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NAVIGATING THIS GUIDE

WHAT IS COVERED

This guide is divided into six main sections that outline how to integrate sustainability factors into your strategic
planning, budgeting and forecasting processes. It includes tools, guidance, practical examples and a maturity
model. This guide begins with an introdution to the role of finance in integrating sustainability into strategic
planning, budgeting and forecasting, and what the benefits and challenges are of doing so.
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INTRODUCTION FROM THE A4S CFO LEADERSHIP NETWORK

Successful organizations seek to thrive over the long term in a world
that is volatile, uncertain and complex. Eight out of the top ten risks
highlighted by the World Economic Forum? in 2018 are related to
environmental or social issues. Risks that a decade ago weren't seen
as a noteworthy threat to business, such as extreme weather events,
water crises and failure of climate change mitigation and adaptation
are now starting to bite. Developing a strategic response to these
issues, mitigating the risks and seizing opportunities arising from

an effective response, should be at the front and centre for every
organization. All CFOs should ensure these issues are addressed in
an integrated manner within their strategic planning, and followed
through with aligned budgeting and forecasting. Integration and
alignment are key to the creation of a resilient future.

The finance team plays a crucial role here. They ensure strategies
are costed, financial resources are allocated, and performance is
monitored. Finance teams can also prove that the strategy itself
drives sustainable long term value. This is underpinned by the
availability and robustness of relevant data. High quality data that is
important to the strategy must be used in the formulation of the plan,
not simply as a statistic in reporting.

STARTING THE CONVERSATION

If you work in finance, this guide has been designed to help you.
The practical tools and insights are pragmatic and useful, so
consider its content and share its ideas with your colleagues. The
guide will enable you to have a conversation about what you can do
in your own organization to deliver sustainable long term value.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

All members of the A4S CFO Leadership Network have pledged

to build sustainable business models. We pilot, refine and embed
relevant integrated thinking and ideas into these models and commit
to positive action. As we do this we have the opportunity to keep our
financial plans, budgets and forecasts aligned to the strategies that
ensure our businesses are resilient and well positioned to thrive. We
hope you will want to join us.

SCOTT LONGHURST

MANAGING DIRECTOR, FINANCE
AND NON-REGULATED BUSINESS,
ANGLIAN WATER GROUP

“All CFOs should
ensure these issues
are addressed in an

integrated manner within

their strategic planning,
and followed through with
aligned budgeting and
forecasting.”
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INTRODUCTION

THE TIME FOR TRANSFORMATIONAL
CHANGE IS NOW

Scarcity of resources and the impact of climate change

are just two of the current sustainability related trends

of growing economic concern. Demand for energy is
increasing dramatically, and climate change impacts arising
from extreme weather, rising sea levels and policy changes
are already being felt. Other significant trends such as the
ageing population, greater inequality and rapid urbanization
are also starting to have an impact.

Business is not only exposed to the risks and potential
turbulence from these trends, but is also well positioned

to capitalize on the many opportunities which arise. To

be successful, businesses will have to take a long term
strategic view of sustainability and build it into the key value
creation enablers that drive returns on capital, support
growth and mitigate risk.

This transformational change is only possible if
sustainability factors are incorporated into strategic
planning and into the allocation of capital that drives
innovation, invests in new ventures and builds resilience.

Each organization's path to capturing value from
sustainability will be unique, but the guidance and case
studies within this A4S Essential Guide can serve as a
useful starting point from which to build.

See key business benefits of integration 4

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

FINANCE TEAMS HAVE A ROLE TO PLAY, BUT
THERE ARE CHALLENGES

The core skills of those in finance teams can be extremely
valuable in integrating sustainability into business as
usual processes. The use of these skills is essential when
performing integrated analysis, and is vital to smooth
integration of sustainability into strategic planning,
budgeting and forecasting.

For many organizations, integrating sustainability into
business processes represents uncharted waters. The
challenge of linking sustainability drivers to business
strategy is not uncommon, however neither is embedding
an integrated response into finance and operations.

We set out some top tips to help overcome these
challenges:

e Understand the sustainability factors that impact the
business

e Ensure there is effective governance and strong
commitment from leadership

e Align with the rest of the organization’s performance
management framework

e Prioritize the most relevant and meaningful data for
incorporation into this framework

INTEGRATING SUSTAINABILITY
CONSIDERATIONS INTO EXISTING
STRATEGIC PLANNING, BUDGETING AND
FORECASTING PROCESSES IS MOST
EFFECTIVE

The integration of sustainability factors into strategic
planning, budgeting, forecasting and performance
management processes will enhance decision making and
increase long term enterprise value.

Strategic planning should be proactive, incorporate
long term factors in order to maximize opportunities
and increase resilience in the ever changing operating
environment. Some key considerations to integrate
sustainability are:

¢ Risks and opportunities arising from macro sustainability
trends often manifest themselves over a longer time
horizon than most medium term business/ strategic
plans, with uncertain timing.

e Sustainability trends can impact the operational factors
that are critical to achieve strategic goals.

e Scenario analysis is a useful way to test the resilience of
current and potential future strategy.

e Clear criteria will help to assess suitability of proposed
initiatives, including a strategic alignment metric
and a cost benefit analysis that includes social and
environmental costs and benefits where appropriate.
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Introduction

Organizations today must navigate an increasingly COST OF INACTION THE ROLE OF FINANCE
complex, interconnected, and constantly evolving world. e e T

Sustainability factors affecting society, the environment, Failure to incorporate sustainability into an organization’s The core skills of those in finance teams
'  What is integrated strategic and the wider economy are posing greater risks and strategy, and subsequently into the budgeting and can be extremely valuable in integrating
%?Qgér;%hggdgetmg L opportunities to businesses than ever before. As a result, forecasting processes, can result in missed opportunities sustainability into business as usual
an increasing number of organizations see sustainability as to improve decision making and risk management, processes. In particular, the following can

e How does it fit into the

reporting cycle? an integral part of overall corporate strategy and long term enhance innovation and stakeholder engagement, and be applied equally to non monetary data as
Y i ' ide hel value creation. align business performance with long term value drivers. to the monetary data that finance teams are
¢ How can this guide help : e
you? To be sustainable, an organization must achieve long accustomed to working with:
* Benefits and challenges term financial performance, whilst operating within e Experience of data and information

environmental constraints and generating positive value analysis
for society. Strategic planning, budgeting and forecasting
are core processes in managing an organization’s financial
and operational performance, and play a critical role in
influencing and shaping the implementation of corporate Management of information systems
strategy. Despite the importance of these processes, Identification of opportunities for growth
many organizations still have a long way to go to integrate
sustainability into their activities.

e Top tips for getting started

Preparation and communication of
management information

Assessment and mitigation of risks

The use of these skills are essential when
performing integrated analysis, and are
vital to smooth integration of sustainability
into strategic planning, budgeting and
forecasting.

Maturity and reference

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting




Cuis

ACCOUNTING FOR
SUSTAINABILITY

Essential Guide to
Strategic Planning,
Budgeting & Forecasting

Introduction

* What is integrated strategic
planning, budgeting and
forecasting?

' e How does it fit into the
reporting cycle?

* How can this guide help
you?

¢ Benefits and challenges
e Top tips for getting started

Maturity and reference

HOW DOES IT FIT INTO THE REPORTING CYCLE?

The diagram below sets out the overall process flow from strategic planning to management reporting. For further details on the left hand side section see
the forthcoming A4S Essential Guide to Integrated Management Reporting.

Produce consistent and
accurate integrated performance
reports which develop insight
and enhance decision making

Ensure the control environment
is sufficiently robust to provide
complete and accurate reporting
under the framework

Extend the current reporting
framework to support integrated
strategic and operational
decision making

Integrated Management
Reporting

Reporting and
developing
insights

Develop
control
environment

Reporting
framework

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Strategic Planning, Budgeting
and Forecasting

| Create an integrated

strategy and set strategic
| objectives

Produce an integrated budget and
forecast with sensitivity testing
where appropriate
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HOW CAN THIS GUIDE HELP YOU?

This guide aims to support organizations in enhancing the integration of social, economic, and environmental considerations into their strategic planning, budgeting and forecasting
processes. It is intended for a finance audience, including Chief Financial Officers, Finance Directors, Financial Controllers, Heads of Financial Planning and Analysis, and other finance
professionals.

The guide introduces current practices and the key challenges faced by organizations when factoring sustainability into planning, budgeting, and forecasting processes. It seeks to

address the questions we have outlined below and to define the characteristics of good practice.

In order to inform this guide, we have asked ourselves the following questions:

PROCESS GOVERNANCE PERFORMANCE MANAGEMENT TECHNOLOGY AND DATA

Is there a structured way of
thinking about how to integrate
sustainability issues within our
organization’s strategic planning,
budgeting and forecasting
processes?

How do we improve the finance
team’s awareness of sustainability
and the value that it adds to the
business?

How can we ensure that we are
allocating the right resources to
adopting an integrated approach,
given existing pressures on the
finance team?

How can we ensure that
sustainability is integrated into

our budgeting and forecasting
processes consistently and
effectively across the organization?

¢ How do we gain buy in and
support for integrated planning,
budgeting and forecasting from
the whole leadership team?

e How do we create a cross
enterprise culture that is aligned
with, and supportive of, integrated
planning, budgeting and
forecasting activities?

¢ How should each business unit
and functional team become
involved in supporting the
integration of sustainability
within planning, budgeting and
forecasting processes?

e Are our planning, budgeting and
forecasting processes linked to
reporting, performance appraisal,
and incentive mechanisms that
drive the right sustainability
behaviours across the
organization?

¢ How do we improve how the
finance team collaborates with
sustainability specialists on
strategic planning, budgeting and
forecasting activities?

* How do we overcome short term
financial pressures that prevent
us from developing integrated
planning, budgeting and
forecasting processes?

¢ How do we ensure we have timely
access to reliable data to feed into
our strategic planning process?

e How do we prioritize the key
performance metrics to be
reflected in integrated strategic
plans, budgets and forecasts,
given the abundance of available
data?

¢ How should we approach
enhancements to our current
finance system to support
integrated planning, budgeting
and forecasting more effectively?

¢ How can we go about improving
the quality of data underpinning
integrated planning, budgeting
and forecasting processes?

The case studies in this guide have been collated from both the A4S CFO Leadership Network, and other companies, to demonstrate how organizations are starting to answer these
questions.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting
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..................................... BENEFITS CHALLENGES

Introdu'ctlion ' Members of the A4S CFO Leadership Network have For many organizations, integrating sustainability within

* What is integrated strategic experienced first hand how integrating sustainability into strategic planning, budgeting, and forecasting processes
%fgg;';%hggdge“”g and strategic planning, budgeting, and forecasting makes clear represents uncharted waters. It can be challenging to link 76 0/
How d t fit into th business sense. sustainability drivers to business strategy, and to embed an (0

¢ How does it fit into the . . ! . !
reporting cycle? Business benefits include: integrated response into finance and operations. of CEOs define

« How can this guide help To be effective, long term strategic objectives must be business success by

translated into near term budgeting and forecasting
processes. Members of our Network have experienced the
following challenges:

more than financial

?
you Identifying sustainability opportunities and risks, ’
profit?

* Benefits and challenges and enabling integrated strategies and responses
e Top tips for getting started

e “Our business runs on a three year planning timeframe,
So the rest of the business wouldn’t see the value in
looking further ahead.”

Driving investment to protect and enhance long
term viability and success

e “Responsibility for sustainability is still unclear.”

* “Running the financial process is difficult enough, how

Providing significant brand benefits

Performance management . . ) ) »
.................................... . Aligning performance management with long term do we include information we don’t have data for? 73 o/o
Technology and Data value drivers e “We don’t have the system capability or the time to
..................................... complete this manually.” of CFOs believe
Maturity and reference ! ] » * “We are all rewarded on financial metrics so this is what there is a strong link
Reducing cost through operational efficiency we focus on.” between sustainability
Examples of how they have been overcome have been perfo'rmanf:e and

performance?

Encouraging balanced organizational culture,

and building better employee and customer
engagement

The practical examples found throughout the guide
highlight these business benefits

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting
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BENEFITS AND CHALLENGES OF AN INTEGRATED APPROACH

HOW TO RESPOND TO THESE CHALLENGES

To respond to these challenges, firstly consider the following:

Understand the opportunities Set the tone at the top and Determine measurement approach, Identify who in the business can
and risks that your organization incorporate identified opportunities define indicators and set influence the achievement of

is exposed to as a result of and risks into organizational appropriate targets against which the objectives and make them
environmental and social trends strategy and strategic objectives to report accountable

In order to implement successfully the considerations above, we recommend focusing on the following areas of finance function activity to build capability:

PROCESS 4 PERFORMANCE MANAGEMENT v

Adopt a more integrated approach to strategic, financial and Identify sustainability success factors, and make these integral

operational plans. to performance management of both the organization and of your
employees.

GOVERNANCE 4 TECHNOLOGY AND DATA 4

Integrate sustainability into the relevant governance structures and Define and build the required technology, systems and data capability

associated processes across the organization. Ensure cross functional to support the collation of more robust sustainability information.

involvement and ownership of the objectives are agreed.

This guide focuses on each of these areas in turn.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 10
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Introduction

* What is integrated strategic
planning, budgeting and

forecas“ng_? » o Identify the key
* How does it fit into the . Engage with internal Assess the extent to o
reporting cycle? Consider how and s : sustainability change
. " and external which the leadership o
* How can this guide help whether sustainability . . agents within the
you? factors are reflected S Gl LIy R CO S organization, and
« Benefits and challenges : o understand the building integrated o
..................................... Iandscape faced by and forecastlng ’ ’
Process statement o and performance
..................................... the organlzatlon IS objectives
T e . 7 v v v

Technology and Data Extend recruitment
.................................... . into the finance team Assess current short
Maturity and reference to include those with term and long term
key skills to enable incentive plans to see
integrated planning, how they are driving
budgeting and employee behaviour
forecasting

v v v

Define data Understand
requirements to technology and
support integration, system requirements
and assess quality and agree where

needs based on improvements are
materiality needed

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 1
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PROCESS

STRATEGIC PLANNING, BUDGETING AND FORECASTING
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PROCESS

Strategic planning, budgeting and
forecasting are established business
processes, although each organization
will have a slightly different approach in
place. We have set out a typical strategic
planning, budgeting and forecasting
process. Over the following pages,
suggested integration activities are set
against these steps so that individual
organizations can tailor the guidance

to meet their individual needs and the
standard strategic planning, budgeting and
forecasting steps that they follow.

STRATEGIC PLANNING <«

1. Assess the organization’s
mission, vision, strategic context
and environment

2. Set strategic goals,
incorporating sustainability
considerations

3. Determine critical success 4
factors, barriers, risks and enablers

for achievement of goals

4. Define and agree high level 4
activities and initiatives

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

1. Develop guidelines for opex and <
capex budgeting processes that
include short and long term
sustainability factors

2. Convert the strategic plan and 4
high level initiatives into annual
activities and milestones, allocating
accountable owners

3. Set and agree performance 4
commitments and budgets for each
business unit and function

4. Deliver detailed ‘top down and 4
bottom up’ annual operational and
financial plans

1. Assess performance

2. Provide a realistic outlook

based on the current business

environment

3. Provide the latest view of

expected underlying performance

4. Allow timely management

decisions and corrective actions

What did organizations say were

their key process challenges?

How will this guide help?

= 4

<

4

13
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PROCESS: KEY CHALLENGES

Organizations said...

“The strategic planning, budgeting and forecasting processes vary
across organizations, which makes it difficult to create a standard
approach for integration.”

“There is little awareness across finance teams on sustainability matters,
and the value it adds to the business.”

“Our business runs on a three year planning timeframe, the rest of the
business wouldn’t see the value in looking further ahead.”

“The finance team believe we have an important role to play in integrating

sustainability, but progress to date is limited.”

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

We need...

Tips for integration which can be adapted depending on how the
organization manages the process.

Knowledge sharing across the organization, and increased collaboration
between the finance and sustainability teams.

Tips and tools to understand the sustainability landscape and potential impacts
faced by the organization, to build the business case for longer term planning.

Increased clarity on the role of finance and the difference we can make.
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PROCESS: STRATEGIC PLANNING

The need to plan strategically is generally

understood by senior finance professionals.

This strategic planning should be proactive
in integrating sustainability and incorporate
long term factors in order to maximize
opportunities and increase resilience in the
ever changing operating environment.

We outline a four step process, with
supporting tools, to guide finance teams
towards integrating sustainability into the
strategic planning process.

STRATEGIC PLANNING 9

1. Assess the organization’s 4
mission, vision, strategic context
and environment

2. Set strategic goals, 4
incorporating sustainability
considerations

3. Consider critical success 4
factors, barriers, risks and enablers
for achievement of goals

4. Define and agree high level 4

activities and initiatives

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

15
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PROCESS: STRATEGIC PLANNING

1. Assess the organization’s mission, vision, strategic context and environment

ACTIVITIES/INITIATIVES TO SUPPORT
INTEGRATIO

e Work closely with your corporate strategy team to
ensure a comprehensive integration of sustainability into
corporate strategy.

e Set the context for strategic analysis by starting with the
corporate mission, vision and values.

¢ |dentify the external sustainability drivers and risks that
are relevant to the organization’s existing strategy, taking
into account exposure along the value chain, including
suppliers, own operations and customers.

e Consider if strategy needs to be revisited to address these
risks, and/or to take advantage of opportunities arising.

e Assess and agree the correct timeframe for the
assessment, as risks arising from macro sustainability
trends often manifest themselves over a longer time
horizon with uncertain timing.

e Use analytical frameworks to provide a structured
approach to assessing the organization’s strategic
context and environment, e.g. horizon scanning,
PESTEL, BACLIAT or sSWOT.

TIMELINE

Mission, vision and values 5 years 10 years 15 years 20 years 25 years
’
opportunities
in the longer
Existing strategy term
Strategic cycle

Life of organization

30 years 30+ years

Take advantage
of drivers

Drivers (e.g.) Risks (e.g.)

e globalization Mitigate risks and/or ¢ climate change

* changing regulation turn into opportunities ® resource scarcity

* growing/ageing ® energy security

population o lack of diverse talent
v v

Value chain and wider operating environment

PRACTICAL EXAMPLE

To understand fully the opportunities and risks that the business was likely to face over the next 25 years, we applied
the PESTEL framework to our vision and strategy. We worked with external sustainability experts to develop evidence
based forecasts of Yorkshire and the UK in 25 years time and the key stages of change in between. From this work,
we aligned objectives and targets with our business plans, and set scorecards for milestone years towards longer term

outcomes to 2040.
-‘I

See full case study for further information 4 YorkshireWater

»

Exposure and

16
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PROCESS: STRATEGIC PLANNING

1. Assess the organization’s mission, vision, strategic context and environment

APPROACHES TO IDENTIFYING RISKS ARISING FROM MACRO SUSTAINABILITY TRENDS - HORIZON SCANNING

We have found that horizon scanning is the most useful approach to inform the identification of material risks arising from macro sustainability trends.

When is it used? It is an important precursor to proactive risk management and business continuity. Businesses should consider an appropriate timeframe based on the nature of
business activity and the timeframe over which relevant macro sustainability trends are forecast.

Challenges
future risks.

We have found that to be effective a range of horizon
scanning techniques should be used.

Desk based research

A number of universities, NGOs and consultancies publish
assessments of the macro sustainability trends that may be
material to your sector. Lists of sustainability issues that may
be relevant provided by sustainability reporting organizations,
such as the Global Reporting Initiative (GRI), the Sustainability
Accounting Standards Board (SASB), or the World Economic
Forum (WEF) can be a useful place to start.

Surveys

Surveys can be used to supplement this research and

can provide you with a broader reach, particularly where
stakeholders are in different countries / regions. We have found
this approach helpful to obtain input from our supply chain,

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Organizations should take care not to take too short term a focus as they may miss issues where adaptation or mitigation measures are needed now to prepare for

customer base, partner organizations or internal stakeholders
who are difficult to reach via interviews or workshops.

Interviews and workshops

Personal interviews or workshops can help you to
understand matters from research or surveys in more
detail. Workshops often consist of a small group of experts
and cross functional representatives, who share their
perspectives and knowledge to help identify which risks are
likely to be most material and how they may impact your
business.

Questions to ask
Example questions to help stimulate discussion:

e What are the macro sustainability trends that are
impacting our business now? How are these likely to

change over time? Are there any new risks we should
consider in the future?

How are these trends likely to impact our value chain
e.g. suppliers, customers? Which other external
stakeholders may be impacted?

In what ways do these risks impact the achievement of
our strategy and objectives?

Can we turn these risks into opportunities?

What sources of information will enable a better
understanding of these risks? How can we improve
our visibility of these risks and what additional internal /
external data do we require?

What is the direction of government policy and
regulation? How does this vary in each of our markets?

17
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PROCESS: STRATEGIC PLANNING

1. Assess the organization’s mission, vision, strategic context and environment
APPROACHES TO IDENTIFYING RISKS ARISING FROM MACRO SUSTAINABILITY TRENDS - PESTEL, BACLIAT AND sSWOT

Framework for external factors which may affect activities and

performance e.g.:

What is it?
L]
L]
L]
L]
[ ]
L]
When is it o
useful?
L]
Benefits .

Challenges *

Political: Increased competitiveness of emerging markets,
governmental priorities/attitude to environmental and social
protection

Economic: Move towards a circular or sharing economy, supply
chain traceability

Social: Population growth, expanding middle class, urbanization

Technological: Digitalization, energy efficiency and renewable
energy, social media

Environmental: Climate change, resource depletion, water scarcity
Legal: Green taxation, carbon trading, mandatory disclosure
requirements

To help identify current external factors e.g. climate change as well
as those that may change in the future e.g. increase in frequency of
extreme weather events

The PESTEL analysis can be further expanded to STEEPLED to also
consider Demographic and Ethical factors impacting the business
Provides a holistic understanding of the wider business environment
Can encourage strategic thinking beyond a short term time horizon

It may be difficult to predict fully, future changes in the business
environment as it rapidly evolves

If too much information is gathered, it may be challenging to identify
material risks that are directly relevant to the business

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

BACLIAT vulnerability assessment 4

BACLIAT stands for The Business Areas
Climate Impacts Assessment Tool

Workshop based tool to help organizations
quickly consider potential impacts of future
climate change risks that include:

— Past events

— Events that will continue to happen as the
climate changes

— Potential impacts that have not yet been
experienced

Framework for considering impacts in the
following business areas: markets, process,
logistics, people, premises and finance

As a standalone tool, or as a step in a risk based
framework such as the UKCIP Adaptation
Wizard (a risk based adaptation resource)

When there is a wide range of participants
from different business

Can draw on a range of knowledge and
experience, raise awareness and generate buy
in to the adaptation process

Increased awareness of the range of threats
and emerging issues that climate change
could bring to your business

Provides insights into how climate risks are
spread across different business functions

Representatives from across the business are
required

Negotiations on the trade offs between
different business interests are likely

sSWOT (specific sustainability SWOT) 4

The sSWOT provides a new twist on the familiar
framework which helps drive action and collaboration on
sustainability challenges that create material business
risks and opportunities. The sSWOT is designed to help
identify connections between sustainability challenges
and other trends that are creating big changes in future
markets.

Questions to ask when conducting an sSWOT:

1. What (or who) do you want to inform? A specific
person, decision or output?

2. What do you and others see changing? What are the
challenges and trends?

3. Where are environmental challenges creating broad
threats to future business value?

4. Where is there a potential gap in the market where we
and others can create new solutions for environmental
challenges?

5. What are unexpected ways we can apply our strengths
to environmental challenges? Are there partners that
can be leveraged?

6. Who else has similar weaknesses or faces similar risks
from environmental challenges? Can we assess the
risks together?

7. Which insights will influence and resonate with your
CEO, CFO, directors, or other decision makers, or what
keeps them up at night?

8. What can we do (together with partners) in the near
term, mid term, and long term?

18
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PROCESS: STRATEGIC PLANNING

1. Assess the organization’s mission, vision, strategic context and environment

HOW TO BUILD A COMMON UNDERSTANDING OF SUSTAINABILITY WITHIN FINANCE TEAMS

Enabling the effective integration of sustainability within strategic planning, budgeting and forecasting requires finance teams to work closely with their sustainability and operations teams
to ensure shared understanding of which sustainability issues and opportunities are material to the business, and how to integrate relevant data and other considerations relating to these
issues and opportunities into strategic planning, budgeting and forecasting decisions.

A common understanding of sustainability factors can be enhanced through the following strategies:

Bridging the gap

Engaging and communicating

Integrating sustainability into
management information

Aligning with standardized
processes

Leverage the complementary capabilities of both the finance and sustainability teams in actively managing business
performance.

This can accelerate the integration of sustainability within strategic planning, budgeting and forecasting processes.

Ensure finance teams communicate and engage with operating teams and sustainability specialists throughout strategic
planning, budgeting and forecasting activities.

Take advantage of formal (e.g. strategic planning meetings, budget validation discussions, quarterly business reviews) and informal
(e.g. corporate training events) channels to interact and establish a mutually beneficial dialogue on the sustainability risks and
opportunities for the organization.

Integrate the key performance measures and metrics used for monitoring sustainability factors in financial reports,
scorecards and dashboards where material.

Integrating sustainability performance measures within the organization’s management information platform can help emphasize
the importance of these issues to organizational performance and facilitate decision making.

Follow a structured and standardized process across the business to identify and assess sustainability factors in the
strategic planning phase.

This can increase finance teams' knowledge and experience in sustainability and can help to determine better how to integrate
within financial processes.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 19
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2. Set strategic goals, incorporating sustainability considerations

ACTIVITIES/INITIATIVES TO SUPPORT

e Disaggregate the organization’s long term strategic
priorities into a series of desired outcomes which reflect
what success looks like in pursuing the organization’s
strategic vision. Ideally, desired outcomes should
be mutually exclusive and collectively exhaustive in
representing the organization’s strategic priorities.

e Perform initial analysis to understand the potential
impact of the desired outcomes on sales and cost.

e Set long term objectives that address the desired
outcomes and run scenario/'what if' analyses to develop
a comprehensive view of the extent, impact and the time
horizon of the plan.

e Use non monetary targets alongside monetary ones,
and provide insightful qualitative commentaries for
completeness. Ensure that these are measurable,
comparable and achievable in the long term.

¢ Define the key performance measures to monitor the
objectives, and ensure that information on sustainability
is appropriately included within the measures.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

PRACTICAL EXAMPLE

Over the next 25 years, our ability to maintain the balance between water supply and demand will be challenged

by macro sustainability trends such as population growth, climate change, growing environmental need and
deteriorating raw water quality. Most of the risks to our ability to deliver arise from uncertainty about timing and the
magnitude of the impacts from growth and climate change. To address these issues, Anglian Water is leading the
Water Resources East project (WRE) which brings together multiple partners from a wide range of industries to
manage these challenges, building on the region's unique opportunities for sustainable future growth and pioneering
a new approach to managing water resources. Performing scenario analyses using Robust Decision Making

(RDM) and Multi Criteria Strategy Optimization to identify optimized, balanced, and robust water plans to define our
strategic goals.

See full case study for further information 4

love evexy) dvop
anglianwater o

Over 300 scenarios were
developed. Their performance
was tracked using a number of

different measures including
total capital and operating

costs, and environmental
performance.
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2. Set strategic goals, incorporating sustainability considerations

Setting targets and objectives allows the organization to translate desired outcomes into actionable long term performance measures. While the planning period should reflect the
organization’s business model and industry characteristics (typically ranging from three years to 25 years), longer planning periods should be considered in order to provide a more
complete view of the impacts of long term external factors, including sustainability factors, on the organization’s value drivers. This will help to identify long term risks and opportunities
that require near term action, e.g. for large capex projects or significant supply chain changes.

KEY STEPS FOR SETTING LONG TERM TARGETS AND OBJECTIVES

Analyse the strategic
environment, assess
the opportunities and

Assess resources
and capabilities,

and identify the
internal strengths and
weaknesses

Critique the mission
and vision for holistic
value creation,
protection and
resilience

Conduct scenario
planning and analysis
with dynamic
assumptions

Incorporate these
outputs into strategy
generation and
evaluation processes

Distil strategy into
long term targets and

threats to success, O
objectives

and engage with
stakeholders

WHEN SETTING STRATEGIC TARGETS AND OBJECTIVES, CONSIDER WHETHER THEY:

v reflect and indicate performance against desired long term outcomes, beyond the ordinary strategic cycle

v are relevant to the organization’s mission, vision, business operations and activities

v lead not only to financial benefits for the organization, but also to broader benefits for society and the environment, thereby minimizing or eliminating the impact of negative
externalities and creating positive ones

are measurable and quantifiable

are appropriate given the time period

consider the transition risks and physical risks from climate change

account for other external factors and constraints (e.g. laws, regulations, environmental standards, resource scarcity, customer and social pressures, etc.)

SN NN SN S

are achievable given the organization’s capabilities and resources

v are linked to the organization’s performance management framework (e.g. performance appraisals, incentive compensation policies, etc.)

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 21
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2. Set strategic goals, incorporating sustainability considerations
SCENARIO ANALYSIS

It is notoriously difficult to discern trends and determine what the future may bring. Our knowledge about business and operating markets is based on past experience and, in isolation,
is increasingly inadequate to navigate the future successfully. Scenario analysis is a structured way for organizations to think about the future, as a foresight methodology used to drive
better decision making. It can be used to test the resilience of a strategy in an uncertain future, and to plan how an organization wishes to position itself in terms of responsiveness,
flexibility and competitive advantage in the longer term.

Scenarios are possible views of the world described in narrative form to provide context for decision making. For example, the International Energy Agency’s 2°C Scenario lays out an
energy system deployment pathway and an emissions trajectory consistent with at least a 50% chance of limiting the average global temperature increase to 2°C. In setting scenarios, it
is useful to have a range of scenarios that consider the possible, plausible, probable and preferable.

What is it? When should | use it? Challenges How used in practice

e Atool to model a range of future e In setting strategic goals, to
scenarios against which to test inform how the business may
potential solutions or decisions need to evolve to meet the need

of these future scenarios

e Can take advantage of external e Development of future
perspectives and data sources scenarios is based on
assumptions

e The approach can be simplistic
(e.g. through the development
of optimistic, realistic and
pessimistic scenarios) right
through to highly complex
computerized modelling

o o . tools and techniques using,
¢ Conceiving realistic scenarios for example, Monte Carlo

® To assess whether the impacts requires a profound Simulation
of future scenarios are goingto e Using the Delphi survey method understanding of not only the
be negative or positive (a collaborative approach macro trend, its risks and the

to gathering opinions) to underlying processes and

supplement scenario modelling, factors, but also of other events

can lead to a consensus that may be triggered by the

forecast on future trends, as the trend

experts surveyed converge their

opinions on a single position

e Collaborative approach,
requiring input from experts ¢ A wide range of stakeholder

e To develop appraisals of the and key stakeholders can give views need to be incorporated
cost and benefit of different useful insights on potential sales to form a balanced overview
responses and cost impact of a given

scenario

e To prioritize effort in further
analysis or specific research

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 22
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PROCESS: STRATEGIC PLANNING

2. Set strategic goals, incorporating sustainability considerations

SCENARIO ANALYSIS

Scenario analysis is becoming increasingly important in particular in relation to
climate change as part of testing the resilience of current and potential future

strategy, as well as providing stakeholders with an understanding of climate related

opportunities and risks.

TRANSITION PATHWAY INITIATIVE

The Transition Pathway Initiative is an asset owner led initiative, supported by
asset managers and owners, with over £2 trillion assets under management.

The initiative assesses how companies are preparing for the transition to a low

carbon economy. It:
e evaluates and tracks the quality of companies’ management of their

greenhouse gas emissions, and of opportunities and risks related to the low

carbon transition;

e evaluates how companies’ future carbon performance would compare to
the international targets and national pledges made as part of the Paris
Agreement”; and

e publishes the results of this analysis through an online tool.

The pension funds invested in the Transition Pathway Initiative have committed

to using the results in a number of different ways including: informing their

investment decision making; engagement with companies; dialogues with fund

managers and engagement with policy makers.

TRANSITION

See webpage for further information = 4 T ATV E

204
Z

TASK FORCE ON CLIMATE-RELATED FINANCIAL DISCLOSURES

The Financial Stability Board established this industry led task force to help identify the
information needed by investors, lenders, and insurance underwriters to assess and price
climate related risks and opportunities appropriately. The Task Force developed four widely
adoptable recommendations on climate related financial disclosures that are applicable to
organizations across sectors and jurisdictions, and recommends that these disclosures
are included in organizations' main financial filings.

The Task Force structured its recommendations around four thematic areas that represent
core elements of how organizations operate:

e Governance
e Strategy
® Risk management

* Metrics and targets

Scenario analysis

One of the Task Force’s key recommended actions is related to the disclosure of
potential impacts of climate related opportunities and risks on an organization’s business,
strategies, and financial planning under different potential future states (scenarios),
including a 2°C scenario. Over time, the Task Force expects to see more quantitative
analyses in disclosures, including the underlying assumptions associated with the climate
related scenarios used.

TASK FORCE on
CLIMATE-RELATED
FINANCIAL
DISCLOSURES

See the Final Report for further information 4

*The agreement sets out a global action plan to put the world on track to avoid dangerous climate change by limiting global warming to well below 2°C increase relative to pre-industrial levels. The use

of a 2°C scenario is thus a useful way of evaluating the resilience of strategy under a 2°c scenario. It also helps investors allocate funds towards accelerating the transition to a low carbon economy and

thus protects their investments and beneficiaries from the projected negative financial outcomes as the degree of warming increases..

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting
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3. Consider critical success factors, barriers, risks and enablers for achievement of goals

ACTIVITIES/INITIATIVES TO SUPPORT
INTEGRATION

¢ Consider how sustainability trends can impact the
factors that are critical to achieve strategic goals.

e Analyse these critical success factors, considering
where there are barriers to the success of corporate
strategy, and test the resilience of the planned strategy
against sustainability risks where they have the potential
to become barriers if they manifest.

¢ |ncorporate sustainability factors relevant to the strategic
goals into your corporate risk matrix, and identify where
internal barriers may also prevent effective mitigation of
sustainability risks.

e Determine appropriate mitigation strategies,
incorporating enablers to minimize barriers to success.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

The Crown Estate is a specialist real estate business, with all our net surplus going to the Treasury for the benefit

of the nation. Our vision at the Crown Estate is to become a truly modern, commercial business. We identified the
critical success factors necessary to achieve this vision and in doing so, considered the material issues (including
sustainability factors) that create risk for the organization and potential barriers to us achieving it. Using this analysis,
we have implemented enablers that help us to overcome each of these material issues.

THE
WESTATE
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3. Consider critical success factors, barriers, risks and enablers for achievement of goals

TESTING THE RESILIENCE OF THE PLANNED STRATEGY AGAINST SUSTAINABILITY RISKS USING CRITICAL SUCCESS FACTOR ANALYSIS

Sustainability factors have been
considered in setting corporate
strategy. However, they should also
form part of the process for determining
barriers and risks to the achievement of
critical success factors. For example,
where the strategy involves setting up
operations in a new region, factors such
as flooding risk, indigenous rights over
land or water extraction need to be
identified and addressed.

Identifying risks and barriers in this way
ensures that the necessary enablers
are implemented in such a way that
considers not just internal barriers, but
external risk factors too.

Consider each critical success factor
in turn and assess:

1. Whether the critical success factor
could impact/be impacted by
social and environmental factors

2. The likelihood and potential
magnitude of that impact

3. To what risks or barriers to success
this exposes the organization

4. How barriers can be overcome and
risks mitigated

Critical success factors

Examples:

e Ability to source
critical resources

e Ability to respond to
consumers' needs

e Coping with rapid
change

e Attraction of capital

e Product safety

¢ Engaging with
strategic partners

e Product development
and speed to market

The factors that are
necessary for the business
to achieve its mission, gain
competitive advantage and/
or deliver its strategy.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Sustainability lens

Ethics
Biodiversity
Food scarcity
Rising poverty
Energy security
Social inequality
Responsible production
Health, safety and wellbeing
Responsible consumption
Gender inequality
Finite resources
Climate change
Human rights
Reputation
Regulation
Pollution

Viewing critical success
factors through a sustainability
lens focuses attention on risks
that have the potential to act
as barriers to success.

