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‘ Results from Spencer Stuart’s latest study of
chief sustainability officers
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Executive summary
Delivering on growing expectations in more turbulent times

In this latest issue of Spencer Stuart’s annual report on the state of
sustainability leadership, we find many chief sustainability officers (CSOs)
experiencing a shift in the focus of their role. In previous years, CSOs have
concentrated on consensus building, goal setting and then strategy creation.
Now the time has come for them to push ahead with implementing the
transformation they’ve been given license to deliver.

The sustainability function — and its expectations —
are maturing

Increasingly, business and sustainability strategies are seen as the same thing; the major-
ity (80%) of sustainability leaders say their sustainability strategy forms a key part of

the overall business strategy. CSOs are working with supportive senior leaders to both
develop and deliver these strategies with clear ties to business success. For other stake-
holders like investors and boards, good corporate governance and good sustainability
governance are increasingly seen as the same thing.
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Reflections for sustainability leaders

» To what extent do your peers see sustainability and business strategy “‘_ ’
as the same thing?
» Are business leaders’ expectations for value generated through ’ g

sustainability aligned with your own?

» Does your chief executive officer (CEO) and board have access to
up-to-date and evolving information on sustainability topics?
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In this context, sustainability leaders are less alone, even than a year ago. Many senior
leaders in business have been convinced of the need to invest in sustainability for years,
but this conviction is now being matched with knowledge and understanding of sustain-
ability issues and their implications for the business.

With other senior leaders more engaged and more informed, CSOs are spending their
time supporting others to deliver change across their companies. On average, they are
spending 25% of their time interacting with other business units — more than they
spend managing their own team.
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Some companies are already gaining significant value
from sustainability. Others expect it soon

Sustainability leaders say that there has been a substantial shift in how sustainability is
perceived by the rest of the business in relation to risk and reward. CSOs are significantly
more likely to say that their sustainability strategy is mostly seen as a commercial /value-
creation exercise (64%) than as mostly a risk-reduction exercise (26%).

Despite this perception, some companies are yet to see significant value from it. A num-
ber of leaders we spoke to highlighted that many companies are in the midst of their
transitions, and that it is largely accepted that costs will be higher than rewards for the
time being. They observe a lag between implementation and rewards that allow further
progress, rather than a deprioritization of the issue. Clearly, today’s sustainability invest-
ments are expected to create such returns in the future.

Reflections for sustainability leaders o

» Where in your business do you expect sustainability to deliver
value today?

» Are you able to identify where sustainability is providing value
using existing metrics?

» How can you highlight the risk-reduction and value-creation

opportunities that sustainability can bring?
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For some, the rewards of sustainability are already here. Just over one in three (35%) sus-
tainability leaders said that their companies are delivering on ambitious commitments
and seeing substantial value in return.

With greater interaction between business and sustainability goals, the work of sustain-

ability leaders is increasingly supporting wider business objectives. And there are signs
that the critical milestone of seeing value from sustainability is already here for some.
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EXECUTIVE SUMMARY

Sustainability leaders are being pulled in
multiple directions

CSOs need to work out how to balance value creation with growing reporting needs. With
increasing sustainability regulation and policy interventions, many CSOs are having to
spend more time and resources on data, reporting and compliance. One-third (32%) of
sustainability leaders highlight complex or onerous reporting demands as one of the
most significant challenges they face.

While most sustainability leaders are positive about increasing government engage-
ment — with some calling for still more — they are also concerned that responding to
new mandatory standards will distract them from the more strategic and transforma-
tional activities that will drive impact. Indeed, sustainability leaders say that they spend
twice as much time focused on reporting- and measurement-related activities (11% of
their week, on average) as revenue-generating activities (5%).

Reflections for sustainability leaders

» Do you have what you need to respond to today’s regulatory environment?

» How are you leveraging technologies to support analysis and reporting
for sustainability?

» How might you ringfence time for strategic thinking about sustainability
from short-term pressures?

» How might you identify and address sticking points and hard-to-achieve
aspects of your sustainability goals?
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As they deal with a growing reporting burden, CSOs have the end goal of accelerating the
impact of their initiatives, while increasingly being pressured internally to demonstrate
financial return on their strategy. Facing this challenge, leaders are focusing on imple-
mentation, but they face a series of internal and external challenges.

Money is a big one; complexity is another. For leaders of the pack, at least, the list of
easy wins is getting shorter. To go further, more fundamental and trickier questions must
be answered. As attention turns from who is the most ambitious and vocal to who has
achieved more change, businesses with less complex portfolios and supply chains may
be at an advantage.
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All businesses have levers which can ignite transformation

The role of many CSOs is shifting from advocate to implementor. Achieving change
requires CSOs to ensure that the right people and parts of the business are working
together to solve problems and that this work clearly contributes to the organization’s
sustainability strategy.

The majority of sustainability leaders believe that the sustainability strategy has material
implications for most employees in their business (71% lean toward this). They see the
achievement of their goals as a whole-organization effort. CSOs need a holistic blend of
skills, including empathy and communication, to engage the full breadth of their work-
forces and wider value chains.

However, certain stakeholders and functions were highlighted as particularly important
to sustainability leaders’ efforts to deliver transformation, including leadership, finance
and business units. In collaboration with these groups, attention is now turning to more
challenging and complex questions, such as how to make core products and services
truly sustainable. The last mile of commitments is often the most challenging, requiring
deeper investment and commitment.

Reflections for sustainability leaders

»  What knowledge and skills do your employees need in order to play
their part in sustainability?

» Do all areas of your business know what it really means to
become sustainable?

» How are different parts of the business working together on

sustainability goals?

