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Executive Summary

N

Those of us who live or work in the San Francisco Bay Area think of it as a progressive
region, leading the nation in various aspects of environmental awareness and
sustainability. Laws like Assembly Bill 32 (The Global Warming Solutions Act of 2006), Title
24 Energy Efficiency Standards, and carbon tax regulations by the Bay Area Air Quality
Management District are forward-thinking evidence of such progressiveness. For this
reason, we decided to take a close-up look at the largest Bay Area companies to see what
they were doing in terms of reporting the results of their environmental practices. Some of
the questions that intrigued us were:

When companies communicate about sustainability, what form does it take?

9 Which companies are doing it well and what can be learned from them?

1 Why do companies who have robust sustainability programs choose not to disclose
information publicly?

9 What factors influence the balance between transparency and secrecy?

9 What trends in reporting could we identify from studying the top Bay Area
companies?

I How well are companies addressing the concerns of their stakeholders?

Weusedthe{ I Y CNJIJ y OA & @z r/oaNRRYWHNOt SA&st to ident
our aim was to assess how well these companies present themselves to the external world,

we examined only publicly available information. We looked not only at formal reports like

those furnished to the Carbon Disclosure Project (CDP) and the Global Reporting Initiative

(GRI), but also at information and reports these companies furnished on their websites.*

We scored each company’ s -moiotntingsystera @verin® n s

14 different attributes we determined to be essential to credible and impactful

sustainability communications. (See “Methodology” s e c thd fudl repona.)f

Why Companies Report

While reporting on environmental sustainability is not mandated by U.S. government
regulations, we found that many of the most successful companies make a significant
effort to inform stakeholders about their environmental efforts. The overall trend is
toward greater transparency and the reasons for this are many:

Respond to Increasing Volume of Queries —Many companies have seen an increase in
requests for environmental performance information from customers and from socially
responsible investors. HP, for example, has seen a steady increase in the percentage of
customer Requests for Proposal (RFPs) that ask for sustainability information. For them,
reporting is now seen as a market access requirement.

! Several companies updated their communications between the time the analysis for this report was
completed (early March) and the date this report was finalized in early April. Using more recent
communications in our analysis would likely alter some of the ratings contained in this report.
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Executive Summary

Manage Reputation and Brand Image —Brands /

that have a meaning to end users (as opposed to AL Gl EH LS

companies that sell com & 8 SYGANBYYSylUltsgpe
mean meeting current human needs

. . . . without undermining the capacity of
managing their reputation. Disclosure can have a : .
the environment to provide for those

“mar keting value” when VSSRa 20SN) Ok t2| F€C
from third-parties such as the Newsweek Green Nations Millennium Project

branded product) are particularly interested in

Rankings. Symantec, for example, believes such

. . . « For companies, reporting on
recogni tion Il nNCreases

environmental sustainability has

Compete Effectively —Over the last 5 years, come to mean reporting on a wide

reporting to the CDP? has increased by a factor of range of impacts including their:

.. . . .. reenhouse gas emissions, targets
more than 6. In certain industries, maintaining Te & =
titi it . ‘i and reductions
competitive parity requires reporting.
P parity req P 8 9 hazardous materials

Meet Channel Requirements — Distribution i use of materials in products,
channel powerhouses like Walmart are beginning to packaging and business processes
. . . t of wast

require that their suppliers report to the CDP. 56% of T management of waste
9 consumption and conservation of

CDP members recently surveyed said that in the energy, fuel and water

future they would cease doing business with 1 environmental impacts of
suppliers who do not manage (and report) their products in their end use
carbon footprints. 9 impacts of suppliers

i transportation

9 business risks of climate change J

Stay Ahead of Future Requirements —While
sustainability reporting and carbon accounting are

not currently
. P . . mandated, the SEC recently issued guidance
az Kk d Aa @21 d indicating that companies should consider the risks
likely to be regulated in the associated with climate change in their financial
FdzidzNBE P LGQa reporting. Software company, SAP, recently stated

2F (GKS OdzNIS @& thatitwould soon begin including carbon
accounting in its financial statements. Engelina