Barriers and risks

Risks*

e Climate change

¢ New/changing
regulation

e Access to finance

e Rising energy costs

e Resource and water
scarcity

e Supply chain instability

Barriers

¢ |nhibitive structures,
culture, systems, silos
and/or incentives

e Employee
dissatisfaction

*Risks can become barriers
if they manifest. Internal
barriers may also prevent
effective mitigation of
sustainability risks.

Enablers

Finance and risk

e | ong term financial plan

e Financial resources

¢ Risk and capital management

Operations

¢ Organizational restructure

* Principles, policies and
guidance

e Alliances and partnerships

® |nnovation

Information and technology

e |mprovements in technology

¢ Integrated systems and
processes

e Data and data analytics

People and change

e Tone from the top

¢ Values and culture

e Change management

e Development of skills and
capability

¢ Performance management
linked to long term value
drivers

Ways to remove barriers and
create conditions that empower
people to deliver on the critical
success factors, strategy and/or
necessary change.
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4. Define and agree high level activities and initiatives

ACTIVITIES/INITIATIVES TO SUPPORT
INTEGRATION

Disaggregate the organization’s long term strategic
goals, establishing a structured, consistent and
standardized procedure to identify all strategic initiatives
and encourage focus on sustainability issues. Adjust the
assessment timeframe accordingly based on the nature
of the goals.

Enable filtering and cross business unit validation of all
strategic initiatives based on established criteria that
include sustainability factors.

Set up working groups with specialists from the relevant
areas of the business at an early stage to assess the
impact and dependencies of the initiatives, and to
ensure that the level of governance is appropriate.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Scottish and Southern Electricity Networks, part of the SSE Group, provide power to homes and businesses
across 59 Scottish islands through submarine electricity cables. To ensure a reliable supply of power, the cables
are proactively replaced before they reach the end of their operational life. Changes to Scotland’s National Marine
Plan meant that existing engineering practises within the marine environment were challenged and the cost of
the works could increase dramatically. Working with an external partner to develop a tool to model the relative
social, environmental and economic impacts of different engineering solutions; and with a variety of stakeholders
to estimate the magnitude of the impact, we have developed an evidence and risk based assessment which has

been accepted by our regulators.
See full case study for further information 4 ’ S S e
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4. Define and agree high level activities and initiatives

WHO TO INVOLVE

Leadership: Strategic initiatives should be approved by
the Board, a delegated committee, or designed within
strategic parameters set by the Board. Board level
competency around sustainability is essential.

Project team: A cross functional team (with
representatives from across the business, and potentially
from supplier organizations) can broaden skillsets and
increase innovation. This should include sustainability
specialists.

Investment Committee: Consider involving the Board
Investment Committee and report to them.

Specialists: Depending on the type, scope and
complexity of the initiative, it may be appropriate to include
external specialists in the project team, particularly at the
design phase.

Stakeholders: Including stakeholders external to your
organization can help increase support for the initiatives
and offer additional perspectives, particularly on socio
economic and environmental factors.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

WHAT TO CONSIDER

Suitability: Clear criteria should be set to assess suitability
of proposed initiatives. These should include a strategic
alignment metric and a cost benefit analysis that includes
social and environmental costs and benefits where
appropriate.

Timeframe: The length of the initiatives should be
appropriate in the context of the long term strategic goals,
but also short enough to maintain momentum.

Integration: Ensure the initiatives are designed and
performance managed in an integrated way.

Portfolio coverage: Ensure that the portfolio of initiatives
collectively covers each key aspect of the long term
strategic goals. Consider how gaps can be filled and
whether overlaps will aid achievement or create inefficiency.

Critical success factors: Identify the factors that are
necessary for successful delivery of the initiatives and
achievement of the long term strategic goals, and whether
there are any significant barriers to these. Ensure social
and environmental, short term and long term issues are
considered.

Opportunities and risks: Examine the external
environment for opportunities and risks. Initiatives can be
designed to mitigate risks, or to capitalize on opportunities
to create competitive advantage. Factors external to the
initiative can change significantly over its life. Consider how
social, economic, political and environmental landscapes
and stakeholders’ perceptions might change, and how this
may affect success.

Mitigations and enablers: Establish whether risk can
be mitigated or managed to an acceptably low level, and
enablers identified to overcome perceived barriers. For
sustainability risks, this can often involve working with the
value chain to identify innovative solutions.

27
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capital needs to be allocated effectively by
aligning budgets to the desired strategic

Process

outcomes.
e QOverview
. Tool ) We outline a four step process, with
o0 S.and guidance supporting tools, to guide finance teams 1. Develop guidelines for opex and 4
* Practical examples towards integrating sustainability into the

capex budgeting processes that
include short and long term
sustainability factors

.................................... . budget|ng prOCeSS

2. Convert the strategic plan and 4

Technology and Data high level initiatives into annual
..................................... aCtIVItieS and mllestones’ a"ocatlng
Maturity and reference accountable owners

3. Set and agree performance 4
commitments and budgets for each
business unit and function

4. Deliver detailed ‘top down and ¥
bottom up’ annual operational and
financial plans
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PROCESS: BUDGETING

1. Develop guidelines for opex and capex budgeting processes that include short and long term
sustainability factors

ACTIVITIES/INITIATIVES TO SUPPORT
INTEGRATION

Provide clear guidelines for the budgeting process that
address sustainability considerations and their link to

business growth and implementation of business plans.

Use the budget process as an opportunity to integrate
sustainability into other activities.

Ensure that budget guidelines set out steps to consider
the sustainability implications of activities as part of the
budgeting process.

Ensure that the guidelines incorporate all key financial,
social and environmental assumptions.

Formalize a standard approach on integrating cost
savings and incremental revenues arising from
sustainability initiatives directly into budgets.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

PRACTICAL EXAMPLE

A wide range of initiatives have been embedded into the Crossrail budgeting structure which put long term benefits
at the centre of how the whole project is designed and delivered. This means that the budget priorities, rather than
focusing on the construction cost, include minimizing whole of life costs of the project as well as negative social and
environmental impact, and provide wider economic benefit across the country. The budgeting
approach includes ring fencing £1m for safety training that sets new standards for the industry
and geographical supply chain ring fencing.

See full case study for further information 4

PRACTICAL EXAMPLE

Crossrall

At Microsoft, we have implemented a carbon fee model that puts an incremental fee on the carbon emissions
associated with our company’s operations. The price on carbon is determined by the total cost of the carbon fee
fund investment strategy, which is set to meet the organizational carbon reduction policy objectives. The fees that we
collect through the carbon fee model go into a central fund used to subsidize investments that enable Microsoft to

reduce emissions and be net carbon neutral.
HE pa;
mn Microsoft

See full case study for further information 4
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PROCESS: BUDGETING

1. Develop guidelines for opex and capex budgeting processes that include short and long term

sustainability factors

EMERGING APPROACHES TO BUDGETING FOR
SUSTAINABILITY FACTORS

Budgets are historically a purely financial domain, with a focus on factors
that have a direct, short term financial impact. However, there is merit

in considering non monetry factors which have a significant impact on
the budgeting process. These impacts may be financial, environmental
and/or social in nature, and budgeting methods to account for these
vary from simple to sophisticated. Companies operate in a budget
constrained environment, so integrated budgeting is about how to
maximize and prioritize the resources you do have, to best effect.

Determining the right approach will depend on a number of factors
such as overriding strategic goals and the required pace and nature
of change. The key attributes of each approach will help with this
decision. The diagram opposite summarizes potential ways to prepare
an integrated budget. Each method is discussed in more detail on the
following pages.

BUDGETS AS DISTINCT FROM TARGETS

Many organizations set sustainability related targets, some of which
are set to be attainable, some of which are aspirational. They may
be over the short, medium or long term. What turns a target into
a budget could be considered just a matter of terminology, but

it can be argued that a budget is more restrictive, more emotive,
and requires a greater level of commitment. A budget is similar

to a quota in that it is finite, there is a set limit or quantity that can
be used e.g. a financial budget, carbon budget, or fishing quota.
A budget is generally shorter term e.g. an annual budget, though
is not only about short term delivery but also investment in longer
term sustainable performance. A target is typically something to
aim for, rather than necessarily something that must be met.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

A) Ring fencing

The simplest approach available, which involves
setting aside monetary budgets for the cost
associated with sustainability related initiatives (see
the next page for further guidance).

B) Allocation

Requires splitting budget out across different budget
owners or operating units to meet relative needs.
Allocation may, for example, be based on size of
operation, or opportunity for improvement (see

Key attributes: page 33 for further guidance).

e Simple Key attributes:

e Widely understood * Relatively straightforward

e Easily monitored * Widely understood

e Only considers monetry factors e (Can facilitate matching of positive and negative
L]

Enables sustainable outcomes to be prioritized cost impacts in relation to a specific budget line,
asset or business unit

e Can encourage financial efficiency, where
cost savings from one project can ‘unlock’

budget for another

STRATEGIC

GOALS
C) Capitals budgeting

Covers several different approaches
which can be used to set budgets in non
monetary terms either separately or combined
with monetary budgets and the associated
interdependencies. For example, a water budget
may be set (see page 36 for further guidance).

D) Shadow pricing

Involves assigning a tangible value to an
intangible item for which there is no current
market value. Most commonly used as a way of
reducing greenhouse gases by setting a carbon
price (see page 39 for further guidance).

Key attributes:
e Adaptable to level of simplicity/sophistication
needed

1
1
1
1
i
Key attributes: i
1
1
i Can drive cultural change
1
1
1
1
1
1
1
1
1

e Adaptable to level of simplicity/sophistication

needed
¢ Different approaches to choose from, depending e Efficient way to achieve objectives

on needs e Supports transparency, accountability and risk
e Can account for interdependencies between management

monetary and non monetary capitals e The choice of shadow price can be highly
e (Can be focused on particular functions, e.g. subjective

procurement
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PROCESS: BUDGETING

1. Develop guidelines for opex and capex budgeting processes that include short and long term
sustainability factors

PRACTICAL EXAMPLE

Where an organization has set strategic goals that have societal and/or environmental impacts, then often a financial

budget will need to be ring fenced to allow for the cost associated with meeting those goals. At Asda, we set monetary budgets

in line with strategic sustainability

Examples of human capital factors that may merit a ring fenced financial budget objectives.

Save money. Live better.

See full case study for further information 4

Human health/ e Health and safety team, training and equipment
wellbeing * Wellbeing initiative(s)

PRACTICAL EXAMPLE

Job creation/skills * Apprenticeships
development o Staff development and training

At Bupa, we ring fenced funding for low
carbon and renewable energy projects
through establishment of our £560m
Energy Saver Fund.

Working conditions/ e Subsidized staff canteen
practices o Team building away days

See full case study for further information 4

This approach can also apply to environmental and social factors.

PRACTICAL EXAMPLE

At SSE, we developed a community investment fund package for the communities around our
onshore wind farms. The methodology for determining the size of this fund is standardized and
fully transparent. For the last three years we have published an overview of the sustainable
impacts of these funds including a focus on economic, environmental and social projects.

See full case study for further information 4 ' Sse

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting
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PROCESS: BUDGETING

1. Develop guidelines for opex
and capex budgeting processes
that include short and long term
sustainability factors

A) RING FENCING

Many organizations have policies or targets to source
locally. However, often this is aspirational rather than
aligning processes and procedures to meet them. One
way to make these targets more achievable is to use a ring
fenced budget approach. The illustrative example below for
a ficticious organization based in Bremen, Germany shows
a potential framework for a local sourcing budget:

e A maximum of 20% of procurement spend can come
from outside Bremen and Lower Saxony.

e A minimum of 80% in Bremen and Lower Saxony of
which at least 30% is in Bremen and adjacent districts.

These non local budgets should be finite, or at least require
senior management sign off to extend them in the same
way as all other budgets. Once a local sourcing budget has
been set, the case study below demonstrates how local
suppliers can be engaged.

PRACTICAL EXAMPLE

At SSE, we set up an Open4Business portal in the
Highlands and Islands to create
a strong local supply chain.

€ 048

See full case study for further information 4

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting
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Setting budgets in this way can drive behaviour to:
® build community relationships and engage with local suppliers to help grow the local economy and create socio
economic benefit in the area; and

¢ help build skills and capabilities to increase the value of the local human capital pool and ensure local businesses
continue to grow and bring sustainable, long term, local benefits.

18
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PROCESS: BUDGETING

1. Develop guidelines for opex and capex budgeting processes that include short and long term
sustainability factors

B) ALLOCATION

In setting strategic goals, and determining a path towards achieving them, organizations will need to consider the costs associated with those goals in the short, medium and long term,
and allocate budgets accordingly.

There are different approaches to allocating budget to the different budget owners, or operating units, depending on the specific circumstances. Budgets may be allocated top down, on
application, or resolved through a more iterative approach. Depending on the allocation approach, it may assist organizations in matching negative and positive cost impacts which offset
each other.

Allocation by Examples

e Budget can be allocated on a totex basis, i.e. capex plus opex. This effectively permits increased capex spend (perhaps to

Asset include energy, carbon or water saving measures) to be later offset by a reduced opex requirement.

¢ Allocating budget to each site to manage their risk of flooding. Some sites will be higher risk than others, and budget can be
allocated based on this risk exposure, as well as size and criticality of each site.

Opportunity or exposure * An organization has significant cost saving opportunities from energy saving technologies. Sites can be allocated budget to install
measures such as LED or motion sensor lighting, and allocation can depend on the relative energy saving opportunity particular
to each site.

e The desired outcome is a reduction in greenhouse gas emissions. Budget can be allocated based on the marginal cost per
tonne of greenhouse gases saved of the most cost effective option. These savings are then used to invest in the next most cost
effective option, and so on, enabling investment options to be prioritized in the most cost effective way, ensuring efficient use
of finite budgets and allowing the “freeing up” of cash for subsequent implementation of more expensive options at a later date
(see the next page for interdependencies and cost curves).

e The desired outcome is for a more sustainable product. The redesign of the product means that less wood is required as a raw
material in the product manufacture, and the money saved from the reduction in quantity of raw material can be used to increase
the proportion of sustainable timber procured.
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1. Develop guidelines for opex and capex budgeting processes that include short and long term
sustainability factors

B) ALLOCATION ILLUSTRATIVE MARGINAL ABATEMENT COST CURVE

Interdependencies and cost curves

Interdependencies between budgets need to be

understood and opportunities for cost neutrality identified.

Carbon
One recognized way of doing this is to use a cost curve,

with a Marginal Abatement Cost Curve being a common Marginal
way of unlocking financial budget for greenhouse gas abatement cost - Building

emission reduction initiatives. By plotting the marginal per tonne of controls  Solar PV
cost associated with a number of carbon reduction CO.e (£)
options against the carbon reductions each method can 2

be expected to achieve, the options can be ranked in

order of implementation priority. This allows carbon to be

saved in the most cost effective way, freeing up cash for

implementation of more expensive options at a later date.

CO,e savings
(tCO,e p.a.)

Insulation
LEDs

\\

Fuel efficiency training

\\

Reduce i
PRACTICAL EXAMPLE buiI:iling Eﬁ::géoural

.................... femps
At City, University of London, w¢ =~ ————— by IEC programme
used a marginal abatement model ( ITY

to budget for emissions reduction

. UNIVERSITY OF LONDON
options.

EST 1894
See full case study for further information 4
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¢ Practical examples per ‘000 litres of Waterl
.................................... : water saved (£) aterless
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.................................... . Job creation and employabihty

Performance management . —
.................................... . Marglnal cost Sponsoring Wat i
: ater savings
Technology and Data per £ of socio . vocational (000 litres 5 a.)
.................................... . economic value i qualifications \Rainwater harvesting e
Maturity and reference created (£) Sensor taps Efficient flush
icient flus
toilets
Install water
meters

Socio economic
Partnerships value p.a.

Apprenticeships with social
enterprises

Wellbeing

Work Community IT

Marginal cost
placements  kills

per £ of human Health checks
programmes capital value for managers

created (f) 7

|

See the A4S Essential Guide to Social and Human Capital Accounting 4

for tools, guidance and links to job creation and employability
measurement methodologies

Human capital
Staff wellbeing programme value p.a.

Cost savings arising from increased
productivity, lower absenteeism and
decreased staff turnover. a5
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PROCESS: BUDGETING

1. Develop guidelines for opex and capex budgeting processes that include short and long term

sustainability factors

Capitals budgeting is a collective term for setting budgets for natural, human and social capitals in non monetary terms.
These can be set either separately or combined with monetary budgets, for example an energy budget of €X with a
carbon budget of Y tonnes. There are a variety of different approaches, of varying uses and complexities which lend
themselves to a range of different situations and purposes.

The simplest approach is to set a budget for the amount of a "capital" which can be used in the period. The examples
below show how this can be applied to natural capital.

e Maximum GHGs to be emitted

Carbon e Maximum embodied carbon (i.e. GHGs emitted in the extraction, manufacture
and transport of raw materials, together with end of life emissions)

e Maximum waste to be produced/sent to landfill

Waste and pollution

e Maximum number of pollution incidents/amount of pollutants released

e Maximum water to be used
Water use .
e Maximum water to be abstracted

Biodi it e Maximum green belt disturbed, e.g. for construction
loaiversi
y e Maximum use of pesticides, e.g. in agriculture

¢ Maximum quota of non certified materials, e.g. wood, fish, palm oil
Resource use , ,
e Maximum use of non recycled materials

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

PRACTICAL EXAMPLE

At Anglian Water, we set an embodied carbon budget
for 2030. The budget restricts embodied carbon in
new assets built to 30% of 2010 embodied carbon
levels.

love evexy) dvop
anglianwater o

See full case study for further information <

PRACTICAL EXAMPLE

At Sainsbury’s, we set zero carbon, waste and water
budgets for new stores.

Sainsbury’s
ROy

See full case study for further information 4
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1. Develop guidelines for opex and capex budgeting processes that include short and long term

sustainability factors
C) CAPITALS BUDGETING

Setting a carbon budget

Carbon budgets are an important tool for realizing
emissions reductions either operationally and/or, through
capex. They set the overall level of ambition for reductions,
and the areas of the business where effort should be
focused. The analysis used to develop carbon budgets
can inform the types of operating policies that may be
appropriate to unlock emissions reduction potential. Once
set, carbon budgets provide a mechanism for monitoring
emissions reduction performance, and for shaping any
response should targets be missed. Monitoring of progress
against carbon budgets should form part of strategic
integrated management reporting.

A number of key decisions need to be made about the
budgets e.g.:

e The baseline year, the timescale of each budgetary
period and the long term target

e How changes in the structure of the organization
over time should be accounted for (ordinarily with an
adjustment to the baseline)

e \Whether to use a location based or market based
methodology for scope 2 emissions

e Which scope 3 emissions to include

See further information on decision making 4

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Organizational emissions reduction targets have historically
often been set without due consideration of the necessary
scientifically backed reductions needed to keep climate
change within “tolerable” limits, the technical feasibility of
available emission reduction technologies, and/or the level

of financial investment needed to achieve reduction targets.

Consequently, targets are frequently of inconsequential
impact (too small), failing to drive real innovation to unlock
potential savings; or lack the commercial rigour needed
to support the business case for investment required to
achieve them. The approach presented here incorporates
these factors with a view to determining an ambitious, but
demonstrably achievable, carbon and financial budget
programme.

For most organizations, meeting a budget such as this
could be expected to include significant energy efficiency
improvements in buildings and industrial processes, fuel
efficiency improvements in road vehicles, and a significant
shift towards renewables in electricity, heating and

cooling. Some of the required emissions reduction can be
achieved at negative cost and would therefore save money,
unlocking financial budget for implementation of more
expensive reduction options. Carbon budgets have a role
to play in Shadow Pricing and Marginal Abatement Cost
Curves.
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1. Develop guidelines for opex and capex budgeting processes that include short and long term

sustainability factors

AN APPROACH TO SETTING A CORPORATE CARBON BUDGET

Set a long term target

e Determine a ‘top
down’ reduction target
cognisant of scientifically
backed required progress
(e.g. under a 2°C
scenario)

Agree a baseline year
against which to measure
emissions reduction
potential and a timescale
for the target

For guidance on setting science 4
based targets see the Science Based
Targets Initiative

Reference emissions projections

e Review national carbon budgets and projected reductions for key regions of
operation e.g. the UK's 80% reduction by 2050 (against 1990 levels)

¢ Review published scenarios reflecting alternative assumptions on fossil fuel
prices and population growth

e Consider known or anticipated policy changes for key regions of operation

Consider the need for interim budgets, splitting the long term target over strategic
cycles (e.g. five year blocks) and/or matching to key interim national budgets

Required reductions versus
reference projections

Assess feasible emissions reduction scenarios

Required reductions versus
feasible reductions

e Perform analysis of technical feasibility, costs and realistically achievable
emissions reduction

Perform financial analysis over potential scenarios, e.g. emissions reduction

scenarios:

1. Current ambition 2. Extended ambition 3. Stretch ambition

Proposed budgets

Use the outcomes of the required,
reference and feasible reduction target
analysis to determine an ambitious, but
realistic, carbon and financial budget
programme for each strategic cycle that
will permit achievement of the long term
target. Allocate across the organization.

Appropriate role of offsetting

e Consider whether, and to what extent, offsets will be ‘permitted’ to contribute
to the budget (e.g. using the Voluntary Carbon Standard)

¢ Define the role of offsets, including any geographical or offset source
restrictions

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 38
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1. Develop guidelines for opex and capex budgeting processes that include short and long term

sustainability factors
D) SHADOW PRICING

Shadow pricing provides a framework for an organization
notionally to ‘cost’ an item into their business operations
where it does not have a current, defined market price, or
where current prices are deemed too low to factor in future
risks or societal impacts. This is increasingly being used by
organizations for carbon emissions, however it can also be
used for other resources such as water.

Putting an internal cost on carbon provides a useful risk
mitigation to the future regulation of carbon.

A shadow carbon price can be used in different ways, for
example:

e Simply incorporating into project or investment budgets
(monetizing the carbon impact) and thus creating the
business case to invest in lower carbon options

e Using the shadow price to drive an internal carbon
market

The same concept can also be used for other items such
as water, waste or pollutants, where a shadow cost can be
developed to represent potential higher future cost per unit
or potential changes in compliance thresholds.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

At Danone, we incorporated carbon pricing into our capital investment appraisal process.

See full case study for further information 4

DANONE

At Coca-Cola Hellenic Bottling Company, we introduced a science backed carbon reduction target, driven by an
internal carbon price.

See full case study for further information 4

Coca-Cola
Hellenic Bottling Company

At Royal DSM, we have set a shadow carbon price in the valuations of large investment projects. We set
the carbon price at €50/t CO,e so it is high enough to materially affect investment decisions to drive down

greenhouse gas emissions.
@ osm

See full case study for further information 4
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1. Develop guidelines for opex and capex budgeting processes that include short and long term

sustainability factors

USING SHADOW PRICING TO DRIVE AN
INTERNAL CARBON MARKET

An internal carbon market provides a mechanism for
reducing emissions across the organization, whilst

also pooling budget to invest further in lower carbon
opportunities. A potential approach to this could be:

1. Consider the organization’s total carbon inventory, and
the relative intensity of this across the business, and
determine the level of reduction aspiration in the short,
medium and long term.

2. Set a shadow price on emissions to be charged to
each business unit profit and loss account, relative to
their respective emissions, and taking into account any
planned, major capex projects.

3. Engage with the Board/management of each
business unit to communicate the approach, allocate
accountability and autonomy, and agree the process for
charges and bids for efficiency improvements, where
appropriate.

4. Centrally pool the amounts charged to each business
unit and reallocate based on priority efficiency
improvements, either pre determined at a strategic
level and/or in response to successful efficiency bids
submitted by the business units.

5. Reuvisit the carbon price annually, raising incrementally
and transparently over time..

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Determining a carbon price
There are several recognized ways to price carbon:

¢ Traded cost of carbon
The traded cost of carbon is the current value of traded
emission rights within a recognized carbon market.

* Non traded cost of carbon
A non traded value of carbon may be explicitly estimated
by a national government or regulator (with reference to
national carbon targets) to guide abatement activity for
sectors not captured within a recognized carbon market.

e Social cost of carbon
The social cost of carbon reflects the socio economic
cost of emissions, incorporating impacts such as
spread of disease, decreased food production, coastal
destruction etc.

e Marginal abatement cost
The marginal abatement cost reflects the cost of
reducing emissions.

e Bespoke carbon price
Set at a level that will drive change in line with the
organization's specific circumstances and ambition.

POTENTIAL WAYS TO COLLECT FUNDS

e Charge a fee based on relative, previous or current

emission levels

e Charge a fee based on the organization wide reduction

target, allocated across business units by emission
levels or productivity output

e Apply a fee to emissions exceeding a predetermined

level

POTENTIAL WAYS TO REDISTRIBUTE FUNDS

¢ Prioritize investment based on the effectiveness of

projects submitted by business units (i.e. by carbon
reduction and financial pay back)

Prioritize investment based on scalability, investing
in business units where behavioural reductions are
greatest

It is good practice to
increase the carbon

price incrementally
every year to drive
further reductions.
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2. Convert the strategic plan and high level initiatives into annual activities and milestones, allocating
accountable owners

ACTIVITIES/INITIATIVES TO SUPPORT

INTEGRATION PRACTICAL EXAMPLE
¢ Disaggregate the long term targets set in strategic In order to achieve a common thread from a long and short term perspective, we incorporated the strategic aims
planning into medium and short term milestones. of our 25 year plan, which have a high profile position of sustainability, into our five year plan commitments. The

commitments were used to develop an Outcome Delivery Incentive (“ODI”) framework, which attributes financial
reward or penalty to financial and other performance outcomes. ODls are then divided into annual performance
targets for internal planning and driving delivery. Each function then prepares detailed budgets and delivery plans
based on their targets.

e Set specific, time bound activities that are aligned to
the budgeting cycle timeframe, are measurable and are
clearly linked to the corporate strategy. These activities
should be mapped to where financial, social and/or
environmental budgets will be required. Agree who will  —EY
be accountable for measurement and monitoring of the —

activities. South West
* Ensure key risks and opportunities identified by See full case study for further information <ff Water

assessing the strategic context and environment are
reflected in the short and medium term activities and
budgets.
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Process DEVELOP AND CASCADE THE ANNUAL LONG TERM STRATEGIC OBJECTIVES
* Overview TARGETS ACROSS THE BUSINESS (E.G. 25 YEAR PLAN)
' e Toolsand guidance | T
Develop annual targets across business units and functions  Objectives incorporating aspirations for example around: growth, profitability, product development, transition to a low

e Practical examples

by disaggregating long term targets into short term carbon economy, preservation of natural capital, and investment in social and human capital.
measures (annual, quarterly, monthly, etc.) and developing
operating plans that incorporate sustainability actions.

¢ |dentify significant enablers required to achieve long term objectives.
* |dentify and assess risks which may impact achievement of long term targets.

* Determine necessary pace of change, including key step changes across a long

Maturity and reference term time frame (e.g. 25 years).

2. Pace of change e Perform sensitivity analysis, accounting for potential manifestation of major risks.
Consider whether specialist input is required to establish time frame e.g. for
climate change impacts and/or resource scarcity risks.

e Map out targets in medium term increments (e.g. five years) and short term
increments (e.g. every year for first five years).

e Determine investment needed in short term to meet short term targets.

4. Investment * Forecast likely investment for medium and long term targets, for enhanced
visibility.

e Consider savings likely to be generated by sustainability projects, for example,
through reduced energy and waste costs and a more secure supply chain.

5. Budgets » Define integrated budgeting approach (e.g. ring fencing, allocation, capitals
budgeting and/or shadow pricing) and set the short term budgets necessary for
required progress towards long term strategic goals and targets.
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3. Set and agree performance commitments and budgets for each business unit and function

ACTIVITIES/INITIATIVES TO SUPPORT
INTEGRATION

e Ensure that each business unit and function sets and
agrees specific integrated objectives and targets, in
line with their financial and operational capability and
capacity.

¢ Link the established commitments to the annual and
long term integrated targets that are set in the strategic
planning phase.

e Ensure that budget targets are based on performance
measures that allow the organization to gauge success
or progress towards achieving the organization's long
term objectives, and that the underlying data used to
calculate performance measures is reliable.

e Consider the extent to which flexibility is required
within performance commitments and budgets, such
that funds can be reallocated during the course of the
budget cycle should operating circumstances change.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

PRACTICAL EXAMPLE

In a desire to create a more flexible approach, we have taken a radical step and moved away from a traditional annual
budgeting cycle. Under the new model we have a flexible quarterly spending plan supported by a five quarter rolling
forecast, which facilitates quick and responsive reallocation of non fixed resources to where they add most value at a
point in time. For us, the concept of adding value is broad and not just financially based. Performance commitments
are set in terms of goals, with devolved responsibility to business unit level. The role of our finance people in this is
very important.

See full case study for further information 4

DANONE
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3. Set and agree performance commitments and budgets for each business unit and function

KEY STEPS TO AGREE PERFORMANCE COMMITMENTS

Setting and agreeing performance commitments with business units and functions enables ownership, validation, and buy in to the organization’s short term and

long term goals and objectives.

Identify existing and

Review historical expected resources

and capabilities to meet
desired performance

performance

CONSIDER: CONSIDER:

¢ Agreed performance ¢ In house expertise
commitments on and skills relevant
sustainability targets in to sustainability
previous years issues faced by the

e Extent to which organization

sustainability targets ¢ Recruitment of those
were met in previous with skills in integrated
years planning, budgeting
and forecasting into the

¢ Impact of sustainability finance team
1

factors on wider
performance e Sustainability enabling
technologies

e Ongoing sustainability
initiatives and
investments

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Understand opportunities

and risks relevant to
achieving desired
performance

CONSIDER:

¢ Potential for new
opportunities, such as
new products, services
or partnerships that
bring socio economic
or environmental
benefit

¢ Impact of social,
environmental, and
economic risks on
the organization's
resources and
capabilities

Discuss, validate, and
agree performance
commitments with
business units and
functions

CONSIDER:

Input from sustainability
specialists

Input from business
unit and functional
leaders

Input from finance
business partners

Obtain approval of
agreed performance
commitments by CEO
and Board

CONSIDER:

e Whether performance
commitments are
aligned with the
organization’s strategic
priorities and desired
outcomes
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4. Deliver detailed ‘top down and bottom up’ annual operational and financial plans
ACTIVITIES/INITIATIVES TO SUPPORT

INTEGRATION PRACTICAL EXAMPLE

e Ensure that budgets are developed ‘top down and To allocate our financial resources, our annual planning and budgeting cycle is prepared using a ‘top down and
bottom up’ with cross unit validation and the direct bottom up’ approach. Our five year plan commitments are converted through our Outcome Delivery Incentive
involvement of the finance teams and the relevant (“ODI”) framework into annual performance targets for internal planning and driving delivery. Each function then
sustainability specialists where applicable. prepares detailed budgets and delivery plans based on their targets. An ODI Board, made up of executive and senior

« Incorporate incremental project costs and benefits into managers, then approves the ODI delivery strategies and the delivery tracking methods proposed.

the business as usual budget and ensure that there is a

clear link to the business case and the identified impact  —ERY
tied to the overall strategy. e e

e Use all available results to track progress against

South West
budgeted annual targets, and the contribution See full case study for further information 4 Water

of sustainability factors in driving growth and
mitigating risks.
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PROCESS: BUDGETING

4. Deliver detailed ‘top down and bottom up’ annual operational and financial plans

This diagram shows the different steps that
can be followed in parallel in a 'top down
and bottom up' approach. Sustainability
considerations should be integrated
throughout — some examples have been
included within the diagram.

DRIVING SUSTAINABLE OUTCOMES

This two way process helps to bring
together the different perspectives of
those in the business:

e Top down: ensuring strategic
objectives from management
are filtered down into the
organization’s operations

e Bottom up: incorporating
behavioural factors and innovation
that can only be identified by those
in operational roles

When combined, these perspectives
should give the organization a much
clearer view on what activities are
viable within each sustainability
initiative, and the likely cost of these
activities.

Top down

5. Prepare and submit business case
support for innovative responses and
provisional budget requirements

1. Agree integrated strategy and associated aims, projects and

initiatives

4. Hold functional and segment level finance

2. Determine corporate level budgeting mechanisms to achieve meetings to ‘test’ whether sustainability is

these e.g. capitals budgeting, shadow pricing, ring fencing sufficiently incorporated, and agree on innovation
and budget considerations

3. Analyse business segments based on relevant factors
such as size, operations, past performance, growth
potential, geography, exposure, opportunities etc.,
depending on agreed aims, mechanisms and initiatives

3. Identify opportunities and potential innovations
at business segment level, e.g. carbon reductions,
renewable energy, wellbeing programmes

2. Assess relevance of strategic projects and initiatives to
business segment, and determine where sustainability factors
will have the biggest impact

4. Prepare budgeting guidelines based on
initiatives, mechanisms and analysis

5. Prepare provisional top down budget 1. Review budgeting guidelines and agree budget owner(s), paying
allocations special attention to how to incorporate sustainability considerations

* Bottom up

Aggregation and agreement

e Compare and analyse top down and bottom up outputs, and assess against desirable outcomes as per the strategy
¢ Convene cross functional panel, including relevant sustainability specialists for innovative submissions

e Perform cross business segment validation

¢ Final sign off process
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The forecasting process also needs to

incorporate sustainability, ensuring relevant
factors within the current and future
environment are taken into consideration.

Process

e Overview
' e Tools and guidance
e Practical examples

1. Assess performance

2. Provide a realistic outlook
based on the current business
environment

Maturity and reference 3. Provide the latest view of 4
expected underlying performance

4. Allow timely management 4

decisions and corrective actions
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1. Assess performance

ACTIVITIES/INITIATIVES TO SUPPORT
INTEGRATION

Produce and review reports (e.g. month to date, year to
date, etc.) containing information on the organization’s
actual performance against monetary and non monetary
budgets and targets set for the previous period.

Assess the key performance measures set previously
and evaluate the level of performance attributed to
sustainability considerations. Calculate variances in
actual performance relative to the previous budget and/
or the latest forecast.

Determine the reasons for any significant variances from
budget and identify the implications for the new forecast.
If required, engage with sustainability specialists and
business unit team members to understand significant
variances relating to sustainability factors.

Consider the value of performing long term forward
projection to facilitate analysis of where sustainability
factors could have implications for future delivery.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

PRACTICAL EXAMPLE

Reducing operational emissions (from pumping and treating water and waste water) is essential to Yorkshire Water, as a
lower carbon footprint goes hand in hand with efficiency, innovation and cost reduction. Integrating carbon forecasting
into operational and financial forecasts has allowed us to support major investments in renewables and energy
efficiency, ensure regulatory and legal compliance, and enhance colleague engagement and our external brand.

e
YorkshireWater

See full case study for further information 4
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.................................... . 1. Assess performance

.................................... . Understanding the performance to date and the reasons for fluctuations from budget is vital for effective monitoring of the business. When success is measurable in terms of both
Process monetary and non monetary factors, then interactions between different measures need to be considered and understood. The diagram below presents some factors to consider when
. assessing performance against budget in preparation for reforecasting.
e Overview
' e Tools and guidance

e Practical examples r o —— —— —— 1 Performance against budgets is monitored as part of integrated management reporting

Governance I I

Performance management I Analyse monetary and non I
.................................... . I monetary indicators alongside M
Technology and Data I each other

Maturity and reference I

I
I
L--------J

Investigate significant unexplained variances

Evaluate level of success attributable to sustainability initiatives

Consider implications for the new forecast
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PROCESS: FORECASTING

2. Provide a realistic outlook based on the current business environment

ACTIVITIES/INITIATIVES TO SUPPORT
INTEGRATION

e Use external research reports and analysis to
understand potential market issues that will affect the
organization’s value drivers over the forecast period,
utilizing statistical techniques, spreadsheet tools, and
professional judgment to determine the expected
impact. For example, look at the latest scientific
information on the future impact of climate change and
consider how this will affect operations, supply chain,
natural capital and markets.

e Use scenario and sensitivity analyses to assess the
variability in business performance given hypothetical
changes in material external issues, determining how
a hypothetical ‘best case’ scenario and ‘worst case’
scenario would impact future business performance and
develop risk mitigation plans accordingly.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

In integrating carbon forecasting into operational and financial forecasts, Yorkshire Water has followed a four step
process. To provide a realistic outlook, previous years’ data is used to determine the underlying performance, then
a forecast is prepared taking into account known changes that are projected to occur and updates to emissions

factors that are determined nationally.

