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Preface: Wolters Kluwer - CCH® Tagetik

ESG: More than just sustainability - The impact on data manage-
ment and reporting

ESG and sustainability have a wide-ranging impact on companies,
spanning across various aspects throughout their entire value chains.
Corporate compliance and reporting processes are constantly evol-
ving, with new regulatory requirements and mandatory components
being introduced. To respond to the new challenges and establish
or optimize ESG reporting, it is important to set a company-wide
approach from the start.

ESG should be anchored throughout the entire organization following
a top-down approach - starting with the office of the CFO for strategy
and target formulation, planning, and orientation of the company. ESG
must become part of the corporate culture to achieve its full poten-
tial, rather than a piecemeal approach. The challenge is that ESG data
is often scattered across siloed systems and spreadsheets, making it
difficult and time-consuming to aggregate data accurately. To improve
data quality and reliability, a platform approach can automate data
integration from multiple systems for stakeholders to see the big ESG
picture and assess ESG impacts on financial performance.

Jorg Plass,
Director Operations CCH Tagetik
DACH at Wolters Kluwer

Equally important, ESG impacts should be assessed, integrated into
processes, and key stakeholders identified. Relevant data - financial
and non-financial - must be identified and incorporated into the deci-
sion-making process. When ESG data is integrated, everyone can see
how ESG data interacts and affects financial and other operational
information to produce reports and analyze performance. With visi-
bility to ESG KPIs, companies can reduce operational impact, address
evolving ESG regulations, improve decisions, and combat risk - repu-
tational, credit, climate, and more. Regulatory requirements are evol-
ving at a rapid pace while the corresponding disclosure and reporting
implementations are still in their infancy. To avoid capacity bottle-
necks in ESG projects and reap benefits from them, organizations
should become ,Fit for Purpose”. ESG-compliant reporting requires
the right tools with the flexibility to evolve as regulations are updated.
With CCH Tagetik ESG & Sustainability Performance Management,
organizations get an expert solution that streamlines data manage-
ment, reporting, and disclosure of KPIs while aligning with continu-
ously evolving ESG regulations.
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Management Summary

ESG reporting is often a very disruptive process and the typical moti-
vation for doing it is not only driven by regulatory requirements. It has
become an important instrument for companies seeking to maintain
a good image with their customers, employees and business partners.
Typically, companies refer to more than one ESG framework in their
reporting and far exceed the required minimum scope.

ESG as a disruptive change to
the disclosure management
process is a good opportunity
to review the process and its
implementation and, if nec-
Due to the variety of standards, stakeholders and options for tech- essary, redesign the overall
nical implementation, there is no standard procedure model for ESG Process.

reporting in the market yet, and many companies are going above and

beyond the minimum regulatory requirements for ESG. It can be a

very data and workflow-intensive challenge, especially for manufactu-

ring companies and companies with complex supply chains. This can

make the requirements for tool support quite demanding.

01 ESG Frameworks and Standards

A variety of ESG frameworks and standards currently exist. Neverthe-
less, the European Sustainability Reporting Standards, Global Repor-
ting Initiative (GRI) Standards and the IFRS Sustainability Disclosure
Standards are identified as the three frameworks and standards that
are (or will be) predominantly used. The survey results indicate that
many companies currently use more than one framework to disclose
ESG-related information and that even companies outside Europe
adhere to the European Sustainability Reporting Standards. As there
will be no global standardization of ESG disclosure standards in the
near future, multinational companies should be prepared to imple-
ment several ESG frameworks and standards to fulfill the needs of the
various legislators and users.

European Sustainability Reporting Standards

N 3%

Global Reporting Initiative (GRI) Standards
e, 2390

IFRS Sustainability Disclosure Standards
- [WJC

Figure 1: Which ESG standard(s) or framework are you using for ESG reporting? Top 3 (n=265)

02 Implementation Status of ESG Reporting

The need for ESG reporting has already been recognized by all of the
companies surveyed, and the majority have already published their
first ESG report. Most notably, 80 percent of companies with more
than 5,000 employees and 75 percent of North American companies
have already published their first ESG report and are considered as
pioneers. Especially for European companies, uncertainties surroun-
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ding existing standards are resulting in a kind of transition period.
However, itis clear that companies outside North America and Europe
still have some catching up to do. Only about a third of companies
outside Europe and North America have published an ESG report to
date.

