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The“Triple
Bottom Ling":

A Boardroom
Guide

Michael Sauvante
Chairman and CEO
Rolltronics Corporation
Menlo Park, California

Why and how one company offers returns on economic, natural, and social capital.

On an ever-increasing basis, people and orga-
nizations are becoming aware of the “triple bot-
tomling” and the related concept of sustainabil-
ity. Thisarticlewill explore these conceptsfrom
the perspective of society at large and, more par-
ticularly, from apractical corporate perspective.

The“Triple Bottom Line”

Traditional businesses currently recognize one
principal form of capital contribution in corpo-
rations, and that is “cash capital.” Cash capital
includesal tangible assets, intellectual property,
and sometimes services. Theterm “bottom lineg”
refers to the return on that investment (profit),
or what we might call economic capital.

The triple bottom line (TBL) concept recog-
nizes that there are two other forms of capital

contribution that should also receive a “return
on investment,” even if they do not appear on a
“bottom line” in traditional accounting state-
ments. The other two are natural capital and
social capital.

Sustainability from a corporate perspective
(i.e., the ability for acorporation to persistin a
hedlthy state for aslong asthe participantswish
it to persist) results from producing a positive
and balanced return to all three of these sources
of capital—hence the triple bottom line.

Background

The concept of sustainability started getting
traction back in the 1980s. It was first defined
by the Brundtland Commission of the United
Nationsin 1987, which defined sustainability as
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“meeting the needs of the present with-
out compromising the ability of future
generations to meet their own needs.”

This definition was framed within the
context of environmental, social, and
€conomic perspectives.

» In exploring the dimensions of sus-
tainability, the Commission emphasized
environmental resources. It articulated,
that, at aminimum, humankind needsto
radically alter its current patterns of con-
sumption that treat our natura resources
as though they are limitless, and must
reversethe current trend toward destruc-
tion of our own habitat.

» We likewise need to pay attention to
the social institutions that create the
framework within which we can prosper
and grow. The Brundtland definition of
sustainability assumes that our social
systems likewise are not infinitely elas-
tic, and need to be nourished and replen-
ished aswell.

» Lastly, our economic systems are the
glue that holds all of this together, said
the Brundtland Commission. True sus-
tainability meansthat these systems need
to be healthy and robust also, in order to
provide the framework within which
society can persist.

These three components lay the con-
ceptua foundation for the triple bottom
line, defined as the “return on capital
investment as evaluated and measured
aong financial, environmental, and
social dimensions.” For acorporation to
be truly sustainable (i.e., to persist and
be profitable for al its stakeholders), it
must be successful interms of thesethree
forms of capital.

Sustainability from the
Corporate Per spective

Given the above, the logical question
onemight ask is“how isall thisrelevant
to businesses and why should a business
pay any attention to it?" The simplistic
answer isthat if humankind does not per-
sist, neither will business.

However, for business executives
whose current time horizons are tied to
what will happen in the next quarter, the
potential demise of humankind is not a
current and meaningful problem, and
rareisthe manager who would spend any

company time contemplating it, and jus-
tifiably so.

That isnot to say that theissueisirrel-
evant and should beignored by business.
On the contrary, the threat to all life on
thisplanet isvery real, and business prac-
tices are at the center of the forces that
arefeeding this problem. Businessisalso
the one ingtitution on the planet best
equipped to do something about it. What
isneeded isareframing of theissueinto
termsthat a business person can relate to
and that have relevance to the goals and
objectives of business as they are cur-
rently envisioned.

Unguestionably, the financial bottom
line is the current overarching goal of
business and making profit for the
“stockholders’ istheraison d érefor the
creation and expansion of corporations
today.

This was not aways the case. In their
early days, corporations were created
principally to fulfill some specific social
goa—build aroad, bridge, dam, or other
mechanism needed by society—and
were usually constrained with a finite
lifetime. Over time, the lifetimes of the
corporations were made perpetual and
their purpose shifted to a pure profit
motive.