Many leaders recognize they still have work to do before sustainability is a major driver of
revenue, but this will swiftly become more of a focus. Forty-two percent of CSOs said that
“generating commercial/value-creation opportunities through our sustainability strategy”
would be something they focus on within the next 12 months, making commerciality the
most common top priority for CSOs. Pioneering CSOs and sustainable business leaders
are telling us that there is ample reason to keep driving progress in pursuit of this goal.
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Introduction

Chief sustainability officers (CSOs) and sustainability leaders now have a license to transform their
companies. Their increased importance, mandate and vision are a testament to the ascending signif-
icance of sustainability to the overall business strategy. But there remains much to be done before we
have a future fit for humanity.

There are roughly 2,000 days left until 2030 arrives, by which time emissions need to have almost
been halved, among a host of other seismic changes. The first United Nations Global Stocktake,

released in the build-up to COP238, identified a significant and persistent “emissions gap” between cur-
rent net zero commitments and a 1.5°C pathway.

Our own CSO Stocktake suggests that even with increased clarity, it will not be smooth sailing. Where
CEOs and CSOs have worked together, some pioneering companies have already secured some
remarkable achievements, and the world appears to be reaching several vital positive thresholds in the
scalability of sustainable technologies, such as renewable energies. But for many, the list of easy wins
is getting shorter, the cost (perceived or real) and complexity of change is increasing and the regula-
tory and consumer environment is getting ever more complicated.

In this context, we surveyed almost 100 sustainability leaders and conducted in-depth interviews with a
selection of CSOs, other practitioners and experts to dig deeper into the issues they are grappling with.

While a lack of support is no longer an issue, for many, going much further requires deeper and more
fundamental transformations, right down to the core of the business. While there is increasing evi-
dence of sustainability creating real value, such bright spots are increasingly difficult for leaders to
pursue in the face of a growing list of competing priorities.

For many, the next step will be the hardest. Like the wider world, leaders must now do “everything,
everywhere, all at once.” Marshaling demands to create value, respond to regulation and drive change
will require sustainability leaders to deploy a blend of skills and strategic agility. Crucially, they’ll need
to work with all parts of their business to achieve lasting change.

About the research

In partnership with Kite Insights, we surveyed sustainability leaders from a range of sectors in the f,ﬁ,..,-,
fall of 2023, receiving 84 detailed responses. In parallel, we interviewed another 11 sustainability :
leaders at the forefront of driving change, including insights from our own advisory work, to add

further details and context.
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About the sample

Please provide your job title or position

SVP/chief Sustainability Officer

SVP/Chief Sustainability + ____ Officer [Please specify]
VP/Director/Head of Sustainability

VP/Director/Head of ESG

VP/Director/Head of CSR

Other — please specify

Prefer not to say

With which gender do you most identify?

57% @ Female
39% @ Male

4% Prefer not to say

Which of the following best describes the industry
sector in which your company operates?

Manufacturing

Financial services
Consumer goods
Agriculture, mining, energy, utilities
Real estate and construction
Transportation

Technology

Business services
Wholesalers and retailers
Hospitality, arts, media
Healthcare

Other — please specify

20%

Where is the location of your head office?

Europe

North America

South and Southeast Asia
Latin America
Australia/New Zealand

Middle East

38%

45%

43%

What is the approximate revenue of your company

at the group level?

Less than $500m
$500m to $999m
$1bn t0$4.999bn

$5bn and over

Prefer not to say

68%



Today’s business is sustainable business

The sustainability function — and its expectations —
are maturing

Sustainability and business strategies are increasingly the same thing

While earlier iterations of sustainability and corporate social responsibility (CSR) were often seen as “bolt-ons,”
today, 80% of sustainability leaders say their sustainability strategy forms a key part of the overall business strategy.'

This integration into business priorities is symptomatic of the perception of sustainability as a key catalyst for
modern business transformation, growth and wider success. It is also reflected in the seniority of the sustainability

leader role; just under half of respondents (45%) said that they reported to the CEO, the same proportion as was
found in 2022 (46%).

Figure 1: Business and sustainability strategies are now rarely seen as separate

80%

17%
—
Our sustainability strategy is an We have a sustainability strategy We do not have a
integrated component of our that is largely separate from our sustainability strategy.
overall business strategy. overall business strategy.

Q: Which of these descriptions best fits your organization’s engagement with sustainability today? [Select one] [N = 90]

A growing range of stakeholders, including the board and

investors, are highlighting sustainability alongside core Ina company there is on]y one

business activities in interactions with their companies.

strategy: the business strategy.
For them, good corporate governance and good sustainability 8y 8y

governance are increasingly seen as the same thing. With You cannot have a [Stand'alone]
sustainability sitting alongside risk and return as a core Sustainability strategy.”
consideration, a CSQO’s role has become more central to

the wider business. NICOLAS CLERGET

GLOBAL DIRECTOR NET ZERO STRATEQY,
THE HEINEKEN COMPANY

1 The 3% of leaders that said their business did not have a sustainability strategy were not asked further questions in the survey.
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TODAY’S BUSINESS IS SUSTAINABLE BUSINESS

Sustainability is more about growth and performance than compliance by a long
way. We are the part of the organization that actually has to drive progress on
what we do to ensure that our teams are living up to those standards.”

MARTIN POWELL
GROUP SUSTAINABILITY DIRECTOR, AXA

Sustainability leaders are less alone (even than a year ago)

With a license to drive sustainability throughout their business, CSOs have increasingly built close and productive
relationships with different parts of their business and the C-suite. In 2022, 91% of sustainability leaders said that
their CEO was supportive of their sustainability agenda. Ninety-four percent said the same thing about other mem-
bers of their executive committee. Regular partners to the CSO now also frequently include the chief financial officer
(CFO), as well as heads of business units.

Today, alongside ongoing positivity in terms of support, sustainability leaders are increasingly optimistic about the
literacy and knowledge of their peers on sustainability issues, as well as their interest in participating in change.

Figure 2: Sustainability leaders are very positive about the sustainability knowledge of their boards (71% more well-versed
than not) and CEOs (79% more well-versed than not).