Christina Page, Director of Climate
and Energy Strategy for Yahoo! Jaspers, VP of Environmental Sustainability at HP,

noted at a recent conference,” Get t i ng out
of future requirements will eventually save money

and workinthelong-t er m. ” Christina Page, Director
Yahool,echoed Jaspers’ thoughts, “ What thess vol

futuread tld st gy ahead of the curve.”?”
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’In 2004, 295 companies reported to the CDP compared to 2204 reporting in 2008. See CDP website.
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https://www.cdproject.net/CDPResults/CDP-Supply-Chain-Report_2010.pdf
http://www.sec.gov/news/press/2010/2010-15.htm
https://www.cdproject.net/en-US/WhatWeDo/Pages/overview.aspx
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Attract and Retain Employees —Many companies believe that transparency about
environmental impacts and efforts will make them better able to attract and retain
employees. They see an evolution in the workforce that is placing greater emphasis on
factors like company reputation.

Focus Internal Execution — A public statement of sustainability goals commits a
company to take action. This can focus and drive internal execution in a powerful way.
One company we interviewed found that when they exposed their goals to the public, the
senior management felt more committed to achieving those expectations.

Key Findings

Over Half of Largest Companies Report

While only about one-fourth of the Chron 200 issued sustainability communications of any

kind, this represented nearly 60% of the companies with revenue of $1 billion or greater.

Most companies with information on their websites or in corporate social responsibility

(CSR)reportsor i n “citizenship reports” did provid
(CDP, GRI, EPA Climate Leaders and/or The Climate Registry). A couple of companies

(McKesson, Applied Materials) used the GRI Framework for their reporting but chose not to

file their reports with the GRI. Bay Area companies were far more likely to respond to the

CDP questionnaire than to use the GRI framework for their reporting.

Absence of Standards Means Inconsistency

Unlike financial reporting, which has formal requirements for the way information is
reported, the lack of standards around sustainability reporting gives companies great
leeway in how they characterize their

sustainability efforts. In addition, companies may

define sustainability differently. In a recent study, A recent McKinsey & Co. g|0t
McKinsey & Company3 found that 20% of survey found that 20% of

executives surveyed sayathedr . .an S
ey Y8 IgOc{ZU}c\%rgpa RS
have a clear definition of sustainability, and that o ] .
definition of sustainability.

| www.EcoStrategyGroup.com

o
O
=]

among those who do, the definition encompasses
issues from environmental compliance to green
product development to social issues.

In the absence of standards, companies choose to emphasize and report on different areas.
For exampl e, Asttaofdzua on duildings, vbile Appletfoeusedon the
environmental footprint of individual products. In many cases, these topic choices are
informed by an understanding of the compa‘hy

nds in Sustainability Reporting

3u

How Companies Manage Sustainability: McKinsey Global Survey Results, ” Mc Ki nsey Quart
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http://www.mckinseyquarterly.com/Energy_Resources_Materials/Environment/How_companies_manage_sustainability_McKinsey_Global_Survey_results__2558?gp=1
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representative told us, they believe their greatest environmental impact comes from
upstream (what they purchase from suppliers) and downstream (how their products are
used by end customers) and so those represent the greatest areas of emphasis.

While this inconsistency is understandable given the state of the art, it creates challenges
for investors and other stakeholders who would like to compare performance across
companies and industries.

Quality of Communications Varies

We found a wide variation in the quality of communications. As expected, the very best
reporting came from some of the largest companies. Cisco, HP, and Intel earned the best
scores overall and the best in their size segment.

However, some of the very large companies did a relatively poor job of communicating and
some of the comparatively smaller companies produced outstanding reports. There is still
plenty of room for improvement, as those companies scoring in the top tier averaged only
82 points on the 100-point scale. We learned that even the top scorers could do a better
job covering material environmental impacts, clearly communicating reductions targets
and the progress against them, and providing reports that cover a broader range of
operations.