Plan to publish their first
report later than 2023

Had published a

Plan to publish their report by 2023

first report in 2023

Figure 2: When did your company publish its first ESG report? (n=214)

03 Motivation for ESG Reporting

The maindriver for ESG reporting is marketing. Although regional diffe-
rences are evident, sustainable customer branding is the key driver,
especially for North American companies. For European companies,
employer branding and compliance with legal standards also play an
essential role.

M Europe M North America Rest of the World

N, 5696
R 2%

43%

Figure 3: What are the most important drivers of ESG reporting in your company? “Good ESG reporting drives/improves our
reputation with our customers”, by region (n=268)

04 Organization of ESG Reporting

The organizational anchoring of ESG reporting is being addressed in
a number of different ways. However, two approaches have emerged
as the most widely adopted: Anchoring in the office of the CFO or in
a specialized ESG department. In addition, ESG is anchored in a large
number of departments (e.g., Communications, Investor Relations,
Quality Management, C-level staff positions, Procurement, Environ-
mental Management, Risk & Compliance etc.). However, there are
industry-specific, size-dependent variations.
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Other departments
Office of the CFO

Specialized ESG department

Figure 4: Who is driving ESG reporting in your company? (n=247)

05 Challenges

ESG is a data-intensive task, and many companies seem to underesti-
mate the challenge of collecting data, especially for the environmental
KPls. ESG requires dedicated resources in midsize and large organiza-
tions as well as large enterprises. When forming a dedicated depart-
ment, companies often find they lack the required data integration
and data & analytics competencies.

Lack of data quality and data reliability
e, %6

Too many different data sources

. 6%

Lack of resources
R 329

Figure 5: What are the biggest challenges you encounter in running ESG reporting today? Top 3 (n=259)

06 Potential and Ways to Improve ESG Reporting

Across all the process steps of ESG reporting, almost all of the compa-
nies surveyed recognize the need for improvement. The need to
develop greater internal expertise is acknowledged, and external
experts are expected to solve this problem. Thus, ESG is regarded as a
new business model for the consulting industry. The problem of ESG
data literacy, and therefore the problem of processing the ESG data
jungle and developing the associated ESG data competence required,
is third in the list of areas for improvement.
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07 Technical Implementation of ESG Reporting

ESG adds a lot of complexity to the disclosure management process.
The “E"in ESGis especially data-intensive and extends the scope of the
disclosure management process heavily. There is no market standard
for the implementation of ESG reporting yet. ERP and CPM systems,
Word, Excel and Bl tools are used in combination and extended by
specialized solutions, often developed by start-up companies. There
are significant differences between Europe and North America in the
priority of the tools used, which probably reflects the more data-inten-
sive European ESG reporting standards.

M Europe B North America
Excel/Word/PowerPoint [ I 3% N 16%
SpeCiaIiZEd ESG reporting _ 15% - 10%

software

Bl/analytics/CPM software NN -0 D 40%

ERP (SAP or other) I 6% I 16%
Our comsoldtonrow 7 -
Our own CUStzg}ﬁ:Jo”r: B s B 5%
Spreadshe?;fg(')lftEv)\(/?gS B s% B 5%
Other M 3% 0%

Figure 6: What are you using/planning to use as the main tool for publishing ESG reports? by region (n=248)
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Recommendations

Based on the survey results and our consulting experience, we at
BARC have formulated the following impulses and recommendations
to help you to align with current and future requirements:

01. ESG Frameworks and Standards ppy—

s

As the global standardization of ESG disclosure standards is not
expected to come about in the near future, multinational compa-
nies should be prepared to implement several ESG frameworks @@
and standards. However, the effort to implement several frame-

works will depend on how well the standard setters collabo-

rate and whether their frameworks and standards allow a kind

of building block system. European companies and companies

with subsidiaries in Europe will sooner or later have to imple-

ment the European Sustainability Standards although, at present,

only large companies and listed companies are directly affected.

