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Foreword

“Change is faster than ever, but will never again be this slow

Justin Trudeau, Prime Minister of Canada

The world is changing — environmentally, socially,
economically. The only uncertainties are the
pace and direction of that change, and whether
societies will find pathways to long-term
sustainability and prosperity or instead settle for
increasing volatility and accelerating decline.

Catching the Wave takes a practical look at
how companies can best navigate the messy
but unprecedented shift toward sustainability
that is taking place throughout the business
community and its value chains. It draws on the
real perspectives of business and sustainability
executives in leading global businesses across
all sectors and geographies, who are right now
working to “catch the wave" of sustainability
transformation and safeguard their companies’
future success.

Transitions are very rarely smooth, and the
sustainability transformation is perhaps the

most difficult that global societies have faced.
Seemingly contradictory truths and deep
uncertainties must be factored into short-,
medium-, and long-term plans. Like previous
transitions — the ongoing digital transformation is
a good example - significant value is at risk, and
enormous value can be created.

Catching the Wave offers indispensable,
experience-based guidance for any business
executive responsible for navigating our changing
world successfully. It lays out the multiple truths
that companies must contend with, the barriers
that hold companies back from transitioning
their business models and capitalizing on the
opportunities of a sustainable future, and the
lessons that can be drawn from past disruptions
and that can help boards to assess current
business risks and opportunities more accurately.

For companies that are committed to addressing
the challenges we face and seizing the
opportunities of the sustainability transformation,
the guidance in this report synthesizes the insights,
successes, and observations of business and
sustainability leaders into five areas of focus:
Leadership & Governance; Strategy & Planning;
Progress & Commercialization; Networks &
Engagement; and Continuity & Tenacity. Within
each, internal changemakers are provided with a
set of immediately implementable and practical
actions that can help identify and overcome
barriers to change, expose material risks, capture
new value, and future-proof the enterprise.

Catching the wave
- Seizing the opportunities of the sustainability transformation

Catching the Wave is set against the context of
WBCSD's Vision 2050: Time to Transform, which
offers a shared vision of a world in which over 9
billion can live well within planetary boundaries by
2050. While Vision 2050 offers a comprehensive
framework for business action to bring about a
sustainable world in the future, Catching the Wave
identifies the immediate steps that companies
can take to set themselves up for meeting their
medium- and long-term sustainability ambitions
and commitments. It also complements and
underpins the wider WBCSD CEO Guide to
Corporate Performance and Accountability
launched at COP28 that lays out a pathway to
overcoming the misalignment of incentives and
decision-useful information to align investor
valuation and capital allocation with corporate
sustainability performance.

We would like to deeply thank the business and
sustainability leaders who gave their time and
shared their insights to help produce this guidance.
We hope Catching the Wave offers you useful

and practical internal guidance on how to take
steps toward strengthening your company's ability
to successfully navigate, perform, and seize the
opportunities of the sustainability transformation.
This is a living resource: the guidance will deepen and
grow with the experiences of those who use it — we
welcome all feedback to support its future iterations.

Dominic Waughray Sabine Hoefnagel

Executive Vice Global Leader of
President at WBCSD Sustainability and
Risk at ERM
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Executive
Summary

The sustainability transformation is gathering
steam. Many multinational companies
recognize the increasing strategic importance
of sustainability and are proactively assessing
operational risks and seizing commercial
opportunities. Long-term ambitions to reach

net zero, become nature-positive, and improve
social outcomes have been set out. However, the
short-term actions being taken to achieve long-
term sustainability goals often fall short, and
companies struggle to imagine the new markets
the transformation will bring. Why?

WBCSD and ERM undertook a dialogue to

discover what is holding companies back and

the practical steps that can be taken to drive
immediate, decisive action aligned with long-term
sustainability ambition and market success. This
involved a series of frank, in-depth interviews and
active engagements with over 130 global business
executives and sustainability experts about what
needs to be unlocked within business operations
and in the mindsets of senior leaders to drive
change. In Catching the Wave, we lay out our
findings and present a set of actions that can help
companies both successfully navigate this period
of sustainability transformation and accelerate the
rate at which it unfolds.

Key messages

1. Companies must work with multiple truths to navigate the sustainability transformation successfully. Yes, the threat
of social and environmental crises amplifying into one intertwined polycrisis is real, but solutions are charging ahead
exponentially. Yes, it is tempting for companies to downplay the scale of the sustainability shift, but those that recognize
and embrace it are poised to win. Companies need to weigh simultaneous truths to fully understand the situation and
develop a successful approach to seizing the opportunities (and managing the risks) of the sustainability transformation.

2. Companies must be honest about internal barriers to successfully integrating sustainability, focusing on three in particular:
short-term focus, sustainability-as-a-cost mindset, and sustainability skills and awareness gaps. Furthermore, existing
external barriers should not be used as excuses for inaction. There is considerable commercial value to gain when
companies face the organization's internal hurdles: doing so makes companies more effective in pushing and seeking
collaborations to lift the most persistent external barriers.

3. Companies should neither underestimate nor get overwhelmed by the waves of disruption the sustainability shift brings now
or in the future. Systemic transformations are tough to navigate but follow similar patterns, and most organizations have
been through at least one before. The ongoing digital transformation is a good example: it has radically altered business —
operations, markets, business models — and society. The companies and sectors that embraced the digital revolution and
dared to experiment and radically innovate came out stronger. Many that played it safe languished or disappeared. The
sustainability transformation will not be any kinder to reluctant movers.

4. All companies are learning on the go with the sustainability transformation; no off-the-shelf blueprint for action exists.
However, by looking closely at companies that have partially integrated sustainability successfully and how companies
have navigated systemic upheavals in the past, the outlines of an approach to unlock action and commercial value emerge.
Based on in-depth interviews and extensive desk research, the sustainability transformation framework presented in
Catching the Wave (see Chapter 4) reflects the best available practical knowledge and experiences about what has worked
for companies in the advanced stages of integrating sustainability and explains how to translate this into commercial
success, operational efficiency, and resilience.

5. In conversations with companies that tested the framework during its development, we learned that our sustainability
transformation framework offers various entry points and works across whole companies and value chains. It can, among
other things, help solve thorny issues that arise during strategy development, guide integration, product, and marketing
decisions, help companies spot opportunities to manage people better, and improve collaboration with suppliers and peers.

Catching the wave
- Seizing the opportunities of the sustainability transformation



Executive Summary

Navigating multiple truths
- Being at ease with ambiguity

To get into the right mindset to successfully transition from today's reality to tomorrow's, business leaders
must learn to navigate multiple, simultaneous truths.

- The best available science states we
are running out of time to mitigate
the worst effects of climate change
and nature loss

We underestimate how quickly climate
and natural systems can bounce back if
we give them the opportunity

- The threat of social and economic
consequences merging into a
polycrisis is real and increasing

Many technological and commercial
solutions to these threats are charging
ahead exponentially

commercial risk and opportunity,
many companies delay urgent action

Companies that imagine and create
business models for an altered future
are most likely to thrive

- Underestimating accelerating
%

Many corporate leaders struggle
to foster a culture of innovation

Leaders that incentivize creativity and
exploration lay the foundations for

and experimentation

°
¢
®
®

Running into roadblocks
- What holds companies back?

breakthrough success

Gaining a deep understanding of the barriers holding companies back and learning what it would take to
overcome them was the first thing we explored in our research. Although many interviewees see systemic
barriers as a drag on their company's sustainability progress, the majority point to organizational
barriers as the more persistent challenge. The various internal barriers mentioned were connected by

a single theme: the difficulty of fully digesting that the world is heading into a tumultuous period of

transformational change. Three barriers stood out.

Barrier 1:
Focus on short-term performance

- Most corporate incentives are aligned with
short-term profits, constraining the business
case for medium-term transformation as
well as sufficient investment in long-term
resilience. The incomplete integration of
sustainability risks and externalized costs in
lending decisions leads to misallocated capital
and the underfunding of viable sustainability
investments.

Catching the wave
- Seizing the opportunities of the sustainability transformation

Barrier 2:
Persistent “sustainability-as-a-cost” mindset

- Many corporate leaders struggle to imagine
how their companies can realize the
sustainability transformation's commercial
potential and use it for competitive
differentiation and advantage.

Barrier 3:

Insufficient sustainability-related skills

and awareness

- Sustainability's operationalization is slowed by
a staff shortage at all levels, including most
C-suite and board members, who lack the right
skills and awareness.



Executive Summary

Waves of disruption
- Thriving during transformation

Why do system transformations feel so overwhelming, especially for incumbent companies? And what
lessons can companies draw from the digital revolution? System transformations happen when major
socio-economic trends and breakthrough innovations amplify each other, triggering waves of disruption.
As societies and companies digest these changes, many parts of the status quo are uprooted, and new
technologies, policies, regulations, and supply chain shifts appear along with socio-economic upheaval
and the creation of new markets.

We have been here before: Here we are again:

the digital revolution the sustainability transformation

Today, we can barely remember how the world The sustainability transformation is already
functioned before the digital transformation. It significantly affecting operations, resources,
upended and is still upending previously dominant supply chains, and consumer preferences. Many
business models. What set the winners apart sustainability-linked markets will soon pass

was not superior knowledge but adaptation and the trillion-dollar mark in value, and increasing
action. They understood that imagining and trying pressure from investors, stakeholders, and

to seize new commercial opportunities was their regulators will keep creating fresh commercial
best defense. opportunities. However, like with the digital

revolution, it is up to companies to seize them.

Next up, sustainability

Sustainability transformation

Climate change

Rl loes The technological level

gl gl New tech like renewables and EVs remake lifestyles
Geopolitical strife

IR

The policy level
— Governments coax change with new policies on
e.g. emissions trading, disclosure

The market level
Markets like solar explode; others like ICE cars contract Just &

Fossil fuel/
extraction

regenerative
system system
The company level

Trailblazers & early adopters like BYD, Iberdrola set pace

The logistics level
Electrification, circularity, green materials shift systems

1. Renewables &

efficiency tech/Al 3 .
2. Smart grid/batteries The socio-economic level
3. Precision farming Norms adapt to just transition, geopolitics, public demand

Catching the wave
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Executive Summary

Seizing opportunity
- Navigating transformation successfully

Navigating the sustainability transformation will be challenging and complex, no matter how necessary
and how great the potential commercial upsides are. The sustainability transformation framework
developed and presented in Catching the Wave offers practical guidance in five focus areas: leadership
and governance, strategy and planning, progress and commercialization, networks and engagement, and
continuity and tenacity. We refer to these elements as Face It, Map It, Do It, Shape It, and Connect It.

The five focus areas are not sequential; companies must continuously invest in, revisit, calibrate, and align
them. Different companies are at different stages of implementation and/or will choose different entry
points as the right place to begin. No matter where they start, companies must eventually take and link
actions in all five areas to successfully absorb sustainability into their organizational fabric, fully seize its
commercial potential, and build resilience to inevitable business disruptions.

See Chapter 4 for the full sustainability transformation framework of categories and action
recommendations plus accompanying case studies.

FACE IT: Leadership & Governance SHAPE IT: Networks & Engagement

Boost the sustainability mindset of senior Drive action by joining forces with suppliers,
leadership and develop a quantified business case competitors, and other stakeholders, and build
that enables deep integration of sustainability into trust by nurturing relationships, communicating
the company's overall strategy. authentically, and being open to new ways
of working.
MAP IT: Strategy & Planning
Make sustainability the foundation of the strategy CONNECT IT: Continuity & Tenacity
and planning cycle and integrate sustainability Nurture transformation by continuously and
decisively into all decisions and operations. comprehensively integrating sustainability across
the whole organization.
DO IT: Progress & Commercialization
Capitalize on sustainability as an innovation engine

to develop new markets, future-proof profits, and
seize operational impact opportunities.

Navigating the sustainability transformation

FACE IT
Leadership &
Governance
[ ——
MAP IT
Strategy &
Planning
SHAPE IT CONNECT IT
Networks & Continuity
Engagement & Tenacity
o} A
o/
o all
DO IT
Progress &
Commercialization

Catching the wave
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Executive Summary

In the field
- User guide for applying
the framework

Conversations with pilot companies taught us that
the framework offers at least three key benefits.

- The framework's practical guidance helps
companies assess their sustainability
integration and performance maturity level in a
structured way.

- The framework is versatile and works for
different levels, teams, and areas inside
businesses. Its interlocking categories
offer a coherent way of continuously
integrating and recalibrating sustainability
decisions and actions.

- Depending on factors like sector, process,
region, etc., teams can customize the actions
under Face It, Map It, Do It, Shape It, and
Connect It to help them take stock of the
situation and determine priorities.

See chapter 5 for several use cases and suggested
ways to leverage the framework.

Catching the wave
- Seizing the opportunities of the sustainability transformation

Our in-depth interviews with senior business leaders
and other research made clear that offense is the best
defense when preparing a company for a new future.
Businesses cannot stop system transformation; seizing
emerging commercial opportunities is the best way to
come out on top. Boldness will define winners in the
sustainability transformation.
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Introduction:

Facing the ambition-action gap

WBCSD's Vision 2050: Time to Transform sets

a "shared vision of a world in which more than

9 billion are able to live well, within planetary
boundaries, by 2050." Companies that prosper
commercially and sustainably are vital to bringing
about this Vision. Leading companies are already
combining commercial success with sustainability
impact. And as sustainability impacts and
opportunities accelerate globally, no company
can afford to ignore the need to navigate
inevitable transformation.

Businesses have come a long way. Most
multinational companies recognize the strategic
importance of sustainability to their long-term
commercial future. They are facing the daunting
challenge of proactively assessing commercial
opportunities and operational risks. They have set
long-term ambitions to reach net zero, become
nature-positive, and improve social outcomes.
However, progress towards Vision 2050 is still not
moving fast enough: private sector short-term
actions to achieve long-term sustainability goals
are still falling short. Why?