BOARD KNOWLEDGE 25%

Board members are well-versed
in key sustainability issues

Board has very limited or no
sustainability understanding

CEO KNOWLEDGE i 21%
19%

Our CEO has very limited/no understanding of the Our CEO is very well-versed in the sustainability
sustainability issues that are most material to our business. ! issues that are most material to our business.

'
1
1

-
]
'
'
1
]

Q: For each of the following statements, please place yourself according to which statement is more reflective of your experience/your company.
[Please place yourself on this scale of 0 to 10 according to which statement is more reflective of your experience/viewpoint, where the closer you
are to one statement the more reflective of your reality it is.] [N = 71]
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TODAY’S BUSINESS ’U.INABLE BUSINESS
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With other senior leaders more engaged in and informed on sustainability, CSOs are
spending their time supporting them to deliver change across their companies. On aver-
age, they are spending 25% of their time interacting with other business units — more
than they spend managing their own team.

However, although most sentiment was positive, some leaders highlighted gaps in lit-
eracy. They said that their peers were increasingly knowledgeable about issues such as
climate change and diversity and inclusion, but that there was far lower understanding of
other challenges, such as biodiversity loss and circularity.

Others shared concerns that colleagues were adopting the language of sustainability
without truly appreciating the scale of change required. A small number of leaders also
shared anecdotes of challenges and poor treatment when pushing back against others in
their company who wanted to make dubious sustainability claims about certain products.

Our sustainability leads are now regularly in investor
meetings ... the questions that we're getting are a lot more
informed, nuanced, detailed than would have been the case
even a couple of years ago.”

KATIE FERGUSSON
GROUP HEAD OF SUSTAINABILITY,
ANGLO AMERICAN

Sustainability leaders spend nearly half their time
engaging other functions or C-suite leaders

On average, sustainability leaders in our survey said they spend a quarter of their time
interacting with other business units and functions in their companies, with another 17%
of their time spent interacting with C-suite members. These are also the stakeholders they
say are most important to achieving their sustainability goals.

Among core functions, the CFO and finance team are seen as the most important (80%
importance score). This reflects the increasing role of sustainability in strategy, and in
conversations with investors and other sources of finance as outlined in a recent HBR
article on the evolving nature of the CSO role. In our survey, CSOs said they are spending
an average 7% of their time interacting with investors in any given week.

SPENCER STUART
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TODAY’S BUSINESS IS SUSTAINABLE BUSINESS

Figure 3: A week in the life of a CSO — sustainability leaders are spending the largest portion of their working day
interacting with other business units and functions. Over a third of their time is spent either with their own teams
or C-suite members.

Interacting with business units/other functions 25%
Managing your team/staff

Interacting with C-suite members

Reporting and measurement related activities

Attending external events/participating in collaborative initiatives
Interacting with investors

Revenue-generation-related activities

Interacting with vendors/third-party suppliers

Other

Q: In a typical week, what percentage of your time do you spend on each of the following activities? [Assign a percentage to each activity,
adding up to 100%] [N = 77

Reflections

FOR SUSTAINABILITY LEADERS FOR OTHER BUSINESS LEADERS

» To what extent do your peers see sustainability » Is sustainability integrated into the strategy
and business strategy as the same thing? of your function/part of the business?

» Are business leaders’ expectations for value »  Which aspects of your company’s sustain-

generated through sustainability aligned with ability priorities are you less familiar with?
>
yourown: »  What would be most helpful from
» Does your CEO and board have access to up- your working relationship with the
to-date and evolving information on sustainability leader?

sustainability topics?
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TODAY’S BUSINESS IS SUSTAINABLE BUSINESS

Some companies are already gaining significant value from
sustainability. Others expect it soon

Today’s sustainability investments are expected to create future returns

CSOs say that there has been a substantial shift in how sustainability is perceived by the rest of the business in rela-
tion to risk and reward. For many leaders, the need for sustainability is not in doubt; the big question is when (or if)
sustainability efforts will deliver value for their businesses.

CSOs are also significantly more likely to say that their sustainability strategy is mostly seen as a way to create

value (64%) than as mostly a risk-reduction exercise (33%). However, more say that their sustainability activities are
mostly a cost center for the organization (58%) today rather than a revenue-generating opportunity (38%).

Figure 4: Eyes on the prize: While sustainability today is a source of costs, in the future it is expected to drive revenue

20%

Sustainability is seen as a
wav to reduce risks

Sustainability is seen as a
wav to create value

e

17%

Sustainability is mainly a cause of costs Sustainability mainly generates revenues

]
'
]
'
1
]
'
]
'
]
'
]
'
]
'
]
]
'
'
]
'
F
'
1
]
'
]

Q: For each of the following statements, please place yourself according to which statement is more reflective of your experience/your company.
[Please place yourself on this scale of 0 to 10 according to which statement is more reflective of your experience/viewpoint, where the closer you
are to one statement the more reflective of your reality it is.] [N = 71]
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TODAY’S BUSINESS IS SUSTAINABLE BUSINESS

The bar is higher for sustainability leaders in the organization to be more
commercial and to be able to translate what we ask of the business from a
sustainability perspective into value creation. Equally the bar is higher for our
operational leaders to be able to embed sustainability into their decision making.”

KATIE FERGUSSON
GROUP HEAD OF SUSTAINABILITY, ANGLO AMERICAN

The apparent disconnect between potential and today’s reality shows that investments in sustainability take time to
pay off. A number of leaders we spoke to highlighted that many companies are in the midst of their transitions, and
that it is largely accepted that costs will be higher than rewards while that process is still ongoing. This provides addi-
tional nuance to EY’s recent study of CSOs, which observed a slowing of investments in new sustainability activities.

For some at least, the explanation may be a lag between implementation and rewards that allow further progress,
rather than a deprioritization of the issue.