Outside Europe, a lot will depend on whether countries adopt the

ISSB's investor-focused approach or EFRAG's multi-stakeholder

approach. Nevertheless, ESG reporting continues to evolve.

Companies should therefore keep a close eye on regulatory

requirements and be prepared to implement more than one ESG

framework or standard.

¢ _

02. Implementation Status of ESG Reporting -0—0
ESG is a topic very much in the here and now. The majority of EEEEEE
companies surveyed have already published their first ESG report Tommem

or planto do so. Large companies and North American companies
are more likely to have already produced a report and can there-
fore be regarded as pioneers. Those just starting out with ESG
can learn from the experiences of other companies. The sharing
of experience can be obtained, for example, through external
consultants.

03. Motivation for ESG Reporting oM

\
74

In the eyes of the companies producing them, ESG reports help
to increase sustainable customer branding as well as employer
branding. In times of more sustainable consumers, it is essential
that ESG reports not only address the needs of legislators and
capital providers, but also the needs of customers, prospects
and employees. ESG disclosure tools must therefore be able to
provide ESG information to not only satisfy regulators and inves-
tors but also from a marketing perspective.

04. Organization of ESG Reporting 8

ESG reporting is more than just a marketing tool. The goal is not 8 8
simply to produce a report. In the future, ESG must be anchored 888
in the business model and strategy and made measurable in

order to exploit its potential but also to identify risks from it. This

requires an organizational anchoring that is capable of doing this.
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Controlling as part of the office of the CFO would be the natural
choice. However, it is apparent that the ESG topic is not currently
anchored there. Controlling is thus missing out on the opportunity
to act as an ESG business partner. Controlling does not, of course,
have responsibility for collecting all ESG data company-wide, but
rather represents a coordinating body. ESG data competence
centers for the collection and processing of data where it is gene-
rated (e.g., carbon dioxide emission in the production area) and a
coordinating unit in the office of the CFO (such as the controlling
department), which also anchors ESG in the strategy and makes it
measurable, would certainly be a model that allows companies to
bundle competencies in the right places.

05. Challenges

Consider ESG reporting as an extension to existing data & analy-
tics initiatives and involve existing competence centers in that
area, as data interfaces and data collection will play an important
role in the project. Do not underestimate the resources needed
for ESG initiatives, which are typically not “just another task” that
can be handled with existing resources.

06. Need and Ways to Improve ESG Reporting

A lack of internal expertise is often seen as the main driver for
companies to seek to improve their existing ESG reporting. For this
reason, internal knowledge needs to be built within the company
in order to provide stakeholders with adequate ESG information.
To accelerate this process, ESG consultants can play an important
role. For companies that are required to disclose ESG informa-
tion, it is also important to address the need for limited or reaso-
nable assurance on ESG information and to select the appropriate
auditor or assurance provider on time.

07. Technical Implementation of ESG Reporting

There are different ways and platforms to implement ESG repor-
ting. There is no established industry standard architecture yet,
and the data intensity is highly dependent on the individual
company's industry sector and business model. Typically, ESG
adds a lot of complexity and additional users to the existing disclo-
sure management process and represents a good opportunity to
review the overall process and eventually invest in new technolo-
gies to support it. We recommend evaluating add-ons for existing
CPM solutions, such as consolidation, as well as specialized ESG
and disclosure management solutions in parallel.
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Challenges, Tools and Outlook

01. ESG Frameworks and Standards

ESG stands for Environmental, Social and Governance and refers to a
set of criteria used to evaluate the sustainability and societal impact
of a company. Finance has been a initial driver for the sustainable
reporting trend, although the impact and stakeholders go far beyond
finance in the meantime. Many asset managers, investment firms and
index providers now offer ESG-focused investment products, which
track companies that score well on ESG metrics.