WBCSD and ERM undertook a dialogue in 2023

to discover what is holding companies back

and what practical steps they can take to drive
immediate, decisive action aligned with long-term
sustainability ambition and market success. This
involved a series of frank, in-depth interviews and
active engagements with over 130 global business
executives and sustainability experts about what
needs to be unlocked within their operations and
in the mindsets of their senior business leaders to
drive change (also see About the report).

A picture emerged of companies working hard to
integrate sustainability thinking and operationalize
it within their commercial strategy. But at the same
time, these companies are:

- constrained by short-term financial pressure,
accountability, and incentive models

- navigating sustainability challenges under
often insufficient regulatory guidance and/
or misaligned government policies, and lack
of capital access, while facing significant
geopolitical volatility

- facing regional variations in
sustainability maturity

- waiting for many crucial technologies to reach
full commercial scale

- downplaying the formidable risks of inaction
despite the vast commercial potential on offer

Catching the wave
- Seizing the opportunities of the sustainability transformation

Commercial offense is the
best defense

Most members of the business community know
and believe that sustainability transformation

is necessary and inevitable. But many are trying

to keep the status quo ticking along even as

they prepare for future transformation. Many
businesses have not yet decided if or how they
will shape the sustainability transformation, or

be shaped by it; if they will promote innovation

to break into new markets, and accelerate
sustainable outcomes for the world while boosting
the commercial resilience of their company, or if
they will focus on compliance and follow in the
wake of commercial trailblazers, hoping that it will
be enough to weather the storm.

Our conversations with senior business leaders
and sustainability practitioners convinced us that
most companies want to be in the leader and
shaper category but face headwinds that limit
momentum and progress at scale. Our interactions
and in-depth research revealed several key
barriers that keep companies from accelerating
the actions required to navigate the sustainability
transformation and proactively identify and seize
the commercial opportunities it creates.

What we learned gave us the confidence to
compile this practical guidance for unlocking
immediate action. It is designed to help companies
understand the full range of actions needed to
shift mindsets and, ultimately, business strategies
from value extraction to sustainable value
generation aligned with long-term commercial
resilience. The recommendations outline what
successful sustainability business leaders believe is
the best approach to navigating the accelerating
sustainability transformation (See Chapter 4).

The business leaders interviewed made clear that
"offense is the best defense” when preparing a
company for a new future. Businesses cannot
stop system transformation; seizing emerging
commercial opportunities is the best way to come
out on top, while watching the transformation
unfold is less so. The recent, and still ongoing,
digital transformation created and is creating
spectacular opportunities. Still many incumbent
companies underestimated the profound impact
of the digital revolution. The winners so far boldly
embraced it, imagined its direction, and leveraged
innovation to grow new markets, create value,
and make their businesses more resilient. The
same boldness will define winners in the
sustainability transformation.

12



Introduction: Facing the ambition-action gap

About the report

This report is based on in-depth interviews with 50
senior global business leaders and sustainability
practitioners and active engagements with 80
global business executives at WBCSD meetings,
NYC Climate Week, and COP28 in Dubai. The
interactions covered a wide range of sectors,
regions, and roles to ensure many perspectives
were considered (see Figure 1). We also scanned
numerous reports and academic articles and
incorporated insights from a selection of

global surveys.

Our goal was to better understand:

- The barriers that prevent companies from
decisively translating long-term goals on
climate, nature, and equity into the short-
and medium-term actions necessary to
advance sustainability and seize new value-
creation opportunities.

- The right solutions to overcome persistent
barriers and create a mindset focused on
imagination and identifying commercial
opportunities and breakthrough innovations.

- The short-to-medium-term actions that will
unlock progress on climate, nature, and equity
and open new value-creation opportunities
for companies.

The report is split into five parts:

Part one lays out the current tensions facing
business and society: the world is dangerously
close to critical environmental and societal shocks,
but we also underestimate how close we are to
avoiding these through the scaling of exponential
technological and commercial developments.

Part two lists the main internal barriers keeping
companies from recognizing the inevitable
transformation of the status quo that they are
experiencing and decisively anticipating its
disruptions and commercial potential.

Part three illustrates the commercial urgency and
opportunity of the sustainability transformation by
examining past market disruptions.

Part four presents a framework for navigating
the sustainability transformation that can be
implemented immediately, boosting company-
wide awareness of and participation in short-

to medium-term actions that simultaneously
accelerate progress on sustainability and create
business value.

Part five offers examples of how this report's
guidance can be deployed, providing case studies
of how three companies have started to apply it.

Catching the wave
- Seizing the opportunities of the sustainability transformation

Figure 1: Regional, sector, and role breakdown of senior leaders

consulted for this report

Participant Sectors

Non-business entities Industrials
8% 8%

Technology
6%

Services
13% Agrics:;lture

0

Chemicals
11%

Consumer
goods
17% Materials
8%
Logistics Utilities
1% . 5%
Eneurgy Mining Flnaonce
9% & metals 4%
5%

Participant Titles

Manager
3%

Not applicable
(non-business
participant)
16%

C-Suite
19%

Director
25%

Vice President
37%

Participant Geographic Locations

Global
2%

Asia-Pacific
12%

North America
32%

Latin America
and Caribbean

Europe, Africa,
6%

and the Middle East
48%
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Navigating multiple truths
- Being at ease with ambiguity

“The test of a first-rate intelligence is the ability to hold two opposed ideas in the
mind at the same time and still retain the ability to function.”

F. Scott Fitzgerald

It is unlikely that American writer Scott Fitzgerald Acknowledging these truths puts companies

had sustainability in mind with his quote. Still, in the right mindset to face the sustainability

this is precisely what companies must do to transformation accelerating around them and turn
survive and thrive during this tumultuous period it into an opportunity to strengthen commercial

of sustainability transformation: recognize and resilience and profitability. Below, we explore each
navigate multiple truths simultaneously. truth more deeply.

Recognizing, internalizing, and acting on diverse
facts rationally takes effort. Still, it is the only

way forward for companies to navigate the
sustainability transformation and successfully
transition from today's reality to the reality of
tomorrow. Business leaders must face at least four
pairs of simultaneous truths.

- The best available science states we
are running out of time to stay within
planetary boundaries

- We underestimate how quickly climate

and natural systems can bounce back if
we give them the opportunity

- The threat of social and economic
consequences merging into a
polycrisis is real and increasing

Many technological and commercial
solutions to these threats are charging
ahead exponentially

- Underestimating accelerating
commercial risk and opportunity,
many companies delay urgent action

Companies that imagine and create
business models for an altered future
are most likely to thrive

- Many corporate leaders struggle
to foster a culture of innovation
and experimentation

Catching the wave
- Seizing the opportunities of the sustainability transformation

Leaders that incentivize creativity and
exploration lay the foundations for
breakthrough success

15



Navigating multiple truths
- Being at ease with ambiguity

Acknowledge that the climate and global ecosystems are under
tremendous stress but recognize their critical decline can also

be reversed.

The best available science states we are
running out of time to stay within
planetary boundaries.

- It will take radical steps to limit global warming
to the 1.5°C target agreed upon in Paris.

- Six out of the nine planetary boundaries have
been pushed beyond safe limits. Disregarding
those boundaries has put at least one in ten
animal and plant species at risk of extinction,
possibly one in five, and has reduced the
productivity of a quarter of the planet's surface.

- Already disadvantaged regions and
communities bear the brunt of the negative
climate and nature impacts such as extreme
weather and biodiversity loss.

- Current climate change alone will likely
push more than 100 million people into
poverty by 2030.

We underestimate how quickly climate and

natural systems can bounce back if we give

them the opportunity.

- The world has made considerable progress
since it agreed since the Paris Climate

Agreement, reducing the projected temperature

rise in 2100 by more than 1°C since 2015.

- Ecosystem restoration is surging. More than
100 million hectares globally are currently

being rewilded or restored, creating millions of

jobs and improving the climate resilience and
livelihoods of local communities.

- The landmark 2022 UN Global Biodiversity
Framework, adopted by 196 countries,
will accelerate further increases in
ecosystem restoration.

- The world has shown before that it can quickly

improve seemingly intractable inequities if it
wants to. In the three decades prior to 2019,
1.3 billion people were lifted out of

extreme poverty.

Figure 2: Pushing boundaries

Climate change
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Navigating multiple truths
- Being at ease with ambiguity

True

- Six of nine planetary boundaries have been crossed, from global warming to the biosphere and deforestation, from
pollutants and plastic to nitrogen cycles and freshwater, while pressure in all boundary processes is increasing.

- To limit warming to 1.5°C, the world needs to reduce emissions by 43 percent from 2019 levels by 2030 and 84 percent from
2019 levels by 2050. All current Nationally Determined Contributions (NDCs) combined put the world on a 2.8°C trajectory.?

- In 2019, around one million animal and plant species were threatened with extinction, many within decades. Land
degradation had reduced the productivity of 23 percent of the global land surface, and up to $577 billion in annual global
crops were at risk from pollinator loss.®

- 2023 research found that almost a quarter of European flora and fauna are candidates for extinction. Extrapolated to a
global scale, this would mean 2 million animal and plant species are under threat, not 1 million.*

- In 2023, 3.3 to 3.6 billion people were deemed highly vulnerable to climate change. Climate impacts are predicted to
disproportionally affect Indigenous Peoples, small farmers, and low-income households. Between 2010 and 2020, human
mortality from floods, droughts, and storms was 15 times higher in highly vulnerable regions.® Climate will drive 100 million
additional people into poverty by 2030.

Also true

- Before the Paris Climate Agreement, the world was expected to heat up around 4°C by the end of the century, an outcome
widely seen as catastrophic. Today, the forecast is for 2.8°C of warming, representing considerable and rapid progress.’

- Over 100 million hectares in 70 countries are currently being rewilded (rewilding is the reintroduction of lost species to
accelerate biodiversity improvement). In 2022, a further 15 million hectares in 18 countries were going through active
ecosystem restoration in close collaboration with local communities, creating 12 million jobs and sequestering 145
Megatons of CO, .2

- In 2022, 196 countries signed the Kunming-Montreal Global Biodiversity Framework (GBF). Signatories need to ensure
that by 2030, at least 30 percent of degraded terrestrial, inland water, marine, and coastal ecosystems are under
effective restoration and at least 30 percent of terrestrial and inland water areas and marine and coastal areas are
conserved and managed.’

- In 2019, 1.3 billion fewer people lived below the International Poverty Line of $2.15 per day today than in 1990. On average, the
number declined by 47 million every year, or 130,000 people each day.®

i

1

-

SN
é

-

Catching the wave
- Seizing the opportunities of the sustainability transformation 17



Navigating multiple truths
- Being at ease with ambiguity

Understand that many consequences are triggered by climate change
and destabilized ecosystems including the real possibility they will
reinforce each other, but solutions capable of tackling those risks are
emerging at breakneck speed.

The threat of social and economic Many technological and commercial
consequences merging into a polycrisis is solutions to these threats are charging
real and increasing. ahead exponentially.

- The world is at a new level of risk of
interconnected crises merging due to the
overlap of stresses from nature depletion,
global warming, food scarcity, migration,
growing inequality, and polarization.

- The sustainability transformation is following
the same S-curve—from slow to exponential
adoption—as previous transformations like
digital, creating new, multibillion-dollar markets
in the process. EVs, solar, and wind are leading
the way, while other technologies are on the

- A confluence of crises is already visible, for . . .
brink of going mainstream.

example, the strong correlations between
extreme weather risks and the occurrence - Underused mitigation techniques that

of extreme poverty, refugee flows, and
political instability.

Although geopolitical conflict and supply chain
disruptions draw most corporate attention,
weather events already cause hundreds of
billions in annual economic damage, most

of it uninsured.

simultaneously reduce GHG emissions and
improve ecosystems (e.g., regenerative
agriculture and natural climate solutions)
are accelerating.

Increasing consumer demand for sustainable
products, combined with a wave of
sustainability and disclosure regulation, coupled

with growing legal and community pressure,
make the strategic integration of sustainability
a commercial imperative.

True

- Fourteen of the 25 most vulnerable countries to climate change were mired in conflict as of
2022, while 61 million people were internally displaced by armed conflict and violence, and
another 33 million people were displaced by natural disasters.?

- In 2022, 1.8 billion people were directly exposed to floods. Of these, 89 percent live in low- and
middle-income countries, and 50 percent live on less than $5.50 a day.”®

- Economic losses from natural disasters were estimated at $313 billion in 2022. Just 42 percent of
those losses were covered by insurance.™

- In 2022, at least $15.5 billion in company assets were stranded due to water stress; seven in ten
companies sharing data with CDP report they are exposed to water risk with a potential damage
value of $225 billion.®

Also true

- Between 2018 and 2022, the compound annual growth rate (CAGR) of retail products making ESG
claims was 1.7 percentage points higher than regular products in the U.S®

- The markets for green hydrogen, green ammonia, and green steel are projected to grow by 2100
percent, 13,500 percent, and 141,000 percent, respectively, between 2023 and 2032.7 11

- The value of the global voluntary carbon market reached $2 billion in 2021 and could be worth
between $10-40 billion per year by 2030, with two-thirds of this investment being channelled into
natural climate solutions, potentially delivering 10-12 percent of the mitigation needed by 2030.2°
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Navigating multiple truths
- Being at ease with ambiguity

Figure 3: Long live the S-curve
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Figure 4: Reaching for the stars
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Factor in the impact of macro realities at the company level: resist
the natural human inclination to downplay drastic environmental,
social and economic consequences while reluctantly adapting to
them. Instead, recognize that avoiding such outcomes and embracing
solutions with huge potential is the best commercial strategy.

Underestimating accelerating commercial Companies that imagine and create business
risk and opportunity, many companies delay models for an altered future are most likely
urgent action. to thrive.

- Many companies and industries treat - The shift from a fossil fuel-based economy to
sustainability as a compliance or risk a net-zero economy will take historic levels of
management issue, seeing it as a cost of doing investment akin to the reconstruction of Europe
business rather than a commercial opportunity. after World War I, creating vast demand for

. . . . new products and services.
- Companies with compliance mindsets

underestimate the sustainability - As in previous transformations, the winners
transformation, thinking that minimal efforts on will be disruptive newcomers and adaptive
sustainability and minor tweaks to the existing incumbents that boldly imagine a different
business model will be sufficient to safeguard future and novel commercial opportunities
commercial success. before they fully materialize.