Today, the profit motive has become
dominant, particularly in public corpo-
rations. Companies are forced to act with
very short time horizons (quarterly prof-
its) in order to maximize the short-term
financial gains for the current stock-
holders. Thistakes place under theinces-
sant drumbeat of “maximizing stock-
holder profits” Unfortunately, today
those stockholders are all too frequently
short-term specul ators and not long-term
investors who care little about a com-
pany’s sustai nability, but rather how they
can make afast buck.

Most managers of public companies
would concede that such pressures can
cause them to take actionsthat are finan-

cialy favorableto the these stockholders
in the short run, but detrimental to the
corporation and all its “stakeholders,”
including the ongoing stockholders, in
the long run.

If acorporation isto be sustainable and
therefore create long-term value for
stockholders and all other stakeholders,
it needsto shift away from this obsessive
focus on its quarterly profits, its short-
term financial bottom line. This process
can begin with asimple shift in defining
the objectives of management, as dic-
tated by the board of directors, from
maximizing “shareholder profits’ to
maximizing “stakeholder value,” a very
different goal with abroader set of ben-
eficiaries.

These stakeholderswould at minimum
include: stockholders, employees, cred-
itors, suppliers, customers, the commu-
nity at large, and nature itself. Most of
these stakehol dersinherently have longer
(and in most cases perpetual) time hori-
zons. By pursuing the goal of maximiz-
ing stakeholder value, managers would
be able to work with these longer time
horizons and include broader perspec-
tivesin their planning and execution.

As will be seen below, pursuing max-
imum stakeholder value will inevitably
lead to recognizing that the triple bottom
lineisamore complete set of metricsfor
measuring the short-term and long-term
success of an enterprise. As such, the
triple bottom line facilitates the maxi-
mizing of value for shareholders and all
other stakeholders.

Three Forms of Capital

As stated previoudly, the triple bottom
line is defined as the “return on capital
investment when eval uated and measured
along financid, environmental, and socia
dimensions” This is based on the
assumption that there arein redlity, three
primary forms of capital that contribute

DIRECTOR
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To sustain itself over time, a corporation needs to
obtain areturn not only on its financial capital but
also on its natural and social capital. Rolltronics has
found a practical way to do this through the composi-
tion of its board of directors. »
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The natural capital
provided by the planet is
no less finite a resource,
and we cannot keep
spending it without
rebuilding its reserves.

to the success of a corporation, and so
should receive a*“return on investment.”
These three forms of capital are eco-
nomic capital, natural capital, and socia
capital.

Economic Capital

Only cash or economic capita iswidely
recognized by business, and our current
accounting systems reflect that recogni-
tion. Therole of cash capital and theways
of measuring it are well known and will
not be explored here. It is aready well
understood that a corporation hasto real -
ize gainson thefinancial bottom lineif it
isto be sustainable. The other forms of
capital, and their relationship to sustain-
ability from the corporate perspective, are
not so well understood and will be
explored there.

Natural Capital

Natural capital isrepresented by all the
resourcesthat are provided by our planet
in the form of raw materials, plants, and
animals. In our current mode, we are
consuming these resources at an ever-
increasing rate. We currently treat these
resources as though they are limitless,
which they obviously are not.

Anyone with even the most limited
exposure to business knows that the end-
less consumption of cash capital cannot
be sustained without adequate cash
replenishment and will lead inevitably to
the demise of the company.

What is less commonly recognized is
that the natural capital provided by the
planet isno lessfinitearesource, and we
cannot keep spending it without rebuild-
ing its reserves. Businesses that can no
longer obtain the raw materials with
which to make their products cannot sus-
tain themselves, in much the same man-
ner as those who run out of cash.

One way of addressing thisissueisto
alter the perspective of our current “cra-
die-to-grave’ (i.e., raw materialsto land-
fill) mentality with respect to the pro-
duction and sale of tangible goods. Busi-
nesses understand that waste reduction
represents a direct cost savings to cor-
porations. They should also recognize
that waste represents a resource that
should be recycled and reused instead of
discarded. This approach is often called
“cradle-to-cradle” to represent a closed
loop.

