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Private sector investment, innovation, and implementation capabilities will be essential to

achieve theSustainable Development Goals (SDGSs). It will not be possible to reach the scale

of corporate and investor engagement needed without establishing common standards,
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contributions to sustainable development. Over the past two decades, a vanguard of

pioneering companies and alliances has demonstrated the value of these joint actions. The
challenge now is to make them a mainstream element of business and investment

activities.
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EXECUTIVE SUMMARY

Achieving the United Nations Sustainable Development Goals (SDGs) by 2030 requires
transformational change. The study examines the role of the business sector in the delivery
of the SDGs through the lens of corporate sustainability. Corporate sustainakylits an
evolving management paradigm that aligns the pursuit of business profits with environment
protection, social justice, economic development, and ethical governance. Compared to
corporate social responsibility, which is driven more by external reasos and the aim of
giving back to the society, corporate sustainability is driven internally by companies with the
aim of creating shared value for both shareholders andther stakeholders. Corporate
sustainability is about transforming the business model.

The study aims to understand the nature and extent of business sector engagement with
SDGs. Through research and analysis, the study presen@heaory of changéthat, when put
in practice, can lead to higher contribution by the business sector toward heving the SDGs.

Theory of Change
Asbusiness driversand expected rewards to engage witthe SDGs andake oncorporate
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achievement by integrating sustainability into the business.
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various business models and industries and identifies its emerging practices. The key
guestions examined under the study &

U What is thenature and exteniof engagement with the SDGs by companies?

0 What are the motivations for corporate sustainability and engagement with the SDGs?

U What practices emerge as essential to the integration of sustainability in the business
model?

Extent of Corporate Engagement with the SDGs

There is a high level of agnment with the SDGs among the companies in the sampbeit the
depth of the engagementvaries. While most companies refer to the SDGs in their
publications, less than half map their corporate and sustainability goals or activities to
specific SDGs.

Companies tend to prioritize goals that are most relevant to their business. SDG 8, 12, and
17 receive the highest level of attention while SDG 1, 2, 14 receive the lowest level of



attention from companies. The lack of awareness of the SDGs by internal aexternal
stakeholders and the challenge of measuring sustainability impacts are the most frequently
mentioned obstacles to deeper engagement with the SD&g companies.

Motivations for Corporate Sustainability and SDG engagement

Sustainability is about taking the longterm perspective on how a business creates value.
Understanding and articulating the drivers for sustainability enable companies to clearly
make a case for their transition toward a more sustainable business model Wé the drivers
are highly contextual, they all can be categorized ésisinesscaseor value-based driversMost
of the companies interviewed and researched identify strongly with the business
imperatives of sustainability. However, a handful of leading ampanies have begun to
articulate corporate sustainability through their own value systems in which the business of
business is sustainability. Companies engage with the SDGs because alignment taxbkal
Goals fits their existing corporateand sustainahility strategy. The goals provide companies
with a useful framework to examine their sustainability issues and an opportunity to
demonstrate corporate citizenship.

Emerqging Practices of Corporate Sustainability Integration

While leading companies are sli progressing on their transition towards a sustainable
model, several effective practices of strategic, operational, and organizational integration of
sustainability have emerged. There is a growing convergence of business and sustainability
strategy that leads to the creation of shared value. However, operationalizing sustainability
remains a challenge, particularly through issues arising out of obstacles in measuring social
and governance impact. Leading companies deeply involve their stakeholders ineth
sustainability process, especially with setting sustainability goals, and regularly
communicating with them via continuous and integrated reporting. While corporate
philanthropy is still prevalent and valued many companies engage in wiwin corporate
sustainability partnerships and alliances For corporate sustainability to become more
pervasive, conpanies echo the need for top leadership to champion sustainabilitguccessful
integration alsorequires a clear governance structure and all employees on board. The latter
aspect is still fraught with obstacles, particularly in the involvement of middle mnagers.

Key Takeaways

Most companies see their contribution to the SDGs directly through existing sustainability
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development agenda, it is imperative to focus on havinghore companies integrating and
improving corporate sustainability practices.




Key Findings on SDGs Engagement and
Corporate Sustainability of Sample Companies

Most companiesreviewed in this study see their contribution to the SDGs directly
through existing corporate sustainability goals and practicesihile most refer to
the SDGs in their publications in general, less than hathck their corporate and
sustainability goals or activitiesagainstspecific SDGs.

Companies tend to prioritize SDGs that align with their core business, rather thg
taking an allencompassing approach. SDG 8, 12, and 17 receive the highest leve
attention while SDG 1, 2, 14 receive the lowest level of attention from companies

Thedrivers for a company to take on sustainabilitycan be categorized as business
case drivers or valuebased drivers, ad there are overlapping features between
these twocategories.

Over 80% of companies identify most strongly with businesgase drivers. Some
companies are driven both by business imperatives and value systems. Only
handful of companies identify purely with valuebased drivers.

The average number oeénvironmental, social, and governance (ES@hpact areas
identified by the companies in the sample ifour. It means that a company is taking
sustainability actions in at leastfour key areas at a given time.

Measuring ESG impact remains a big challenge for companies. All 14 compar,
interviewed echothe struggle with impact measurement metricsWhile companies
report ESG indicators, environmental indicators are the most well established i
their reports and the categories related to governance are least represented.

Overall, around 75% of the companies are moving along the integrated approa
to building a sustainability governance structure. These companies usually have
least one or two of the following sistainability leadership practices: an executive
providing oversight on sustainability, a boardlevel committee dedicated to
sustainability, or crossfunctional management of sustainability.

Companies gpressthat the day-to-day work of integrating sustanability is often
fraught with obstacles and delaysparticularly in instilling a sense of ownership on
sustainability issues among employees.




INTRODUCTION

The catalyst for this research project ighe growing evidence of business commitment to
sustainability and engagementwith the Sustainable Development Goals (SDGg$ome 7,500
companies issuing annual sustainability or corporate responsibility reports in accordance
with the Global Reporting Initiative and he Dow &nes Sustanability Index assessing the
commitment to sustainability of 3,400 companies- and an interest in understanding why
and how.

During the past decade, the business sector has increasingly played a more integrated role
in the discussion and programming of the global devefoment agenda. In 2015, the United
Nations Sustainable Development Goals (SDGSs), a collection of 17 goals and 169 targets, set
forth a broad scope of development objectives for all countries and called for action by actors
beyond government. For the first ime, the business sector fully participated in the creation

of SDGs and was recognized as an essenpartner in the achievement of the goalsin
contrast to the Millennium Development Goals (MDGs), adopted in 2000 and targdtat
increasing donor assistace for developing countries, the SDGs are a broader set of goals that
are universal in applying to all nations and targeted at all financing and players, particularly
the private sector.

The importance of the engagement of the private sectois underscoredby Goal 17, which
emphasizes the need for enhanced publprivate partnerships to mobilize and share
knowledge, technology, and financial resources for thGlobal GoalsThere are many ways

in which the business sector can be a key engifigr sustainable development. These include
filling the financing gap, driving innovation, expanding access, creating job opportunities,
building inclusive businesses, and producing goods and services that address development
challenges.

While definitely leading the trend, the manner in which the financial sector in the
Netherlandsis engaging the SDGs represents what the global business community is and can

do. In a2016repl OO O" OEI AET C (ECExAUO O 3% )1 0AO
institutions th at manage assets worth 2900 billion eurgpresent how to collaborate in

financing the global goald. The two largest Dutch pension funds, ABP and PFZW have set a

target of investing 58 billion euros in SDG investments by 2028.
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Looking globally, h May 2018 twenty-six banks from nineteen countries announced a

global initiative for banks to align their business practices with the SDGs and the Paris

Climate Agreemeng
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including by the World Business Council for SustainabteAccenture Strategy and

econsensé, EMPEA, and the Silicon Valley Community=oundation’.

