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What's this presentation all about?

" |n this presentation we will introduce you to a new method to
assess sustainability performance called Sustainable Value.

= Sustainable Value allows to express sustainability performance in
monetary terms, i.e. in €, £ or US-$.

= Sustainable Value is inspired by the way investments are assessed
in the financial markets.

= Sustainable Value is fundamentally different to existing assessment
approaches.

= All existing quantitative approaches are burden-oriented.
Sustainable Value is burden-oriented.

= But let’s start at the beginning...
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Value and impacts/burden /resources.

= Companies create value = Companies need resources

More preferred to less. Less preferred to more.
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Dealing with the trade-off

= So, how do we know, if it is worthwhile to use a resource?
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Let’s look at an example
Looking at BP‘s environmental burden

2002

Environment?

Direct carbon dioxide (COz) (million tonnes)® 76.7°
Indirect carbon dioxide (COz) (million tonnes)® 11.4°
Direct methane (CHa) (million tonnesi® 0.27°
Direct greenhouse gas imillion tonnes CO:z equivalent® 82.45°
Flaring (exploration and production) ithousand tonnes of hydrocarbons) 1,735
Sulphur dioxide (S02) (thousand tonnes) 169.2
Mitrogen oxides (NOx] (thousand tonnes) 242 .1
MNon-methane hydrocarbons (INMHC) (thousand tonnes) 3221
Mumber of spills (loss of prirmary containment) 761°
Violurme of product spilled ithousand litres) 3,624
Violume of product unrecovered (thousand litres) 1,084
Discharges to water (thousand tonnes) 125.9
Hazardous waste (thousand tonnes) 302.0

Ernvironmental and safety fines and penalties (& million)
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Let’s picture the first challenge




Finding the right weights.

Impact assessment

Burden-orented
approaches

Walue-oriented
approaches

I

Non-monetary

approaches Monerary approaches

Monetary approach

—— | |

scient:f;:iilnted Sociopolitical-oriented SéciDCCOHDmiC' Opportunity-cost
methods oriented methods based method
merhods
[ l 1
Contribution to With respect to Indirect Direct

-  environmental — social and measurement of measurement of

problems political goals preferences preferences

Volume- or . )

M space-oriented — _ . Freight- Valuation by — Questionnaires

methods oriented methods markets

Energy-criented
methods

Standards-
oriented methods

| | Damage-oriented

methods

Laboratory
experiments

© Figge & Hahn 2005

ABC-
Classification and ) Expense-oriented Conringent
— L — Classification . ;
characterisation methods valuation
methods
Market
price-oriented
methods

Source: Figge & Hahn 2004



Let’s picture the second challenge
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Easy in theory — difficult in practice

>0
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Challenge: We need to express this in the same unit!
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Let’s sum up
The Burden-Oriented Approach o

= Research and practice use a burden-oriented approach to assess
and manage environmental and social bads.
"= Weigh up different ,,environmental bads*
— How bad is more CO, in comparison to all the other impacts?
— What's e.g. the trade-off between work accidents and CO,?

* To be able to subtract «burden» from «value» we need to (in
addition to the weighing up) monetarize the burden.
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Let’s sum up
The Burden-Oriented Approach |l

" The burden-oriented approach is
— Focused on how bad emissions and other burdens are.
— Ethically doubtful.

— Impossible in practice for many impacts.

= Put differently:
— The burden-oriented approach works in theory.

— It doesn’t work in practice.
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Here's what David Green had to say...
...in 1894

But, when we once recognize the sacrifice of opportunity as
an element in the cost of production, we find that the principle
has a very wide application. Not only time and atrength, but
commeodities, capital, and many of the free gifts of nature,
such as mineral deposits and the use of fruitful land, must be
economized if we are to act reasonably. Before devoting any
one of these resources to a particular use, we must consider
the other uses from which it will be withheld by our action;
and the most advantageous opportunity which we deliber-
ately forego constitutes a sacrifice for which we must expect

at leagt an equivalent return,
(Green 1894)
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The Value-Oriented Approach

* How much value is created?

— How much € value is created per ton of CO,?

— How much € value is created per ton of VOC?
=  Compare the value of alternative uses (opportunity costs)

— When used in another place — how much more value is created?
= t's

— Focused on how much value is created.

— Easy to do.

— Using the logic of the financial markets.

— Compatible with managerial thinking.
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How can we deal with environmental &
social burdens?

| want to pollute more! | want to pollute more!
How much do | have to How much do | have to
pay you to accept the pay you to pollute
additional damage? instead of you?

‘),:3&4‘:
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L et’s look at it in economic terms:
Creating economic value

BP UK economy

Return on capital 22 979 20.22%

(Net Value Added/Non-financial assets)

Value Spread % 2.05% d

y

Investment £69.885,000,000
(non-financial assets) @
Created Value £1,431,413,460
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... an analogous environmental perspective:
Creating environmental value

BP UK economy
ot Ve A2} 212 1,545
Value Spread [£/1] \“> 11,333 d
CO2-Investment [{] 73,420,000
L
Created Value [£] -97,897,254,253
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BP‘s Sustainable Value in 2001
The big picture

Return on  Opportunity Value spread Amountof  Value created
capital cost of capital [£/unit] capital used [Mio £]
[£/unit] [£/unit]
Economic capital (  0.2227 -  0.2022 )=y 0.0205 * 69,885 Mio £= 1,431
CO; ( 0.0002 - 0.0015 )= -0.0013 * 73,420,000 &= 97,897
CHs ( 0.0424 - 04030 )= -0.3606 * 367,201 t=  -132,425
SG, ( 0.0693 - 0.7864 )= -0.7171 * 224 541 t= -161,020
NOx ( 0.0585 - 05266 )= -0.4681 * 266,133 t= -124,587
cO ( 0.1249 - 0.2230 )= -0.0981 * 124,584 t= -12,225
Work accidents ( 187.5060 -  6.6673 )r—) 180.8388 * 83 = 15,010
PM10 ( 0.9338 - 49703 ) -4.0365 * 16,666 t= 67,272
Sustainable Value -72,373 Mio £
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Let’s wrap up for today

= Sustainable Value

allows to assess the sustainable performance of companies or other
economic entities similar to financial performance.

is based on opportunity costs.

expresses corporate sustainable performance in monetary terms.
is based on data which is publicly available.

does not require external cost figures or similar.

based on publicly available information we can calculate that BP

creates a negative sustainable value of about 72,000 Mio £ (about
8% of British GDP).
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How do we ADVANCE

= ADVANCEIs an EU-funded project to assess the sustainable
performance of European industry using the Sustainable Value-
approach.

* We will assess about 50 companies until the end of this year.

= Assessment results will be published in a survey and the
methodology will be published in a handbook.

= We will present the findings of our project in conferences all over
Europe.

" Visit our project website for more information:

www.advance-project.org

?g © Figge & Hahn 2005 -19 -




Publications

* Figge, F. & Hahn, T. (forthcoming): "The Cost of Sustainability Capital and the Creation
of Sustainable Value of Companies™, Journal of Industrial Ecology.

* Figge, F. & Hahn, T, (forthcoming): "Sustainable Value - Ein wertorientierter Ansatz zur
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Contact information

Dr. Frank Figge

School of Earth & Environment
University of Leeds

Leeds LS2 9JT

United Kingdom

Tel: +44-113-343 72 47

Mobile: +44-7906-450637

Fax: +44-113-343 6716

E-Mail: figge@sustainablevalue.com
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