ESG performance and compliance is in turn demonstrated by ESG
disclosure. Increased transparency regarding ESG issues is seen as a
key element in the transition to a sustainable economy. Therefore,
companies are expected to account for their environmental as well as
social impacts and to disclose and report on their activities.

To provide consistent, reliable and comparable corporate ESG disc-
losure, a number of initiatives have evolved to define ESG standards
and frameworks. All corporate ESG frameworks and standards seek
to improve the understanding of the potential implications on cor-
porates associated with ESG risks and opportunities. Some standard
setters focus more on the needs of investors and commit to market
transparency and disclosure of ESG-related enterprise value risks and
opportunities, while others also take into account the needs of stake-
holders (e.g., suppliers and customers). However, in general, the aim
of all initiatives for corporate ESG disclosure is that risks and oppor-
tunities related to ESG become a natural part of a company’s risk ma-
nagement and strategic planning processes and that the information
disclosed becomes part of the decision-making of investors or other
stakeholders and ensures a sustainable economy for the future.

Voluntary ESG frameworks and standards

Many initiatives have emerged in recent years to address ESG
disclosure requirements. Such frameworks and standards have also
been developed in large numbers, but with differences in terms of the
topics covered and target groups.

To improve the understanding of ESG disclosure requirements, it
is helpful to clarify the distinction between ESG frameworks and
standards. Frameworks, in contrast to standards, provide a set of
principles of how information is structured and which topics should
be covered. Standards provide specific and detailed requirements
as to what should be reported for each specific ESG topic (e.g., how
information and data are collected and how the information should
be reported).

Increased transparency re-
garding ESG issues is seen as
a key element in the transi-
tion to a sustainable econo-
my.

Corporate ESG disclosure in-
itiatives aim to ensure that
ESG-related risks and oppor-
tunities become part of a
company’s risk management
and strategic planning pro-
cesses.

ESG frameworks provide a
set of principles on how in-
formation is structured and
what topics should be cov-
ered.

ESG standards provide specif-
ic and detailed requirements
on what should be reported
for each ESG topic.
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The Climate Disclosure Standards Board (CDSB) was an initiative
to create a holistic view of a company's performance. It developed
the CDSB framework with the aim of standardizing the reporting of
environmental (including climate change) and social information
in annual reports to create transparency for investors. In 2022, the
CDSB was merged into the IFRS Foundation and is now fully integrated
into the ISSB. The CDSB Framework will remain relevant until the
ISSB issues sustainability disclosure standards on these topics. In the
meantime, the CDSB itself will not publish any further guidance.

To develop recommendations for climate-related financial disclosures,
the Financial Stability Board established the Task Force on Climate-
related Financial Disclosures (TCFD) in 2017. Different to other
initiatives, the Task Force focused only on the “E" in ESG and committed
to increase market transparency by providing recommendations for
climate-related financial disclosures to reduce price risks. The TCFD
recommendations were first published in 2017 and are now well
established. The disclosure recommendations are divided into four
core elements: governance, strategy, risk management, and metrics
and targets. For the four core elements, 11 recommended disclosures
build the framework that should help users to understand how the
reporting company identifies and assesses climate-related risks and
opportunities. The TCFD collaborates closely with other standard
setters such as ISSB and EFRAG.

The World Economic Forum'’s Stakeholder Capitalism Metrics
Framework is a set of metrics aimed at promoting sustainable and
responsible business practices. The framework is based on the idea
that companies should balance the interests of various stakeholders,
including shareholders, employees, customers, suppliers and
the broader community, when making business decisions. The
framework deals with four kinds of capital: Financial capital reflects
a company's financial performance and ability to generate returns
for its stakeholders. Manufactured capital encompasses a company's
tangible and intangible assets, including technology, intellectual
property and brand. Whereas social and relationship capital includes
a company's reputation, relationships with stakeholders and its ability
to attract and retain talent, natural capital encompasses a company's
impact on the environment, including the use of natural resources,
emissions and waste. The Stakeholder Capitalism Metrics Framework
provides a comprehensive view of a company’s performance beyond
purely financial results, and aims to help companies integrate
sustainability and responsibility into their business strategies.

