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PREFACE

Since the inception of the Committee Encouraging Corporate Philanthropy (CECP) in 1999, the

field of corporate philanthropy has become increasingly sophisticated. The social need for corporate
community investment and the business case for giving are both growing exponentially. Increased
accountability and heightened expectations from employees, customers, business partners, and
shareholders have raised the pressure on corporate leaders. These developments have elevated the level

of energy and leadership attention required from organizations.

CEOs at many companies now dedicate more of their time to understanding and championing
corporate philanthropy. CECP has also seen many CEOs support key philanthropy programs more
vocally, as well as ensure that top personnel lead these efforts and that staff have the operational systems
and funding needed to succeed. In many instances, the CEO’s involvement has been the driving force in

developing a corporate culture of giving — a key element in recruiting and retaining top talent.

While firms have made tremendous advances, a significant gap still exists between leading companies in
corporate philanthropy and the average state of practice. Unless they close this gap, many companies
will not only miss an opportunity for greater social impact, but — equally important — one for stronger

business performance.

CECP’s mission to lead the business community in raising the level and quality of corporate

philanthropy offers a unique perspective to the field, focusing on the CEO viewpoint. By participating
in this type of research, CECP not only offers the CEO voice on corporate philanthropy, but also aims
to bring further business rigor applied to the field and set standards for excellence in corporate strategy

for philanthropy practice and measurement.

Our hope 1s that this report, “Business’s Social Contract: Capturing the Corporate Philanthropy
Opportunity”, based on research and analysis by McKinsey & Company, will raise corporate leaders’
awareness of the potential opportunities in corporate philanthropy. The businesses and corporate
leaders cited throughout this report maximize both the social and business benefits of their corporate

philanthropy and execute “efficient” philanthropy programs around the world.

CECP is grateful for the support provided by McKinsey & Company in creating the fact base and

analysis on which this report is based.

Charles Moore Cari Hills Parsons
Executive Director Director, Operations

Committee Encouraging Corporate Philanthropy
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RESEARCH METHODOLOGY

The findings of this report highlight the practices
that have enabled some companies to forge a
new path in corporate philanthropy. It combines
a fact base drawn from the CECP’s Board of
Boards CEO conference, a McRinsey Quarterly
global survey of more than 700 executives, and
24 in-depth interviews with CEOs and top
executives. The CEOs and executives whose
opinions are included in this report represent

more than 98 industries and more than 81
countries in North America, Europe, Asia/
Pacific, and developing markets.

CLECP’s Board of Boards conference brought
together 40 CEOs and chairpersons for a candid
peer-to-peer dialog on “The CEO’s Challenge:
Leading the Company, Shaping Society”. This
session generated insights from CEOs whose
companies are at the forefront of corporate social

investment.

Respondents to the global McRinsey Quarterly
survey of executives represent 272 companies with
headquarters in Europe, 166 in North America,
77 in Asia/Pacific, and 206 in developing markets
(including China, India and Latin America).

The survey respondents included 536 C-level
executives, and they spanned industries including
arts and entertainment, financial services, energy,
healthcare, high tech, manufacturing, mining and
excavation, pharmaceuticals, professional services,

retail, telecommunications, travel and logistics

and wholesale.
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INTRODUCTION:
THE SHIFTING
SOCIAL CONTRACT

Business has always had a contract with society—

“Like all companies, Lilly has a contract expectations from a variety of stakeholders that a
with society. Part of that contract is company must fulfill in order to earn its freedom
embedded in laws, and part is the tacit to operate and achieve success. Today, companies

understanding that as we fulfill our are facing tectonic shifts in social expectations.

responsibilities to society, society wiill
allow us the freedom to operate™
Sidney Taurel

Chairman
Eli Lilly and Company

Customers have more ability to put pressure
on companies to meet their expectations for
contributions to the public good. Shareholders
are exerting pressure to increase companies’

social presence; and increasing attention is being

paid to indirect stakeholders, such as lawmakers,
regulatory agencies, the news media, community
activists, and nonprofit organizations. All of these
groups can influence, and may even redefine, the
social contract and what it means to a company
to fulfill or exceed it. These pressures come at the
1 Unless otherwise noted, all quotes are from

interviews conducted by McKinsey & Company or
CECP’s Board of Boards CEO Conference



same time that short-term financial results are
increasingly important to markets and when many
companies are operating in new geographies
where stakeholders have unfamiliar expectations,

creating an even more complex dynamic.