- Reluctant companies overlook potentially - Adaptive winners realize that proactively
existential risks as well as the commercial and seeking out new commercial opportunities
operational opportunities to be found beyond bolsters business continuity in times
compliance, ignoring the growing urgency to of rapid change.

integrate sustainability-based resilience into all
business operations.

True

- In 2022, only one in five executives at large global companies believed that the business case for
sustainability was clear. In contrast, 53 percent said they believe that sustainability initiatives are
a financial burden their companies must bear to do business.?'

- In 2022, less than half (49 percent) of global executives said their company has a defined list of
sustainability initiatives for the next three years. Meanwhile, just over a third (37 percent) said
their company is redesigning its operating model to respond to sustainability pressures.?

Also true

- Estimates on the capital needed to achieve net zero 2050 goals range from $100 trillion to more
than $275 trillion.*

- First mover advantage counts. For example, global EV sales jumped from 320,000 in 2014 to 14
million in 2023. EV frontrunners Tesla (U.S.) and BYD (China) held a combined 33 percent global
market share. Three in ten EVs sold worldwide are from a major Chinese brand.?*2

- From 2020 to 2021, based on a sample of 700 large companies in 12 countries, the 11 percent
most advanced in sustainability realized 83 percent higher revenue—per employee compared to
the average. The 26 percent least advanced were 13 percent below the average.?

Catching the wave
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Figure 5: Plug in early
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Appreciate companies must take risks to avoid risks. It is hard to make
bold innovation and experimentation flourish, but it is also key to seizing
the commercial opportunities of the sustainability transformation.

An open innovative culture takes hold when senior leaders trigger,
encourage, and support the energy and creativity within the

entire organization.

Many corporate leaders struggle to foster a
culture of innovation and experimentation.

-~ A radically altered future depends on sweeping
product and business model innovation.
Companies with risk-averse leaders are much
less likely to support an innovative culture, with
employees fearing adverse effects on their
careers if proposed innovations fail.

- Risk intolerance leads to an overfocus on
incremental innovation of core products and
services at the cost of the radical innovation
needed to bolster business continuity during
transformative change.

Leaders that incentivize creativity and
exploration lay the foundations for
breakthrough success.

- Innovative companies that encourage new
products, creativity, and curiosity have been
shown to improve their business resilience as
well as increase shareholder returns.

- Most of the world's most innovative companies
have a CEO who believes in, and vocally
encourages, a culture of open innovation and
bold experimentation.

- Leaders that successfully bring new commercial

opportunities to market have the ability to stick
to their beliefs and anticipate and prepare for
internal and external pushback.

True

- According to a 2022 global survey on innovation, fear of criticism, fear of uncertainty, and fear
of hurting one's career are significant barriers to innovation. Employees at average or below-
average innovative companies were two to four times more likely to be held back by one of these
fears than those working for the 20 percent most innovative companies.?’

- Ina 2023 survey of U.S. business and IT executives, 75 percent said improving existing products
and services will produce the best ROI. Among this group, only 6 percent believe their company
should get involved in breakthrough innovation to create new markets, compared to 55 percent
of respondents at the most innovative companies. The latter group ranks sustainability as one of
the top two drivers of innovation.?®

Also true

- An imaginative CEO fanning an innovative culture and framing radical innovation as business
critical is an important asset: in 2022, the CEO was the catalyst at eight out of ten top innovators
in the S&P 500, compared to 17 percent at averagely innovative companies.?’

- Relentless focus on innovation pays off. Between 2005 and 2023, the 50 most innovative
companies globally have outpaced the broader market in shareholder returns by an average of
3.3 percentage points per year. Eighty percent of this group was also ranked as the top climate
& sustainability innovators in a survey of global peers.*°

- In a 2022 global survey on innovation, employees of top innovators were 11 times more likely than
those at other organizations to say that their organizations incentivize risk-taking and five times
more likely to report encouragement of experimentation.®

- A 2023 survey of companies in the S&P Global 1200 index showed that the 25 percent most
innovative companies in the index were at the forefront of both ESG innovation and digital and
Al maturity. The group was responsible for $9.3 trillion, or nearly half, of the index’s value creation
between 2018 and 2023.?
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Running into roadblocks
- What holds companies back?

We have passed the point when the impacts 1. Although many interviewees see systemic

and opportunities of transformation are things barriers as a drag on sustainability progress
to be managed in the future. The sustainability (for example, government policies fail to strike
transformation is here—now—and companies must the right balance between forceful regulation
take action to navigate its challenges and seize and generous incentives), the majority

its commercial potential. Incumbent companies pointed to organizational barriers as a more
that move too slowly risk losing out. There are persistent challenge.

no guarantees for today's vested interests or

yesterday's leaders 2. Overcoming internal barriers can have a

substantial indirect effect on systemic barriers

Confronted with this situation, many companies — once a company is convinced of the strategic
still struggle to act with the urgency and importance of integrating sustainability, it will
enthusiasm required. Business as usual and be more motivated to push to lift systemic
straightforward compliance form an insufficient barriers. If senior executives are still ambivalent,
response and put future profits and long-term corporate lobbying efforts to improve

stability at risk. Many companies grasp this reality sustainability policies are often ineffective (or
and have set long-term ambitions. However, even obstructive). For example, in 2022, 90
translating these goals into appropriate short- and percent of S&P 100 companies identified climate
medium-term actions remains a major challenge. change as a material risk. Yet just 50 percent
Why are companies not doing more to prepare for lobbied for climate policies in line with 1.5°C
and leverage the transformation, even when they in the three preceding years, while 30 percent
see it coming? lobbied against them.3s

Gaining a deep understanding of the barriers
holding companies back and learning what

it would take to overcome them was the first
question explored in our research and in-depth
interviews. We asked interviewees what, in their
experience, were the main obstacles keeping
companies from taking immediate, decisive action
to fully integrate sustainability and implement
transition plans to pre-empt risks and capture the
opportunities of transformation.

The many organizational barriers that emerged
from research and interviews varied, but a single
common theme connects them: the difficulty

of fully digesting that the world is heading into a
tumultuous period of transformational change. We
explore three barriers that interviewees referenced
most often and with most emphasis in greater
depth below.

While we considered both organizational and
systemic barriers companies face, this section
focuses only on those within a company's control.
The reason we emphasize internal barriers here

is twofold.

Catching the wave
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Barrier 1:

Focus on short-term performance

Most corporate incentives are aligned with
short-term profits, constraining the business
case for medium-term transformation as well

as sufficient investment in long-term resilience.
Incomplete integration of sustainability risks
and externalized costs in lending decisions leads
to misallocated capital and the underfunding of
viable sustainability investments.

- A predominant focus on the short-term still
guides most decision-making — not just in
business but also in finance, politics, and
society overall. Companies still struggle to see
the urgency of taking immediate (sustainability)
actions to create commercial value and
long-term resilience, limiting the budget
and capacity that is allocated to navigating
transformation successfully.

- A critical factor holding back progress is that
performance incentives for senior executives
and operational managers are mostly tied
to short-term financial goals. As of 2022,
just a quarter of S&P 500 companies linked
a proportion of executive compensation to
environmental performance goals, and the bar
for a sustainability-related bonus is often too
low to make a material difference.®** * This is a
missed opportunity. Many interviewees stressed
that well-structured and widespread financial
incentives tied to sustainability performance
have been and will be instrumental for progress
within their companies.

- Publicly listed companies are also affected
by the short-term outlook of many of their
investors and lenders. Although companies
increasingly stress the importance of all
stakeholders, the capital markets' focus on
shareholder returns is still often the focus
when it is time for the company to make
decisions. And while investors also state that
sustainability is crucial, they continue to focus
on short-term financial results. For example,
eight out of ten U.S. shareholders will not
accept any short-term revenue loss in return for
solid sustainability performance.®®

- The short-term stance taken by many
investors makes it harder for companies to
justify investments in sustainability-driven
opportunities with unclear immediate or
medium-term returns. For example, many
incumbent auto-manufacturers were slow to
make large-scale investments in EVs because
demand seemed too small. For the same
reason, companies struggle to make significant
decarbonization investments that improve long-
term resilience but increase short-term costs.
Since these costs often cannot be passed
on to customers, investors do not reward
such investments.

Catching the wave
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- Banks also barely reward sustainability

performance: they insufficiently integrate
sustainability risks or the full climate,
environmental, and social costs of business
operations in lending decisions. This gives
projects with negative sustainability impacts
a cost of capital advantage over viable,
sustainable projects. For example, since 2010,
European and U.S. oil companies have paid
virtually no premium for loans for new fossil fuel
projects compared to loans for less polluting
projects.’’ This is despite sustainable lending
pledges by financial sector initiatives such
as the Glasgow Financial Alliance for Net
Zero (GFANZ).38

For sustainability investments to accelerate,

it is vital that markets appropriately reward
sustainability (“true value") performance.
WBCSD's CEO Guide to the Climate-related
Corporate Performance and Accountability
System (CPAS) explores this mismatch in further
detail, exploring a comprehensive approach to
align investor valuation and capital allocation
with corporate sustainability performance.*?
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Figure 6: Misaligned incentives and information
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Barrier 2:

Persistent “sustainability-as-a-
cost” mindset

Many corporate leaders struggle to imagine how
their companies can realize the sustainability
transformation’s commercial potential and use it
for competitive differentiation and advantage.

- Corporate senior leadership still has difficulty
seeing the sustainability transformation’s
economic opportunities and fails to recognize
its strategic importance for product and
market development. Board members, who
play a vital role in pressing the C-suite on long-
term sustainability goals, often have limited
ability to do so, due to their own insufficient
sustainability engagement and knowledge.
When senior leaders believe that sustainability
lacks commercial value, it is viewed primarily
as a cost of doing business forced upon the
company by regulation and societal pressure.

- Insufficient confidence in the commercial
opportunities of sustainability at senior
corporate leadership levels can squander
commercial potential in various ways:
commercial successes related to sustainability
fail to be acknowledged, scaled, and more

Catching the wave
- Seizing the opportunities of the sustainability transformation

widely applied; viable business cases, including
ones that would deliver revenue within

years, have trouble getting a green light;

cost mindsets block the development of a
deeper understanding of the different ways
sustainability can create value (e.g., as a driver
of revenue growth, reduced costs, or increased
customer satisfaction).

Just 1in 5 global executives believes

the business case for sustainability is clear.*
When companies do attempt to commercialize
sustainability, those efforts are often quite
fragile. For example, in 2022, 59 percent of US
CEOs have considered pausing sustainability
efforts due to ESG backlash.*' And yet, the new
markets like those for solar, sustainable food,
and EVs alone will be worth over $4 trillion
combined within ten years, while the green
finance market is projected to hit $29 trillion

in 2032‘42,43,44,45
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Barrier 3:

Insufficient sustainability-related
skills and awareness

Sustainability’s operationalization is slowed

by a shortage of staff at all levels with the right
skills and awareness, including most C-suite and
board members.

- Knowledge gaps on sustainability are
widespread throughout many companies,
from senior leadership to the people on the
ground who need to operationalize corporate
sustainability strategies, targets, and plans.

- Sustainability skills are increasingly necessary
for jobs at every level, yet just one in eight
employees globally have one or more
sustainability skills to apply.“ Training and
upskilling operational staff and managers, as
well as hiring more staff with the right skills, are
overdue across many organizations. Internal
traction and investment depend heavily on
senior leadership's full and vocal embrace of
sustainability's strategic value.

- Senior leadership at many companies appears
to be "not quite there yet”, with boards lagging
most: just 42 percent of U.S. board directors
believe sustainability risks impact company
performance, and only 31 percent say they
understand those very well.*” Closing the
competence and awareness gap needs to start
with structured efforts to engage corporate
executives and board members, for instance
through bespoke education and mentoring;
recruiting leaders with solid sustainability
skills; and formalizing sustainability’s strategic
importance by creating specialized committees
and board-approved policies.

- Senior leaders are crucial to getting the ball
rolling, but to promote change throughout the
organization, operational staff must also be
encouraged to think and behave differently.
Without this, change can get stuck in the
layers of middle management. Engagement,
communication, and awareness across the
entire organization are crucial to building
adequate company-wide sustainability
capacity. Much work remains to be done.

Job postings asking for sustainability skills

are growing 8 percent annually, while the
availability of people with sustainability skills to
fill those roles is estimated to be growing just

6 percent yearly.“®

Sticky internal barriers at companies are to be
expected. It is hard to recognize you are in the
middle of a transformation, and even when a
company is aware, past experiences do not always
reveal a viable pathway to navigate the current
change. Success depends on an organization's
ability to be hyper-alert to the present and

factor in multiple conflicting realities to imagine
future risks and opportunities. It also depends on
involving the entire organization, giving local teams
autonomy to flag and act on risks, identify and
pursue commercial opportunities, and optimize
performance aligned with corporate goals.

As this section illustrates, the required mindset
to face the disruptions of the sustainability
transformation has not sufficiently taken

root. The reason why companies find this
challenging is also clear: a focus on short-term
performance drives them to see sustainability as
a compliance exercise, instead of an enormous
opportunity to improve prosperity and business
resilience by riding the wave of inevitable
sustainability transformation

Catching the wave
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Ernest Hemingway once wrote that bankruptcy System transformations

happens “gradually and then suddenly.” The same
is true for system transformations. They do not

trigger waves of disruption and

neatly announce themselves. They start slowly, opportunity

before steeply accelerating and then suddenly,
a new system is established — by which time
it can be too late for companies to seize the

opportunities that were on offer.