The Sustainable Development Goals Disclosure (SDGD)
Recommendations offer an approach to address sustainable
development issues aligned with the TCFD and GRI to establish a best
practice for corporate reporting on the 17 Sustainable Development
Goals of the United Nations (UN).

The State of ESG & Sustainability Reporting - © BARC 2023

The Task Force on Climate-re-
lated Financial Disclosures
(TCFD) makes recommenda-
tions for climate-related fi-
nancial disclosures to reduce
price risk.

The  Sustainable  Devel-
opment Goals Disclosure
(SDGD) recommendations

provide an approach to ad-
dressing sustainable devel-
opment issues.



SASB (Sustainability Accounting Standards Board) is a non-profit
organization that develops sustainability accounting standards. SASB
Standards provide industry-specific standards with the aim of showing
how sustainable information impacts a company’s financial condition,
operating performance and risk profile. As SASB Standards require
the determination of the financial materiality of ESG information, they
serve the need to disclose information for investors and therefore
fulfill regulatory requirements such as those of the US Security
Exchange Commission (SEC). SASB Standards enable comparability
within industries. The SASB Standards are broken down into 77
industries in 11 different sectors.

The Global Reporting Initiative (GRI) was established in 1997 and
is an international, non-governmental organization which provides
ESG standards called GRI Standards. These standards are the most
commonly used worldwide and help companies, governments and
other organizations to understand and to report on all three impacts
of ESG. The standards include universal standards and topic-specific
standards such as environmental and social standards. GRI Standards
enable disclosures on all three impacts of ESG and address all
stakeholders, not only investors. The GRI Standards include a ‘double
materiality’ approach and are therefore not confined to how ESG
matters may financially impact a company.

Although the above-mentioned voluntary reporting frameworks and
standards have led innovation and action in the disclosure of ESG-
related information, the resulting inconsistency and fragmentation
of frameworks and standards around the globe has increased in
complexity, which is costly, inefficient and confusing for users and
preparers.

Regulatory ESG frameworks and standards

European Sustainability
Reporting Standards

(CSRD, ESRS) ) .
Climate Disclosure

Standards Board
(CDSB) Framework

Climate-related
Financial Disclosures

Sustainable
Development Goals
Disclosure (SDGD)
Recommandations

Sustainability
Accounting Standards
Board (SASB) Standards

IFRS Sustainability
Disclosure Standards

Figure 7: An overview of ESG frameworks and standards

SASB (Sustainability Account-
ing Standards Board) is a
non-profit organization that
develops  industry-specific
standards for sustainability
accounting. They require the
determination of the finan-
cial materiality of ESG infor-
mation.

The Global Reporting Initia-
tive (GRI) Standards include
universal standards and top-
ic-specific standards. The GRI
standards enable disclosures
on all three ESG impacts and
are aimed at all stakeholders.

Voluntary ESG frameworks and standards

World Economic
Forum’s Stakeholder
Metrics Framework

Global Reporting
Initiative (GRI)
Standards
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ISSB: a new standard setter to generate an international
set of sustainability reporting standards

To answer the call for high quality, transparent, reliable and

comparable reporting on ESG matters, the International Financial The objective of the IFRS
Reporting Standards (IFRS) Foundation established a new ESG Sustainability Standards
disclosure standard-setting board - the International Sustainability (IFRS S) is to develop global-
Standards Board (ISSB) - in November 2021. The objective of the ly accepted standards for the
IFRS Sustainability Standards (IFRS S) issued by the ISSB is to develop disclosure of sustainability
worldwide accepted sustainability disclosure standards that provide information that provides de-

cision-useful information for
investors and provides ESG
information that is of finan-
cial significance.

decision-useful information for investors and provide ESG information
that is financially material. The ISSB has not reinvented the wheel but
does intend to integrate existing frameworks and standards into the
development of its IFRS Sustainability Standards (IFRS S). This is also
reflected in the fact that the Value Reporting Foundation (VRF) and
the CDSB have been merged into the IFRS Foundation as part of the
International Sustainability Standards Board (ISSB). Moreover, the VRF
is the result of the merger of the SASB and the International Integrated
Reporting Council (IIRC).