Opverall, in a survey of corporate executives from
around the world conducted for this study, 7#%e
McKinsey Quarterly* found that 84 percent believe
that society now expects businesses to take a much
more active role in environmental, social, and
political issues than it did five years ago. Leaders
are increasingly aware of their companies’ role

in the public sphere, as one CEO noted: “There

1s a quasi-public responsibility placed on private-

sector companies and their leaders.”

The good news is that three quarters of
respondents to the survey said that corporate
philanthropy is one effective way to meet
society’s new expectations. However, to do

so the practice of corporate philanthropy of
many companies must be redefined. Successful
philanthropy today is not simply writing checks
to the local charity. Philanthropic pursuits

are becoming an important way for most
corporations to communicate with stakeholders,
gauge their interests, and satisfy their elevated
expectations. By choosing the right philanthropic
programs—those that yield social benefits and
address stakeholder interests—companies can
build a good corporate reputation. And a good
reputation is both a source of tangible value and
a reservoir of good will to be tapped if a company

runs into trouble.

EXHIBIT 1: Society’s expectations of business

Considering today’s business environment, to what extent do you agree or disagree that society has
higher expectations for business to take on public responsibilities for global environmental, social, and

political issues than was the case than five years ago?

Percent of respondents?

Agree or 78
strongly agree 88

Neither agree

Looking Ahead:

UN Global
Compact Survey
suggests that
between 55 and
64 percent of
respondents
across different

Or disagree geographies
Disagree or expect this trend
Strongly 13 to continue over
disagree W 10 B the next five years
Don't know 9 _ 7
- 2_5 0 L =2
Total Asia/ Europe Developing North
Pacific markets2  America

1 Percent may add to more than 100 due to rounding
2 Including China, India, Latin America
3 Small sample: 25 respondents

2 “The state of corporate philanthropy: A McKinsey global
survey.” Published in The McKinsey Quarterly, February,
2008.



Further, our research has allowed us to identify

a group of companies where philanthropy not
only provides substantial social benefits, but also
offers business benefits that include, but can go far
beyond, improving reputation. These additional
business benefits, we’ve found, also encourage
companies to bolster their philanthropic

programs.

This report focuses on the role philanthropy
can play in fulfilling a company’s contract

with society. It explores such topics as how

philanthropy is changing and why corporate
leaders are assigning greater importance to it;
the challenges companies face in making their
programs successful; and the methods that those
highly innovative companies—the efficient
philanthropists—are using to achieve business
and social success.

Throughout this report, we provide concrete
company examples to highlight how efficient
philanthropists demonstrate their foresight and
ability to pave the way for other companies.

BUSINESS’S SOCIAL CONTRACT: CAPTURING THE CORPORATE PHILANTHROPY OPPORTUNITY
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CHAPTER ONE:

THE EVOLUTION
OF CORPORATE
PHILANTHROPY

Corporate reputation has always been essential

to business success, but today’s evolving social “We plan to follow our people, and our
contract makes sustaining public trust through a people have become more global in

good corporate reputation even more important— physical presence and in the way that
and more difficult. As social expectations have they think. We invest in what our people
expanded, the consequences of not dealing are passionate about.”

— or dealing — with society’s expectations have Marc Benioff

expanded significantly as well. If companies Chairman and CEO

ignore social priorities, they can suffer not just Salesforce.com

declines in market share but also, for example,
difficulty in recruiting or retaining employees.
Companies’ investments in new geographies can
be wasted if they are unable to understand local
customs and consumers. On the other hand, firms
that build strong social contracts and meet or
exceed society’s expectations can meaningfully
differentiate themselves — with competitors,
employees, customers, lawmakers, regulators, or
the news media.



Corporate philanthropy has an essential role

to play in meeting these expectations, and it is
changing in response to the new environment.
The main changes, our research found, lie

in understanding social expectations from a
broader range of sources; how companies assess
their programs; and the types of philanthropy
companies engage in, in terms of what, where,
and with whom companies give. A small number
of companies have begun to address all of these
shifts successfully and build truly strategic
philanthropy programs that meet social and
business goals.