As to whether the SDGs make business sense, the 2@@mmssion on Sustainable
Businessghaired by Mark MallockBrown, identified a 12 trillion market in four of the

SDGs by 2030. A 2015 Harvard Business School study of 180 tb8panies found that

over more than a decadecompanies that scored well on ESG factors also achieved

significantly returns8.4 EA 3#2onmn 03$' #1111 EOQI AT O 2ADPTI 006 C
x Ol A6O 1 AOCAOGO AT i PAT E A @25xilfiod Eollaks, J0AdBEED AAD |
commitment to the SDGand that for 2017 the UNGSII SCR300 Global Sustainability Fund
outperformed market benchmarks, such as Dow Jones and Bdiard & Poor&®.

This study looks at the role of the business sector in the delivery die¢ SDGs through the lens

of corporate sustainability. The underlying theory of change is that when companies fully
integrate sustainability into their business strategy and operations, they will transition to
sustainable business models that contribute tahe SDGs through innovationsgreater
efficiencies, and shared value. As companies navigate their journey toward sustainability,
the SDGs can serve as a guiding framework for a cohesive vision of environmental, social,
and governance (ESG) sustainabilityhat catalyzes opportunities for business growth and
longevity.
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The SDGs align development goals (inclusive growth, social equity, environmental
protection) with key business imperatives (revenue growth, resource productivity, risk
management) and creataAOOET AOO AAOA &£ O OEA AOOET AGO
development. This focus has come at the right time as companies are moving from
uncoordinated corporate responsibility programs toward a more systematic integration of
social, environmental and governance concerns into their core business strategy. While
these efforts vary widely by country, industry, company size, and individual company,
companies increasingly recognize the importance of sustainability to the future of their
businesses. T8 is because theynust confront and adapt to intense business competition,
uncertainty over access to energy and materials, climate change threats, and greater scrutiny
from the public and their own employees about corporate practices.

Consideringthis dual integration of the business sector into the global development agenda
and of corporate sustainability into the business strategy, this exploratory study aims to
provide insights into the emerging practices of corporate sustainability activities in relabn

to the SDGs. Through this exploration, the study hopes to shed light on the synergy between
the SDGs and corporate sustainability activities and a probable framework ftine business
transition towards a sustainable future.

Key Concept: Corporate Sustainability

Corporate sustainability is an evolving management paradigm that aligns the pursuit

of business profits with environment protection, social justice, economic
development, and ethical governance. Corporate sustainability practiceshave evolved
over the past decade, from being philanthropic in nature to becoming more intertwined with
business imperatives and core expertise of companies.

Motivation

Awareness of giving
back through providing
funding or volunteerism

Impact Benefits

Little strategic and ‘
operational impact Short-term and diluted

Benefits

Motivation Impact . Fr
: ; . itigate: operationa
Compliance and other Medium strategic and risks and support

external factors operational impact external relationships

Corporate Sustainability

Motivation Impact Benefits

sustaiagiiy nto core _ Fundamentalsrategic.  S1GT TeE SRaon
business model P P: sustainable business

Figurel. Evolution of Corporate Sustainability
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As a company evolves from corporate philanthropy to corporate sustainability, the
motivation changes from mere awareness of giving back to the community in which it
operates to integrating sustainability in the business model.The higher degree of

intentiol AT EOU 1 AAAO OF A AAAPAO EiIiPAAO 11 OEA
Sustainability activities are no longer oneoff occasions led by marketing, communications,

or human resources function. Instead, sustainability is built into corporate vision and pia

with specific goals, measures, and activities implementedy a clear sustainability
management system involving top leadership and functionthroughout the business. As a

result, the accrued benefits aréong-term, and the creation of financial gains & intertwined

with positive environmental, social, and governance impact

Overall, tis transition at the individual company level can be presented throughhree
phases Awareness, Action, and Integration.

Awareness: This is the phase when a business is aware of corporate responsibilliyt does
not take any action that is not driven purely by external factors. These factors can include
specific government mandated corporate social responsibility contributions, negate
publicity, or pressure from consumers. For example, in 2015, India mandated compulsory
Corporate Social Responsibility contribution to the tune of 2% of net profit for three
consecutive years. Althouglthis increased the corporate participation, such cetributions
were limited in their intentions and impact. This phase is prevalent whera company isat
the beginning of the spectrum i.e. engaging in purely philanthropic activities.

Action: The differentiating factor between the awareness and the actiophase is the
intentionality of the business.An action-oriented compary is more aware ofits role in the

society andbeginsto initiate specific corporate responsibility activities. Many activities start

out being philanthropic in nature, such as employee contribution to humanitarian crises,
community activities, or participation in charities in the place where the company opates

in order to improve community relations. Over time, the activities can become more

ET OAT OETT Al ET OEAEO OOEI EUAOEIT 1 AavobdsA AT | DA
companymoving along the spectrum from philanthropy to corporate social rggonsibility.

Integration: After undergoing the initial transformation, corporate sustainability is
integrated into business activities. Organizations can now recognize the benefits of being a
sustainable business through market penetrationgost efficiercy, production innovation,
risk mitigation, among many things Under this phase, companies perceive business
opportunities in operationalizing sustainability into other functions and aligning their
corporate responsibility activities with their core competencies. This phase is present when
a company isfully embracing corporate sustainability.

11



Objective & Scope

The study aims to understand how the business sector engages with the SDiG&lentifi es
how companies leverage corporate sustainability activities to articulateheir contribution
to the SDGs. The study examinesnerging practicesthat define corporate sustainability.

The scope of the study covers companies that are recognized as sustainapil@aders under
various sustainability-related rankings and indicesUsing publicly available information on

exploresthree key questions:

i What is the extent and n&ure of engagement with the SDGs by companies?

i What are the motivations to incorporate corporate sustainability and engagwith
the SDGs?

i What practices emerge as essential to the integration of corporate sustainability
the business?

The exploration of these questionsgenerates insights into the emerging practices of
corporate sustainability activities in relation to the SDGsThe insights serve a basis to:

1. Provide the business community with emerging approaches to integrate
environmental, social, and governance sustainability concerns in core business
operations;

2. Provide stakeholders, potential partners, and other parties interested in
understanding the role of the business sector in global developmerdnd in
advancing the SDGswith knowledge of the strategies and challenges that
companies have in creating sustainable development impact through their
business models.

Methodology

Data Collection

The data collected is based on a desk review and interviews with company executives. The
desk review combines existing literature on the topic with an analysis of corporate
sustainability activities and SDGs engagement by a sample of 40 companies, out lnttv 14
were interviewed. The resources thatwere closely examined include company websites,
sustainability reports, and annual reports between 2012 and 2017.

12



Company Selection

The 40 companies explored in the study are chosen from a list of four recogad rankings
that profile the most sustainable companies in the worldAT A OEA AOOEI 008
Appendix 1for the complete list). Data from the latest available rankings2017 and 2018 is
used to generate this listThe rankings include:

7 &1 OO0O1T A6 O #EAT CA OEA 71 Ol A

7 &1 OAAOGSE 71 01 AOBOG -1 00 3000AET AAT A #1711 PATEAO
17 "AOOI T80 pnm -1 00 3000AET AAT A #11PAT EAO
1 Dow Jones Sustainability World Index Industry Wide Leader

All companies in the study are multinationalbusinesses Most have annual revenues of at
least $1 billion or more, are publicly traded, and have headquarters in the U.S. or Europe.
Only three companies are privately held oacooperative, and onlyeight companies are non
U.S and European. Small anagnedium-enterprises and national companies are precluded
from the study due to the lack of publicly available data and limited outreach capacity of the
authors.

