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Shareowners, Stakeholders
& the Global Oversize Economy.
The Coca-Cola Company Case

Silvio M. Brondoni

Abstract

Since 2010, globalisation has imposed a new viethetompetitive environment
in which competitors are not always direct riva@®n the contrary, as a result of
alliances and agreements, certain firms can becoraga-organisations that have
the potential to change the long-term competititreicsure of sectors (oversize
economy). In the emerging oversize economy, megarations (The Coca-Cola
Company, McDonald’'s, Apple, for instance) managemetition adopting firm
policies focused on shareownership, co-ownershipsiack splits. The Coca-Cola
Company accountability for sustainability createsamge of outcomes including
diverse beverage products; economic benefits suchjols, taxes paid and
community investment; ecosystem impacts and nest and customer and
shareowner value.
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1. Oversize Economy, Shareowner ship and Global Competition

From the beginning of the 2010s and up to thesasyem new phase of
globalisation produced a structural change in cditipe (network globalisation
2010-2020). The primacy of knowledge managemeatwbridwide localization of
production and the new policies of innovation amitation have been modified in
opportunities for worldwide joint ventures, glolzaimpetitive alliances and merger
and acquisitions (Brondoni, 2012). As a result @ficentration, fusions in several
industries have involved a ‘mega-merger of corp®rgiants that has radically
transformed the competitive balance in many se¢&nsndoni, 2014).

Since 2010, globalisation has imposed a new view tltfé competitive
environment in which competitors are not alwaygdirivals. On the contrary, as a
result of alliances and agreements, certain firas loecome competitors in the
sense that together they contribute to the comnipecbve of generating greater
profits, with mega-organisations that have the midé to change the long-term
competitive structure of sectors (oversize econofByyndoni & Bosetti, 2018).
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o Indeed, since the mid-2010, the competitive dycsnoif
corporations in the global agrochemical market hasteanged
rapidly and profoundly. In particular, the largesbmpanies have
drastically increased the concentration of globapply, leading
to the abandonment of corporate policies based\@rsupply to
instead emphasise new competitive policies focardtie global
supply concentration economy (big corporations dase global
networks, lean and multicultural organisations, icasechno
products, global supply, high profits) to affirmrew oversize
economy competitive dynamic. The importance of aampize is
evident. The mergers between ChemChina-Syngentay- Do
DuPont, and Bayer-Monsanto highlight that business
development policies assume a simple key focusnoento grow
to remain competitive (Brondoni & Bosetti, 2018).

Furthermore, globalisation has led to breaking ddeandaries, thus becoming
very difficult today to clearly define the bound=giand business activity areas. In
fact, a given firm may be a rival or a competitdrother companies in different
markets.

In today’s scenario of ‘hypercompetition’, globarporations face to many other
MNCs (more and more based in US, China, South Kdraavan and Europe). In
this new competitive landscape, capitalism brehksstatic, monolithic rules of the
company that plans, produces and sells by the wfledsolute proximity (local
market) or relative proximity (international markeGlobal networks by converse
assert more complex and articulated structures disaegard traditional rules of
corporate responsibility (for example, in termsqufotas of national workers to
hire) and ‘local’ conduct based on social respdhsibinstead they refer to often
impalpable standards of ‘network corporate respmiitsi (which envisages the
fragmentation of corporate responsibility centred marious hierarchical levels of
social responsibility, dispersed in space and cingnig time, and often not easy to
identify) (Brondoni, 2014).

In global managerial economics, more and more ckeniaed by over-sized
corporations, firms operate in networks that masttinuously interact on a global
scale with a varying and constantly changing grofipstakeholders (Salvioni,
2002).

Any socially responsible company strives to meeétralevant stakeholders’
expectations (Freeman & Dmytriyev, 2017), and teiguires acknowledging the
close links among economic, social and environmgadormance for the creation
of shared value and lasting prosperity (Salviortc&nnari, 2017; Porter & Kramer,
2006).

In particular, adoption of firm policies focused atakeholders (short-term
development), shareholders (short-term profitahilior on shareowners (long-term
vision and growth), implies different policies imrni performance assessment,
based on the equitable balance between competifimancial and socio-
environmental variables (Salvioni 2003).