NEW EXPECTATIONS

Today, companies face a mix of social
expectations from formal, semi-formal, and
frontier sources. Formal elements of the social
contract, which include regulations, laws,

and other directives whose violation has legal
ramifications, can be the simplest to address,
precisely because they are explicit. The new
complexity facing many companies today is that
they are facing formal expectations in more
geographies than ever.

Semi-formal elements are implicit, and are

somewhat more difficult to identify. These are

not legal obligations, but nonetheless, they are
crucial: violation of these expectations can result
in punitive action, such as Nike experienced in
the 1990’ in connection with contracted workers
involved in its supply chain. These elements of
the social contract vary by geography and can
often creep up on companies through tactics that
leverage new technologies, such as online petitions

or mobile messaging.

Frontier elements of the social contract arise
from social expectations that may eventually
influence industry standards, such as expectations
of financial institutions’ oversight of data security
or food companies’ responsibility for obesity.
This category of social expectations is the most
challenging to manage, because it is uncertain,
but it offers the most potential for leadership, and
thus building corporate reputation, if a company
1s successful in foreseeing the eventual social
consensus and proactively addressing it. It is in
this area where many companies leverage their

corporate philanthropy programs.

As recently as the 1980’s, companies believed that
by making cash donations to hometown charities,
they were administering effective philanthropy
that would help fulfill their social contract. Just
as the social contract evolves, philanthropy must

EXHIBIT 2: Business’s contract with society

Formal contract

Business

Expectations and rules
on business are explicit
and often bound by law
(e.g., regulation, tax
policy, private contracts)

Semi-formal
contract

Societal expectations of
business are not codified
but implicitly agreed
(e.g., treatment of workers
at a national level)

Frontier

expectations Society

Expectations have not (yet)
consolidated on emerging issues
(e.g., toward food companies
regarding health implications
associated with obesity)

BUSINESS’S SOCIAL CONTRACT: CAPTURING THE CORPORATE PHILANTHROPY OPPORTUNITY



also evolve. Companies are developing more
sophisticated philanthropy initiatives that are
much more influential in creating a competitive

advantage.

MORE FORMAL ASSESSMENT

If companies are to meet stakeholder expectations,
they must ensure that their philanthropy truly
makes a difference, and they must be more
transparent about what they are doing and why.
Thus, companies are beginning to measure the
results of their philanthropic programs more
rigorously than in the past to ensure they are
spending assets wisely and improving their ability
to communicate program results to stakeholders.
Monitoring resources deployed on philanthropic
programs is complex; CECP data suggests that
cash contributions tend to be under-reported,
often due to the fragmentation and geographic
dispersion of programs within companies. The
challenges of reporting are further magnified for
in-kind donations. Yet companies are engaging.

One example of their growing dedication to

monitoring is that the number of participants

in CECP’s “Giving in Numbers”, one of the

most comprehensive measurement reports on
philanthropic activity, grew by nearly one-third in
just one year (2007)3.

MOVING FROM CHECK-WRITING TO
LEADERSHIP, COLLABORATION, AND
GLOBAL EFFORTS

In the last few years, companies have begun to
adopt a more holistic approach to corporate
philanthropy. Cash contributions remain
significant, but companies are increasing other
types of contributions that draw on more of the
company’s resources. Responses to the McRinsey
Quarterly survey indicate that nearly as many
companies support employee volunteering as
make cash contributions, for example. Some

of the most innovative programs make use of
an even broader array of resources, including
corporate matches, product donations, capacity
sharing, and asset leveraging.

EXHIBIT 3: Corporate philanthropy programs draw on more resources

Which form(s) do your company’s corporate philanthropy programs take?

Percent of responses*

Cash donations

- Efficient Philanthropists
[ Another

82

65 “A company’s

Employee volunteering

priority should
be to do
something that

7
63

Matching employee contributions

Product donations

Donating spare capacity or leveraging
other corporate assets

makes a
difference, not
just write out

checks.”

- CEO,

Technology

Company

* Respondent could choose more than one option — responses may not add to 100%

3 CECP, Giving in Numbers: 2007 Edition



Two companies’ programs illustrate this point.
Genworth Financial’s program places a stronger
emphasis on employee volunteering than cash
contributions. Employees serve as nonprofit
board members, train nonprofit leaders, and help
develop education programs. PNC Financial
Services Group, meanwhile, offers employees

up to 40 paid hours annually for volunteer work:
in addition, the company donates $1,000 in the
name of each employee who volunteers for a
charitable or civic cause. Both PNC Financial
Services Group and Genworth Financial believe
that relying on a range of resources that build on
their organization’s strengths has helped make the
programs they and their employees support more
successful.