Every company that has adopted the
cradle-to-cradle philosophy in conduct-
ing its business has discovered signifi-
cant gains on its financia bottom lines.
These concepts are well covered in two
pioneering books entitled Natural Cap-
italism: Creating the Next Industrial
Revolution by Paul Hawken, Amory
Lovins, and L. Hunter Lovins. And Mid-
Course Correction: Toward a Sustain-
able Enterprise: The Interface Model by
Ray Anderson. Anderson’s company,
Interface of Atlanta, recycles floor cov-
erings for businesses.

Social Capital

The third form of capital, socia capi-
tal, is a more subjective resource, but
nonethelessis probably the most impor-
tant form of capital contribution.

Socia capital comesintwo forms. The
first is the human capital invested by
people (employees, contractors, suppli-
ers, and advisors) directly into the busi-
ness. The second istheinvestment by the
social systemsthat support the business.

Human Capital

Human capital isthe capital that “walks
out thedoor” every night. Long after the
initial cash capital has doneits job, the
human capital iswhat continues to flow
into an organization and sustain it. It is
the personal investment made by people
who invest their lives and time to make
acompany successful.

Thishuman capitd istheinvestment of
intelligence, creativity, experience, skills,
talents, passion, and education by
employees and their families, suppliers,
partners, advisors, and customers.
Employees in particular are the most
important asset in any corporation. Yet

employees are considered an expense, a
disposableitem (likeinventory) that can
be decreased at will en masse on the
assumption that this will produce a bet-
ter financial bottom line.

Such large-scale workforce reductions,
if viewed in terms of capital disposal,
make as much sense as throwing away
dollar bills (acompany’s cash capital) on
astreet corner. A number of studies have
demonstrated conclusively that compa-
niesthat get rid of asignificant percent-
age of their employeesin the interest of
short-term cost cutting fair no better (and
frequently worse over thelong term) than
similar companies in the same industry
that do not lay off mass numbers of
employees.

Yet boards of directors, senior man-
agers, and the consultants who advise
them, still employ thistacticin reaction
to short-term market and financial pres-
sures. Once again, it is the quest for
short-term financial gainsthat drives bad
decisions over the long term, which in
turn, affect the overall economic bottom
line. (Three good books dealing with
this issue are: The Emperor’s Nightin-
gale, by Robert A.G. Monks, Profit
Building: Cutting CostsWthout Cutting
People by Perry J. Ludy, and Wealth
Creation and Wealth Sharing by Mar-
garet M. Blair.)

Even when such companies do not
need to consider workforce reductions,
we see an overall pattern of not treating
employees as a source of capital—and
especially onefor which areturnisdue.
To be sure, empl oyees receive compen-
sation—in the form of salary and
bonuses—but these are generally com-
mensurate with what they give; they do
not represent a real return on invest-
ment.

Various stock schemes (option plans,
etc.) have been developed over the years
to address thisissue, but due to tax con-
sequences and significant disparitiesin
the distribution of these benefits, the
magjority of employees do not feel that
they arefairly and equitably included in
these systems.

For the majority of employees, an
equitable share in the ownership of
enterprise they nurture and sustainisan
elusive dream and a source of growing
discontent. Highly disproportionate
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compensation for senior executives and
many other factors in the treatment of
employees are fueling this discontent.
This leads to increased turnover. And
turnover, as a direct consequence of
employee dissatisfaction with their com-
pany, detracts directly from the financial
bottom line. Conversely, recognizing,
positively conserving, and rewarding
this human capital will translate to bet-
ter afinancial bottom line.

Social System Capital

The social system source of capital
investment refersto the educational, gov-
ernmental, and infrastructural institutions
that provide the framework within which
a business exists and becomes success-
ful. Imagine trying to establish a suc-
cessful business in acommunity:

» without a justice system or one that
does not support contracts

» where distribution is by mule rather
than high speed highways or the Internet

» where the labor pool is uneducated
and without skills

» where the communication system is
unreliable

» where the financial system is unde-
veloped and cannot generate investment
capital, or

» where freedom to start abusinessis
restricted by the state.

