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A trek ...

Businesses partnering with
investors and regulators can
enhance reporting on how long-

term value is created — thus
achieving impact.

o

Regardless of the industry or
_ geographic specificities, corporate
reporting still requires a common
language.

In the last few years we have seen
a shift in focus from CSR to shared
value creation and sustainability,
but at different speeds of adoption
across industries.
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... together

Response to sustainability challenges varies across industries

Each business interprets sustainability in its own way, based on the different activities, risks,
geographies and stakeholders they operate with.

Industrial corporations have historically responded faster to direct challenges to their business
models such as scarcity of natural resources like minerals, water, plants. It has taken longer for
service-based industries to react.

However we are now seeing a shift in awareness for a wide range of sectors including Financial
Services. Themes such as fair customer treatment, impact investment and financial inclusion are
now becoming common language.

The business community needs to partner with investors, regulators and other
stakeholders to tackle today’s challenges

For instance, a materiality judgment on how the SDGs relate to a firm’s business model needs to
be balanced with stakeholders’ demand for comparable performance indicators.

Availability of data in long overlooked areas requires smart big data tools and analytics, as well as
appropriate governance or flexibility in the model underpinning future reporting needs.

Integrated thinking needs to be applied to develop a holistic reporting framework that effectively
communicates how organizations create value for the society as a whole — and why they will not
disappear tomorrow.
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The SDGs will impact the purpose of many enterprises
and create business opportunities

Develop commercial solutions

USD 3.3 to 4.5 trillion to growing resource challenges,

. . freeing capital for investment elsewhere.
Per year of investmentis Giets

needed for the Sustainable For example, for every dollar® invested in

energy efficiency measures, two dollars

DeV.eIOpm_ent Goals,(SDGS) tc_) be can be saved in investments in electricity

achieved in developing countries supply.

alone."

The global community needs to move

well beyond the USD 132 billion AntiCipate stakeholder
proyided as official development expectations and future policy
assistance in 2015.2 direction nationally and regionally. The

SDGs create a roadmap for the

’ Identify long-term new
The SP Gs Can t be investr):'lent%pportunities prioritization of national policies
achieved without the created by the SDGs such as Goal and the incentives and regulations needed
. . y PRI, SLch a5 ta0a to implement those policies.
SuUu ppo rt Of the pr|Vate 13’s aim to substantially increase
renewable energy sources and Goal 11’s
sector and investments offer call to build sustainable city and

immense opportunities for companies. | community infrastructure.

“We’re currently trying to illuminate a stadium with a candle — when there’s a huge set of floodlights towering above the
grandstand. We just need to turn on the $300 trillion [of capital in the financial markets] switch and the glow will

enlighten the world”
Mark Wilson, CEO of Aviva. (UN Plenary address — 25 September 2015)

1 — World Investment Report 2014, Investing in the SDGs: An Action Plan, UNCTAD, 2014.
page 4 2 — Development Co-operation Report, Organisation for Economic Co-operation and Development (OECD), 2016.
3 = In challenge lies opportunity: Investing for sustainable development, UBS, 2015. EY



Corporate reporting plays a central role in balancing
sustainable development and capital markets

Investors are looking for more from nonfinancial reporting

Towards a new value paradigm —
growing reliance on nonfinancial
information

Percentage of respondents who consider
mandatory board oversight of nonfinancial
performance reporting ‘essential’ or ‘important’

2015

2014 62%
34%

Percentage of respondents who consider
nonfinancial information relevant to all sectors

Source: Tomorrow’s Investment Rules 2.0, EY, 2015.

A sharpened focus on potential for
stranded assets due to environmental,
social and governance (ESG) factors

36% have divested 62% weigh concerns

holdings in past 12 over stranded asset
months due to risk when considering

stranded asset risk an investment

ESG evaluations now common practice
globally

Percentage, by region, that report using some
degree of ESG evaluation before making an
investment

Towards new measures of performance

Percentage of respondents who conduct
evaluations of environmental and social
disclosures

New expectations for nonfinancial
reporting, disclosures and approaches

64% believe 72% believe
companies do metrics on expected
not adequately future performance
disclose ESG and non-financial
risk would be
beneficial

74% believe sector or industry-specific content would

be beneficial
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Integrated Reporting provides a holistic view of value
creation and enables convergence of corporate reporting

Integrated Reporting involves identification of material issues and uses these to define a better mix of KPIs to
demonstrate how the organization is creating value in the short, medium and long term from its use of different of
six types of capital.