16 companies in the list of 40 are includedhecause of thesase of outreach within the authorg
network for interview purpose. It is worth noting that all these companies have
sustainability operations which inform findings in the study, especially from private
companies which ae not included in most sustainability rankings. 12 out of these 16
companies are present in at least one of the four rankings.

For the remaining 24 companies, the top 25 companies from each of the above four lists are
chosen to form an aggregated list of 100 companies. Thesengpanies are then categorized
by industry, and 24 companies are randomly selected (4 companies for each industry).

The 40 companies includedn the study represent the following industries:
Food, Beverage and Consumer Goods (10 companies)

Healthcare andLife Sciences (6 companies)

Energy, Natural Resources, and Chemicals (5 companies)
Industrials, Manufacturing, and Constructions (6 companies)
Financial Services (6 companies)

Information Technology Services and Communication (7 companies)

2 o

Analysis Framework

The analysis framework is built around the following three key questions:

13



T What is thenature andextent of engagement with the SDGs by companies?

1 What are the motivations for corporate sustainability and engagement with the SDGs?

T What practices emerge as essential to the integration of sustainability within the
business model?

Under each question, specific indicators arasedOT A OOA OO OEA AlnsigiasAT UGS O
from interviews are incorporated to enrich the analysis A Full explanation of the analysis
framework, assessment methodology, and interview questionnaire is included in Appendix

3 and 4.

ADoes company make reference to the SDGs?
SDGs ADoes company explicity support specific SDGs?

Engagement ADoes company align its corporate sustainability and business
activities to the SDGs?

Awnhat are the reasons to align with the SDGs?

Motivation Awnat are the resons to undertake corporate sustainability?

AHow are its business and sustainabily strategy articulated?
) AHow does it define sustainability goals, measure, and report ES
Emerging < impact?

AHow does it engage stakeholders on sustainability issues?
AHow does it approach corporate sustainabiltity partnerships?
AHow does it structure its organization to manage sustainability

CS Practices

Figure2. Key Analysis Questions

SDGs Engagement The study assesses how companies perceive the GDand make
commitments to them. The framework analyzes the extent to which companies align with
the SDGs, from merely making a single reference to the goals to making public commitments.
Insights from interviews are incorporated to highlight the benefits and challenges that
companies perceive in their engagement with the SDGs.

Motivation : The study examines what drives companies to take on corporate sustainability

and engage with the SDGs. It looks at how sustainability and the SDGs are articulated in the

AT i PATUGO DOAI EAAOETT Oh AOOET AOGO 1 EOOEITTHh Al
statements. The drivers and approaches that motivate companies are assessed and
categorized based on the methodology outlined in Annex 3.

14



Emerqging Practices: The study examines the practices that companies take to integrate
sustainability from three lenses:

1 Strategic Integration: how business and sustainability strategy are intertwined.

1 Operational Integration: how a company incorporates sustainability goals,
measurement and reporting, stakeholder management, and partnership approach in
relation to its strategy.

1 Organizational Integration: how sustainability management and governance are
structured and implemented.

15



ANALYSIS & KEY INSIGHTS
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three main areas:
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This part assesses the level at which sample companies recognize and makemmitment

to specific SDGs and the challenges they face in aligning their business and sustainability
activities to the Global Goals.

Il. Motivations for Companies to Integrate Corporate Sustainability and the SDGs
This part examines the nature of moties for companies to adopt corporate sustainability
and how these business drivers are aligned with reasons to support the SDGs.

Il Emerging Practices that Define Corporate Sustainability Integration

This part identifies emerging practices that companies denmstrate to integrate
sustainability into the business model across three aspects: strategic, operational, and
organizational integration.

In addition to findings from the desk review and interviews ofsample companies, insights
gathered from the literature review are also incorporated.
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|.  Extent of Engagement with the SDGs

Understanding the current level of engagement with the SDGs by companies considered to
be leaders in sustainability can illuminate the extent to which the SDGs are supported by the
business sector and whathe challengesare.

The study identifies the following key trends on SDG engagemettasedon an analysis of 40
samplecompanies:

U Most companies see their contribution to the SDGs terms of corporate sustainability
goals and practices.

U0 While most companies refer to the SDGs in their publications iregeral, less than half
track corporate and sustainability goals or activitiesagainstspecific SDGs.

U While there are varying levels of engagement with the SDGs by individual compan
within an industry, companies in the Food, Beverage and Consumer Goods indus
overall have the strongest level of engagement.

i Companies tend to prioritize SDGs that aligwith their core business, rather than
taking an allencompassing approach. SDG 8, 12, and 17 receive the highest leve
attention while SDG 1, 2, 14 receive the lowest level of attention from companies.

U The lack of awareness of the SDGs among the internal and external stakeholders
the challenge of measuring ESG impact are the most frequently mentioned obstac
toaAl I DPAT USO AAAPAO AT CACAi AT O xEOE OE

1) Extent of Recognition and Commitmenttot he SDGsS

There is a high level of alignment with the SDGs among the companies in the sample tihel

level of commitment can be deepened®$ AOA AT 11 AAOAA AOT I AT I PATE
corporate sustainability reports, and interviews reveal that most companies see their
contribution to the SDGs directly through existing corporate sustainability goals and

practices. While 80% of companies recognize the importance of the SDGs in their
communication materials, only 63% explicitly disclose support for specii SDGs.

10 The authors are aware of the sel§election bias with regards to SDGs engagement. Since companies
examined in the stidy are considered as sustainability leaders, they are more likely engage with the
SDGs than the average company.
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Furthermore, less than half map their existing corporate sustainability goals and activities
againstspecific SDGs.

SDG RECOGNITION BY COMPANIES
80%
63%

48%

5%

Refer to SDGs Support specific Align goals & Make extra
SDGs activities to SDGs commitments to
SDGs

Figure3. Level of SDG Recognition by Sample Companies

Highlighting the limited depth of engagement, only two companies go beyond the exercise of
aligning their activities to the Gobal Goals and make specific commitments toindividual
SDGs (Seexample in Figure 4 beloyy. On the other hand, a small group ofoenpanies have
not engaged with theSDGsat all, despitehaving corporate sustainability activities. These
companies may bemissingthe opportunity to enhance their corporate citizenship image and
global presence by not communicating on their commitment tthe Goals.

Global Disease Challenges
Our aspiration: A world where innovations
and holistic health solutions prevent,
control and eliminate global disease
challenges and epidemics.

Environmental Health

A world where all people
have healthy places to live, work
and play.

y 1: 100 million*
citizens living across 30 cities

will have benefited from climate

and air quality actions that Global Disease from J&J solutions that
have the potential to Challenges prevent, control and
positively impact public eliminate global diseases.
health.

Our 5-year target: 175 million
individuals will have benefited

SDG 3
SDG 5
SDG 17

Essential ——
ssential Surgery
Surgery Our aspiration: A world where

safe, essential and timely

Health Workforce
A world where

the current and future health
care workforce has the necessary surgical care can be accessed
competencies to deliver high . by all to save lives, prevent
quality health care. Women'’s & disability, promote economic growth,
- 650,000 health Children’s Health and reduce social marginalization.
Our 5-year target: 50 million people will
have had access to safe, essential, and
timely surgical care.

workers will have received training to
better deliver quality health care.