To respond quickly to investor needs, in March 2022, the International
Sustainability Standards Board (ISSB) published the first two standard
drafts (IFRS S1 and S2). Exposure Draft IFRS S1 “General Requirements
for Disclosure of Sustainability-Related Financial Information”
provides the overall requirements for an entity’s sustainability-related
financial information disclosure not specifically addressed by another
IFRS Sustainability Disclosure Standard. It also addresses information
about an entity’s sustainability-related governance, strategy and risk
management, related metrics and targets. This approach is built on
the work of the TCFD.

In addition, the ISSB suggests that until the final adoption of the IFRS
S, preparers should use the SASB Standards to identify sustainability-
related risks and opportunities. IFRS S1 seeks to create a universal
structure of sustainability disclosures and sets out that the SASB
Standards will form the basis for the solid and efficient adoption of the
IFRS S Disclosure Standards in the coming years. Among other things,
IFRS S1 stipulates that sustainability-related information is published
as part of general financial reporting. This requirement is intended
to ensure that financial statement information and sustainability-
related financial information can be considered together and that
interrelationships and links between different types of risks and
opportunities can be shown.

The IFRS Foundation identified an urgent need for climate-related

disclosure and proposed the first draft of a topical standard IFRS S2, The IFRS Foundation identi-
which contains regulations on climate-related disclosures. IFRS S2 fied an urgent need for cli-
requires entities to report, among other things, theimpact of significant mate-related disclosure.

climate-related risks and opportunities on the entity’s value and the
entity's response and ability to adapt to those risks and opportunities.
IFRS S2 is broadly consistent with the Task Force on Climate-
related Financial Disclosures (TCFD) reporting recommendations.
Nevertheless, there are slight differences. A comparison of TCFD
recommendations and IFRS S2 shows that the ISSB places greater
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demands on information about strategy, and metrics and targets. It is
expected that the ISSB will issue IFRS S1 and IFRS S2 in 2023, although
the effective date is yet to be decided.

EFRAG: the new European standard setter

There have been numerous attempts in the past two decades (e.g.,
Modernization Directive in 2003, the Non-Financial Reporting Directive
(NFRD) in 2011) to establish sustainability-related reporting in the
regular reporting of companies within the EU. Due to the approved
Corporate Sustainability Reporting Directive (CSRD) in November
2022, many more companies in the EU will need to prepare extensive
sustainability reports as part of their management reports. Under the
CSRD, companies with over 250 employees and/or a turnover of more
than€40mand/or€20mintotal assetsarerequiredto publishanannual
sustainability report that includes information on their environmental,
social and governance (ESG) performance. The European Commission
mandated the European Financial Reporting Advisory Group (EFRAG)
to set out the detailed European Sustainability Reporting Standards
(ESRS). The European Sustainability Reporting Standards (ESRS) are
an important step towards implementing the Corporate Sustainability
Reporting Directive (CSRD). The ESRS specify what companies must
disclose in order to comply with the recommendations of the CSRD.
Therefore, the ESRS are legally binding for a large number of EU
companies.

From the beginning of the standard setting process, the European
Commission'’s position was not to develop completely new standards,
but to build on the existing and well-established GRI Standards.
Therefore, the GRI was actively engaged in the development of the
ESRS. Although there are differences between the first set of drafts of
ESRS and the GRI Standards, the drafts of the ESRS indicate that the
European Union is aligning with the GRI Standards.

The EFRAG released its first set of finalized standards in March
2022, which were mainly influenced by practices from other
international standard setters. The overall architecture of the ESRS
corresponds to the GRI, TCFD and ISSB requirements and includes
conceptual guidelines and cross-cutting standards covering the
general requirements (ESRS 1) and general disclosures (ESRS 2). The
ESRS also cover standards relating to a specific sustainability topic
or environment (ESRS E), social (ESRS S) and governance (ESRS G)
matters from a sector-agnostic perspective including implementation
measures and performance metrics. It is expected that the European
Commission will adopt the ESRS by June 30, 2023. ESRS sector-specific
standards are currently under development and are expected to be
adopted by June 30, 2024.