“The six capitals approach of Integrated Reporting
captures all of the SDGs.” (Prof. King, Chair of the
International Integrated Reporting Council in 2015 at a UN
Conference on Trade and Development)

In order to create and sustain value,
management must apply Integrated
Thinking - identifying answers to questions

Financial o o o Financial such as:
| H . . T T . T T
Y M d FS . . .
¥ Manufactured ialtihing Manufactured 4 » How will the business create value in the

short, medium and long term?

Intellectual

Intellectual
opportunities resource allocation 1

. » How can business areas work together and
avoid becoming trapped in silos?

|

|

|

: Risk and Strategy and
|

|

I

|
[ Business model | 1

Business
Inputs lactivitiesl Outputs | Outcomes

» How should short-term results be

| balanced with long-term value creation?

» How will the business engage with

I

1
Human : Performance Outlook

| ) investors and other external stakeholders
Social and relationshi Social and relationshi & : : i
i and elationshp : | e and elationshp on decisions relating to material business
e Natural issues?

External environment
Value creation (preservation, diminution) over time » How can the approach to the six types of

capital be optimised?
Source: International Integrated Reporting Council — Value Creation Framework
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For an “integrated framework” to work, material,
comparable and reliable indicators are required

Do companies adequately disclose ESG risks that could affect their current
business models?

21.8% 38.8% 24.8% 14.6%

Yes No, but companies No Don’t know
should disclose
these risks more
fully

Which of the following statements best reflects your views on why you do not
consider ESG issues in your decision-making?

0 28.6% 14.3%
464 A) Nonfinancial Nonfinancial o
It's unclear whether information is ".‘eas“'.e’t"ert‘ts . 10.7%
nonfinancial disclosures inconsistent, G MUEURLES, Bl Other
- ) we are unable to
are material or have a unavallap!e, or not compare them with reasons.
financial impact. verified. those of other

companies.

Source: Tomorrow’s Investment Rules 2.0, EY, 2015

Three key drivers in SDGs
reporting can be identified:

Materiality

Material trends and
business and industry
relevance

Comparability

Leveraging existing standards,
that need to be mapped and
enhanced rather than inflated
with additional reporting
burdens

Reliability

Through internal controls

and systems, management
of big data, external
assurance
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Materiality mapping can help businesses navigate the
SDG indicators and align strategy

Goals rank in uneven positions on investors’ Mapping the SDGs vs strategy helps
agendas. For instance more than 70% of investors  identify material and impactful targets
recently surveyed* are taking action against

climate change (Goal 13) and promoting women'’s Prioritization of the 17 SDGs
empowerment (Goal 5). Only 20% are acting to I\
reduce inequality among countries (Goal 11).

Materiality improves strategic focus

O m

Company’s ability to impact positively

v

Materiality reduces reporting burden Economic and reputational impact of the company

An example: Material SDGs linked to strategy in a
sustainability report

4 - Transforming Our World Through Investment, ShareAction, 2016. /
Page 8 5 - Mo Khan, George Serafeim and Aaron Yoon, Corporate Sustainability: First Evidence on Materiality. HBS working paper, 2014. EY



A common road map for sustainability indicators is key to
reducing reporting burden

Companies need time

to alter their One According to
navigational tools, _ Languag® . UNCTAD research
dashboard and KPlIs, in \ : on sustainability
order to incorporate the i} % T : reports®, 71% refer to

common language of * the GRI guidelines,

the SDGs in their w 96% to 10S
business processes = —~__ certificates, 51% to
1/ the UN Global

-
\:-,‘\

S

S

—f

.7/ Tools such as the SDG Compass provide effective
resources to companies seeking to map SDGs reporting
i across the exiting KPIs framework currently in use. This
e i seems an effective resource to reduce the reporting
: burden as linking together, under SDGs lens, the current
standards and best practices for sustainability reporting

6 - Enhancing the role of reporting in attaining the Sustainable Development Goals, ISAR 33 briefing note, UNCTAD, 2016.
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Big data management and analytics enable more reliable
reporting and, thus, more impactful decisions

Deforestation rates in the Brazilian Amazon have
dropped by 80% since 2004.7 This is in part due to the
efforts to improve the quality and availability of

information about what is happening to those forests and
to make it rapidly available to those who can take action.