The value that sustainability offers depends on where you stand

While most CSOs say that sustainability is seen as a commercial and value creator, rather than as a way to reduce

risks, this perception varies. Within the consumer goods industry, for example, companies are split 50-50 on
this question.

Respondents from companies that are highly exposed to climate transition risks are more likely to see sustainability
in terms of value creation. They are also twice as likely to report having seen “quite a lot of” or “substantial”

positive value in terms of increased revenue from sustainability in the past 12 months, compared to others
(36% vs 18%).

Interestingly, leaders from companies for which sustainability is a major factor in the purchasing decisions of their
customers/clients are not more likely to see value in terms of increased revenue than other companies. This perhaps
illustrates the complexity and cost associated for many large fast-moving consumer goods (FMCG) businesses, for

example, that have hundreds of products and brands, each in need of their own approach and investment to become
more sustainable.
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TODAY’S BUSINESS IS SUSTAINABLE BUSINESS

Figure 5: Differences in perception of sustainability as a risk-reduction or value-creation exercise between
industries (only industries with 5+ responses included)

Consumer goods 50%
Financial services 31%
Agriculture, mining, energy, utilities 14%
Real estate and construction 14%
Business services 20% 80%
Transportation 20% 80%
Manufacturing 17% 83%
<4 RISK REDUCTION VALUE CREATION »

Q: For each of the following statements, please place yourself according to which statement is more reflective of your experience/your
company. [Please place yourself on this scale of 0 to 10 according to which statement is more reflective of your experience/viewpoint,
where the closer you are to one statement the more reflective of your reality it is.] Chart displays percentage of respondents from each
industry leaning toward one side or the other in their rating of statement: “Our sustainability strategy is mostly seen as a risk-
reduction exercise.” or “Our sustainability strategy is mostly seen as a commercial /value-creation exercise.” [N = 71]

The perceived purpose of sustainability also differs within businesses. For certain functions that can
enhance competitive advantage — particularly marketing, product and human resources (HR) —
sustainability is seen as a value creation exercise. In others focused more often on efficiency or
enablement — such as finance, operations and procurement — it is seen to be rooted in risk management.

The current perception among different business units requires sustainability leaders to be able to flex
how they frame sustainability in their conversations. It's also their role to draw together the different
ways that sustainability can provide value into a cohesive overall narrative that leaders can engage
with. It sometimes requires them to address misconceptions or gaps where these are getting in the
way of pursuing both the reduction of risks and winning of rewards.

A critical skill for a CSO is having empathy to put yourself in the
shoes of your different stakeholders. To take the concepts of sustain-
ability and make them relevant for their specific business function,
thereby translating sustainability in a way that allows stakeholders to
engage and incorporate sustainability into everyday practice.”

MARISA DREW
CHIEF SUSTAINABILITY OFFICER, STANDARD CHARTERED
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TODAY’S BUSINESS IS SUSTAINABLE BUSINESS

Figure 6: For one group of functions, sustainability is mostly seen in terms of value creation.
For others, as a way to reduce risks.

Marketing 10%
Recruitment, training, and performance evaluation 1%
Corporate development (M&A) 14%
Product 15%
Finance/capital allocation 56%
Supply chain/procurement 65%
Operations/facilities 70%
Mostly in terms of risk management @ Mostly in terms of value creation

@ /A Sustainability has little or no influence on this area.

Q: How does sustainability impact each of the following business functions? [Please select one option for each area] [N = 84]

Sustainability committees and value creation

Those CEOs and boards who sustainability leaders credit with a very strong understanding
of the topic can help functions recognize these dual opportunities for their part of
the business.

Research by Spencer Stuart examined the prevalence of sustainability committees on
the boards of 750 of the largest listed companies in Europe, the Middle East and Africa.
It found that the number of boards with sustainability-focused committees has grown
rapidly in the past three years. Today, between 25% and 40% of boards have a dedicated
committee, depending on the country.

Whereas reporting and risk mitigation are well-covered in audit committees and other risk-
focused conversations at board level, the presence of these committees is driving more
engagement with the value-generating potential of sustainability activities. These commit-
tees generally comprise 3-4 board members, some of whom may have prior sustainability
expertise. They provide a regular opportunity for CSOs to interact with the board and to

TTRIANE (s
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TODAY’S BUSINESS IS SUSTAINABLE BUSINESS

For some, the rewards of sustainability are already here

With greater interaction between business and sustainability goals, the work of sustainability leaders
is increasingly supporting wider business objectives. And there are signs that the critical milestone of
seeing value from sustainability is already here for some.

Just over one in three (35%) sustainability leaders said that their companies are delivering on ambi-
tious commitments and seeing substantial value in return. Another large group (38%) are just

beginning to deliver on their ambitions and not yet seeing much return for the company. Only 7% said
they are doing the minimum required by regulations.

We are straddling two worlds right now ... For a long time, perhaps the
view was sustainability was a cost to the business; now our customers
are coming to us with ambitious goals wanting to work together to
achieve them and we’re in a really good place with them. Our sales
teams see what we do in sustainability as having great value.”

