











How do you manage your dependencies to reduce your risks

Do you know when you’ll need to take action to internalise externalities and how much it

will cost?

What initiatives are required to internalise some of the risks your business faces?

When it comes to understanding your impact and taking responsibility for your
environmental impact, are you ignoring it or actively engaging?

When risks bite back

Risk management is fundamental to business
success and it is high on the agenda of CEOs.

It’s the mandate of the CEO to continually take
calculated risks, for example, currency exchange
movements, labour market growth, hedging
resource prices and consumer preferences. They
continually monitor the outcomes too to make
sure competitiveness isn’t impaired and to put
in place interventions to reduce risks where
possible. Risks take many forms, but the ones
that are often missed tend to be driven by things
that are either taken for granted (e.g. water,
land) or are the consequences of doing business
that society (and other businesses too possibly)
picks up, but identifies as an unacceptable cost
(e.g.pollution).

It’s easy to be dependent on things that you

take for granted, especially if they don’t come
with a ready price e.g. clean water. Often when
things are free, they are not valued with rigour.
For instance, if a business is tied to coastal
environments for water, increases in flooding
events and sea level rises will affect its operating
environment. It may not always be front of mind
to measure or manage such things, to invest in
contingency plans or alternative solutions, or to
have updated insurance in place.

Equally, business operations too often result in
costly headaches for others — externalities.
When these costs aren’t factored into the

business’s profit and loss account (P&L), it’s left to
society and the taxpayer to bear the brunt of the
problem. If a business takes too much water from
local sources, the local community could suffer
shortages resulting in, for example, insufficient
water to irrigate crops and for basic hygiene
resulting in reduced income, malnutrition

and disease. Air and water pollution are other
examples — the business may not directly bear

the costs of cleaning up pollution or the time and
medicines required to treat those affected. But
increasingly businesses are now having to take on
board these costs themselves (internalising the
externalities), be it directly through regulation,
taxes, reduced operating hours, or the loss

of a licence to operate, or indirectly through
consumer behaviour or via the knock-on effects
of environmental degradation on the business’s
operations (e.g. reduction in soil fertility on crop
production).

Understanding dependencies in full, recording
and calculating the real value to business
accurately in the P&L will help identify potential
risks. Knowing there is a risk is only the first
step. It is important to quantify risk exposure

to manage it effectively, and make a business
more resilient and less open to expensive

and unplanned surprises. Business can gain
competitive advantage by proactively addressing
its dependencies and negative impacts in this
way, not only for direct operations but throughout
the value chain as well.
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Section 4

Engaging with government
to achieve common goals

Business and government have a close
relationship. Taxes need to be paid, regulation
needs to be complied with, contracts need to

be secured and a licence to operate needs to

be maintained. It’s about a two-way dialogue
with government looking to sustain a thriving
society and achieve economic growth, and
business wanting to stay in business and remain
competitive. We’re seeing government appetite
for change come through in the Paris Agreement,
but governments have a lot more on their
agenda now too.

“That’s going to be the
model for the future.
If aleader’s only
responsibility is an
old-world definition of
capitalism, he or she
had better expand that
definition or they’ll
lose confidence from
the governments they
interface with and from
their customers.”

John Chambers
Executive Chairman of the
Board, Cisco Systems,
Inc., US

Source: PwC 19th Annual
Global CEO Survey
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In September 2015, 193 UN member states came
together to ratify the Sustainable Development
Goals. These cover 17 major world issues:
everything from ‘no poverty’ and ‘good health
and well-being’, to ‘decent work and economic
growth’ and ‘climate action’. They’re to be
achieved in developed countries as well as
developing countries. The challenge ahead

for governments is daunting, with significant
commitment and investment required to drive
any real change:

1) Governments will seek to achieve
their targets and goals by devising and
implementing new policy and regulation,
and promoting new incentives. Defining
limits and boundaries on negative influences,
and encouraging positive behaviours and
initiatives will shape a new direction for a
country and, collectively, for the world.