Women’s & Children’s Health
Our aspiration: A world where every woman and child
survives and has the opportunity for a healthy future.

Our 5-year target: 60 million women and children will have
received support and tools to enable a healthy future.

FigureA W2 Ky &2y 3 W2KyazyQa {LISOATAO /2YYAlYSyli
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2) Industry & Regional Perspective

Companies in the Food, Beverage and Consumer Goods industry have the highest level of
overall engagement with the SDGs. In comparison to others, this industry provides goods
and services that are highly consumefacing and dependent on eveevolving consuner
trends. Companies in the Food, Beverage and Consumer Goods industry also deal with a
complex supply chain, along which there are many sustainability hotspots, particularly
concerning material sourcing, production process, consumer use, and waste dispbsa
Because ofthese, more pressure is exerted on consumer product companids adopt
corporate sustainability and by extension the SDGs. The Healthcare and Life Sciences
industry is also highly engaged with the SDGs as the missions of companies in thiscepare
closely aligned with SDG 3 on Good Health and W8lking. The Financial Services industry
has the lowest level of commitment particularly in mapping activities againstthe SDGs.

SDG RECOGNITION BY INDUSTRY
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Figureb. Levels of SDG Recognition ubktry

Non-U.S. companies demonstrate a deeper level of commitment to the SDGs than U.S.
companies. As the sample only features eighton-US or Europeancompanies that are
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considered sustainability leaders, the high level of engagement with the SDGs by these
companies is notnecessarily reflective of the trends from their countries and regions.
Further study that specifically examines multinational or national companies outsde of the
U.S and Europés necessary to provide more evidence on regional trends.

SDG RECOGNITION BY REGION

100%
88% 88%
ki 75%
60% 59%
27%
20°% 13%
0% 0%
Refer to SDGs Support specific Align goals & Make extra
SDGs activities to SDGs commitments to

SDGs

US mEurope mOthers

Figure6. Levels of SDG Recognition by Region

As articulate by Jane Nelson in the quote at the forefront of this report andetailed in

O # 1 ctive Action on Business Standards, Goals, and Metrics to Achieve Scale and Impact for
the SDG@'L, alliances, both solely among corporates and jointly with public and civil society,
are a key mechanism for raising the bar on corporate ESG and engagements with the global
goals. Her researcheveals some 300 busines$ed coalitions.

The sample companis for this research participate in oneto-fourteen alliances, with the
average being just over threeMore than half of the companies take an active part in leading
global platforms and alliances that work to connect the business sector with the SDGs. 60%
of companies in the sample are part of the UN Global Compact, an initiative that encourages
businesses worldwide to adopt sustainable and sodig responsible policies, and to report

on their implementation. 30% are part of the World Business Council onuStainable
Development (WBCSD), a premier CE@d organization of over 200 leading businesses
working to acceleratethe transition to a sustainable world.

Z A A~ e 2

| OEAO OOOAEAO EAOA Al 01 OAmI AAOAA OEI EI AO OOA
SDGs. e United Nations Global Sustainability Index Institute (UNGSII) surveying the top

100 global companies by revenues finds that companies disclose their SDGs commitment at

ug jEIT (1T E +EAOAOG Al Al h &OIiI 30ii1EOO O 311 060ET
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varying levels. While over 80% of companies refer to the SDGs, only 25% of companies
explicitly reference specific Goal$2 The companies thatexplicitly mention specific SDGs
represent some of the most effective communicators on ESG issues, highlighting their
interests to investors. UNGSII also shows that European companies performed bettiean
North American companies in demonstrating their commitment to the SDGA.PwC study in
2016 finds a high level of SDG awareness among the business community at 92%, however,
only 52% identify SDGs that are relevant to their business and 34% identi§pecific projects
that will contribute to the SDGs'3

$AOA AiT11AAOCAA &£OTiT EIT OAOOEAxO AT A 1 O0OEAO
engagement with the SDGs is likely to increase in the future, particularly by developing
products or services thatprovide solutions in line with the goals. Contribution to the SDGs
through increasing philanthropic contributions or providing financing for solutions are the

least preferred way of supporting the achievement of the SDG5.

12 Schatz, Roland. SDG Commitment Report 100: Tracking companies' effda contribute to the
Sustainable Development Goals. UNGSII, 19 April 2017.

13 PricewaterhouseCoopersMake it your Business: Engaging with the Sustainable Development
Goals 2015.

14 Brackley, Aiste, and Bron YorkSustainability Trends for 2017 Radar. SustainAbility, 2017.
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3) Level of Importance of specific SDGs to Companies
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Among samplecompaniesthat explicitly disclose their support for
the Goals, most tend to pick specific SDGs that are most relevant to
their business and corporate sustainability activities. A pattern
emerges as to whichSDGs cmpanies perceive to be the most
important (See Figure 7). The top three Goals that companies have
demonstrated a commitment to are: SDG 8 (Decent Work and
Economic Growth), SDG 12 (Responsible Production and
Consumption), and SDG 17 (Partnerships for the GoalsJDG 1 (No
Poverty), SDG 2 (Zero Hunger) and SDG 14 (Life Below Water) have
the least attention of compares in the sample.

Other studies surveying business and sustainability leaders also
reflect the patterns described in the ranking above. According to
these studies, SDG 8 and SDG 12 consistently appear among the top
five while SDG 14, SDG 1 and SDG 2 sistently appear in the
bottom half, regardless of the industry. Other SDGs that usually
appear to be most important for businesses are SDG 3 (Good Health
and WellBeing) and SDG 9 (Industrial Innovation and
Infrastructure), while SDG 10 (Reduced Inequal) and SDG 16
(Peace Justice and Strong Institutions) areamong the least
prioritized. 15

Given the significant role of the business sector in employment
creation, driving economic growth, and providing goods and
services, SDG 8 and SDG 12 aaatural fit. Data collected from
interviews and communication materials reflect that companies
highly value partnerships (SDG 17)as part of implementing their
corporate sustainability activities and contributing to the SDGs.
Meanwhile, companies often view the bottm-ranked goals,
particularly SDG 1, SDG 2, SDG 10, and SDG 16, as areas where
governments have more responsibilityand where there is least
potential for companies to create impactor find business
opportunity.
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Figure7. SDGs Ranking by
Prioritizing which SDGs Sample Companies to support helps companies create a

more strategic link between their corporate sustainability activities and contribution to
global development. Interviews with companes illuminate that almost all companies pick
specific SDGs that fit with their existing sustainability framework. While focusing on the
SDGs that are most relevant to their business provides an effective engagement strategy to
start with, companiesmustbe Ax AOA 1T £ IIEGAEGREAOCAWAAO 1 £
comfort zones, but also addressing areas that are indirectly linked to their corporate
activities. Further studieswould provide deeper insights as to why some SDGs consistently
rank top or bottom for companies so that organizations looking to work with the business
sector onspecificSDGs can better navigate their engagement.

4) Challenges for Companies to Engage with th e SDGs

Themain challenge in engagement with the SDGs is the lack of awareness of the goals among
stakeholders. Many companies consult external stakeholders during the process of
developing and validating their corporate sustainability strategy, and directeferences to

the SDGs are not articulated by many stakeholders, even if they bring up issues related to the
SDGs.Thus, Imited stakeholder demand hindes broader executive engagement on the
SDGs. According to a 2017 GleBcan study on European companigs AT CACAIT AT O
SDGs, business leaders see the government as the key actor that can help addresgdhls'®

If governments were to demand more reporting or action around the SDGs or to help provide

a framework for business to prioritize and operatiaalize the SDGghis would drive more
executives to become more engaged.