Like human capital, the socia system
source of capital is also not recognized
in today’s business environment. The
social system institutions have to stand
at the end of the line with a“tin cup in
hand” in order to obtain their sustaining
funds by taxes, grants, and other contri-
butions. Yet without their capital contri-
bution, businesses would not be able to
survive and grow.

The sources of social system capital
need a better way of realizing areturn
on their investment too. Doing sowill in
turn provide businesses with a better
pool of employees, with customers that
are better able to purchase their products
and services, and with infrastructural
resources that better facilitate the suc-
cess of these businesses. All of thiswill
translateto a better financial bottom line
for each company.

Rolltronics
and Sustainability

The owners and managers of my com-
pany are dedicated to the proposition that
in order to be atruly successful and sus-
tainable enterprise, the company must
aggressively pursue a“triple bottom line”
approachindl itsactivities. Thisnot only
contributes to sustainability but also helps
lead the transition to more sustainable
electronicsindustry and businessin gen-
era. The Rolltronics leadership believes
that this is both good corporate citizen-
ship and good business practice.

Rolltronics promotes sustainability in
three key areas:

Through its business practices. Sus-
tainable business, technology, manage-
ment, and reporting systems are being
integrated into the corporate structure of
the company, guided by principles, guide-
lines, and standards expressed interna-
tionally, including the Caux Round Table
(Caux Principles for Business),* the
Cadlition for Environmentally Responsi-
ble Economies (CERES Principles), The
Globa Reporting Initiative, the Interna
tional Chamber of Commerce’'s Business
Charter for Sustainable Development, and
the International Standards Organization's
1SO 14001.

Through its products, processes,
and technologies. Company products,
processes, and technologies will help to
bridge the economic and digital divides.
Nearly two-thirds of our fellow global
citizens currently have no access to the
information or the economic benefitsthat
the Internet and technology have
bestowed on us in developed societies.
Rolltronics is committed to creating
products and enabling technol ogies to
help bridge that economic, digital, and
technology divide.

Through its innovative corporate
structure. Rolltronics supports the con-
cept that a company is more financially
profitable by also paying attention to the
sources of socia capital, which include
human capital and social systems capi-
tal. The company is pursuing that goal
by implementing an innovative corporate

*Note: The Caux Principles appear on pages
7-9 of thisissue of DM.

The company is pursuing
sustainability by
implementing an
Innovative cor porate
structure that recognizes
these sources of capital

and provides a mechanism
for them to receive a return
on their investment.

structure that recognizes these sources of
capital and provides a mechanism for
them to receive a return on their invest-
ment.

» Rolltronics has established a limited
liability company to make stock owner-
ship in Rolltronics available to those
whose human capital makesthe company
asuccess—a partnership of al employees
and contractors. Thispartnership controls
a significant percentage of the stock and
provides amechanism for the company’s
human capitd to have financial and gov-
ernance participation in Rolltronics.

» The company has aso established the
Roalltronics Foundation, which also holds
apercentage of the stock of the company,
and which will foster and develop sus-
tainability in every area of human life
throughout the world. These assets will
be used to contribute to the larger socia
whole through philanthropic and educa-
tional enterprises and research.

» Rolltronics encourages continuous
stakeholder participation in all aspects of
the company’s evolution and improve-
ment—employees and their families,
shareholders, suppliers, partners, local
communities, national and international
society, and past and future generations.

Sustainable
Business Practices

Advancestoward sustainability will not
happen by themselves. Specifically, Roll-
tronics has committed to at least four
practices from the outset.

» It will develop acomprehensive envi-
ronmental management system and
enlist third-party assessment by seeking

NOVEMBER 2001

CORPORATE CITIZENSHIP

DIRECTOR'S Mosctllyy > 5




and maintaining registration under SO
14001.

» It will develop and publish an annual
environmental performance report that
meets the specifications of the Global
Reporting Initiative.

» It will subscribe to and implement to
the fullest extent possible, the practices
of leading environmental management
systems.