MARY JANE MENDELEZ
CHIEF SUSTAINABILITY & SOCIAL IMPACT OFFICER, GENERAL MILLS

Figure 7: A cohort of businesses are beginning to see substantial positive value in return for their
sustainability investments

Delivering on ambitious sustainability goals and
seeing substantial positive value in return

Beginning to deliver on ambitions, with limited
positive value to the company so far 38%
Highly ambitious but facing significant roadblocks

Keeping up with expectations and
regulations, but not going further

Sustainability is not a priority

None of the above

Q: Which of these descriptions best fits your organization’s approach to sustainability today? [Select one] [N = 84]

Sustainability continues to most frequently deliver value for talent attraction (67% “quite
a lot of” or “substantial” positive value) and brand (61%). And, for two in five businesses,
it is underpinning value created through unique sustainability-oriented product or service
propositions. Fifty-four percent of leaders said sustainability activities have delivered
“substantial” or “quite a lot” of value in terms of risk reduction/mitigation in the past 12
months. However, very few businesses (15%) are currently seeing value through reduced
costs or increased revenue (24%) through their sustainability strategy.
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TODAY’S BUSINESS IS SUSTAINABLE BUSINESS
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Figure 8: Sustainability is creating value for certain business factors, but only a small number of companies
are seeing this value reach the bottom line of the business

2%

2% °) 29% 38% 29%
©
Ability to attract talent
)
wo 135% 26%
Brand/customer perception
6% 39% 39% 15%

Risk reduction/mitigation

5% 10% 45%

22%  18%

Unique product/
service proposition(s)

5% 19% 51% 14% 1%

Increasing revenue

2%

33% 50% 119% 4%

Reducing costs

@ o opinion 2: Some positive value @ 4 Substantial positive value

1: No positive value @ 3: Quite a lot of positive value

Q: In the past 12 months, to what extent has your sustainability strategy created value for each of the following aspects of the business?
[On a scale of 1to 4 where 1= No positive value and 4 = Substantial positive value, or select “No opinion”] [N = 84]

Though there are signs that sustainability can eventually drive financial performance it just takes time.
Businesses that say they are delivering on sustainability goals and seeing value from those efforts
account for 78% of businesses reporting “quite a lot of positive value” and 67% reporting “substantial
positive value” in increasing revenue, for example.

Leaders we spoke with told us that this reflected the moment many businesses find themselves in. Having
clear ambition can provide value to brand and talent attraction, but deriving value in revenue and cost
savings, as well as new products and services, requires more of those ambitions to have been met. They
remain confident that this time will come, but also know that there’s more to be done before it arrives.

When you look at consumers, sustainability is not the only thing they
consider in making their decisions. Factors like quality and price

of course matter. We believe it is crucial to prioritize sustainability
not only for the sake of the environment and our business, but also
because we recognize the growing significance of the topic for
consumers and stakeholders.”

NICOLAS CLERGET
GLOBAL DIRECTOR NET ZERO STRATEGY, THE HEINEKEN COMPANY
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Reflections

FOR SUSTAINABILITY LEADERS FOR OTHER BUSINESS LEADERS
» Where in your business do you expect » Do you have a sense of when your sustain-
sustainability to deliver value today? ability investments will return value for your

» Are you able to identify where sustainability is part of the business:

providing value using existing metrics? » Where do you stand on sustainability
creating value or reducing risks?

» How can you highlight the risk-reduction
and value-creation opportunities that
sustainability can bring? f

Growing complexity and headwinds

Sustainability leaders are being pulled in multiple directions

The mandate that sustainability leaders hold today is wide and extensive. Their responsibilities range from address-
ing their company’s contribution to multiple environmental crises like biodiversity loss and climate change, to
developing policies for addressing social issues such as diversity and inclusion and human rights. And the change
they’re expected to deliver goes deep into all parts of the business.

With these challenges and the increased attention paid to them, leaders find themselves facing a series of growing
and crosscutting headwinds that they will need to navigate.

CSOs need to work out how to balance value creation with
growing reporting needs

With increasing sustainability regulation and policy interventions
from governments, many CSOs are having to spend more time
and resources on data, reporting, and compliance. One-third (32%)
of sustainability leaders highlight complex or onerous reporting
demands as one of the most significant challenges they faced, and to regulatory report-

a further 28% highlight practical difficulties in measuring impact. ing has fundamental]y

The move from voluntary

changed the discussion
The challenges with reporting are also taking up a lot of focus for 5

sustainability leaders. The second most common focus for sustain- related to SUStainability
ability leaders today is investing in improved sustainability-related strategy.”

data collection and reporting tools and practices (79%), just behind

engaging with senior leaders about their sustainability strategy (83%). SURVEY RESPONDENT
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Figure 9: Alongside financial challenges and constraints, the most common challenges facing sustainability leaders

relate to collecting data and reporting on progress

Lack of funding or incentives to invest in sustainability 35%
Complex and/or onerous reporting demands 32% I
Financial pressures have taken precedence 28%
Practical difficulties in measuring impact 28% I
Lack of skills across the organization to implement sustainability strategy 24%
Culture of organization not aligned with sustainability objectives 23% I
Regulatory barriers to change 23%

Lack of engagement at the operations level 19% I
Inadequate internal infrastructure (e.g., technology or facilities) 19% G

Lack of engagement from leadership 12%

External events have shifted organizational priorities 3% Il

Lack of familiarity with how the rest of the business works 5% Il

None of the above 1% |

Q: Which of the following challenges have you faced most often in implementing your sustainability strategy? [Please select up to 3] [N = 74]

While most sustainability leaders are positive about increasing government engagement — with some calling for
still more — they are also concerned that responding to new mandatory standards such as the EU’s Corporate
Sustainability Reporting Directive (CSRD), the Securities and Exchange Commission’s (SEC) proposed climate dis-
closure rule in the United States (US), or the upcoming wave of voluntary Transition Plan disclosures, will distract

them from the more strategic and transformational activities which will drive impact.

CSOs are becoming increasingly captured by compliance 2.0. They may need

to find someone to do it for them. They need the bandwidth to be working with

leadership teams to explore strategies for growth in a stable net zero future, the

products, and services they’ll be selling, the skills and capabilities that the

business will need to deliver that.”