FIGURE 1 — TopP RATED COMPANIES BY SIZE SEGMENT

T_op Rated
Revenue 4 by Size Segment

$1 to $2 Billion Autodesk
National Semiconductor
$2 to $5 Billion Adobe
Agilent
AMD

= =4 -

$5 to $10 Billion Applied Materials
Clorox
eBay

Symantec

= =4 -8 -4

$10+ Billion

Cisco
HP
Intel

= =4 =9

* Based on Chronicle 200 list as of 1/5/10. See http://www.sfgate.com/chron200/



http://www.sfgate.com/chron200/

Technology Scores Better than Services

The Bay Area economy is dominated by the technology sector and half the Chron 200
companies with $1 billion or more in sales were in that sector. Services companies
comprised 25% of the largest Chron 200 companies. Almost a quarter of the technology
companies scored in the top tier (top quartile) of our ratings. By contrast, about 70% of the
services sector companies scored in the bottom tier (bottom quartile). Several factors,
descr iRatmgdbybeator™ i n t he repootould amcbunttfohthiss
discrepancy. The services sector may be missing an opportunity to enhance its brand value
through better communications about environmental practices.

Some Companies Choose Silence

We were surprised to find a number of companies that chose not to communicate
externally about their efforts and impact, despite the fact that they have robust
sustainability programs in place. Intuit, NetApp and The Gap are very conservative in their
external communications even though they have ongoing sustainability programs and
substantive goals. We were curious about why this is, and so we interviewed several of the
Chron 200 companies to learn more. A number of factors fuel the decision not to report,
and they range from resource constraints to concerns about exposure to regulatory actions
and vulnerability to activist organizations. In some cases, such restraint is simply a

refl ection of the company’s culture.

Lessons from the Leaders

Through our analysis and interviews with companies that scored well in our ratings, we
discovered a number of key factors that contribute to successful sustainability
communications. These Lessons from the Leaders, included in the body of this report,
revolve around planning, gaining management commitment and establishing good internal
processes.

While the current state of the art for sustainability reporting is voluntary and therefore
freewheeling, most of the larger Bay Area companies expect this to change. The forces
that drive voluntary reporting are becoming stronger. Standards are evolving, and
reporting is expected to be mandatory for many California companies in the next few
years.
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About EcoStrategy Group

EcoStrategy Group helps clients gain competitive advantage through environmental
sustainability. The firm is particularly skilled at crafting sustainability communications
strategies, including the appropriate reporting of quantitative and qualitative efforts and
impacts. The EcoStrategy Group team offers a unique blend of experience in strategic
planning, stakeholder research and engagement, communications, change management,
and performance measurement. Each of our founding partners brings over 25 years of
experience in business, including success in senior executive roles. As a result, we
understand the perspective of the C-suite and know how to work effectively across
functional organizations. Our partners have worked with a wide range of clients including
Adobe, AMR Research, Cisco Systems, CSRWare, Logitech, LoopNet, Palm Computing, PGP
Corporation, Quantum Corporation, SDForum, and Symantec.

Sustainability Communications Services

EcoStrategy Group has developed a program to help businesses communicate their
sustainability efforts with impact and integrity. We help you navigate between providing
too much information and not enough, to take credit for your progress toward
sustainability while avoiding

greenwashing.

Sustainability Communications Plan
Whether you choose to report

to a third party like the Global

Establish the Know the
Reporting Initiative or the Facts Stakeholders
Carbon Disclosure Project, or 1 Baseline 1 Identify
just communicate directly 9 Targets {1 Prioritize
with your constituents, our f Qualitative Info 1l Engage
| Message

approach builds on two

fundamentals: 1) establishing Process and Framework

the facts and 2) knowing and T Collect T Vet T Coordinate

engaging with your priority

stakeholders. We make sure

that you have solid data underpinning any public statements you make, that you have a
process in place to answer questions when they arise, and that you choose the best
methods to communicate with your key stakeholders.

Contact Us
For more information about this report or our services, please contact:

Kar en *“ KJIK@Edaraawdo.tom, 650-947-9800

Kathleen Gilligan, Kathleen@EcoStrategyGroup.com, 650-321-6009
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