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Environmental, social, and governance (ESG) risks and
opportunities — what The Carlyle Group refers to as ‘sus-
tainability’ — are as diverse as the portfolio companies
in which the firm invests. Private equity professionals
increasingly acknowledge that the intersection of sus-
tainability and business presents a seesaw of choices.
Carlyle is working to understand how companies can tip
the seesaw and take advantage of sustainability issues,
generating more opportunities and less risk while creat-
ing value for investors.

Today, we at Carlyle feel more confident than ever in our
ability to understand, monitor, and manage ESG risks, as
well as to harness ESG practices to improve the bottom
line. Sustainability is an area that benefits from ‘learning
by doing’, and we are working to make the value cre-
ation link more granular in order to create best practices
for our firm.

The Road to Improvement

In 2008, Carlyle increased monitoring of environmen-
tal and social issues with a new Responsible Investment
Policy, and included explicit assessments of relevant
environmental and social issues in our investment pro-
cess in order to implement that policy. Then in 2010,
Carlyle published its first annual corporate citizenship
report ( this was also a first for the industry) detailing
ESG activities in our portfolio companies. At that time,
we had a handful of case studies that focused primarily
on the win-win benefits of operational efficiency. More
recently, in 2014, we hired a Chief Sustainability Officer
and today, two years on, Carlyle has a trove of case
studies that demonstrate the benefits of its sustainability
journey. Our annual reports for the last two years include
36 value creation examples from 29 portfolio companies.

Certainly, operational efficiency continues to offer great

1 Please note that throughout this chapter, information provided on
company examples without citation may generally be found in the Carlyle
Corporate Citizenship Report at: www.carlyle.com/citizenship/overview/archive.

benefits for the bottom line and environmental improve-
ments. More efficient use of energy or improved water
and waste management often require new expertise or
an infusion of capital, and Carlyle's ability to bring such
resources to the table can help modernise a plant quickly.
As Pete Clare, Carlyle’s Deputy Chief Investment Officer
of Corporate Private Equity and Co-Head of US Buyout,
noted in our 2015 Corporate Social Responsibility Report:

“We see underinvestment of capital in many com-
panies today. Over the past two years, seven of
the 10 investments made by Carlyle’s US buyout
funds have had a significant business spending
component to the investment thesis. We helped
expand and improve existing plants, acquire new
equipment and develop new products. Across
Carlyle, our investments often result in more effi-
ciency for a company and measurable environ-
mental improvements.”

For example, Carlyle exited from RAC, the second-larg-
est UK roadside assistance company, in 2016. When we
announced our sale, Carlyle noted:

“RAC also delivered substantial reductions in
energy consumption per breakdown for its vehi-
cle fleet and through enerqgy efficiency measures
implemented at all UK sites, which jointly con-
tributed to operating profit and reduced carbon
emissions.”

During Carlyle's ownership, the RAC team rolled out
speed limiters, implemented better demand forecasting
and re-cut the geographic cells in which patrols oper-
ated. The company also upgraded its IT systems and
deployed telematics boxes in patrols to better track truck
movements. Together, these changes reduced energy
use per breakdown at RAC by 10 percent from the time
of investment to exit.
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Figure 1: Sustainability Value Drivers
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But beyond operational efficiency, many of Carlyle's suc-
cesses highlight new ways that we are seeing sustain-
ability drive value. And, just as operational efficiency and
cost go hand-in-hand, such opportunities seamlessly
integrate sustainability into key business imperatives such
as customer relationships, brand equity, and strength of
the workforce.

Sustainability and the Three C's: A Future-looking
Framework

At a 2014 Carlyle investor conference, Louis V. Gerstner,
Jr., former chairman and CEO of IBM Corporation and
former chairman of The Carlyle Group, observed the sim-
plicity (in his eyes!) of building better companies — every
great business success is about three C's: customers,
cost, and competition.