Yerkehirewater

50



Cuis

ACCOUNTING FOR
SUSTAINABILITY

Essential Guide to
Strategic Planning,
Budgeting & Forecasting

Process

e Overview

e Tools and guidance
e Practical examples

Maturity and reference

PROCESS: FORECASTING

2. Provide a realistic outlook based on the current business environment

In developing a realistic outlook:

¢ understand the internal and external variables that have had an impact on the organization's value drivers; and

¢ determine how the value creation model contributes to the development of a meaningful view of the organization's expected performance.
The following diagram shows how an organization’s value drivers can be analysed and considered in developing a view of forecasted performance.

VALUE DRIVERS

REVENUE GROWTH NET PROFIT MARGIN ASSET EFFICIENCY EXPECTATIONS

e Sales volume e Cost of sales ¢ Fixed assets ¢ Organizational capability, capacity
and resources

* Average unit price per sale ¢ Selling, general and administrative ¢ Inventory
expenses « Payables and receivables ¢ External factors
e Taxes ¢ Brand, reputation and culture

EXAMPLES OF VALUE DRIVER VARIABLES

e Sales volume of portfolio of
products with sustainability
credentials

e Amount of electricity consumed in e Useful life of low carbon assets

processing and manufacturing

e Brand and reputation from
adopting sustainable sourcing

e Maintenance requirements on .
practices

¢ Tax credits as a result of investing more efficient plant
¢ Price realized if product is in ‘green’ technologies « Long term value growth from e Corporate culture as a result of
certified by independent S ETTE e fve sl e enhanced focus on employee

sustainability standards body wellbeing

\ 4

Analyse and adjust value driver variables to forecast future performance

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 51



Cuis

ACCOUNTING FOR
SUSTAINABILITY

Essential Guide to
Strategic Planning,
Budgeting & Forecasting

Process

e Overview

e Tools and guidance
e Practical examples

Maturity and reference

PROCESS: FORECASTING

3. Provide the latest view of expected underlying performance

ACTIVITIES/INITIATIVES TO SUPPORT
INTEGRATION

PRACTICAL EXAMPLE

¢ Where possible, adapt the forecasting process to
include rolling forecasts for all sustainability factors that
underpin the organization's goals and targets.

¢ Incorporate incremental revenues, costs and capital
expenditures from budgeted projects (including
sustainability initiatives) into the forecast.

tonnes of carbon, based on the budgeted capital expenditure.

See full case study for further information 4

e Provide the latest view of the expected underlying
performance, including performance on sustainability
outcomes, based on the outlook and the targets set
during the budgeting process.

THE FOLLOWING STEPS CAN BE APPLIED TO BOTH MONETARY AND NON MONETARY BUDGETS

Consider if additional
investment,
behavioural change
programme and/or
additional enablers
required

Reuvisit strategic

Update understanding objectives and

of external context
and operating
environment

Review progress
against current period

Consider impact of
current performance
on long term targets

ambition, and
reconfirm/revise* as targets
necessary

*Strategic objectives would ordinarily only be revised at this stage in exceptional circumstances

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

City, University of London, is working to improve the organization’s energy efficiency and use of resources by
integrating sustainability into strategy and operational procedures. We developed a carbon management plan
which prioritized the different initiatives to reduce emissions cost effectively. We then prepared a forecast which
incorporated the predicted implementation cost of the key schemes and savings, both financially and in terms of

CITY

UNIVERSITY OF LONDON
EST 1894

Cross correlate
these factors with
operational forecasts
to develop financial
and non monetary
forecasts
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PROCESS: FORECASTING

4. Allow timely management decisions and corrective actions

ACTIVITIES/INITIATIVES TO SUPPORT
INTEGRATION

Communicate the financial and operational results,
highlighting elements related to sustainability factors
that underpin the organization’s long term strategic
goals, and seek cross functional communication and
validation.

Allow management to make timely decisions and
interventions to the planned actions of any sustainability
initiatives in the same way as for all other objectives,
based on a comprehensive view of current conditions,
short term performance and target gaps/lags.

Reuvisit the budget on an iterative basis, where
necessary.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

A significant sustainability initiative of Siemens is our Environmental Portfolio within which products, systems,
solutions and services must meet specific environmental criteria. The Environmental Portfolio, representing almost
50 per cent of 2016 revenue, is anchored in the company’s strategic planning, budgeting and forecasting process.
Prior to inclusion in the Environmental Portfolio, potential new elements have to undergo a multilevel evaluation and
validation process. The process is monitored by two key KPIs: revenue and customers’ CO, emissions reductions.
These KPIs allow management to make timely decisions and interventions on the progress of the initiative.

See full case study for further information 4 SI E M E N S
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Introduction STRATEGIC PLANNING BUDGETING FORECASTING

Process

e Overview Yorkshire Water: Identifying long <ff Crossrail: Developing a > 4 Anglian Water: Setting an < Yorkshire Water: Integrating <

term risks and opportunities budgeting structure which puts embodied carbon budget for 2030 carbon forecasting into

® Tools and guidance
9 long term benefits at the centre operational and financial forecasts

e Practical examples

.................................... . Anglian Water: Water resource 4 Sainsbury’s: Delivering financial 4

Governance scenario planning Microsoft: Implementing an 4 and sustainability benefits hand City, University of London: 4
..................................... organization wide carbon fee b Eorcacting carban emissions
Performance management model ——

.................................... . el e e i) 4

Technology and Data sustainability factors into strategic Danone: Combining financial 4

Asda: Setting monetary budgets 4 and carbon savings Siemens: Anchoring our
in line with strategic sustainability Environmental Portfolio into
objectives strategic planning, budgeting and
BHP: Climate change scenario 4 Coca-Cola Hellenic: Introducing forecasting processes
planning science backed carbon reduction
Bupa: Ring fencing funding for 4 targets and water usage efficiency
low carbon and renewable energy
The Crown Estate: A strategic 4 projects .
approach to success and future Royal DSM: Setting a shadow ~ <ff

proofing our business carbon price
SSE: Standardized and

transparent community fund
SSE: Assessing total impact to 4 South West Water: Integrating

benefit strategic planning decisions sustainability throughout strategic
SSE: Local supplier portal 4 planning, budgeting and forecasting
processes

City, University of London: Using
a marginal abatement model to Danone: Moving away from a
budget for emissions reduction options traditional annual budgeting cycle

.................................... . planning’ budgeting and forecastlng
Maturity and reference
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PRACTICAL EXAMPLES

Assess the organization’s mission, vision, strategic

context and environment

Yorkshire Water: Identifying long term risks and opportunities

WHY DID YOU UNDERTAKE THIS EXERCISE?

We wanted to understand fully the risks and opportunities Why did you use

the business was likely to face over the next 25 years, the PESTEL?
necessary strategic responses and how they aligned to our

vision and six Strategic Business Objectives. The approach

taken can be illustrated through the three step process. e e

Step 1: What approach did you take in identifying key
risks and opportunities?

challenges with
using PESTEL as

We formed an internal cross business steering group the approach?

(sponsored at Board level) to determine the key

sustainability risks and opportunities using the PESTEL What were the
framework. benefits of using
PESTEL?
What was the

outcome of the
exercise and
what is next?

—
YorkshireWater

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

PESTEL in practice - identifying long term risks and opportunities

It is a useful structure to explore fully our 'risk universe' over varying timescales. It ensures the
Executive Team have visibility of risks from different perspectives and stakeholder views, and
hence covers a whole range of issues and risk origins.

Those involved have to be prepared to put in the time and effort to go through the structure in
a disciplined manner. Often, debate covers more than one PESTEL area at the same time — it is
not always easy to allocate risks to just one area so this can sometimes disrupt the flow of the
workshop and make note taking difficult!

The structured approach ensures all areas are covered, generates debate, allows the process to
move on naturally through each area, and provides a starter for open discussion.

It is an easy format to use in a workshop style with an Executive Team, quick, straightforward and
generates information to explore in more detail.

We produced a view of all the risks and opportunities likely to impact our strategic business
objectives over longer time horizons including those from external sources (rather than internally
driven). This then allowed us to explore likely scenarios and develop appropriate annual and five
yearly goals. The output is a sustainability plan to respond to these risks and opportunities (all
logged within our risk register) which is wholly integrated into our corporate strategy.
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Yorkshire Water: Identifying long term risks and opportunities

WHY DID YOU CHOOSE A 25 YEAR
TIMESCALE?

A 25 year timescale was chosen because it allows the
short term business planning to be set in the context of
a long term direction (not constrained by, for example,
the current regulatory framework or customer base). We
wanted to understand, for example, what our customers
might expect from us in 10 years’ time, what skills there
might be in the talent pool in Yorkshire, and how raw
material costs might affect our business in the future.

e
YorkshireWater

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Step 2: How did you further understand how these
risks and opportunities are likely to impact your
business?

We aligned the risks and opportunities to our strategic

risk register and considered appropriate mitigation.

The approach identified that further information was
needed regarding the uncertainty associated with some

of the risks and opportunities that the business would

face over the next 25 years. We worked with external
sustainability experts to develop evidence based forecasts
of what the world (specifically Yorkshire and the UK) could
look like in 25 years and the key stages of change between
then and now.

Risks and opportunities that are more shorter term

and known are included within our risk register and are
assessed, both qualitatively and quantitatively, within

a scoring matrix. This establishes whether the risk or
opportunity is material (against risk appetite determined by
our Executive Team) and the level of control. Our Internal
Audit function provides assurance over the effectiveness of
the controls.

Step 3: How did this approach inform your business
decisions?

Forecasting key risks and opportunities provided an insight
to the changing nature of the water sector over the next 25
years. On the back of this work, objectives and targets that
are aligned with our business plans, and scorecards were
set for milestone years towards longer term outcomes to
2040.

Our objectives and targets are a mix of short to medium
term through to the aspirational, where the way in which
they will be achieved is yet unknown. An example of an
aspirational objective is our ambition for ‘global safe water’
which has led to a partnership with WaterAid in Ethiopia.
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Yorkshire Water: Identifying long term risks and opportunities

WHAT CHALLENGES DID YOU FACE?

The key challenge was to ensure that the sustainability strategy

didn’t exist as a separate piece of work but was integrated into the
company strategy. This required Board level buy-in to the concept,
the work, objectives and targets that the company was signing up
to, especially where these were outside of our regulatory contract.

WHAT IS NEXT FOR YOUR ORGANIZATION?

We periodically update our long term analysis to ensure our evolving
strategy is always based on latest available evidence. In our latest
assessment we found the same trends shaping our business,

but with some critical changes to the expected rate of change,

for example with even quicker developments in technology than
previously forecast.

Ensuring the long term focus remains embedded at the heart of

our strategy and business model is an ongoing process. As a part
of mitgating long term risk, we manage a programme of activity

to help us prepare for the identified opportunities and threats. We
discuss regularly with our Board and Executive Team our strategy
and progress against this programme of mitigation activity, and we
openly report on our strategy, business model and risk management
through our integrated Annual Report and Financial Statements.

—
YorkshireWater
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Anglian Water: Water resource scenario planning

WHY DID YOU UNDERTAKE THIS PROJECT?

We provide water and recycled water services to
approximately six million people in the East of England.
Over the next 25 years, our ability to maintain the balance
between supply and demand will be challenged by macro
sustainability trends such as population growth, climate
change, growing environmental need and deteriorating raw
water quality.

To maintain current levels of service we need to develop
new reliable, affordable and sustainable systems of supply
as well as reduce demand. To select the schemes that
deliver this, we need to make trade offs between various
factors including social and environmental costs and
environmental performance. Most of the risks arise from
uncertainty about timing and the magnitude of the impacts
from growth and climate change.

We want to understand the supply and demand scenarios
that are considered most appropriate and cost effective
for water resource planning. We also want to understand
the trade offs between customers’ willingness to pay and
reduced levels of service, and whether we should consider
other criteria than cost effectiveness. This helps us to
define our strategic goals.

love evexy) dvop Q
anglianwater o
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To address these issues, we are piloting the Water
Resources East project (WRE). The WRE is developing a
long term water resource strategy for the Anglian region in
collaboration with other water companies, the agriculture
sector, the Environment Agency, Natural England and other
water users.

WHAT APPROACH DID YOU TAKE IN
IDENTIFYING SCENARIOS FOR WATER
RESOURCE PLANNING?

The WRE is evaluating new scenario based approaches
to long term water resource planning which is based

on application of Robust Decision Making (RDM) and
multicriteria Strategy Optimization.

Strategy Optimization uses an automated search algorithm
to test different strategies against multiple performance
criteria and finds those plans that perform best across

all modelled future scenarios, and in respect of all
performance criteria. In an RDM analysis, the performance
of a small number of different options or strategies is tested
using a wide variety of plausible future scenarios. The
uncertainties which make the plan vulnerable are identified.
Using statistical cluster analysis, the options or strategies
are updated and then tested again.

Set strategic goals, incorporating sustainability

considerations

WHAT CHALLENGES DID YOU FACE?

While RDM allows for rigorous testing of a small number of
strategies or plans and can be used to explore the order

in which the selected schemes are delivered, it does not
suggest which combination of schemes should be included
in the plans in the first place. We therefore used Strategy
Optimization followed by RDM.
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Anglian Water: Water resource scenario planning

WHAT WERE THE BENEFITS OF THE
APPROACHES USED?

By using 1) Strategy Optimization followed by 2) RDM it is
possible to identify optimized, balanced and robust water
plans. By presenting optimized plans as performance
measure trade off curves (step 1: Strategy Optimization),
stakeholders and decision makers can debate and select an
appropriate balance of system performance criteria.

Trade off curves allow the identification of which portfolios of
new supply and demand management schemes can reach
the set objectives. Once one or a few preferred plans are
chosen, they can be further refined through iterative testing
with a wider selection of future scenarios leading to flexible
and adaptive plans (step 2: RDM). This stakeholder led
approach allows for more effective, robust and transparent
decision making and is an improvement on the current least
cost planning methods.

love evexy drop O
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HOW DID THE APPROACHES INFORM YOUR
BUSINESS ACTIVITIES?

Over 300 scenarios were developed. In each scenario, the
performance of each option or strategy was tracked using
a number of different measures, including total capital and
operating costs, and environmental performance.

To explore the robustness of a strategy based on
combinations of all different options planned for Asset
Management Programme 6 (2015-20), a vulnerability
analysis was performed. This involved finding future
conditions in which the strategy performs relatively poorly.
The analysis identified two such scenarios that accounted
for 96% of the simulated futures in which the strategy was
vulnerable to failure. Iterative amendments can then be made
to improve performance, allowing a more robust strategy to
be developed.

WHAT WILL SUCCESS LOOK LIKE?

The plans will allow us to perform robustly in most plausible
future scenarios. Success for the WRE is a flexible and
adaptive plan for delivering a reliable, affordable and
sustainable system of supply, which also needs to be
resilient to the effects of population growth and climate
change.

WHAT HAS HAPPENED SINCE THE PROJECT?

The project has been extended into Asset Management
Plan 6 and used to inform our next Water Resources
Management Plan and Business Plan.

The project has also been enlarged to the WRE involving
more water companies, and more water users, in the East.

Over 300 scenarios
were developed. Their
performance was tracked
using a number of different

measures including total
capital and operating
costs, and environmental
performance.
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Anglian Water: Introducing sustainability factors into

strategic planning, budgeting and forecasting

WHAT

e | everaged our integrated 25 year strategic plan to
set six strategic business priorities which reflect our
overall commercial aims and associated sustainability
ambitions. These six priorities form the key sections
of our strategic plan based on our Strategic Direction
Statement, Water Resources Management Plan and the
Risk Registers used in day to day operations.

e Concluded on ten outcomes that clearly included
particular sustainability considerations, all of which were
agreed with customers.

¢ Aligned our business goals and cultural values to
these outcomes, resulting in greater customer brand
engagement and more effective delivery.

¢ Developed appropriate metrics to allow us to monitor
whether the desired outcomes were being achieved,
which were then incorporated into our budget and
forecasting processes.

e Focused on delivering outcome measures that reflect
our broader performance and help us meet customer
and regulatory expectations.

love evexy drop Q
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WHY

e Has resulted in improved customer outcomes whilst
retaining focus on efficiency and cost savings.

e An integrated plan allows us to monitor our performance
in a more holistic way, highlighting areas where action
is needed, or equally where we can reduce investment
yet still achieve the same financial and non financial
outcome.

® |ncreased business resilience as we can better respond
to threats, such as water stress from climate change, by
targeting outcomes that drive the right benefits for the
business, its customers and shareholders.

Set strategic goals, incorporating sustainability

considerations
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Anglian Water: Introducing sustainability factors into strategic planning, budgeting and forecasting

HOW e Qur Strategic Priorities Board reviewed options

- and decided which to progress, where additional

e As sustainability factors are part of our strategic plan, expenditure was required, and where funding would
the focus on outcome based measures meant that come from to keep the overall plan in balance.

social and environmental performance had to be

e Having financial or reputational ‘rewards’ or ‘penalties’
reflected in our budgets, targets and forecasts. 9 b P

for non financial metrics focused the attention of the
¢ We modified each element of the plan, with budgeted business on non financial goals.

costs linked to delivery of outcomes, and performed a

risk review to identify areas where we could reprioritize

investment to deliver improved performance across all

outcomes.
i i ?
How does everything fit together?
HOW DOES IT ALL FIT TOGETHER?
These protect our business These ensure we deliver These make us a
and the environment for for our customers better business
the long-term
OUR STRATEGIC
PRIORITIES ‘ : ‘
= » B P
7 Influencing & é « 6. &
responding to market & % “
\ reform & regulatory “‘ ’{) s
\ i change “4 ‘ 0
|| sps 'éé “O
This is our Strategic Direction Respondinalto
Statement (SDS). It sets cha: in ! ciswmer GOALS
out our key challenges and changing OUTCOMES These are the twelve goals
priorities fgr the twenty-five influence & power These are the ten outcomes we've set internally. They
years to 2035. we've agreed with our define the kind of business
S e " customers. The outcomes we want to be.
Driving business are, in essence, the future our L —
our mrcesr » efficiency & ODI customers have told us that
Resou plan ' performance we need to work towards.
is our strategy to
ensure we have | .
enough water for Securing long term
the next 25 years. water resources &
resilience 7
— INNOVATTON
. . These are the Outcome Delivery COULABORATTON
[ R ] Managing quality & Incentives (ODIs). They reward or Tr/f”'FFH'/ TTON
i environment risks penalise us NANSEORIRAT
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Somicant sk o th siness so R | These are the behaviours we
.
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Aspirational long term goals helped to change mindsets
and deliver change quickly.

The finance team collaborated with the wider business

in the development process facilitating high level buy in
from the whole organization.

FAIR PROFITS

Afinancially
responsible,

efficient business
earning far profits

INVESTING
FOR TOMORROW

Provide the services our
‘customers expect over the long
term through responsible asset
stewardship.

CARING FOR
COMMUNITIES
Working responsibly

with and for your
community

ASMALLER
FOOTPRINT Aflourishing

environment,
for nature and

FLOURISHING
ENVIRONMENT

SATISFIED
CUSTOMERS

Ensuring that
you are very
satisfied with your

senvice FAR
CHARGES

OUTCOMES
FOR CUSTOMERS oknguaeis  SAFE

CLEAN

AND THE
WATER
ENVIRONMENT

Our services cope with the effects

RESILIENT
SERVICES

SUPPLY MEETS

DEMAND
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BHP: Climate change scenario planning

WHAT

At BHP, our 20 year plan is prepared based on input from
our businesses’ long term plans, and is then tested under
both long term scenarios and ‘shock’ events. While we
optimize the 20 year plan based on the central case, we use
long term scenarios and shock events to test the resilience
of the portfolio across a range of possible futures. Designed
to interpret external factors, including technical, economic,
political, environmental, social and governance trends facing
the global resources industry, the scenarios offer a means
by which to explore potential portfolio discontinuities and
opportunities, as well as to test the robustness of decisions.

BHP
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The difference between how we expect the portfolio

to perform in the central case, and how we forecast it
could perform in a scenario, helps us to understand the
opportunities and risks and what we might do differently if
the world were to move towards a particular scenario.

Analysis undertaken in 2015 showed that the portfolio is
resilient due to long term demand, high quality resources,
low production costs and rapid payback periods of growth

250%

Set strategic goals, incorporating sustainability

considerations

projects. Under a 2°C scenario, we believe there is a
likelihood of upside for uranium, high quality metallurgical
coal and iron ore.

Depending on the speed of transition and the energy
choices made, we believe we will have opportunities to
mitigate the impacts on the value of our portfolio through
selectively investing in the commodities that will benefit from
structural market changes.

100)

200%

150%

Index (FY2016

100%

50%

0%

Central
case

2016

Central Global Shock
case Accord event
scenario
2030

See full Climate Change Portfolio Analysis Report 2015 for further information 4

62


https://www.bhp.com/~/media/5874999cef0a41a59403d13e3f8de4ee.ashx

Cuis

ACCOUNTING FOR
SUSTAINABILITY

Essential Guide to
Strategic Planning,
Budgeting & Forecasting

Process

e QOverview

e Tools and guidance
e Practical examples

Maturity and reference

PROCESS: STRATEGIC PLANNING
PRACTICAL EXAMPLES

BHP: Climate change scenario planning

WHY

We believe the world is facing two critical challenges.

As the global population steadily grows, the continued
development of emerging economies depends on access
to affordable energy. At the same time, limiting climate
change requires the global average temperature increase
to remain below 2°C relative to pre industrial levels.
Successfully addressing these challenges will result in
substantial changes to the global economy. Companies in
all sectors will have new market opportunities and face new
competitors. All will need to find new ways of working.

The opportunities and risks associated with climate
change cannot be expected to be spread evenly between
businesses. More disclosure will inform investors, policy
makers and regulators and support the companies that
manage change most effectively. With the publishing of this
scenario analysis, we are providing more information than
ever before about how we are addressing climate change,
and how climate risk might affect the portfolio.

BHP
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HOW

Our approach to scenario planning starts with our annual
corporate planning process and the construction of a
‘central case', a forecast built through an in depth, bottom
up analysis using rigorous processes and benchmarked
with external views. The current central case assumes:
the US economy continues to recover and strengthen;
progressive development of China and India; integration
of emerging economies into a multi polar economic
environment; and action on climate change centred on
national policies. In the central case, our estimates show
the world heading towards 3°C warming relative to pre
industrial levels.

The four scenarios used, shown overleaf, do not constitute
preferred outcomes for BHP, but represent a range of
possible long term future states. While these are possible
futures, there are inherent limitations with scenario planning
and it is difficult to predict which, if any, of the scenarios
might eventuate. They are designed to be divergent,

but also plausible, spanning unique potential future
business environments. The scenarios use a consistent
set of assumptions which are applied across the range of
commodities. Every scenario includes an assumption that
climate change occurs, what varies between them is the
extent of the global response.
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BHP: Climate change scenario planning

Tracking of signposts (trends) and triggers (events)
across scenarios is integral to the planning
process. These signposts and triggers provide

an indication of which scenarios are becoming
more or less dominant through time, offering us a
powerful decision making tool that would enable
us to act early. For example, a potential trigger
event would be a breakthrough in low cost carbon
capture and storage (CCS) for power generation.

While we test the resilience of the BHP portfolio
across all four scenarios, we have a specific focus
on providing further insight into the impacts of a
transition to a 2°C world. The analysis includes a
price on carbon, which represents the marginal
inducement cost of the emissions reductions
required to meet government targets. In the
central case, we have a long term carbon price
forecast of US$24/tCO,e by 2030. In Global
Accord, we expect the global average carbon
price to reach US$50/tCO,e by 2030. This reflects
key global economies such as China, the United
States and the European Union going beyond their
current climate commitments and significantly

BHP

increasing demand for long term emissions
reductions. The higher ambitions are matched by
stronger policy support to help deliver emissions
reduction potential.

Along with scenario analysis, we test the portfolio
against shock events. These are unlikely and
extreme events, which are typically short term,
but may have associated longer term impacts.
We developed a shock event based on Global
Accord that describes a much more rapid shift
to a 2°C world where emissions align with the
levels indicated by the IPCC by 2030, driven by
very aggressive policy measures and technology
developments. In this scenario, the carbon price
rises up to US$80/tCO,e by 2030, driven by very
ambitious government targets.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

A New Gear

Innovation delivers
step-change growth in
developed economies

Closed Doors

Nationa sel f-interest
drives economic policy
leading to low growth

Global Accord

Unified focus on limiting
climate change

€3

Two Giants

US and China-led hubs
drive technology-
enabled growth

The key characteristics of the four scenarios are summarised below:

High, sustainable economic growth unlocked by productivity gains

in advanced economies. Reform success in India achieves high
transformative growth. Restricted resource access in some areas.

Rapid production rates for some commodities deplete basins with

costly reserve replacement. Technology development focuses on

highly differentiated products. Less technology transfer from major
economies to emerging economies. Developed economies rely

primarily on regulation to enforce reduction in emissions. Globally,

the initial focus is on reactive adaptation, with some proactive

investment followed by a longer-term shift towards mitigation.

A future state enmeshed in economic decline and protectionism.
Nationalism drives economic policy rather than reform. Security of
supply drives resources investment policy. Limited global cooperation.
Research and development dwindles with low private sector capacity
and government support. Food and water supply shortages provoke
instability in some economies. Climate change commitments are
abandoned in favour of adaptation.

Robust global economic growth sustains strong impetus to develop

and implement cleaner, more energy efficient solutions that support
growth. Unified societal action to address climate change leads to high
cooperation and commitment to limit emissions. Technology plays

a pivotal role with breakthroughs in new, next generation clean energy
technologies. Higher-cost options are often deployed to meet

lower emissions targets. There is an orderly transition to a 2°C world.

Strong global growth led by China and US regional centres that enable

greater liberalised trade. Reform success in Latin America underpinned

by high intra-regional trade integration. Coordinated policy response

and agricultural productivity gains ease water and food constraints.
Significant investment in research and development and rapid transfer
of technology within the two centres. Focus on stronger mitigation and
proactive adaptation to climate change.
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Consider critical success factors, barriers, risks

and enablers for achievement of goals

The Crown Estate: A strategic approach to success and

future proofing our business

Everything we do is informed by our purpose: creating brilliant places through conscious commercialism. To help us achieve our purpose we consider
the material issues which are central to our business, we address them through our business model which, in turn, informs our corporate strategy.
We measure our progress against our KPIs, which is delivered through a well organized business underpinned by strong governance and leadership.

PURPOSE

Our purpose informs everything we

do at The Crown Estate...

Our purpose, creating brilliant places
through conscious commercialism,
sits at the heart of everything we do.
It is what drives us to take a long
term view, to see the bigger picture,
identify opportunities for growth, and
create environments that are relevant,

attractive and profitable.
S

CRITICAL SUCCESS FACTORS

and we'll reach it by following our
four part corporate strategy which is
focused on four objectives...

— 1. Actively manage our assets to drive

sustainable outperformance against
our commercial targets

2. Nurture a high performance culture

and reputation as a great place ~ ¢——

to work

3. Build ever stronger relationships
through high levels of customer
and partner satisfaction, loyalty and
recommendation

— 4. Be aleading responsible and resilient
business which thinks long term  ¢——

MATERIAL ISSUES

which is informed by the material
issues that affect us...

e Reputation and trust

e Government policy, constitutional
change and political uncertainty

e Strategic counterparty alignment
e Impact of technology on the business
e Availability of skills and talent
e Health of the economy
e | ondon's place in the world
e Customer aspirations
[* Climate change
e Natural resources

THECROWN
d» ESTATE

‘Climate
change’ and
‘Availability of skills
and talent’ are two
of these material

the business to help us to:

commercial targets

We have implemented four enablers in response to each of these issues - four
ways to create conditions that empower our people to embed sustainability within

e Actively manage our assets to drive sustainable outperformance against our

e Nurture a high performance culture and reputation as a great place to work
¢ Be a leading responsible and resilient business which thinks long term

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

ENABLERS

1.

Recruiting for talent, but also
seeking to develop our employees
through learning and development
plans

. Offering competitive reward

packages aligned to performance

. Focusing on succession planning,

inclusion and diversity and
coaching

. Facilitating the wellbeing of our

staff through initiatives such as
health and wellbeing information
events, access to health
screenings, health insurance

ENABLERS

1.

Actively pursuing mitigation
measures across our portfolio

2. Developing science based targets

. Developing climate change
adaption plans across the portfolio

. Helping to achieve a low carbon

economy through work on
derisking the offshore wind
consenting process and attracting
inward investment
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Define and agree high level activities and initiatives

SSE: Assessing total impact to benefit strategic planning decisions

Scottish and Southern Electricity Networks (SSEN), part of SSE
PIc’s electricity networks business, is making sure we account for
social, environmental and economic factors when planning future
capex projects.

Between 2015 and 2023 SSEN plans to replace approximately
100km (22%) of its network of submarine electricity cables. Based
on current projections this could cost up to £300m or six times
the expected budget as a result of changes in the National Marine
planning process. This cost will ultimately be paid for by electricity
customers in the north of Scotland and thus their views on the
process were fundamental as this would substantially effect the
strategic planning and forecasting of how and when the works
are carried out. The current model for quantifying the benefits and
costs is the next evolution of the impact assessment process that
SHE Transmission developed to support its capital expenditure
programme.

The table opposite shows the key impacts that are quantified in the
submarine electricity cables cost benefit analysis methodology.

Link to the initial project which led to the development of
this methodology, the Beauly-Denny transmission project
which was driven by the finance team.

P sse
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Table 1: Key impacts quantified in the submarine electricity cables cost benefit analysis methodology

Category

Detail of impact

Health and Benefit Decreased health and safety risk to marine vessel operators from cable snagging
safety impacts
Net benefit/ | Change in health and safety risk to cable laying vessel operators
cost Note, this is based on trade-off between: () lower fault rates leading to less time at
sea; and (ii) longer installation, repair, and decommissioning time requiring longer
time at sea
Socio- Benefit Decreased damage costs to marine vessel operators from cable snagging
economic
iopacts Benefit Decreased risk of energy outages for island communities due to lower fault rates
Cost Increased distribution costs leading to lower renewable generation on islands and
lower Gross Value Added (GVA)
Cost Increased cost of fuel poverty eradication programme due to higher fuel bills
Cost Increased cost to fishing operators due to loss of access to fishing grounds during
cable installation
Benefit Decreased risk of energy outages for renewable generators due to lower fault rates
Environmental Cost Increased distribution costs leading to lower renewable generation on islands and
impacts higher greenhouse gas emissions
Net benefit/ | Change in greenhouse gas emissions from use of backup diesel generators.
cost Note, this is based on trade-off between: (i) lower fault rates resulting in a
reduction in diesel usage; and (i) longer repair time resulting in an increase in
diesel usage
Wider Cost Increased installation costs associated with protection
economic
and' . Net benefit/ | Impacts due to change in repair costs
engineering —
Note this is based on trade-off between: (i) lower fault rates resulting in fewer
repairs; and (i) longer repair time because cables are protected
Cost Increased cost of decommissioning associated with protection
Benefit Decreased risk of outage charges due to lower fault rates
Cost Increased cost of maintenance surveys associated with protection
Net benefit/ | Change in use costs of using backup diesel generators
cost

Note this is based on trade-off between: (i) lower fault rates resulting in a reduction
in diesel usage; and (i) longer repair time resulting in an increase in diesel usage
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THE TOTAL IMPACT ANALYSIS
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methodologies, to quantify and monetize the above
environmental, social and economic impacts i.e., the total
impact of the Beauly-Denny transmission line. The impact
can be identified, measured and financially quantified in a
globally recognized currency: ‘£’, where previously expected
impacts were assessed using qualitative data. Using

FINANCE FUNCTION LEADERSHIP

Process ) . )
In a project overseen by our Finance Director, SSE wanted

to understand better the impacts that capital investment
projects have on society and to measure them using
a consistent metric. In looking at the Beauly-Denny

The finance function was instrumental in the development
of the SCM. SSE’s Finance Director chaired the working
groups and set the direction, while the Group Sustainability
Accountant provided the knowledge and coordinated

e QOverview
e Tools and guidance
' e Practical examples

Maturity and reference

transmission line this assessment focused on a number
of sustainability impacts that were assessed to be most
material to the project, including:

e Total economic footprint of the construction expenditure

e Cultural heritage

* Traffic management
e Carbon footprint

¢ Building waste

e Visual amenity

With support from sustainability consultants, SHE
Transmission developed a Sustainable Commercial
Model (SCM) framework, bringing together over a dozen

P sse
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this consistent monetary value enables all stakeholders

of transmission projects, and the wider community, to
review the impacts and value created in a transparent and
accountable format against an established baseline value. In
particular it provides visibility around the relative positive and
negative impacts of different options and decisions, helping
us to maximize the total value created.

activities. We found that the critical success factors are
to have the knowledge, the right culture and an engaged,
supportive finance team.

The finance function:

1.

Embedded a significant level of rigour into the analysis,
with an audit trail of information, which provides
evidence that a robust process was followed. This
ensured that key decisions and assumptions were
documented and substantiated, creating transparency
of results for both internal and external parties.

. Facilitated the linkage of finance with the wider

sustainability community, both internally and externally.
This led to greater collaboration.

. llustrated to senior management, both within the

finance function and in other areas, that a financially
sound project can also have the best sustainability
outcomes. The Finance Director of the transmission
division of the business is now an advocate for the

commercial potential for using this approach on new line

developments.
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Develop guidelines for opex and capex budgeting

processes that include short and long term
sustainability factors

Crossrail: Developing a budgeting structure which puts long

Introduction "

..................................... term beneflts at the centre

Process

e Overview WHAT

¢ Tools and guidance , ECONOMIC 4

* Practical examples Crossrail Limited is the company that has been set up . i " o o
"""""""""""""""""""" to build the new railway that will become known as the Py o Eazbn L ' 55,000 jobs 6 2 /o
Governance Elizabeth Line when it opens through central London in ¢ 6 /0 arfi e o s bl i
"""""""""""""""""""" 2018. The budgeting guidelines are designed to minimize Py, el forthe UK econorny i the UK i eI
Performance management the whole of life costs of the project (rather than just the S of London -
"""""""""""""""""""" construction cost), and to incorporate a whole range of oAl s ; ' i

Technology and Data sustainability initiatives into the project to deliver both short ' i

and long term benefits. A total funding package of £14.8 it

billion is available for the project, with anticipated benefits
ENVIRONMENT
84% » o
‘ OVER
9 ;f;:fr;md by 10,000
o/o beneficially %

Maturity and reference

including those shown in the infographic.
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reused saving during

million tonnes of
ooh

construction against
baseline emissions

items spanning 55
million years unearthed
across 20 sites

terial ted
material excavate construction machinery in central

during construction

section fitted with emissions
controls, reducing air pollutants

SOCIAL

job starts 9 7 9 4
J by lacal or !
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' unemployed o o o
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Crossrail: Developing a budgeting structure which puts long term benefits at the centre

WHY

We are investing public money in a world class railway so
we have a broad obligation to spend it in the right way.
Sustainability for Crossrail is therefore built on the ethos

of contributing to a strong, stable economy that will help
provide prosperity and opportunities for all. As Europe’s
largest infrastructure project, Crossrail presents an excellent
opportunity to lead in delivering a sustainable railway, fit for
the future. Sustainability has been at the heart of the project
from day one, and decision makers for the project want it to
have a long lasting impact on how people travel through the
capital and South East, and leave a lasting learning legacy
for future projects and the wider industry.

