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A Time of Uncertainty and Turbulence
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Big issues on the Horizon

Are institutions viable?

Is complexity overwhelming us?

How do you restore trust?

How do companies set social priorities
How do you imbed purpose with profits?

How do companies move from a reactive to an active
engagement?

What does responsible leadership look like?



Business operates within an overall
social contract
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How Responsibility Can Shift
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Citizenship, Governance and Workplace
Account for Over 40% of Reputation Globally

11.6% 17.6%

eSTEEM

11.8% 13.6%
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45.4% (16.3%
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Adjusted R-squared =0.774
n =27,000

Note: Based on random sample of 1,000 rating per country

Source: 2008 Global Pulse, Reputation Institute
Copyright © Reputation Institute. All rights reserved.



Ethical Consumerism Funnel
- Getting to Activism

32 country average

High CSR expectations (63%)

CSR purchase intent (50%)

Consumer empowerment (37%)

~ Awareness of company performance (24%)

Ethical consumer activism (12%)

CSR09_funnel_global



1S SOCIETY TO BIG FOR ONE
COMPANY?
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BOSTON COLLEGE

CARROLL SCHOOL OF MANAGEMENT

Development of Citizenship

Stage 1 Stage 2 Stage 3 Stage 4 Stage 5
Compliant Engaged Innovative Integrated Transforming
Engaging the | Issues Defensive Reactive, Responsive, Pro-Active, Defining
Environment | Management Policies Programs Systems
Stakeholder Unilateral Interactive Mutual Partnership Multi-
Relationships Influence Organization
Alliances
Transparency | Flank Public Public Assurance Full Exposure
Protection Relations Reporting
Managing Citizenship Jobs, Profits & | Philanthropy, Responsible Sustainability Change the
Citizenship Concept Taxes Environmental | to or Triple Game
Protection Stakeholders Bottom Line
Strategic Legal Reputation Business case | Value Market
Intent Compliance Proposition Creation or
Social Change
Leadership Lip Service, Supporter, Steward, Champion, Visionary,
Out of Touch In the Loop On Top of It In Front of It Ahead of the
Pack
Structure Marginal: Functional Cross- Organizational | Mainstream:
Staff driven Ownership Functional Alignment Business
Coordination Driven




CORPORATE RESPONSIBILITY (CR) LEADERS DELIVER ACROSS ALL LEVELS- SIMULTANEOUSLY




CR LEADERS DELIVER ACROSS ALL LEVELS- SIMULTANEOUSLY

»Voluntarily: Adopt Sustainability
Standards; Report & Assure;
Engage with Stakeholders; Certify
Supply Chain Accountability
»Lead the Industry in
Sustainability Basics

» Comply Globally with highest
standards and regulations



CR LEADERS DELIVER ACROSS ALL LEVELS- SIMULTANEOUSLY

»Shape the Sector

» Transform the Business

» Deliver scaled Impact

»Innovate breakthrough solutions,
business, models, and partnerships




The work leveraged input from CFOs and ESG professionals

Methodology

®= CFO, Investor, and ESG Professional
McKinsey Quarterly survey

— 238 CFOs and investment
professionals

How Virtue Creates Value
for Business and Society

i e o, — 127 ESG professionals and
socially responsible institutional
0=== investors
*
= Company interviews and case
studies

— 135 interviews across
20 companies and 11 industries
in U.S. and Europe

— Range of functions: ESG
professionals, human resources,
environment, strategy, finance,
and investor relations
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Key Findings

ESG activities create
value along the four
areas traditionally
valued by the market:

— Growth

— Return on Capital

— Risk Management

— Management Quality

Investors and CFOs believe ESG activities
create value, but are not fully taking it
into account

Many companies create real value from
ESG activities, but most do not measure
that value, and even fewer communicate
the value

There is a real opportunity for ESG
professionals to fill this gap



Valuing CSR & Sustainability

ESG activities create value along 4 business dimensions

Growth Return on capital Risk management Manggement
quality

* New markets * Price premium/ = Regulatory risk = Leadership

* New products market share = Reputational risk || = Employee

= New . Ca_pi_tal = License to development
consumers/ efficiency operate = Adaptability
customers . Hu_m_an = Supply chain/ = Long term

* Innovation efficiency security of strategic view

= Reputation/ supply
differentiation

Source: BCCCC/McKinsey Study



Our research shows that ESG activities are major levers to drive companies’ long-term