MIKE BARRY

SUSTAINABLE CHANGE AGENT AND FORMER DIRECTOR

PAGE 19

OF SUSTAINABLE BUSINESS, MARKS & SPENCER

SPENCER STUART


https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en
https://www.sec.gov/news/press-release/2022-46
https://www.sec.gov/news/press-release/2022-46
https://www.transitionpathwayinitiative.org/

GROWING COMPLEXITY AND HEADWINDS

Indeed, sustainability leaders say that they spend twice as much time focused on reporting- and
measurement-related activities (11% of their week, on average) than on revenue generation related
activities (5%). Some are spending up to 40% of their week on reporting and compliance. While many
are increasingly using digital tools, and some are beginning to explore applications of

artificial intelligence (Al) to support analysis and reporting, this work remains a heavy burden for
many sustainability functions.

While I knew reporting would be a key part of this role, the volume of strategy-
directed, investor and emerging regulatory reporting has grown exponentially
as the landscape has continued to evolve. I often refer to the challenge as
building a reporting factory, though technology is playing an important role

in helping us scale.”

DAVE STANGIS
CHIEF SUSTAINABILITY OFFICER, APOLLO GLOBAL MANAGEMENT

What role will Al play in the future of
sustainability functions?

Many leaders revealed that they are seeking solutions to manage the demands of reporting and

compliance. While some businesses are creating semiautonomous teams within the sustainability
function, others are increasingly handing over ESG and sustainability reporting responsibilities to
finance and compliance colleagues with oversight from sustainability leaders. We asked CSOs about
how Al and other technological innovations are being used in their business today, and how they
expect them to be used in future.

Most leaders, particularly in industries that have high reporting burdens, see big potential for gener-
ative tools in supporting disclosures and regular reporting. Some see more high-value applications
down the line, too: identifying potential sustainability risks in supply chains based on predictive models,
for example, and managing energy usage and other sources of emissions more effectively in real time.

Demand for talent that can deploy Al and other tools is extremely high. This is contributing to most
businesses anticipating buying services or tools produced by other companies rather than building
their own. Digital and data literacy will still be important, but so too will the contextual understanding
required to ask the right questions of these systems. As with most technological solutions, accurate
and detailed data is critical. Improving the quality and coverage of sustainability-related data will there-
fore be important to the ability of tools like Al to provide real insight to sustainability leaders and teams.
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Achieving change means confronting increasing internal and
external complexity

At the same time as dealing with a growing reporting burden, CSOs have the end goal of accelerating the impact of
their initiatives, while increasingly being pressured internally to demonstrate financial return on their strategy.

Facing this challenge, leaders are concentrated on implementation (76% say developing more detailed implementa-
tion plans is a current focus), but they face a series of internal and external challenges. Money is a big one: A lack of
funding to achieve all of the changes they seek is the only challenge leaders cited more frequently than reporting-
related problems (35%).

Complexity is another recurring issue. For leaders of the pack, at least, the list of easy wins in many areas like oper-
ational efficiencies and sourcing renewable energy is getting shorter. To go further, more fundamental and trickier
questions must be answered. Some FMCG companies, for example, are grappling with the question of whether
some commercially successful products may need to be deprioritized or even discontinued to align themselves with
certain sustainability goals.

Figure 10: Some activities that are not a priority a today will soon become priorities

2%
Further engagement with senior leadership 83% 14%
teams about our sustainability strategy ’ -
4%
Investing in improved sustainability-related data 79% 18%
collection/reporting practices and tools ° -
2%
Developing more detailed implementation 76% 219%
plans to deliver our existing goals ° °
Focusing our activities on certain key
68% 23% 109
functions/parts of the business ° & e
4%
External communications to profile our 65% 31%
commitments and achievements ° -
Training of employees about sustainability and the
649 309 %
skills they need to support our sustainability strategy & ad 6%
Revisiting or adding specificity to our existing 60% 32% I
commitments and implementation plans ° ° °
Establishing partnerships with other 60% 29% 12%
organizations in our sector.
4%
Generating commercial/value-creation opportunities 559% 42%
through our sustainability strategy
R i f h i
estructuring to focus the business 32% 27% 41%

on sustainability goals/strategy

@ rocused on today @ Vil be focused on within 12 months No plans to focus on in the near future

Q: Which activities are you focused on today, and in which activities are you likely to focus on within the next 12 months? [Please select from one of the
following options: Currently focused on, Will be focused on within 12 months or No plans to focus on in the near future] N = 84
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Some CSOs speculated whether this “next stage” of sustainability implementation might propel new companies to
the top of the leaderboard. Unilever, for example, which has been cited as a leading company in sustainability for
many years, recently announced that they were revising their sustainability priorities to concentrate on four key areas.
This reflects a wider trend; 68% of sustainability leaders in our survey said they were focusing their activities on key
functions and parts of the business. As attention turns from who is the most ambitious and vocal toward who has
achieved the most change, businesses with less complex product mixes and supply chains may be at an advantage.

Leaders are increasingly recognizing how hard it is. If you really want to get on
a science-based trajectory, the first couple of years are not too bad, then it gets
really tough.”

DIANA FOX CARNEY
ADVISORY BOARD MEMBER, GENERAL ATLANTIC/BEYONDNETZERO

External pressures, including politicization and consumer sentiment, also present challenges. Several sustainability
leaders cited the backlash against ESG in some regions as having created confusion and uncertainty in their busi-
nesses, for example. There are also growing tensions between consumers’ growing interest and expectations of
companies regarding sustainability and other socioeconomic pressures. For example, analysis by Deloitte found
that cost-of-living pressures are making sustainable purchasing behavior a luxury choice that is not accessible to
many people. These headwinds aren’t necessarily slowing action, leaders said, but they are prompting some to be
less vocal about their ambitions and actions.

There was a rush a few years ago for everyone to set their science-based targets.
Now, there’s much more discussion of what it actually takes for companies to
make progress and deliver against those targets.”

MIKE BARRY
SUSTAINABLE CHANGE AGENT AND FORMER DIRECTOR OF SUSTAINABLE BUSINESS, MARKS & SPENCER
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“This is probably the first year in about five years in which you've had a significant

pushback against the sustainability agenda: cost of living crisis, inflation, new

conflicts, complicated politics ... for some CSOs it’s been quite a shock.”