To tip ESG management towards value creation, Carlyle
increasingly looks for sustainability initiatives that can
support these three areas, as well as focus on the core
role of employees. Our deal professionals observe that
sustainability considerations have grown in importance
for the customers, competitors and employees of many
of our portfolio companies. Increasingly, portfolio com-
panies see sustainability as a new tool for improving
products, addressing customer needs and desires, build-
ing their brand to beat the competition, and recruiting
and retaining the best workforce, even as efficiency con-
tinues to lower costs (see Figure 1). Such opportunities
and successes are increasingly discussed at the Board
of Directors level too. While an expanded set of value

drivers is in its infancy, this chapter shares the breadth of
opportunity and lessons learned to date from Carlyle’s
efforts to make the case for sustainability that goes
beyond operational efficiency.

Customer Satisfaction

For a notable segment of our portfolio companies, cus-
tomer expectations now include a desire for more sus-
tainable products and services in addition to assurances
that suppliers are effectively managing their environmen-
tal and social performance. We have seen this increased
demand in a range of sectors including consumer prod-
ucts, telecoms, business services and the auto and
broader manufacturing sectors. Vogue International
LLC's sustainability efforts illustrate the role that sustain-
ability can play in customer satisfaction.

In 2014, Carlyle invested in Vogue International, a fast-
growing personal care company, which sells its prod-
ucts into the food, drug, and mass channels including at
Walmart and Target. That same year, Walmart expanded
its Sustainability Index program to personal care prod-
ucts, using this tool to help Walmart understand, moni-
tor, and enhance the sustainability of its products and
supply chain. Walmart first developed a packaging score-
card, which it shared with its 60,000 suppliers in 2008,
with a spotlight on each company’s ability to use less
packaging, utilize more effective materials in packaging,
and source these materials more efficiently relative to
other suppliers. Walmart has continued to build out its
extensive supplier scorecard programs, and other retail-
ers such as Target have added their own scorecards.
Target's website states:

“To keep us on the right track, we've set com-
pany goals in each of our four commitments, like
bringing guests more of the sustainable products
they love and making our business operations and
buildings even more efficient—and we're tracking
our progress along the way."?

To achieve these goals, retailers like Walmart and Target
need support from their suppliers to deliver more sus-
tainable products.

In its first year of participation, Vogue and Carlyle quickly
realized that it would be important to perform well
on these supplier scorecards and that there was room
to improve on Vogue's initial scores, particularly given
Vogue's focus on unigue and natural ingredients.

Carlyle shared its resources to help Vogue improve its
sustainability scores. The Vogue and Carlyle teams devel-
oped a range of initiatives with near-term, medium-term,

2 See: https://corporate.target.com/corporate-responsibility/sustain-
ability (accessed June 27, 2016).




and long-term timeframes. Vogue first focused on best
practices in governance, and, with Carlyle’s assistance,
developed sustainability policies for the company and
its suppliers, codifying certain practices already in place.
The company increased its commitment to transparency
through its website, which began disclosing detailed
lists of ingredients. To seek healthier ingredients, Vogue
developed a plan to integrate sustainability criteria into
its product development process and continuously moni-
tor evolving cosmetic science. Vogue also expanded its
use of greener packaging labels and started reporting to
CDP, formerly known as the Carbon Disclosure Project,
which required surveying its own energy consumption
and the practices of suppliers.

In addition to facilitating the creation of great prod-
ucts, these initial changes moved Vogue into or near
the top quartile on sustainability indexes for Walmart.
Even for a fast-growing company, integration of sustain-
ability ensured that Vogue was well positioned with its
major customers. As Sandra Horbach, Carlyle Managing
Director and Head of the Global Consumer and Retail
Team, noted in Carlyle's citizenship report:

“The work we did with Vogue resulted in
improved sustainability rankings at its key retail
partners, such as Walmart, which is important for
the brand’s positioning as consumers increasingly
select personal care brands with a robust sustain-
ability program.”

In May 2016, Vogue founder and CEO Todd Christopher
and Carlyle agreed to sell the company to Johnson &
Johnson Consumer Inc.