Awareness of the SDGs is also limited among
internal stakeholders. Based on the interviews.
most respondents are not aware of employee
engagement activity related to corporate

| am to some degr
surprised that thEDGs
have not been as front an

sustainability that places the SDGs at the front center in our discussiol
and center of sustainability efforts. Only one with various customers
respondent extensively describes EA O AT i DAT U O and donors as | expec
corporate sustainability activities designed to them
engage employees on actions around different

) _ (Representative from a Food, Beverags
themes of the SDGsOther studies also find and Consumer Goods Compan)

limited SDG knowledge among internal

16 GlobeScanThe Sistainable Development Goals (SDGs): The Value for Eui@jmeScan, 16 May
2017
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stakeholders. According to the 2017 GlobeScan study, while top management and CSR or
sustainability-related functions are aware othe SDGs, only 11% of business leaders believe
that the SDGs are well known among middle managemefit.

I AEAIT 1 AT CA OEAO AT i PATEAO AAET EIT OEA EIT OAOO
impact on the SDGs. The challenge of determining impact aggdiin general for corporate
sustainability activities, and not just specifically to the SDGs. While some companies map
their existing corporate sustainability activities againstthe SDGs, they do not necessarily
track how these activities progress yeaito-year. Interview respondents expressa lack of
consistent tools and methodologies to assess impact, particularly for more subjective areas
under social and governance sustainability. Companies migmeasure outcomes at the
program level but facedifficulty aggregating them and determine their total impact. As the
SDGs are broad in nature and hawecontribution from a range of actors, some respondents
express that it is difficult and not necessary for companies to determine their impact at the
individual company level.

Another study finds that large
enterprises seem to have a
heightened awareness of the SDGs

In terms ofquantification of impact compared to SME$®  For

P withregards tdhe SDGs, | think that companies to help drive fulfilment
is a question not a lot of compan  ©f the Global Goals and fully
including us, are lookingtnow. Itis ¢ 'everage the business benefits, it

highly complex and quite subjectiv: will be important for companlles to
area ofwork. More work must bdone QZLdeorf::tlyangrg:rieploﬁggleto

both within the business and extern:

What i ded ] raise awareness and interest in the
atls needed are more consiste SDGs. It is also critical to engage

"fmd standardized.guideline further with SMEs on the global
supporting the business in the prot goals, especially in emerging
of quantifying impac  economies where SMEs are

(Representative from a Food, Beveraggand Consume important drivers of employment
Goods Company and economic growth.

17 |bid
18 GlobeScan/SustainAbility Evaluating Progress Towards the Sustainable Development GQal$7.
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Finally, a general challenge that encompasses corporate sustainability and SDGs activities is
the lack of clarity on how these activities relate to their core business. While leading
companieson corporate sustainability find aligning with SDGgo be anatural extension of
their existing framework, companies at the beginning stage @brporate sustainability have
more trouble articulating the relevance of the Global Goals.sAcompaniesfurther develop
their corporate sustainability strategy, theyshould encounter and create more tools to direct
their engagement with the SDG¥

As the business sector looks to deepen its engagement with the SDGs, it is important for
companies to align and map their specific corporate sustainability goals and activities to
specific SDGs. This practice makes the engagement with the global goals more meaningful by
the way of measuring and tracking their contribution. Furthermore, it is an opportunity for
companies to use the SDGs as another framework to think through their corporate
sustainability strategy, publicly demonstrate the corporate citizenship, and have a presence
in the global dialogue on sustainable development.

19 PricewaterhouseCoopersMake it your Business: Engaging withe Sustainable Development
Goals 2015.
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Il.  Motivations for Corporate Sustainability and SDGs
Alignment

The study analyzes the motivationgor companies to integrate corporate sustainability and
align corporate activities with the SDGs, first in isolation and then together. Categorizing
these motivations reveals that there are several interlinkages between what drives these
companies to undertale the two activities in terms of growth opportunities and risk
mitigation. Similarly, there is an alignment between expected rewards through value
enhancement for both business and society. This insight provides the following theory of
change, which assed that undertaking corporate sustainability will drive the
transformational change needed for the business sector emhanas contribution to the SDGs.

Theory of Change
Asbusiness driversand expected rewards to engage witthe SDGs andake oncorporate
OOOOAET AAET EOU AOA AT ECT AAh AT i PATEAO
achievement by integrating sustainability into the business.

This section first examines the sustainability drivers using existing literature and then
introduces insights from the analysis of corporate sustainability activities and SDGs
alignment of the sample companies. Overall, most companies have made a clear case for why
they incorporate sustainability based on business imperatives and/or theirvalues.
Companies see their contribution to the SDGs through the light of their corporate
sustainability goals and activities.

The main findings are:

U The drivers for companies to undertake sustainability are contextual ant
dependent on the nature of their business, thanterests of their stakeholders, and
the business environment.

U There is a strong alignment between the drivers to take on corporate sustainabilit
and engage with the SDGs.

0 All drivers can be categorized as businessase drivers or valuebased drivers,
although there are some overlapping features.

U Over 80% of comm@nies identify most strongly with businesscase drivers. Some
companies are driven both by business imperatives and value systems. Only
handful of companies identify purely with valuebased drivers.
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U0 Companies engage with the SDGs because alignment vitile goals fits with their
corporate sustainability strategies.

U The SDGs provide companiesvith a useful framework to examine corporate
sustainability issues and an opportunity to demonstrate corporate citizenship

1) What is driving Corporate Sustainability?

The literature on corporate sustainability drivers is diverse with different sources citing
varying reasons for companies to incorporate sustainability. McKinsaglentifies three broad
categories of drivers forcompanies to integrate corporate sustainability based on business
growth, risk management, and returns to capita?® Other sources approach identifying
drivers based on internal and external factors?! Examples of internal factors include
proactive leadershp or demands from employees on corporate sustainability efforts.
External factors include customer expectations, regulations and legislatiomnd negative
publicity. These external and internal factors interact with each other, providing the
underlying push for companies to address sustainability issues.

Drivers are the factors or motivations that push companies to take certain actions

Building upon this literature, the study identifies the main sustainability drivers using the
categories outlined above and an analysis of the statements expressed in the executive
interviews and corporate sustainability reports. The key words emerging fro this analysis
are:

Values
Business Continuity
License to operate

Social Responsibility
Cost Control & Savings
Risk Mitigation & Management

Interviews

Creating shared value Employee Retention
Social Responsibility Reputation Management
Risk Mitigation & Management License to Operate
Reputation Management Values

Business Opportunity Stakeholder Management
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Importance to stakeholders Business Growth and
Gaining Trust Opportunities
Productivity

Ethics

Figure8. Key Words Found Indicating Sustainability Drivers

20 McKinsey & CompanyThe Business of Sustainability: Putting it into PractiddcKinsey Survey,
2011.
21 ozano, RodrigoA Holistic Perspective on Corporate Sustainability Drive3sApril 2013.
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Based orevidence from the literature and the analysis above, it is clear that the motivations
for companies to undertake corporate sustainabilityvary significantly. These drivers may
depend upon several factors such as the type of industry, the external business environment,
and the customer base and markets. Further, while it is hard to capture all the corporate
sustainability drivers, they can be categorized as either internally or externally motivated.
External drivers tend to result in reactive measures, being less likely to help move towards
integrated sustainability, whereas internal drivers generate a more proactive approaci.

The study identifies two different categories of drivers for companies to undertake corporate
sustainability.