2) Governments will also need to invest heavily
in data - identifying data gaps, establishing
new data sources, implementing data
collection procedures and managing the data
for comparison and analysis. They’ll do this
not only to establish their starting point on
the targets they’re trying to achieve, but also
to monitor their progress and manage the
impact of their interventions, so they know
when they’'ve succeeded. Ideally, they’ll want
it in a more realistic real time too, without
years long delays.



The implications for the business community
are significant. There is growing recognition
that business will play an important role in
helping governments achieve their targets,

not by donating funds to useful projects, but

by reviewing their activities and behaviours to
identify where they make a positive contribution
towards the SDGs and where they don’t. It could
be the tipping point where reducing negatives

is no longer enough and the accepted norm
becomes achieving an impact that’s net positive.

Business, government and society, for that
matter, will have to come together in a way that’s
not been seen or tried before. The emphasis on
achieving these goals will start to define business
as the critical element in the solution that delivers
them, not just a possible contributor to the
problem causing them.

Will the Global Goals bring
government and business closer?

CEOs recognise that governments have a
significant impact on their business strategy.
The regulation, policy and tax incentives

that government puts in place either serve

to incentivise and promote best practice or

set boundaries for behaviour and potentially
restrict growth. As we have noted, 69% of CEOs
recognised that government has a high or very
high impact on their business strategy and 79%
of CEOs said that they are concerned about over
regulation being a threat to business growth.
Investing in a two-way dialogue is very much to
be encouraged to help facilitate fair regulation
and maintain business continuity.

There is no uniform approach from government;
each country defines its own laws so it’s no
surprise that the experience of CEOs differs — over
80% of CEOs in Argentina and South

Africa report that governments have a very

high or high impact on business strategy (see
Figure 9: Government has a big impact on
business). This has implications for doing
business in these countries, not only for domestic
organisations, but also for those seeking to
expand operations. It has implications for
business when it comes to governments achieving
the SDGs — will businesses here have even more
demanded of them?

Figure 9: Government and regulators have a big impact on business

(by country)

Q: What impact do Government and regulators have on your organisation’s strategy? Respondents

who stated ‘high’ or ‘very high impact’

Q: How concerned are you, if at all, about Over-regulation? Respondents who stated ‘somewhat’ or

‘extremely concerned’
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M Government and regulators have a high or very high impact on business strategy
M CEOs concerned about over-regulation

Source: PwC 19th Annual Global CEO Survey
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Engaging with government to achieve common goals

Figure 10: CEOs say government has a very high impact on business strategy (by industry)

Q: What impact do ...Government and regulators... have on your organisation’s strategy? Respondents who stated ‘high’ or ‘very high impact’
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Source: PwC 19th Annual Global CEO Survey

By industry, it’s evident that government has a
strong grip on some industries and a light touch
on others (see Figure 10: CEOs say government
has a very high impact on business strategy).
Although 69% of CEOs say that government
has a high or very high impact on business
strategy, there is a broad spectrum with over
94% of CEOs from Insurance and 89% of

CEOs from Pharmaceuticals and Life Sciences
agreeing, compared to half of CEOs from Retail
and Technology. Again, when governments
implement plans to achieve the SDGs, will these
industry CEOs be the ones reporting even greater
levels of government impact, and will other
industries start to feel the bite of regulation and
what it means to operate in a more structured /
regulated environment?

New government regulation is a risk businesses
will need to factor in to their business planning
and strategies. It’s a dependency that shouldn’t
be overlooked, especially by those companies
which have not experienced significant regulation
to date. There are usually cost implications
associated with change — in the US, academics
estimated that regulation would cost the
American economy $1.882 trillion in 2015.°

Asset Management

Communications
Hospitality &
Leisure
Engineering &
Construction
Consumer goods
Automotive
Transportation &
Logistics
Chemicals
Entertainment &
Business services

CEOs would be wise to calculate the costs to
their own business, both in investment terms
to meet new requirements, e.g. upgrading
existing technology, and R&D if current
practices are ruled defunct or become too
expensive to continue with.

There will be opportunities too. Once targets

are in place and governments have established a
route to achieve them, business may find useful
incentives introduced to encourage adoption of
new behaviours. Spotting these opportunities
and avoiding risks ahead of the competition, will
enable some companies to establish a competitive
advantage. Working though the SDGs and
understanding the business impact is therefore an
imperative, but working out where to start can be
daunting. For one approach, see ‘Where do you
start? Navigating the Global Goals’.