Best Practices in Transparency

Transparency continues to be an important aspect of
Carlyle’s sustainability efforts and of many portfolio
companies. Last year (2015) was notable because cus-
tomers of a number of our portfolio companies asked for
increased transparency on sustainability issues, includ-
ing as members of CDP. We have seen a particular focus
on carbon emissions and, in 2015, 17 of our portfolio
companies from a range of sectors submitted reports to
CDP, which provides an internationally accepted system
to measure carbon emissions and disclose information to
improve the management of environmental risk. Some
companies also include data about water use. More than
5,500 companies globally disclosed environmental infor-
mation through CDP in 2015.3

Sustainability reporting, including through vehicles such
as CDP, is not legally required, but has emerged as a new

3 See: www.cdp.net/en-US/News/CDP%20News%20Article%20
Pages/Companies-blind-to-climate-risks-in-half-their-supply-chains.aspx
(accessed June 29, 2016).

type of ‘private governance’ between customers and their
suppliers. In certain sectors, this reporting has proven to
be particularly important and a strategic opportunity to
enhance customer communication and satisfaction.

For example, Carlyle acquired Syniverse Technologies
in 2011, which resulted in Syniverse becoming a private
company. Syniverse is a provider of technology and busi-
ness solutions for the global telecommunications indus-
try. Many of its major customers, such as Verizon and
Vodafone, request or encourage CDP reporting. For
example, Verizon notes on its website:

“We hold our suppliers to the same high standards
by which we operate. Each year, we conduct a
Supplier Sustainability Assessment to evaluate our
suppliers’ sustainability strateqy and CO2 emis-
sions, solid waste management, water use and
management, packaging practices, and sustain-
ability in subcontracting.... Our goal was that 55
percent of our supplier spending would be with
firms that measure and set public targets to reduce
CO2 emissions by the end of 2015. We achieved
this goal one year early. We've set a new goal to
ensure that 75 percent of our assessed suppliers
meet our environmental standards by 2017."

Since the company began reporting to CDP, Syniverse
has achieved an 81 percent improvement in its CDP
score. The company also established ten carbon reduc
tion goals, including reducing energy-related GHG emis-
sions 20 percent below 2010 levels by 2015.

Unlike other strategic areas, Carlyle has learned that
sustainability goals and supplier expectations are often
publicised on customer websites and can be tracked.
We also learned that new sustainability data developed
in response to certain customer expectations can be
built into marketing materials for the entire sales team.
And, Syniverse found even more value in employee
recruitment.

Customer Satisfaction and Product Innovation

Carlyle professionals have long believed that strong lines
of communication between sales teams and research
and development teams can create value for a range
of companies where product innovation drives growth.
In February 2013, Carlyle completed its acquisition of
DuPont Performance Coatings and renamed the com-
pany Axalta Coating Systems. Axalta is a global manu-
facturer, marketer, and supplier of coatings to the global
transportation, collision repair, and industrial sectors.
The company supplies coatings to original equipment
manufacturers (OEMs) of cars and commercial vehicles

4 See: www.verizon.com/about/responsibility/sustainability
(accessed June 27, 2016).




including heavy duty trucks, buses, rail stock, and agri-
culture, construction, and earth-moving equipment as
well as to body shops that refinish damaged vehicles. For
all these customers, Axalta provides a range of colors
and application systems that offer durability, increased
productivity, and provide the vital function of protecting
underlying materials from  corrosion and wear which
result from exposure to the elements. At the time of
Carlyle’s acquisition, the company served more than
100,000 customers in 130 countries.

In the years just proceeding Carlyle's acquisition, sev-
eral sustainability concerns affected Axalta’s custom-
ers, ranging from new goals to reduce air pollution in
developing regions such as China to a growing role for
green building certifications, including Green Globes and
Leadership in Energy and Environmental Design (LEED).
Axalta customers in the transportation sector were also
working to make vehicles lighter in order to meet tighter
fuel economy and CO2 emission standards, often replac-
ing steel with materials such as plastics and high-strength
composites.

Given these trends, Carlyle due diligence looked at the
ability of Axalta products to meet new customer needs
and saw a growth trajectory for the company based on
product innovations. Axalta’s strong relationship with
customers provided its R&D teams with ongoing feed-
back about emerging customer preferences and many
new preferences linked to sustainability improvements.