Reflections

FOR SUSTAINABILITY LEADERS

» Do you have what you need to respond to
today’s regulatory environment?

» How are you leveraging technologies to sup-
port analysis and reporting for sustainability?

» How might you ringfence time for strategic
thinking about sustainability from short-
term pressures?

» How might you identify and address sticking
points and hard-to-achieve aspects of your
sustainability goals?

MIKE BARRY
SUSTAINABLE CHANGE AGENT AND FORMER DIRECTOR
OF SUSTAINABLE BUSINESS, MARKS & SPENCER

FOR OTHER BUSINESS LEADERS

» Do you know how sustainability regulations
are going to affect your part of the business?

»  What's getting in the way of the next step in
sustainability for your part of the business?
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From consensus building to
collective action

All businesses have levers that can ignite
transformation

With the increased recognition of sustainability as a core component of business strategy
alongside higher engagement from across the business, the role of many CSOs is shifting
from advocate to implementor.

My goal is to build the best sustainability ‘center of excellence’
out there, and then build the arms and legs of execution

into the firm to help hardwire sustainability thinking across
the organization.”

DAVE STANGIS
CHIEF SUSTAINABILITY OFFICER, APOLLO GLOBAL MANAGEMENT

Sustainability leaders are now expected to deliver change in ways that provide value to the
company. Achieving this kind of change requires CSOs to ensure that the right people and
parts of the business are working together to solve problems and that this work clearly con-
tributes to realizing the organization’s sustainability strategy.

Building a culture and practice of sustainability
across organizations

Most sustainability leaders believe that the sustainability strategy has material implications
for the majority of employees in their business (71% lean toward this). They see the achieve-
ment of their goals as a whole-organization effort.

Creating an organization-wide culture that embraces sustainability is no easy task. While
research has shown that large swathes of employees are interested in supporting sustain-

ability at work, they will need new knowledge and skills to do so. Leaders recognize this
need. Sixty-four percent of leaders said they were training their employees about sustain-
ability and the skills they need to support the sustainability strategy; 30% more said they
planned to invest in this within 12 months.
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FROM CONSENSUS BUILDING TO COLLECTIVE ACTION

You need to be able to lead and influence change across the organization without
having direct control. Sustainability leaders provide subject matter expertise to
inform and educate company leaders but also play a coordinating role in
developing and executing sustainability strategy.”

LAURA BARLOW
GROUP HEAD OF SUSTAINABILITY, BARCLAYS

Figure 11: More than 7 in 10 leaders lean toward saying that their sustainability strategy will have an impact on the daily
experiences of the majority of employees in their companies

Our sustainability strategy does not impact the
daily work of most employees

Our sustainability strategy impacts the
daily work of most employees

'
]
-
'
'
]
]
'
'
'
]

Q: For each of the following statements, please place yourself according to which statement is more reflective of your experience/your company. [Please
place yourself on this scale of 0 to 10 according to which statement is more reflective of your experience/viewpoint, where the closer you are to one state-
ment the more reflective of your reality it is.] [N = 69]

Alongside providing knowledge and a sense for how employees can participate at an individual level, CSOs also
have a crucial role in creating an enabling environment where colleagues in different parts of the organization can
play their part. This can include supporting managers to be able to have conversations with their teams about the
sustainability strategy, making sure that other senior leaders are referring to sustainability in their messages to the
company, and putting in place new management practices and key performance indicators (KPI) that encourage
sustainability-oriented action.

With an increasingly long list of leaders and managers engaged, supporting employees to play their part in driving
sustainability will be much easier.

The feedback we’'ve had is that people want to incorporate it [sustainability] into
their jobs, but they are just not sure about what exactly they should be doing,
because it can be a complex area that is new to many individuals.”

CATHERINE DOLTON
CHIEF SUSTAINABILITY OFFICER, IHG HOTELS & RESORTS
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Working with core functions of the business to drive transformation

Certain stakeholders and functions were highlighted as particularly important to sustainability leaders’
efforts to deliver transformation, including leadership, finance and business units.

Business units (87%) are rated as most
important to transformation after the
CEO (93%) and are the group that CSOs
say they interact with most frequently
(81%). Working with business units is
seen as critical to the “next stage” of
sustainability transformation. With many
quick wins dealt with and strategies and
goals in place for 2030, attention is now
turning to more challenging and complex
questions, such as how to make core
products and services truly sustainable.
The last mile of commitments is often the
most challenging, requiring deeper invest-
ment and commitment.

For businesses that make physical goods, more fundamental transformations in the sustainability of
production and consumption will require companies and societies to address underlying behavioral
and normative factors. Some leaders shared that they’ve had conversations about products that might
need to be discontinued or radically redesigned in order to align with sustainability ambitions. This
invites complex considerations of product mixes and messaging to consumers, with major impli-
cations that need sign-off from senior leaders, as well as buy in from business units. Establishing a
vision for these kinds of radical changes will have ripple effects.

For many companies, the products and services teams are where
it starts and finishes. Once the product and services people get
[sustainability], they will go to the procurement team and say,
‘We will need to procure differently,” and to the commercial team
and say, ‘We need to sell differently.””
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Achieving the last 10% of any
commitment is challenging. In some
cases the technology or innovation
just isn’t here yet. In other cases, the
costs are significant.”