6 Tip of the Costberg, 2016, Wayne Crews
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“However, there is

so much coming in
terms of new rules and
regulations, and there is
so much coming in terms
of additional capital
requirements and
liquidity requirements,
that it starts to pose

a threat to economic
recovery on one side. But
it also starts to become

a threat for regulators

to really have the right
and complete picture,
because a lot of this
regulation comes at us
in a very uncoordinated
way from different
regulatory bodies.”

Ralph Hamers

CEO, ING Group, Netherlands
Source: PwC 19th Annual
Global CEO Survey



Where do you start?
Navigating the Global Goals

There are 17 Sustainable Development Goals,
but with the best will in the world, business will
struggle to tackle all 17 head on. In fact, in our
PwC SDG Engagement research’, only 1% said
that they would even be assessing their impact
across all 17, let alone tackling all of them — with
most planning to prioritise them. There’s a lot

at stake — missed growth opportunities if SDGs
fail, ill-advised capital investment or talent
recruitment, reputational damage...

So what’s the best approach to identify the

Goals that you have the greatest impact on (both
positive and negative) or see an opportunity

in? Where can you make the most positive
contribution? And what’s the value at risk for
your business for the Goals failing to be delivered
where you operate?

Our research also showed that just 13% of

the companies surveyed had identified the

tools to assess their impact, which is perhaps
understandable considering the newness of the
SDGs. But even in five years, only 30% think they
will have.

We recognise that engagement will be slow
without the basic tools in place to start the
process, so PwC has developed the Global Goals
Business Navigator to help businesses identify
which of the Global Goals are most relevant,
given the countries and sectors they operate

in. It identifies how each country is currently
performing against its SDG goals and targets,
and uses input output modelling techniques to
highlight relevance across both direct operations
and the wider supply chain. It also draws on
economic research to identify where value

could be at risk from countries failing to achieve
their SDG commitments and the potential
opportunities (i.e. where business activities could
help significantly more), on a country by country
basis. It thereby helps business map out and
visualise their strategic priorities:

7 PwC SDG Engagement Research - Make it your business:
Engaging with the Sustainable Development Goals, 2015
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What'’s your value at risk if the SDGs aren’t delivered?

Government influence and impact varies by country. How significant is

the government’s impact on your agenda in the countries you operate in?
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Engaging with government to achieve common goals

Figure 11: Priorities and progress

Q: Which three of the following outcomes do you think should be priorities for business to help deliver in the country in which you are based?

Q: Which three of the following outcomes do you think are most important to society today, in the country in which you are based?

Q: Which three of these outcomes do you think should be government priorities, in the country in which you are based?

Q: How effective do you think government has been in achieving these outcomes in the country in which you are based? Respondents who stated ‘effective’ or ‘greatly
effective’

80%
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0%
Askilled, educated  Adequate physical Good healthand ~ Workforcediversity Tax* High levels of Reduced Greater income Safeguardsaround
and adaptable and digital wellbeing of the and inclusiveness employment environmental impacts usage of personal
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M Priority for business to deliver B Important to society = Priority for Government M Agree Government is effective

Source: PwC 19th Annual Global CEO Survey.

* Tax viewed in two ways — for society and government as a clearly understood, stable and effective tax system or for business as included as part of business strategy

which reflects its impact on society

Will business want to engage with
governments’ Global Goals?

With such an influence on business strategy

and growth,business will continue to engage
with government and no doubt look to open a
dialogue about the SDGs. But do CEOs believe
governments are focused on the right things or
the right priorities or even the issues that matter
to business? And do CEOs think they’re making
progress?

We asked CEOs what they thought the top three
priorities were for government, society and
themselves and how effective governments were
in delivering them (see Figure 11: Priorities

and progress). Having a skilled, educated and
adaptable workforce stood out — 76% of CEOs
told us that it is the most important outcome to
society today and the top priority for business and
government too. Adequate physical and digital
infrastructure, employment and tax structures
were also flagged as priorities across all three
groups. CEOs were quite harsh in their appraisal
of government effectiveness — in tackling any one
of these priorities, at most, only 32% of CEOs
thought governments were doing a good job.