Just after our acquisition, Axalta announced a major
capital investment to expand its capacity to manufacture
water-based coatings in China. Water-based coatings,
pioneered by Axalta scientists, responded to a growing
demand among OEMs to significantly reduce emissions
of volatile organic compounds (VOCs), as well as meet-
ing global standards such as the EU’s VOC Regulation
2004/42/EC and, more recently, a similar regulation in
China that requires all new car plants to be designed
only to use water-based coatings. The decision to invest
reflected the needs of Axalta’s customers in China to
meet their goal of growing the transportation indus-
try with sustainable manufacturing that reduces air
pollution.

As a second early initiative, Axalta released its first
Sustainability Report. Axalta’s team worked with
Carlyle’s Chief Sustainability Officer on telling Axalta’s
story in @ manner that was fact-based, compelling, and
emphasized the connection between innovation and
sustainability. The sustainability report highlighted envi-
ronmentally responsible product attributes, application
systems, and product benefits. In addition to the new
waterborne coatings, other innovations include ensur-
ing that Axalta coatings can be applied seamlessly on a

range of different materials, enabling the coatings on the
lightweight plastic materials and the adjacent metal to
appear identical. Axalta’s coatings used in the construc
tion industry can be applied to roof panels and extru-
sions to reduce localized heat build-up which contributes
to the urban heat island effect in hot climates, decreasing
energy consumption for air conditioning. Axalta’s archi-
tectural powder coatings also help architects and build-
ing owners earn LEED certification with low solar absorp-
tion coatings, which emit negligible ultra-low VOC levels
when being applied and give the aluminum and steel
used on buildings a distinctive appearance. The coatings
help buildings satisfy LEED criteria under the EQc4 Low
Emitting Materials credit category.

Not only Axalta’s products but the systems by which
its coatings were applied evolved in ways that reduced
the environmental footprint of its customers. For large
automotive OEMs, paint layers traditionally required
high temperature ovens to cure each layer before the
next coat was applied. Axalta’s Harmonized Coating
Technologies™ took steps and drying ovens out of the
process. These systems accelerated production cycle
times, improving customer productivity, and reduced
energy use with lower- or no-heat curing. Furthermore,
customers saved investment resources by eliminating the
installation of expensive ovens.

In November, 2014, Axalta made its public market debut
with a successful offering. Carlyle Managing Director on
the US Buyout team, Martin Sumner, noted in Carlyle’s
Corporate Citizenship report:

“The work we have done to increase Axalta’s sus-
tainability initiatives and transparency has enabled
the company to implement best practices in the
ESG space as a publicly traded company.”

The Axalta Sustainability Report is also an effective mar-
keting tool, building brand equity for the new company.
Ultimately, the lesson learned is that the brand build-
ing succeeded because of earlier efforts to understand
emerging customer preferences related to sustainability
and early insights into larger environmental trends affect-
ing its customers.

An ongoing dialogue with customers may be one of the
key drivers in creating value through sustainability and
a useful lesson for companies and private equity firms
alike.

As another example, in 2011, Carlyle acquired ADA
Cosmetics, a European supplier of premium hotel cos-
metics and amenities. Headquartered in Kehl, Germany
with approximately 270 employees, ADA has established
itself as the largest supplier of cosmetics and accessories
to premium hotels in Europe, and expanded its offering




across Asia and the Middle East.

ADA’s hotel customers wanted to provide their guests
with sustainable products. ADA understood these
emerging preferences early and responded with eco-
certifications, a ‘Green Collection’ product line, which
incorporated bulk packaging, and operational efficiency
improvements. During Carlyle’s ownership, ADA added
a fourth new product line, named Fair Trade, to its
Green Collection, adding new social attributes to prod-
uct choices. These changes contributed to a 19 percent
sales increase in 2013 for the four lines in the Green
Collection, making it the top-performing category. The
Green Collection also generated an overall 21 percent
increase in sales in 2014. Driven by an understanding of
sustainability issues, ADA's product innovations served as
an important value component when Carlyle exited the
investment in the company in August 2014.