System transformations happen when major
socio-economic trends and breakthrough
innovations amplify each other, propagating
waves of disruption that pose ample opportunities

This section explores how system transformations and equally big challenges for companies. As
work and why they can feel overwhelming, societies react to these disruptions, many parts
especially for incumbent companies. We of the status quo are uprooted, delivering new
also analyze the digital transformation as an technologies, policies, regulations, and supply
example of a recent (and still ongoing) system chain shifts, as well as socio-economic upheaval
transformation and consider what lessons can and the creation of new markets.

be drawn from companies that successfully
navigated it by imagining and seizing its

commercial opportunities.

Another essential characteristic of system
transformation is that it often happens in spurts as

multiple innovations build on each other. The digital

transformation, which we will discuss below, is a
prime example. It has moved from computers to
software, the Internet, wireless, smartphones, the
cloud, and artificial intelligence, deeply impacting
businesses and markets at every stage.

Figure 7: Everything, everywhere, all at once
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At the technological level, new technologies replace old ones and
open a fresh realm of innovation.

At the policy level, politicians and regulators try to influence the
direction and speed of systemic change through laws, regulations, —
and subsidies.

At the market level, existing markets and industries are changed or
destroyed, and brand-new ones are formed.

At the company level, new winners and losers emerge, depending
on how fast they adapt and implement radical
changes internally.

At the logistics level, supply chains and distribution channels are
re-arranged, creating entirely novel ways of doing business.

At the socio-economic level, systemic transformation changes how
we work, trade, and distribute wealth and power.
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Figure 8: Catching the next wave
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We have been here before:
the digital revolution

Today, we can barely remember how the world
functioned before digital transformation. We saw
some business giants evaporate while scrappy
innovators created new markets overnight. We saw
incumbent companies seize new opportunities by
moving and innovating fast.

Sustainability conversations today often closely
echo early digital discussions then. Statements like
"Digital is for the tech teams only. It will not affect
how my customers interact” and “Nobody wants to
buy a fridge online or go to university in a remote
classroom" sound surprisingly similar to remarks
that are still being made today, like "Nobody

wants to pay a premium for green products” or
“Sustainability is for public relations and public
affairs teams."”

The digital transformation created massive
opportunities that upended previously dominant
business models, for instance online advertising's
decimation of the traditional print industry's
revenue model. What set the winners apart was
not (or at least not only) knowledge: it was that
they did not wait. They understood that their best
defense was imagining and trying to seize new
commercial opportunities.

The digital transformation’s lessons also
underscore how important it is that companies
constantly nurture their imaginative, innovative
spirit. Many companies that were successful,
even trailblazers, in early waves of the digital
revolution became complacent and lost their
market leadership because they didn't continue
to innovate rapidly. Yahoo, an internet giant in the
late nineties, is a good example. It misjudged the
commercial value of search, did not buy Google
for mere billions when it had the chance, and was
eventually snapped up for $5 billion by Verizon in
2017.4° Verizon sold Yahoo four years later, together
with AOL, incurring a 50% loss.

Figure 9: Let's get digital!
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Policies to encourage innovation and industries (e.g., sales tax-free
era of e-commerce, financial support for regional semiconductor
[ industries) or manage side effects (e.g., US Digital Equity Act,
EU General Product Safety Regulation, Al regulation).

New markets emerge: e-commerce: $5.8 trillion; IT services: $1.2 trillion;
Smartphones & PCs: $700 billion; online advertising: $680 billion

Old markets shrink: stand-alone camera sales down 93 percent
since 2010; Non-smart phone sales down 80 percent since 2011;
2,200 US newspapers lost since 2004.60 6" ¢2

Leaders and laggards: trailblazers/adaptive winners, e.g., Apple,
L_ Microsoft, ASML, Tata Cons, TSMC, SAP, Google, Meta, Uber, Nvidia,
Samsung, Walmart, BASF; laggards: e.g., Nokia, RIM, Kodak, print media,

Profound changes in all industries: outsourcing, remote work, Just-
| in-Time supply chains, automation, CRM and ERP, digital distribution,
targeted advertising.

Profound societal changes: shift to remote and gig work
— (435 million gig workers worldwide), digital divide, erosion of middle D
class, (mis)information, polarization.®®

A wave of disruptive technologies (e.g., chips, PCs, software, internet,
mobile, Big Data, cloud, Al) leaving no aspect of our lives untouched.

Digital/
big data
system
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Here we are again: the
sustainability transformation

The sustainability transformation is already
significantly affecting how companies operate,
what (reused) resources, infrastructure, and
supply chains they need, and what consumers
want and expect.

In 2023, global green finance exceeded $5 trillion
and is projected to grow sixfold by 2032.5° Many
sustainability-linked markets, like EVs, sustainable
food, energy efficiency devices, and critical
minerals, will pass the trillion-dollar mark within
ten years, and many others are about to

toke off.51,52.53,51¢

Pressure from investors, stakeholders, and
regulators, as well as incentives encouraging
sustainability investment, will likely continue to
ramp up, creating fresh commercial opportunities.
Nonetheless, the investment gaps remain
significant. Estimates on the capital needed to
achieve net zero 2050 goals range from

$100 trillion to more than $275 trillion.*®

One of the challenges with the sustainability
transformation, is that the timeline is not organic
- due to its existential nature, we need to make
the transformation happen as quickly as
possible. Companies have immense power to set
the pace of the transformation, but incredible
commercial opportunities exist on such an
accelerated timeline.

Figure 10: Gathering Momentum
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Old markets shrink: by 2030 sales of ICE vehicles drop 60 percent
compared to 2022; in 2030 non-LED market share will be down 85
percent since 2012.6%¢8

Leaders and laggards: some trailblazers have won big already (e.g.,
Tesla, BYD, Jinko Solar); some existing companies have recognized
the commercial potential early (e.g., Schneider Electric, Iberdrola).
But it is not too late for any company or sector.

Profound changes in all industries: e.g., decarbonization,
electrification, circularity; green materials & chemicals; sustainable
default for products & supply-chain.

Profound societal changes: Just Transition; geopolitical power shift
from oil-rich regions to critical minerals-rich countries; growing
public intolerance of environmental and social injustices.

Just &
regenerative
system
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Lessons from the winners of the
digital revolution

As we face the unfolding sustainability
transformation, what can we learn from the
companies that successfully adapted to the digital
revolution, seized its commercial opportunities,
and strengthened their organizational resilience?
We identify five areas of continuous focus that
the winners adopted, constantly revisiting

and calibrating their choices: they faced
transformation head-on, mapped it into strategy
and planning, operationalized new thinking
quickly, shaped their networks to enable delivery,
and connected what they were learning to their
innovation processes.

- Facing transformation head on. Microsoft
is a prime example: the software giant had
cashed in on past innovations for decades.
Then, a new CEO reawakened its culture of
curiosity, sparking the company's rise as a
leader in cloud computing services, gaming, and
artificial intelligence.

- Mapping transformation into strategy and
planning. Look at Samsung, which decided
that innovative design, not imitation, was
its future. It relentlessly integrated design
into training, capacity building, targets, and
incentives, reinventing itself as the world's
largest smartphone and memory chip producer.
In the process, they engaged senior leaders
and the middle managers who needed to
deliver the change.

- Operationalizing new thinking quickly and
taking the action needed. Faced with digital,
Walmart deployed high-quality management
talent and developed the skills necessary to
seize new market opportunities. The company
developed, acquired, and ran multiple
online and omnichannel projects to master
e-commerce while leveraging its store network.
They displayed an agile governance mindset,
addressed roadblocks quickly, and drove cross-
functional, fail-fast-and-learn behavior. They
tracked their progress and adjusted. Today,
they have one of the world's biggest online
operations, and their success is fueled by their
omnichannel approach.

Catching the wave
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- Shaping networks to enable delivery. Leaders
like BASF understood no company can crack
the challenges of transformation alone. To take
control of its own future, it digitized its R&D
capabilities, collaborating closely with research
institutes and start-ups with deep knowledge
of Al and machine learning to accelerate
the discovery and commercial development
of new chemicals.

- Connecting experience to innovation. Take
Tata Consultancy Services (TCS), which moved
product development into an innovation
ecosystem involving venture capitalists,
universities, clients, and start-ups to help staff
learn and innovate better. These connections
re-made TCS's culture and ultimately generated
a stream of new services from software, to
outsourcing, and Al.

These digital winners show that boldly imagining
how a system transformation will evolve, and the
new opportunities it will bring, is the best way

to ensure business continuity and success. The
future starts today: decisive, immediate action

on future sustainability and commercial goals

is paramount to emerge from the sustainability
transformation as an adaptive winner. In Part 4 we
take the lessons of the digital transformation, and
offer practical guidance to companies that can
be used to structure the process of navigating the
sustainability transformation confidently, at the
same time as accelerating it.
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- Navigating transformation successfully

Navigating the sustainability transformation will be grueling and complex, no matter how necessary and
how great the commercial upsides are. Since all companies are somewhere on the learning curve, no
off-the-shelf blueprint exists that can just be adopted. But there is also no time to wait for one; urgent

action is already long overdue.

However, by looking closely at companies that have successfully integrated sustainability (albeit

partially) and at how companies have navigated enormous upheavals in the past, the outlines of a
practical approach emerge, which we lay out below. It is based on the extensive input gained from
in-depth interviews with business leaders and sustainability experts, as well as learnings from desk

research and global surveys.

This guide to navigating the sustainability transformation consists of five focus areas: leadership and
governance, strategy and planning, progress and commercialization, networks and engagement, and
continuity and tenacity. We have called these elements Face It, Map It, Do It, Shape It, and Connect It.

FACE IT: Leadership & Governance

Boost the sustainability mindset of senior
leadership and develop a quantified business case
that enables deep integration of sustainability into
the company's overall strategy.

MAP IT: Strategy & Planning

Make sustainability the foundation of the strategy
and planning cycle and integrate sustainability
decisively into all decisions and operations.

DO IT: Progress & Commercialization

Capitalize on sustainability as an innovation engine
to develop new markets, future-proof profits, and
seize operational impact opportunities.

SHAPE IT: Networks & Engagement

Drive action by joining forces with suppliers,
competitors, and other stakeholders, and build
trust by nurturing relationships, communicating
authentically, and being open to new ways

of working.

CONNECT IT: Continuity & Tenacity
Nurture transformation by continuously and
comprehensively integrating sustainability across
the whole organization.

These five focus areas are not sequential. They are areas companies must invest in, revisit, calibrate,
and align continuously. Different companies are at various stages of integrating and operationalizing
sustainability and will need to make decisions tailored to their organization, deciding which aspects
to address first. This process is further influenced by specific factors, including industry, region, and

company DNA.

Figure 11: Navigating the sustainability transformation
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Region influences companies’ sustainability priorities and pace of change

The sustainability transformation is taking place worldwide. However, the interviews and research underpinning this report
made clear that the areas of focus and the speed of change emphasized by businesses vary significantly from region to region.

In the eyes of business leaders

The results of a recent ERM survey on sustainability integration (done independent of Catching the Wave research)
demonstrate these regional variations. Conducted November-December 2023, the survey received 1,500 responses from
corporate executives and managers from 19 countries. Twenty-six percent of respondents were C-suite and board members,
while 74 percent were managers and operational staff. A third (34 percent) of respondents worked for companies with 10,000
or fewer employees, 53 percent for companies with between 10,000 and 100,000 employees, and 13 percent for companies with
over 100,000 employees.

Some regions, like the European Union and parts of Asia-Pacific, rely heavily on regulation to promote sustainability effort and
improve performance. In other regions, including South America and Africa, sustainability-related regulation is relatively light.

Economic development status is also a factor: more advanced economies can afford generous incentives to stimulate things
like investment in renewables, while the low-risk profiles of these countries keep the cost of capital for sustainability projects
lower than in emerging markets.

Differences in the degree of sustainability impacts experienced are another driver influencing company decisions and actions.
South America, Africa, and Asia-Pacific are at the forefront of extreme weather and nature loss: Responses to the ERM survey
show that companies in these regions are more focused on nature and biodiversity than companies in Europe and North
America and that they also see them as equally important to decarbonization. Meanwhile, equity and social issues are by far
the leading themes in Europe and North America.

See Figure 11 for more detail on how sustainability priorities and engagement vary by region, and Figure 12 for how respondents
viewed corporate progress in different regions.

Figure 11: How involved is your company in Figure 12: How much progress is your company
sustainability initiatives? making on sustainability initiatives?
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Region influences sustainability speed and emphasis
continued

Anecdotal evidence points in the same direction

In some emerging markets — India, China, Indonesia, and Brazil — accelerating the sustainability transition may have domestic
political upside, especially for garnering support among urban and younger voters. Investments and innovations that improve
water and air quality, or that or help address climate change impacts such as floods and droughts, are welcomed, especially
when matched with job creation and a sense of national pride.

Maintaining access to markets in advanced economies provides large export-dependent companies in emerging markets with a
further incentive for adopting global sustainability best practices. Access to the EU market, for example, is increasingly subject
to sustainability-related regulations such as the new carbon border adjustment mechanism (CBAM).

In other words, there are signals that there is a more positive and growth-orientated agenda for sustainability transformation
among leading companies in emerging markets. In more advanced economies, there is caution at board and executive levels
in many larger companies and in the investor community. Those senior corporate leaders and some investors see competitive
risks and costs associated with regulation and compliance that may put too much emphasis on reporting and disclosure
instead of action and impact. In these markets there is a desire to promote more business-to-business and public-private
efforts to promote sustainability innovation.

Taken together, we can see that the application of the guidance in the Catching the Wave sustainable transformation
framework, and the language used to apply the frameworks' focus areas internally at a company, may need to vary given the
market jurisdiction in which it is being applied.

No matter where they begin however, companies
must eventually take and link repeated action in
all five areas to successfully absorb sustainability
into their organizational fabric, fully seize its
commercial potential, and build resilience to
inevitable disruptions.

This framework does not claim to be
comprehensive or entirely new; we have been
able to create it thanks to the companies already
pursuing some or several of the recommended
focus and action areas. It therefore reflects

the best available practical knowledge and
experiences about what works for companies

in the more advanced stages of integrating
sustainability and how to apply it. It draws on
how they are translating that integration into
commercial success, operational efficiency, and
resilience. In short, this practical guidance can
assist companies as they navigate the changes of
the sustainability transformation and help them
seize its opportunities more quickly.

