitting down with critical external
stakeholders might not solve the underlying issues (the system works as it works), but
exchange with critical voices is always a learning opportunity.

B.2.1.5 Citizenship, philanthropy and sustainable development

Does a company need or not need philanthropic, social activitiese The answer to this
question is depending on the culture of the organisation. Most companies do, in one form or
anotfher. However, it is striking how few companies a) have a clear strategy when they do,
and b) how little the effectiveness of the allocated budget and supported programs is
monitored. These are the two cornerstone of a successful philanthropic program: strategy &
monitoring.

Every company has certain strengths — culture, organisation, its products/services. It does not
make any sense if those strengths are not used in philanthropic activities. Aligning the
philanthropic programs to the business field increases the effectiveness of the resources
allocated and creafte a win-win situation for the company and the beneficiaries of the
philanthropic programs.

Even in the absence of a strategic direction of the money spent on philanthropic programs
the efficient use of the resources allocated (i.e. monitoring & evaluating the outcome of
philanthropic programs or causes/groups supported to ensure that benefits have actually
ben achieved) should be monitored to use the resources more efficient in the future.

In heavy-impact industries, such as exploration, mining, consfruction, but on factory sites,
engagement with site stakeholders can lead directly to philanthropic programs to support
the sustainable socio-economic development of the communities of operations,

B.2.1.6 Ethical behaviour

News of corruption, even if they are small, are not good news for customer trust and loyalty.
Every company therefore needs an ethical management system in place. While policies are
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important and should employees should be reminded of the ethical standards on a regular
basis, the management systems are more important. They include

e Regular update and training on real-life examples for the most exposed employee
groups (sales & procurement departments);

e Easily available suspicion reporting system that actually encourages internal or
external whistle-blowers (most systems seem to be designed to discourage so);

¢ Anindependent investigation office with defined investigation processes, and a pre-
defined set of disciplinary measurements.

The challenge is to apply these policies on all levels — the biggest corruption cases often
involve top management levels.

B.2.1.7 Governance

The classic standards for “Good Governance” are, a bit simplified - having a majority of non-
executive, “independent” Directors on the Board that preferably also has female
representation; having an "independent”, non-executive Chairman; providing transparency
regarding executive and Director compensation and incentives; and maybe having some
particular committees on the Board (e.g. independent audit committee, an ethical
committee, sustainability committee.

Inreality, “Good Governance” hardly ever exists. CEOs have become pop-stars, which have
a good uncle on their side (the chairman). The “god governance” structure has not been
able to prevent crisis and scandals, i.e. the boards to not fulfil their functions. Executive
management and bonuses are rising, despite the complete lack of evidence of the slightest
correlation between the size of CEO compensation and corporate performance, and
despite any CEO being as replaceable as any other employee. Boards that approve this
level of compensation are liable to legal prosecuting for approving deception of company
funds for personal enrichment. The combination of this factors also leads fo increasing
frustration level (i.e. de-motivation) within “*normal” employees, who start to doubt the value
of commitment and actual work in the face of such discrepancies.

Following the general Governance Standards — “independent boards” is easy. However,
they do not what they are supposed to do and to not sufficiently reduce risks as scandal
after scandal shows. Making governance sustainable i.e. developing a form of governance
that deserves that name, i.e. actually reduces corporate risks and provides management
oversight, requires a thinking about completely different governance forms. However... that
would fill a guide by itself.

B.2.2 Natural Capital Factors

Natfural capital aspects of businesses include two main categories: the usage of natural
resources, and the environment (i.e. protection of environmental integrity).

B.2.2.1 Resources

The connection between natural capital and business operations is a very straightforward
one: it is cost. Raw materials, energy, water, and waste disposal are all goods (services, in
case of disposal) that have to be procured —they are direct cost. The less one uses, the lower
the cost. The higher the operational efficiency of resource usage, the better for the company
(lower cost) and the better for the wider society and environment: resources are being less
exhausted.

Management of operational efficiency has changed a large deal over the past 20 years;
conducting efficiency analysis is now standard is many industries, facilitated by developing
tfechnology. Smart metering allows for cost-efficient analysing what for, where and when
resources are used (in parficular energy), and thus identifying cost savings potential. As a
rule of thumb, the first 30% of energy of every energy bill can be saved with a pay-back
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period of less than 2 years; significant more can be saved with reasonable pay-back periods.
For water usage, however, development is not yet that advanced, and water will not
become more abundant (i.e. cheaper) in the future.

One aspect where resource cost is not yet sufficiently infegrated is procurement and capital
investments: maintenance cost of machinery (i.e. energy/water cost) are hardly integrated
info procurement evaluation. Even more surprising, maintenance cost considerations are sfill
often excluded when building new facilities. Well-insulated buildings, for example, have
higher up-front capital costs; but savings achieved through lower energy & water usage do
fully justify when calculating over a horizon of more than a few years (lower up-front cost +
high annual maintenance cost is more expensive than higher initial cost + low maintenance
cost).

B.2.2.2 The environment

The second aspect of natural capital in relation to business operations is pollution control.
Pollution conftrol, in most countries, is directed by regulations. Similar to investment in
buildings, pollution control is considered a cost factor (filtering equipment, waste water
freatment facilities, efc.). However, the additional cost is normally marginal compared to
overdllinvestments, and initial installation is significantly cheaper than later retrofitting in case
of fightening regulations. You can bet on loosening regulations, of course (such as proposed
in the TPPI), but most likely that will cost you more.