In the emerging oversize economy, mega corpora{ibhe Coca-Cola Company,
McDonald’s, Apple, for instance) manage competitiadopting firm policies
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focused on shareowners, co-owners and stock splits.

Co-owned companies tend to be more successful, efiap, profitable and
sustainable, because co-owners tend to be morepesatreurial and committed to
the company and its success. Because they have dmgitoyment standards,
involve staff and give everyone a stake, co-owrses better at recruiting and
retaining talented, committed staff. Co-owners temdo to have a strong
commitment to corporate social responsibility angvolvement with the
communities because they operate in an open mpdads Finally, co-owned
companies are more innovative because managersitgaf ¢their way to consult,
share information about the company, and give stgfionsibility.

In this sense, for the Coca-Cola Company theredgfarence between holding
shares as a shareowner of record and as a behefiaiar. If shares are registered
directly in the name of the beneficial owner witletCompany’s registrar and
transfer agent, Computershare Trust Company, Nle, beneficial owner is
considered a shareowner of record with respedidset shares; if shares are held in
a brokerage account or bank, trust, or other nogitie investor is considered the
‘beneficial owner’ of those shares. The Companymally pays dividends four
times a year, usually April 1, July 1, October H&ecember 15. Shareowners of
record can elect to receive their dividend paymeldstronically or by check in the
currency of their choice.

o The Shareowners View of The Coca-Cola Compangetefi
business focused on sustainability demands integnt every
respect. The Board of Directors of The Coca-Cola Geelected
by shareowners to oversee their interest in theydmmm health
and the overall success of the Company’s business its
financial strength. The Board serve as the ultimdezision-
making body of the company, except for those nsatéserved to,
or shared with, the shareowners. The Board curyetihs 17
members, 16 of whom are not employees of The Colea-C
Company. The Coca-Cola Company is committed to good
corporate governance, which promotes the long-tenerests of
shareowners, strengthens Board and management atatulity
and helps build public trust in the Company’ (Thec&-Cola
Company GRI Report 2012-1013, pp.76-78) (Brond2®il4).

Finally, in the global oversize competition, theamdowners view and the co-
ownership commitment can be empathized with spesifock split measures. A
stock split means that existing shareholders recadditional shares, but the value
of the shares will not increase due to the stodik.s@hen a stock split is
announced, an options contract undergoes an adjostealled “being made
whole”.
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2. The Coca-Cola Global Businessin the Over size Competition

Since its birth at a soda fountain in downtown Atfa Georgia, in 1886,
CocaCola has been a catalyst for social interactioniagpired innovation. These
unique moments in history, arranged in chronoldgeguence, have helped create
a global brand.

o Dr John S. Pemberton is the founder of Coca Cola. D
Pemberton started the Coca-Cola Company in 1886. Dr
Pemberton was an Atlanta pharmacist who createtheo@ired
syrup that resulted in an excellent soda when coetbiwith
carbonated water. Frank M. Robinson, Dr Pemberton’s
bookkeeper and partner, came up with the idea ohing the
drink Coca-Cola. Dr Pemberton and Robinson did rernain
sole owners for long. By the time Dr Pemberton died888, he
had sold fractions of his business to different tipatr The
majority shareholder at the time was Asa G. Cander Atlanta
businessman.

The Coca-Cola Company owns or licenses and mari@isalcoholic beverage
brands, primarily sparkling beverages and a rafigéilbbeverages, such as waters,
flavoured waters and enhanced waters, juices and frinks, ready-to-drink teas
and coffees, sports drinks, dairy and energy driflkee Company’s segments
include Europe, Middle East and Africa; Latin Anoari North America; Asia
Pacific; Bottling Investments, and Corporate.