In addition to thinking about a broader range
of resources to offer, as larger companies’
businesses go global, their perspective on issues
that philanthropy could address widens. Many
executives increasingly treat philanthropy as a
worldwide program. Indeed, data from CECP’s
2007 edition of “Guving in Numbers” shows that
crossborder philanthropy, from U.S.-based firms

to international causes, increased by a combined
annual growth rate of 18 percent annually
between 2004 and 2006. Nonetheless, there is

a significant gap between the share of profits
companies generate internationally and the share
of their philanthropy that targets global areas or
issues. Some CEOs estimated that their firms’
profit ratio (international to total) was three times
higher than their philanthropic-giving ratio
(international to total). A survey conducted by
CECP has found international giving has moved
from 10 percent to 13 percent of total giving
from 2004 to 2006*—still a far cry from parity.
So, while most executives in our research admit
that global philanthropy brings with it added
complexity, fully 67 percent of respondents to the
McKinsey Quarterly survey from companies with
annual revenue of $1 billion or more expect their
company’s focus on global programs to increase.

Companies are also realizing that they cannot
address many of the most urgent global social
issues — such as chronic poverty, climate change,
or the HIV/AIDS epidemic — on their own. As

a result, just as many companies form networks,

EXHIBIT 4: Corporate philanthropy is going global

Do you expect your company’s corporate philanthropy programs to become
increasingly global, either by trying to affect global issues or by operating in a

larger number of countries, over the next 5 years?

Percent of respondents

[] >$1 billion in revenue
] <1 billion in revenue
I Total panel

I

No

59
51

67

Yes

»

Don't know 10

31
40

4 CECP, Giving in Numbers: 2007 Edition
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alliances, or joint ventures for business purposes,
more and more are doing so for philanthropic
purposes. Not surprisingly, more than half of
respondents to the McKinsey Quarterly survey were
concerned about the risks of collaborating with
other businesses, but CEOs of organizations that
collaborate have found that its challenges can be
overcome with patience and sophistication and
that the social rewards are inspiring. Said CEO
Rochelle Lazarus of Ogilvy & Mather Worldwide
at the Board of Boards conference, “If we were
to get together cross-industry and take on some

issues, we could do so much more.”

EXHIBIT 5: Efficient philanthropists

TOWARD STRATEGIC CORPORATE
PHILANTHROPY

Our research uncovered a small group of
companies that are creating eflicient programs
in the face of all of these changes. Some 11
percent of respondents to the McKinsey Quarterly
survey stated that they are “very effective” or
“extremely effective” at meeting social goals

and at addressing society’s expectations of their
business. Of these eflicient philanthropists, 56
percent said they also met the business objectives
they have for their philanthropic programs (e.g.,
enhancing their company’s reputation, improving
employee recruitment and retention, etc.) These
numbers contrast dramatically with the efficient
philanthropists’ counterparts, where fewer than
10 percent gave these responses. Companies face
a range of challenges to building a successful
philanthropy program.

Percent of respondents

Il Efficient Philanthropists
1 Al other

71% of efficient philanthropists believe corporate
philanthropy is a very or extremely effective means to
address social expectations

Efficient

philanthropists

effective

All Other 89 -
effective

effective

Verylextremely 71

29

Efficient philanthropists are more effective...
...at achieving social goals

Very/extremely 100

10

... at addressing stakeholder needs

Very/extremely 100

9

...at meeting business goals

Very/extremely 56

effective




“The CEO has to be perceived as the
leader of philanthropy. | don’t think you
can ask anyone else to do that.”

Jim Rohr

Chairman and CEO
PNC Financial Services Group

CHAPTER TWO:
THE COMPLEXITY OF
GETTING IT RIGHT

Though companies are creating and reaping a
multitude of benefits from their philanthropic
programs, our research shows that they are not
doing all they can. Fewer than 20 percent of
respondents to the McKinsey Quarterly survey said
their company was very or extremely effective

in meeting social or business goals with their
philanthropy; in other words, over 80 percent of
organizations are leaving significant value on the
table.