» It will work actively with suppliersto
ensure continual improvement in the
social and environmental performance of
the company’s supply chain.

Products, Processes,
and Technologies

Leading industry toward greater sus-
tainability will require the best business
thinking possible. Rolltronics will pro-
vide profitable leadership by promoting
sustainability in two key ways:

» Rolltronics will meet customer needs
with electronics technologies that are
substantially less harmful to the environ-
ment throughout their life cycle than
existing semiconductor products.

Technologies alow the company to
produce products that:

—are fabricated at significantly lower
temperatures

—eliminate the need for lead solder
connections, and

—allow cost-effective recycling, since
all the electronics are built, to the
maximum extent possible, on recy-
clable materials.

In addition, Rolltronics will actively
pursue research and development activ-
ities that eliminate environmental
impacts from company products and
processes. Over time, the company’s
processes will create additional advan-
tages that will require effort and effec-
tive partnershipsto realize.

» Rolltronics will design products and
enabling technologies specifically to
help meet the needs of the 50 to 75 per-
cent of the world's population not
served by the electronics industry at
present.

—Our products can improve people’s
lives by enabling significant
improvements in communication,
education, health care, and other
fundamental needs.

—Our production processes will dra-
matically reduce the capital cost to
produce factories. As aresult,
entrepreneurs in developing coun-
tries will be able to produce prod-
ucts for consumption in their own
countries, creating jobs without
sacrificing the environment.

Summary

Financial investors need to seeareturn
on their investment. Likewise, nature,
human capital, and the social system need
to have abottom-linereturn on theinvest-
ments they provide, from the companies
that benefit from those investments.
When companies learn to address these
needs and provide a fair and balanced
return to all of their investors—not only
economic but also natural and social—
then a sustainable system will result.

Substantial evidence is accumulating
around the globe, that by paying attention
to natural and social capital, companies
arein fact realizing better financia bot-
tom lines. They are finding that it is a
smarter, better businessmodel for achiev-
ing afinancial return on investment than
the single bottom line is by itself. »

Michael Sauvanteis chairmanand CEO
of Rolltronics Corporation in Menlo
Park, California. He is an active mem-
ber of the NACD’s Slicon Valley Chap-
ter. For more on the points covered in this
article, visit www.rolltronics.com.

BOARD EVALUATION
A Key Ingredient for Board Effectiveness Says NACD Report
I N responseto rising board interest in self-evaluation, NACD has rel eased

the Report of the Blue Ribbon Commission on Board Evaluation:
Improving Director Effectiveness. Available immediately, the report

WEB SITES
CAUX—www.cauxroundtable.org
CERES—www.ceres.org
GRI—www.global reporting.org

| CC—www.iccwbo.org/sdcharter/
charter/principles/principles.asp

1 SO 14001—www.iso.ch/iso/en/
i S09000-14000/is014000/
15014000index.html »

serves asablueprint to help directors establish the right framework for ahigh-
performance, self-evaluating board, including: the right people, the right cul-
ture, the right issues, the right information, the right process, and the right
follow-through to ensure continued success. Each element is discussed in
depth.

The report examines the characteristics of high-performing companiesthat
directors can use to set boardroom goals, and provides tools for implement-
ing the right self-evaluation process. Practical takeaways include: sample
evaluation forms for CEOs, boards, and directors; a case study of success-
ful evaluation processes; and diagnostic tools.

Written and analyzed by a 30-member commission of distinguished direc-
tors and governance experts, the report used asurvey of public companiesas
well as roundtabl e discussions with CEOs from around the country. The report
is sponsored by NACD's Center for Board Leadership and itsAlliance Part-
ners: Aon Corporation, Heidrick & Struggles|nternational, Inc., KPMG Audit
Committee Institute, McKinsey & Company, Pearl Meyer & Partners, and
WEeil, Gotshal & MangesLLP. »

The report is available for purchase by calling NACD headquarters at
(202) 775-05009. Price: $50 members, $150 nonmembers. Quantity discounts
available,
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