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ATKFEARNEY

Introduction to sustainability
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ATKEARNEY Why Sustainability Matters

As billions of people improve their living standards,
resources will inevitably become limited

7bn.+X 500
100 ADeveloping countries 10%
7bn. (indexed) strive to increase
20% standard of living

ACurrent systems
80% reach their limits in
our lifetime 90%

\\

. 98% ~.

80%

ASharply rising prices
indicate fierce

20% competition of

resources
# People Resources # People Resources

A Strains on business
operating models

One planet . Five planets

Source:  A.T. Kearney, External Research
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ATKEARNEY Why Sustainability Matters

Oil provides a good illustration of how resource availability
and resource use pose a challenge

Supply Scarcity Consumption Rates
Difference between Annual World Oil Distribution of per capitaresource consumption by
Reserves Additions and Consumption Continent

(in billion barrels)

Consumption per capita
(Tons of oil equivalent)
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Note: Gtoe = Billion tons of oil equivalent

Sources: BP Statistical Review of World Energy 2007, CIA World Factbook
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Sustainability challenges

ATKEARNEY
Companies must manage to a triple bottom line as they
confront a changing global environment

Drivers of Change Drivers of Change

Globalization Consumption Patterns
A Multi-country AR @ eenl &0

establishmenf of a A4 0 . y :
: A TFTBSitom-Li ne d g A Social awareness
value chain %B =2 AEx: European demand

A Ex: Growing quality and - I" for Fair Trade products

séafetty con;:_erns from Low Economic growing over 40% per
ost countries Development year
Demographics N Technolo
e Social 2y
A New markets Wellbein A Renewable energy
g A Ex: Solar, Wind and

A Labor migration 4
@A Ex: 500 MM new other types of energy

' consumers out of poverty - are becoming
from 2000 to 2015, mainly Environmental m- V increasingly available

but not yet cost effective

in emerging economies Protection
Natural Resources & Climate a Sustainability V Government Regulations
Change A Change of labor laws

Alncrease of

A Global warming
policies

g A Increased demand for oil
- AR |
. ,‘” “W  and natural gas A Ex: Carbon Tax; San

AEx: Pricing in of CO2 z Francisco bans plastic
™ cost in energy prices bags

ASustainability is development that mee

compromising the ability of future gen

Source: Brundtland Commission definition of sustainability A.T. Kearney 29/11.2008/14125b 6
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ATKFEARNEY

Sustainability Challenges & Opportunities

Leaders recognize both thet
presented by the changing e

hreats and opportunities
nvironment

Sustainability can

"Revenue Threat

ADeclining relevance of current
product portfolio (e.g., SUV)
ABoycott (e.g., Nike)
A Safety Disaster
(e.g., toys, toothpaste)
ALost business

(e.g., transportation companies
unable to specify CO, footprint)

Revenue

be a ¢é
"Growth Platform"
ANew Products
(e.g., Hybrid, Solar, Organic)
Sustainability ANew Markets

(e.g., Micro-Business model)

APrice Premium
(e.g., green, fair trade, & organic

Reputation Lever
Revenue

"Cost Peril"

ACarbon Tax

AExploding Commodity Costs
(oil at $110/barrel)

A Sustainability Administration
ALocalization of Supply Chains

Costs

ﬂ features)
"Efficiency Booster"
) (e AEnergy Efficiency

(e.g., Wal-Mart)
AProduct Specification Optimization
(e.g., design, material usage, yield)

AValue Chain Optimization
(e.g., manufacturing/network design,
service levels)