The EU also points out that the ESRS go much further than the ISSB
standards. Companies not only have to disclose ESG information
that has an impact on investors' decisions and is thereof financially

Under the Corporate Sustain-
ability Reporting Directive
(CSRD), companies with a
certain number of employees
and/or turnover and/or total
assets are required to pub-
lish an annual sustainability
report that includes informa-
tion on their environmental,
social and governance (ESG)
performance.

The European Sustainability
Reporting Standards (ESRS)
are legally binding for a large
number of EU companies.
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material. The ESRS to be adopted also include the ‘double materiality’
approach and are set to require companies to report on ESG issues
relevant to all stakeholders.

Collaboration of standard setters gives hope for the goal
of globally harmonized ESG disclosure standards

In recent years, forms of cooperation between the GRI and SASB have
resulted in materials to help stakeholders better understand how the
GRI and SASB Standards can be used concurrently. Furthermore, the
GRI collaborates not only with the EFRAG but also the ISSB. Especially
for companies located or with subsidiaries in the EU, the alignment

between the ISSB project and the EU is essential. The cooperation of The concept of a “global
both the EFRAG and the ISSB with the GRI could be essential in this baseline” as promoted by the
alignment. The concept of a “global baseline” as promoted by the ISSB ISSB might be a way forward
might be a way forward and, in terms of a building block approach’, in a ‘building block approach’.

IFRS S could provide the basis for ESRS.

ESG standards and frameworks: which do companies
use?

The survey results show that sustainability standards released by the
EU (including the still valid NFRD and the CSRD and ESRS), GRI and
the IFRS Sustainability Reporting are already regarded as the major
ESG standards. At the time of writing, there is still uncertainty as to
how and when the IFRS S and the ESRS will eventually be adopted.
This might be the reason why some companies in the planning or
transformation phase are considering several standards (e.g., the
European standards and GRI). In addition, it may be that companies
apply or plan to apply different standards or frameworks in some
areas of ESG reporting (e.g., SASB Standards in general as well as the
climate-related TCFD). For these reasons, multiple answers were not
excluded from the survey results.

Companies that already use the SASB Standards, the CSDB Framework
or the TCFD Framework can assume that after the adoption of the IFRS
Sustainability Disclosure Standards, the standards will correspond to
IFRS S, atleastin some areas, and are therefore currently a good choice
to meet the needs of investors and to keep the effort of converting to
IFRS S to a minimum.

In the EU, public companies are currently required to fulfill the
requirements of the predecessor of the CSRD, as they do not meet the
overall needs of stakeholders and, in line with the directive, companies
also use globally accepted ESG standards such as GRI Standards
and the TCFD framework. The newly adopted CSRD and likely-to-be-
adopted ESRS closely align with the approach and scope of the GRI.
Therefore, for the 24 percent of European companies already using
GRI, the transition to ESRS will result in relatively low costs to convert.
Currently, we can see that cost of conversion for climate-related
disclosures from the TCFD to ESRS 2 is also low.
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European Sustainability Reporting Standards

N 3%

Global Reporting Initiative (GRI) Standards

N, %6

IFRS Sustainability Disclosure Standards

N, 6%

Sustainable Development Goals (SDGs or UN SDGs) Standards
I 1 296

Sustainability Accounting Standards Board (SASB) Standards
I 1 1%

Task Force on Climate-Related Financial Disclosures (TCFD) Framework

I %

World Economic Forum (WEF) Stakeholder Capitalism Metrics Framework

I 6%

Climate Disclosure Standards Board (CDSB) Framework

I 5%

Other
I 1 6%

Figure 8: Which ESG standard(s) or framework are you using for ESG reporting? (n=265)

In summary, a variety of ESG standards are in use and many companies
have implemented or plan to implement one or several reporting
frameworks. Today, 30 percent of the companies surveyed use more
than one standard for ESG reporting. The survey results also show
that companies that have already introduced ESG reporting have
tended to do so on the basis of the EU sustainability requirements, the
GRI, SASB Standards or the climate-related TCFD framework. It is also
apparent that companies that are planning to introduce ESG reporting
use the SASB and TCFD standards comparatively less than the ESRS.
41 percent of the companies surveyed that plan to implement ESG
reporting will directly apply the ESRS.