There’s no sense that CEOs believe in the power
of government to create the sort of environment
that they want to operate in. So will business be
interested in supporting governments to achieve
the Global Goals — the key issues that government
is driving? When there is no sign of any belief in
their effectiveness to do so, will they be forced to
take matters into their own hands?

In previous PwC research, 49% of businesses

felt it was governments’ primary responsibility

to deliver the Sustainable Development Goals
(SDGs), but 71% had already started making
plans to respond to them.® So regardless of who is
leading the charge, business recognises it has an
important role to play. This research highlighted
SDG 8 (Decent work and economic growth) as
top of the business agenda for both impact and
opportunity. And when it comes to the workforce,
CEOs are clearly saying skills, health and diversity
are priorities for them.

The investment across these priorities will
no doubt support governments to achieve
their goals.

8 PwC SDG Business Engagement Survey, Make it your business: Engaging with the Sustainable

Development Goals, 2015

20 Business through a new lens



But this prioritisation by CEOs doesn’t seem

to stretch to the environment, income equality
or, interestingly, safeguards on personal data.
CEOs thought these were not really a top three
priority for anyone — themselves, government

or society. It suggests some risks haven’t really
hit home yet — CEOs view safeguarding personal
data of low priority across the board, but it’s an
issue that business is suffering with more and
more as the impact of cyber fraud increases and
reputation loss mounts up, and they’re having to
invest heavily to combat it too. Security of data is
a dependency and risk that needs to be managed
well. The government focus on Global Goals

will perhaps bring focus on these issues and be a
catalyst for change.

When the Global Goals are estimated to need
$11.5trillion to achieve (with a good slice of that
coming from private sector sources), business
will want to make sure that any investment
achieves its objectives and that they capture
any opportunities that this level of investment
must surely create.® Actively engaging with the
dialogue on them can help business achieve

its own aims in tandem with government

and ultimately improve its own operating
environment as well as move society forward.

Critics may believe this self-interest is to be
discouraged, but identifying the growth potential
of responsible environmental and societal
strategies, i.e. the Triple Bottom Line° lies at the
heart of sustainable business. When business
profits from solving social problems, when it
makes profit while benefiting society and business
performance at the same time, it creates solutions
that are scalable.!! Certainly, consumers are
happy for business to increase profits at the same
time as generating economic and social benefits
(80% are in agreement, up from 74% in 2015) 2
and as we have seen, CEOs say their customers
have a very high impact on their strategy.

“I'would say that

the most significant
measure of success
for an organisation is
examining whether
the company, with the
products and services
that it offers, is really
useful to humanity.
If 'm really meeting
a need or solving a
problem for society,
my company is
successful by this
measure.”

David Bojanini

President, Grupo SURA,
Colombia

Source: PwC 19th Annual
Global CEO Survey

“If you put this in
financial or accounting
terms, we are driven
by the bottom line in
our balance sheet.

I am convinced,
however, that this
result is really genuine
as long as it observes
the sustainability

principles. This for me is

an indicator of success.”

Luis Pagani

Presidente, Grupo Arcor,
Argentina

Source: PwC 19th Annual
Global CEO Survey

9 Final push for milestone event to finance development, UN DESA https://www.un.org/

development/desa/en/news/financing/final-push-for-ffd3.html and Investment Needs to Achieve

the Sustainable Development Goals Understanding the Billions and Trillions, Sustainable
Development Solutions Network http://unsdsn.org/wp-content/uploads/2015/09/151112-SDG-

Financing-Needs.pdf

10 Michael Porter, Rethinking Capitalism, https://hbr.org/2011/01/the-big-idea-creating-shared-value

11 Michael Porter, Creating shared value
12 Source: Edelman’s Trust Barometer 2016

How will your dialogue with governments
change when SDGs are on the agenda?

As the SDGs bring change, are you thinking
through and quantifying future risk
scenarios for your business that government
interventions might carry?

What new opportunities will result from
engaging with SDGs?