Crossrall
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HOW

Finance teams have been at the heart of the whole project.
Finance Leadership team representatives are linked into

all of the governance functions, including a sustainability
committee. The committee is chaired by the CEO and
attended by all Executive and top level management and is
focused on delivering environmental, social and economic
benefits.

Budgeting and allocation of funds has been based on the
net long term benefit, whole of life costs approach. The
budgeting guidelines incorporated this ethos, for example:

* A supply chain budget was structured so that economic

benefit focused on regions outside London and on SMEs.

Over 1,700 businesses have secured work on Crossrail
with 62% from outside London and 58% from SMEs.

* We decided to use titanium rails for the Elizabeth
Line, which are more expensive in the short term than
conventional rails, but require less maintenance as the
trains that run on these rails are lighter. This increases
the life of the rails, reduces the maintenance and
replacement costs, as well as the energy required to
run the railway. A traditional construction cost based
budgeting approach would have ruled out titanium rails
on the grounds of purchase cost.

e A £1m budget was ring fenced for a lorry driver training
course that set new safety standards for the industry.
This was in response to the increase in heavy goods
vehicles from the project, and the fact that 50% of
cyclist accidents in London are due to collisions with
heavy goods vehicles.

This long term benefit approach has required extensive
financial modelling, taking account of environmental

and social considerations, led by the finance team.
Consequently, the finance team has had a decisive
influence over budget allocation, investment and change
decisions. The finance teams have a role in ensuring
money flows down the supply chain, in helping project
management teams make smarter decisions, and in
supporting function heads with both monetary and non
monetary analysis.

See Crossrail website for further information 4

“Demonstrating long term sustainability has been at the forefront of Crossrail
priorities since the earliest days of the project. As a finance team, we have

worked hard to demonstrate and monitor the wider benefits of the project both

69

internally, and to the wider stakeholder audience. Reporting on costs alone is
simply not a justifiable position for a project of this scale and importance.”

Matthew Duncan, Finance Director, Crossrail


http://www.crossrail.co.uk/sustainability/
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Microsoft: Implementing an organization wide carbon fee model

WHAT

The carbon fee model that we implemented at Microsoft
is a financial model that puts an incremental fee on

the carbon emissions associated with our company’s
operations. There are three primary components to our
carbon fee model:

1. Organizational carbon reduction policy
2. Price on carbon
3. Carbon fee fund investment strategy

The price on carbon is determined by the total cost of the
carbon fee fund investment strategy, which is set to meet
the organizational carbon reduction policy objectives.

A carbon fee internalizes the external cost of carbon
pollution into the financial structure of an organization. The
associated fee is charged to those groups responsible for
the resource consumption. There is no “grandfathering”
(that is, a pre specified level of “free” emissions) as you
might get with a cap and trade scheme.

== Microsoft
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Business groups face an immediate cost for every unit of
carbon they produce. In other words, the carbon fee makes
environmental impact a line item in the business group
managers’ budgets across our organization based on the
levels of resource consumption associated with generating
carbon emissions.

By doing so, the fee helps educate the business groups
on carbon emissions and elevate efficiency and innovation
within our business.

The three primary components of our carbon free model

Human resources

1. Organizational carbon reduction policy
e mtCO2e

QE@ - =

& e

-~ ‘ﬁ. ] Legal mmmm  EMissions
) - Product development allocated by
) % (l) m  Seles &marketing __ group

Customer service

2. Price on carbon

Central
~- Green energy ¥I$€  carborfYee.
~ Carbon offset projects fund

Develop guidelines for opex and capex budgeting

processes that include short and long term
sustainability factors

By using a model in which groups are charged a fee based
on their actual total usage (rather than putting a cap on
usage or applying the fee to usage exceeding a pre-
determined level), we keep the model simple to administer
and make the cost of emissions overt.

The fees that we collect through the carbon fee model go
into a central fund used to subsidize investments that enable
Microsoft to reduce emissions and be net carbon neutral.

Our carbon fee model

carbon

Set in consultation with the Office of the CFO based on the average
price of renewable energy and carbon offset projects globally

Human Accounting Product Sales & Customer
resources & finance development | marketing service

¥I$€

Central fund

Investments in internal efficiency, green power,
and carbon offset projects
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.................................... : Microsoft: Implementing an organization wide carbon fee model

.................................... . WHY 3. Leadership fee funds) demonstrates how environmental considerations
can be integrated into financial frameworks to evolve

how carbon markets function. The model can ultimately
support the development of a low carbon economy,

jobs, education, healthcare, and address other societal
challenges.

Process . ) ) - While we believe we have a responsibility to minimize our
e Overview The three primary benefits supporting the decision to company’s impact on the environment, we also have an
implelment.a.n internal carbon fee were thg .o pportunity opportunity to contribute to the greate; good. A carbon
to drive efficiency, demonstrate responsibility and show fee model helps provide leadership in mitigating climate

* Practical examples leadership. change, and (with the subsequent investment of the carbon

e Tools and guidance

1. Efficiency

.................................... . A carbon fee can help drive behaviour change to increase
Performance management efficiency and reduce an organization’s costs and carbon
.................................... . footprint. Quantifying carbon provides a standard measure,
Technology and Data or a “level playing field”, across otherwise disparate groups
.................................... . to drive operational excellence.

Maturity and reference 2. Responsibility

Benefits of the carbon free model to drive culture change

carbon®ree..

The carbon fee model drives responsible business decisions
that help mitigate potential risks associated with an Reduced .l.'
organization’s environmental footprint. For Microsoft, the fee energy use and v\
helps us address risks related to the rising costs of energy. employee air travel

Efficiency

Reduced carbon footprint

-e-= Reduced costs

°00 Citizenship

"' projects

"1
Alignment with |V

code of ethics

Responsibility

Leadership

See full Microsoft guide for further information 4

Risk mitigation

# Regulatory
compliance

Innovation -

=" Microsoft
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Microsoft: Implementing an organization wide carbon fee model
HOW

Step 1: Calculate your carbon impact

A foundational building block of a carbon emissions
inventory is the development and on going maintenance
of an inventory management plan (IMP), the purpose

of which is to institutionalize a process for collecting,
calculating, and maintaining carbon data.

Technology plays a vital role in improving visibility into
emission levels. Access to up to date data makes it
easier to integrate environmental footprint management
into the business. It also provides greater transparency
to the executives and business leaders responsible for
making business decisions.

Step 2: Establish a carbon reduction policy and
develop an investment strategy

The success of your model will depend on gaining the
cooperation and buy in of key stakeholders. You will
need to have the right people engaged to form a carbon
reduction policy with visibility across the organization.
At a minimum, the model will need the approval and
participation of the finance officer of the organization.

=™ Microsoft
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e A carbon reduction policy outlines what commitment
the organization is making to reduce carbon (such as
pledging carbon neutrality). Carbon reduction targets
help ensure that the design and administration of your
carbon fee align with organizational goals.

>

. Complete a carbon emissions inventory

step 1

Calculat e your carbon impact

=]

. Improve transparency using emission - and energy -

tracking software

>

. Identify your accountable stakeholders

step 2

- . . Establish a carbon reduction poli
e By defining your carbon fee emissions boundary in and develop aninvestment

alignment with existing organizational boundaries or SRIEEY
groups, you will help simplify administration of the fee
and minimize resistance from internal audiences.

=]

. Establish an internal carbon reduction policy

n

. Define your carbon fee emissions boundary and

allocation structure

o

Develop your carbon fee fund investment strategy

>

) . Step 3 . Set your carbon price
* Your carbon fee fund investment strategy will form the Determine your internal carbon
basis for your environmental initiatives portfolio. Your price
strategy will guide selection decisions by prioritizing
criteria that will have an impact on the cost of your step 4
Gain approval and establish

investments and therefore on your internal carbon price. A e st N

=]

. Calculate projected costs by group

>

. Gain approval for your model

=]

. Establish an internal cross - organizational committee

to provide ongoing input and guidance

Step 3: Determine your internal carbon price

. Allocate the carbon fee

step 5

Administer the fee , communicate
results, and evolve to increase
impact

. True up to actuals

¢ |n simple terms, you can calculate your carbon price by
dividing the total cost of your environmental initiatives
portfolio by the emissions within your carbon fee
emissions boundary. Alternatively, you could base the
price on existing or future traded values, or an estimate
of the social cost of carbon.

Communicate progress internally

. Report on your emissions performance externally

monN o >

. Plan for the future

e By allocating the carbon fee to the groups that consume
the resources (and are therefore responsible for the
emissions), you can help drive education, awareness,
and accountability.
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Microsoft: Implementing an organization wide carbon fee model

Step 4: Gain approval and establish governance and
feedback loops

e The key to gaining the approval of leadership is to have
the support of key stakeholders from the parts of the
organization where the carbon fee will have the most
impact.

e A cross organizational committee chartered with
governance across the organization can help ensure
that you maximize impact over time.

Step 5: Administer the fee, communicate results, and
evolve to increase impact

* When you allocate the fee, you will need to determine
the appropriate cycle to charge the organizational
divisions for the projected emissions. For maximum
transparency, include the carbon fee charge as an
extra line item on each group and include the projected
amount in the budget targeting process.

e Having a monthly or quarterly status update to true up
actual emissions and costs with the projections being
used as the basis for the carbon fee charges provides
an opportunity to make calibrations where necessary.

e By communicating your progress with the carbon fee
and investments internally, you can make sure your
stakeholders know that the money they are putting in is
having an impact.

=" Microsoft

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

e Reporting on your emissions performance externally
introduces additional scrutiny to keep you committed.

e You now have an opportunity to refine and evolve your
approach for maximum value for your organization.

Microsoft’s environmental sustainability footprint stakeholders: internal and external

[estment

Data centers )
team

\__ U/

Operational
Governance

Legal &
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Asda: Setting monetary budgets in line with strategic sustainability objectives

Process . . . . . - - - .

. Ovorviow Strategic business planning is aligned to core sustainability objectives

¢ Tools and guidance WHAT WHY

® Practical examples e
.................................... . Continuous improvement programmes are integrated with sustainability targets to enable The core purpose of Asda is to save the customer money everyday. Our approach to
Governance Asda to reduce its cost base, which can then be invested into lowering prices. sustainability is based on the belief that protecting the environment, helping communities

"""""""""""""""""" : To achieve optimal benefit, financial plans are intrinsically linked sustainability objectives. thrive and saving people money go hand in hand.

This link runs through the strategic planning, budgeting and forecasting phases, which allows: Asdais part OT the Walmzlarf[.family, the largest re’FaiIer in the W orld, and therefore hag. a
------------------------------ : . . corporate social responsibility to reduce our environmental impact. We have clear aims
Technology and Data ¢ A meaningful plan to be set with top level support targeted around our operations, the goods and services we sell, and the suppliers that

"""""""""""""""""""" * Tangible, quantifiable and measurable budgets aligned to these plans make them. These areas are:
Maturity and reference

» Execution of the plans and tracking of benefit realisation * To be supplied by 100% renewable energy.
* Learnings embedded back into the next cycle of the process * To create zero waste.
e To sell products that sustain

Budgeting

* Specific projects
identified
* Benefits

Strategic

® Long Term Goals

Sustainability] S

Environment

Forecastingw people and the environment. Operate for

« Monthly Steering Our success is about customer trust Less

Groups and with the level of transparency
* Control Office

Objectives - . ga|gﬁ|sa;$ghi . « New initiatives we now have across, the retail world,
governance. identified the customer doesn’t just want low
| prices, great service and quality
* Minimize cost * Benefits * Benefits tracked products, they also care about
Financial base grgfetlided into o Risks & how foods are sourced, how we
] 1 * Leveraging costs plans Opportunities .
Obiecti o Ivest i price * Capital funding idontiied manage our waste and uItlm.ateI)‘/.
e ° 5;‘;1‘23‘#3 our contribution to the sustainability
agenda.

ASDA

Save money. Live better.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 74
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Asda: Setting monetary budgets in line with strategic sustainability objectives

Budgeting and forecasting processes embed these aligned objectives

Strategic planning process

¢ Long term financial modelling is aligned to Asda’s strategic
targets, including sustainability targets.

e A key building block is LCOM (Lowest Cost Operating Model)
which aims to encourage the business owners to work more
effectively / efficiently.

¢ Vision and measurable targets communicated to the business.
Budgeting process

e | COM projects are identified by business owners and financial
and sustainability benefits agreed and measured with business
partners.

e Business cases incorporate the financial and non financial
benefits and are assessed against payback targets and
strategic objectives.

¢ |nitiatives are approved through a clear governance process,
sponsored and supported by senior management.

e These benefits are then embedded into cost line plans for
each area, and broader functional objectives, ensuring clear
accountability.

Save money. Live better.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Forecasting process

e This is underpinned by governance process to ensure
consistency and control.

e Monthly steering groups track and monitor
performance.

Aligning sustainability and financial objectives
ensures that the business considers the

balance of short and long term value and
delivers sustainable benefits.

Sponsorship & Governance

/ Programme Management Office (Control) \
>
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Asda: Setting monetary budgets in line with strategic sustainability objectives

Practical Example: Energy usage

Strategic e Asda’s sustainability target is to reduce its energy usage by 20% in 10 years to 2020 to reduce our environmental footprint.
¢ Industry forecasts indicated energy prices were set to rise, causing a significant longer term financial headwind.

Budgeting ¢ With headwinds from increasing cost growth, the budgeting process identified efficiencies to offset through our LCOM programme.
e Investigations revealed that over 75% of emissions are driven by electricity usage, with a significant proportion controllable internally.
¢ |nitiatives were identified within our stores and supply chain and commitments built into their budgets:

e Stores: targets to ensure store managers are responsibly managing usage.
¢ Maintenance: improve efficiency by reducing leakage from refrigeration.
e Capital projects: install LED lighting, solar panels and optimizing systems to control usage remotely across stores.

Forecasting ¢ With targets embedded into plans, these projects are tracked to ensure that they delivered both financial benefits and sustainability objectives:
e Stores: energy usage in our existing stores have reduced by over 33% since 2005.
e Maintenance: reduced our leakage rate from 20% in 2007 to below 8% by 2015.
e Capital Projects: substantial investment to trial and develop renewable energy at optimal returns.
e Sustainability objectives are tracked alongside financial results.
¢ Resulting Energy P&L impact reducing over the past five years despite inflation in energy prices.
e |mproving the business economics has allowed further investment into price and other areas of the business.

'If we buy more sustainably, operate “We've already made great strides
Asm more sustainably, sell more sustainably  in terms of our own environmental
e money. Live botter — we can grow our business more performance that have directly helped
sustainably. Integrated planning, us to lower our operating costs and,
budgeting and forecasting drives in turn, provide lower prices for our
optimal opportunity.” customers.”
A4S Essential Guide to Strategic Planning, Budgeting and Forecasting Jessten Leng, e Director, . Brown, S Dil’GCtOI’,

Property Finance Sustainability
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Develop guidelines for opex and capex budgeting

processes that include short and long term
sustainability factors

Bupa: Ring fencing funding for low carbon and renewable

energy projects

In 2010 Bupa committed to reducing
carbon emissions by 20% by 2015 on a
2009 baseline, making this the company’s
only externally published target. Progress
was initially slow, so recognizing this,

we held a companywide workshop in
November 2013 to discuss energy saving
options. It was here that the CEO at the
time helped turn the concept of a central
funding mechanism for direct, on site
carbon reduction projects into a reality,
leading to the announcement of the Bupa
Energy Saver Fund (ESF) the following
month. To meet our goal and to accelerate
projects that could reduce energy use, we
established the Energy Saver Fund to invest
£50m in low carbon and renewable energy
projects in 2014 and 2015 across many of
our properties globally.

The ESF was identified internally by the
finance and sustainability community and
the structure was established centrally. To
apply for funding, the business unit Finance

B”&’,JL

Directors and Property/Sustainability
Leads had to submit a briefing note to the
CFO, Financial Controller and Director of
Sustainability covering the following:

ESF FUNDING ASSESSMENT
CRITERIA

¢ Total amount requested from
the ESF

¢ Overview of the expected
energy and cost savings

e Description of the
capability and capacity
available to ensure efficient
investment and successful
implementation of projects

Healthy people need
a healthy planet

-

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Funding requests were assessed
centrally based on certain approval
criteria, such as:

1.

The investment opportunity has a high
environmental impact and commercial
return.

. The investment programme is

commercially viable; it will deliver at least
a 5% IRR and has a five year financial
payback overall.

. Investment requests are subject to local

review and investment appraisal as all
other projects.

. All submissions are approved by Central

Finance and Central Sustainability.

The outcomes achieved include:

e Becoming the largest private operator of
rooftop solar in Australia

e Using 99% renewable energy in Spain
and 100% in London

e Building environmental management
systems in more than 320 office and
care homes

e 23% reduction in carbon emissions
e Saving £5m a year on energy bills

These were achieved whilst tripling
customers, growing revenue by 40% and
increasing the workforce by 30,000 people.

“Long term growth can’t be separated from economic,

social, health and environmental issues. As well as being

the right thing to do for the planet and health, the Bupa

Energy Saver Fund also makes business sense: we can cut

costs and enhance efficiency, mitigate risk, open up new

competitive and revenue opportunities, drive innovation and

develop our employees. It really is a win all round.” i

Evelyn Bourke, CEO, Bupa
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SSE: Standardized and transparent community fund

WHAT

For over ten years we have established funds to enable
communities to develop sustainably by funding charitable
and community initiatives. Communities can access funds
which we make available near each of our renewable
energy developments.

In Great Britain, since 2002, we have supported over 1,000
community projects with grants totalling over £13 million.

We set up local and regional community funds for

each new onshore wind farm we build. For our local
funds, panels made up of community members review
applications and decide which projects to support,

and we work closely with the panel and applicants to
ensure opportunities are maximized for the benefit of the
community.

In January 2012, we launched what we believe to be the
most generous community investment fund package of
any of the major developers operating in Scotland. To make
sure everyone is treated equally, this package is offered,
without exception, for every future onshore wind farm we
are developing in Scotland.

P sse
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WHY
SSE has been building and operating wind farms in
Scotland since 2002. Combined with our hydroelectric
schemes, many of which have been in operation for over
50 years, our wind farms make us the largest generator of
renewable energy across Great Britain and Ireland.

When the majority of our hydroelectric stations were built
in the middle of the last century, we never even considered
the idea of setting aside funds for local groups to invest

in projects that would benefit their communities. At the
time, ‘community benefit’ was only considered in terms

of the electrification of the Highlands and of the resulting
prosperity the project brought to the area through

the creation of jobs, local business opportunities and
improvements to local roads and other infrastructure.

But times change, and today we recognize that the
development of new renewable energy projects should
also bring more direct financial benefits to the communities
that host them. We believe that the local community is best
placed to decide what they should invest their fund in. We
want them to have control over how the money is spent
because they know what is important to their communities
—not us!

Develop guidelines for opex and capex budgeting

processes that include short and long term
sustainability factors

HOW

Every onshore wind farm is different, so the size of the fund will
vary from site to site, but the basis of the calculation remains
exactly the same, so an onshore wind farm that is twice as big
as another will have exactly double the amount of community
investment compared with the smaller onshore wind farm.

We measure the size of our onshore wind farms in terms
of the ‘installed capacity’. This is the maximum theoretical
output of the wind farm, measured in ‘megawatts’ (MW).

The value of the community investment funds we set aside
for onshore wind farms in Scotland is currently £5,000 per
MW every year for up to 25 years.

An example of how we calculate the value of a
community fund

Taking a 50MW wind farm, the community investment
fund would be calculated as shown below:

¢ |nstalled capacity = 50MW
e Community investment fund = £5,000 per MW

e Annual value of community investment fund
(50x£5,000) = £250,000

* 50% ring fenced for local community = £125,000
per annum

¢ 50% set aside for the regional community =
£125,000 per annum

¢ Total lifetime value of the community investment
fund (£250,000 x 25 years) = £6,250,000
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SSE: Local supplier portal

Once a local sourcing budget has been set, the
case study below demonstrates how local suppliers
can be engaged.

WHAT

To contribute to the economic wellbeing of the Highlands
and Islands community, SSE has developed the SSE
Open4Business Highlands and Islands web portal. This site
facilitates trade and engagement between SSE and local
suppliers and service providers. It provides a platform for
SSE to promote opportunities originating in the region, and
allows local suppliers to have visibility of SSE opportunities,
register as a supplier and respond to notices free of
charge. Users of the site can then also advertise their

own opportunities such as sub contracting work for SSE
projects. They can also use the portal to advertise their
own opportunities to the local supplier base.

The site connects to other networks and supply chain
initiatives in the Highlands and Islands which SSE supports
such as through Energy North, Highland Council's Highland
Opportunities, Highlands and Island Enterprise, Chamber
of Commerce and Scottish Council for Development and
Industry.

WHY

SSE has a long history of working in partnership with, and
in, communities in the Highlands and Islands. We want to
continue that tradition and be:

e the most ‘Open for Business’ company in the Highlands
and Islands;

® best at engaging and collaborating with the local and
SME communities in the Highlands and Islands;

e avaluable contributor to the Highlands and Islands
economy and communities; and

e working in partnership with our public sector allies and
our extended supply chain to maximize community
benefits and local SME opportunities.

SSE recognizes that it has a significant role to play in
contributing to the economic wellbeing and sustainable
development of the communities it operates within. SSE
is therefore committed to demonstrating exemplar levels
of engagement with local suppliers. Quite simply, SSE
wants to become the best in the Highlands and Islands at
engaging with the local and SME communities and be the
most ‘Open for Business’ company in the region.

Develop guidelines for opex and capex budgeting

processes that include short and long term
sustainability factors

HOW THE PORTAL WORKS

The SSE Open4Business Highlands and Islands web
portal allows buyers to find qualifying suppliers for a
shortlist prior to entering into their standard tendering
process, which happens outside the portal. If you are a
potential supplier, SSE Open4Business Highlands and
Islands enables you to respond to an opportunity by
answering a simple questionnaire created by the buyer and
in some cases providing a Supplier Statement. Answers
to the questionnaire are scored automatically by the SSE
Open4Business Highlands and Islands portal using a
scoring plan defined by the buyer.

After the response deadline for the opportunity, the buyer
carries out a shortlisting process on SSE Open4Business
Highlands and Islands using the automatically calculated
scores and other information from each supplier's response.
If you are successful in reaching the shortlist, the buyer will
invite you to participate in their tendering process, which

will usually involve submitting further details and documents
outside SSE Open4Business Highlands and Islands.

THE BENEFITS

Facilitating economic development in the Highlands
and Islands:

® Registered local suppliers can be alerted when
relevant local opportunities arise

e Leveraging the wider SSE supply chain to provide
opportunities with SSE supply partners and with
their supply chain partners

P sse 4B

e Improved communications within the supplier /
buyer communities

Highlands and Islands

¢ Maximizing local opportunities

e Local and SME suppliers provided with visibility
of business opportunities

¢ Local businesses and SMEs can register for
free — no charges to advertise or respond to 79
opportunities

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting
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City, University of London: Using a marginal abatement

model to budget for emissions reduction options

City, University of London, is systematically working to
improve the organization’s energy efficiency and use of
resources by integrating principles of sustainability into
corporate strategies and operational procedures, and by
raising the awareness of environmental issues amongst our
staff, students and the wider community.

We were selected to take part in the Higher Education
Carbon Management programme, which was designed to
assist universities like City, University of London in saving
money on energy and putting it to good use in other areas,
whilst making a positive contribution to the environment by
lowering their CO, emissions.

Marginal abatement project cost

Project name Capital Annual
cost (£) benefit
(£)

Cass energy audit improvements 20,000
Lighting controls 25,856
Business management systems 100,000
(BMS)
Voltage reduction 60,000
College window draft proofing 46,565
Economisers 47,593
Barrier Controls 20,000
Heating, ventilation and air 1,016,813
conditioning (HVAC)
UNIVERSITY OF LONDON L ; . .

EST 1894 Main site cavity wall insulation 400,000

Combined cooling, heat and 4,970,000

power (CCHP) at main site
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As part of this programme, we have developed a carbon
management plan to reduce emissions systematically
through energy efficiency, low carbon technologies (such as
Combined Heat and Power and renewable energy systems),
low energy buildings, more sustainable travel arrangements
and improved management systems. These measures form
part of a coherent strategy to reduce emissions over time,
from an established baseline to an agreed target level.

Within the carbon management plan, we considered the
marginal abatement costs of the key carbon reduction
options available to us, and used these to inform our carbon
and financial budgets. The table and graphs below show the

Annual average CO, | Project
savings for project life

(tonnes per year) (years)
85,000 200 15
50
31,204 170 10
66,682 419 12 0 I .
59,102 374 25 a =
(@]
11,166 55 15 ﬁ -
22,858 232 25 13}
< 1%
5,833 38 25 s
121,706 447 25 .
98,082 713 30 25
480,000 1,080 25 ] 1

Marginal abatement cost curve

2

Develop guidelines for opex and capex budgeting

processes that include short and long term
sustainability factors

marginal abatement costs (MAC) for the top ten emissions
reduction projects. The costs for each project have been
plotted against the CO, saving. The marginal abatement
cost of each project or cost/tonne of CO, is shown by

the position of each project above or below the zero cost
line. This gives a clear view of which projects should be
implemented at different abatement costs.

The analysis was a key informant for the carbon
management plan, with most of the projects planned for
feasibility studies, full evaluation or implementation over

a five year period, alongside some behavioural initiatives
and water saving measures. The analysis also led to a
budget of £78,000 per annum being put in place for energy
conservation projects. This is mainly to allow low cost/fast
payback projects to proceed in the first instance.

I CCHP
Main site Cavity Wall insulation
i I \/oltage Reduction
I HVAC Improvements
I Burner Controls
Il BMS Upgrade
I Lighting Controls Upgrade

Economisers

M College Window Draught Proofing

I Cass Energy Audit Proposals
’ ‘ ’ ’ — Reduction target

Thousand tonnes of carbon saved/year
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Anglian Water: Setting an embodied carbon budget for 2030

WHAT

As part of our “Love Every Drop” campaign, we set a “Drop
CO,” budget for 2030. The budget restricts embodied
carbon in new assets, and is driving us to reduce embodied
carbon levels by 70% on our 2010 baseline.

WHY

Our region is one of the driest in the UK, which means it is
particularly vulnerable to the impacts of climate change.

We want to lead the way in raising awareness about
the value of water and are campaigning to change
fundamentally how we all engage with it and use this
precious resource.

But each drop of water — abstracted, cleaned and pumped
to homes before being cleaned again, and pumped back
into the environment — comes with plenty of carbon dioxide
attached, and because CQO, is contributing to climate
change, we're stepping up our work to cut it out across the
business, in every single way we can.

love evexy) dvop Q
anglianwater o
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HOW

We challenged our design engineers and capital delivery
partners across the supply chain to deliver more
sustainable assets, reducing carbon and the use of finite
raw materials and cost. The success of this approach
means that in five years embodied carbon emissions have
reduced by 54% against our 2010 baseline.

Governance over the carbon budget forms part of our
overall financial and project governance process, ensuring
there is an appropriate mechanism to facilitate delivery of
both our financial and our carbon budgets and targets.

Through the period 2015-2020, we will have invested over
£2 billion in maintaining and improving our infrastructure.
This investment will result in a forecast 360 ktCO,e of
capital carbon in the materials we use to build and replace
assets. With a continued focus on energy management,
innovation in design and optimizing renewable generation
assets, we have again set a challenging objective of
mitigating against future potential increases in operational
carbon emissions and reducing capital carbon in assets
we design and build. The budget is now set at a level to
reduce capital carbon emissions by 60% by 2020 from a

2010 baseline.

Develop guidelines for opex and capex budgeting

processes that include short and long term
sustainability factors

Measure, manage and reduce

Our plan is to cut carbon when we build new
treatment facilities or upgrade our older ones.
We've developed carbon modelling software to
estimate the carbon in each project — and then to
help us and our contractors cut it out.

Walk in step

To understand the people you work with, it's
wise to walk a mile in their shoes. That's why
we're creating joint carbon plans with our top
100 contractors and suppliers and getting them
around the table to come up with the best ideas
in sustainable design and building. We're all
determined to reduce embodied carbon at every
link of the chain.

We set an embodied carbon budget for 2030.
The budget restricts embodied carbon in new

assets we build to 30% of embodied carbon levels
in 2010.

“Because | love water | want to wake the world up to the
importance of the link between carbon and water to make a
fundamental difference to climate change.”

Peter Simpson, Managing Director, Anglian Water
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Sainsbury’s: Delivering financial and sustainability benefits

hand in hand

Sainsbury’s have ambitious goals in our 20x20
Sustainability Plan to accelerate progress towards our aim
to become the UK’s greenest grocer. So, for us, stepping
up our sustainability investments in retail stores makes
strategic sense.

The Triple Zero challenge: We had demonstrated the
technical feasibility of cutting carbon consumption by
30% by 2020 through a series of sustainable technology
projects. Post investment review showed that these
projects were achieving better than expected financial
results and accelerated cash payback periods by one
year. Bolstered by confidence in the financial business
case, our executive leadership set our property team a
genuine challenge: to showcase Sainsbury’s sustainability
innovation at scale in two of our largest new stores,
Weymouth and Leicester. The aim was for these to be the
most sustainable stores yet — “off the grid” for energy, water
neutral and, like all Sainsbury’s stores, disposing of zero
waste to landfill.

Sainsbury's
sl
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Sustainable, but financially viable: The project team
knew that the Triple Zero stores would be approved only

if they could be shown to be commercially viable and
repeatable. These eco investments were not subject to any
special conditions — they were evaluated against the same
financial hurdles, using the same measures and models
(including cash payback, NPV, NPV / gross investment,
ROCE and IRR) as any other investment opportunity within
Sainsbury’s. They were also funded from existing capital
funds, financed via existing cash inflows and debt facilities.
So a robust business case was needed.

Finance as a key player: A dedicated finance team was
assigned to support the project team in:

¢ dentifying and navigating the government incentives
such as the renewable heat incentive (RHI) and feed in
tariffs (FIT), both of which were factored into the project
€conomics;

e determining the cost savings associated with the
carbon, water and waste reductions;

e conducting financial appraisals, using standard financial
appraisal techniques;

e arranging capital allocations; and
e conducting post implementation reviews.

Develop guidelines for opex and capex budgeting

processes that include short and long term
sustainability factors

Sainsbury’s also sought input from experts at Imperial
College London, who provided technological insight on the
pre evaluation assessment of the proposed sustainable
technologies.

Achieving results: The Triple Zero stores in Weymouth
and Leicester opened in 2013. In addition to a range of
proven sustainable technologies (including rainwater
harvesting, photovoltaic solar panels, CO, refrigeration,
efficient LED lighting and a bee hotel), the stores featured
solutions new to Sainsbury’s, such as electricity and
heating from gas fired combined heat and power (CHP)
generators, a biogas offset scheme and partnerships
with community water saving projects to offset water use.
These have enabled Sainsbury’s to eliminate the stores’
operational carbon footprint (without offsetting) and
achieve water neutrality within our communities. The stores
continue to achieve good financial returns on investment
(22% ROCE) with costs in line with expectation.
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Danone: Combining financial and carbon savings

Danone’s beverage company in China, Danone Waters
China (DWC), is enjoying a high and growing demand for
a successful isotonic beverage called Mizone. As a result
we have invested in a new facility in west China to locate
production closer to the consumer, satisfy demand and
grow market share.

Recognizing carbon savings from the outset: We
recognized early on that the commercial advantages of the
chosen location also offered significant opportunities to
reduce the project’s carbon footprint. For example, a west
China production facility with good access to transport
routes would reduce delivery distances to market by an
average of 300km compared with DWC'’s existing central
China facilities. Shorter transport distances would mean
lower fuel costs, reduced carbon emissions and also allow
us to reduce the plastic packaging in our bottles.

Carbon savings led to improved NPV and payback:
Danone used traditional appraisal techniques — NPV,
payback and IRR - to assess the financial feasibility of the
investment. The project was approved using standard,

DANONE
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corporate wide targets and thresholds. To assess the
carbon savings for the proposed plant, we consulted one of
our 140 trained and certified employees known as Carbon
Masters. Carbon Masters advise Danone’s business units
on environmental topics and how to influence business
decisions to improve our carbon footprint. Carbon savings
were calculated and translated into monetary terms

at €20 per tonne carbon saved. The resulting financial
savings were incorporated into the project’s discounted
cash flow model. Both the project’s NPV and payback
period improved when the carbon savings were taken into
account. So including the monetized carbon saving in the
financial evaluation bolstered what might have otherwise
been a marginal investment decision.

Develop guidelines for opex and capex budgeting

processes that include short and long term
sustainability factors

i

Including the monetized
carbon saving in the financial
evaluation bolstered what
might have otherwise been a
marginal investment decision
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Coca-Cola Hellenic: Integrating environmental and social

factors into the capital expenditure evaluation process

The company is a leading bottler of The Coca-Cola
Company brands. Water is the main resource of a
beverage business, and energy is a major input. While cost
savings are a key consideration, the company believes the
greatest benefit from monetizing our broader impact will
come from the mid to long term strategic impact of being
more efficient in natural resource and energy use, while
maintaining our licence to operate and stakeholder trust.

Our commitments

Minimizing our environmental impact across the whole
value chain is a core target for us. Our areas of focus

are water stewardship, energy and climate change,
packaging and recycling, and sustainable agriculture.

Our emission reduction goals are aligned with the latest
climate models to ensure that our activities help to realize
the decarbonization pathway to limit average global
temperature increases to 2°C. We have committed
ourselves to reducing direct carbon emission intensity

by 50 percent by 2020, and to reduce total value chain
emissions by 25 percent per litre of produced drink against
our 2010 baseline. And that’s only the beginning; we have
also developed internal challenges by setting internal
carbon prices high enough to affect investment decisions
to drive down greenhouse gas emissions materially. In 2016
our operational carbon emissions (from production and
transport) decreased by 7.5 percent vs. 2015.

Coca-Cola
Hellenic Bottling Company
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50%

our 2020 target for reducing direct
carbon intensity against our 2010
baseline

Our approach

To change the capital expenditure evaluation process,

a new methodology was developed to incorporate
environmental and social impacts with factors such as
water and carbon being monetized. Better informed
decision making is now possible by requiring people to
think about and prioritize investment, leading to reduced
environmental impacts and improved social outcomes.

Our project was to embed sustainability factors into our
capital expenditure appraisal process. First we assembled
a cross functional team of internal and external experts,
then we studied the A4S Essential Guide to Capex. The
company began to require all 28 countries we operate in to
incorporate environmental and social impacts in business
plans with water and carbon being monetized. The finance
function brought together all of the different departments to
build a simple model that the whole field could apply, and
the finance function set up and led cross functional teams
of experts to create the methodology.

25%

our 2020 target for reducing total
value chain emissions against our
2010 baseline

Develop guidelines for opex and capex budgeting

processes that include short and long term
sustainability factors

30%

our 2020 target for internal water
usage reduction

This meant that our people thought about and prioritized
investment. The key challenge was that carbon reduction
can easily become very technical and we tried to bring this
across to a finance and business audience. The benefits of
the process were that it allowed us to make more sensible
and informed decisions and better support the efforts in that
area, and the ‘before’ and ‘after’ figures bear this out. Under
the old system, the 2016 water savings capital expenditure
projects would have had a financial payback of 5.3 years.
Under the new system, a financial payback of 0.5 years

was expected. As finance, we control capital expenditure
and we really worked on the process so that investment in
sustainability can be processed very quickly and efficiently.A
collaboration approval was also key. It was important to
combine the sustainability assessment with the traditional
finance assessment and then, together, that allows us to get a
holistic view on our overall capital expenditure strategy in the
sustainability area.