Our research highlighted three balancing acts
companies must manage as they develop their
philanthropic programs: defining the focus of
their efforts (whether in terms of stakeholders or
business goals), gaining credit for their programs,
and allocating an appropriate amount of their

CEO’s time to them. These questions are made



all the more challenging by the absence of a
clear cut “right” answer. Despite the uncertainty,
companies must address these topics explicitly
and thoughtfully or they will not be able to
achieve their philanthropic goals.

DEFINING FOCUS

Our research shows that most companies try to
address multiple stakeholders simultaneously,
most commonly employees, communities, and
consumers; this leads to dilemmas over how to

set priorities among competing concerns. Some
executives who responded to the survey said they
also factor in the views of the media, civic opinion
leaders, NGOs, shareholders, boards of directors,
or government officials.

This fragmentation makes it difficult for
companies to identify whether a narrowly- or
broadly-scoped effort would serve their goals
more effectively. Several CEOs outlined the
benefits of a narrow-cast program (such as
carly childhood programs in tightly defined
geographies). Such programs offer benefits such

as more clear social impact, lower complexity,

and better potential for gaining public credit.
However, other companies, especially those
whose philanthropic programs are focused on
employees’ interests, have a much wider scope.
These can include employee matching programs,
dollars-for-doers initiatives, or other opportunities
for employees to influence corporate grant
recipients, making programs more reactive and

less strategic for the company.

Another contributor to companies’ difficulty

in defining focus is a need to determine how
much their philanthropic program should be
geared toward social benefits and how much, if
at all, explicitly toward business benefits. This 1s
increasingly difficult at a time when both public
expectations for companies to do good and
financial performance pressures have increased
and, again, there is no “right” answer. Most
respondents to the McKinsey Quarterly survey said
that their company sought at least the traditional
business goal of enhancing the company’s
reputation or brand with philanthropy. Beyond
that, the executives were divided among giving
social benefits and new business opportunities

equal weight (34 percent), more weight to social

EXHIBIT 6: Stakeholders companies target with corporate philanthropy

Which stakeholders, if any, do you address with your corporate philanthropy programs?

Percent of responses*
Employees
Communities
Consumers
Media and opinion leaders
NGOs

Shareholders/investors

]

Board members/BoD

el

Governments/regulators

]

88

72

44

24

24

* Respondent could choose more than one option - responses may not add to 100%




EXHIBIT 7: Weighing business vs. social benefits

In decisions to fund corporate philanthropy programs, how much weight, if any, do you think should be given
to finding new business opportunities, relative to social concerns?

Percent of respondents

Don'’t know
6

40% of

respondents do

not have a clear <
priority in terms

of business or

social concerns

New business
opportunities
and social concerns G
should be given
equal weight

o

Social concerns
should be given

more weight
0,
New business ggli}évlgr?ew
opportunities business
SR%li:dnge opportunity
\?vei ht should have
9 no impact

21

New business opportunities
should be given

more weight

benefits (24 percent), or more weight to new
business opportunities (21 percent). Only 14
percent believed that new business opportunities
should be ignored.

Further, the notion of incorporating relevant
business issues into philanthropic programs in
order to meet the goals of a broader group of
stakeholders and understand new geographies is
relatively new. Some companies are doing so, but
our research suggests they are struggling with it.
The survey findings show that of the five social
and political issues respondents thought likeliest
to affect shareholder value over the next five
years, only two were also in the top five currently
being addressed by philanthropic programs: the
environment and some aspects of civic/public
affairs. Even then, the environment — which
almost half the respondents rated as likely to have
impact on their company’s profits— only receives
3 percent of philanthropic spending, according to
CECP research’.

5 CECP, Giving in Numbers: 2007 Edition

Finally, companies use a broad range of
considerations to determine the initial focus of
their philanthropic programs, and not always,
apparently, the most relevant. Respondents to
the survey indicated that they consider a mix of
factors, with the personal interests of the CEO
or board members the most common, followed
by employee interests and community needs.
The research suggests a better way: efficient
philanthropists, though they also report having a
mix of considerations, rely on community needs
more—indeed, half of the time—and almost 40
percent view social impact as a factor. Chairman
Larry Fish of Citizens Financial Group explained
his company’s approach by saying, “It is very
important that stakeholders feel that it is not the
business interest, nor the CEOs’ wives’ interest,
that influences our investments, but rather a
well-thought-out strategy that takes into account
all of our employees, and that it is not top-down,

otherwise they will get very cynical”.