Knowing that the majority of consumers say
it’s OK to make a profit at the same time as
generating economic and social benefits, what
can your business do differently

Are you taking the initiative and talking
to governments, or waiting to be taken by
surprise?
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Section 5

Looking from the inside out

“Today a company’s
relationship with the
community has to be
much more open and
committed; it doesn’t
just involve social
responsibility developed
through one or more
particular projects that
the company helps with,
but is part of the policy
and strategy for any
company that wants to
be sustainable. To do
this, the company has
to progress over time,
interacting with all the
players over which it
could have some kind of
influence.”

Guillermo Tagle
Chairman, Credicorp
Capital, Chile

Source: PwC 19th Annual
Global CEO Survey

“I think this is about
really taking a view on
long-term, sustainable,
responsible growth,
which, if you do that
properly and if you tell
the story properly, will
be rewarded.”

Johan Dennelind

CEO, TeliaSonera AB, Sweden
Source: PwC 19th Annual
Global CEO Survey

CEOs are cognisant of how their business
activities play out on the public stage, and are
redefining what they do, the way they do it and
how they communicate it as a result. When
business makes a judgement error on what’s
important, there are serious consequences —

the public takes notice of the environmental
devastation (e.g. buildings collapse, terrain
destroyed, rainforests flattened, water polluted),
the human rights abused, the lives lost from poor
health and safety practices etc. And for a business,
this manifests itself in fines, closure, bankruptcy,
reputation damage, erosion of trust etc. It hits
and hurts the bottom line as well as society and
the environment, and can generate a government
reaction and new regulation in response.

Many CEOs tell us they are building their business
with Corporate Responsibility (CR) at the centre
of its activity - 64% of CEOs saying it is core to
everything they do. CR is often the starting point
for more responsible business practices, but it
needs to be embedded right across the business
and decision making. In recent years, CR and the
positive communications that have emanated
have been tainted by accusations of greenwashing
as other parts of the business lag behind in their
sustainable thinking.

22 Business through a new lens

Even so, there are signs that traditional business
models are changing. More CEOs are saying that
they report on non-financial matters as well as
financial (72% of CEOs now, growing to 81% of
CEOs saying they would be doing this in five years’
time). Keeping tabs on traditional financial metrics
is vital, but increasingly, so are measuring and
monitoring those metrics that aren’t demanded
by reporting standards but that nonetheless have
an impact on the business, influence management
decisions and have the potential to damage
reputation. This holistic perspective is a must if
CEOS are to feel confident that they are running a
business with no surprises.

To this end, 80% of CEOs are making some
change or significant change to minimise the
social and environmental impacts of their
business operations. (74% of CEOs said that
they were also looking at their supply chain
in the same way).






Looking from the inside out

Is the profit-centric business model
a thing of the past?

No doubt it will always be said that business
exists to make a profit. To a great extent this is
true; if a company doesn’t make a profit, it’ll soon
be out of business. But there is real recognition
that it’s not all about making a profit. 82% of
CEOs say they prioritise long-term profitability
over short-term and 76% of CEOs say business
success is about more than just financial

profit (see Figure 12: CEOs take a new
perspective on profit).

It is a difficult path to take though. Consumers
demand a less profit-orientated persona of
business - they’re not saying no profit though.
80% of consumers are happy for business to
increase profits at the same time as generating
economic and social benefits (according to
Edelman’s Trust Barometer 2016). But they are
cynical over how evident it is in practice. The
same survey reports that 67% of the general
population believe there is too much focus on
short-term financial results and 57% think
there is not enough focus on positive long-term
impact. It means there is quite a ‘believability’
gap, especially when only 16% of CEOs say
they prioritise short-term profitability ahead of
long-term. It shows CEOs have some way to go
to evidence more effectively their approach to
profitability and planning.

“We measure success
by the traditional
financial means... as
well as total return for
our shareholders. But
we also consider some
things that might not
have a financial metric.
One is, are we living our
purpose? We believe
that doing so will make
us a better company for
all of our stakeholders
that you not only can
make a profit, but you
can make a difference.