Two categories of drivers for corporate sustainability
Business-case drivers: When sustainability action is motivated internally to expand the
growth opportunities for the business or to mitigate the risk and externally through
managing stakeholders and regulatory environment.
Value-based drivers: When the sustainability action isAOE OAT AU A Al
mission and vision. Such drivers are always internally motivated

Internaldrivers
Company's
value mission
and vision

Growth
Opportunities

Risk
Mitigation

External drivers Managing
Stakeholders

Navigating
Regulatory
Environment

Figure9. Main Drivers forGompanies tdJndertakeSustainability

22 DeSimone, Livio D. and Frank PopoftcoEfficiency The MIT Press, February 2000.

28



Insights from sample companies

The sample of 40 companiesconsistent withthe available literature, supports the business

case that drives companies to incorporate sustainabilityThe study finds that 84% of the

companies identify strongly with the business drivers, demonstrating that the business case

is well-supported by companies considered to be stsinability leaders. This finding is

consistent with other studies surveying the most common drivers of business sustainability.

&1 O AoAi pi Ah &O0T 00 0O 3011 EOCAT 8O0 AT 1T OAl OOOOAU
69% of business leaders saw investm# in sustainability as an area of competitive

advantage while 67% saw it as a growth opportunity for the company. By 2016 the same

annual survey showed that these numbers had both increased beyond 75%.

Many companies, on the other hand, are not purely otivated either by the business case or
the values, but rather by a combination of both. For example, Novartis identifies growth
opportunities with the aim of giving back as the essential driverin its corporate
sustainability report. Having recognized itsdrivers as both business and valudased, the
company has successfully created a comprehensive sustainability plan, generating increased
value through better healthcare outcomes.

of the companies are driven by the
business case for sustainability

16%

84%

Business-Case = Value-based

Figurel0. Types of Corporatsustainability Drivers of Sample Companies

The study uncovers that a small number of companies credit their sustainability transition
to a set of values and beliefs, rathéhan a business case. These companies, including Johnson
& Johnson, Tata Group, M, and Henkel AG, articulate the same set of values fmth their
corporate mission and sustainability vision. For a company purely driven by its values, the
benefits accrued through sustainability activities argpart of the core business

23 GlobeScanThe Sustainable Development Goals (SDGs): The Value for EugtgigeScan, 16 May
2017.
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SPOTLIGHT
When Nestlé encountered complex supply chain issues, it initiated a plan to source coc
sustainably. The company invested in research and development and ended sgurcing
12 million stronger and more productive plants starting in 2009 and continuing to date
These efforts, still underway, help local cocoa farmers get trained in efficient ar
sustainable methods, allowing Nestle to purchase beans from farms that deploy be
practices. Also, these efforts helped Nestlé tackle major global issues such as child la
lack of access to affordable and good quality healthcare, and lack of quality education.

Nestlé actions were first triggered by external factors, starting its stainability journey.
Through the awareness of some of its missteps, Nestlé was able to undertake actions i
means of damage control. Over time these actions became more intentional, and toc
Nestlé stands out as an exemplary case af entegrated sustanability strategy.

2) What is driving SDG engagement?

As observed in si BPI A AT i PATEAOh A AT i BPATUBO AT OPT OAO.
starting point for companies to engage with theGobal Goals. None of the companies see it

the other way around; in other words, the SDGs are not the reasons for companies to pursue

their sustainability goals. Most companies view their SDGs commitment as a befitting
enhancement to existing corporate sustainahily strategies.

[

We saw how our goals aligned with the SDGs, but I am not sure if we
would have changed our strategies if there wasn’t an SDG around
there.

(Representative from a Food, Beverage, and Consumer Goods company)

Aligned Motivations for Actions on the SDGs and Corporate Sustainability

Many organizations, alliances, and platforms have made a business case for companies to
increase meaningful engagement with the SDGs. The business drivers thaimpel
companies to take on the SDGs can be broadly organized into two categories:
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Growth Opportunities: Driving growth, by
providing opportunities for innovation, market Minimizing
development, cost efficiency, and brand building. Risks

Growth Limiters:Using SDGs to outline potential
risks and managing, mitigating or eliminating
those risks that negatively impact business Maximizing
growth. Opportunities

Similarly, these two categories also represent # motivation for companies to take on
corporate sustainability. Thus, there is a clear synergy between integrating the SDGs and
integrating corporate sustainability because through these integrations, companies are
given a dual framework to examine opportuaities that drive growth and eliminate risks to
the business.

The general positivity with which the companies perceive the SDGs idsa adriving factor

£l O OEAEO AT ECIi AT 68 !''TAITUOGEO T &£ Al i bATEAOGS
companies recognize the inclusiveess of the goals and welcome their emphasis on cress
sector collaboration. There is also a general recognition of the importance of the goals in
creating a globally agreed framework on sustainability. Several companies nten the value

of the SDGs as one input to help them think about their sustainability approach and identify
the key issues to which they can contribute. The&dobal Goals offer a framework for
companies to assess risks that might affect their business angportunities where they can
make an impact. Companies also express their SDG engagement through the lens of further
communicating and demonstrating their corporate citizenship. This is particularly
important for companies with global operations and reputaton.

Finally, thereis a small set of companies that have not directly engaged with the SDGs even
if they have developed a corporate sustainability strategy. Based on the interviews, the lack
of explicit support for the SDGs stem from the perception that SDGs are designed for
developing countries or government actors to take on, and thus less relevant to their
business. One company expressed that since their revenue stream derives mostly from the
domestic market, the SDGs are not on the radar of interefir their core stakeholders.
Another company described theSDGsas being developed by those who do natnderstand
business and therefore, are not as relevant to the company.

Aligned Rewards for SDGs and Corporate Sustainability Integration

The eventual goal or vision for both theSDGs and corporate sustainability is a sustainable
future for society and business. In this vision, societal interests and business interests are
aligned; thus, whenabusiness createdinancial values,ESG values are deeply embedded.
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Enhancing Business Capabilities through Corporate Sustainability

The business sector is welpositioned to bring new solutions for the attainment of theGobal

Goals because of its capabilities in filling the resource gap, increasing efficiency, driving
innovation, and eypanding access through its orground networks. The SDGs present
opportunities for the business sector to open new market opportunities and attract new
DOEOAOA ET OAOOI AT 60 EI OOOOAET AAT A  AAOGAIT DI
competencies, expertise, andesources. At the same time, government and social sector
organizations are increasingly operating in a resourcerunched environment, while being

expected to deliver on the SDGs. Against this backdrop, pubtiovate partnerships can be

key in scaling tre impact on the SDGs.

The SDGs are a great way of organizing thoughts

- around the risks and opportunities forbusiness.

(Representative from an ICT company)

SPOTLIGHT
%PAl P1 A0 T £/ OEA AOOET AOO OAAOQI 06 0O -dearfing
toilets (SDG 6); disabled people playing soccer enabled by les@st prosthetics (SDG 3)
and nanobots used in cancer surgeries at ortenth the cost (SDG 9).

CocaCola, which operates in all but two countries in the world, presents an excellent
example of a welbuilt on-ground network that can be leveraged for lasimile access. The
company has used its distribution network to improve public health services through the
Project Last Mile.