Key lessons learned: to keep processes practical, grow
step by step, don’t become theoretical, link well across the
business and continually improve these processes further.

“For the first time we were able to monetize these impacts in
the carbon and water area and it allowed us to make more 84

sensible and informed decisions.”

Gerhard Seidl, Group Supply Chain Finance Director, Coca-Cola

Hellenic Bottling Company


https://www.accountingforsustainability.org/en/knowledge-hub/guides/capex.html
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Royal DSM: Setting a shadow carbon price

We include the financial impact of GHG emissions (scope
1 and 2) through internal carbon pricing in the valuations of
large investment projects.

The internal carbon price serves as a useful model

for redirecting and scaling up investments towards

low carbon technologies, driving operational efficiencies,
especially in markets with a carbon price or in regions
where a carbon price is expected to emerge. It can help to
spot energy and cost saving opportunities at an early stage
and better anticipate and understand future implications

of the general trend of increased carbon pricing around

the world. At the same time this enhances environmental
awareness inside DSM.

We are members of the Carbon Pricing Leadership
Coalition where we work to advocate for carbon pricing,
set an internal carbon price and report on our progress as
part of our Annual Report.

Qosm
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For each large investment proposal at DSM, two business
cases have to be presented — one with and one without
an internal carbon price of €50/t CO,e. We set the

carbon price at €50/t CO,e so it is high enough to affect
investment decisions to drive down greenhouse gas
emissions.

For example, by embedding the internal carbon price in
the template request for quote (RFQ) for industrial gases,
we make our sites more aware of the financial impact of
industrial gas supply. The carbon price for two cases in
Switzerland and the Netherlands had an impact of 2-4%
and 17% on the total cost of ownership, respectively. In
Switzerland, this confirmed that our chosen supplier was
the correct business decision. In the Netherlands, the
difference between the best solutions was not significant
enough to influence the decision making although it
showed a significant improvement over the existing
situation. Business managers agreed that the inclusion of

the carbon price had an added value for the RFQ process.
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South West Water: Integrating sustainability throughout

Deliver detailed ‘top down and bottom up’ annual

------------------------------------ : strategic planning, budgeting and forecasting processes

operational and financial plans

Process

o Overview BACKGROUND 25 YEAR VISION

e Tools and guidance

e Practical examples For South West Water, sustainability is a common thread through long term strategic planning, to five year business In December 2012 we published our 25 year vision,
.................................... . planning and annual budgeting. “Waterfuture — What'’s in the pipeline 2015 — 2040”. It
Governance We have made sustainability commitments at Board level, as well as publicly, through our published 25 year vision. These outlined our long Lerm objectives and was informed by
"""""""""""""""""""" commitments ensure that sustainability remains a key priority through planning and delivery. extensive researc carried out to determine our customers
Performance management and stakeholders’ priorities for the future of water and

.................................... . Key actions within this have been: wastewater services in our region.

Our approach to customer engagement covered two key
areas:

Maturity and reference Integrating Including key sustainability Linking delivery of sustainability . o
sustainability into outcomes linked to specific KPIs as objectives into the governance and ¢ Understanding customers’ priorities
our 25 year vision part of our five year business plan drive of overall business performance e Presenting options and allowing customers to choose

Understanding customer priorities

Our customer research and engagement work for the
25 year vision included customer and stakeholder focus
groups to understand priorities around our region,
willingness to pay surveys with over 1,200 household
and 600 non household customers, and the launch of
a dedicated website with our first in the industry online
investment ‘e-tool’.

Reporting performance Publishing the 25 year vision, commitments

against committed and performance on our website, to be
performance levels transparent with stakeholders

- Y
— oy

South West
Water
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South West Water: Integrating sustainability throughout strategic planning, budgeting, forecasting

processes

The feedback we received helped us develop our 25 year
‘WaterFuture’ vision which outlined the key customer
priorities for services during 2015 — 2040. This identified
our key long term aims to deliver:

e reliable supplies of safe, clean drinking water that not
only meet the highest water quality standards but also
looks and tastes great;

® responsive, innovative and cost effective services that
meet our customers’ needs;

e sustainable actions and initiatives that protect the
environment; and

e resilient business decisions and investments that
deliver the most value for our customers whilst keeping
our costs and bills as low as possible.

Presenting options and allowing customers to choose

Our second round of research retested our customers’
and stakeholders’ priorities for investment and also
asked for their feedback on the timing and scale of those
investments.

—— 4
— oy

South West
Water
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A range of potential impacts on the average household
customer bill for 2019/20 were presented. This gave a
range of average bill values depending on the timing of
initiatives and investments.

Our final phase of research and engagement was to
confirm that the refined proposals from our customer
consultation delivered an economic level of service whilst
being affordable and acceptable.

The challenge was to find the business plan which
balanced the needs of all customers and stakeholders.

Initial results from the first stage of the

survey (600 customers) showed that 63% of

our customers found our plans to be either
acceptable or very acceptable. The main reason
why the plan was not acceptable to some
customers was the overarching concern about
the level of the bill rather than a lack of support
for the proposals.

In response to this feedback, the South West
Water Board challenged itself to deliver further
efficiency savings over and above those already
planned. These extra efficiencies reduced our
proposed average bill by a further £31.

When we updated our plans to reflect these
changes we achieved our highest ever customer
acceptance of our plan with 84% finding it to be
acceptable.
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South West Water: Integrating sustainability throughout strategic planning, budgeting, forecasting

processes

FIVE YEAR BUSINESS PLAN

The five year business plan to 2020 continued the
sustainability thread but developed more specific and
detailed sustainability commitments to develop five year
priorities following extensive consultation with customers
and stakeholders.

This was our largest ever consultation and throughout
this process our activities have been robustly challenged
and refined with the input of the independent WaterFuture
Customer Panel and our Board of Directors.

—— 4
— oy

South West
Water
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BUDGETING AND FORECASTING

The sustainability priorities identified by customers and
stakeholders are embedded into performance expectations
for the five year business plan through the published
Outcome Delivery Incentives (ODI) framework. For internal
planning and driving delivery these are further divided into
annual performance targets. Annual performance targets
are set (in the form of ODI targets), as well as capital
investment and cost efficiency targets.

Detailed budgets and delivery plans are prepared by

each function based on their targets, and presented to

the executive team. An ODI board, made up of members
of the executive and senior management team, approves
ODI delivery strategies as well as tracking delivery against
target. This ensures all ODI performance is driven through
the same framework, and links delivery of sustainability
objectives into the governance and drive of overall business
performance. Performance against ODI targets is reported
monthly through internal management reporting and Board
reporting.

The research and engagement helped us to
develop eight “outcomes” which form the basis
of the five year plan to 2020:

¢ Clean, safe and reliable drinking water

¢ Reliable wastewater service

e Responsive to customers

¢ Protecting the environment

¢ Available and sufficient water resources
¢ Benefiting the community

¢ Resilience in extreme conditions

¢ Fair charging

Each outcome is published in South West
Water’s 2015 - 2020 business plan together with
specific KPIs that fall under each outcome. The
published plan includes the current performance
level, the 2020 target and plans in place to
achieve the target.

These published KPlIs (categorized as
reputational only, reward/penalty, or penalty
only) form the ODI framework which attributes
financial reward and penalty to performance
outcomes.

“Through identifying long term sustainable outcomes with
stakeholders, it was much easier to align short term targets and
incorporate these into budgeting and forecasting processes.”

Susan Davy, Chief Financial Officer, Pennon Group (South West Water)
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Danone: Moving away from a traditional annual budgeting cycle

The Danone Executive Board sees sustainability as a
strategic priority and provides tone, guidance and direction
from the top. Our approach is to integrate sustainable
business practices across our 160 plants, on five
continents, in over 120 countries, while applying financial
skill tests to the way environmental data is measured and
managed.

With this backdrop, Danone has taken a radical step and
moved away from a traditional annual budgeting cycle in

a desire to create a more flexible approach. Under the

new model we have a flexible quarterly spending plan,
supported by a five quarter rolling forecast which facilitates
quick and responsive reallocation of non fixed resources to
where they add most value at a point in time.

The role of our finance people in this is very important.
For us, the concept of adding value is broad, and not

See case study on the Danone sustainable ERP system for further information 4

DANONE
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just financially based. Our strategy is for us to grow in a
sustainable way, serving the health of each person, of each
community and of our planet. Resources are allocated
accordingly. Under the new approach, business units

have the freedom to manage their own resources while
remaining accountable. Rather than managing by budgets,
management is through clear priorities and boundaries,
and a focus on customer outcomes.

Performance commitments are set in terms of goals, with
devolved responsibility to business unit level. Business
units are responsible for reviewing the medium term
outlook (goals, strategies, action plans and value drivers)
annually, and the short term outlook (actual and forecast
performance indicators) every quarter. Operational
resources are managed by setting goals based on KPlIs.

Set and agree performance commitments and

budgets for each business unit and function

The approach is adaptable to changing product and
strategic cycles and the evolving risk environment. With
carbon reduction established as a guiding principle,
carbon reduction has been elevated to coequal status with
business targets. We are also working hard to optimize
water usage, which is key to operations. Executives' vision
for the future includes a monthly “sustainability closing”,
much like a financial closing, for greater transparency

and stronger competitive advantage. For this, reliable
information systems are required, which support the
measurement of wider value and the resources available to
enhance that value.

SUSTAINABLE

GROWTH
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Yorkshire Water: Integrating carbon forecasting into operational

and financial forecasts

BUSINESS NEED

At Yorkshire Water, we understand that
one of our core business risks derives from
operational emissions (primarily the energy
consumed to pump and treat water and
waste water). Reducing carbon emissions
is essential to the organization, as a lower
carbon footprint goes hand in hand with
efficiency, innovation and cost reduction.

Integrating carbon forecasting into
operational and financial forecasts has
allowed us to support major investments in
renewables and energy efficiency, support
regulatory and legal compliance, and
enhance colleague engagement and our
external brand.

————
YorkshireWater

PROCESS

Assess performance

Carbon emissions data

is already monitored for
management reasons, and
performance evaluation is
integrated into business as
usual activities.

LEVERS OF INTEGRATION

The Carbon Accounting Workbook,
a practical spreadsheet tool, helped
us to integrate sustainability within

our forecasting process.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Provide a realistic outlook

based on the current
business environment

To facilitate carbon emissions
calculations, a Carbon
Accounting Workbook is
used. Previous years’ and
latest consumption data

is used to determine the
underlying performance,
taking into account known
changes that are projected
to occur, and updates to
emissions factors that are
determined nationally.

We formalized our approach by
developing written processes for
all data to ensure a consistent and

repeatable procedure is in place.

Assess performance

Provide a realistic outlook based on the current

business environment

Provide the latest view of expected underlying
performance

Allow timely management decisions and corrective
actions

Provide the latest view
of expected underlying
performance

Allow timely management
decisions and interventions

Carbon emissions are
monitored regularly
through a scorecard.

As part of the annual
business planning
process, a target

for tonnes of carbon
emissions (tCO,e) for the
upcoming year is set,
considering changes

to our business activity
that will influence our
performance. Any financial
impact is also reflected in
our financial forecast.

If performance is behind
forecast, management
focus is escalated to
electricity consumption
and renewable energy
self generation in order to
deliver on the established
targets.

The introduction of Confidence
Grades enabled understanding and
reporting of the maturity of each

element of data, with calculations
being verified externally for
accuracy and completeness.
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City, University of London: Forecasting carbon emissions savings

WHAT

Within the carbon management plan, we prepared a
forecast of carbon emissions savings based on the
budgeted capital expenditure, which included carbon
reduction projects. The table below shows the predicted
implementation cost of the key schemes identified here,
and also gives an indication of the likely savings both
financially and in terms of tonnes of carbon. If these
predicted savings materialize from implementing the
measures, then the initial capital investment would pay for
itself within the five year time frame.

WHY

City, University of London is Islington's third largest carbon
dioxide emitter. Cutting CO, emissions as part of the

fight against climate change should be a key priority for
universities, it’s all about getting your own house in order
and leading by example. The Higher Education Carbon
Management programme has been designed to assist
universities like City, University of London in saving money
on energy and putting it to good use in other areas, whilst
making a positive contribution to the environment by
lowering their CO, emissions.

City, University of London was selected in 2007, amidst
strong competition, to take part in this ambitious
programme. As one of the most proactive Higher
Education Institution’s in the UK in responding to the risks
that climate change presents, City, University of London
has joined the 48 universities across the UK who have to
date partnered with the Carbon Trust on this programme in
order to realize carbon and cost savings.

Provide a realistic outlook based on the current
business environment

Provide the latest view of expected underlying
performance

HOW

Firstly, an organizational carbon risk assessment exercise
was carried out to categorize risk, identify the key drivers,
the areas, and the nature of their impact. The outputs

of this, alongside the current and expected cost of

energy and carbon (£12 per tonne under the UK Carbon
Reduction Commitment Energy Efficiency Scheme) were
analysed. With a view to mitigation of these costs, a series
of initiatives were identified alongside lifecycle financial
savings. Key areas of action were identified including:
purchasing, technology, energy efficiency, estates
masterplan, green travel plan, working with local partners
and awareness campaigns. An emissions baseline was
measured and set, incorporating scope 1, scope 2 and
business travel emissions. Options for reduction were
identified and prioritized using a Marginal Abatement Cost
Curve (MACC) approach, and these prioritized options
were fed into the forecasting model to determine likely cost
and carbon savings, as shown in the table above.

Total Estimated Capital Expenditure £7,824,000

Year 1 Year 2 Year 3 Year 4 Year 5
Total Annual Cost Savings £147,157 £242,480 £272,146 £959,727 £959,727
Total Annual Carbon Reduction (tonnes CO,) 574 1,204 1,361 3,695 3,695

CITY

UNIVERSITY OF LONDON
EST 1894

See case study on using a marginal abatement model for further information 4
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Siemens: Anchoring our Environmental Portfolio into strategic

Provide the latest view of expected underlying
performance

Allow timely management decisions and corrective
actions

planning, budgeting and forecasting processes

Siemens has considered climate change a megatrend

for over a decade. In 2008, as part of our core strategy,
we identified products, systems, solutions and services
that could be independently identified as benefiting

the environment and having a positive impact on CO,
emissions. The Environmental Portfolio is part of Siemens
response to global challenges such as climate change,
scarcity of natural resources and environmental pollution.
It is therefore a key element of our sustainability focus on
“Decarbonization”.

)

SIEMENS
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Siemens’ Environmental Portfolio — our decarbonization driver

With its Environmental Portfolio, we tackle major challenges, such as climate change, environmental
pollution and resource scarcity. The Environmental Portfolio comprises products, systems, solutions and
services that meet one of our criteria, namely energy efficiency or the use of renewable energies. Offerings
from the Environmental Portfolio help to alleviate negative impact on the environment and to reduce
emissions of carbon dioxide and other greenhouse gases contributing to global warming.

Our Environmental Portfolio in facts and figures

3 6 460/0

billion € of total revenue

In fiscal year 2016, the Environmental Portfolio In fiscal year 2016, the Environmental Portfolio
generated revenue of 36 billion euro represented 46% of Siemens' total revenue

521

million tons COz

Siemens' environmental portfolio helps our
customers reduce their CO, emissions by

521 million tons in fiscal year 2016. This amount
is equivalent to more than 60% of Germany's
annual CO, emissions

What characterizes a product in the Environmental Portfolio?

Renewable energy systems and components qualify for our Environmental Portfolio as well as products and systems, that are far more
energy efficient in the use phase at our customers than comparable solutions. i.e. yield an increase in energy efficiency of at least 20% or a
greenhouse gas reduction of at least 100,000 metric tons of CO, equivalents in the reporting year.
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Siemens: Anchoring our Environmental Portfolio into strategic planning,
budgeting and forecasting processes

The Environmental Portfolio consists of products,
systems, solutions and services that meet one of our
selection criteria, namely energy efficiency and renewable
energy. Within this selection, products need to reach
criteria such as an improvement in energy efficiency of
20% or more, or a reduction of at least 100,000 tonnes
of carbon dioxide equivalent in the customer use phase
during the reporting period.

With our Environmental Portfolio we intend, among

other things, to help our customers reduce their carbon
dioxide footprint, cut their energy costs and improve their
profitability through an increase in their productivity. In
addition to its environmental benefits, our Environmental
Portfolio enables us to compete successfully in attractive
markets and generate profitable growth underlining
Siemens’ strategic focus on technologies for energy
efficiency and climate and environmental protection. For
fiscal 2016, more than three quarters of the revenue from
our Environmental Portfolio was generated from products
and solutions for energy efficiency.

Representing almost half of Siemens’ global revenues these
products and solutions enable us to compete successfully
in attractive markets and generate profitable growth. In 2016
the Environmental Portfolio generated €36.3m in revenue

SIEMENS
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and accumulated annual emission reductions for customers
of 521 million tonnes of carbon dioxide. By forecasting and
monitoring two key performance indicators — revenue and
customer emission reductions — management can make
timely decisions and interventions on the progress of the
portfolio based on short term performance of both financial
and non financial impacts.

The entire Siemens business portfolio is reviewed on an
annual basis to ensure the appropriate qualification of
existing and new Environmental Portfolio elements. For
additionally qualified elements, we report their prior year
revenue and prior year contribution to the accumulated
annual customer reduction of carbon dioxide emissions on
a comparable basis.

Three different methods for CO, abatement forecasting can be applied

Direct before-
and-after
comparison of

the emissions onkizaling

= For example, in the case of modernizing power plants, or optimizing the
energy consumption of buildings through energy performance

comparison
with areference
technology

Direct = For example, the reduction of emissions when using low loss, high-
voltage DC (HVDC) power transmission is determined by comparing
HVDC with conventional AC power transmission. This approach is also
valid for e.g. wind power

with the

installed base

Comparison = This method is used e.g. for combined cycle power plants (CCPP) and
trains. Here, global average emission factors for electricity generation
(CCPP) or utilization of electricity (trains) are applied
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GOVERNANCE

STRATEGIC PLANNING, BUDGETING AND FORECASTING
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GOVERNANCE

Governance sets the boundaries within which people operate. Presented below is
a structural approach to governance, which can be used to facilitate integration of
sustainability into strategic planning, budgeting and forecasting processes. Good
governance is particularly important to achieve an integrated approach. This is due to the
cross cutting nature of sustainability factors which require collaboration between different
parts of the business to respond effectively. In this section guidance and case studies will
be provided against each of the six key governance areas.

STRATEGIC
MANAGEMENT

1. Mission, vision 4
and strategy to
enhance long term
stakeholder value

BUSINESS GOALS

2. Business goals 4
that will enhance

long term stakeholder
value

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

ORGANIZATIONAL
STRUCTURE AND
OVERSIGHT

3. Set structure for 4
accountable strategic
planning, budgeting
and monitoring

REPORTING
FRAMEWORKS

4. Transparent 4
integrated
management

reporting

DECISION MAKING
POWER AND PROCESS

5. Define decision 4
authority, delegations
and processes

RISK MANAGEMENT
FRAMEWORKS

6. Managing risk 4
and uncertainty

What did organizations say were their key governance challenges?
How will this guide help?

4
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GOVERNANCE: KEY CHALLENGES

Organizations said...

“Integration becomes very challenging when there is a lack of
leadership buy in, as it leads to a lack of acceptance from the rest of the
organization, and a singular focus on shareholder value.”

“Environmental and social factors are often not seen as being as
important as other financial measures, and therefore the team’s focus is
on short term goals and KPIs to increase shareholder wealth.”

“We notice that there is a lack of appetite for regular reporting of sustainability
performance considerations across business units and functions, in part because
of the absence of clear criteria for providing comparable and standardized
performance information and systems in place for efficient collation of data.”

“There is no wide scale adoption, or a central view of all sustainability
matters, and consequently social and environmental factors are perceived
as a separate issue or are integrated at different levels across the teams.”

“Among different teams in our business units and functions there is a lack of
understanding, alignment and agreement when it comes to considering the
proper integration of sustainability within core financial processes, probably
due to the diverse nature of sustainability.”

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

We need...

Leadership to demonstrate commitment and drive the required change in
the organizational culture.

Linkage of current financial performance to longer term performance of the
organization.

Performance and benefits of non monetary KPIs to be tracked and
communicated with internal and external stakeholders.

Agreement of the key sustainability metrics, and the required level of data
accuracy for them to be considered reliable for the end users to inform their
decision making.

Leadership to demonstrate commitment and drive the required change in the
organizational culture.

Agreement of the key sustainability metrics, and the required level of data
accuracy for them to be considered reliable, for the end users to inform their
decision making.

Agreement of common definitions/terms to make it clear what we mean by
sustainability to increase understanding, adoption and alignment.

Clear demonstration of the link between social, environmental and financial
value.

Increased understanding of how different members of the finance team can
support delivery of our sustainability performance.
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.................................... . The Board provides the ‘tone at the top’ through

Process incorporating sustainability factors into the organizational PRACTICAL EXAMPLE
..................................... mission, vision and strategy. They influence the culture s
Governance by defining how the organization will respond to these Almost twenty years ago we began to refocus our operations onto a much more sustainable and responsible footing
« Overview factors, and through their ongoing strategic management in response to sustainability megatrends that we felt presented a significant opportunity — and threat if we didn’t
. approach. respond. We have moved away from fossil fuel based petro chemical businesses and turned to health, nutrition and
' * Tools and guidance materials sciences.

® Practical examples WHY DOES LEADERSHIP BUY IN MATTER? y

Performance management Leadership buy in: See full case study for further information < D S M
"""""""""""""""""""""" e provides Board and senior management advocacy

Technology and Data around relevance of sustainability to the business;

Maturity and reference e demonstrates to the entire business the importance and

benefits of considering social and environmental factors
within strategic planning, budgeting and forecasting;

® ensures Board oversight of the organization's integrated
strategy;

e facilitates integration of sustainability considerations
into all Board committees (e.g. audit, nominating,
remuneration, etc.);

e plays a key role in overcoming resistance to change and
scepticism over the benefits of integrating sustainability
within financial processes;

* enhances integration of sustainability with the
organization’s processes and procedures; and

* sets the tone on the sustainability agenda for the rest of
the business.
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GOVERNANCE: STRATEGIC MANAGEMENT

1. Mission, vision and strategy to enhance long term stakeholder value

BUILDING SUSTAINABILITY INTO THE LEADERSHIP AGENDA

The theme of sustainable value creation should be integrated within business performance reviews and strategic discussions to build engagement and support from the Board and senior
leadership team. The following highlights a selection of matters relevant to sustainability that might be considered in a typical Board meeting agenda:

TOPIC TYPICAL SPEAKER POTENTIAL MATTERS FOR PAPERS AND DISCUSSION HOW SUSTAINABILITY FITS

Strategic CEO/CFO/Corporate ¢ Review of strategic initiatives across the business and their e Contribution of sustainability initiatives to strategic outcomes
initiatives Strategy Director contribution toward achieving strategic outcomes

e Sustainability impacts of initiatives and business

¢ Analysis of returns from strategic initiatives « Outcomes from sustainability initiatives

* New initiatives in the pipeline and their projected benefits and costs
L e Communicate the benefits relating to sustainability initiatives along

with all other initiatives

Business
performance

Governance and Internal Audit Director
compliance

¢ Review of key business practices and code of conduct e Ensure sustainability considerations are included within policies,

o Compliance with applicable laws and regulations practices and code of conduct and report against them
e Present performance against applicable laws and regulations e.g.

workplace health and safety or environmental permit breaches
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.................................... . SPEAKING THE SAME LANGUAGE

.................................... . Common terminolgy across the organization helps to build understanding and alignment, particularly in instances where cross functional collaboration (such as strategic planning,
Governance budgeting and forecasting activities) is required. Use of the same terminology allows finance teams to understand the key sustainability terms that are relevant for strategic planning,
budgeting, monitoring and measurement of value.

e Overview
' e Tools and guidance Common sustainability concepts that should be used consistently across the organization include the following:

® Practical examples . . . . . o
|xp .............. . Natural Capital Social Capital Human Capital Sustainability Impact

................................. All renewable and non renewable The networks, relationships and People’s competencies, capabilities, Any environmental or social change,
Technology and Data environmental resources that provide connections between people, experience and level of motivation that positive or negative, caused by an
................................ goods or services that support the communities and institutions that support organizations to achieve their organization through its activities.
Maturity and reference prospgrlty Qf an organlzatlo.n and society organlzatlor.ms rely on, and contribute to strategic goals.

including air, water, land, minerals and through their activities.

forests.

Societal Value Life Cycle Assessment (LCA) Shadow Price Sustainable Shareholder Value

External direct and indirect non market A technique to assess environmental A theoretical value or notional price, The internal direct and/or indirect financial

consequences of natural, social and impacts associated with all stages of a relating to an activity or impact not consequences of environmental or social

economic/financial capital impacts product's life from cradle to grave. currently reflected in market prices. issues in monetary terms (sometimes

(sometimes known as stakeholder value). known as company value).

Environmental Impact Measurement Environmental Management Dependency Footprint (or Inventory)

Accounting

Measuring impacts at all stages of a Involves combining financial costs and Identification and management of factors, The sum total of a business' direct and

product's life across the value chain savings as well as quantitative information of which the organization directly or indirect impacts e.g. carbon footprint.

using such approaches as Life Cycle relating to the environment to enhance indirctly depends, for example, agriculture

Assessment and Inventory. and inform decision making. is dependent on the natural process of

pollination.
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GOVERNANCE: ALIGNING BUSINESS GOALS

2. Business goals that will enhance long term stakeholder value

KEY GOVERNANCE FACTORS TO CONSIDER

Strong governance ensures goals are realistic and aligned with strategy. The ethical overlay provides a driver to consider wider stakeholders in goal setting.

Some key governance factors to consider in relation to setting, developing and delivering business goals are:

Determine decision authority and accountability
for the goals. Define when a sustainability specialist
needs to be involved in decision making and their

authority in those decisions.

Test the goals using strategic risk analysis and
scenario analysis to ensure goals are realistic to
achieve in the current and likely future operating
environment e.g. in a more carbon constrained

environment.

Provide clear definitions and communication of
the goals so employees can understand the goals and
be empowered to deliver on them. Communication of
sustainable business goals can also enhance employee
engagement, attraction and retention.

Ensure clear alignment to mission, vision and strategy;
consistent messaging and use of language. Ensure
procedures are in place to prevent short termism where
detrimental to long term sustainable business goals.

See page 20 for further guidance on setting strategic goals

PRACTICAL EXAMPLE

Ensure the goals are measureable and that processes
are in place to ensure an effective control
environment, akin to financial KPlIs, for performance
management against the goals.

Use a timeframe that is relevant to the exposures in the
longer term life of the organization, and distil these into
the strategic cycle timeframe.

At Unilever, we have a simple but clear purpose — to make sustainable living commonplace. We believe profitable growth should also be responsible growth, and

that approach lies at the heart of the development of our strategic goals. We developed our goals through a process of actively engaging with our stakeholders.

The detail on how we intend to deliver our goals is captured in the Unilever Sustainable Living Plan. It guides our approach to how we do business and how we s Y
meet the growing consumer demand for brands that act responsibly in a world of finite resources. H20 2N

See full case study for further information 4

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting
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GOVERNANCE: ORGANIZATIONAL STRUCTURE AND

OVERSIGHT

3. Setting a structure for accountable strategic planning, budgeting and monitoring

Setting oversight responsibility and accountability is key
to ensuring successful implementation of strategy and
adherence to budgets:

e  Establish Board and sub Board level ownership with
performance remuneration structures supported by
integrated KPIs.

e |ncorporate responsibility for sustainability factors
into roles and responsibilities within the organization.
These should be embedded within 'business as usual'
processes and practices throughout the structural and
functional segments of the busineess.

e Ensure finance teams appropriately cost strategies,
allocate financial resources, effectively monitor
performance, and demonstrate that the strategy itself
drives sustainable long term value.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

PRACTICAL EXAMPLE

To set accountability for delivery against our sustainability targets and budgets, we have made explicit links from our
Key Performance Indicators (KPIs) to the variable pay of our management board and employees. We use a selection
of KPIs from our 2015 vision strategy that are well established within the business, and incorporate them into our
performance management processes.

See full case study for further information 4 v DS M
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GOVERNANCE: ORGANIZATIONAL STRUCTURE AND
OVERSIGHT

3. Setting a structure for accountable strategic planning, budgeting and monitoring
THE ROLE OF THE BOARD OF DIRECTORS

The board are ultimately accountable for the organization, for appropriate allocation of budgets to achieve strategic objectives and for monitoring performance against those objectives.
The following diagrams outline where the role of the Board and the different functions of finance and beyond are impacted by an integrated approach.

BOARD LEVEL
Approves strategic Board of * Review and approve organization’s sustainable business strategy
plans and budgets Directors ¢ Assess organization’s performance against sustainable business strategy

and reviews forecasts.

Monitors corporate e Develop, execute and monitor organization’s sustainable business strategy and policies

performance.
BOARD COMMITTEES
Audit Committee Nominations and Governance Committee Strategy and Investment Committee
e Understand risk and provide challenge on control e Ensure Board has the right mix of skills and capabilities, e Oversee and monitor progress against the integrated
environment pertaining to sustainability performance including demonstrated competence in sustainability strategy
reporting e Ensure the director orientation and education programme e Ensure that sustainability factors are considered
¢ Review and approve integrated reports includes training on sustainability matters in the review and approval of major investment
» Oversee compliance with regulations relating to decisions

sustainability

Remuneration Committee Sustainability Committee Risk Management Committee

¢ Align remuneration policies and incentive compensation e Contribute to organization’s strategic plan ensuring it reflects * Monitor the organization’s aggregate exposure to
plans with sustainability goals that are challenging and long term factors and constitutes a sustainable business model sustainability risks
lead to the creation of long term social, environmental and e Assess organization’s performance against sustainability ¢ Oversee the organization’s risk management and
financial value aspects of integrated strategy business resilience policies

e Oversee the organization’s compliance with safety, health and
environment policies and regulations
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GOVERNANCE: ORGANIZATIONAL STRUCTURE AND
OVERSIGHT

3. Setting a structure for accountable strategic planning, budgeting and monitoring

ROLES AND RESPONSIBILITIES FOR SUSTAINABILITY IN A TYPICAL ORGANIZATION

BOARD LEVEL
Approves
strategic plans
and budgets, and

reviews forecasts.
Monitors corporate ¢ Develop and execute sustainable business strategy, as well as set the tone of the organization and the level of sustainable business ambition

performance. ¢ Drive all corporate operations, performance, compliance and management of stakeholders

Non e Bring independence, impartiality and wide experience, as well as provide oversight, governance and challenge to the executives
S CNIEIN  Emphasize ethical rigour and sound risk management practices to the Board
¢ Challenge Board on integration of sustainability, time horizons used and stakeholder considerations

FINANCE FUNCTION OTHER FUNCTIONS

Lead the strategic planning, budgeting Assess individual functional unit responsibilities in light of the strategic objectives, relevant capabilities, available resources and budgeting

and forecasting processes. Essential guidelines. Determine opportunities to enhance non monetary value through functional roles. Identify suitable non monetary budgets and targets
in integrating non monetary value into for the function. Provide input, validation, and agreement on assumptions and functional targets in strategic plans, budgets and forecasts.
budgeting and forecasting processes.

e Integrate sustainability within

* Improve business resilience by building e Integrate sustainability factors into strategic ® Improve customer value proposition by
performance management and sustainable value chains research and development, and innovation integrating sustainability within selling,
financial reporting processes « Maximize operational efficiency to activities distribution and promotional activities

¢ Embed sustainability data within minimize use of energy and non ¢ Ensure that business development activites ¢ Contribute to delivery of sustainable
management information platforms renewable resources contribute to sustainable business growth performance objectives by influencing

¢ Advise on financial impact and e Secure renewable energy sources customer behaviour
risks from sustainability issues in e Partner with suppliers to help deliver e Communicate changing market
decision making activities sustainable performance objectives conditions to support forecasting process

strategic financial planning, data and

) ' ; - * Assess impact of emerging and existing ~ ® Embed sustainability in performance ¢ Define and protect the organization’s

information apalygls, p:(reparathn sustainability focused legislation evaluation and remuneration practices brand and reputation through strong

SE%ZICi)r:Te]:umcanon of budgeting * Provide legal support to business for e Determine value of human capital and sustainability policies and performance
strategic changes, e.g. new commercial implement enhancement and protection plan =~ ¢ Communicate the organization's position
arrangements and contracts or/and « Build wellbeing and diversity and inclusion on sustainability issues to external
corporate communications into business as usual stakeholders
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GOVERNANCE: ORGANIZATIONAL STRUCTURE AND

OVERSIGHT

3. Setting a structure for accountable strategic planning, budgeting and monitoring

THE ROLE OF FINANCE IN RELATION TO SUSTAINABILITY

FINANCE FUNCTION

Utilizing finance skills from across the function to take responsibility for sustainability factors in the strategic planning, budgeting and forecasting process and beyond.

Financial Planning and Analysis Treasury and Commercial Finance _

* | ead the setting of strategic sustainability budgets and
forecasts

¢ Extend financial structure and rigour of strategic planning,

budgeting and forecasting process to natural, social and
human capital

¢ Work with the business to understand performance variances

¢ Drive scenario analysis process, incorporating significant
sustainability risks and opportunities, e.g. climate risk

e Work with the Commercial Finance team to develop and
implement shadow pricing mechanism

* Advise business units on the financial impact and risks from
sustainability issues when developing strategic plans and
budgets

Work with finance providers (both equity and debt) to
communicate the sustainable business model and long term
resilience of the organization, with a view to accruing long
term investors and finance at attractive rates

Use capital management financing decisions to attract/
accommodate new sources of potentially lower cost finance

Work with Financial Planning and Analysis team to develop
and implement a shadow pricing mechanism

* Develop and communicate tax strategy, including ethical,
transparency and societal contribution factors

® Ensure the organization is taking advantage of sustainability
related tax incentives and credits

¢ Interpret and estimate cost of tax compliance for waste,
emissions and water etc.

e Incorporate tax impact in strategic plans, budgets and
forecasts

Business Partnering Financial Reporting Corporate Development and Mergers and Acquisitions

e Analyse and interpret complex data streams and influence
business partners to integrate the sustainability approach into
the business and into partnerships with other organizations

e Engage business units in developing relevant budgets (e.g.
carbon, water) and including sustainability related targets in
the budgeting and forecasting processes

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

® Interpret integrated and sustainability reporting standards
developing business reporting policies and manuals
Develop effective control environment for social and
environmental data

Ensure reporting platform enables timely measurement of
performance against sustainability targets set out in strategic
plans, budgets and forecasts

Own the integrated reporting process for the business, for
both internal and external reporting

Work with Investor Relations, Treasury and Commercial
Finance teams to engage with investors

® Perform strategic analysis of sustainability related risks and
opportunities

* Ensure sustainability factors are considered when assessing
the commercial rationale for mergers and acquisitions, joint
ventures, strategic alliances and other non organic growth
strategies

® Ensure sustainability factors are included in due diligence
activities when executing strategic transactions

e Assess impact of M&A activity on achievement of
sustainability targets
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.................................... : 4. Transparent integrated management reporting

.................................... . THE INTEGRATED MANAGEMENT The key phases of the integrated management reporting cycle are:
Process REPORTING CYCLE
Governance Finance systems and processes can form an initial 1. Reporting framework 2. Develop control 3. Reporting and developing
* Overview framework upon which to build a transparent integrated environment insights

' ) management reporting framework by:
e Tools and guidance

) e Ensuring sufficiently robust control environment to

* Practical examples drive complete and accurate reporting Extend the current reporting Ensure the control environment Produce consistent and
------------------------------ : o . i framework to support intgrated is sufficiently robust to provide accurate integrated
Performance management *  Bvaluating integrated data and overview of supporting strategic and operational complete and accurate performance reports which
------------------------------- control environment for Board attention decision making reporting under the framework develop insight and enhance
Technology and Data e  Performing internal audit over integrated control decision making
.................................... . environment to independently test design and

Maturity and reference operating effectiveness of the controls and report

findings to audit committee
These will be explored in more depth in the forthcoming A4S Essential Guide to Integrated Management Reporting.