ESG activities create financial value along 4 business dimensions

Return
on capital

Risk

management

Management

quality

SOURCE: McKensie Business in Society and Regulatory Strategy service line
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financial performance along 4 dimensions

Novo Nordisk: Earned market leadership in
China with market share above 70%

Verizon: Increased sales by $6 million, with
potential growth of a new market of over
$600 million

Dow: Invested $1 billion over 10 years to
reduce its energy consumption and
improve its efficiency and has saved $7
billion in last 5 years

Nestlé: Earned $4.5 billion in 2007 through
the sales of PPP (Popularly Positioned
Products)

IBM: Improved global leadership skills,
employee retention and commitment to
IBM, new knowledge and skill contribution
to IBM
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Business And Society:
Risk And Opportunities

SOCIETY

Risk

Opportunity

Risk

Climate Change
Digital Divide,
Youth Unemployment,

Corruption

Nationalization
Access to Medicine
Access to Credit

Piracy

Opportunity

Cheap Labor/Sourcing,
Obesity/Consumerism,
Environmental Damage,

Bribery

Base of the Pyramid,
Micro-Finance,

Eco-Effectiveness

CSR Partnerships

Source: Beyond Good Company



Embedding Corporate
Citizenship Into the Business

It is a systemic process that involves:

- The Corporate Citizenship function as leader
and agent of change

- Alignment of business with social and
environmental issues

- creating an authenticity through tying
reporting to performance



Emerging new trends of the Value Driven

Corporate Citizenship

Sustainable Production &
Consumption

Reputation and Trust

¢ Eco-Efficiency

¢ Sustainable Packaging
¢ Renewable Energy

¢ SRI

¢ Sustainable Marketing

e Stakeholder Engagement

e Sustainability Reporting

® Public-private sector
partnership (policy making)
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Integrated Workplace

e Equal opportunity in Diversity

¢ Global workforce — training
and management

¢ Leadership development
through employee
engagement

e EHS

Human Capital

e Demographic Change

¢ Enhancing skills and
knowledge of employees
through community
engagement

e Education

¢ Entrepreneurship investment

4

Evolution of
Business models

¢ Bottom of the Pyramid

® Responsible Supply Chain
e Microfinance

e Open-Innovation

So Where do you start?

Value
Creation!



Building Blocks for
StrategicCorporateCitizenship

Value creation

Learning with
stakeholders

Global TBL Management e
Strategy and implementation

Business
integration

Innovating through
partnerships

Slide no 19

4 November 2009



Not Just About
“Keeping Up With The Jones”

Understand emerging issues through engagement with
internal and external stakeholders

—  “Develop reliable radar” (McKinsey)

Benchmark against peers

Identify and then focus on the critical, few initiatives
where your company can have greatest impact

—  “The essence of strategy is that you must set limits on what you're trying to
accomplish” (Michael Porter)

Establish a set of clearly articulated goals / objectives,
and performance measures to track progress

Align the organization to support the corporate
citizenship goals



There are 10 best practices for creating and maximizing value from ESG

B ) O
o = Address key issues facing the industry: Target industry-specific risks and related social
Holcim needs

e >I Identify and engage stakeholders: Identify and inform key stakeholders of ESG programs
impact and engage them in shaping activities
o Align with core business strategy: Create synergies between ESG activities and
) NOVARTIS company'’s strategic objectives, build upon to differentiate from competitors

: Utilize core competencies: Identify the company’s (tangible and intangible) assets and

capabilities that competitors cannot easily copy and design ESG activities in a way
that leverages them

|
il
I

Take a long-term perspective: Take a consistent approach that is tied to the company’s
long-range strategy

!E:n:
i

o]
!rll

Create opportunities and manage risks: Mitigate risks and create opportunities (e.g.,
new potential business generation) through ESG
% DY

Ensure strong leadership support: Generate active support from CEO, board, and senior
Unillever leadership

Embed into the strategy, organization, and culture: Integrate ESG into business
~_ processes and strategy, ensure cross-functional support and develop formal incentives
VM for participation

. Select appropriate partners: Enhance existing business relationships and help to
O-BASF

establish critical new ones

@ Set clear goals and manage like a business: Treat ESG as other business activities (e.g.,
(intel)‘

set objectives, monitor investments, measure impact using metrics, align performance
with employee incentives, communicate its value)
21

SOURCE: McKensie Business in Society and Regulatory Strategy Service Line analysis
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