In the telecom sector, customers’ interest in sustainability
continues to grow; watching these developments helped
Carlyle portfolio company, CommScope, Inc., create
a new enterprise solution, ‘Data Center on Demand’,
for its customers. Carlyle completed its acquisition of
CommScope, a global provider of infrastructure solutions
for communications networks, in 2011 by taking the
company private. CommScope regularly communicates
greenhouse gas (GHG) achievements to its customers
through CDP reporting and annual supplier assessments.
Last year, the company exceeded its original goal of a 65
percent reduction in greenhouse gas emissions by 2020
against a 2008 baseline by announcing it had achieved
a 76 percent reduction in 2015, five years ahead of
schedule.

CommScope’s new offering, ‘Data Center on Demand’,
rapidly adds flexible, scalable capacity while reducing
energy consumption. It enables customers to achieve
outstanding power usage effectiveness (PUE) ratings in
the range of 1.03 to 1.06, meaning that nearly all of the
energy required to power a data center is used by the
hardware itself, rather than the building that houses it.
By contrast, the PUE for a typical data center is a much
less efficient 1.8 to 2.9.> CommScope’s efficiency efforts
save about 40 percent of the energy used for data cen-
ters, which benefits customers and the environment.

Brand Equity

Customer satisfaction and brand equity often go hand
in hand, but for some portfolio companies, sustainability
initiatives particularly enhance brand equity. In December
2009, Carlyle entered into a joint venture called Project
Service LLC with Doctor’'s Associates, Inc., the parent
company of SUBWAY Restaurants, and Subcon, Inc.,

5 Data-Center-on-Demand-BR-107686.pdf (accessed June 29, 2016).

forming a 35-year public-private partnership with the
State of Connecticut to redevelop, operate, and main-
tain Connecticut's 23 state-wide highway service pla-
zas. Investments in highly efficient on-site equipment
and new building materials during the service centers’
renovations reduced energy use by 21 percent compared
to buildings of similar construction.® Drought-resistant
plants and programmable water heaters at the facilities
also reduce water use significantly.

While many environmental improvements were not vis-
ible to the customer, solar panels on the service islands
above gas pumps provided a unique branding opportu-
nity. In addition to producing 12.5 percent of the ser-
vice plaza’s energy, drivers on the highway can quickly
see the new solar panels, which suggest an innovative
and quality rest stop experience. The facilities have seen
strong food sales, and in May 2016 Carlyle agreed to
sell Project Service LLC to John Laing Infrastructure Fund
(JLIF), one of Europe’s largest infrastructure funds.

Green certifications and ecolabel programs throughout
our portfolio can also enhance brand equity. Ecolabel
Index, the largest global directory of ecolabels, is cur-
rently tracking 465 ecolabels in 199 countries and 25
industry sectors, so the opportunities are extensive.” In
the commodity sector, brand opportunities frequently
emerge as the recent example of certifying a conflict-free
supply of raw materials demonstrates.

Carlyle acquired H.C. Starck GmbH from The Bayer Group
in 2007, a global provider of specialty metals, advanced
ceramics, and electronic chemicals. As of 2015, H.C.
Starck was one of the few companies to pass a third con-
secutive audit under the ‘Conflict-Free Smelter Validation
Program’ introduced in 2010 by the Conflict-Free Sourcing
Initiative (CfSI).2 To be declared conflict-free, H.C. Starck
had to prove that it had documented a conflict miner-
als policy which was integrated into business operations,
deployed a system for tracing finished goods back to its
mine of origin, and which documented that all purchased
materials came from non-conflict sources. The CFSlis an
initiative of the Electronics Industry Citizenship Coalition
(EICC) and the Global e-Sustainability Initiative (GeSI) and
is managed by and housed within the offices of the EICC.
Here, using a third-party validator supported the brand
and provided needed assurances to customers.

‘Greening a brand’ can provide direct benefit for sales.
As the ADA Green Collection data shows, the new sus-
tainable brands added significant revenues to the com-
pany. Ecolabels or fact-based information on packaging

6 www.carlyle.com/sites/default/files/citizenship-report/tcg_
ccr_2015.pdf (accessed June 29, 2016).