PRACTICAL EXAMPLE

At Sainsbury's we use simple and visual integrated management reporting to increase the ability of the PLC and OPS
Board to make quick, accurate decisions about future developments. An example is our refurbishing stores workstream
where reporting of waste and store energy performance (before and after refit) is reported alongside sales and other key
store metrics. To enhance decision making there are three cuts of energy data, one looking at a store level, a contractor
summary, and a works type summary. These enable performance management to be put in place for both stores and
contractors, with both being held accountable for their performance.

C )
See full case study for further information 4 Sa I nSbU ry S
N
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..................................... MAKING COMPLEX DECISIONS LESS GOVERNANCE REQUIRED MORE GOVERNANCE REQUIRED

Process . o -

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, . Strategic decision making in relation to sustainability factors Structured Unstructured

Governance can be complex, often incorporating input from both inside ] -

. and outside the finance function by: lexity of decision
* Overview . . » - Low risk High risk
' « Tools and guidance e Facilitating cross functional decision making with 9

committees and steering groups

e Practical examples . " . .

..................................... ¢ Defining authorities, delegations and supporting

Performance management processes to ensure these work effectively

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ . e Determining a suitable approach to decision making PRACTICAL EXAMPLE

Technology and Data depending on the choice of actions, and the method T nyyyyyymnyyyyyynn—,—,,

.................................... . of evaluating the possible outcomes At Sainsbury's, our governance model reinforces and highlights the significance of integrating sustainability into every

Maturity and reference e Putting safeguards in place to minimize UNconscious aspect of our business. Our Corporate Responsibility and Sustainability Committee is a Board level body chaired by
bias or preference that may lead to unsustainable a non executive director and oversees the company’s performance against our 20x20 Sustainability Plan, which is an
decisior?s Y integral part of our corporate strategy. In addition, there is a Corporate Responsibility and Sustainability Steering Group

chaired by our CEQ. This in turn encompasses smaller Value Steering Groups, each of which supports one of the
Business decisions can be strategic, tactical or operational, company’s five value areas.
with strategic actions having an impact on long term

outcomes. These influence how subsequent decisions are H )/
made and consequently often require an investment of time See full case study for further information 4 Sa I nSbU ry S
\/

to make the right decision.
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GOVERNANCE: DECISION MAKING POWER AND PROCESS

5. Defining decision authority, delegations and processes
COMMON ISSUES IN DECISION MAKING

Decision bias and the psychology associated with making decisions can cause inappropriate business decisions to be made, i.e. decisions which are irrational given the information
available at the time. Given the often long term and unfamiliar nature of decisions relating to sustainability, they may be particularly prone to psychological bias. Here are some factors to
be aware of when making decisions that may impact accounting for sustainability.

Decision
making ability

Potential issues

Overconfidence — Most people are overconfident of their
own decision making ability.

Status quo bias - People disproportionately stick with
the status quo rather than consider or select alternative
options.

Optimism bias - People tend to overestimate the probability
of positive events and underestimate the probability of
negative events. Optimisim bias also occurs when estimating
how long things will take, and how much they will cost.

Sunk cost bias — The more you invest in something the
harder it becomes to abandon it, even if it’s no longer the
rational option.

Fooled by experience — Decisions based on experience
are inherently biased. This can lead people to reapply a
previous decision despite circumstances or surrounding
context being sufficient to warrant separate consideration.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

lHlustrative scenarios

Insufficient impact analysis is performed in choosing between two strategic social capital
initiatives. The decision is based on a quick analysis and mostly instinctive. The social
return on investment potential is not achieved and social capital is devalued.

Strategic options about new innovations, initiatives or approaches that work towards a
sustainable business model are not embraced because no significant issues have arisen yet
with the way things have always been done in the past. Competitors working on lower resource
solutions gain market share.

The probability of significant flood events is underweighted, thus scenario analysis is not
considered necessary. Insufficient capital is invested in flood prevention and when preventable
flooding does occur, the impact and cost are high.

Significant infrastructure investment has been made in the past in a carbon intense process.
Budget required to maintain the infrastructure is low, replacement budget is high but the
forecast carbon and financial savings meet the investment criteria. There is a reluctance to write
off the value of the current asset and invest more capital, despite this being a rational option.

Project tenders have always followed a standard budgeting approach, with a market leading
success rate. The market context is changing, with increasing emphasis in the customer base
on carbon reduction. Based on experience, the decision is made by commercial finance to keep
the current, successful low cost budgeting approach. Business is lost to a competitor with a
higher financial budget, but who introduced a carbon budget into their standard approach.
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GOVERNANCE: DECISION MAKING POWER AND PROCESS

5. Defining decision authority, delegations and processes
Potential issue lllustrative scenarios

Preference Uncertainty avoidance - Risk appetite can be impacted by cultural Group finance is encouraging innovation in cost effective ways to

preference, with some cultures prefering to avoid uncertainty*. transition to low carbon across their global business. Country level
Decision making processes may need to be adapted in some regions to management have autonomy over what they implement and how
account for this. they allocate budget to do so. Some countries try ambitious, bold
new options and make significant savings; others are much more
conservative, investment is low and reductions are limited.

Group think — This occurs when a group prefers harmony over critical
evaluation, i.e. there is a reluctance to challenge a proposed idea. This is
increasingly likely in collectivist societies?.

The operations director proposes strategic plans for a new gas fuelled CHP
plant, forecasting opex savings of 15% and carbon savings of 10%. The
instinctive view of the Board is to proceed with the investment; all agree as
it saves money and carbon, what is not to like? The plan is not critiqued in
detail and opportunities for significantly greater savings were missed.

Loss aversion - People tend to prefer avoiding losses to acquiring equivalent
gains. Changing the reference point so options are seen as losses as opposed
to gains, or vice versa, will often change the decision made.

Time
perspective

Instinctive decisions — When making quick decisions, subconscious intuitive In setting a carbon budget for a specific project, division management
simplifications are common and not always helpful. believe a level of 70% of former levels is achievable. In submitting the
carbon budget to group finance, there is debate in the team whether to
submit a budget of 60% of former levels (a stretch target, unlikely to be fully
Temporal discounting — The idea that a negative outcome in the future is not achieved), 70% of former levels (their best estimate) or 80% of former levels
perceived as badly as a more immediate negative outcome. The further away (an easy target, with low risk of failure). 80% was set, and slightly exceeded.
the negative outcome, the less negatively it is perceived. The incentive and opportunity for greater savings were lost.

Consideration of future consequences — People vary in the extent to which Climate change is generally perceived as a long term risk. This makes it
they consider the future outcomes of their current behaviour depending on easier not to act now despite knowledge of the likely consequences (some of
their personality. which may be short term). Some people find it easier to ignore than others.
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GOVERNANCE: DECISION MAKING POWER AND PROCESS

5. Defining decision authority, delegations and processes

COMMON ISSUES IN DECISION MAKING

Organizations tend to have structured approaches for key decisions. This is relevant for strategic decisions,
particularly where significant budgets need to be allocated for large investment decisions. The role of governance
is to determine and define what structures are appropriate, and standardize where necessary, e.g. requiring use
of multi criteria decision analysis. In this way the risk that inappropriate, irrational or erroneous decisions are made
can be reduced. This is especially important where organizations, or individuals, can be held accountable for
decisions and/or there is a risk of litigation.

Being able to demonstrate that a decision followed a formal process and was justified on the basis of the
information available at the time can be very important.

Some potential ways to mitigate these factors include:

e Have someone disruptive in the team to bring ‘opposite thinking’

e Get people to focus on possible failures and provide prospective hindsight

e | ook at prospective outcomes from both a gain and a loss perspective

¢ Involve diverse stakeholders in decision making. This can be done by:
— involving them directly in the process
— using members of the team to role play as if they were specific stakeholders
— engaging separately on potential options, e.g. in stakeholder workshops

e Be conscious of ‘do nothing’ decisions, e.g. not updating the strategy to a sustainable business model. Ensure
an appropriate amount of rigour is applied to ‘do nothing’ decisions in the same way as to other key decisions.
Is ‘do nothing’ justified?

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting
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GOVERNANCE: RISK MANAGEMENT FRAMEWORKS

6. Managing risk and uncertainty
Identification and mitigation of risk plays a significant part in The key phases of the integrated risk process cycle are:
responding to sustainability factors. Organizations should:

* Integrate sustainability risk into the corporate

governance processes 1. Risk identification 2. Gain an understanding

* Incorporate oversight into the Audit Committee or
Risk Management Committee agendas to enable
them to play a key role in ensuring risks attributable

to sustainability factors are appropriately identified,

understood and managed

Ensure the risk horizon is broad

enough to incorporate long term
risks, reputational risks and
those due to changing socio
economic and environmental

Involve sustainability specialists
to assist in gaining an
understanding of the risks, the
likelihood and potential impact.
Perform scenario analysis to

See the A4S Essential Guide to Managing Future 4

support this process and assess
resilience of the strategy.

factors. Consider using tools

Uncertainty for further guidance. such as to do so.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

3. Integrate into decision
making

Assign clear accountability

for managing and monitoring
risks arising from macro
sustainability trends in line with
normal risk procedures. Embed
risk factors and mitigations into
decision making processes.
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ALIGNING BUSINESS
GOALS

Unilever: Setting 4
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role of KPIs and
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Using simple and
visual integrated
management

reporting
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AND UNCERTAINTY

The A4S Essential <
Guide to Managing
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MANAGEMENT PRACTICAL EXAMPLES

stakeholder value

Royal DSM: Transitioning towards a sustainable business model

Almost 20 years ago, we began to refocus our operations world. As part of our 2010-2015 strategy, the company took  activities of our global business groups. They are charged
onto a much more sustainable and responsible footing sustainability to the next level. In addition to fulfilling our with continuously developing innovative science based
in response to sustainability megatrends that we felt own responsibilities towards society, we have successfully products and solutions that contribute to a brighter future
presented a significant opportunity — and threat if we didn’t developed sustainability as a strategic growth driver. for people, while helping to increase our profitability.
respopd. We have moved away from fossil fuel pased petro For us, sustainability is a key differentiator and value driver In order to have commitment from shareholders for this
chem!cal bu.smesses and turned to health, nutrition and in our markets. We are uniquely positioned to capitalize business model, DSM focused on those investors who take
materials sciences. on the many opportunities this presents across the value the long term view.
At the heart of our mission is the core value of sustainability ~ chain. As an integral part of the company’s operations,
and a commitment to helping create a more sustainable strategic actions and decisions, sustainability guides the

DSM’S BUSINESS MODEL TRANSFORMATION MEGATRENDS DRIVING MORE SIGNIFICANT THAN EVER

Significant value creation by portfolio transformation Megatrends more significant than ever for DSM

1995 2000 2005 2010 2014 YTD 2014 YTD i 5 =
— Health & Wellness Global Shifts Climate & Energy
Base Chemicals} . ek
& Materials Polymer 4 - L. -
Intermediates e
Energy Energy i) Performance
Engineering Engineering Others Materials
Plastic Products]  Plastic Products
Curver
EBAs
Base Chemicals |  Base Chemicals}
= & Materials & Materials
Others

Nutrition

Proportion of DSM sales (

xﬂging population w/, - Sustainability concerns
Healthcare issues pre Urbanization drw?mws constraints

Mid-year

share price** @
Mid-year

Enterprise

Value™

Food composition ease . Energy concerns

Health Nutrition Materials

E]

tior r intermediates and composite resins
stated for spit 3:1 in 1999 and 2:1 in 2005
000 EV is year-end (no mid-year EV available in Bloomberg)

D s M DSM well positioned to capitalize on key megatrends
Extracts from 2014 Capital Markets Day Analyst presentation.
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GOVERNANCE: STRATEGIC
MANAGEMENT PRACTICAL EXAMPLES

Danone: Our Manifesto to building a healthier future

Danone is a global food company providing fresh dairy
products, bottled water, and both medical and baby
nutritional products. Our mission is to bring health through
food to as many people as possible. Our cofounder and
long time CEQ, Antoine Riboud, said in 1972: “We only
have one Planet Earth’. This ethos has been at the heart
of the company’s culture for a long time. Since the early
1970s Danone has operated under what we refer to as ‘a
dual project’, having both economic and social objectives
has embedded nature into Danone’s genes.

In 2015 we published a new Manifesto which will be a
guiding star to build a healthier future, and to enshrine the
principles of co creation, local adaptation and continuous
improvement. This Manifesto, which captures the ethos
of Danone, is part of what drives Danone’s finance team
and their cross functional colleagues to work together to
find innovative, financially sound solutions for healthier
customers and a healthier planet.

This sManiFesto belongs to every Danoner
By hung ur antes
any poople a5 posSile” nd cur i profect fr husines success and socll rogToss
Wil faflectng ol vakios of Humanism, Opannass Frasimity and Enthusiasm,
This sManfesto embodies cur commitment to lead an Alimentation Revolution by
supporting people to adopt healthier choices and Iifestyles and ty caring about the
health and wellness of Danone and Danoners, of our communities and our planet
of curent and future generations.

OUR BELIEFS
- Qanonens. we Bellieve that

GOOD HEALTH IS EVERYTHING TO ALL OF US

Good health is a state of general well-being. It involves the mind as well as the body,
and emotion as well as sensation.

FOOD IS HEALTH’S MOST SIGNIFICANT PARTNER v\

Hedithy aating and drinking is an essertial part of If, o build andlto vrw our
wall-beir the:

this and it s still true.
HEALTH CANNOT LIVE LONG WITHOUT PLEASURE
well. Pleasure in

Without appetite and delight, no-one would eat or keep eating
food and beverage is a precondition of every heaithy lifestyle.
FOOD IS THE WARMTH BEHIND EVERY CULTURE
Healthy eating is an idea that goes beyond nutritional needs and appetites. Its
richness is a part of every culture - always different and always special- and worth
taking the time to understand.
THE WEALTH OF NATIONS GROWS FROM A HEALTHY PLANET
Evllymmg we eat depends on the earth that it grows/in or

As gardeners of this planet, we have a duty of care and a uwm-w to
manage its resources responsibly and sustainably.

[~

RESEARCH IS OUR BEST ALLY
Food is more than nature. It is the outcome of human endeavour, combining
technological progress with deeper understanding of its value and its potential.
PREPARING FOR TOMORROW IS THE BUSINESS OF TODAY

New ways can and will be found, to better serve this generation and the next, and
to bring healthy, affordable food and safe water to the greatest number, across the
world.

DANONE

OUR COMMITMENTS
Js Oanoners. we commit

FOR HEALTH AND WELL-BEING

We will stand next to everyone’s quest for good health, by encouraging diets and

lifestyles that bring the most benefit in people’s lives.

WITH THE BEST WE CAN DO, ALWAYS

We will stand by all our products and services, with pride and openness, as a
a y X

they may choose it.

FOR EVERY PERSON, AT EVERY AGE, WITH PLEASURE

| We will stand for the widest range of products and services to feed the needs and
| wishes of every person at every key stage of life, encouraging balanced nutritional
| habits or delivering specific health benefits.

FOR OUR OWN HOMES

/ d stand up for the

the ight to enjoy ts own way of eating and iving well by offering products Ininlvod
by and relevant for local needs and ideas.

FOR OUR PLANET AND ITS LIVING HERITAGE
e will stand together for a healthy planet and devote all our energies to protect
nd-praserve the abundance of life and the variety of nature, in all its forms and
ecmysm ~

FOR WHAT IS van'E&m WHAT STILL NEEDS TO BE INVENTED
- i sustainable
—ways to provida healthy food and scees 1o safe water for ah by bonding with
( communities and stakeholders. We will keep our place at the forefront of these
| offorts.

NOT ALONE, BUT WITH PARTNERS AND FRIENDS

Wa are a collaborative Danona team. Wa will stand ﬁm\ly by our balief that it is

better to walk together and share benefits, with more consumers and
It mtumniiad, b S coumisi st U B it et Siusiuch bt oot

and beverage, for the greatest number.

Eack of us- bus the paven tr malle this bappen.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Mission, vision and strategy to enhance long term
stakeholder value

This Manifesto belongs to every Danoner. By
living our Manifesto, we carry forward our mission
to “bring health through food to as many people
as possible” and our dual project for business
success and social progress, while reflecting

our values of Humanism, Openness, Proximity
and Enthusiasm. This Manifesto embodies our
commitment to lead an Alimentation Revolution
by supporting people to adopt healthier choices
and lifestyles, and by caring about the health

and wellness of Danone and Danoners, of our
communities and our planet, of current and future
generations.
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stakeholder value

Yorkshire Water: Creating a culture of understanding, alignment

and agreement among teams

Development of new vision by
leadership and business experts

with external support

SBOs and the groups formed
cascaded to all employees
through various routes, e.g. team
meetings, intranet, events, internal
newspapers and other ways

—
YorkshireWater

Sense check and challenge of Defined vision communicated
the loosely defined vision with internally by the leadership
various colleague workshops (CEO)

Formed SBO groups comprised Communication of the vision
of senior / middle management matured over time by developing
employees to embed the SBOs in six Strategic Business Objectives

the business (SBOs) to underpin the vision

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Mission, vision and strategy to enhance long term

In 2010 Yorkshire Water launched a new company vision that incorporated sustainability at its heart: “Taking responsibility for the water environment for good”. To encourage embedding
the vision into our culture, we launched a communication programme that helped us to empower our colleagues to take personal ownership and accountability for our goals.

Vision cascaded to employees
through all communications
routes and internal branding
revised and visible everywhere

Targeted external
communications to regulators
and key stakeholders

We integrated our vision and Strategic Business Objectives into performance management and reporting by developing a framework of short, medium and long term projects and targets
which encompass all of our sustainability priorities, with progress linked to colleague reward incentives. We monitor and drive delivery of this framework through our scorecards, quarterly
updates to the leadership team and through our integrated annual report.
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GOVERNANCE: STRATEGIC
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Anglian Water: Using cross functional involvement in strategic

plans to strengthen the sustainability agenda

When the 2014 Water Industry Regulatory Price Review
(‘PR14’) came into effect, Anglian Water had to deliver

a five year strategic plan that included a wide range

of non monetary measures including those relevant to
sustainability. The project was company wide and, though
the end plan was already based on our existing strategy,
communicating the new approach that incorporated
sustainability issues in such way that it would drive
behavioural change was a challenging task.

To overcome this, Anglian Water created a PR14
Programme Board that reported to the Board, and beneath
which various sub groups were operating to provide details
and implementation proposals.

This approach resulted in strong buy in from various
leaders across the organization, who played a key role in
disseminating the message across the business. It also
enabled cross functional involvement and ownership of
the strategic plans, which strengthened the organization’s
commitment to driving the strategic sustainability agenda
forward.

love evexy) dvop
anglianvv:

©
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The Finance team engaged in the PR14 Business Plan

at every level and at every stage of the development and
decision making process. At a high level this included
explaining in detail to the shareholders/investors the impact
on the business of the plan and the Final Determination.
At a more granular level the finance team ensured that

the strategic intent in the plan was costed and included
such that the business could have confidence that the
intent set out in words and desired outcomes would be
financially deliverable. The Finance team played a vital role
in challenging the business to ensure its plans would meet
the strategic financial and non financial outcomes as well
as developing the financing, tax and insurance strategies.

PR14 Programme Board

e Treasury e Operations
e Tax ¢ Asset Management
e Capital Investments e Water Resources

e Customer Services

Mission, vision and strategy to enhance long term

stakeholder value

e Regulation

e Corporate
Communications
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GOVERNANCE: ALIGN BUSINESS
GOALS PRACTICAL EXAMPLES

Business goals that will enhance long term

stakeholder value

Unilever: Setting strategic goals to help our business grow

WHAT

In 2012 we set our four strategic goals to be:

e Grow the Business: By 2020 our
goal is to double sales by the business
compared to 2010

¢ Improve Health and Wellbeing: By
2020 we will help more than a billion
people take action to improve their
health and wellbeing

e Reduce Environmental Impact:
By 2030 our goal is to halve the
environmental footprint from making and
using of our products as we grow our
business

¢ Enhance Livelihoods: By 2020 we
will enhance the livelihoods of millions
of people as we grow our business

A4S Essential Guide to Strategic Planning, Budgeting

WHY

At Unilever, we have a simple but clear
purpose — to make sustainable living
commonplace. We believe this is the best
long term way for our business to grow.
Our purpose and operating expertise will
help us to realize our vision of accelerating
growth, reducing our environmental
footprint and increasing our positive social
impact. We recognize this is ambitious, but
it is consistent with changing consumer
attitudes and expectations. Our unswerving
commitment to sustainable living is
increasingly delivering:

e more trust from customers; and

® a strong business for shareholders, with
lower risks and consistent, competitive
and profitable long term growth.

POSITIVE
SOCIAL IMPACT

DOUBLE THE
BUSINESS

GROWING
THE BUSINESS
* SALES

* MARGIN

* CAPITAL EFFICIENCY

REDUCE

ENVIRONMENTAL
FOOTPRINT

HOW

Defining our purpose and our vision were
key to setting our strategic goals. We
believe profitable growth should also be
responsible growth. That approach lies
at the heart of the development of our
strategic goals.

In developing our goals there were a number
of priorities that were important to us:

e Customer and consumer trust
e A strong business for shareholders

e A better, healthier and more confident
future for children

e A better future for the planet
e A better future for farming and farmers

We developed our goals as a path

towards achieving our vision, incorporating
these priorities through a process of
actively engaging with governments,
intergovernmental organizations, regulators,
customers, suppliers, investors, civil

IMPROVING HEALTH
AND WELL-BEING

- NUTRITION

« HEALTH AND HYGIENE

ENHANCING
LIVELIHOODS

« FAIRNESS IN THE WORKPLACE
+ OPPORTUNITIES FOR WOMEN
+ INCLUSIVE BUSINESS

society organizations, academics and our
consumers. The detail on how we intend to
deliver our goals is captured in the Unilever
Sustainable Living Plan. It guides our
approach to how we do business and how
we meet the growing consumer demand
for brands that act responsibly in a world
of finite resources. Our Plan is distinctive in
three ways:

1. It spans our entire portfolio of brands
and all countries in which we sell our
products.

2. It has a social and economic dimension:
our products make a difference to
health and wellbeing and our business
supports the livelihoods of many people.

3. When it comes to the environment, we
work across the whole value chain, from
the sourcing of raw materials, to our
factories and the way consumers use
our products.

REDUCING
ENVIRONMENTAL IMPACT

« GREENHOUSE GASES

- WATER
* WASTE
* SUSTAINABLE SOURCING
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Royal DSM: The role of KPIs and remuneration frameworks in

setting ownership and accountability for sustainability

When we launched our new strategy, sustainability was
identified as a key business and growth driver. To be

able to track our performance against the 2015 vision we
developed a set of Key Performance Indicators (KPIs) that
incorporated our sustainability aspirations. These were Fixed
developed to be reported externally as well as to be used
internally to steer the business. A selection of these KPIs
that are well established within the business are used in
performance management and are linked to the variable
pay of the management Board and employees.

DSM Managing Board Total Direct Compensation (on target)

Annual base salary (ABS) Cash

Variable Short Term Incentive (STI) Cash*

(minimum performance
threshold for STI pay-out set
by Supervisory Board)

-

. Financial:
Adjusted EBITDA
Gross Free Cash Flow

Organic Net Sales Growth

N

. Sustainability:

Brighter Living Solutions

Employee Engagement Index

Safety Performance

3. Individual
Long Term Incentive (LTI) Performance 1. Financial:
Shares ¢ Relative Total Shareholder Return (TSR)
e Return On Capital Employed (ROCE) growth
2. Sustainability:

e Greenhouse-Gas Emissions (GHGE)
Efficiency improvement

Energy Efficiency Improvement (EEI)

osm

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

planning, budgeting and monitoring

Element Vehicle Performance targets & measures Target pay-out
(% of ABS)

100%

12.5%
10%
2.5%

5%
5%
5%
10%

25%
25%

25%
25%

Setting a structure for accountable strategic

* 8Tl deferral into shares:

A mandatory (25%) and a
voluntary proportion (up to a
total maximum of 50%) of the
actual STl amount earned in
ayear is deferred into DSM
shares with a three year
holding period.

This is linked to a one-for-one
matching award on the total
deferred amount under the
condition that predefined
performance targets and
measures are met at the

end of the three year vesting
period.
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GOVERNANCE: REPORTING

FRAMEWORKS PRACTICAL EXAMPLES

Transparent integrated management reporting

Sainsbury’s: Using simple and visual integrated management

reporting

‘Respect for the Environment’ is one of our five core
values that underpin our business. It is all about doing the
right thing by enhancing operational efficiency, which is
both good for business and the environment. Part of this
programme is a focus on reducing operational carbon

by 30% by 2020 versus a 2005/06 baseline. A key work
stream that focuses on this commitment is looking at
refurbishing stores to enable them to use less energy,
which has a positive impact on both the environment and
the profit and loss account.

Sitting behind the implementation of this programme is a
key management report that increases the ability of the
PLC and OPS Board to make quick, accurate decisions
about future developments. These reports are delivered
under the usual governance of Investment Board papers
and Post Implementation Review papers post investment.
The report looks at store energy performance both during
and after works have taken place, measuring the energy
savings compared to targets. It is reported and reviewed
in the same manner as other key store metrics such as
sales and waste. To enhance decision making there are
three cuts of data, one looking at a store level, a contractor

Sainsbury’s
Lol l
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summary and a works type summary. These enable
performance management to be put in place for both
stores and contractors, with both being held accountable

for their performance.

Our summary of the different implementation activities
available is key in decision making as it provides a view
on the return on investment of different options. This is
used to then influence future decisions about the level of

investment for additional stores.

Ensure Board level
accountabilities are

clearly agreed and that

the governance structure
and processes allow for

balanced decision making
and speedy escalation

A key benefit of the report is that the OPS and Investment
Boards have been able to make decisions more quickly
about future works. This has enabled more savings to

be realized as changes can be implemented in a timely

manner rather than having to be discussed in detail. Annual
performance is also used to assess the level of investment
for the next financial year. This enables the level of capital
required to be accurately forecasted, and therefore

enhancing the budgeting process.

TOP TIPS

Integrated management
reporting needs to be
simple and visual, with
clear ‘line of sight’ through
the business from front line
operations right up to the
Board

Achievement of effective
cross business working
is facilitated by alignment

and communication of
organization wide targets
and incentives
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Sainsbury’s: Integrating sustainability into our governance

.................................... . model

Governance

e Overview
Achieving our strategic goals and objectives requires having leadership buy in, engagement

* Tools and guidance from experts throughout our business and strong governance. Our governance model O_U" steering grc.:)ups.not only
¢ Practical examples reinforces and highlights the significance of integrating sustainability into every aspect of give strategic direction, but also We have a clear plan of activity for
.................................... . our business. measure our progress against

our commitments every year, clearly

U EEDCBIGE), CEETED T linked to our budgets and forecasts.

or emerging issues, and provide
context for external reporting.

Our Corporate Responsibility and Sustainability Committee is a Board level body chaired
by a non executive director and oversees the company’s performance against our 20x20
Sustainability Plan, which is an integral part of our corporate strategy.

Maturity and reference In addition, there is a Corporate Responsibility and Sustainability Steering Group chaired
by our CEO. This in turn encompasses smaller Value Steering Groups, each of which
supports one of the company’s five value areas. Our Value Steering Groups bring together
a cross functional team once a quarter and are chaired by the accountable member of our
Operating Board.

We keep reviewing any
sustainability issues that might

be an impediment to our strategic
objectives and actively engage with
our stakeholders to ensure we adapt
as required.

We routinely monitor our
performance and reward process,
and we communicate our

results and challenges to all our
stakeholders for transparency.

Sainsbury’s
= e
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Sainsbury’s: Integrating sustainability into our governance model

J Sainsbury plc Board
Chair

CR&S STEERING GROUP

Established 2001, meets twice annually
Chair: Chief Executive

CORPORATE RESPONSIBILITY AND SUSTAINABILITY COMMITTEE

Established January 2007, meets twice annually
Chair: Non-Executive Director

.................................... . Living healthier lives
Maturity and reference Owner: Marketing Director

Sourcing with integrity

Owner: Food Commercial Director Product Forum

Respect for our environment . )

Owner: Chief Financial Officer Environment Steering Group

Making a positive difference to our community . .

Owner: Director of non-food operations Community Steering Group

A great place to work .

Owner: Group HR Director # A Great Place to Work Steering Group

Sainsbury’s
Nl
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PERFORMANCE
MANAGEMENT

STRATEGIC PLANNING, BUDGETING AND FORECASTING
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PERFORMANCE MANAGEMENT

Performance management is a set of processes that
enables an organization to monitor its performance against
the strategy. This includes both performance metrics
(KPIs) and the employees’ behaviours and incentives when
working to achieve the strategy.

Successful organizational performance Innovation

depends on collective, individual performance
of the employees. Therefore, developing

the right metrics to measure and monitor
employee performance is an important part of
managing organizational performance.

Asset management

Control environment
Building the foundations for . Reporting frameworks and systems

<
an environment where all @‘D Operational frameworks ‘
e”lplc?’eief e achle\i)e Jl[he”' 4 o Organizational and governance structures ‘
o and Gquitablo bass for.
fair and equitable basis for Leadership and communications
accountable performance Strategy and values
appraisal and KPI based

. Employee wellbein
remuneration frameworks. ploy 9

Employee engagement
Empowerment, influence and autonomy
Diversity and inclusion

Personal objectives and KPI based remuneration

Skills and capabilities
Culture and behaviour standards

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Employee performance and
organizational performance are
inherently linked, therefore it
makes sense for KPIs for both
to be aligned.

The collective skills of finance
and HR will be valuable
to develop and measure
employee performance.

Culture and behaviour standards are
the bedrock of employee performance,
with strategy and values the bedrock for
organizational performance. The two are
inherently interlinked.

What did organizations say
were their key performance
management challenges?

How will this guide help?
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PERFORMANCE MANAGEMENT: KEY CHALLENGES

Organizations said... We need...

Guidance on how to identify who can influence sustainability within the
organization, and how they build this into, and track performance in, their
appraisal. Remuneration can then be structured to incentivize the right
behaviour.

“Developing the right incentives and mechanisms to integrate sustainability
factors into the organization’s performance management processes
requires a structured approach."

“The communication between finance teams and sustainability
specialists is not transparent, and the information is not always available
to gauge performance appropriately.”

Common terms and agreement on the right performance metrics, based on
what is material to the business.

“Short term financial pressures are an impediment to the successful
delivery of long term goals and progress with sustainability issues and
opportunities.”

Guidance on how to link short term results to longer term performance and
value.

“There is no guidance on how to link sustainability to financial impacts
and benefits, resulting in us developing methods that might not treat
sustainability as an integral part of our goals.”

Guidance on how to assess impacts and outcomes for sustainability and how
this links to the overall strategic goals.

U B e e ST O DT il A T A S B D Guidance on how to measure and track benefits on sustainability initiatives.

company in terms of sustainability.”

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 123



Cuis

ACCOUNTING FOR
SUSTAINABILITY

Essential Guide to
Strategic Planning,
Budgeting & Forecasting

PERFORMANCE MANAGEMENT

What do | need to consider when monitoring organizational performance against the strategy and
Introduction including corresponding metrics within my employee incentives?

At the strategic level, performance management is ensuring the right culture, structures and processes are in place to support delivery of the strategy..

Performance management
e Overview

e Tools and guidance

e Practical examples

Maturity and reference

1. Employee performance

Culture and behaviour standards — clearly define and communicate
behavioural expectations, with sustainability at the heart.

Skills and capabilities — perform a sustainable business skills and
capabilities audit, develop strategy for gaps and long term growth.

Personal objectives and KPI based remuneration
frameworks — align objectives and frameworks with corporate
values, strategy and behaviour standards and using outputs and
insights from activities above.

Diversity and inclusion — assess diversity profile and pay gaps,
for employee base, by grade, and for recruitment and promotion.
Understand barriers to inclusion. Define business case and strategy
for diversity and inclusion management.

Empowerment, influence and autonomy — agree empowerment
approach, e.g. employee innovation programme, performance
roadshows, identify influencers and agree autonomy guidelines.

Employee engagement — perform regular engagement survey,
understand engagement shortfalls and barriers, agree strategic
response.

Employee wellbeing — identify hot spots using engagement survey,
attendance and turnover records. Understand barriers to wellbeing.
Define business case and strategic response.
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AREAS TO CONSIDER

2. Organizational performance

Strategy and values - clearly define and communicate corporate strategy, culture and values,
with sustainability at the heart.

Leadership and communications — align corporate and communication strategies, include
communications to both internal and external stakeholders.

Organizational and governance structures — set structure, oversight responsibility and
accountability. Consider whether a separate sustainability committee is appropriate.

Operational frameworks - align operations philosophy with culture and set corresponding
principles, practices and KPls.

Reporting frameworks and systems — agree balanced scorecard; assess suitability of current IT
systems and specification shortfall.

Control environment — agree a recognized controls framework to use, e.g. the

COSO framework, including for non monetary KPIs.

Collaboration practices and tools — agree practices and tools to facilitate cross functional and
geographically remote collaboration.

Business plan targets — ensure targets are ethical, realistic, aligned with strategy and defensible
to a wide range of stakeholders.

Decision making processes — define authorities, delegations and supporting processes across
the relevant committees.

Project appraisal and management practices — agree methodology to embed sustainability
into project appraisals and practices.

Asset management — agree long term time horizon for asset management strategy to span, e.g.
20, 40, 50 years.

Innovation — define innovation ambition and set strategy and budgets accordingly.
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PERFORMANCE MANAGEMENT

1. Employee performance

Diversity and inclusion
Personal objectives and KPI based remuneration
Skills and capabilities
Culture and behaviour standards

See full Performance
Management diagram

Employee wellbeing
Employee engagement

Empowerment, influence and autonomy

<

See the next page for further guidance on how to select key influencers within the organization 4

See the A4S Essential Guide to Social and Human Capital Accounting for further guidance 4

See the forthcoming A4S Essential guide to Finance culture for further guidance

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

PRACTICAL EXAMPLE: EMPLOYEE
WELLBEING

At National Grid, we measured our return on
investment from our employee

wellbeing programme. nationalgrid

See full case study for further information 4

PRACTICAL EXAMPLE: PERSONAL
OBJECTIVES AND KPI BASED
REMUNERATION

At SSE, see our remuneration
structure includes performance ' Sse
against sustainability related KPIs. .

See full case study for further information 4

PRACTICAL EXAMPLE: PERSONAL
OBJECTIVES AND KPI BASED
REMUNERATION

At Sainsbury’s we have

incorporated our Sustainability S ainsbury's
Plan values into our Board
remuneration policy.

See full case study for further information 4
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PERFORMANCE MANAGEMENT

1. Employee performance

ALIGN SUSTAINABILITY CHANGE AGENTS WITH PERFORMANCE MEASURES

To encourage progress towards an organization’s
strategic objectives, key change agents within the
organization should be identified and aligned with
sustainability targets through annual objective setting
and remuneration frameworks.