Below, we explore the five focus areas and the
action recommendations that apply within each of
them. In Part 5, we provide more direction on how
the guidance can be deployed and how three pilot
companies are testing it today.
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FACE IT
ﬁ Leadership &

Governance

Boost the sustainability mindset

of senior leadership and develop a
quantified business case that enables
deep integration of sustainability into
the company’s overall strategy.

Close any awareness gaps that prevent
senior leadership from fully digesting the
strategic and competitive necessity of
the sustainability transformation through
education and explicitly connect it to
personal interests, relationships,

and experiences.

- Assess the sustainability-related competence
and awareness gaps of the board and executive
leadership and devise a bespoke plan to
address these. Set up a revolving sustainability
training program for board members and senior
executives, defining the minimum annual time-
investment required.

- Share compelling stories of how strategic
implementation of sustainability has translated
into positive business cases, focusing
on the role of sustainability in the value
creation process.

- Leverage the personal life experiences of
board members and executive leadership to
create an emotional entry point for creating
understanding of the consequences of climate
change, nature loss, and inequity.

- Connect senior executives with external
sustainability professionals who can serve as
regular mentors and sounding boards.

Catching the wave
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Incorporate sustainability considerations
and perspectives in senior decision-making
structures and investor selection to

offset systemic bias towards short-term
financial results and discounting of
planetary boundaries.

- Set a substantial target for the percentage of
board members and senior executives skilled
in sustainability. Make a C-suite executive
responsible for stakeholder engagements on
sustainability and integrating engagement
outcomes into corporate strategy and
target setting.

- Form a sustainability board committee,
which includes a substantial percentage of
sustainability experts, and a sustainability
executive committee to ensure senior buy-in,
operational input, fresh perspectives, and cross-
industry sharing. Set a meetings-per-year target
for each committee.

- Compose a diverse board and executive
leadership team (gender, age, ethnicity) to
avoid insularity and group thinking and ensure a
broader understanding of the world.

- Explore possibilities for choosing investors that
view the integration of sustainability as vital for
the company's long-term commercial success
and will judge the company's strategy and
actions accordingly.
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Update and implement a corporate
performance and accountability system
that integrates risk and opportunity
assessment, target setting, transition
planning, measurement, and disclosure to
provide a unified structure for sustainability
performance management. =
- Anchor sustainability into strategic and

business planning, weighing its risks

- Keep meticulous track of positive financial
and non-financial contributions resulting from
strategic integration of sustainability and the
business cases that drive them. Few things will
inspire and spread sustainability action faster
than proven commercial success.

Build, enforce, and continuously improve a
detailed accounting system with high-quality
metrics for corporate carbon, nature, and

and opportunities.

Set overarching operational and commercial
goals on climate, nature, and equity aligned
with the best available science and data,
including all environmental and social costs, to
push a shift from short-term value extraction
to long-term value creation. Wherever possible,

equity performance, including state-of-the-art

digital infrastructure that can deliver such data.

Implement rigorous accounting and third-party
assurance to guide internal action and support
credible external reporting.

use trusted science-based tools.

- Activate a transition plan that breaks down
long-term operational and commercial
targets on climate, nature, and equity into
intermediate 1-year, 5-year, and 10-year targets,
including how much the company will spend
on CAPEX and R&D investments to secure
sufficient progress.

FACE IT:
Evidence of progress and work to be done

9

—

In 2022, only 31 percent of U.S. public company board directors said they understand ESG risks very well, while 42 percent
believed ESG risks impact company performance.

In 2023, 83 percent of directors at public and private companies agreed that knowledge of ESG is critical, however, less than
half rated themselves as having “advanced” or "expert” level ESG knowledge.”®

In 2021, only 21 percent of Fortune 100 board members had expertise in the S part of ESG.”

In 2022, 72 percent of newly appointed board directors at S&P 500 companies were from underrepresented groups, including
women, underrepresented racial or ethnic groups, and members of the LGBTQ+ communities.’?

Between 2018 and 2023, the share of female directors at S&P 500 companies increased from 23 to 32 percent and the share
of racially/ethnically diverse directors increased from 20 to 25 percent.”®

In 2021, 90 percent of companies participating in the S&P Global Corporate Sustainability Assessment had committed to
human rights; 74 percent had implemented actual human rights due diligence processes.’

Chief Diversity Officer (CDO) hires accelerated in the U.S. In 2022, 53 percent of Fortune 500 companies had a CDO or
equivalent role, but turnover is high. 60 percent of CDOs holding that position in 2018 had quit four years later.”

In 2022, 73 percent of US company board directors of large companies (>$10B revenue) had discussed climate change, while
27 percent of board directors of small-to-medium size companies (<$1B revenue) had done the same.”

Only 41 percent of companies disclosing to CDP as of 2022 are reporting on any of their supply chain emissions despite their
impact significantly outsizing (11.4x) direct emissions.”

In 2023, only 16 percent of companies have assessed biodiversity's impact on their supply chains and 20 percent on their
own operations.’®

In 2023, 53 percent of Russell 1000 companies disclose a supplier diversity policy, however, only 22 percent disclose their
spending with diverse suppliers.””

Catching the wave
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Case Study DBS Case Study Microsoft

Profile: Financial company based in Singapore;
2023 revenue S$19.6 billion (USD$14.5 billion)
Topic: Sustainability management and oversight
Actions: Face It, Map It

DBS recognizes that effective sustainability governance is key
to its ability to ensure resiliency and create long-term value
for the business. The bank's Board, which has ultimate
responsibility for its sustainability strategy, established a
dedicated Board Sustainability Committee (BSC) in 2022 to
oversee DBS' sustainability strategy.®® The BSC meets quarterly
to discuss sustainability efforts at the bank and external
sustainability trends that may affect them.

Oversight does not stop at the BSC. DBS also involves the
Board's Audit and Risk Management committees in oversight
activities, including sustainability disclosure and climate-
related risk management. Further down the governance
structure, DBS also established a Group Sustainability Council,
which oversees the execution sustainability efforts across its
business functions, and Local Sustainability Councils, which
oversee sustainability efforts across its operating geographies.

In addition to integrating sustainability into its governance
structures, DBS has integrated it into its financing process. Its
Responsible Financing Framework outlines the steps it takes
to ensure its financing activities minimize ESG-related credit
and reputational risks and support clients who want to invest
in ESG-related risk management.?' Central to these efforts is
the bank's ESG Risk Questionnaire, which client relationship
managers use to evaluate a client's ESG risks and opportunities
and assess their needs for low carbon transition financing
support. The questionnaire generates an overall ESG score,
which DBS uses for various applications.®? For example, during
a credit approval process, DBS will either approve a client if
its ESG risk is deemed satisfactory or require enhanced due
diligence to determine if the client's ESG risk mitigation is
sufficient to proceed. If mitigation is deemed insufficient, DBS
will decline the application and, in certain cases, reassess the
overall client relationship.

Catching the wave
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Profile: Technology company based in the United States;
2023 revenue USD$211.9 billion

Topic: Sustainability education

Actions: FaceIt, Map It

Without a workforce educated on and equipped with the
skills to foster sustainability action, companies' sustainability
ambitions are likely to fall short of their goals. Microsoft
recognizes the need for green education and upskilling both
within its own workforce and those across other industries.

Internally, the technology company's employees self-organized
into a volunteer-led Sustainability Connected Community
(SCC), whose goal is to “make sustainability a part of
everybody's job."®* The SCC and its over 9000 participating
employees pursue actions across a diverse range of
sustainability issues from office waste management to working
to protect and preserve indigenous languages and ensuring
environmental justice. The company also has an all-employee
sustainability training effort, Sustainability in Action, role-
specific trainings, and an "Employee’s Guide to Sustainability”
that provides crowd-sourced recommendations for integrating
sustainability into employees’ work responsibilities.

Microsoft is bolstering sustainability training externally as
well. Its LinkedIn Learning platform offers trainings to build
workers' sustainability-related skills across topics ranging
from sustainability innovation, sustainability in cloud strategy,
sustainable supply chains, and technology and sustainability.
The platform also enables job seekers to better connect with
sustainability-related jobs through a green jobs collection for
employers to post green jobs in one easy to access space.t
Microsoft also supports learning and development via its
Microsoft Sustainability Learning Center, which provides
learning resources for various sustainability topics, including
energy management, infrastructure management, sustainable
operations, and water management.®®
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—o—  MAPIT

—}— Strategy
—O— & Planning

Make sustainability the foundation of
the strategy and planning cycle and
integrate sustainability decisively into
all decisions and operations.

Embed sustainability considerations in the
entire planning and risk-management cycle
and apply them to every product, personnel,
investment, and commercial decision.

- Conduct a rigorous double materiality
assessment, including extensive stakeholder
engagement, to identify existing and future
sustainability risks, opportunities, and impacts
throughout the value chain. Determine the
strategic and business implications of the
assessment output and integrate findings into
the enterprise risk management framework and
decision-making processes.

- Thoroughly review the costs and opportunities
of both action and inaction while building a
strategic business rationale for transformation-
supporting investments.

- Develop and enforce eco-design and circularity
principles for new and existing products and
processes throughout the value chain to

maximize resource efficiency and minimize waste.

- Adopt and mandate board-approved policies
for nature and biodiversity, equity, and human
rights to elevate related ambitions and impact
to the same level as decarbonization. Expand
and strengthen policies related to other
sustainability themes (e.g., decarbonization,

pollution, waste, Diversity, Equity, and Inclusion).

Create a granular ecosystem of specific
targets, detailed data and hands-on
monitoring, using internal pricing to reflect
unaccounted-for climate, nature, and equity
dependencies and impacts.

- Integrate sustainability metrics into the
performance dashboards of key leaders across
the business so that sustainability becomes
an integral part of the day-to-day steering of
the organization.

- Make operational teams responsible for
sustainability performance by setting binding
business unit-level targets and, if needed,
splitting them into site-, country-, or region-
specific targets. Evaluate progress towards
interim targets at least every six months and
recalibrate as required.
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- Deploy focused data collection mechanisms
throughout the value chain, e.g., by weighing
local contexts when setting regional equity
targets, or investing in granular energy and
water metering to gather real-time data
across operations.

- Implement an internal carbon price, using
a credible social cost of carbon metric, to
illustrate the actual total costs of operational
decisions and speed up the business case for
decarbonization. Charge internal carbon price-
based fees and use proceeds to help finance
sustainability projects. Leverage the lessons
learned and begin implementing internal nature
and equity prices without delay.

Roll out career-critical personal

incentives (e.g., bonuses, promotions)

tied to sustainability performance at

every level, and integrate sustainability

considerations into short-term and long-term

decision-making.

- Tie a substantial percentage of short-term
and long-term compensation to environmental
and social metrics for critical employees,
from board members and executive leaders to
operational teams.

- Create independent and binding oversight to
ensure compensation of critical employees
is substantially and rigorously tied to
sustainability performance.

Close sustainability knowledge gaps

and systematically educate and inspire
operational staff, providing them with the
skills needed to operationalize sustainability
targets and objectives.

- Continuously train operational staff on
sustainability to achieve buy-in and provide
the essential skills and qualities needed to
operationalize sustainability goals. Diversify
curriculums, reflecting differences in functional
roles and sustainability readiness.

- Build an internal culture (reinforced by metrics,
incentives, and vocal advocacy from senior
leadership) that highlights sustainability
as a business imperative to ensure future
competitiveness.

- Leverage succession planning for internal
leaders as a strategic tool to achieve
specific sustainability objectives and evolve
leadership to embraces sustainability as a
strategic opportunity.
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MAP IT:
Evidence of progress and work to be done

- In 2023, only 13 percent of executives said that sustainability was deeply embedded in their companies’ cultural DNA, while
49 percent said it was moderately embedded and 37 percent said it was slightly embedded.®

- In a survey of 4,700 people in nine major economies, 63 percent of respondents felt that different skills would be required for
their company to execute on its ESG ambition or strategy. Yet only 45 percent of non-managers said their employer offers
reskilling and upskilling opportunities.®’

- While 85 percent of organizations across 16 countries and 9 sectors place a high strategic level of importance on
sustainability goal achievement, just 16 percent have integrated sustainability into their strategies and data.8®

- In 2022, 20 percent of over 5,000 global companies disclosing climate-related information used an internal carbon price
compared to 17 percent in 2021.%°

- In 2021, the estimated externalized costs of global transport and electricity systems amounted to $25 trillion a year, equal to
28 percent of global gross domestic product.?

- In 2023, 75.8 percent of S&P 500 companies integrated at least one ESG metric in executive compensation plans, compared
to 66.5 percent in 2021.7

- In 2023, 78 percent of 50 large European companies had a carbon target tied to executive pay, but only 14 percent of
those executive targets are significant, transparent, and clearly linked to the company's carbon strategy. Yet, despite
decarbonization rates that mostly fail to align with long-term targets, the pay-out rate averaged 90 percent.”

Case Study BASF Case Study Pepsi

Profile: Chemical company based in Germany; Profile: Retail company based in the United States;

2023 revenue-€69.8 billion (USD$74.7 billion) 2023 revenue USD$91.5 billion

Topic: Sustainability solution development Topic: Decoupling emissions from business growth

Actions: Map It, Do It Actions: Map It, Do It

BASF's entire business is orientated around sustainability. PepsiCo recognizes that climate change poses significant
After all, its corporate purpose is to “create chemistry for a risks to its business and is focused on reducing its greenhouse
sustainable future."?”® The chemicals company uses three pillars gas (GHG) emissions as it moves toward net zero emissions
to define how it works to realize this purpose: “sourcing and by 2040. As part of its decarbonization strategy, PepsiCo
producing responsibly, acting as a fair and reliable partner, is working to decouple its GHG emissions from its business
connecting creative minds to find the best solutions for growth to address its climate impacts and help develop more
market needs." resilient and sustainable food systems.