The role of business in enabling the achievement of the global development agenda is crucial.
However, to fulfill this role, companies will have to more deeply embrace sustainability
concerns in their vision and business operations sthat the financial values are not at the
expense of societal, environmental and governance interests. Moving towards a sustainable
business model requires companies to think ahead about reducing inefficiencies created by
resource wastage, innovating theirproducts and markets, unlockingthe new power of
private capital through impact investing, and embracing shared value creation as part of
shareholder value creation. In other words, their own business capabilities can be enhanced
when sustainability is used as the driving force.
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Leveraging Corporate Sustainability Will Lead to SDGs Achievement

A growing number of companies are closing the gap between corporatestainability goals

and business goals Therefore, it is recommended that governments, policymakers,
intergovernmental organizations, and business corporations use the concept of corporate
OOOOAET AAET EOU O1 OEA 1 AgEi Oi AAOAT OAcCA O AA
the SDGs and the overadichievement of the global development agenda.

As companies set up a sustainability mandate and engage with the SDGs, it is necessary to
discuss the motivation behind the growing number of activities in this space. Since
sustainability is about taking the longterm perspective on how a business creates value, it

is imperative to understand and articulate the drivers that enable the companies to clearly
make a case for their transition toward a more sustainable business model and for efficient
allocation of resources in this endeavor.

Identifying the key drivers for the corporate sustainability strategy and SDGs
engagement is the important first step in the integration process. An approach that
categorizes the drivers as business -case or value -based inextricably links the
sustainability  strategy to the core business mission and vision, making it easier for

the companies to devise the next steps in creating their sustainability strategy.

en'SDGs came along, we sat inside and said here
opportunity to continue the momentum that we haveand

-t et 6s  think—about the commit ment
new set of goals

(Representative from a Healthcare and Life Sciences company)
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Corporate sustainability is an evolving corporate management paradigm that aligns the

Emerging Practices of Corporate Sustainability
Integration

pursuit of business profits with environment protection, social justice, economic

development, and ethical governance. This section uncovers the following emerging

practices underlying the sustainability integration of leading companies in this space:

Strategic Integration

u

A growing number of companies envision their business and sustainability throug
the same lens in which both arggrounded inthe same set of corporate values.

The average number of ESG impact areas identified by the companies in the san
is 4. This meams that a company is taking sustainability actions in at least 4 ke
areas at a given time.

Operational Integration

u

Measuring ESG impact remains a big challenge for companies. All 14 compar,
interviewed echo the struggle with impact measurement metris.

While companies reporton ESG indicators, environmental indicators are the mosg
well established in their reports, while the categories related to governance ar
least represented.

Leading companies undertake a continuous and integrated reporting approach
communicate on sustainability issues and progresswith internal and external
stakeholders.

68% of companies have undergone rigorous materiality analysis which involve
stakeholders in identifying and reporting sustainability issues most material to the
business.

Most companies engage in wkwin corporate sustainability partnerships that go
beyond philanthropy. Disagreements over common goals, changes in leadersh
and lack ofalignment in terms of resources and commitment are the greates
obstacles in building effective partnerships.
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Organizational Integration
U Top leadership needs to champion sustainability in order for it to take off, bu
successful integration requires alhands-on board.

U Overall, around 75% of the companiestudied are moving along the integrated
approach to building a sustainability governance structure. These companie
usually have at least one or two of the following sustainability leadership practices
an executive providing oversight on sustainability, a boardevel committee
dedicated to sustainability,and cross-functional management of sustainability.

U Companies echo that the dayo-day work of integrating sustainability is often
fraught with obstacles and delays. One of the common challenges involves chagg
the culture of the company to get everyone onboard with the sustainability agend

Corporate Sustainability Integration
To fully integrate corporate sustainability in the business, companies have to fully consider
three functional aspects?4

Operational

*SMART Goals
sIntegrated Reporting
sInvolved Stakeholders
*Win-win Partnerships

sBusiness =
Sustainability
sProfitability = ESG

Figurell Three Aspects of Corporate Sustainability Integration

1 Strateqic Integratiort how business and sustainability strategy are aligned

24 Adapted and expanded fronUnited Nations Global Compacthree Lensg to Integrationz
Roadmap for Integrated Sustainability.
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T Operational Integration how sustainability goals, measurement and reporting are
set; how a company manages stakeholders and approaches partnership in relation to
corporate sustainability.

1 Organizational Integration: how sustainability governance is structured and
implemented.

1) Strategic Integration

From Creating Shareholder Value to Greating Shared Value

)yl AOOGET AOGO OAOI 6h OEA 1 AET DHOOPIOA T &# A Al
O AGETI EUET ¢ OEAOAEI T AAO OAlI OA88 3EAOAEITIT AAO
shareholders of the company througha healthy return on invested capital. A continuous

EAAI OEU DPAOA&I Oi ATAA 11 OAOEAAI AO OOAE AO i AT A
in strengthened share prices and positively impactaAT | PAT U8 O AAEI EOU O1 C.
value for its investors.

While maximizing shareholder value continues to be a prime goal for a company, the factors
that impact it are far more intricate. Over time, external factors existing in operational
ecosystem of a business become an essentiahsaeration for the longevity of the business.
Mostly such external factors relate to environmental, societal, economic, and governance
dimension. Better performance on these factors can generate a higher shareholder value,
because obetter risk managementand growth opportunities.

Successful management of these factors rests on a comprehensive business or corporate
strategy. According to Michael D. Watkins, a strategy is a set of guiding principles that
provides a clear roadmap aso how resources areallocated,and decisions are made within

a company to accomplish key objectives. In other words, strategy is a roadmap to generate
an intended reward or objectivez increasing the wealth of shareholders. An alhclusive
strategy, onethat considers the essential internal business capabilities as well as the external
variables related to environment, social, and governance, is a critical determinant of long
OAOi OOAAAOO T &# A Al i PAT UGS

Internal factors: Internal factors directly impact the profitability of the business and relate

Ol EIT x OEA T PAOAOGEIT O AOA AT 1 AOAOAA Au A Al |-
innovation, improved technology, higher sales, and better marketing.

External factors: ExtA OT A1 AAAOI 06h 11 OEA 1 O0EAO EAT Ah
profitability. These are centered in the environment in which the company operates and the
ecosystem it impacts. These could include environmental, societal, economic, and
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governance factors h A AAT AEOEAO T ACAOEOAIT U T O bPi OEOEO!

operate as well as its brand andeputation, which indirectly affectA AT | DPAT U8 O D OI AE

Internal factors External factors

Management Government Policy andRegulations
Sales and Revenue Environmental Impact

Technology Societal Impact

Research & Development Ethics

Organizational Culture

The interaction between the external and the internal factorsaffectO A AT | BDAT UGS

DOl ZEOAAEI EOU AT A Ol OEi AGAT U OEAOAET T AAROOG
maximizing shareholder value to the business, the corporate strategy and the corporate
sustainability strategy should converge with time, i.e. both should repsent the same idea,
mission, vision, approach and end goal. In other words, companies that have fully integrated
corporate sustainability into their business should have the same business and sustainability

strategy.

The end goal of having this dualityn a company strategy is to guide the company in the
creation of shared value. Shared value is a management strategy in which companies find
business opportunities in social problem> While philanthropy and CSR efforts focus on
giving back or minimizingthe harm business has on society, shared value focuses company
leaders on maximizing the competitive value of solving social problems through new
customers and markets, cost savings, talent retention, and more. In other words, shared
value is driven by thebusinesscase.

As discussed earlier, approximately 83% of the companiesudied are driven by the business
case to undertake sustainability. This means the concept of shared value will become
increasingly critical for companies rethinking their strategies with the aim of incorporating
sustainability. Building on this framework, the setion underscores the emerging iterations
to the corporate strategy with the aimof seekingthis duality in the company strategy.

Criteria
For total integration of the corporate sustainability, the strategy of the company shoul
reflect both these elemems 7z to increase the profitability and to generate positive
environmental, social and governance (ESG) impact.