Sustainability champions and influencers should be
determined based on their ability to enact change in the
organization and should be aligned with sustainability
targets through goal setting and remuneration
incentives. Each department (including Finance)

should have at least one sustainability champion;

if sustainability is truly embedded throughout the
organization some members of the sustainability team
should sit within the various functional teams as well

as having a central sustainability hub. An increasing
number of organizations are also emphasising the role
of Finance Director — Sustainability or Sustainability
accountant to embed finance skills within the
sustainability team and drive integation and collaboration
across finance and sustainability teams.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

HIGH
V'S INFLUENCERS

influence or enact change

CHAMPIONS

ABILITY TO their business area

INFLUENCE
AND ENACT
CHANGE
CONTRIBUTORS
Sustainability targets are integrated where individuals
can impact through part of their role
OBSERVERS
Sustainability targets are integrated where possible
> within individual performance objectives
LOW

Sustainability targets are highly integrated with
individual performance objectives based on ability to

Sustainability targets are integrated with individual
performance objectives based on the performance of

EXAMPLES

Finance Director, Financial
Controller, Property Finance
Director, Head of Financial
Planning and Analysis

EXAMPLES

Finance Manager, Treasury
Manager

EXAMPLES

Tax Analyst, Financial
Accountant

EXAMPLES

Accounts Payable, Accounts
Receivable Clerk
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PERFORMANCE MANAGEMENT

2. Organizational performance

See full Performance 4
Management diagram

Innovation
Asset management

o
és’ Project appraisal and management
é’s Decision making processes
é‘ Business plan targets
‘?Q Collaboration practices and tools

é)c Control environment
g

Reporting frameworks and systems

o~
é&e Operational frameworks

(9) Organizational and governance structures

Leadership and communications

Strategy and values

PRACTICAL EXAMPLE: PROJECT
APPRAISAL AND MANAGEMENT

At Yorkshire Water, we linked
sustainability to monetary and non
monetary impacts and benefits,
and developed our Total Impact
and Value Assessment.

See full case study for further information 4

YorkshireWater

See the next page for further guidance 4

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

PRACTICAL EXAMPLE: STRATEGY AND
VALUES

At The Crown Estate, we
define our values with
sustainability at the heart.

THECROWN
¥ ESTATE

See full case study for further information 4

PRACTICAL EXAMPLE: ORGANIZATIONAL
AND GOVERNANCE STRUCTURES

At Sainsbury's, we set our
governance structure with
accountability for Corporate
Responsibility and Sustainability.

Sainsbury’s

See full case study for further information 4

PRACTICAL EXAMPLE: BUSINESS PLAN
TARGETS

At Anglian Water, we agree

outcomes with predetermined (e, evexy) drop
performance levels, anglianwater o
framed around both business

and sustainability benefits.

See full case study for further information 4
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PERFORMANCE MANAGEMENT

2. Organizational performance

OVERCOME SHORT TERM PERFORMANCE PRESSURES AND THEIR IMPACT ON LONG TERM VALUE

For many companies, short term financial pressures often preclude sustainability considerations from being incorporated into strategic plans, budgets and forecasts. Such ‘short termism’
can result in sustainability being treated as a secondary issue, rather than a core priority. To overcome short term pressures, organizations should retain sufficient focus on the long term
value that is derived from integrating sustainability within their strategy and business model, as well as understanding short term benefits.

Short term pressures Long term value

Investors and analysts expect quarterly earnings targets to
be met, resulting in increases in share price and dividends in
the short term.

Suppliers are seeking to pass on higher prices of production
and raw materials to their customers.

Engage in
dialogue on
long term value
delivered by

: o sustainabilit
Customers are leveraging their increased access to y

information to search for products and services delivering the
best value for money.

Employees and organized labour groups are constantly
seeking concessions from management on wages, benefits,
and working conditions.

For further information, refer to the A4S Essential Guide to Enhancing Investor Engagement, and the upcoming A4S Essential Guide to Integrated Management Reporting.
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PERFORMANCE MANAGEMENT

2. Organizational performance

Regular monitoring of benefits and costs of sustainability initiatives helps to build greater visibility between the sustainability agenda and its impact on business performance. This also

allows for effective performance incentives to be determined and implemented.

TOP TIPS FOR TRACKING BENEFITS AND COSTS

Formalize the governance
and reporting processes
by documenting,

Build the tracking of
benefits and costs into
business as usual activities
and processes, rather than
treating tracking activities
as ‘added work’

standardizing and
communicating key
activities to the Finance
team

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Determine the frequency of
benefits and costs tracking

that makes sense for the
organization

Use visualization tools
and dashboards to help all
parts of the organization
better interpret and
understand the benefits
and costs of sustainability
initiatives
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Budgeting & Forec’asting

Introduction EMPLOYEE PERFORMANCE ORGANIZATIONAL PERFORMANCE

Process ..........................

------------------------------ : National Grid: Strengthening our licence to 4 The Crown Estate: Defining values, with 4

Governance operate and saving costs through our employee sustainability at the heart

.................................... . We||being programme
Performance management

Sainsbury’s: Integrating sustainability into 4
our governance model

e Overview
« Tools and guidance SSE: Incentivizing directors through a

. balanced range of performance measures
e Practical examples

Technology and Data Royal DSM: The role of KPIs and
..................................... T E e e e e
ownership in setting ownership and
accountability for sustainability

Yorkshire Water: Linking sustainability to 4
monetary and non monetary impacts and
benefits, and developing our Total Impact and

Maturity and reference Value Assessment

Anglian Water: Agreeing outcomes with
predetermined performance levels, framed around
both business and sustainability benefits

Sainsbury’s: Incorporating our Sustainability

Plan values into our Board remuneration policy
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National Grid: Strengthening our licence to operate and

saving money through our employee wellbeing programme

National data indicates that the average business cost of
poor mental health is £1,029 per employee. This has broader
personal and societal impacts, as well as being a cost

and a risk to business continuity, our reputation with our
employees and our stakeholders.

We developed a tailored programme to support employees
with occupational health and wellbeing advice and support,
and rehabilitation services for physical and mental health
issues.

For every £1 investment in these services, we are seeing at
least a £2 return in reduced sickness absence costs. The
combination of the health and support services we provide
has positive outcomes, for example employees return ahead
of their predicted return to work date.

The predicted return to work date is based on independent
international data covering age, work type, sex, type and
degree of injury and or iliness.

See the A4S Essential Guide to Social and 4

Human Capital Accounting for further guidance

nationalgrid

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

This investment in occupational health, employee assistance
programmes and rehabilitation services not only support
the 3% of absent employees, but also the health and
performance of the 97% still at work. To monitor the
performance of the programme, we track running costs,
sickness rates and return to work dates compared to
expected return.

For every

£1 investment

in our occupational health
and wellbeing services, we

are seeing at least a

£2 return

in reduced sickness
absence costs

Employee wellbeing

131


https://www.accountingforsustainability.org/en/knowledge-hub/guides/social-and-human-capital.html

A4S

ACCOUNTING FOR
SUSTAINABILITY

Essential Guide to
Strategic Planning,
Budgeting & Forecasting

Performance management
e Overview

e Tools and guidance

e Practical examples

Maturity and reference

PERFORMANCE MANAGEMENT:
PRACTICAL EXAMPLES

Personal objectives and KPI based remuneration

frameworks

SSE: Incentivizing directors through a balanced range of

performance measures

At SSE, executive directors are incentivized through a balanced range of performance measures reflecting financial, customer, team working and personal performance.

The Remuneration Committee believes it is important that overall remuneration policy is strongly aligned to the purpose and strategy through the following approach:

Executive Directors’ pay
is made up of just four
elements: base salary
and benefits, pension, an
annual incentive and a
long term incentive

Customer service
measures are included in
both the annual incentive
and Performance Share
Plan (PSP)

Dividends and Total
Shareholder Return (TSR)
measures align Executive
Directors’ interests with
shareholders

A balanced range of
measures used to ensure
all aspects of Executive
Directors’ overall
performance are covered

Executive Directors

are expected to look to
the long term and build
and maintain significant
personal shareholdings in
the business

P sse

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 132



A4S

ACCOUNTING FOR
SUSTAINABILITY

Essential Guide to
Strategic Planning,
Budgeting & Forecasting

Performance management
e Overview

e Tools and guidance

e Practical examples

Maturity and reference

PERFORMANCE MANAGEMENT:
PRACTICAL EXAMPLES

SSE: Incentivizing directors through a balanced range of performance measures

Incentive plans The Committee considers that using a balanced range of performance measures is aligned to SSE's objectives.

- performance
measures

Annual Incentive Plan

Performance Share Plan

The performance measures and weightings for the Annual Incentive Plan and the Performance Share Plan will be as detailed below:

PERFORMANCE MEASURE WEIGHTING PERFORMANCE MEASURE WEIGHTING
Financial 50% Relative TSR 40%
Customer 15% EPS 20%
Team working 20% Growth in DPS versus RPI 20%
Personal 15% Customer service (Citizens Advice league table) 20%

FINANCIAL (50%)
Financial performance is measured based

on Adjusted PBT, DPS Growth and cash
flow.

P sse

CUSTOMER (15%)

Service performance is measured based
on the principle of treating customers fairly,
with measures taken from a variety of
trusted parties for the quality of our service.
This includes: the Ombudsman for Energy
Service reports, the Citizens Advice Energy
Suppliers Performance Reports, Which?
and the Institute of Customer Service. The
performance measure also reflects the
number and duration of power cuts.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

TEAM WORKING (20%)

Team working measures performance
against the ‘SSE SET’ of core values;
Safety, Service, Efficiency, Sustainability,
Excellence and Teamwork. It incorporates:
Accident Frequency Rate, Total Recordable
Injury Rate, Energy Supply customer
surveys, debt reduction, carbon intensity
of electricity generation, connection of
renewable sources to the transmission
system, Living Wage implementation and
employee engagement.

PERSONAL (15%)

Performance against individual objectives
based on: delivery of customer, safety
and operational performance; effective
communication channels with key
stakeholders; plans for investment and
growth; development of effective cost
control and efficiency programmes;
maintenance of a strong balance sheet;
and ensuring that employees remained
engaged and motivated to deliver for SSE.
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PERFORMANCE MANAGEMENT:

PRACTICAL EXAMPLES

Setting a structure for accountable strategic

planning, budgeting and monitoring

Royal DSM: The role of KPIs and remuneration frameworks in

setting ownership and accountability for sustainability

When we launched our new strategy, sustainability was
identified as a key business and growth driver. To be

able to track our performance against the 2015 vision we
developed a set of Key Performance Indicators (KPIs) that
incorporated our sustainability aspirations. These were Fixed
developed to be reported externally as well as to be used
internally to steer the business. A selection of these KPIs
that are well established within the business are used in
performance management and are linked to the variable
pay of the management Board and employees.

Variable

Oosm
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Annual base salary (ABS) Cash

Short Term Incentive (STI) Cash*

(minimum performance
threshold for STI pay-out set
by Supervisory Board)

Performance
Shares

Long Term Incentive (LTI)

e

DSM Managing Board Total Direct Compensation (on target)

Element Vehicle Performance targets & measures Target pay-out
(% of ABS)

. Financial:

Adjusted EBITDA

Gross Free Cash Flow
Organic Net Sales Growth
Sustainability:

Brighter Living Solutions
Employee Engagement Index

Safety Performance

Individual

. Financial:

Relative Total Shareholder Return (TSR)
Return On Capital Employed (ROCE) growth

. Sustainability:

Energy Efficiency Improvement (EEI)

Greenhouse-Gas Emissions (GHGE)
Efficiency improvement

100%

12.5%
10%
2.5%

5%
5%
5%
10%

25%
25%

25%
25%

* STl deferral into shares:

A mandatory (25%) and a
voluntary proportion (up to a
total maximum of 50%) of the
actual STl amount earned in
a year is deferred into DSM
shares with a three year
holding period.

This is linked to a one-for-one
matching award on the total
deferred amount under the
condition that predefined
performance targets and
measures are met at the

end of the three year vesting
period.
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PERFORMANCE MANAGEMENT:
PRACTICAL EXAMPLES

Sainsbury’s: Incorporating our Sustainability Plan values into
our Board remuneration policy

frameworks

Sainsbury’s colleagues are central to the company's
ongoing success and the company's overall reward
strategy supports this. Our objective is to have a fair,
equitable and competitive total reward package that * Respect for our environment
supports our vision of being the most trusted retailer where A
people love to work and shop, encourages colleagues . L
to perform in the ways that deliver great service for Living healthier lives

customers, drives sales and provides opportunities for ¢ Making a positive difference to our community
colleagues to share in Sainsbury's success. This overall
reward strategy is the foundation for the remuneration
policy for senior executives.

Sainsbury’s values are:
e A great place to work

Sourcing with integrity

The over arching objectives
of the remuneration policy
are to ensure rewards

are performance based
and encourage long term
shareholder value creation. Linked to business Supports
The remuneration policy for strategy
senior executives is based
on these five principles.

Drives long term Secures high calibre Encourages share
Sainsbury’s values growth leaders ownership

Aligned to the Recruit and retain high Enables executives

Encourages the right

Specifically built
around our strategy

Sainsbury’s
— e
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Company’s values
as outlined in our
Sustainability Plan

behaviours to deliver
long term growth

calibre leaders who
can deliver operational
excellence

to become
shareholders
in the Company
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PERFORMANCE MANAGEMENT:
PRACTICAL EXAMPLES

Sainsbury’s: Incorporating our Sustainability Plan values into our Board

remuneration policy

PERFORMANCE RELATED PAY

The Committee believes it is important that a significant
portion of the Executive Directors' package is performance
related and the performance conditions applying to
incentive arrangements support the delivery of the
Company's strategy and the long term sustainable success
of the Company. The specific metrics incorporated into the
annual bonus, Deferred Share Award and Future Builder
are built around the overall strategy and our key priorities.

Remuneration for Executive Directors is made up of the
following:

e Base salary

e Benefits

e Pension

e Annual bonus

e Deferred Share Award

e | ong Term Incentive Plan

The Annual Bonus and Deferred Share Award include
elements that incorporate sustainability performance.

Sainsbury’s
TISDURY>
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‘Our values
: makeus :
different

1 Further enhance our
differentiated food proposition

2 Grow General Merchandise and
Clothing and deliver synergies

3 Diversify and grow
Sainsbury's Bank

4 Continue cost savings and
maintain balance sheet strength

Future Builder
Long term

Deferred Share
Award
Medium term

Annual bonus
Short term
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See the next page for further information on A, B, C
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Customer focused and
individual performance

Deferred Shared Award

Strategic Goals

Sainsbury’s
EDDTYS
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PERFORMANCE MANAGEMENT:
PRACTICAL EXAMPLES

Sainsbury’s: Incorporating our Sustainability Plan values into our Board
remuneration policy

The customer focused measure is based on a customer satisfaction index, which is a survey operated by a
third party, that assesses the satisfaction of Sainsbury's customers shopping in store or online. Individual
performance objectives are set annually for each Executive Director and are reviewed by the Committee. These
objectives cover a variety of financial and operational targets that contribute to the achievement of longer term
strategic goals; some of these objectives relate, either directly or indirecty, to the company's value.

The Deferred Share Award (‘DSA’) is used to drive performance against a diverse range of key financial and
strategic scorecard measures and rewards Executive Directors for achieving the short term objectives that will
directly lead to building the sustainable, long-term growth of the Company and support Sainsbury's values.

Executive Directors can achieve a bonus of up to 35% - 40% of salary depending on combined performance of
the customer focused and individual performance measures. They can earn up to 90% -110% of salary based on
combined performance across the DSA measures.

The Strategic Goals measure incorporates: proposition, channels, price, customers, colleagues and values.
Some examples of performance highlights which were taken into account for Executive Directors DSA reward in
2016/17 are:

e We were named Grocer 33 Store of the Week 17 times in the year, the most of any of the 'big four' supermarkets
e We were awarded a third consecutive Investors in People Gold accreditation
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PERFORMANCE MANAGEMENT:
PRACTICAL EXAMPLES

Strategy and values

The Crown Estate: Defining values, with sustainability

at the heart

WHO WE AR

The Crown Estate is a £13bn real estate business, which
specialises in commercial property in central London,
prime regional retail and offshore wind. Established by an
Act of Parliament, as an independent commercial business,
it returns 100% of its annual profits to the Treasury for the
benefit of the public finances. This has totalled £2.6bn over
the last ten years.

Our purpose, creating brilliant places through conscious
commercialism, sits at the heart of everything we do.

It is what drives us to take a long term view, to see the
bigger picture, identify opportunities for growth and
create environments that are relevant, attractive and
profitable. Our purpose, in turn reflects our three values:
commercialism, integrity and stewardship.

THECROWN
o ESTATE
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Commercialism

We are a business driven by a strong set of values. We mean them, we are proud of them and we are
respected for them by the people we work with and in the wider community.

Integrity

Integrity and trust are behaviours more important than ever in today's business world, and across our four
portfolios we deliver commercial return with integrity.

Stewardship

Stewardship is deeply engrained in our culture; because of our history and because of our heritage, we act at
all times as good stewards of the properties we manage. So our commercial approach is supported by a clear
recognition of our stewardship responsibilities.

Our values provide the backbone of how we measure our performance, which we do using what we call
our Total Contribution methodology. Total Contribution demonstrates the value we create by measuring the
impact of our activity on the capitals on which we depend.
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The Crown Estate: Defining values, with sustainability at the heart

UNDERSTANDING OUR TOTAL
CONTRIBUTION

Sustainable growth is central to our business resilience; it
underpins our competitive advantage and outperformance of
our benchmark. To enable us to understand the economic,
social and environmental contribution that our business
delivers to the UK, we developed our Total Contribution
methodology.

Total Contribution equips us with a better understanding

of the wider impacts of our activities, both positive and
negative, and the broader value we create. This includes
how our decisions affect our capitals, which are the

factors the business draws upon to deliver its commercial
performance, such as our financial and physical resources,
our know how and our networks. This helps us to build trust
and strengthen our relationships as well as improve decision
making.

THECROWN
d» ESTATE
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WHAT WE RELY ON

When we launched our first Total Contribution report in
2013, we reported against a limited number of indicators
across the triple bottom line. They each had different units
of measurement (e.g. tonnes of CO,e and m3 of water).

We realized that to understand better our value we needed
to increase the number of both positive and negative
indicators and find a common unit of measurement to
provide consistency and a means of comparability.

In our second Total Contribution report, published in 2017,
we reported on the impacts of our activity on six capitals:

e Financial resources: available to us to run and grow
our business

e Physical resources: property, plant and equipment we
own and use

e Natural resources: that we manage and use

e Our people: the skills, competencies and experience of
our employees

e Our know how: our collective expertise and processes

e Our networks: our relationships with all of our
stakeholders including customers, communities and
business partners

These all link directly back to our values. We report on

direct activity (carried out by ourselves), indirect activity
(commissioned by us but carried out by our supply chain) and
enabled activity (carried out by our customers on our land).

THE VALUE WE CREATE

We consistently create significant value for the UK taxpayer,
and tangible, long term value for all of our stakeholders. We
use Total Contribution methodology to measure our value:

¢ Financial resources: £320m
e Physical resources: £118m
e Natural resources: £27m

e Our people: £1m

e Our know how: £370m

e Our networks: £15m

See the Total Contribution Report 4

for further details
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PERFORMANCE MANAGEMENT:
PRACTICAL EXAMPLES

Yorkshire Water: Linking sustainability to monetary and non

monetary impacts and benefits, and developing our Total
Impact and Value Assessment

VALUING THE BENEFITS OF MANAGING

Yorkshire Water undertook a natural capital valuation to
inform the choice of investment solutions that would most
effectively ensure drinking water quality for our customers
— the choices were either capital investment in a water
treatment works or operational investment to help address
the problem at source in the catchment. It was determined
that monetary valuation would most effectively facilitate
options analysis and integration into cost benefit analysis.

The quality of some of Yorkshire Water's important water
sources has deteriorated over recent years due to land
management practices, wildfires and air pollution. This has
required the introduction of capital and energy intensive
processes 1o provide extra treatment to the raw water, with
associated financial and environmental costs.

We worked in partnership with Natural England on a pilot
project to assess the potential financial benefits and costs
both to the company and society of different investment

——
YorkshireWater
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solutions to help identify the most sustainable, long term
approach.

The project sought to estimate the economic value of the
benefits provided under a range of land management
scenarios. The study used government guidelines

on valuation (Value Transfer Guidelines) to assess
quantitatively the different scenarios.

Research literature was used to identify financial values

for the benefits and how these would change under the
different scenarios. Three ‘benefits’ were considered based
on their likely materiality and because they were more
readily quantifiable — these were the ability of the land to:
store carbon; protect water quality and maintain levels of
biodiversity.

The findings helped shape our planned capital investment
programme by providing evidence to show that catchment
management is a cost beneficial method for protecting
drinking water quality. The results revealed that for every £1
spent by Yorkshire Water to improve the land, society would

Project appraisal and management practices

benefit by an estimated £3 through lower water costs and
improved carbon storage, and for every £1 not spent (or
'saved'), society was likely to lose an estimated £6.61. The
pilot study also informed the UK government's approach to
assessing ecosystem services.

Building on the learning we took from this catchment
management valuation, we have continued to work with a
range of maturing 'sustainable accounting' techniques. By
bringing ecosystem services assessments together with
other techniques, like our early adoption of environmental
profit and loss accounting and the Natural Capital Protocol,
we are working to develop and embed a practical approach
that helps advance how we monitor, report, manage and
enhance our impact and value to the society we serve. We
call this Total Impact and Value Assessment. By looking at a
range of economic, environmental and social issues, we are
considering our impacts and associated economic value like
never before. For us, this is about considering value beyond
the traditional financial perspective to help business focus on
what really matters to people.
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PERFORMANCE MANAGEMENT:
PRACTICAL EXAMPLES

Anglian Water: Agreeing outcomes with predetermined

Business plan targets

performance levels, framed on both business and sustainability

benefits

Anglian Water’s goals are aligned to ten outcomes

agreed with customers, which reflect both business and
sustainability outcomes. Each outcome has a predetermined
committed performance level. Exceeding the committed
performance level can lead to reputational or financial
rewards, whereas underachieving can lead to reputational or
financial penalties.

Examples of impacts and benefits measurements set out by
the outcome are shown on the right.

The benefits of this approach are that the interaction and
agreement with customers gives us good insight into what

is important to our customers, and decision making can be
aligned to factors that are priorities for both the business and
customers.

love evexy) dvop
anglianwater o
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OUTCOME DELIVERY INCENTIVE (ODI) REWARDS AND PENALTIES
Our ODls are financial, reputational, or relate to special schemes we must deliver. The diagram below shows the impact that
each ODI contributes to the total reward or penalty we could face over the asset management period.

Relative ODI Rewards/Penalties (Total)

Interruptions

Pressure

Flooding

Wa Contact

Leakage

TOTAL MAXIMUM REWARD - £153M

TOTAL MAXIMUM PENALTY - £632M

Top 10 by financial impact

Serviceability

Service incentive mechanism (SIM)
Interruptions to supply

Leakage

Pollution incidents

Bathing waters

Low pressure

Internal flooding

Water quality contacts

External flooding

Special case (financial impact)

e Environmental compliance (water)
e Environmental compliance
(sewerage)

Other financial, lower impact

Per property water use

Mean zonal compliance

Value for money perception (water)
Value for money perception (sewerage)
Fairness of bills perception
Affordability perception

Single supplies

Reputational impact

Sustainable sewerage schemes
Qualitative SIM

Customer Satisfaction Index
Hosepipe bans

Security of supply index (SOSI) dry year
Security of supply index (SOSI) critical
year

Favourable Sites of Special Scientific
Interest

Operational carbon

Embodied carbon

Community perception
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TECHNOLOGY AND DATA

In order for organizations to track their performance successfully, and to allow effective strategic planning, budgeting and forecasting, they need to define data requirements based on
materiality and the levels of frequency, granularity and accuracy required. Most organizations have an abundance of data, much of which is not used to help inform business decisions.
Having the right technology and system capability also helps to reduce manual working within the finance team and across the business.

Finance teams tend to be very familiar with finance and accounting modules of ERP systems, but less so with systems or modules that have the capability to collate and analyse
sustainability related data. In order to account for sustainability effectively, finance teams need access to the right data on a timely basis. Market options include sustainability modules for
ERP systems or stand alone sustainability data systems, with a variety of functionalities. IT, finance and sustainability teams need to work together to ensure that relevant, accurate data is
available to support strategic planning, budgeting, forecasting and decision making.

Presented below is a structural approach to help finance teams navigate the concept of integrated data and systems. Guidance and case studies are presented on the following pages.

SYSTEM AND
FUNCTIONALITY
REQUIREMENTS

DATA REQUIREMENTS <

COMMON PITFALLS <

1. Determine data requirements <
for setting strategic priorities and
monitoring progress against them

3. Establish system and
functionality requirements for
efficient access to required data

4. Assess your current systems 4 5. Avoid common pitfalls in 4

and determine what changes are collecting information and

needed overcome common challenges in
integration

2. Consider opportunities, risks 4
and challenges of implementing
a big data approach

What did organizations say were
their key technology and data
challenges? 4

How will this guide help?

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting 143
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TECHNOLOGY AND DATA: KEY CHALLENGES

Organizations said...

“We struggle to find sufficient available external information with enough

granularity to help inform strategic planning.”

“We find ourselves focusing on metrics that are easiest to measure rather
than those that are most important.”

“We struggle with integration due to lack of, or abundance of, data with
no meaningful filtering or analytical ability.”

“Integrating data is currently a very manual process. Adapting or
upgrading systems would be a challenging undertaking. The business
case to invest in new systems is not straightforward - it's not seen as
critical, and even once agreed, managing change is never easy.”

“There is a lack of a standard approach or framework to support the
collation and reporting of sustainability information.”

“We are not sure how we can better improve the quality of our data
and enable meaningful benchmarking between business units along
our value chain, and against our peers.”

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

We need...

Guidance on how to unlock strategically valuable data, for example through
access to internal and external big data.

Guidance on how to assess what is most material to the business from a
sustainability perspective.

Guidance on how to define and develop the right KPIs for the business, and
how to model cost information for the budgeting process.

Suggestions for criteria which should be considered when upgrading or
selecting a new system.

Guidance on how to develop an approach for collecting and reporting
sustainability information.

Guidance on how to break information down at business unit level, and
determine the level of accuracy, granularity and timeliness required for
different types of data.
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TECHNOLOGY AND DATA