Although all three are equally important, the last pillar on This decoupling is complex, requiring PepsiCo to pursue multiple
finding solutions is essential to BASF's ability to transform its levers simultaneously starting with its PepsiCo Positive (pep+)
business to one that will create lasting sustainable value. This initiative. pep+ calls for an end-to-end transformation of the

is where the company's Sustainable Solution Steering (TripleS) company’s business by ingraining sustainability into everything
comes in.% The program aims to increase the sales of what they do.” For climate, PepsiCo mapped three 2030 targets
BASF calls Sustainable-Future Solutions or those that generate (75 percent Scope 1and 2 reductions, 40 percent Scope 3
environmental and social benefits without compromising reductions, and 40 percent Scope 1, 2, and 3 reductions)

on profitable business, from 41.4 percent of total sales in to guide its transformation and identified the enablers and
2023 to 50 percent in 2030. It uses two steps to evaluate catalyzers needed to achieve them (e.g., policy incentives,
potential solutions. First, it identifies what it calls “significant renewable energy-capable grids, widely-available low carbon
sustainability deficits” in solutions based on hazard potential, fuels, and energy efficient and low carbon manufacturing
regulatory trends, and its value chain's sustainability ambitions. technologies and processes at scale).”®

Second, it then confirms that the solution contributes to
sustainability value creation by evaluating its impact across
nine sustainability categories (e.g., climate change & energy,
resource efficiency, circular economy, etc.).

Beyond pep+, PepsiCo charted its known opportunities for
emissions reductions, along with the timeframes for these
reductions. Going further, the company plotted the cost
intensities associated with achieving these reductions

From this analysis, BASF then classifies solutions as either to ensure it is acting on its lower cost opportunities first,
Pioneers, which positively contribute to sustainability above before developing more creative solutions to reduce the
current market standards, or Contributors, which positively higher cost alternatives, whether through partnerships,
contribute to sustainability at current market standards. technological advances, etc. Taken together, these actions
The company has also begun to retroactively assess its will help PepsiCo accelerate GHG emissions reductions, while
existing product portfolio using TripleS and classifying them enabling its business to continue to grow in a sustainability-
as Standard (no sustainability contribution), Monitored focused manner.

(sustainability risk in next 2-5 years), and Challenged
(sustainability risk in 2 years or less).
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/A DOIT
/\/l\ | Progress &
| Commercialization

Capitalize on sustainability as an
innovation engine to develop new
markets, future-proof profits, and seize
operational impact opportunities.

Embed sustainability considerations into
short-term financial planning cycles and
long-term growth plans, including decisions
on R&D, M&A, CAPEX, and OPEX, to capture
cost and resource efficiencies and harness
sustainability’s potential for technological
and commercial innovation.

- Establish R&D, business development, and M&A
targets and budgets in line with the long-term
strategic sustainability value and risks.

- Set substantial targets for sustainability-
aligned OPEX and CAPEX and consistently
apply an internal carbon price alongside nature
and equity metrics to ensure consideration
of environmental and social costs in
investment decisions.

- Implement a sustainable innovation mechanism,
possibly partially funded with internal carbon
fees, to create an independent finance flow
for experimental projects that business units
can draw from.

- Utilize sustainability-linked financial instruments
(e.g., bonds and loans) to tie financial incentives
and metrics to sustainable progress in return for
access to lower cost of capital in the form of
lower rates. Make the case to banks and investors
that they should fully integrate sustainability risks
in their lending/investment practices.
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Scrutinize sustainability trends (regulatory,
consumer, technological, etc.) to identify
opportunities for potential cost savings, new
products and new markets.

- Build awareness and cultivate internalization
that the sustainability transition is a once-
in-a-lifetime commercial opportunity. Since
the commercial potential of sustainability
touches on all business functions (e.g., finance,
operations, sales, R&D) this needs to be a cross-
company effort.

- Integrate sustainability trend analysis into
commercial and product development
strategies to proactively identify new market
opportunities (e.g., car emission standards and
low-carbon tax breaks boosting EV growth),
focus R&D efforts, and modify existing products
and expertise to respond to them competitively.

- Encourage new, more sustainable product
acceptance across business units and
allocate sufficient marketing budget and
capacity for these products to give them a fair
chance of success.

Implement a no-excuse approach to
eliminating direct emissions and proactively
solving carbon hotspots in value chains.

- Set energy efficiency (=4 percent reduction
annually by 2030) and renewable energy
goals (tripled by 2030) for existing operations
and new investments (goals aligned with
International Energy Agency 1.5°C scenario).
Combine these goals with binding performance
metrics and incentives for operational staff.

- Fully electrify transport and switch to
100 percent renewable electricity for Scopes 1
and 2 by generating green electricity or entering
into Power Purchase Agreements (PPAs) or
Virtual-PPAs (VPPAs). Take full responsibility
for eliminating direct emissions of operations
(e.g., eliminating methane leakage in the fossil
fuel industry).

- ldentify Scope 3 carbon impact hotspots, invest
in better data quality and internal carbon
pricing, and commit to reactive and proactive
mitigation actions.

- Proactively vet suppliers and operational
regions on carbon impact. Actively engage
with them to lower their emissions and help
them overcome climate risks. Compensate for
Scope 3 emissions by investing in high-quality
natural climate solutions (NCS) that combine
carbon removal with nature preservation and
socioeconomic benefits. Advocate for broader
acceptance of high-quality, high-integrity NCS
as credible science-based solutions.
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Implement a similar no-excuse approach - Set material nature positive-aligned goals
to addressing negative impacts on nature for existing operations and new investments
and equity, acknowledging that they are as and combine these with binding performance

metrics and achievement incentives for
operational staff. Compensate for value-chain
nature impact with high-quality, high-integrity
natural climate and nature-based solutions.

urgent as decarbonization and are often
directly linked.

- Set annual planetary boundaries-aligned water
and resource-efficiency goals for existing

operations and new investments. Combine - l|dentify non-carbon-related value chain hot
these with binding performance metrics and spots impacting nature (e.g., plastics, forever
achievement incentives for operational staff. chemicals, water pollution) by investing in

data quality and internal pricing- mechanisms.
Commit to reactive and proactive actions to
mitigate these impacts.

- Operationalize the UN Guiding Principles on
Business and Human Rights, including the
implementation of a robust due diligence

process for human rights. Explore opportunities ~ Actively engage with local stakeholders during
to address mounting inequality throughout the production site analysis to understand the local
value chain in line with the recommendations of context and identify opportunities to combine
the Business Commission to Tackle Inequality .’ operational needs with community needs

(e.g., flood protection, clean water, local
supplier procurement).

DO IT:
Evidence of progress and work to be done

- In 2023, 57 percent of leaders of Fortune 1000 companies were increasing their investments in sustainable solutions and
clean technology. The principal drivers were investor demand (40 percent) and new revenue potential (39 percent).?®

- Global sales of new EVs must grow 25 percent annually between 2023 and 2030 and reach 65 percent by 2030 to achieve
net zero by 2050.7

- ESG performance of brands (ethical, humane, environmentally sound) is one of the top three considerations of consumers
according to a 2023 survey. Many consumers 'divest’ from unsustainable brands; 33 percent of U.S. Generation Z consumers
say they'd boycott a brand with bad labor practices®®

- Products with ESG-related claims averaged 28 percent cumulative growth between 2019 and 2023 compared to 20 percent
that did not have a claim.®

- In a study of over 23,000 global consumers, half said sustainability is among their top four criteria when making a
purchasing decision.’®

- Companies who are keen ESG adopters experience profit growth of 9.1 percent compared to the 4.5 percent profit growth
of ESG laggards.'®®

- In 2023, U.S. consumers were willing to pay an 11 percent premium for sustainable products, but sustainable brands ask for a
28 percent premium on average.

- 75 percent of methane emissions from fossil fuel operations can be reduced at low to no cost, taking out three gigatons
CO,-eq emissions annually, or 7 percent of 2022 global energy-related greenhouse gas emissions. Still, energy sector
methane emissions remained near a record high in 2023.10510¢

- Global energy efficiency needs to improve by 4 percent each year until 2030 to achieve net zero by 2050, taking out ten
gigatons of CO, emissions annually by 2030, or 24 percent of 2022 global energy-related greenhouse gas emissions.”

- The transition to clean energy is expected to generate 13.3 million new jobs globally by 2030. This will be partly offset by the
loss of 3 million jobs due to the energy transition, resulting in a net job shift of an additional 10.3 million.'%®

- In 2023, 15 percent of global farmland was managed using regenerative agriculture practices. To achieve the Paris Goal of
halting global warming at 1.5°C, this needs to reach 40 percent by 2030.%°

- Sixty percent of 75 large global agri-food companies include regenerative agriculture in their sustainability strategies, but
only 33 percent have quantified targets.®

- Farmers who implement regenerative agriculture practices will see profit declines over the first few years. However, in the
long-term regenerative agriculture practices are likely to result in up to 120 percent higher profitability and a 15 to 25 percent
return on investment over a decade.

Catching the wave
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Case Study JSS Swire Pacific Case Study BMW Group

Profile: Diversified conglomerate based in Hong Kong ;
2023 revenue HK$94.8 billion (USD$12.3 billion)
Topic: Sustainability project financing

Actions: Do it, Shape It

Projects to improve sustainability performance do not always
meet a company's normal funding requirements due to factors
such as longer payback periods and/or reliance on unproven
technologies. Recognizing this challenge, JSS Swire Pacific
established its sustainable development fund (SD fund) to
help ensure potential sustainability innovations are given the
opportunity to succeed.

The SD fund makes up to HK$100 million available annually
to Swire Pacific's operating companies “to accelerate and
scale-up projects that will have an impact on the group'’s
sustainability performance, but would not otherwise receive
funding through regular channels.” Here is how it works. A
Swire Pacific operating company issues a problem statement
to Cleantech Group who sources potential solutions from
interested companies.™ Working together with the operating
company, they then select a potential solution provider from
a shortlist of candidates using an established criteria to
determine whether to provide the project funding. Criteria
considered include the applicability of the solution to the
problem it is designed to address, its potential sustainability
impact, and its differentiation from solutions currently in use.
The selected company then develops a concept note for
approval and funding.

One real life example of the SD fund comes from the Taikoo Li
Sanlitun shopping center in Beijing where Swire Pacific installed
energy efficient direct current microgrids for air conditioning
distribution created by a company supported by the fund.™
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Profile: Automotive company based in Germany;
2023 revenue €155 billion (USD$165.9 billion)
Topic: Sustainability integration

Actions: Map It, Do It

At many companies, sustainability stands alone, with

little crossover with other business functions across

the organization. While many of these companies value
sustainability, their siloing of it is limiting sustainability’s ability
to transform the business.

BMW Group has done the opposite by integrating sustainability
into its overall business strategy, highlighted by its BMW Group
Strategy."™ Organized into four parts (Position; Direction;
Strategic approach; and Collaboration), the strategy provides
the foundation for the company's “market-oriented focus on
profitability, growth and sustainability”. Starting with Position
and Direction, these two elements define BMW Group's goal

to develop first-class individual mobility that contributes to
sustainable development and the factors that drive these
objectives. The Strategic approach takes these two elements
and connects them to the issues like electromobility and
digitalization that will define its business and sustainability
success going forward. Lastly, Collaboration outlines how
BMW Group will achieve its strategic ambitions by enabling its
employees and external partners to achieve their full potential.

The company’s annual BMW Group Report underlines how its
business and sustainability strategies are one in the same

by combining its annual and sustainability reports into one™
Integrated thinking is paying off for BMW in the electric
vehicle (EV) space. Its assembly of EVs on the same lines as
their internal combustion engine (ICE) counterparts and that
look similar to ICE vehicles was once derided as inefficient.
However, after finishing second only to Tesla in luxury EV sales
in 2023, that is no longer the case." BMW Group's success can
at least be partially traced to its integrated strategy, which
enabled it to pivot its business to consumer demands for more
sustainable EVs and make a profit, something other large
legacy car manufacturers have struggled to do.
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/o) SHAPE IT
o~ Networks &
\O Engagement

Drive action by joining forces

with suppliers, competitors,

and other stakeholders, and

build trust by nurturing
relationships, communicating
authentically, and being open to new
ways of working.

Embrace unprecedented collaboration
with suppliers, competitors, and other
relevant stakeholders, acknowledging that
no company can successfully navigate
and solve the biggest sustainability
challenges alone.

- Develop partnerships with sector peers to
tackle challenges with shared suppliers, e.g.,
data and knowledge sharing, human rights
due diligence, investments in upskilling, and
streamlining language and sustainability
KPI expectations.

- Initiate green industrial hubs with sector peers
and government actors to pool capacity and
resources for crucial sustainable investments
too large for any company to undertake alone,
e.g., green hydrogen infrastructure, local circular
systems, and sustainable sourcing capacity.

- Invest in suppliers to accelerate supply chain
sustainability while locking in prices and
quality of supply, e.g., through co-investing in
energy- and resource-efficient production or
facilitating benefits out of reach for individual
suppliers, such as access to cheap capital or
renewable VPPAs.

- Engage in multi-stakeholder collaborations
(with NGOs, governments, investors, labor
unions, suppliers, clients, etc.), to develop and
implement widely-supported sector standards
for sustainable practices, e.g., the Global
Reporting Initiative sector standards.

Catching the wave
- Seizing the opportunities of the sustainability transformation

Assemble deep networks with expert
sustainability partners to build internal
capacity and increase access to talent.

- Forge close partnerships with universities and
colleges to develop future sustainability-skilled
talent and upskill or reskill the current workforce
at all levels to develop sustainability maturity
and expertise.

- Initiate an internal "buddy system”, pairing
sustainability and operational professionals so
they can better understand each other's goals,
motivations, challenges, and realities.

- Invest in translating the growing body
of sustainability jargon, standards, and
frameworks into clear language that the
company's operational staff can understand
and implement.

Build trust with stakeholders by developing
genuine relationships, understanding local
context, and reporting transparently and
rigorously on sustainability impacts and
performance.