o The Company owns and markets a range of non-alicoho
sparkling beverage brands, including Coca-Cola, tD{@oke,
Fanta and Sprite. As of December 31, 2018, the Gosnpwned
or licensed and marketed over 500 non-alcoholic ebmye
brands. The Company markets, manufactures and Isellsrage
concentrates, which are referred to as beverageedasnd
syrups, including fountain syrups (concentrate bess or
concentrate operations), and finished sparkling astill
beverages (finished product business or finishesddpct
operations). The Company makes its beverage predweilable
to consumers across the world through its netwdriCoampany-
owned or -controlled bottling and distribution opépns, as well
as bottling partners, distributors, wholesalers aethilers

The Coca-Cola system is a global business thatatggeion a local scale. The
Company is able to create global reach with looal$§ because of the strength of
the Coca-Cola system, which comprises the Compauty reearly 250 bottling
partners worldwide.

The Coca-Cola system is not a single entity fromlegal or managerial
perspective, and the Company does not own or daadtrie bottling partners.
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The Coca-Cola system operates through multipld Idwannels. The marketplace
starts with Coca-Cola, which manufactures and seligcentrates, beverage bases
and syrups to bottling operations. Coca-Cola alsmso the brands and is
responsible for consumer brand marketing initiaiveBottling partners
manufacture, package, merchandise and distributal foranded beverages to
customers and vending partners, who then sellibg@ugts to consumers.

All bottling partners work closely with customersgrocery stores, restaurants,
street vendors, convenience stores, movie theattdsamusement parks, among
many others — to execute localized strategies dpeel in partnership with the
company. Customers then sell the products to coasim

The Company sells concentrates and syrups to amgigobottling and canning
operations (bottlers or its bottling partners).degtling partners either combine the
concentrates with sweeteners (depending on theuptpdstill water and/or
sparkling water, or combine the syrups with spacdklwater to produce finished
beverages. The finished beverages are packagadathioreed containers, such as
cans and refillable and non-refillable glass arastt bottles, and are then sold to
retailers directly or, through wholesalers or otlattlers. Outside the United
States, the Company also sells concentrates fortdou beverages to its bottling
partners.

The Company’s finished product operations consfsCompany-owned or -
controlled bottling, sales and distribution operasi, including Coca-Cola
Refreshments (CCR) bottling and associated sugpyncoperations in the United
States and Canada, and are included in its Botllimgstments operating segment.
In addition, in the United States, the Company nfectures fountain syrups and
sells them to fountain retailers, such as restasrand convenience stores using
fountain syrups to produce beverages for immediatesumption, or to authorized
fountain wholesalers or bottling partners resellihg fountain syrups to fountain
retailers. These fountain syrup sales are includeis North America operating
segment. Its finished product operations includengeof sparkling beverages and
a range of still beverages, such as juices aneé giimks, energy and sports drinks,
ready-to-drink teas and coffees, and certain wateducts, to retailers or to
distributors, wholesalers and bottling partnersrifisting them to retailers.

The Company and certain of its bottlers distriboggtain brands of Monster
Beverage Corporation (Monster), primarily MonsteeHyy, in designated territories
in the United States, Canada and other interndtiteratories. The Company
produces and/or distributes certain third-partyntdsa including brands owned by Dr
Pepper Snapple Group, Inc., which it produces arstriltites in designated
territories in the United States and Canada. Itd@sint venture with Nestle S.A.
named Beverage Partners Worldwide (BPW), which etarknd distributes Nestea
products in Europe and Canada. It holds interestemain territories to brands
produced and distributed by Aujan Industries Comgpdu$.C. (Aujan), including
Rani, a juice brand, and Barbican, a flavoured inederage brand.

The Company competes with others mega corporaasnBepsiCo. Inc., Nestle
S.A., Dr Pepper Snapple Group. Inc., Groupe Dangloedelez International. Inc.,
The Kraft Heinz Company, Suntory Beverage & Foadl lind Unilever.
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3. The Coca-Cola Company. Shareownersand Stock Split Policies

On September 5, 1919, a consortium of businesserrby Ernest Woodruff,
Robert W. Woodruff's father, purchased The CocaaCobmpany for $25 million.
The business was re-incorporated as a Delawareo@ign and its stock was put
on public sale on the New York Stock Exchange, withhmon stock at $40 per
share, and preferred stock at $100 per share.niti@ symbol used for The Coca-
Cola Company was CCO. By 1923, the symbol “KO” agpld “CCO".