Reputation
leverage

Risk

Source:  A.T. Kearney, External Research

Opportunity
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ATKFEARNEY

Sustainability Challenges & Opportunities

Although different industries are affected differently by the

sustail nabi | 1

ty

Industry impact matrix 7 sustainability challenge

chall engeé

Simplified

High | Ride the wave i Al or nothing
1
Renewable energy 1
1
technology ! O Energy
= \ Transportati :
a9 + [ransportatio Agriculture
1
3 3 Q Forestry O Utilities
$O0
> X !
O£ O Retail | Opu|
N i g W /S, d-- ek p_ -
g %) : Q and
Iz S : e : Automotive PaPer
Q< Financial institutions !
o = 1
Came.
-0 Pharma ! Chemicals
Prof Services + [
IT
Q Media Government
1
1
Differentiate : Manage cost
Low High

Impact on cost

e.g. Energy, Commodities, Natural Resources

Source:  EIU Survey; Goldman Sachs; A.T. Kearney anslysis
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e Sustainability Challenges & Opportunities
ATKFARNEY y g pp

éwinners will emerge from t ho:
mindset

How leading companies approach the sustainability challenge

Building Competitiveness
(Sustainability 2.0)

ATop- Line Oriented
AEfficiency focused

Business ARisk and Compliance Focu
Objectives AReputation protection

AHolistic/All Business Elements
ALinks to tangible objectives

ASelect Priority Initiatives

Strategy AR R@Packagi ng ore AlLooks within & without 4 walls

AConsiders both forces and objectives

ACompany-Centric

Scope _ : AcCenter-Led w/ dedicated resources
AFocused on one dimensio . .
AFormal x-functional collaboration
: ADecentralized ' i
Execution i AEmployee Community Leadership
Director-Level APart of corporate DNA
AEmployee Education & Out
Culture

ANot a priority area of focus

A.T. Kearney 29/11.2008/14125b 9



ATKEARNEY Sustainability & Global Crisis

With the collapse of the market, and the global downturn,
should sustainability continue to remain a priority?

Dow Jones Industrial Average
9/17/2001-2/6/2009

16000 - Oct 10, 2007: DJI Potential concerns for
reaches max \ . : . . .
14000 since 9/11 investing in sustainability
In current economy
12000 Acan we afford to invest in
sustainable practices as we
10000 struggle to survive in this
downturn?
8000 - _ _
Sep 08, 2008f S t| Awill the investors understand
takes control of Fannie i
6000 Mae and Fredie Mac the ang term beneflts OT
sustainability vs. delivering short
4000 - term performance?
AHow can we remain competitive
2000 - if sustainability will increase
costs?
0 - : .
< & © & © ® & & Acan we e.:xtra.c.t e}) price premium
R R R R R R R R for sustainability
Q ) RN » RN K ) Q)

Source: Yahoo Finance
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ATKEARNEY Sustainability & Global Crisis

There are three reasons why companies should continue to
focus on sustainability

1. Sustainability concerns will 2. Capitalize on opportunities
persist even after the crisis while competitors focus on
has past ' ‘ crisis
ASustainability can create competitive and

AScarcity of resource (e.g. water, oil);
climate change/ human rights and
corruption

ethical differentiation

AcCost savings through innovative ways to
reduce consumption and change ways of

AG t lati .g. carb : ;
overnment regulation (e.g. carbon doing things to fuel future growth

regulation) Continue
AConsumer awareness (e.g. purchasing investi ng in

decisions with sustainability in mind) Sustainabil |ty

ACompetitors may well be focused on short-
term actions to fAfight

3. Access to capital

Alnvestors and lenders are taking into
account environmental concerns into
lending and investing requirements (e.g.
HSBC, BoA, Pension Funds) due to
potential for penalty and long term view of
company prospects

Aln times of crisis, equity investors are
rewarding companies with better
sustainability efforts

Source: WRI , fAGlobal Environmental Crisis Changes How Banks Do Buséinesso;
A.T. Kearney 29/11.2008/14125b 11



ATKEARNEY Sustainability & Global Crisis

Evidence suggests that in crisis, investors are willing to
reward nNnsustainabl eo compani e:

Stock performance differential, sustainable companies vs.
industry peer (in %)