1. Determine data requirements for setting strategic priorities and monitoring progress against them

KEY STEPS

~~~~~~~~~~~ : ' PRACTICAL EXAMPLE

1. Start with strategic priorities and identify the key corresponding internal stakeholders and decision At Sainsbury’s, we defined the measures and metrics
makers. required to evaluate and assess our performance.
Sainsbury’s
— ==

See full case study for further information 4

2. Determine material factors, including operations, initiatives, innovations, risks, opportunities and
competitive advantages relevant to the strategic priorities.

Also consider whether the following should be
incorporated:

e Future data requirements (if these can be
predicted)

¢ Data from strategically important stakeholder

' groups

4. Determine the different data requirements for the different decision making levels and agree balanced
scorecards to meet the needs of each.

See page 146 for further guidance on establishing and treating relative data importance 4
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TECHNOLOGY AND DATA

1. Determine data requirements for setting strategic priorities and monitoring progress against them
PRIORITIZE AND FILTER THE DATA

An abundance of data can make it difficult for an organization to distinguish the most relevant metrics from the ‘noise’. An organization’s business data (including sustainability data)
should be prioritized based on its criticality to the execution of organizational strategy and the management of business performance.

Importance of data Treatment of data

Essential to strategy development Ensure immediate, on demand availability to users
and execution Ensure a robust control environment and treat
Essential to managing business X material sustainability data in line with financial data
performance ) Prioritize integrity and accuracy of data based on
materiality

Integrate fully with core performance management
Highly useful to strategy and reporting systems

development and execution
Highly useful to managing
business performance Ensure timely availability to users

Safeguard integrity and accuracy of data
Integrate substantially with core performance
management and reporting systems

¢ Not essential to strategy
development and execution

e Useful in managing business
performance e Ensure availability on as needed basis

e Consider integrity and accuracy of data

¢ Integrate as appropriate with core performance

management and reporting systems

Amount of data
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TECHNOLOGY AND DATA

2. Consider opportunities, risks and challenges of implementing a big data approach

WHAT IS BIG DATA?

The term “Big Data” has been rising in popularity in recent
years, but the boundaries of what can be considered big
data can be easily blurred.

Big Data isn’t so called on size alone but instead is
characterized by the “three V’s”; velocity, volume and
variety. These three characteristics make big data hard
to manage with traditional data management techniques.
However, by utilizing new technologies, the rewards of
successfully understanding big data can be unlocked.

A REVOLUTION IN DATA

BIG DATA AND SUSTAINABILITY

To understand how big data can enhance integration of sustainability into financial decision making, it is
useful to consider how big data is being used in other areas of the organization. There are generally three

The explosion of big data is due to the incredible leaps
forward in technology and processing power. New
developments have created to the so called Internet

of Things (for example smart phone data and internet
clickstream data) and this adds to the complexity and
quantity of data that is readily available.

Effectively collecting and processing relevant data can lead
to greater insights, increased efficiency and enhanced risk
management.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

TO GAIN INSIGHT

Better understand current
activities

main uses of big data.

TO PREDICT THE FUTURE

Better understand how future
events will affect the
company

TO AID AUTOMATION

Automate decision making and
reduce workload

These activities can be used to add value to an integrated strategic planning, budgeting and

EXAMPLE

Complex supply chains with
complex data from many
different sources can be

understood and visualized for
use by decision makers

forecasting process.

EXAMPLE

To analyse and visually map
assets exposed to physical
climate risk, to estimate value
and operations at risk across
different geographies

EXAMPLE

Installing smart appliances
coupled with a smart power
grid that can ‘talk’ to each other
and create efficiencies with
automated control




yv

ALS

ACCOUNTING FOR
SUSTAINABILITY

Essential Guide to
Strategic Planning,
Budgeting & Forecasting

Technology and Data
e Overview

e Tools and guidance
e Practical examples

Maturity and reference

TECHNOLOGY AND DATA

2. Consider opportunities, risks and challenges of implementing a big data approach

OPPORTUNITIES AND RISKS

(/7]
w
=
4
>
[
o
o
(o
(a8
o
Data can be easy to misinterpret, Data protection risk is increased Use of some types of big data can Bespoke big data infrastructure
e.g. misrepresentation of data by the breadth of data that is be inconsistent with the values of can be costly.
population, variation in data harvested through big data the organization. For example, in
N accuracy or suitability for initiatives. relation to customer and user
X predictive use. privacy or the social implications of
té) the use of artificial intelligence.

There can also be risks associated with not using big data. For example, regulators are increasingly using big data to analyse companies against certain sustainability criteria. This may
mean that key stakeholders have better data about the organization than the organization itself.

*Systems that can process some forms of complex big data are readily available from accounting application providers, for example, HANA by SAP and Oracle Big Data.
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.................................... : 2. Consider opportunities, risks and challenges of implementing a Big Data approach - Practical application

.................................... . VlSUALlZATlON “_LUSTRAT'VE EXAMPLE

Process PRACTICAL EXAMPLE
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ . Many organizations have a wide geographical spread of assets and infrastructure for their own operations and key supply o
Governance chain partners. These will be exposed to physical climate risk to varying degrees, e.g. those in coastal regions or close to river We have used big data to develop our Cost of
.................................... . flood plains will often be at higher risk. big data visualization applications can be used to analyse climate data across the key Production model, aimed at protecting dairy farm
Performance management operational geographies to determine and visualize value at risk. The illustrative example below is for an organization’s assets businesses from input and output market volatility.
.................................... . in the Hellenic region, showing exposure to climate risk and value at risk in the three key areas of operation. The finance and commercial teams have actively led

the Cost of Production (COP) initiative in conjunction
with the agriculture team. The model is a financially

Technology and Data

e Overview
e Tools and quidance open book cost based approach, based on data
. y 7 Exposure to hazard collected from the 320 Sainsbury’s Dairy Development
* Practical examples . { . i =3 Group farms. The COP model has served to halve
""""""""""""""""""""" ‘ High ; _ = A ! E price volatility for our farmers and the data collected
Maturity and reference . X - ; : = T evidences that despite our cows producing more milk,
Medium . ; = R S they are healthier.
e % Sainsbury’s
Low # = e > -

||

See full case study for further information 4
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TECHNOLOGY AND DATA

3. Establish system and functionality requirements for efficient access to required data

There are a number of factors that can be useful to consider, depending on the strategic importance of the data and needs of the business.

RELIABILITY FUNCTIONALITY

e Embedded preventative and monitoring controls * Ability to manage qualitative, quantitative and monetary
* Password protection and tiered access security data, and present in an integrated manner

e Certified data security * Multiple year data and target setting functionality

e Audit trail and auditor access » Configurable outputs for different audiences

e Data integrity checks ¢ Data analysis with customizable charts, tables,

o System reliability dashboards and reports
e Shadow pricing platform

e Monetization of social, human and natural capital

See page 151 for further guidance 4 ¢ Live stream and on demand data availability

e Forecasting, scenario and sensitivity analysis
functionality

¢ Ability to modify measurement metrics

e Embedded accountability

e Advanced analytical capability for ‘big data’

See page 152 for further guidance 4

Determine which factors are critical or desirable,

and which are non essential.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

COMPATIBILITY

® Integration with existing in house systems, including
finance

¢ Integration with suppliers’ and customers’ systems,
where appropriate

Ability to export to CSV, Excel etc.
Integration with investor platform

See page 153 for further guidance 4

SUSTAINABILITY

e Green IT across IT infrastructure

See page 156 for further guidance 4
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TECHNOLOGY AND DATA

3. Establish system and functionality requirements for efficient access to required data

IMPROVE DATA QUALITY

RELIABILITY

Establish automated validation rules,
perform periodic audits of data
accuracy and reduce need for, or
frequency of, manual interventions.

Improving the quality of sustainability related data inputs
into finance systems and processes allows organizations
to build more robust planning, budgeting, and forecasting
capabilities. Organizations can adopt various measures to
enhance data quality, set out in this diagram.

COMPLETENESS

Capture specific data requirements with
business users and check the information
collated for errors, outliers and missing
data.

TIMELINESS

Understand timing of users’ information
needs, and ensure data can be
delivered when needed.

DATA
QUALITY

COMPARABILITY

Be consistent in the collection of data to
enable comparisons and benchmarking
of performance between business units
and reporting periods. Use recognized
standards whenever feasible to facilitate
comparison with peers and enhance
usefulness to investors and other external
stakeholders.

UNDERSTANDABILITY

Consider whether the data is
meaningful to the audience and use
plain language to communicate the
definitions of data elements to users.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting
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TECHNOLOGY AND DATA

3. Establish system and functionality requirements for efficient access to required data

QUALITATIVE QUANTITATIVE MONETARY

HOW DIFFERENT DATA TYPES
CAN IMPACT FUNCTIONALITY
CONSIDERATIONS

Collation of data, and monitoring and
analysing performance, is more reliable

if performed within a well controlled IT
environment, incorporating tiered access
controls, integrity checks and instant
analysis functionality. Where an impact or
performance measure can be presented in
financial terms, this can provide additional
valuable information for the business.

From a strategic planning, budgeting and
forecasting perspective, quantitative and
monetary data is often most valuable,

and thus the reliability and accessibility

of data becomes very important.
Accurate and timely data and analysis are
essential to support many strategic and
budgetary decision making processes,
and for monitoring progress against those
decisions.

Useful for:

¢ \Written explanations describing
importance, progress or
improvement

¢ Qualitative measurement

e Accountable review comments
Examples:

¢ Red, amber, green ratings

e Supplier audit outcomes

e Social value outcomes
Functionality considerations:

e Red, amber, green rating collation
and analysis

¢ Narrative fields

® |ssue escalation

¢ Qualitative trend analysis

e Modular integration with suppliers
¢ Visualization

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Useful for:
e Quantitative measurement

e Comparison against targets and
non monetary budgets

* Forecasting and projections

e Scenario analysis

Examples:

e Greenhouse gas emissions

® Resource use

e Social value outputs

Functionality considerations:

e Real time data analysis

* Data integrity checks

e Advanced analytical capability for
'big data'

e Performance variance analysis

e Year on year comparisons

e Visual analysis e.g. graphs and
maps

e Scenario analysis
e Shadow pricing platform

Useful for:

¢ Developing a business case for an
investment decision

e Making trade offs between different
areas of impact

¢ Assessing the financial impact of
risks and opportunities

e Comparison against financial budgets

e Cost benefit analysis

e Forecasting and projections

e Scenario analysis

Examples:

e Capital expenditure appraisals

e (Climate related financial risk analysis

e Social and environmental impact

Functionality considerations:

e Real time data analysis

e Advanced analytical capability for
'big data'

e Data integrity checks

e Performance variance analysis

e Year on year comparisons

e \Visual analysis e.g. graphs and maps

e Scenario analysis

e Shadow pricing platform
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TECHNOLOGY AND DATA

3. Establish system and functionality requirements for efficient access to required data

The ability to access and analyse key sustainability data
alongside financial data is vital if strategic planning,
budgeting and forecasting decisions are to integrate
sustainability effectively. Traditional ERP systems may not
be able to manage the rich variety of data relevant for an
integrated approach. One path to an integrated information
system, which will collect, integrate, automate and monitor
sustainability information, is a Sustainable ERP (S-ERP)
system.

An S-ERP system can integrate sustainability
considerations across the value chain, configured to the
organization’s strategic and operational requirements. For
example, a strategic objective to improve supply chain
resilience may require an S-ERP system’s procurement
module to incorporate data relating to the provenance and
certification of raw materials, climate risk by geography of
key suppliers, social considerations such as risk of child
labour or modern slavery, and/or embodied carbon arising
from extraction, manufacturing and transportation. This
data is all relevant for effective decisions relating to the
management of the corresponding procurement budgets
and forecasts. The same logic can be applied to every
module of a traditional ERP system, using integrated data
and analysis to drive effective financial and operational
decision making.

An integrated information system allows organizations to:

Take a proactive approach to ensure ongoing
and early consultation at the early stages of
business requirements analysis

Incorporate sustainability into new products'
requirements

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Link environmental and social management to
the economic success of the organization

Meet integrated data requirements for finance
teams to support strategic planning, budgeting,
forecasting and decision making

PRACTICAL EXAMPLE

At Unilever, we use S-ERP s By

. &2¢ weN

to support our sustainable iz’,@g :5.;;@‘

supply chain programme. oS
Onilover

See full case study for further information 4

PRACTICAL EXAMPLE

At Danone, we use S-ERP to
manage sustainability data
collection, reporting and
analytics.

DANONE

See full case study for further information 4
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4. Assess your current systems and determine what changes are needed See page 147 for > 4

There are a number of factors to consider at the strategic planning and budgeting level to identify if significant changes to IT systems are practical considerations to
needed: feed into selection criteria

Budget

e Establish the budget available
for system changes

¢ Determine if access to wider
budgets can be unlocked

¢ |dentify potential financing
options

BUSI N ESS CASE Build the business case for IT system integration

Critical and desirable factors Skills

e Determine which critical factors are - e Consider whether there are the
already in place necessary skills in house for:

* |dentify what potential options there Specification and selection of the IT
are to fill the gaps system changes—__

e Analyse where these options provide Managing bespoke build or
desirable factors outsourcing, as needed
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TECHNOLOGY AND DATA

4. Assess your current systems and determine what changes are needed

PRACTICAL CONSIDERATIONS
TO FEED INTO SELECTION
CRITERIA

Selection criteria

Once critical requirements of reliability, Scalability and changeability

functionality, compatibility and sustainability
have been satisfied, there are a number of
practical requirements to consider.

Ease of implementation

Ease of use

Vendor support

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Key considerations

Determine whether the system is capable of supporting the growth of the
organization and responding to changes in the business environment, including
adapting to evolving environmental and social factors

Determine whether a turnkey solution meets the organization’s monetary and
non monetary (e.g. environmental and social) data requirements

Assess the extent to which a customized solution would require modifications to
meet the organization’s monetary and non monetary data requirements

Evaluate a solution’s user friendliness and interface intuitiveness, including
whether monetary and non monetary data can be efficiently accessed,
analysed, and manipulated

Consider the extent to which the vendor is able to provide implementation and
post implementation support, including whether the vendor has experience and
capabilities in integrating sustainability data
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4. Assess your current systems and determine what changes are needed

A POTENTIAL APPROACH TO GREEN IT

As part of an overall energy and greenhouse gas reduction programme, implementing a Green IT strategy can have significant merit. From a financial perspective, the project can be

treated as any other Capex project (for further guidance see the A4S Essential Guide to Capex) and will have financial outlays as well as financial, energy and greenhouse gas savings.

The tool below suggests some factors to consider:

Baseline assessment Potential actions

Set scope IT environment examples:
PCs, laptops, tablets, phones, * Retiring legacy systems

photocopiers, printers, multifunction e System and data centre consolidation

devices, servers, datacentres, IT * Landscape virtualization

equipment cooling, IT waste (in house * Archiving of legacy data

and outsourced) e Digitalization of paper based processes
. e Sustainable IT asset procurement and

Determine performance: disposal

* Energy use * Video conferencing

(] I

. S;?gjrzlj;lons e Energy and GHG examples:

e Renewable energy generation/sourcing

e Cooling optimization

e Configuring power management on
devices

e Costincl. shadow — mem———
carbon price
® Processing speed — mm——

Consider:

e Embedding energy metering to pull
consumption data from devices

¢ Understanding how hosting
providers allocate energy use

Behaviour change:

e Staff training and awareness

e A ‘switch it off’ campaign

e Challenge IT status quo, e.g. desktops
Vv laptops v tablets, determine what is

between customers needed
¢ Where standardized estimation * Ajoint project with IT outsourcing
techniques may be useful suppliers

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Appraising options

The organization will need to determine
which initiatives bring the greatest

cost effective benefit, with lowest
detrimental impact (e.g. IT waste,
processing speeds).

There is no one set way to appraise
the different options available. One
increasingly common approach is

to use adapted NPV/IRR analyses
including a shadow price on carbon to
capture GHG reductions.

Methods such as marginal abatement
cost curve analysis (see page 34 for
further guidance) could be useful
here, as a way to prioritize options prior
to inputting them into the NPV/IRR
analyses.

Treatment of IT waste will have financial
and resource recovery/waste elements.

Measuring impact

In measuring impact, consider the:

Capital expenditure outlay
Operating expenditure savings
(absolute, relative and per kWh,
tCO,€)

NPV, IRR and payback period
Energy savings

Greenhouse gas savings
Carbon intensity of energy

Renewable energy generated/
sourced

Resource recovery/ IT waste from
the project

Changes in processing speeds (if
relevant)

Relative success of initiatives, e.g.
behavioural change

Geographical variations
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TECHNOLOGY AND DATA

5. Avoid common pitfalls in collecting information and overcome common challenges in integration

COMMON PITFALLS IN IDENTIFYING, COLLECTING AND
INTEGRATING DATA IN STRATEGIC PLANNING, BUDGETING AND
FORECASTING

¢ Large quantities of sustainability data are collected without first understanding
their relevance to the organization’s strategic objectives and desired outcomes

¢ The IT team generally lack awareness of the organization’s key sustainability
performance measures and are therefore not actively engaged in the
identification and integration of sustainability data into strategic planning,
budgeting and forecasting processes

e Sustainability data parameters are neither clearly defined, nor clearly
communicated, throughout the organization, resulting in a lack of transparency
to users of the data

¢ The sustainability information collection process does not fully leverage the
automation and integration functionality of existing systems and software,
often resulting in data that resides outside of the core data and systems
infrastructure

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

¢ Information requirements for the strategic planning, budgeting and forecasting
processes are not regularly reviewed, resulting in employees collecting
unnecessary information or reviewing, processing and creating unnecessary
documents

e System selection does not consider flexibility of the system to meet future
needs of the business

¢ Project management for the implementation/integration is not clearly scoped,
or effectively managed

e Collaboration between IT, sustainability and finance is insufficient in specifying
system requirements and selecting solutions

e Weaknesses in the control environment prior to data input into the system and/
or where data is extracted from the system and manipulated

¢ Insufficient integration of systems, prohibiting efficient integrated management
reporting
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TECHNOLOGY AND DATA: PRACTICAL EXAMPLES

DETERMINE DATA REQUIREMENTS FOR CONSIDER OPPORTUNITIES, RISKS AND ESTABLISH SYSTEM AND FUNCTIONALITY
MONITORING PROGRESS ON STRATEGIC CHALLENGES OF IMPLEMENTING A BIG REQUIREMENTS FOR EFFICIENT ACCESS
PRIORITIES AND DECISION MAKING DATA APPROACH TO REQUIRED DATA

Sainsbury’s: Defining the measures and 4 Sainsbury’s: Utilizing a big data approach to v Danone: Using S-ERP to manage 4
metrics required to evaluate and assess our streamline our existing supply chain sustainability data collection, reporting
performance and analytics

Unilever: Using S-ERP to support our 4

sustainable supply chain programme
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Determine data requirements for setting strategic

priorities and monitoring progress against them
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SOURCING WITH INTEGRITY

Sainsbury’s: Defining the measures and metrics required to

evaluate and assess our performance

e Number of key raw materials with
sustainability standards
e Quantity of raw materials sourced

Technology and Data
e Overview
e Tools and guidance

At Sainsbury’s our strategy is underpinned by five main strategic
elements, and our values are a core part of our business as they
incorporate our sustainability objectives. Our values play an important
role for our long term strategy for growth and value creation for our
customers, suppliers, colleagues and shareholders.

We disaggregated our long term targets and commitments into
milestones to enable us to better manage progress. We ensured that our

from supply chains working within

our independent sustainability
standards

e Sales of fairly traded products
e Value of investment for projects

involving Sainsbury’s in British
farming

Colleagues
making the
difference

products
and services
at fair prices

reporting suites incorporated all sustainability aspects of our activity in
monetary and non monetary terms, taking into account the way that our
executive team supports the delivery of our strategic objectives.

e Practical examples

/Our values ',
i makeus :
%, different /

Maturity and reference RESPECT FOR OUR ENVIRONMENT

To ensure we can evaluate and assess our performance appropriately
within our governance model, we defined the right measures and metrics
required, considering whether these are quantifiable and the level of ease
in collating the data and information required.

e Number of stores with Food
Donation Partners for surplus food

e |nvestment in Waste less, Save more

e Change in carbon emissions

® 9% change in water use in our

The diagram shows examples of monetary and non monetary measures

we used. operations (absolute and relative) v
2005/6 baseline
---------------------------------- A GREAT PLACE TO WORK
LIVING HEALTHIER LIVES MAKINTGOAOE?‘SCIE\I(AEM?JEITTEgENCE © \(;chllge:gue reward vs National Living
* Healthy products sold as a » Number of stores supporting * Number of apprentices trained
proportion of total sales volume their Local Charity of the Year * Number of colleagues employed
. : * Total investment in our Active Kids partner through awareness raising, through our You Can scheme
Sainsbu rys scheme fundraising and volunteering since 2008
—\/
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TECHNOLOGY AND DATA:
PRACTICAL EXAMPLES

implementing a Big Data approach

Sainsbury’s: Utilizing a big data approach to streamline our existing supply chain

THE MODEL

Our Cost of Production (COP) model is aimed at protecting
dairy farm businesses from market volatility, both with
respect to the price paid for their milk and the major input
costs to the farms. The model moves dairy pricing away
from standard market pricing to a financially open book
cost based approach, based on data independently
collected from the 320 Sainsbury’s Dairy Development
Group (SDDG) farms. The COP model took 18 months’
work with the SDDG farmers and an independent dairy
accounting specialist. In March 2012, 86% of the SDDG
voted in favour of adopting the COP model. Every SDDG
farm provides financial data which is then compiled into an
average pence per litre for the group. All costs apart from
the 3Fs (feed, fuel and fertilizer) are fixed for 12 months.
On a quarterly basis, the 3Fs are adjusted to account for
the actual market fluctuations.

Sainsbury’s
R
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Consider opportunities, risks and challenges of

The COP model has served to halve price volatility for our farmers. The variance in market price has been

13.22 pence per litre (ppl) versus a COP variance of 7.12ppl.

Milk Price Situation
35

33

—_#
N \

: N/
21 "\

S R e s e e e s A ol B = = == == I R R
S E; S S E S

T 2 ©® & © & = o O I} o O © 8 = o O © & = o 0 8 B m 2 o 2

s AzARzZ22"@dz82EE~"Fz"z28~"Gd=z"=22"~&=z2-"°:z3£% P

SDDG Cost Tracker Price

e==UK Liquid Milk Market
Price (inc. Retail
Supplements)

e esco Sustainable
Dairy Group

=="Fair Milk Price" Deal
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TECHNOLOGY AND DATA: PRACTICAL EXAMPLES

Sainsbury’s: Utilizing a big data approach to streamline our existing supply chain

THE ROLE OF BIG DATA

As well as collating financial data from the 320 farms in the
Group, a significant amount of data is collected on herd
health and efficiency. Each of the farms is incentivized to
drive continual improvement using our ‘Herd Health and
Efficiency Matrix’ which scores farms using a 100 point
system. Submitted scores and declarations are subject

to independent audit. The matrix scores are then used to
reward excellence: the greater the score, the greater the
farm's bonus.

Data is also collected to support our Bovine Viral Diarrhoea
(BVD) Control Scheme, aimed at eradicating BVD from our
herds. This covers 250 farms, 20,000 heads of cattle and
the results of over 2,500 blood samples.

The data collected evidences that despite our cows
producing more milk, they are healthier.

Sainsbury’s
TSVTLYS
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1. Health & Welfare

i

{

2. Efficiency

3. SDDG Commitment
l 8
2

outa gty

Data is gathered using the ‘Herd Health and

Efficiency Matrix’ which scores farms using a 100
point system.

The greater the score, the greater the farm's bonus.

PPL Bonus

65 67 69 71 73 75 77 79 81 83 85 87 89 91 93 95 97 99
Matrix Score
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TECHNOLOGY AND DATA: PRACTICAL EXAMPLES

Sainsbury’s: Utilizing a big data approach to streamline our existing supply chain

FINANCE TEAM INVOLVEMENT

The finance and commercial teams have
actively led the Cost of Production initiative
in conjunction with the agriculture team at
Sainsbury’s, who are responsible for the
day to day interaction with farmers. There
has been a contraction in the British dairy
industry with large numbers of farmers
going out of business, and there was
therefore a clear commercial imperative

to safeguard the milk supplies in the UK
market. The challenge and opportunity was
to give our dairy farmers the stability and
confidence to invest in the future of their
businesses and protect them from market
volatility. In doing so we have ensured
consistent, resilient milk supplies whilst also
ensuring a sustainable future for the SDDG
farmers. The implications that implementing
the COP model had for our business and
the SDDG farmers was significant. We have
decoupled our price negotiation from the

Sainsbury’s
Lol

market and linked our costs to a different
set of volatile inputs beyond our control.
Farmers have also decoupled their price
negotiation from the market. This required
strong buy in from the Operating Board

at Sainsbury’s and our SDDG farmers. It
was only the quality of the financial model,
its data, governance and the processes
that underpin it that was able to give the
confidence and establish the trust within
and across the businesses involved. The
independence of our finance team internally
and the independent nature of the dairy
accounting specialist externally further
supported this approach, working closely
with SDDG farmers and our commercial,
technical and agriculture teams throughout
the process.

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

THE BENEFITS

The COP model serves to strengthen
the long term commitment we have
made to the SDDG as it guarantees
them a sustained business margin which
is something a market price is unable

to do. The business margin element is

a fundamental part of the model as it
encourages investment and profitability.
Our business recognizes that the

most important part of sustainability is
financial sustainability, which this model
now secures. Financial certainty gives
our farmers the confidence to invest in
farm buildings, handling equipment and
proactive herd health planning with their
vet. These investments have already
resulted in improvements to cow comfort
which is contributing to us delivering our
2020 commitment to higher animal welfare
standards on farm. These improvements
ultimately lead to increased production

efficiencies, which in the long term will bring
the cost of producing a litre of milk down
and reducing its environmental impact but,
as the model secures a business margin,
farms will remain profitable. Since January
2014 our COP price has been below the
market milk price. Farmers have accepted
this because it is based on data that is
derived from their own businesses. The
model, its data and governance gives

the trust that the farms are still making a
business margin. However, the market has
now started to take a downward turn from
which the SDDG will be protected which

in turn will also protect our business from
the negative PR that market volatility can
generate.
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Danone: Using S-ERP to manage sustainability data collection, reporting and analytics

Danone’s Executive Board sees sustainability ~ today’s environment, as well as comply with enter their data into SAP ERP, saving time from the supply chain, such as site specific
Process as a strategic priority. We have adopted a changing country regulations. In a resource and boosting information quality. Future emission factors for components used
"""""""""""""""""""""" measured approach to integrating sustainable  constrained world where consumers want to plans include enhanced reporting beyond during the raw pack process. People with
Governance business practices across our 160 plants make better choices, both companies know SKU carbon footprint tracking. We will job titles like Carbon Master and Master Data
""""""""""""""""""""" on five continents in over 120 countries. sustainability is not only about conservation report emissions by product, factory, Manager, along with users in manufacturing,
Performance management We've established carbon reduction as a or recycling. Real change can only occur by division, country, brand, customer and time purchasing and transport units, provide
"""""""""""""""""""""" guiding principle, and have appointed a ‘Vice  taking a measured business approach to interval, then set benchmarks based on the additional input for things like emissions
Technology and Data President for Nature’. Senior management determine the cost of materials and products intelligence. Executives envision a monthly factors by transport types or energy
e Overview has elevated carbon reduction to coequal across the supply chain, from sourcing to ‘sustainability closing’, much like a financial consumption to complete the process.
e Tools and guidance status with business targets, and also works production to delivery and beyond. closing, for greater transparency and stronger ~ Teams perform calculations for insight and

hard to optimize water usage, which is key
to operations. Transparency to consumers
and retailers, as well as support for new
standards and legislation in the countries
where we operates, are foundational to our
strategy of growth driven by sustainability.

competitive advantage. visibility into the carbon measurements at a
product level via multidimensional modelling
and analysis. Using SAP software reports
and dashboards, employees can display the
product carbon footprint intensity as grams of
CO,e per kilogram or litre of product, as well

® Practical examples

As a result, Danone implemented SAP ERP
to collect, measure, analyse and reduce our Implementing SAP software solutions has
carbon footprint across our entire 35,000 helped to drive employee engagement.
product line. Relying on several SAP modules,  Employees have a deeper sense of pride in
the process captures highly detailed, monthly their work since every staff member is held

Maturity and reference

assessments of our product line by stock accountable for the quality of carbon data : )
To help achieve this transformation, we keeping unit (SKU) across the entire lifecycle, in their business area. Specialists in lifecycle asin e}bsolute terms of metric tonnes of CO.e
have partnered with SAP to help make from sourcing through production, transport, management collect and assess information EMISSIONS.
sustainability an integral part of how we do retail distribution, consumption and end
business every day. The two companies of lifecycle. Full integration with SAP ERP
are united by a shared commitment to allows us to automatically retrieve information o o o o
innovative IT strategies that will meet our including bills of materials, production
promises to consumers and the challenges of  and delivery orders and intercompany FRESH DARY PRODUCTS WATERS BABY NUTRITION MEDICAL NUTRITION

transportation. We can easily assess a
range of product footprints, and incorporate
allocation of emissions and costs generated
by each process.

We also use SAP ERP to help halistically
manage data collection, reporting and
analytics across all social, environmental
DANONE and economic initiatives. Danone is also
working with suppliers so they can directly

"\ Riniron
evian D

NUTRICIA

Advanced Medical Nutrition
(:llii:p blédina
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Unilever: Using S-ERP to support our sustainable supply chain

programme

Unilever is committed to growing our
businesses sustainably. Working with
Oracle, we are contributing to a more
sustainable supply chain through
streamlining shipping, improving
communication with providers, and helping
reduce CO, emissions. We undertook an
ambitious programme to implement Oracle
across the global network of Unilever
logistics, making Oracle an important part of
Unilever’s daily operations and assisting us
on our journey to be a sustainable business.

We have integrated Oracle with several other
business critical applications including: our
warehouse management system, enterprise
resource planning applications, electronic
data interchange and transportation rate
system, as well as interfacing with carriers
and third party logistics providers.

We have used Oracle solutions to:

¢ help ensure high performance and 24/7
management support for the business
critical transportation management
platform while freeing IT team members
for other priorities;

e expand use of cross docking and load
consolidation model to support just
in time delivery, reduce the number of
trucks required, cut carbon and reduce
inventory requirements; and

¢ reduce invoice rework thanks to real
time information on freight costs and
accessorial charges, cutting paper use
and time spent generating and analysing
logistics data.

In recognition of our efforts towards greater
sustainability, Unilever won the 2014 Oracle
Sustainability Innovation Award, which
honours organizations that have reduced
their environmental footprint while reducing
costs using green business practices and
Oracle technology.
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Establish system and functionality requirements

for efficient access to required data

AF{E CHI‘TICAL
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MATURITY MAP

Sustainability factors integrated into strategic planning, budgeting and
forecasting to enhance decision making

Does your strategic planning process position your organization to respond to major environmental and social trends? If sustainability is

considered at a strategic level, does this flow through into budgeting and forecasting processes? If not, what is preventing this?

Strategy

Process

Governance

Performance
management

Technology and data

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Sustainability not integrated into strategic
planning, budgeting and forecasting

There is little or no integration of sustainability factors
within the overall strategic planning process

Those that are do not flow through to budgets and
forecasts

Elements of sustainability integrated into
strategic planning, budgeting and forecasting

A limited number of sustainability factors are integrated
within the overall strategic planning process

Only one or two sustainability issues (e.g. carbon) flow
through to budgets and forecasts and therefore impact
decision making

The maturity map is designed
to enable you to assess what
you are currently doing and
how you can advance to a
leading position. It has been
developed as a way to capture
the different dimensions of
Strategic Planning, Budgeting
and Forecasting.

Sustainability is fully integrated into strategic
planning, budgeting and forecasting

Sustainability factors are fully integrated within the overall
strategic planning process

The budgeting and forecasting process is fully aligned with

integrated strategic objectives

A ‘totex’ approach is used rather than separate opex and
capex budgets

Non monetary budgets (e.g. carbon budgets) are used
alongside financial budgets and integrated into decision
making

Sustainability issues are not within the remit of Board
level governance bodies

Discussion of environmental and social trends and their
potential business impact are at most discussed as a
separate Board and Executive Management agenda
item

Those with knowledge of sustainability issues are

not involved in the strategic planning, budgeting and
forecasting process

Sustainability factors are managed outside of the core
governance structure but material issues are fed into
strategic planning

Environmental and social trends and their potential
business impact are included in relevant Board and
Executive Management agendas on an ad hoc basis
There is ad hoc involvement of sustainability specialists
in the strategic planning, budgeting and forecasting
process

Sustainability factors are within the remit of Board level
governance bodies

A 4

Environmental and social trends and their potential business

impact are included in relevant Board and Executive
Management agendas

Sustainability specialists are involved in the strategic
planning, budgeting and forecasting process

There is no sustainability strategy, or where there is a
strategy it is not integrated or aligned with the corporate
strategy

Sustainability related objectives are not actively
managed through the formal budgeting and forecasting
process

Short and long term incentive plans are not aligned

with sustainability objectives, except for those in the
sustainability team

There is partial alignment between corporate and
sustainability strategies, but they flow through into
separate performance management frameworks

A limited number of sustainability related objectives are
managed through the formal budgeting and forecasting
process

Short and long term incentive plans are aligned with

a limited number of sustainability aims for a sub set of
departments and individuals

Sustainability is fully integrated into the corporate strategy

which flows through into performance management
frameworks

Sustainability related objectives are actively managed
through the formal budgeting and forecasting process
Short and long term incentive plans are aligned with
sustainability aims

N4

Data relating to significant environmental and social
trends that might impact the business are collated by the
sustainability team on an ad hoc basis

Information to support the sustainability strategic
planning, budgeting and forecasting process is collected
on a manual basis using excel or similar approaches
Sustainability data is retained separately by the
sustainability team rather than held in central systems

Data relating to significant environmental and social
trends that might impact the business are collated by a
range of departments

Information to support the integration of sustainability
into strategic planning, budgeting and forecasting
processes is collated through a mixture of manual and
automated systems

Information is retained by the departments involved in
the collation

Data relating to significant environmental and social trends

that might impact the business are subject to regular
updates and reviews as part of business wide horizon
scanning

Information is collected through or incorporated into
integrated IT systems

Information is retained on central systems, enabling cross
business access to the insights provided

Beginner

Intermediate

Leader

A\ 4

—
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TOP TIPS

Understand the sustainability
factors that impact the

business drivers or business
model of your organization

Ensure there is effective
governance and strong
commitment from the

leadership team to deliver
integrated planning,
budgeting and forecasting

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Align integrated planning,
budgeting and forecasting
activities with the rest of the
organization’s performance

management framework,
including reporting,
performance appraisal and
remuneration activities

Prioritize the most relevant
and meaningful data
by assessing the data’s
importance to strategy and
business performance
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STRATEGIC PLANNING

Yorkshire Water: Identifying long 4
term risks and opportunities

Anglian Water: Water resource 4
scenario planning

Anglian Water: Introducing 4
sustainability factors into strategic
planning, budgeting and forecasting

BHP: Climate change scenario 4
planning

The Crown Estate: A strategic 4
approach to success and future
proofing our business

SSE: Assessing total impact to
benefit strategic planning decisions

CASE STUDY INDEX: PROCESS

BUDGETING

Crossrail: Developing a
budgeting structure which puts
long term benefits at the centre

Microsoft: Implementing an
organization wide carbon fee
model

Asda: Setting monetary budgets 4
in line with strategic sustainability
objectives

Bupa: Ring fencing funding for 4
low carbon and renewable energy
projects

SSE: Standardized and
transparent community fund

SSE: Local supplier portal <

City, University of London: Using
a marginal abatement model to
budget for emissions reduction options

A4S Essential Guide to Strategic Planning, Budgeting and Forecasting

Anglian Water: Setting an
embodied carbon budget for 2030

Sainsbury’s: Delivering financial 4
and sustainability benefits hand
in hand

Danone: Combining financial 4
and carbon savings

Coca-Cola Hellenic: Introducing
science backed carbon reduction
targets and water usage efficiency

Royal DSM: Setting a shadow <
carbon price

South West Water: Integrating
sustainability throughout strategic
planning, budgeting and forecasting
processes

Danone: Moving away from a
traditional annual budgeting cycle

FORECASTING

Yorkshire Water: Integrating

carbon forecasting into

4

operational and financial forecasts

City, University of London:

Forecasting carbon emissions

savings

Siemens: Anchoring our
Environmental Portfolio into

strategic planning, budgeting and

forecasting processes

<
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Strategic Planning,

Budgeting & Forecasting

""""""""""""""""""" : STRATEGIC ALIGNING BUSINESS ORGANIZATIONAL REPORTING DECISION MAKING MANAGING RISK
Introduction MANAGEMENT GOALS STRUCTURE AND FRAMEWORKS POWER AND AND UNCERTAINTY
.................................... . OVERSIGHT PROCESS

Process

Governance Royal DSM: 4 Unilever: Setting 4 Royal DSM: The 4 Sainsbury’s: 4 Sainsbury’s: 4 The A4S Essential 4
--------------------------- : Transitioning towards strategic goals to help role of KPIs and Using simple and Integrating Guide to Managing
Performance management a sustainable our business grow remuneration visual integrated sustainability into our Future Uncertainty
------------------------------- . business model frameworks in setting management governance model

Technology and Data ownership and reporting

.................................... . accountabi"ty for

Maturity and reference Danone: Our 4 sustainability

e Maturity map Manifesto to building

« Top tips a healthier future

e Case study

* References
Yorkshire Water: 4

Creating a culture
of understanding,
alignment and
agreement among
teams

Anglian Water: 4
Using cross functional
involvement in

strategic plans
to strengthen the
sustainability agenda
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introduction EMPLOYEE PERFORMANCE ORGANIZATIONAL PERFORMANCE
Process

------------------------------ : National Grid: Strengthening our licence to 4 The Crown Estate: Defining values, with
Governance operate and saving costs through our employee sustainability at the heart

.................................... . We"being programme

.................................... . Sainsbury’s: |ntegrating sustainab"ity into
Technology and Data SSE: Incentivizing directors through a our governance model

.................................... . ba|anced range Of performance measures
Maturity and reference

e Maturity map
e Top tips
e Case study

Yorkshire Water: Linking sustainability to
monetary and non monetary impacts and
benefits, and developing our Total impact and
Value Assessment

Royal DSM: The role of KPIs and
remuneration in frameworks in setting
ownership in setting ownership and

* References accountability for sustainability

Anglian Water: Agreeing outcomes with
predetermined performance levels, framed on
both business and sustainability benefits

Sainsbury’s: Incorporating our Sustainability

Plan values into our Board remuneration policy
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CASE STUDY INDEX: TECHNICAL AND DATA

DETERMINE DATA REQUIREMENTS FOR
MONITORING PROGRESS ON STRATEGIC
PRIORITIES AND DECISION MAKING

ESTABLISH SYSTEM AND FUNCTIONALITY
REQUIREMENTS FOR EFFICIENT ACCESS
TO REQUIRED DATA

CONSIDER OPPORTUNITIES, RISKS AND
CHALLENGES OF IMPLEMENTING A BIG
DATA APPROACH

4

Sainsbury’s: Defining the measures and
metrics required to evaluate and assess our
performance

<

Sainsbury’s: Utilizing a Big Data approach to
streamline our existing supply chain

Danone: Using S-ERP to manage
sustainability data collection, reporting
and analytics

<

Unilever: Using S-ERP to support our

sustainable supply chain programme
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THE A4S CFO LEADERSHIP NETWORK

The Prince’s Accounting for Sustainability Project was NETWORK MEMBERS EUROPE

established by HRH The Prince of Wales in 2004 “to
help ensure that we are not battling to meet 21st century
challenges with, at best, 20th century decision making and

reporting systems”. o
love evexy) drop , British
A4S MISSION STATEMENT angliamfva't‘:@@f > N I; Land

©osm

N
Pennon

To inspire action by finance leaders to drive a

fundamental shift towards resilient business models
and a sustainable economy.

The A4S Chief Financial Officer Leadership Network was
launched by HRH The Prince of Wales at St James’s Palace
in December 2013.

The Network brings together a group of leading CFOs from
large businesses seeking to embed the management of
environmental and social issues into business processes and
strategy. The CFO Leadership Network is the first grouping of
its kind globally.

SIEMENS

The Network is looking at each area of finance function
activity to identify how positive business returns can be
achieved through integration of environmental, social and
economic considerations. The focus is on sharing insights
into what works and what does not. The Network aims

to create open source guidance, which members of the
Network commit to adopt and share. These insights are also
discussed with bodies involved in the training and education
of the finance and accounting community to scale up action.

THECROWN

d» ESTATE TESCO

Finance professionals from Network members’ organizations
undertake a range of projects to develop practical guidance
on specific areas of financial decision making, including this
guide on strategic planning, budgeting and forecasting.

See the A4S website for further information 4
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THE A4S ESSENTIAL GUIDE SERIES

The A4S Essential Guide Series has been produced by the A4S CFO Leadership Network to help organizations embed social and environmental considerations into
their strategy, culture and processes. In other words, they support the adoption of integrated thinking and management. They are developed by finance teams for
finance teams, but will also be of interest to others seeking to understand current approaches for integrating sustainability into financial practices and decision making.

LEAD THE WAY

MEASURE WHAT MATTERS

Developing a strategic response to macro
sustainability trends

¢ Finance Culture*

¢ Managing Future Uncertainty

¢ Incentivizing Action*®

¢ Engaging the Board and Mobilizing Action*

Developing measurement and valuation tools
¢ Natural and Social Capital Accounting
¢ Social and Human Capital Accounting

TRANSFORM YOUR DECISIONS

Integrating material sustainability factors into
decision making

e Strategic Planning, Budgeting and Forecasting
¢ Integrated Management Reporting*
e Capex

Engaging with finance providers on the drivers of
sustainable value

¢ Enhancing Investor Engagement
¢ Debt Finance*

*Coming soon
See the A4S Essential Guide Series

I
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@PrincesA4S

The Prince’s Accounting for Sustainability Project (A4S)

ThePrincesA4S

accountingforsustainability@royal.gsx.gov.uk
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https://www.youtube.com/user/ThePrincesA4S
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http://www.accountingforsustainability.org

	Button 48: 
	Page 1: 
	Page 2: 
	Page 3: 

	Button 46: 
	Page 4: 
	Page 5: 

	Button 52: 
	Page 6: 

	Button 54: 
	Page 7: 

	Button 56: 
	Page 8: 

	Button 58: 
	Page 9: 
	Page 10: 

	Button 60: 
	Page 11: 

	Button 44: 
	Page 12: 

	Button 62: 
	Page 13: 
	Page 14: 

	Button 64: 
	Page 15: 
	Page 16: 
	Page 17: 
	Page 18: 
	Page 19: 
	Page 20: 
	Page 21: 
	Page 22: 
	Page 23: 
	Page 24: 
	Page 25: 
	Page 26: 
	Page 27: 
	Page 28: 
	Page 29: 
	Page 30: 
	Page 31: 
	Page 32: 
	Page 33: 
	Page 34: 
	Page 35: 
	Page 36: 
	Page 37: 
	Page 38: 
	Page 39: 
	Page 40: 
	Page 41: 
	Page 42: 
	Page 43: 
	Page 44: 
	Page 45: 
	Page 46: 
	Page 47: 
	Page 48: 
	Page 49: 
	Page 50: 
	Page 51: 
	Page 52: 
	Page 53: 

	Button 66: 
	Page 54: 
	Page 55: 
	Page 56: 
	Page 57: 
	Page 58: 
	Page 59: 
	Page 60: 
	Page 61: 
	Page 62: 
	Page 63: 
	Page 64: 
	Page 65: 
	Page 66: 
	Page 67: 
	Page 68: 
	Page 69: 
	Page 70: 
	Page 71: 
	Page 72: 
	Page 73: 
	Page 74: 
	Page 75: 
	Page 76: 
	Page 77: 
	Page 78: 
	Page 79: 
	Page 80: 
	Page 81: 
	Page 82: 
	Page 83: 
	Page 84: 
	Page 85: 
	Page 86: 
	Page 87: 
	Page 88: 
	Page 89: 
	Page 90: 
	Page 91: 
	Page 92: 
	Page 93: 

	Button 40: 
	Page 94: 

	Button 68: 
	Page 95: 
	Page 96: 

	Button 70: 
	Page 97: 
	Page 98: 
	Page 99: 
	Page 100: 
	Page 101: 
	Page 102: 
	Page 103: 
	Page 104: 
	Page 105: 
	Page 106: 
	Page 107: 
	Page 109: 
	Page 110: 

	Button 93: 
	Button 72: 
	Page 111: 
	Page 112: 
	Page 113: 
	Page 114: 
	Page 115: 
	Page 116: 
	Page 117: 
	Page 118: 
	Page 119: 
	Page 120: 

	Button 38: 
	Page 121: 

	Button 74: 
	Page 122: 
	Page 123: 

	Button 76: 
	Page 124: 
	Page 125: 
	Page 126: 
	Page 127: 
	Page 128: 
	Page 129: 

	Button 78: 
	Page 130: 
	Page 131: 
	Page 132: 
	Page 133: 
	Page 134: 
	Page 135: 
	Page 136: 
	Page 137: 
	Page 138: 
	Page 139: 
	Page 140: 
	Page 141: 

	Button 36: 
	Page 142: 

	Button 80: 
	Page 143: 
	Page 144: 

	Button 82: 
	Page 145: 
	Page 146: 
	Page 147: 
	Page 148: 
	Page 149: 
	Page 150: 
	Page 151: 
	Page 152: 
	Page 153: 
	Page 154: 
	Page 155: 
	Page 156: 
	Page 157: 

	Button 84: 
	Page 158: 
	Page 159: 
	Page 160: 
	Page 161: 
	Page 162: 
	Page 163: 
	Page 164: 

	Button 34: 
	Page 165: 

	Button 86: 
	Page 166: 

	Button 88: 
	Page 167: 

	Button 90: 
	Page 168: 
	Page 169: 
	Page 170: 
	Page 171: 
	Page 172: 
	Page 173: 

	Button 92: 
	Page 174: 
	Page 175: 