- Comply swiftly and proactively with mandatory
and industry-standard disclosure frameworks.
Prevent backtracking on commitments —
delaying compliance will cause reputational
harm and is increasingly subject to fines
and penalties. Similarly, avoid greenwashing
by anchoring sustainability claims about
products and services in solid, independently
verified evidence.

- Engage extensively with stakeholders to
manage risks and de-risk controversial projects
and investments.

- Build relationships with NGOs and local
communities to boost awareness of local
context and bridge skill gaps on topics such as
biodiversity or indigenous people's rights.

- Recognize responsibility for negative
environmental, social, and other adverse
impacts, and clearly communicate plans to
address these.

- Continuously enhance goals and metrics based
on the latest science and data, including fully
accounting for Scope 3 emissions. Consistently
break down goals into intermediate targets so
stakeholders can verify the company's plan to
get there. Communicate ambitions, progress,
and independently vetted results in clear and
assurable formats.
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Join forces with others to advocate for the - Advocate with other companies or
(legal, regulatory, market, industry, financial) stakeholders for government action to
standards. frameworks and tools essential accelerate the sustainability transformation

(e.g., carbon price, investment incentives,
forceful but predictable regulation, public
funds allocated to de-risking private capital
flows, etc.), using corporate scale and
reputation to multiply impact.

for the private sector’s sustainability
progress, but outside its direct control.

- Engage deeply with governmental and
regulatory bodies to fully understand the
rationale and direction of sustainability
regulations and laws and constructively - Be consistent and transparent. Public

influence them in good faith at an early stage. sustainability proclamations and lobbying
efforts that compete will erode credibility.
- Communicate authentically the positive role

business can play in the energy transition and
how the company is transforming to minimize
its negative impacts. Be honest about the
policies or instruments necessary to accelerate
progress but outside corporate control.

SHAPE IT:
Evidence of progress and work to be done

- In 2022, 85 percent of companies in the EU said a lack of the right skills is impeding investments, including in sustainability."”

- Only 2.7 percent of senior business executives believe that their organizations have the green skills necessary to accelerate
their sustainability initiatives."®

- In 2023, 53 percent of board directors at U.S. public companies said that a board member beyond the CEO met with
shareholders over the course of the year"

- In 2023, despite reporting increasing trust in business, 50 percent of global respondents to the Edelman Trust Barometer also
said companies must do more to address climate change and inequality.?°

- A carbon tax of at least 50-100tCO, is needed globally by 2030 to achieve the Paris Agreement's goals, a price level which is
much higher than current pricing schemes already in place.

- 93 percent of US companies make net zero claims, yet 58 percent of US companies are either insufficiently supportive of
climate policies needed to meet the Paris Agreement target of 1.5° C warming or their lobbying efforts actively contradict
those policies.’”?

- Only 11 companies in the S&P 100 publicly supported the U.S. Inflation Reduction Act in 2022, while a still low 19 additional
companies publicly called on Congress to pass aggressive climate policy in 2021 and 202213

Catching the wave
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Case Study Suzano Case Study Nutrien

Profile: Pulp and paper company based in Brazil;
2023 revenue BRL39.7 billion (USD$8.2 billion)
Topic: Sustainability innovation

Actions: DoIt, Shape It

Suzano's business is innovation. The Brazilian company is the
largest pulp manufacturer in the world and at the center of
the drive toward sustainable and renewable nature-based
products. Key to its ability to deliver these products is the
company's Innovation Strategy, which combines sustainability
with innovative solutions to some of the world's most urgent
challenges.® Centered around the concept of Innovability, or
innovating in a sustainable way, Suzano's strategy is broken
into three parts: Process Innovation; Product Innovation; and
Open Innovation.

Process Innovation'

- Concept: Developing new sustainable solutions for the
processes that Suzano uses to farm eucalyptus, harvest
raw materials, process products, and manage logistics.

- Results example: Uses black liquor, one of the byproducts
of its pulp processing, to generate renewable energy that
powers 90 percent of its industrial processes.

Product Innovation'?®

- Concept: Developing renewable products that are
sustainable replacements for plastics and other
petroleum-based products and move the world closer
toward a bioeconomy.

- Results example: Produces a refined cellulose pulp known
as Microfibrillated cellulose (MFC) that can be used as an
input for textile fibers. The production of these recyclable

and biodegradable fibers emits 72 percent less carbon and

consumes 99 percent less water than cotton.

Open Innovation™’

- Concept: Partnering with startups and stakeholders to
develop and implement sustainable innovations that
boost the bioeconomy, while also encouraging internal
innovation by promoting experimentation and the
proposal of new ideas.

- Results example: Since 2019, Suzano's venture capital
arm, Suzano Ventures, has connected with more than
500 startups and engaged in more than 130 proofs of
concept for innovative ideas that build the future of
the bioeconomy.
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Profile: Agricultural company based in Canada;
2023 revenue USD$29.1 billion

Topic: Sustainability management

Actions: Do It, Shape It

The biodiversity and climate impacts associated with food
production are significant with agriculture using approximately
38 percent of the Earth's land and the food value chain
accounting for over one-third of global greenhouse gas

(GHG) emissions.?8%2? |n particular, reducing GHG emissions is
challenging for Nutrien given that 70 percent of its emissions
are Scope 3 emissions generated by its customers who use
their products on farms. Still, there are ways to make progress.

Nutrien works with nearly half a million farmers to understand
their day-to-day realities and develop actions to help them
lower their emissions impacts. These efforts are highlighted by
its Sustainable Acres Program, which aims to enable farmers
"to adopt sustainable and productive agricultural products and
practices on 75 million acres globally, by 2030."*° Nutrien pairs
this program with its digital agronomic forecast tool Agrible
to measure baselines and assess the success of sustainable
product and practice adoption at farms and helps farmers
identify the environmental and economic value of these
interventions™'

Another critical Nutrien initiative is its Carbon Program, which
aims to empower farmers “to accelerate climate-smart
agriculture and soil carbon sequestration while rewarding
growers for their efforts, by 2030."? Core to these efforts is
Nutrien's incentivization of agricultural practices that support
the creation of carbon offsets or insets. The program has
already been a success. In 2023 alone, it enabled emissions
reductions and removals in upwards of 1,500 tons of CO,e on
close to 900,000 acres in North America.
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CONNECT IT

Q/O Continuity

& Tenacity

F—

Nurture transformation by
continuously and comprehensively
integrating sustainability across the
whole organization.

f
|
¢
L

Continuously invest in, revisit, calibrate, and
connect actions under Face It, Map It, Do

It, Shape It, and Connect It to sustainably
transform the company and secure its long-
term commercial future.

Rigorously review and enforce the company's
performance and accountability system
through learning, revising, interacting, and
providing support at all levels inside and
outside the company to ensure deep change
continuously moves forward.

Anticipate internal resistance and

strong undercurrents pulling priorities
towards short-term financial results and
unsustainable low-cost models coupled with
a tendency to discount negative impacts.
Proactively generate creative solutions to
overcome these and other

systemic challenges.

Insist on an open, collaborative culture that
embraces experimentation to fully harness
creative energy and sustainable commitment
within and outside the company.

CONNECT IT:
Evidence of progress and work to be done

- In 2019, 82 percent of top executives believed long-term strategic planning would improve value creation potential, but just
30 percent had reported a time horizon that exceeded three years.3

- In 2022, 59 percent of U.S. CEOs said they considered pausing or reconsidering sustainability efforts due to ESG backlash.
- However, in 2023, 71 percent of U.S. CEOs reported that ESG backlash is not affecting their sustainability investments.*®

- In 2023, global dividends reached a record $1.66 trillion, up 5 percent from 2022. Meanwhile, global renewable energy
investment in 2023 followed far behind at $623 billion. 17

- In 2023, 55 percent of 380 large global companies in 10 different industries made specific, measurable circularity
commitments. Executives expect the revenue share from circular products and services to grow 30 percent from 2021.%8

- The global circularity gap is growing; just 7.2 percent of materials in existing products are reused as secondary inputs for
new products, down from 9.1 percent in 2018. This means the world almost exclusively relies on new (virgin) materials.®?

- Without a steep increase in the circular use of secondary materials, the extraction of virgin materials is expected to rise to
between 170 and 184 billion tons annually, 68 to 82 percent more than in 2021.4

- Rising material consumption has real impact, with material handling and use contributing up to 70 percent of global

greenhouse gas emissions and extraction and use causing more than 90 percent of global biodiversity loss and water stress

Catching the wave
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Case Study Walmart Case Study PETRONAS

Profile: Retail company based in the United States;
2023 revenue USD$611 billion

Topic: Natural resource regeneration

Actions: Connect It

Walmart aspires to be a regenerative company that places
“nature and humanity at the center” of its business practices.
This total transformation connects almost every aspect of the
retailer's business together to accelerate broad sustainability
progress. Set back in 2020, Walmart's regenerative goal (to
help protect, more sustainably manage, or restore at least 50
million acres of land and 1 million square miles of ocean by
2030) was born out of a recognition that many of the products
the company sells come from nature or from ingredients
derived from nature.

In the time since, the company has developed a comprehensive
strategy to achieve its goal*? Starting with governance, its
Board's Nominating and Governance Committee oversees its
nature-related management and how it is integrated into its
overall ESG approach. What nature-related issues Walmart
prioritizes for management were determined by assessing

the company's nature-related dependencies, impacts, risks,
and opportunities. When it comes to management itself,
Walmart sets product sourcing expectations via its nature-
related policies and position statements on forests, seafood,
sustainable row crops, and pollinator health. It also uses
science-based certifications and standards to validate
sustainable practices adopted by its value chain partners,
along with tracing and validation tools to confirm where
commodities come from and if unsustainable practices where
used to produce them.

Walmart is also shaping how its value chain approaches
nature-related management by encouraging partners to
pursue ambitious nature-focused action and report on their
progress through its Project Gigaton platform.“* Additionally,
it provides value chain partners with resources and best
practice examples to help them improve their nature-related
management. Walmart's regenerative pursuit has been a
success so far. In FY23, it had already protected, sustainably
managed, or restored more than 30 million acres of land,
more than halfway to its 50 million acres by 2030 goal and
exceeded its 1-million-acre 2030 goal for ocean protection by
400,000 acres.
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Profile: Energy company based in Malaysia;
2023 revenue RM343.6 billion (USD$72.4 billion)
Topic: Internal sustainability prioritization
Actions: Face It, Map It, Do It

A few years ago, PETRONAS' senior leaders decided that
sustainability should be a leading business imperative,
recognizing that a sustainable transformation will be essential
to its long-term competitiveness. However, to achieve this
fundamental shift in the business, the company had to
convince everyone at the company of its necessity. It used two
simultaneous initiatives to do so.

First, it initiated a company-wide project to develop its
Pathway to Net Zero Carbon Emissions 2050. Rather than

use an external firm to support development, Petronas opted
for an internal route specifically to nurture support for its
sustainability efforts, with the thought that the more internal
teams are involved, the more likely they will be to recognize
the importance of this work. Second, the company pursued
comprehensive sustainability education to fuel company-
wide capacity building. It has been widely successful so far,
training over 30,000 employees, from Board members to plant
managers, on sustainability** In addition to direct training,
PETRONAS holds quarterly engagements for its Board and
C-suite where leading sustainability thinkers conduct deep
dives into different topics to help these leaders internalize
the importance of sustainability to the business. Further,

it conducts targeted programs to upskill its operational
managers on what sustainability means to their work and how
their decisions contribute to the company's progress.

The success of these initiatives is readily apparent as Petronas
has developed concrete plans to achieve net zero emissions
and committed to allocate approximately 20 percent of

its capital expenditures over five years (2022-2026) to
decarbonization and clean energy solutions.™*

50



In the field
- User quide for applying
the framework

Catching the wave
- Seizing the opportunities of the sustainability transformation 51



In the field

- User guide for applying the framework

The sustainability industry has created countless
frameworks, tools, and guidance, most designed
to accelerate the sustainability transformation.
Not all succeed. To ensure that the sustainability
transformation framework presented in Catching
the Wave has rapid impact, this section outlines
some ways companies can quickly engage with
its guidance.

In conversations with pilot companies, we learned
this framework offers a broad range of entry
points. It can be used to solve thorny issues that
arise during strategy development. It can guide
integration, product, and marketing decisions. It
can help companies spot opportunities to better
manage people.

Three key benefits have already emerged:

1. The transformation framework's practical
guidance helps companies assess their current
maturity level on sustainability integration
and performance in a structured way. The
framework is not theoretical - it is built on
the views and experiences of people doing
similar work at leading companies. A review
of activities against its recommended actions
gives companies a realistic picture of their
strengths and weaknesses and the priority
actions required to integrate sustainability and
navigate transformation.

2. The framework is versatile. Its interlocking
categories offer a coherent way of continuously
integrating and recalibrating sustainability
decisions and actions. It can be applied at
different levels — from C-Suite to operational
management to the factory floor — and to
different areas — from sales and product
development to training, circularity, and
supply chain management. No matter how
macro or micro the decision that needs to be
made, routing it through one or more of the
framework's five focus areas will firmly align it
with sustainability’s strategic importance.

3. The five categories operate as guiding
principles, not dictates. They are deliberately
broad to offer companies working with them
ample flexibility. The recommended actions
under the five categories in this report are
tailored to the company level. But depending on
the sector, process, or part of the business in
focus, teams can customize the actions under
Face It, Map It, Do It, Shape It, and Connect It
to help them take stock of the situation and
determine priorities.

Catching the wave
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Below, we explore three ways the framework can
be used drawn from the experiences of three
companies that helped develop the transformation
framework and that are testing it to assess and
improve their sustainability efforts. While all

three use cases are still in progress, the early
results are encouraging. Please note, these are
examples, rather than an exhaustive list. Thanks

to its versatility, there are many other ways the
framework can help companies face sustainability-
related challenges and seize opportunities.

- Getting the lay of the land: Using the framework
as a company-wide sustainability maturity
checklist to identify areas for improvement and
prioritize actions.