Industry Average Better Sustainable Companies Better Investors are
<« > potentially rewarding
: sustainable practices
Utilities | 5% | 1 b i
Telecommunications l % | o ecause
Technology | 5% | 15%
Oil & Gas 12% ]| 7525
Industrial Goods & Services 11% | 23 A focus on Iong term
Construction & Materials 8% | 2% [ health vS. short term
Health Care | 2% 1 3 gains
Insurance 15% ] 21%
Financial Services 17% ]| 272 A encourage Stronger
Banks 4% | 71% corporate governance
Travel & Leisure 3% | 10%
ot | e A demonstrate sound
Media | 7% | 5% risk management
Personal & Household Goods - [ % practices
Food & Beverage 8% | 18% . . .
Automobiles & Parts 20% ] 3% A h|ghl|ght h|5_t0ry of
Chemicals ] 18% | 0% Investment into green
Basic Resources 5% | ro% innovation
-10% -5% 0% 5% 10% 15% 20% 25% 30% 35% 40%

Indexed Stock Price Performance Percentage Differential to Market O~6months =~3 months
n = 99 sustainable companies

Note: Indexed stock prices at ~3 mths=Sep 8, 2008 and ~6 mths=May 19, 2008 to current date, Nov 24, 2008. % Performance Differential calculated by taking the percentage point difference of
averaged sustainable companies indexed performance to the market indexed performance over the market indexed performance; sustainable companies include DJSI World 80 2008/2009 + DJSI
2008 Supersector Leaders + Goldman Sachs Sustain Focus List for mature industries.
Source: Bloomberg
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Sustainability & Global Crisis

ATKFEARNEY

Case Study: Integrating sustainable practices can help
decrease operational costs and increase sales and
profitability

Case Study: Integrating Sustainable Practices into Global Business Strategy 1 Food and
Beverage Company

The company believes that for a business to be successful in the A Integrated sustainable practices at each stage of the value chain
long term, it has to create value for shareholders and society. The A Decreased operational costs through efforts to reduce
company is committed to creating value not only for its environmental footprint

shareholders, but also for society. It recently released its first A 76% increase in production volume since 1998, while
2007 sustainability annual report providing key metrics around its reducing greenhouse gas emissions by 16%, energy use
impact and efforts. by 3% and water use by 28%

A Improved energy efficiency saves around 33MM CHF in

2007
Key Market Differentiators A Optimized packaging volume cost savings of 584MM CHF
over 16 years

A Holistic approach through consideration of business impacts on A Improved earning capacity and creation of skilled workforce
environment, employees, societal development, and consumers through focus on employees well-being

A Focused on long-term horizon while still delivering strong annual A 2.2 average number of successors per Key Business
results Position

ACEO: nAaWwe will reondewlapmentfori c e[ IB0/n f A Increased sales and profitability for company through improved
short-t er m gain. o nutritional content for consumers

A Integrate sustainability, not as philanthropy, but as a fundamental A 60/40+ program identifies products with 60% consumers
part of business strategy taste preference and high nutritional value resulting in

A Drive sustainable practices from top-down 14.6B CHF product sales in 2007

A Instill strong corporate governance practices to help protect against
risky behavior

A 29 out of 30 GS Sustain score for corporate governance

Source: Company Reports, GS Sustain Report, June 22, 2007
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ATKEARNEY Supply Chain & Sustainability

An A.T. Kearney study revealed supply chain as critical
enabler to meeting high priority sustainability objectives

OLeadingd to OHiIi ghODNeRtrSiYearsi ty Objecti ves

- Supply Chain Enabled Objectives

Improving the environmental footprint of existing products/services 729
(e.g., use of recycled materials, reducing packaging and waste

Developing new products that help reduce or prevent
social or environmental problems

Communicating your organi
sustainability to investors and stakeholders

67%
67%

Improving energy efficiency across global operations 61%

Working with governments to promote sustainable 56%
development in the countries you operate in ¢

Improving the local environment around operating facilities _ 50%

Acting to enhance the impact of the organization on the 50%
communities around operations ’

Reducing greenhouse gas emissions .
and/or waste/pollutants 50%

Implementing stronger controls over suppliers .
on human rights standards 44%

Implementing stronger controls over suppliers .
on environmental standards 44%

Sources: EIU Survey; A.T. Kearney analysis
A.T. Kearney 29/11.2008/14125b 14



ATKFEARNEY

Supply Chain & Sustainability

Providing supply chain leaders with an opportunity to drive

competitiveness

Sustainability...