MARY JANE MELENDEZ
CHIEF SUSTAINABILITY & SOCIAL
IMPACT OFFICER, GENERAL MILLS

MIKE BARRY
SUSTAINABLE CHANGE AGENT AND FORMER DIRECTOR
OF SUSTAINABLE BUSINESS, MARKS & SPENCER
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Figure 12: The functions that sustainability leaders see as most important to their goals are those they interact
with more frequently

93% ‘ Importance score . Frequency of Interaction score
73%
’ 68% 67%
"\': 59%
66% 66% 63%
54%
? 49%
CEO Business CFO/ Board Product Supply Marketing/ Risk & CHRO/
units finance chain/ communications general HR
procurement counsel

Q: How important are the following parts of your business to achieving your sustainability goals? + Q: What level of interaction and coordination
is required with each of these functions to deliver your sustainability goals? [Score calculation: 100% score if everyone selected “4 — Essential” or
“4 — Very frequently”]

Functions such as marketing (68%) and HR (59%), for which most CSOs say sustainability is delivering greater
value today, are seen as less important to achieving sustainability priorities and actually spend less time with sus-
tainability leaders. Perhaps they see their job there as done or have already established good ways of working based
on years of connection.

Pursuing a holistic approach to more fundamental change

One in three leaders say that they expect to see substantial change in their business with a concerted focus on sus-
tainability within the next five years. This includes measurable contributions to corporate value. A further 25% don’t
go quite so far but do expect to see a stronger link between their sustainability investments and business impact. For
these companies that are actively pursuing fundamental change, there are a long list of priorities to pursue.

Figure 13: Most sustainability leaders see significant changes in how their business engages
with sustainability in the next five years

A substantial change with concerted focus on sustainability initiatives,

. ; . 35%
including measurable differences and corporate support

A stronger linkage between sustainability initiatives and business impact

A minor change with new sustainability-led processes put
in place with enhanced corporate attention

Continuation of current strategy/goals
New discussions, but ultimately no change
Unsure

Other — please specify

Q: How do you envision your organization’s sustainability efforts changing over the next 5 years? [Please select one] [N = 75]
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What keeps me up at night is how we are going to meet these commitments
when we need other stakeholders to act, changes in public policy and
advancements in technology to achieve them.”

MARY JANE MELENDEZ
CHIEF SUSTAINABILITY & SOCIAL IMPACT OFFICER, GENERAL MILLS

A more intentional focus on business impact is one. Many leaders recognize they still have work to do before
sustainability is a major driver of revenue, but this will swiftly become more of a focus. Forty-two percent of CSOs
said that “generating commercial /value-creation opportunities through our sustainability strategy” would be some-
thing they focus on within the next 12 months.

Sustainability leaders also increasingly recognize the role they need to play in their wider industries and communi-
ties to drive change. Sixty percent said they are already working to establish partnerships with peers to drive wider
change, and a further 29% plan to do so soon. They are recognizing that the achievement of their own goals and
securing of a safe operating space for them in the future relies on wider transformation taking place.

If you don’t make bold statements, you've got less to live up to ... Today there
is greater understanding and nuance in this space; we understand that just
because you say something it doesn’'t mean it’s done. But equally, when you do
set ambitious goals, they may take a while to achieve.”

DIANA FOX CARNEY
ADVISORY BOARD MEMBER, GENERAL ATLANTIC/BEYONDNETZERO
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Reflections

FOR SUSTAINABILITY LEADERS FOR OTHER BUSINESS LEADERS
»  What knowledge and skills do your » Is your CSO able to access the teams they
employees need in order to play their part need to advance your sustainability strategy?

: ey -
in sustainability: » Do you have a vision of what a truly

» Do all areas of your business know what it sustainable product or service means for

really means to become sustainable? your company?

» How are different parts of the business
working together on sustainability goals?

In this era of increased regulation, a more informed and often critical public, and politicization of some sustain-
ability issues, it is a complex challenge for companies to communicate their ambition. Few leaders said that this
complexity had reduced the ambition of their sustainability strategy, but it has brought some changes to how they
talk about it. Some observed a degree of “greenhushing” taking place, where companies avoid communicating
externally about their ambitions for fear of backlash. Others, though, intend to lean in further toward calling for
change, while being humble in how they present their ambition and candid in the challenges they face.

If we don’t do things like focus on the tough transition sectors and don’t deal
with the consequences of natural disasters, society won’t function. Leading on
these issues is absolutely fundamental to our future business.”

MARTIN POWELL
GROUP SUSTAINABILITY DIRECTOR, AXA




Conclusion

Political backlash, economic downturn, conflict and the increasing impact of
climate change are all pushing back against the rapid progress that sustainability
leaders are seeking to make. p

And while many celebrate the increased attention governments are paying to
regulation and policy, the resulting requirements are also creating a complex
tapestry of resource-intensive tasks for CSOs to manage alongside strategic
transformation activities.

But the pioneering CSOs and sustainable business leaders are telling us
that there is ample reason to keep driving progress. They are increasingly
seeing a range of positive returns in their commitment to change their
business for the better. They feel increasingly supported by their peers
in the business and are working to drive actions collectively rather
than alone. There is more realism and ambition when it comes to
what sustainable transformation entails.

Much like the UN’s Global Stocktake, our study shows there
is work still to be done, but also promising signals of change
which can help fuel further progress. CEOs and their boards
must now set up their CSOs for resiliency and success in
the context of likely continuing turbulence, so that
sustainability can become a major source of value
creation embedded deeply into organizations.
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About the study

Our survey was in field in the fall of 2023 with inter-
views conducted over the same period. In total, 11
interviews were conducted and 86 responses to
our online survey were received. The research and
this report were created by Kite Insights, in close
collaboration with Spencer Stuart. Figures and
data may not total 100% due to rounding. In some
figures, “No opinion” responses are excluded.
Therefore totals do not always sum to 100%.
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A note on limitations

Our survey sample largely consisted of, but was
not limited to, large western European (45%) and
North American (43%) companies; other
perspectives may differ by geography and firm
size. We expect some sampling bias — the
companies polled in qualitative interviews and
quantitative surveys have, in general, an above-
average level of sustainability maturity. Not all
industry sectors are represented; the sustainability
issues that are salient to each company and CSO
may vary by sector.
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