o The CocaCola Company began its Christmas advertising in
the 1920s in an effort to increase sales duringdlosver winter
months. Several different images of Santa were, us@dnone
proved to be popular with consumers until 1931. tThear,
Archie Lee, an advertising executive for Cddala,
commissioned illustrator Haddon Sundblom to pair8amta that
was both wholesome and realistic. Sundblom look®dthe
Clement Moore poem “A Visit From St. Nicholas” ahid own
Scandinavian heritage to create the big, red, joilsion of Santa
that the Company used for more than 30 years. Thmpany
commissioned Sundblom to paint Santa for the last tn 1964,
but by then, the popular image of Santa was theae@mla Santa
Claus.

The Coca-Cola Company is now a publicly traded camypin other words, the
owners of Coca-Cola are the shareholders. Teclyicdabusands of people own
Coca-Cola today. Most of these owners are othearozgtions and groups of
people. This ownership is divided among 2,418 fustns.

o The majority shareholder of Coca-Cola Company &riéh
Buffet through his company, Berkshire Hathaway,. IBaffet
made it clear in 2013 that he would never sell Geca-Cola
shares. Buffet took an interest in and saw the itatafity of
Coca-Cola as a company when he was only seven gkhrs

Coca-Cola insiders own 0.77 percent of the shafé® directors and top
management make up the majority of owners withexdbmpany. The total share
for insiders is only 0.77 percent of all sharest the board of directors, led by
chairman and C.E.O, makes the decisions for thea@wia Company. The board
of directors works closely with other managers frafifferent regions and
departments.

There are a few differences between standardizédnspand employee stock
options. Firstly, the terms of employee stock ami@re not fixed while exchange
traded options have standardized terms. Seconuiiglogee stock options are not
traded on exchanges whereas standardized optiensaaled. Finally, employee
stock options generally are not transferable wtstandardized options are
interchangeable and can be freely traded on anyagge that lists them.

Coca-Cola, through an equity compensation plarersffnanagers incentives of
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stock ownership and stock split — a real stakeénenliusiness — if certain business
goals are met.

As a public company with shareowners big and srid&eé Coca-Cola Company
believes it is important to form an equity plarsimple terms.

Shareownership and stock split presume an equaty ol which a portion of the
compensation for a large group of managers is geavi- in the short and in the
long term — in the form of stock options and ‘pemi@ance units’ that are linked to
the company’s performance.

A stock split is a decision by a company’s boarddokctors to increase the
number of shares that are outstanding by issuingenshares to current
shareholders. For example, in a 2-for-1 stock ,sphitadditional share is given for
each share held by a shareholder. A stock spstamk divide increases the number
of shares in a company. The price is adjusted thahthe before and after market
capitalization of the company remains the same d@ihdion does not occur. A
company may split its stock, for example, when itterket price per share is so
high that it becomes unwieldy when traded.

Figure 1: The Coca-Cola Company. 57 Year Stock Price Higth®$2-2019)

1970 is80 1990 2000 2010

Anyway, a stock split program is strictly linked tiee corporate market value
(Figure 1), but first it is really focused to prese the corporate value of key-
managers as primary shareholders.

o Coca-Cola (KO) has 9 splits in the Coca-Cola steghit
history database (Table 1). The first split for Kf@as a 2 for 1
split, meaning for each share of KO owned pre-spilite
shareholder now owned 2 shares. For example, aOlgtare
position pre-split, became a 2,000 share positioltoiving the
split. When a company such as Coca-Cola splitshtzres, the
market capitalization before and after the splitkea place
remains stable, meaning the shareholder now owne rsloares
but each are valued at a lower price per sharee@fthowever, a
lower priced stock on a per-share basis can atteawtider range
of buyers. If that increased demand causes theespace to
appreciate, then the total market capitalizatioses post-split.
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Looking at the Coca-Cola stock split history frotarsto finish,
an original position size of 1,000 shares wouldé&vrned into
768,000 today.