Challenges

AMost issues i energy usage, labor practices, waste
generation, quality of life T concerning sustainability
directly affect the value chain

AHigher administrative burden required to meet
consumer demands to hold n'" tier supply sources
responsible for sustainability

ATraditional cost/benefit calculations can no longer
be assumed valid (e.g. low cost country sourcing may
reduce costs but increase carbon footprint)

ANew data requirements (e.g. emissions tracking),
skills, and capabilities will be critical to incorporate
sustainability into the supply chain organization

ANot delivering on sustainability can create negative
market perception and brand image for the company

ASupply chain can access non-traditional budgets to
obtain capital for upgrading existing facilities and
equipment i to make them more sustainable

Almprovements to sustainability metrics can now
facilitate historically tough decisions (e.g. plant
closures can benefit from reduction in carbon footprint)

ASupply chain can aggressively dialogue with
business partners for efficiency improvements (e.g.
engage marketing for SKU complexity optimization)

Almprovements in brand image from Sustainability
metrics allows Supply Chain to claim top line impact

ASuccess in delivering Sustainability now has much
highervaluei r ai ses supply chain
profile within larger organization (e.g. innovation)

Despite increasing number of sustainability topics on CEO agendas, many companies

are still lagging in integrating sustainability into its functions

A.T. Kearney 29/11.2008/14125b 15



ATKFEARNEY

Sustainable Supply Chain
Strategy

A.T. Kearney 29/11.2008/14125b 16



ATKEARNEY Sustainable Supply Chain Study

A recent study of 60 companies reveal most firms lack the

formal direction and processes to fulfill sustainability
commitments

Organizational Procedures
(% of Respondents)

Have in Place Do not Have in Place

Written Guidelines and Policies 70%
Sustainability Criteria Integrated into E-
- 75%
sourcing Tools
Sustainability Training 78%
Public Awards / Recognition for Staff g¥24 92%

Source: A.T. Kearney Sustainability and Supply Management Survey, December, 2008

A.T. Kearney 29/11.2008/14125b 17



ATKEARNEY Sustainable Supply Chain Study

Furthermore, many lack a comprehensive and robust way
to track their own and suppl i ¢
performance

Usage of Supplier Sustainability Metrics
(% of Companies)

Track Metric Do not Track Metric \
Supplier Labor Practices 50%
Average % of
Usage of Recycled Materials 57% Firms
»  Tracking
Material Toxicity 57% ACl assic
Metrics = 44%
Impact of Material Waste 60%
J
\
Supplier Wages 72% |
Use of Sustainable Sources 75% Avelr:?rgrﬁs% of
GHG Emissions 82% _Tracking
n A_d vanc e
Energy Usage 85% Metrics = 22%
[ 1 }
0% 25% 50% 75% 100%

Source: A.T. Kearney Sustainability and Supply Management Survey, December, 2008
A.T. Kearney 29/11.2008/14125b 18



ATKEARNEY Sustainable Supply Chain Study

On key spend categories, firms also have limited
knowledge of available green features

Level of knowledge with availability of green features supply market has to offer on different spend categories
(% of Companies)

[l Extensive Expertise [ | Somewhat familiar [ ]  Not familiar / Not Applicable

Do you know how to integrate sustainability into your supply chain organizations?

Source: A.T. Kearney Sustainability and Supply Management Survey, December, 2008
A.T. Kearney 29/11.2008/14125b 19



