Corporate Responsibility
A matter of definition or of implementation?
by Rudolf X Ruter and Friederike Stäber
Sustainability – a complex challenge for businesses 
Businesses nowadays are increasingly exposed to the demand voiced by various groups for them to actively assume social, economic and environmental environmental responsibility. There are growing expectations for businesses to make a substantial contribution to “sustainable development”. What exactly is meant by this? The 1987 Brundtland Report defines sustainability as follows: “Sustainable development is development that meets the needs of the present without compromising the ability of future generations to meet their own needs.”
 For this principle to become reality, all sectors of society – politicians, civil society, the churches, to name just a few – and also specifically businesses must assume their share of responsibility.
This much is clear. The good thing about (this understanding of) the principle of sustainability is that most people find that it makes sense at first glance and intuitively appears to be correct. After all, the definition contained in the Brundtland Report leaves open what exactly is meant by the “needs” of the present or future generations. In this respect, there is general agreement only on the fact that social, economic and environmental interests should be pursued and implemented on an equal basis in order to achieve a sustainable development. These – admittedly still quite unspecific – threefold breakdown is also referred to as the triple bottom line.
Diverging expectations of how sustainability should be implemented in a business 
This flexible understanding of sustainability causes the problem of its leaving scope for interpretation. This can be illustrated by a simple example: Environmental activists may understand a sustainable business primarily as one that is extremely economical with natural resources and puts environmental protection first. The management of a commercial bank would, on the other hand, probably rather equate sustainability with a long-term business model providing lasting economic success.  
This “fuzziness” of the terms used leads to numerous misunderstandings. Today, if one takes a look at the presentations, corporate mission or vision statements made by various businesses on their websites or in their annual reports, for example, one will, in most cases, come across the term “sustainability” sooner or later. In contrast, it is more difficult to find the places where the businesses specify what sustainability means for them in their day-to-day business and what tangible and verifiable measures are used to implement sustainability within the business.  
With a view to this lack of transparency, the criticism of many non-profit organizations becomes understandable that most businesses do not have any serious intention of assuming responsibility for social and environmental issues. On the contrary, they are consciously greenwashing their business. By this, they mean that businesses are trying to enhance their image with PR-driven donations or beautifully designed sustainability brochures, for example, without making any serious effort to actually integrate social and environmantal issues in their business operations. They claim that sustainability is therefore nothing but a “smoke bomb”
 and a marketing tool used by businesses in an attempt to camouflage their real intentions and activities. 
A common definition of sustainability needs to be established
Businesses will only be able to counter such criticism by creating transparency towards stakeholders and making clear – in a specific and verifiable way – how they understand and implement sustainability. For this, however, it will be necessary first of all to develop an understanding of the different facets that make up corporate responsibility in the meaning of sustainable development. The prerequisite for this is establishing a common language to provide common ground for communication between the various parties and actively prevent linguistic misunderstandings.
In 2001, the European Commission's Green Paper defined the responsibility of business in light of sustainable development as “a concept whereby companies integrate social and environmental concerns in their business operations and in their interaction with their stakeholders on a voluntary basis.”
 This somewhat cumbersomely worded definition addresses three elementary characteristics of corporate responsibility. 
Three characteristics of corporate responsibility 
First: Corporate responsibility is voluntary. This aspect should be treated with caution. “Voluntary” in this context only means “going beyond legal requirements”. Nowadays, businesses can hardly afford to ignore a large number of aspects of social or environmental responsibility that may appear voluntary as these are expressly demanded by various stakeholders - customers, employees and investors, to name just a few.
 After all, a business is not required by law to provide good products or good service – but this is imperative, nevertheless, for long-term success. 
Second: With “social” and “environmental”, the definition addresses two of three dimensions of corporate responsibility. Together with the third and original dimension of corporate responsibility, economic responsibility, these form the “triple bottom line” that businesses should ideally use as a benchmark of their success. This also reflects the triple bottom line. 
Third: The European Commission consciously refers to an integration of social and environmental aspects into business operations and into relations with stakeholders. As it is exactly this final aspect that gives rise to discussion time after time, many businesses and stakeholders are justified in asking themselves what corporate responsibility might look like in practice. Specification of precisely this abstract aspect is urgently needed. 
Ernst & Young’s understanding of corporate responsibility
Which (tangible) core elements does a business have to take into consideration with regard to structuring its responsibility? Ernst & Young sees corporate responsibility as consisting of three “building blocks”.
 