Table 1: KO Split History Table

Date Ratio

02/19/1965 2forl
05/19/1965 2 forl
06/03/1968 2forl
06/01/1977 2forl
07/01/1986 3forl
05/14/1990 2 forl
05/12/1992 2 forl
05/13/1996 2 forl
08/13/2012 2 forl

It is so clear that in the short term, the valuem@nagement compensation as
shareowners depends on the increase in the valtieeatompany. If the actions
taken by the people running the business resgtamwth, then the stock price goes
up and they benefit. Similarly, if the businessslaet perform as well, it is likely
that the stock price will reflect that and those nagers will receive less
compensation. The Company defines this policypay ‘for performanceand the
goal is to promote the success of The Coca-Colapaasby linking the personal
interests of employees to those of shareownetbellCompany does not perform,
managers do not benefit.

o | believe shareowners want to put their moneyamganies
they can count on, day in and day out... To be afuevalue to
our owners over the long haul, we must also benajue value to
our consumers, our customers, out bottling parthery fellow
employees and all other stakeholders — over they lbaul.
Accordingly, that is how the long-term interests tife
stakeholders are served — as the long-term interedt the
shareowners are served. Likewise, unless the leng-interests
of the shareowners are served, the long-term ister®f the
stakeholders will not be served. The real possybilor conflict,
then, is not between shareowners and stakeholteishbetween
the long-term and the short-term interests of b@tie creation of
unique value for all stakeholders, including shaveers, over the
long haul, presupposes a stable, health societg. &tercise of
what is commonly referred to as ‘corporate respbitigy’ is a
supremely rational, logical corollary of a compasyéssential
responsibility to the long-term interests of itsasfowners... in
the main, our shareowners look to us to delivetansd, long-
term value. At The Coca-Cola Company, we have huouilt
business and grown it profitably for more than 1y€ars...
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Ultimately, the mission of this Atlanta soft-dri@ompany — and
my 26,000 associates — is not simply to sell araedse of Coca-
Cola. Our mission is to create value over the Idrayl for the
owners of our Company. The best way for us to salveur

stakeholders — not just our shareowners, but also fellow

employees, our business partners and our commsnities by
creating value over time for those who have hired(@ouizeta
R.C., 1997).

The Coca-Cola Company believes that proposed egiaty is financially sound
and encourages employees to act like owners by tiyimir interests to those of
everyone who owns a share of The Coca-Cola Comganirief, ‘we want our
employees to think and act like owridBowden, 2014). In summary, the Coca-
Cola Company accountability for sustainability ¢esaa range of outcomes
including diverse beverage products; economic hisngfich as jobs, taxes paid and
community investment; ecosystem impacts and ingat and customer and
shareowner value.

The CocaCola Company defines high standards for the peaplal level and
strives to meet these standards consistently. Tdmep@ny’s board of directors has
established a number of committees to assist ehdrging its duties.

o The board’s Public Issues and Diversity Review Citteen
keeps TheCoca-Cola Company abreast of the waysllzoeietal
and environmental trends may impact the interests o
shareowners and other stakeholders. Throughoutytwer, the
Committee receives detailed briefings and updabesiaprogress
against Coca-Cola’s sustainability goals. This istical to
fulfilling its responsibility to provide oversiglaf the company’s
sustainability commitments, actions and resultsnfk& Herman,
2018).

The Public Issues and Diversity Review Committedpdhethe board fulfil
responsibilities relating to diversity, sustaindpjl corporate social responsibility
and public issues of significance, especially webard to the ways in which these
issues may affect the shareowners, the companycdhenunities in which the
Company operates, and the general public. The ctsenireviews, at least
annually, all shareowner proposals, public poliayvaracy efforts, political
contributions and charitable contributions to easalignment with company policy
and overall values. The Coca-Cola Company has toprgggrams in place to
identify issues for the business and stakeholdarg] cross-functional teams
working across the system. Beyond the internal fprise Risk Management team,
this also includes the work of the Company’s deeideStakeholder Engagement
function that partners with business units, baitlpartners, NGOs, governments,
and people in communities all around the world.
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