Denise Morrison

President and Chief Executive
Officer, Campbell Soup
Company, US

Source: PwC 19th Annual
Global CEO Survey

Figure 12: CEOs take a new perspective on profit

Q: To what extent do you agree that business success in the 21st century will be redefined by more than financial profit? Respondents who stated ‘agree’ or ‘strongly

agree’

Q: Thinking about the wider stakeholder expectations you see, which of these statements best describes your organisation today? We prioritise long-term over

short-term profitability
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“You need to be
profitable consistently
and if you want to be
profitable consistently,
you need to provide
your customers with
value in the way they
measure it. So, you
also need to address

measures of success such

as the satisfaction of
the customers. You need
also to measure levels
of success, such as the
impact you have in the
communities you serve,
the impact you have in
the society you are a
part of and, above all,
you need to do this in

a consistent and
coherent way.”

Eduardo Stock da Cunha
CEO, Grupo Novo Banco,
PortugalSource: PwC 19th
Annual Global CEO Survey

Will CEOs ever win back trust?

With Edelman reporting high levels of consumer
disbelief, it can be no surprise that as much as
CEOs are driving positive change, they are finding
it hard to win over their cynics. 55% of CEOs are
concerned about the lack of trust in business,
i.e. over half of CEOs are worried that trust is
missing. But perhaps what’s worse is that this
concern has been growing for four consecutive
years now. Whatever inroads are being made to
bridge the trust gap, CEOs aren’t confident that
they’re working.

CEOs are quite realistic about the harsh reality of
trust. Those industries the population trusts less
(Financial Services, Pharmaceuticals and Energy)
are also those with the highest percentage of
CEOs saying they are concerned about the lack
of trust (see Figure 13: Trust: it’s a matter of
perspective). Technology and Food & Beverage
seem to be on the front foot when it comes to
trust. What are they doing differently or better

to deserve it?

Figure 13: Trust: it’s a matter of perspective

Q: Please indicate how much you trust business in each of the following industries to do what is right. Again, please use the same
nine-point scale where one means that you “do not trust them at all” and nine means that you “trust them a great deal”. (Top 4 Box,
Trust) General Population, 25-country global total. (From 2016 Edelman Trust Barometer)

Q: How concerned are you, if at all, about ...

Lack of trust in business? Respondents who stated ‘somewhat’ or ‘extremely concerned’

(From PwC 19th Annual Global CEO Survey. Matched PwC sectors to Edelman)
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Looking from the inside out

You are what you do

Building trust through better communications
may be one approach to tackle this — although it
has to be remembered, “you are what you do, not
what you say you do”. With a focus on financial
metrics alone, it’s hard to create a holistic view
of your business and the impact it has. When
inputs and outputs are the focus of attention,
the impacts and outcomes are lost and the real
value and contribution a business makes never
sees the light of day.

CEOs identified several areas that they believe
deserve better communication (see Figure 14:
Improving measurement and communication)
including purpose, non-financials and their
impact on wider communities, all of which could
help bridge the gap and evidence how embedded
in society business is. CEOs may miss the mark
though — most CEOs aren’t planning to do

more to measure their impact or the value they
generate in these areas, so it could be difficult

to communicate a new point of view about what
they are actually doing and its impact.

“...wesay as a company
we need to ‘be good’ and
‘do good'... ‘Be good’

is making good food,
doing the right thing
for the environment,
doing the right thing
for our employees,
developing them. The
‘do good’ part is, well,
how are you going to
use that organisation,
that structure that’s

in place, to maybe do
something else than just
sell products and make
money?”

Dirk Van de Put

CEO, McCain, Canada
Source: PwC 19th Annual
Global CEO Survey

Figure 14: Improving measurement and communication

Q: In which of the following areas do you think business should be doing more to measure/communicate impact and value for wider stakeholders?
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[ Business should be doing more to communicate impact and value for wider stakeholders

Source: PwC 19th Annual Global CEO Survey
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“Today’s consumers
make choices not only
based on the quality of
the service provided,
but even based on the
causes that a company
supports. In fact, we are
living in the era of the
good consumer.”

Wilson Ferreira Jr.

CEO, CPFL Energia, Brazil
Source: PwC 19th Annual
Global CEO Survey

Do CEOs think this focus on wider
stakeholders is good for business?