7 www.ecolabelindex.com/ (accessed June 27, 2016).

8 www.carlyle.com/sites/default/files/citizenship-report/tcg_

ccr_2015.pdf (accessed June 29, 2016).




highlight social or environmental features for custom-
ers. In this area, our experience suggests that customers
will not pay more for a product with sustainability fea-
tures, but all else being equal, these products win more
often. A 2014 Nielsen Global Survey on Corporate Social
Responsibility polled 30,000 consumers in some 60 coun-
tries and found that 52 percent of global respondents in
Nielsen’s survey say their purchase decisions are partly
dependent on the packaging — they check the labeling
first before buying to ensure the brand is committed to
positive social and environmental impact.® Other con-
sumer surveys suggest consumers will pay a premium.®
However, Carlyle views such data as simply strong indica-
tors of consumer preferences and an opportunity to seize
market share, not a path to higher prices.

Higher prices (or rates) can often be achieved with prod-
ucts and services that provide measurable energy sav-
ings. In 2013, Carlyle invested in Interlink Maritime Corp.
a company with a fleet of modern eco-designed handy-
size dry bulk vessels. Most of the new vessels are rated
to be approximately 25 percent more efficient than the
Energy Efficiency Design Index. Upon Carlyle’s acquisi-
tion, we worked with the company to execute contracts
for new eco-designed vessels to grow the fleet to 28 ves-
sels at scale. Here, because these ships offer significantly
decreased fuel consumption, Interlink should even be
able to seek a premium for its vessels since charterers are
responsible for fuel payments.

Workforce Strength

Carlyle initially struggled a bit with how to capture the
range of value creation where sustainability initiatives
helped engage employees, especially younger workers.
Workforce issues also include the important role employ-
ees play in a company’s brand and customer relations.
"Workforce strength’ captured the range of ways Carlyle
works with portfolio companies to invest in the work-
force — and the value we believe these investments bring.

Carlyle acquired Yakjin, an ODM/OEM apparel manu-
facturer, in 2013. Carlyle worked with Yakjin to signifi-
cantly expand its sustainability efforts, particularly in
the social area. One notable outcome of these efforts
was expanded channels for labor-management dia-
logue and new worker benefits in Cambodia; the
Labor-Management Dialogue Program at Yakjin was
established to facilitate the exchange of ideas and con-
cerns among members of Yakjin Cambodia. Yakjin also

9 Nielsen-Global-Corporate-Social-Responsibility-Report-June-2014.
pdf (accessed June 29, 2016).
10 For example, a 2012 McKinsey & Company survey found that

“Upward of 70 percent of consumers surveyed about purchases in the automo-
tive, building, electronics, furniture and packaging categories said they would
pay an additional 5 percent for a green product if it met the same performance
standards as a non-green alternative.”

strengthened its team by appointing an executive-level
manager responsible for all corporate social responsibil-
ity who led a materiality assessment including reviewing
results from 54 audits conducted by customers and the
International Labor Organization. Here, Carlyle brought
in a senior labor expert to mentor Yakjin's new executive.

In the US, investing in a strong workforce entails a much
different set of possible initiatives. Carlyle portfolio com-
pany Booz Allen Hamilton is a good example of how
expanding workforce initiatives can increase employee
satisfaction. Carlyle acquired a majority stake in Booz
Allen’s US government consulting business in 2008,
when the company separated its US government and
global commercial businesses. Booz Allen is a provider
of management and technology consulting services to
the US government in the defense, intelligence, and civil
markets. Carlyle took Booz Allen public in late 2010.

