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Sustainability and Governance:
Context

e Sustainability is an important concept. It is not a business
strategy.

e Business strategy should take sustainability into account. Each
business should understand the sustainability impacts, risks, and
opportunities for its business.

e Three questions:

+ Are we focusing on the right expectations?
+ Are we setting the right priorities in responding to expectations?

+ Are we translating priorities into decisions and actions on the
ground?
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What is the life span of the concerns?

Permanent
Waves that part of the

come and go? business
landscape?

Episodic Enduring
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Corporate Environmentalism Waves

Sustainability
Green your business.
Be part of the solution or
be left behind.
Understand and manage
your footprint.
Products, services,
suppliers, new

Accountability
Do good things if you can,
but regardless at least be

transparent about

what you are doing.
Sustainable development

Corporate reporting

Regulation
Stop doing bad things.
Compliance
Management systems
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Direct technical costs . . .are just the tip of the iceberg

Costs
» Staff
* Plant

Net Present

\_/\
\_/\
Valugevenue —
\)Q Management -

Dealing with Time
—— Legacies « Distraction
e Can't e Losttime
sell/divest » Technical impact (i.e.
« Clean up loss of technical
Recovery Spend  Costs Missed Sl Competitive
Opportunities Human .Position .
Resources (NatlonaII;Reglona
» Ongoing -
5.8 . ¢ Promotes ¢ Skllllng « Access to Access to New . .
Fixing Things best practice AR e Resources SI?t;letfl:asrred bidder
* Procurement -

Fire Fighting workers « Influence
« Retention — Suppliers
— Government




Most people in the O&G industry believe that the non-technical risk is
costing the business billions of dollars

What $ value would you estimate non-

Loss of NPV due to technical risk is costing the business each

?

delayed cash flows LT

Don’t Know/

] Not Willing 4
Project cost to Estimate
overruns due to
delays <$100m 2
Lost deal Many
o $100ms 10
opportunities
$1bn 12
Cost of putting
things right $bns 14
d

Senior management F 1% 20% 0% 0%
distraction due to “It depends if you count the impact of poor
fi refig hti ng I reputation on lost deal opportunities and share

price.”

Source: Executive interviews, October 2008
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Other oil companies are being impacted by
non-technical risk too
Study of Sample of 19 Goldman Sachs Top

190 Projects by Cause of Delay
“Of the 190 projects, we

have seen an average of

Type of Delay
Reported

Non-Technical (e.g. political or 73% of sample

stakeholder-related)

12 months delay for non-
producing fields”

GS Top 190 Goldman Sachs
Research

Commercial (e.g. cost or
contract-related)

- 21% of sample
Technical &S Top 190

"/

Of the 190 projects, 30 are in N

63% of sample America, 22 S America, 12 Europe, 50

GS Top 190 Africa, 24 Asia-Pacific, 53 C and S Asia
& Middle East. A sample of 19 were
examined — 3 in N America, 2 S
America, 2 Europe, 5 Africa, 2 Asia-
Pacific, 5 Asia-Middle East. The chart
represents instances of delays cited by
type for the sample based on press
searches. Examined by country, results
were congruent with stakeholder risk
scores.

>

Reporting Frequency
by Type of Delay (%)

Source: Goldman Sachs Global Investment Research



Put the two questio~-

If you want to

to g et h er... change enduring

perception, you

i need to look at
' what performance
that requires

Communicatio Reputation
ns and brand

Performance Business Improving

| performance

Episodic Enduring

Perception

Protecting or




Sustainable performance

r

Reputation Communicate
and brand performance

‘ Really Protect/

looks like... Improve
performance

Protecting or
Improving
performance

Assure

perfermance




Sustainable performance

Capstone: Without the
bottom two, not much to Communicate

support reputation. serformance

Understanding impacts, Protect/
Managing risks, Improve
Realizing opportunities performance

Foundation: without this, Assure
nothing else matters performance



What should our approach be?

Denial/ Discovery

Denial/ Discovery
* Definitional confusion
* Report > actions

» Focus on Green Agenda (or

just climate change)

* Difficult to move beyond

learning

Defensive

* Protecting the Transformative
company » Game-changing issue

* License to Operate for the business model

» Extended supply * Requires relevance,
chains timing, champions

* Integrated with other * Focus on values,
efforts culture, world view

* Risks and expectations

Defensive Offensive Transformative

Offensive

* Energizing the company

* Create value for
customers, shareholders,
employees

» Can focus on efficiency or
on growth/innovation

* Inject new content into
existing business
processes
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