It’s evident that CEOs feel the pressure to
address wider stakeholder needs, but what’s
not clear is whether or not it drives profit too.
84% of CEOs say they are expected to address
wider stakeholder needs and 74% recognise
that their purpose revolves around more than
their business, in descriptions of their purpose.
(see Figure 15: What is the purpose of your
organisation?) In fact, only 16% mentioned
creating value for their shareholders in
descriptions of their purpose. From the outside
looking in, it feels like a fundamental shift in
focus, expanding the field in view to include
wider stakeholders as well as shareholders,
but is it one that is reaping rewards?

We asked CEOs whether ‘profitability helps to
provide value for wider stakeholders’ or ‘creating
value for wider stakeholders drives profitability’.
The response was an almost 50:50 split -
reflecting a split in perception between those
using profits made for good purposes and those
doing good while actually making the profit.

What this does highlight is that many CEOs
(52%) are saying that they are converting a focus
on wider stakeholders into profit (see

Figure 16: Is a focus on wider stakeholders good
for business?). This exemplifies business working
at its best, embedding sustainability principles
into business-as-usual to provide optimal

value to its stakeholders, with potentially

all parties benefiting.

Figure 15: What is the purpose of your organisation?

Q: In your words, what is the purpose of your organisation today? To create value for....

(Y

53% 31% 26% 16% 149%

Our shareholders

Our customers

5]

X
mn

Wider society Our business

mimy |

5%

Our supply chain

Our people

Source: PwC 19th Annual Global CEO Survey. Base: 1,982 (includes additional interviews in some countries)

Note: Respondents may have highlighted more than one dimension in response to this question

Figure 16: Is a focus on wider stakeholders good for business?

Q: Thinking about the wider stakeholder expectations you see, which of these statements best describes your organisation today?

Creating
value for
wider
stakeholders
helps us to
be profitable

We are
expected
to address
wider
stakeholder
needs

Source: PwC 19th Annual Global CEO Survey

Profitability
helps us

to provide
value for
wider
stakeholders

We are not
expected
to address
wider
stakeholder
needs
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Looking from the inside out

?

Must profit be maximised for shareholders to be happy; and at what cost to other stakeholders?

.

Although some may see addressing wider
stakeholder needs as a means to reduce risk or

a necessary burden, others are embracing it as

an opportunity for their business. Closing the

gap and addressing wider stakeholder while
making a profit is a win:win scenario for business
and society. Perhaps this is where new business
models might come into their own, for example, a
focus on inclusive business or inclusive capital or
the sharing economy.

It’s not simple though. Additional costs can

be difficult to pass on to customers, especially
in a business-to-business environment.

31% of CEOs say they encounter customers’
unwillingness to pay when responding to wider
stakeholder expectations, but this jumps to
44% for Engineering & Construction CEOs, the
industry in which CEOs are also least likely to
say that creating value for wider stakeholders
helps them to be profitable. It could be that
other business customers are more unwilling

to pay. When purchasing is handled through
procurement teams, the demand for best price
doesn’t necessarily always take into consideration
the supplier’s wider motivations and ambitions.
It’s a tightrope walk to manage margins and
the expectations of other stakeholder groups
simultaneously. Or are customers voting with
their feet and opting for alternatives?

If costs are going up and customers aren’t willing
to accept them, how will business tackle the
impasse? To be successful going forward,

CEOs will need to find an answer to this —
rethinking their business model seems a

sensible starting point.
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Measuring your impact - a new perspective on performance

The more governments start to look at how business contributes to achieving the Global Goals and society is ever more vigilant
at spotting and reporting poor business behaviours, the more important it is for business to understand that it’s not just
economic contribution and profits that people are interested in, but their total impact. It’s looking at impact in a holistic way.
But how do you measure ‘impact’?

Total Impact Measurement and Management (TIMM) provides a new ‘language’ that generates hard numbers (equivalent

to the new ways of evaluating national output and wellbeing that governments use). TIMM enables management to develop
a better understanding of the social, fiscal, environmental and economic impacts of their activities, while still, of course,
making a profit. This exercise is, in itself, interesting and helps support a business’s licence to operate and its dialogue with its

stakeholders.