In 2012, Booz developed its five-year ‘Way We Work’
program, which gives employees greater flexibility to
work where they need to, when they need to, with ‘cen-
ters of gravity’ office space closest to key clients. The
program’s use of expanded ’'hoteling’ opportunities at
various worksites has helped Booz Allen reduce its car-
bon footprint while improving employee quality of life.
When "Way We Work' was first implemented in 2012, it
received Commuter Connections’ Telework Award, rec
ognizing the program’s success in improving employee
commutes, reducing traffic congestion, and lowering
Booz Allen’s overall carbon footprint. In 2014, the most
recent year for which data is available, CO2 emissions
from Booz Allen’s facilities were roughly 42 percent lower
than in 2009. Booz Allen now also tracks emissions per
full-time equivalent (FTE), and its first year-over-year data
showed that in 2014 carbon emissions decreased almost
4 percent per FTE. Booz promotes the environmental
benefits of "Way We Work’ to employees and external
audiences, and the program fosters Booz Allen’s ability
to attract and retain a highly talented workforce.

Earlier, we described how Syniverse committed to
increased carbon reporting and goals for reductions ini-
tially driven by customer requests. However, two years
into its efforts to track and reduce carbon emissions, the
India office reported that sustainability questions were
an area of discussion as their team worked to recruit
young talent. Due to earlier efforts, Syniverse could
provide concrete data and examples of their particular
focus on reducing carbon emissions. Whether millen-
nials track specific sustainability performance or simply
use sustainability initiatives as a surrogate to measure
whether a company is innovative is unclear. Even without
understanding these nuances, the lesson remains that
sustainability may be part of the equation millennials use
to choose future employers. Sectors (like telecom) and




companies, in particular, that want to attract young tal-
ent can connect sustainability efforts to recruiting.

What the Future Looks Like

Acknowledging that resources are limited and manage-
ment bandwidth can be a limiting factor, practitioners
may be best served by ‘stacking’ sustainability value. For
example, recent low energy prices challenge the ROl of
various energy efficiency projects. However, when tied
to customer satisfaction and brand, the value proposition
shifts. If customers announce that managing the carbon
footprint of their supply chain is a priority, then a lighting
retrofit project may justify itself based on both emerging
customer expectations and cost savings. Sustainability
work can then be tailored to give the brand a forward-
looking connect, and be of value to employees when
presented as part of an overall commitment to sustain-
ability. That rationale for investing in a project is much
stronger than just cost savings. Sustainability is an area
where strategies and projects are often widely adver-
tised, so companies should be looking at the websites
and other public statements of their customers to under-
stand emerging priorities.

Building internal capacity also pays large dividends. From
Vogue to Yakjin to others, Carlyle works to mentor key
employees within its portfolio companies. We have also
learned that sustainability is an area where success-
ful strategies emerge from a variety of areas within the
business, and responsibility for this function is often
dispersed. When we now gather experts at portfolio
companies to interface in areas such as transportation
and logistics, real estate and facilities, and information
technology, we add sustainability opportunities to the
agenda. For example, as part of the Carlyle Information
Technology conference, representatives from portfolio
company CommScope discussed their ‘green data cen-
ter’ solutions with chief information officers and IT lead-
ers from across the portfolio. We invited FedEx's chief
sustainability officer to speak to transportation and logis-
tics experts at Carlyle portfolio companies and share its
success in moving to greener, more sustainable business
processes, winning new customers in the process and
enhancing its brand.

Integrating sustainability with business basics is an
important lesson for Carlyle going forward, but employ-
ees at portfolio companies also note that linking sus-
tainability to business drivers accelerates initiatives and
enables a company to build internal capacity across
many functional areas. When Carlyle hired its first Chief
Sustainability Officer in 2014, the firm sought to bring
an expert in-house as a resource for investment profes-
sionals and to support portfolio companies. However, we
also expect that sustainability literacy will increase across

professionals in the firm and that portfolio companies
will be best served by building their own internal capac-
ity. We believe this approach—combined with a wider
lens looking at customer priorities, brand opportunities,
and employee dynamics—has helped increase Carlyle’s
ability to make progress in this vital area across the firm'’s
global corporate private equity portfolio.

Jackie Roberts joined The Carlyle Group in
2014 as Chief Sustainability Officer. Prior to joining
Carlyle, Jackie launched and led the first-ever NGO-
Business Corporate Partners at the Environmental
Defense Fund as well as previous roles at Harvard
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and capital plans. Allan is a graduate of Rutgers
University and received his MBA from the University
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Clinical Diagnostics, and Veritas Technologies.
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