[image: image1.png]< Campieres e Gen G
> Govirane Cae Vauk St At >

Economic: \ Valuecretion Assurancd)
. of sohency o gan
UESPOTSIDIINE) ) masetsnare v
L[/
P
Environmental | | msEressen
" Vasemaraganet
responsiiity /oL
[ vasenaniae
——————{
\ Dwersty, Warite
Social e

i [
Y [ e

< Dorater Sy Fow N\
> Curalfuring Ehvton poiecs. Reiel >
Py %

£
=

B
c
S
a
@
8
2
g
S
s
S
o

Sourcs Emst& Young




The first building block – corporate governance
First of all, a business should examine what should be included in its binding code of conduct for management and employees and the values on which it intends to base its actions. The first element relates to these “rules” for the business: corporate governance, i.e., “good and responsible management”. Some of these rules, such as tax or business legislation, are legally binding for the business. Others relate to informal or moral standards, such as ethical principles or moral values intended as a guideline for the actions of the business’ management and employees. As values and laws may vary depending on the industry, country or mission statement, not every business will have to abide by the same rules – the details of good corporate governance can take on a different appearance for different businesses. Consequently, each individual business will have to examine the relevant rules for employees and management and deal with the issue of how it can ensure compliance with the same. No matter how well thought through a code of conduct may be, it will only take effect if it is actually put into practice and compliance is ensured – otherwise it will not be worth the paper it is written on.
 
The second building block – corporate citizenship
The second element is corporate citizenship or social commitment on the part of businesses. This covers, for example, financial support for humanitarian projects, foundations or sponsoring local sports clubs. It also includes corporate volunteering: Businesses release employees from their duties so that they can get involved in social or environmental projects or provide support for the employees’ existing voluntary commitments. Corporate citizenship is often equated with corporate responsibility itself but in fact only covers one aspect: Corporate responsibility is ultimately much more than distributing donations or charity. 
The third building block – corporate social responsibility
This is where the third and central element of sincere corporate responsibility comes into play, corporate social responsibility (CSR). CSR means systematically practicing social, environmental and economic responsibility in business operations, implementing it in the core processes of the business and really “bringing it to life” within the business.
 Social responsibility means, for example, respecting the interests of the employees and offering them long-term prospects within the business. This can, for example, include offering parents flexible working time models, training young people within the business, or actively working towards diversity within the business, in particular with regard to management. These examples clearly show that CSR put into practice is not primarily a costs factor but can also be a strategic competitive advantage. Contented and motivated employees are less frequently ill, provide better results and keep employee turnover low and a high degree of diversity within the business contributes to greater innovation, etc. 
When it comes to environmental aspects, it becomes even clearer that CSR can bring about win-win situations with immediate effect – in this case for the environment and the business itself. The reduction in consumption of resources and energy brings about cost savings at the same time and also greater independence from the price fluctuations on the commodity markets.
 
Corporate responsibility is worth while – for the business and its stakeholders
Indirect – but no less important – consequences of corporate responsibility put into practice are a positive image of the business and the trust it inspires among investors, customers and other important stakeholders. The current financial crisis reveals very clearly that trust is a business’ most important capital alongside cash. An investment in CR, embedded in corporate strategy and implemented appropriately, consequently equates to an investment in future-proofing the business. The following principle applies here once more: A “one size fits all” approach to CR will not do justice to all the different kinds of business. Depending on the business’ market position, industry, size, locations and risks, the focus of a coherent CR concept will vary. The old business adage “concentrate on what you can do best – and don’t forget the risks” also applies to the structuring of social, environmental and economic corporate responsibility. 
The process of implementing corporate responsibility on these three levels – corporate governance, corporate citizenship and corporate social responsibility – will almost certainly not always be harmonious or run in parallel and will demand time and resources like all necessary changes. However, well understood corporate responsibility implemented in an intelligent manner will, ultimately, not only take the legitimate interests of the business’ stakeholders into consideration but will, most of all, constitute a decisive advantage to the business in global competition.
 
We would be happy to hear from you to exchange ideas and experience made with corporate responsibility today. Please mail us at rudolf.x.ruter(at)de.ey.com
Rudolf X Ruter| Sustainability Assurance & Advisory Services 
Ernst & Young AG Wirtschaftsprüfungsgesellschaft Steuerberatungsgesellschaft 
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