25 Shared Value Initiative https://www.sharedvalue.org/
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Insights from Sample Companies

Out of the 40 companies in the sample, 31 companiesvwa clearly defined strategy that
takesinto consideration both the profitability and ESG impact goals ithe company vision,

mission or strategy. Only 18% or 7 companies were lacking in these elements. For the

remaining two companies their strategieswere unclear.

/8%o0f the companies had twin goals displayed
in their strategy

5%
f

= Prevalence of Twin Goals= No Prevalence of Twin goals= Not clearly stated

Figurel2. Prevalence of Twin Goals

Further, this trend illustrates that a growing number of companies envision their business
and sustainability through the same lens, grounded in the same corporate values.

*TETOIT ATA *TETOIT680 AOOET AO® britying lldad
products and services to life to advance the health and wdbdeing of people around the
x T Ol Méxtridaltly linked to its corporate sustainability strategy to promote the health
of its employees, the communities in which it operates and the planet. Both are ground

ET EOO AT ObPT OAOA OAI GAOh AAIT T 001 U AAIIT A

Secondly, although US companies are ovegpresented at 15companiesout of 40, it is worth
noting that out of the seven companies where the duidy in the strategy is lacking, five are
U.S based companies. Additionally, out of the 2 companies with unclestrategy, one is &J.S.
based company.

Another important trend is that a high number of companies integrate corporate
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sustainability reporting into their annual report. The annual reports for these companies not
only include the multiple sustainability initiatives carried by the company, but also their ESG
impact in numbers.This serves as a leading indicator in changing practices in how a company
views corporate sustainability as a core part of its business and reporting progress on
sustainability to its shareholders.

The convergence of profitability and sustainability into a coherent strategy is a positive
direction toward the creation of shared value by companies. Having this strategy will help
companies over time to:

1 Reconceive products and marketg new products for new markets including the
bottom of the pyramid

1 Redefine productivity in the value chainz driving productivity through better
resource utilization

1 Enable local Cluster Developmentz enhancing skills levels, and supporting
institutions that boost productivity, innovation, and growth 26

he |1 dea was integrated an&coardnated isttategyttza
¥ would go beyond check book philanthropyand apply to the issue

corporate citizenship the same kind of core element taabehind the ide
of business stratgg Thisis to say that the development of new produci
service hatprovides ust ai nabl e resource. o0

(Representative from an ICT conpany)

26 |bid
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2) Operational Integration

Impact Goals, Measurement, and Reporting

According to the latest McKinsey Global Survey on the topic of sustainability tracked since
2012, in 2017 a larger share of respondents than ever before say the top reason for
successful implementation of a sustainability agenda is better alignment betwa an

i OCAT EUAOGEI 180 DPOAAOGEAAO A7 Sktting &uaingbliith jodls, [ EOO
measuring impact, and reporting are part of such practices. The importance of setting impact
goals and measuring them is inthe ability to better support internal and external decision
making on sustainability-related risks and opportunities. This, in turn, can influence capital
allocations by investors z making more sustainable businessesmore successfuk8
Additionally, reporting on the impact of corporate susainability activities is useful as
communication and engagement tool with stakeholders on the most relevant social,

environmental, governance, and economic issues affecting their business success.

Criteria
Impact Measurement is defined as arevaluation of the impact that businesses hav
through corporate sustainability practices, with a primary focus on three categorieg
environment, social and governance. These impact categories serve as the K
performance indicators (KPIs) of companies for sustainability activities. For a full
integrated corporate sustainability practice, the following elements are necessary:

Identified areas of importance or impact

Clear KPIs under each of these categories

Continuous reporting on key performance indicators (five years or more)
Integrated reporting i.e. reporting of sustainability-related KPIs in the annual
report

= —a -—a -2

The study also includes the reporting o standardized guidelines such as GRI guideling
or IRC? as an important element of tracking impact but does not deem this as a necessq
condition to identify the impact.

27 Keys, Tracey, Thomas Malnight, and Kees van de Gra&dking the most of corporate social
responsibility. McKinsey Quarterly, December 2009.

28 |bid

29 GRI (Global Reporting Initiative) and IIRC (International Integrated Reporting Council) are two
main reporting standards that companies adopt to report their sustainability progress. These
standards promote value creation as the next step in the evolution of corporate reporting.
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Insights from Sample Companies

A. Impact Areas and Goals

A total of 38 unique areas of impacare identified among the goals ofthe sample companies.
Theseare then organized into environmental, socialand governancecategories See Figure
13). The sample of companies collectively tsthe highest number of diferent areas under
the category of social impact at 22, theenvironment at 12, and governance athree. It is to
be noted that the social category of impact includes topics as health, nutrition, and inclusive

development and is far broad tlan the othertwo.

People

Health

Consumers
Inclusive Economy
Agriculture
Employees

Community and
Social Impact

Education
Labor Standards

Places
Cleaner World
Climate
Biodiversity
Energy

Water
Environment

Ethics and Integrity
Safety
Anti -Corruption

Innovation o
Nutrition ircular Economy
Equal Society L<')W Carbon

Risk Management
Investment :
Stewardship Packaging
Financial Health Supply Chain
Human Capital
Human Rights
Rural livelihoods

Efficiency of
Production

Supply Chain

Human Talent
Management

Data for good
Women
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Figurel3. Identified ESG Impact Areas

The average number of impact areas identified by the companies in the sample is 4.6. This
means that a company is taking sustainability actions in at least 4 key areas at a given time.
According to McKinsey Global Survey, companies with a unified strategpd no more than
five strategic priorities are almost three times as likely to be among the strongest
performers, both financially and on measures of sustainabilitj® The idea is for companies

to be able to focus on the issues that are most critical to tiéusiness and where they could

30 |bid
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have the largest contribution. This is important to avoid resource wastage, so efforts are not
too fragmented and create deep value either for the business or for the society.

Other studies have found that 94% of the toj200 in the Fortune Global 500 companies
generally identify at least one category of impactMost companiesin the samplecover the
basics on environmental footprintz climate, energy, water, and waste. However, there is
growth of activities in the other two categories, especially in the social areas. In both social
and governance categories, the growth has been from a framti of companies to about half.
However, it is worth noting that the change is in categories whereumeric targets are hard
to measures3!

Organizations lack specific and measurable goals to drive results. For tracking and

P z o~ N oA

that are specific, measurable, and against established basel#&nly 50% of the companies
in the sample set goals that include these characteristics.

B. Measurement

Measuring ESG impact remains a big
nvestor s and t  challenge for companies. All 14

evelp a set of metric#o calculate th ~ companies interviewed echo  the
long termandfull societal values for tt  Struggle with impact measurement
companies, not just financial metrics s~ MeYics: The wide variety of impact
as shareholdedsalues but othermetrics areas ‘?long W't.h the lack —of
that the companieshould be tracking St;g?:r;dlzed metrics aggravate  the
and reportingto demonstratethe full g '

societal impact‘) (Representative ofa Healthcare anc Companies  in general report
Life Sciences company)

environmental, social, and governance
indicators.

Environmental indicators are the most comprehensive in the reports, while governance
indicators are least represented. Almost all companies matheir activities against the
environment indicators.

Impact measurement is limited by resource constraints, with corporations having to incur a

31 Winston, Andrew.The Rise of Corporate Sustainability Goals: Some Hath[CSustainable Brands,
1 December 2017.

32 Bonini, Sheila and Steven SwartBringing Discipline to your Sustainability Initiatives McKinsey &
Company, August 2014.
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