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IF THE doyen of investors, Terry Campbell of Goldman Sachs JBWere, believes that
sustainability can add 25 per cent to a company's value, the question is why aren't more
Australian companies doing it? In many cases, the answer is as simple as the solution is
complex. They don't know how.

Our experience as sustainability consultants has shown that, to be truly sustainable,
companies need to engage with their stakeholders and their issues, have strategies in
place to manage the opportunities as well as risks, demonstrate the behaviour required to
innovate and change, and foster the right culture to deliver results.

Many organisations want to move beyond thinking of sustainability altruistically and start
to lever it as an advantage. Unfortunately, as with many things in life and corporate
jungles, it sounds easier than it actually is.

Goldman Sachs kicked off the July UN Global Compact Leaders Summit in Geneva with
the inspiring finding that sustainability leaders with proven environmental, social and

governance (ESG) policies have outperformed the wider sharemarket by 25 per cent since
August 2005.

Additionally, 72 per cent of these outperformed their peers over the same period by
creating sustained competitive advantage through their ESG policies.

Closer to home, AMP Capital Investor's Sustainable Alpha Investment team points to
similar results, with research showing that good ESG managers outperform poor ESG
managers by 4.8 per cent over four years, and by 3 per cent over 10 years.

Speaking at a Futureye members forum, AMP Capital senior researcher lan Woods said:
"We have been able to show that 77 per cent of a company's value lies in its intangibles,
so in our view, how a company manages things like human capital, culture and
innovation is critical to its success."

Woods argues the new era of corporate responsibility and sustainability has produced
environmental and social factors that constitute a sixth "stakeholder force". He defines
some of the top drivers for sustainability as climate change, right-sourcing, shifting
communities, commitment from the uncommitted, the search for meaning and
authenticity, and informational democracy.

If you are having trouble understanding the sixth force, you are not alone. After all, the
Carbon Disclosure Project found that only 9 per cent of Australia's leading companies
understood the implications of their management of the most prominent element —



climate change — last year. For those who do want to master the force, it's all about
uncovering the context you are operating in by engaging with your stakeholders to find
out what makes them tick, and why.

For business, this means context is the defining factor in many a company's success or
failure.

We have found that companies that are insular and present-focused (or worse past-
focused) not only struggle to understand their context; they are unable to influence it
either. Whether through a lack of vision or ingrained short-termism or an unwillingness
to engage with stakeholders, these reactive companies are missing out on the big
opportunities sustainability presents. The UN is in agreement, pointing to the advantages
of adhering to the UN Global Compact's goals of building cross-sector partnerships to
support, and act on, a set of 10 universal environmental and social principles.

"The evidence is building that embedding universal principles and related environmental,
social and governance policies into management practices and operations delivers long-
term business value and is rewarded by markets," said Georg Kell, executive director of
the UN Global Compact.

Despite such evidence, it appears not many are fighting for the advantage.

Kell says that "for an increasing number of business leaders, corporate responsibility is
no longer an option, it is a necessity in order to compete successfully".

Sustainability wannabes, take heart: if it was easy, everyone would be doing it. For
companies out there looking for an advantage, that's a good thing. For everyone.
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