Perform

Manage analytics

data

Relevant data n
[

Appropriate u

[ |
data sources wo.
Transaction and

Behavior history

mm m m Business intelligence
and reporting

In Senegal,® using the data generated from the
movement of the population by gathering
anonymized voice and text data from mobile
phone, authorities could then see the best places
to set up treatment centres, and more
controversially, the most effective ways to restrict
travel in an attempt to contain the disease.

Drive

decisions Improve

performance

Insights

Manage
risk

G

Continuous feedback loop

Financial institutions have been increasing their use
of analytics, e.g., to identify clients at risk of

defaulting on loans, therefore enabling them to
initiate a dialogue and constructive support in the
earliest stages of financial difficulty.

In an environment where regulatory scrutiny is on the
rise, early risk warnings of the ability to resolve issues
at a customer level before they turn into complaints is
helping financial institutions mitigate the risk of

enforcement and improving their return on investment

(ROI).

7 - "The Governance of Forests Initiative”, World Resource Institute website, www.wri.org, accessed 16 September, 2016.
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8 - Ebola: Can big data analytics help contain its spread?, BBC News, 15 October 2014.
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Robust internal controls and external assurance
increase confidence in SDGs reporting

Limited external assurance (negative form of opinion) is becoming mainstream for sustainability reporting.

The aspirational objective is obtaining reasonable external assurance (positive form of opinion) on
nonfinancial reporting — including SDGs KPls.

Limited Assurance Reasonable Assurance

external Aug,
\“ternal Aud,-,

Performance dashboards
Continuous improvement process
Audit trails for nonfinancial
information matured

» Reporting scope and boundaries defined
» Uniform KPI definitions established
pusinesg Manual periodic reporting embedded

Enhanced automation of
consolidation and review process
Smart data analytics enabled
Formal periodic management
reporting and review cycle

Initial consolidation and review process
» Segregation of duties installed

» Nonfinancial information taken into
account in remuneration policies

Holistic assurance of nonfinancial
information, materiality, risk
assessment, business model, etc.
Effectiveness review confirming the
competence of internal audits

Programme and procedures around
nonfinancial information

» Training of internal audit resources, with
focus on facilitating “Integrated Thinking”

» Methodology for assessment of nonfinancial information
established

» Reasonable assurance gap analysis signifies the audit client
has adequate processes and controls in place

» Bespoke approach on a company by company basis
» Reasonable assurance gap analysis highlights required
improvements

et
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About EY

EY is a global leader in assurance, tax, transaction and advisory services. The insights and
quality services we deliver help build trust and confidence in the capital markets and in
economies the world over. We develop outstanding leaders who team to deliver on our promises
to all of our stakeholders. In so doing, we play a critical role in building a better working world for
our people, for our clients and for our communities.

EY refers to the global organization, and may refer to one or more, of the member firms of Ernst
& Young Global Limited, each of which is a separate legal entity. Ernst & Young Global Limited,
a UK company limited by guarantee, does not provide services to clients. For more information
about our organization, please visit ey.com.

EY is a leader in serving the financial services industry

We understand the importance of asking great questions. It's how you innovate, transform and
achieve a better working world. One that benefits our clients, our people and our communities.
Finance fuels our lives. No other sector can touch so many people or shape so many futures.
That’s why globally we employ 26,000 people who focus on financial services and nothing else.
Our connected financial services teams are dedicated to providing assurance, tax, transaction
and advisory services to the banking and capital markets, insurance, and wealth and asset
management sectors. It's our global connectivity and local knowledge that ensures we deliver
the insights and quality services to help build trust and confidence in the capital markets and in
economies the world over. By connecting people with the right mix of knowledge and insight, we
are able to ask great questions. The better the question. The better the answer. The better the
world works.

© 2016 EYGM Limited.
All Rights Reserved.
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In line with EY’s commitment to minimize its impact on the environment, this document has been
printed on paper with a high recycled content.

This material has been prepared for general informational purposes only and is not intended to
be relied upon as accounting, tax, or other professional advice. Please refer to your advisors for

specific advice.
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