B.2.3 The Value Chain

Sustainability in the value chain is a big issues, from the supply chain to end-of-life
considerations. Unfortunately, it is also a tricky one. There is little confroversy over the need
to evaluate and manage risks and liabilities in the supply chain: reputational damage, e.g.
through child labour or inhuman labour conditions in the supply chain, unethical raw
materials such as conflict minerals, environmental liabilities. However, measuring these risks
and controlling all these aspects is not easy, and needs to be adjusted specific to each
business. The risk aspects are different depending on what the good/service procured. In
addition, the desired information needed to make an informed judgement on these risks is
a) difficult fo measure and b) not always available. When building a system that infegrated
sustainable risk evaluation in the supply chain, the following aspects should be considered:

e Infegration! A system that runs separate from the “normal” supplier evaluation and
management does not make much sense. It therefore should be completely
infegrated in existing systems

o Materiality: what are the key factors that define sustainability (i.e. the exclusion of
sustainability risks) in the operation of your suppliers?

e Measurability: can the aspects be measured, preferably quantitative?

e Information: is the information required to measure material aspects available, and
can that information be manipulated?

The two biggest hurdles are measurability and accuracy of information. Most likely you have
a large number of suppliers, so the evaluation of different suppliers should be comparable.
Comparable information is preferably quantitative. But how to measure whether a specific
supplier does not pose any reputational or liability risks for your company? IN addition, you
depend on your supplier for information. Your supplier will, naturally, try to convince you that
everything is just fine, so information on labour conditions or child labour would have to be
derived from a different source, independent from your supplier, yet sfill reliable. What works
best and is most appropriate depends on your business, what you procure, and where form
you procure.

However, resource usage at your suppliers can easily be measured (raw materials, energy,
GHG emissions, water, waste recycling rate, waste to landfill). There is no reason why a
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company should not ask for the footprint of the gods/services procured. It helps the
company to beftter calculate a cradle-to-grave environmental footfprint of its own
products/services. It also allows for better monitoring the raw material and energy cost of
the gods that you procure, and what fluctuations these costs are likely to be subject to in the
future.

There are also generic social indicators that are worth considering integrating in supplier
evaluation - labour employed through the goods procured, labour cost of your
procurement, and total labour costs of the supplier, preferably in relation to management
pay.

There are no off-the-shelf solutions with a fixed list of indicators that can be used; they need
to be specifically adapted to your needs.

B.3 Selling & Branding

B.3.1 Communicating Sustainability

In the ideal case, a company is not only identified through its products/services, but also its
culture, value, and vision —both in the positive and negative sense. The vison of the company
therefore needs to be communicated; and it needs to be communicated well, in a form
that is visible, coherent, logical, but — never over the fop. The vision of the company, its
culture and values are, hopefully, based on or integrated a sustainability vision of the
company and the environment the company works in.

Sustainability communication is therefore key to increase customer perception of the
company as a brand, not only its products/services.

Communication these days happens more through on-line than off-line channels, based on
rich content and graphically pleasing represented. The “Sustainability Report” of a company
used fo be the means of transporting this message. However, only very few people look af
sustainability reports (ESG analysts, for example, and rating agencies), let alone read them.
The key message of the sustainability report therefore needs to be available on-line — visible
coherent, logical; and most importantly: integrated in mainstream reporting and
communication, including advertisement and branding.

Some key elements of good sustainability communication include:

Overview of your business — challenges and opportunities, where your company is coming
from, and where it is going too.

Numbers - extra financial reporting is considered standards these days. However, data
without context is not very useful. Performance data therefor has to be communicated in
the context of fime (development over time) and comparable (i.e. normalised against the
financial or other measurable indicators.

B.3.2 Branding

The brand of a company is how a company and/or its products/services are perceived in
the public, and thus, by the customers — whereby the company’s self-perception is not
always congruent with the public perception of the company. A company that is perceived
fo work along values that go beyond short-term profit maximising enjoys higher customer
frust and therefore gives the company a competitive edge when a customer has two (or
more) choices for similar products/services at similar prices. In addition, a good - sustainable
— brand perception increases a company’'s perception as e preferred employer, i.e.
facilitates recruitment of talented work-force.

The brand of a company has to do with the historic perception, its products, and the culture
the company fries to reflect to the outside world. The most efficient sustainable branding
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strategy is to have sustainable products/services (the more the better), and that your
company is perceived as a leader or even better visionary in terms of integrating ESG factors
in every-day life and management. In the absence of full integration, the sustainable brand
has to be built through clever conveying of the company story, and where that story is
supposed to lead to.

The sustainable values therefore should be conveyed in advertisements. However, it is
important not to go over the top, in particular if the operational side and/or the products are
not (yet) on the level that the branding message carries.

B.3.3 Customer services

The best customer service a company can have are high-quality products/services af
competitive prices. Good products/services at reasonable prices mean happy customers,
and therefor fewer complaints, i.e. customer services are less important. The CMS of a
company has 3 main functions —

e Product/service information (product choice support) before sales
e Guidance during sales
e After sale, including after-service, complaints management, feedback monitoring

In the before sale stage, product informatfion is the most important. Product/service
information includes fransparency —i.e. full information of what is in the product/service and
what it does, even if legislation does not require declaration of components. Customers are
full age, and want fo be informed fully informed. If you have a product/service that you wish
no to declare fully, you better take it off the market. Denying transparency is not good for
customer trust.

During sales, the shopping experience counts. Naturally, this is particular important in B2C
businesses and consumer goods; it should not only be guided by what you want to sell, but
also with the customers’ needs in mind. A not to overlooked element is courtesy. Natural
courtesy, as brought to near-perfection in Asia, but almost non-existent in the Western world.
It is one of the largest secrets how to bring about courtesy that is not over the top.

After sales there are 2 main sustainability considerations: customer data (what does the
company do with the date) and its safety (who is customer data protected against 3rd-party
access). In addition, a coherent complaint management needs to be installed with
consumer feedback collected in a systematic, analysis and used fo inform future
development.
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