- Building Capacity: Using the recommended
actions to shape and guide internal
engagement, sustainability awareness/skills
gap assessment, and education program
development for teams across the organization.

- Joining Forces: Using the guidance to develop
and flesh out cross-sector partnerships to
overcome sustainability challenges that
can only be tackled through value chain
collaboration.

The guidance and examples presented in Part 5 and throughout this report
are not exhaustive, but they illustrate the versatility of the Catching the
Wave sustainability transformation framework and its potential to guide
and accelerate corporate decisions and actions as companies navigate
the risks and opportunities created by the sustainability transformation.
Additional resources designed to help companies on their sustainability
journey can be found in Appendix |, which includes a selection of tools
that WBCSD has produced that companies can use to advance their key
ambitions in ways that deliver increasingly positive impacts and

greater resilience.
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Option 1:
Getting the lay of the land

Sustainability affects many corporate areas and
functions, and new guidelines and regulations

are introduced with dizzying frequency. Without a
structured approach for identifying and prioritizing
actions, it can be impossible to keep track. This
opens the door to ad hoc approaches that are as
exhausting as they are insufficient, leading many
organizations to primarily focus on compliance
while overlooking commercial opportunity.

Using the sustainability transformation framework
to compare its recommended actions against
current corporate activities allows a company

to create a structured snapshot of the current
situation, which can then shape an improved
company-wide approach to integrate and
operationalize sustainability. It helps companies:

- Assess the major gaps compared to what
advanced companies and experts think
is required to integrate sustainability and
successfully seize the commercial opportunities
of the sustainability transformation.
It also identifies what companies are
already doing right.

- Analyze patterns and identify structural and
strategic shortfalls hindering the integration
of sustainability.

- Communicate the state of sustainability
integration in a structured way to all levels
of the company.

- Agree on a sustainability-aligned foundation
for strategy discussions, setting priorities,
modifying goals, and developing detailed
action plans (e.g., training, capacity building,
and investments).

- Create a baseline for assessing progress and
revisiting and calibrating strategy over time.

Catching the wave
- Seizing the opportunities of the sustainability transformation
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Option 2:
Building Capacity

From the CEO to the factory floor, people

throughout the organization must internalize the
strategic, commercial, and operational necessity

of integrating sustainability.

This means that every employee needs to have
an appropriate level of sustainability skills and

awareness. Generic sustainability training will not

accomplish this: different business functions—
e.g., sales, operations, or legal—and different

issues—e.g., circularity, human rights, or product
development—require very different sustainability
skills. Expertise and awareness among teams and

individuals often varies wildly.

Companies need a sophisticated ecosystem for

internal engagement that considers differences in
awareness, motivation, and skill levels. In building
such a system, the framework can help companies:

- Assess and rate awareness and skill maturity of
staff at all levels and across business functions.

- Map the main reasons/sources of resistance
employees do not engage with sustainability
and/or overlook its potential.

- Prioritize the individuals and teams with the
most significant skill and awareness gaps,
set goals for improvement, and plan how to
achieve them.

- Design bespoke approaches (e.g., educational
programs, expert coaching, tailored incentives,

and KPIs) that fit the culture/motivation
drivers/communication styles of priority
target audiences, to build the right skills and
awareness level throughout the organization.

- Understand the need for cross-organizational
collaboration and establish effective systems

and structures (e.g., cross-functional
teams, tailored collaboration incentives)
that enhance it.

- Create a baseline for assessing progress and

revisiting and calibrating skills and awareness

goals over time.
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USE CASE, LYONDELLBASELL:
Scaling Circular Plastics

Background and context

The chemical industry is evolving. Driven by rising commercial demand and
regulation, sustainable solutions are top of mind as companies transform their
business models to make them more sustainable. Circular plastics are at the
center of this trend. In 2022, the world produced 3 million tons of recycled and
renewable polymers, a number expected to rise to 10 million tons by 2030.4¢
Despite this growth, 2030 demand is projected to exceed supply by

5 million tons. Addressing this gap presents significant commercial
opportunity. Between 2019 and 2023, margins for advanced (chemical)

plastic recycling methods increased from $1,000 per metric ton to $2,000

per metric ton*” With these margins expected to continue, LyondellBasell
(LYB) is determined to apply its history of technology leadership and leading
sustainability ambitions to add business value by scaling sustainable solutions
for commercial plastics.

Applying the sustainability transformation framework

LYB's actions to scale sustainable solutions are an illustration of the
sustainability transformation framework.

FACEIT: In 2022, the company's senior leaders approved plans to create

a business segment centered on producing and marketing recycled and
renewable-based polymers, based on the view that these polymers are critical
to enabling the energy transition, minimizing waste and greenhouse gas
emissions, and feeding the world's growing population. Developing this view
and setting the ambition for the business segment provides an example of the
Face It part of the framework.

MAP IT: In October 2022, LYB launched its Circular and Low Carbon Solutions
business and shared its strategy for this new business during its 2023 Capital
Markets Day® This launch came after developing a guiding circular plastics
strategy. This strategy is built on creating a suite of sustainable solutions
across multiple recycling processes, providing customers with these solutions
and capturing premiums, and establishing hubs for addressing the full life cycle
of recycled polymers.

DO IT: Technologies like LYB's MoReTec advanced recycling solution are
essential to the Do It part of the framework. This innovative process to convert
post-consumer mixed and hard-to recycle plastic waste into feedstock

for new plastics has notable sustainability advantages, including reduced
energy consumption, improved yield, and comparable quality to fossil-based
feedstocks. LYB's integrated hubs are also critical. The company is integrating
new advanced sorting, mechanical recycling, and advanced recycling assets
at its Cologne and Houston ‘cracker’ sites (these are industrial facilities that
convert hydrocarbons into plastic feedstocks) to create hubs that address
the full life cycle of recycled polymers. With this integration, LYB will leverage
the operational scale of its existing assets to reduce costs and capture more
value from plastic waste.

SHAPE IT: Beyond the technology and hub components, the success of LYB's
circular plastics strategy will rely on working with its stakeholders. Some of
this work is already underway. For example, In March 2023, it signed a letter of
intent with EEW Energy from Waste to explore a partnership to remove plastics
from waste streams bound for incineration at EEW plants and use them as a
feedstock for mechanical and advanced recycling.*? Successful partnerships
like this will help LYB convince customers and investors of the economic and
technical viability of circular plastics, two groups that are vital to the future
of its Circular and Low Carbon Solutions business because of the commercial
demand and capital they provide. The test for LYB going forward is to master
the Shape It part of the framework to keep investors and other stakeholders
on board as they scale this part of their business.

CONNECT IT: LYB also has work to do in the Connect It area as well. The
company will need to reinforce and refresh its circular plastics strategy

and scale demonstrative value-add projects. Again, its MoReTec advanced
recycling solution highlights this commitment. In November 2023, LYB decided
to build its first industrial scale demonstration plant for the technology at

its Wesseling, Germany site*® When complete, the plant will have an annual
capacity of 50,000 tons per year. LYB aims to develop more projects like this in
the coming years to scale its circular plastics capacity, a goal which depends
on shaping conditions in the chemicals industry, with policymakers, and,
critically, with customers that make this possible.
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Option 3:
Joining Forces

Complete sustainability integration requires
unprecedented collaboration with competitors
and suppliers and intense coordination with other
stakeholders, such as government agencies,
research institutions, and local communities. For
example, large food companies know that scaling
up regenerative agriculture is impossible without
a joint approach to better engage a fractured
and complex value chain consisting of millions of
farmers in many different countries.

The developing hydrogen economy provides
another example. Although it holds great promise,
the many starkly different industries involved,

the costs of new infrastructure, and fragmented
regulation make intense collaboration paramount.
Companies must collaborate with each other,
policymakers, and government agencies to build
momentum. Other sectors, like the automobile,
clothing, and electronics industries, have
discovered that addressing human rights issues in
their shared supply base can only be achieved if
they do it together.

Unprecedented collaboration is complex and
requires a level of integration—of procedures, inter-
company teams, data systems, priorities, goals,
metrics, etc.—that competitors within sectors are
unaccustomed to and may find uncomfortable.
Setting up intense value chain collaborations
without tightly structured processes can run into
trouble quickly. The guidance in this report

helps companies:

- Assess whether leadership is sufficiently
aware and supportive of investing in a value
chain partnership and build a compelling case
explaining the urgent rationale for it.

- Map the cultural/organizational differences and
approaches among competitors in preparation
for drafting the shared principles and goals for
partnership.

- Understand which suppliers and other
stakeholders need to be involved and
what the different tiers of collaboration/
integration should be.

- Scope the reach of the initiatives and
the necessary alignment of competitors
and suppliers (e.g., system integration,
joint procedures, targets, metrics, and
incentive structures).

- Determine the roles, budget, capacity, and
collaborative structures required to execute
a successful partnership and design needed
procedures, training, and team structures.

- Create a baseline for assessing progress and
revisiting and calibrating goals, principles, and
priorities over time.
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USE CASE, NESTLE:
Regenerative Agriculture and Radical Collaboration

Background and context

Nestlé has a long history of improving agricultural practices in ways that
connect its social and environmental actions. For example, its Rural Development
Framework (launched in 2014) outlined eight areas where the company believed
it could positively impact rural development by creating shared economic,
environmental, and social value for local communities and shareholders alike.™
This was superseded by the company's Responsible Sourcing Standard.*2

This focus deepened in 2020 when Nestlé adopted its regenerative agriculture
strategy.® This continues to put farmers at the center and is focused

on improving soil health, biodiversity, livestock management, and water
management. It is also key to the company’s climate strategy and achieving net
zero emissions by 2050 at the latest.

For all Nestlé's strategy and ambition, the transition to regenerative agriculture
practices is a systemic challenge that no one organization in any sector can solve
alone. Collaboration with value chain partners, including suppliers and peers, will
be central to success. The food sector faces a choice: develop a regenerative
agriculture approach that works for all stakeholders or risk the system failing for
everyone involved as farm and supply chain resiliency decreases.

Using the sustainability transformation framework

The sustainability transformation framework is well aligned with Nestlé's past
actions in the regenerative agriculture space and helps frames the actions it
will pursue going forward.

FACE IT: As with other sustainability initiatives, Nestlé's leadership quickly
embraced regenerative agriculture once they grasped why it is so critical to
the long-term resilience of the business.

MAP IT: With leadership support secured, the company developed a
comprehensive strategy for implementing regenerative agriculture practices
throughout its value chain.

DO IT: Next, Nestlé began to implement its regenerative agriculture strategy
through a focus on: soil health; biodiversity; water security and quality; diverse
cropping systems and livestock integration; GHG emissions reduction; and
collective and landscape actions.

SHAPE IT: The success of Nestlé's regenerative agriculture efforts depends
on collaborating with suppliers and peers, listening to experts, and adapting
to shifting market structures, whether they be legal, regulatory, etc. Many
companies are pursuing regenerative agriculture but, when they act
individually or on a farm-by-farm basis, the impact is limited. Inconsistent
requests from buyers create challenges for farmers. Companies need to
engage beyond their own supply chains to complement other's efforts and
ensure consistency in definitions and metrics. For example, the work of

SAl Platform and Regen10 is essential in delivering this consistency.™* ¢
Such collective action will improve Nestlé's regenerative agriculture transition
while also positively impacting farmers' livelihoods and local communities.

CONNECT IT: Nestlé must continuously reinforce and deepen the knowledge of
its internal teams, value chain partners, peers, and even competitors. While it
still has work to do in the regenerative agriculture space, Nestlé is committed
to making regenerative efforts a successful part of its sustainability
transformation. The company must continue to assess and strengthen its
underlying strategy as well as adjusting related efforts and investments based
on learning over time. As it does, it must share what it is doing to encourage
other organizations to take part and further amplify impact.

Nestlé is a resilient company in a sector that faces an increasingly
complicated set of environmental, social, and economic challenges. On its
own, Nestlé cannot drive a systemic regenerative agriculture transition, but
in collaboration with others, it is better positioned to find solutions and scale
up adoption of regenerative practices.
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Appendix [:
Supporting WBCSD Resources

The following WBCSD reports are available to support companies in driving
action at each stage of our transformation framework.

FACE IT: Leadership & Governance

SHAPE IT: Networks & Engagement

VISION 2050

LG

= - Driving
ey .—-=“ Sustalnablluty \
B = - from the
S Boardroom
Fo \ I. - CEO Guide to the o 1
Sy

Vision 2050: Time CEO Guide to the Driving Sustainability
to Transform Climate-related from the Boardroom

Corporate Performance
and Accountability

System (CPAS)

MAP IT: Strategy & Planning

Preparer Forum The Case for Beyond-
for Sustainability Value-Chain Actions
Disclosure

CONNECT IT: Continuity & Tenacity

Tackling
inequality:
An agenda
for business
action

“ TheClimateDrive
powersd by @Q

The Climate Drive Roadmaps to Nature Tackling inequality:
Positive: Foundations An agenda for
for all businesses business action

CIRCULAR
TRANSITION
INDICATORS V4.0

Metrics for business, by business

Circular Transition Applying Enterprise WBCSD Academy

Indicators Risk Management
to ESG Risks

DO IT: Progress & Commercialization

Practical Guide for Integrated Performance

Companies to Create Management
a Business Case for Framework

Climate-related
financialimpact guide

- Supporting business assessment
Macrotrends and danddisciosure
Disruptions shaping
2020-2030 Guidance for the Accounting

Vision 2050 issue brief - and Exchange of Product Life
" Cycle Emissions

Pathfinder Framework

Macrotrends Climate-related PACT Pathfinder
& Disruptions Financial Impact Guide Framework

shaping 2020-2030

Natural Climate The Plant-forward
Solutions and Opportunity
the Voluntary

Carbon Market
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&wbcsd

HELPING BUSINESS DRIVE INNOVATIONS
AND SCALE SOLUTIONS TOWARD NET ZERO

Removing Carbon Guidance on
Responsibly Avoided Emissions
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