But the value comes in evaluating options to identify and optimise trade-offs, i.e. to make more informed decisions. TIMM
gives business leaders the ability to compare strategies and investment choices using quantified data, and assess the total
impact of each decision and choice they make. Being able to measure, understand and compare the trade-offs between
different options means decisions can be made with more complete knowledge of the overall impact they will have and a
better understanding of which stakeholders will be affected by which decisions.

It can help a business understand how it is contributing towards the achievement of a government Global Goal and be useful
in discussions with governments to evidence potential impact or how impact is changing over time, e.g. to show how well an
initiative is working to reduce a negative impact.

Here’s an example: An energy provider wanted to understand the impact of building a transmission line as planned and with
interventions and mitigation measures. The company want to pin point the value of the additional investment made.

The original plan The new plan (built with interventions
and mitigations measures)
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Source: PwC (Find out more at www.pwc.com/totalimpact)
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Redefining business success

We all know what gets measured gets managed,
so it’s interesting to see that measuring success
is no longer confined to a simple set of financial
metrics to keep shareholders and investors on
side. 86% of CEOs are already responding to
changing stakeholder expectations by making
changes to how they measure success and what
they hold themselves accountable for and 76%
of CEOs agree that business success in the 21st
century will be redefined by more than financial
profit. CEOs are pushing the boundaries on
their business, wanting to take responsibility for
impacts beyond financials and therefore have
tighter control on a wider set of risks too.

“We believe that the
issue of sustainability
may have been optional
for companies in the
past, but today it is a
must. We also have a
very clear vision that we
are living in an era of
change. In other words,
we have moved from the
era of shareholder value
to an era of stakeholder
value.”

Wilson Ferreira Jr.

CEO, CPFL Energia, Brazil
Source: PwC 19th Annual
Global CEO Survey
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It comes at a time when business’ role in society
is coming into sharper focus. Business has got
personal. CEOs are thinking about their wider
stakeholders both in terms of addressing their
needs and the impact they have on their business,
its strategy, its reputation, its licence to operate.
An approach to doing business that doesn’t
engage effectively with stakeholders will meet
resistance.

CEOs recognise that customers’ perspectives

are changing too. With a clear demand for an
alternative being expressed, 27% of CEOs said
that their customers seek relationships with
organisations that address wider stakeholder
needs, rising to 44% over the next five years. It’s
becoming a two-way dialogue — CEOs actively
recognising and engaging with the wider
stakeholders they impact and stakeholders
looking out for it. If this was only matched

by consumers putting a premium on the way
companies conduct themselves in a global
society, it would ease the transition and no
doubt maintain the momentum. But the reality
is, business needs to adapt to this new normal.
CEOs must feel the pressure to make addressing
wider stakeholder needs work for their business,
especially as this is the direction of travel they’re
predicting.

Business has an integral role in creating a thriving

society in a thriving environment. Embracing the
relationship with society, the environment and
government creates a new strategic lens through
which to view and judge progress and success.

“T'wish we could
measure pride for
making impact and
changing lives. That
would be a great
measure. It’s hard to
measure, but it’s very
much felt. When you
interact with people who
are proud of making

a difference and an
impact in society, then
you know what I'm
talking about and, of
course, it’s very hard to
measure. But if there’s
one measure I'd like

to develop, that would
probably be it.”

Johan Dennelind

CEO, TeliaSonera AB, Sweden
Source: PwC 19th Annual
Global CEO Survey



Contacts

The role of business in society is changing as stakeholders exert their influence and expect transparency
and an open dialogue. If you’d like to talk about how your business engages with society and government,
please do get in touch:

CSR and Climate Change at PwC

Maria Luz Castilla

Partner of Sustainability

+34 932 537 005
mariluz.castilla@es.pwc.com

Pablo Bascones

Director of Sustainability

+34915 685 071
pablo.bascones.ilundain@es.pwc. com

At PwC, our purpose is to build trust in society and solve important problems. We’re a network of firms in 157 countries with more than 208,000 people who are
committed to delivering quality in assurance, advisory and tax services. Find out more and tell us what matters to you by visiting us at www.pwc.com.

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the
information contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or
completeness of the information contained in this publication, and, to the extent permitted by law, PwC does not accept or assume any liability, responsibility or duty of
care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.
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