Furthermore, figure 9 indicates that about half of the European
companies surveyed adhere to EU sustainability requirements while 51
percent of North American companies use the GRI Standards. The GRI
Standards are also still seen as the relevant standards by 24 percent
of the European companies surveyed. As the likely-to-be-adopted
ESRS are closely related with the GRI Standards, this might be seen as
anindicator that there is a visible tendency that the GRI Standards and
ESRS with their multi-stakeholder approach are considered by many
to be the standards that best reflect their ESG disclosure needs.

A variety of ESG standards
are in use and 30 percent
of the companies surveyed
have implemented or plan to
implement more than one re-
porting framework.

About half of the European
companies surveyed adhere
to the EU sustainability re-
quirements, while half of the
North American companies
apply the GRI standards.
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M Europe M North America Rest of the World
European Sustainability ) 0 0
Reporting Standards (CSRD) 50% [N 15% 9%
Global Reporting Initiative I
(GRI) Standards I /% 51% 13%
IFRS Sustainability 0 0 0
Disclosure Standards I 5% I 26% 26%
Sustainability Accounting
Standards Board (SASB) [l 6% N 26% 13%
Standards
Task Force on Climate-
Related Financial Disclosures 4% I 1% 13%
(TCFD) Framework
Climate Disclosure Standards
Board (CDSB) Framework 1% M 6% 17%
World Economic Forum
(WEF) Stakeholder Capitalism 4% B 9% 17%
Metrics Framework
Sustainable Development
Goals (SDGs or LSJN Sg)G(sj) 2% M % 26%
tandards
Other I 15% I 17% 22%

Figure 9: Which ESG standard(s) or framework are companies using for ESG reporting? by region (n=263)

We also see that about 40 percent of European companies with more
than 500 employees tend to use the European Sustainability Reporting
Standards. This reflects the efforts of the EU to oblige companies with
more than 500 employees to demonstrate their commitment to ESG
impacts. However, we also see that 34 percent of smaller companies
(less than 500 employees) see the EU sustainability standards as
relevant to their business, which means that even smaller companies
that are not required by law see a need to disclose their ESG-relevant
information.

Across most industries (industrial companies, services, banking &
finance and IT), the European Sustainability Standards, GRI Standards
and IFRS Standards play or will play a significant role. Only the
survey results for the public sector are not compatible. Here, the EU
sustainability standards play the most important role while the GRI,
IFRS S, SASB and Sustainable Development Goals (SDGs) standards
also play a role, albeit of significantly less importance.

Although the IFRS S standards have not yet been adopted, it is evident
that they will be implemented by around a quarter of European
companies (25 percent), US companies (26 percent) and companies
in the rest of the world (26 percent). As about half of the companies
surveyed use the IFRS Accounting Standards as their main financial

Even smaller companies with
fewer than 500 employees
see the need to disclose their
ESG-related information, al-
though they are not legally
required to.
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reporting standards, it is not surprising that they may have trust in
the IFRS Sustainability Standards. But it is also worth mentioning that
the ISSB has declared in the draft IFRS S1 that the application of IFRS
S does not necessarily require that an entity’s financial statements are
prepared in accordance with IFRS Financial Accounting Standards.

Competition to become the global standard setter has
started - how many standards do companies need to
implement in the future?

At the moment, it appears that the ISSB and EFRAG are emerging as
the main standard setters. However, they differ in their focus. The
IFRS S are aimed solely at investors and only consider ESG information
if financially relevant. The ESRS take a multi-stakeholder approach
which includes more than just financially relevant information. What
they have in common is that they build on proven frameworks and
standards. This triggers a kind of harmonization of existing standards
with ESRS and IFRS S. In addition, the ISSB and EFRAG want to serve as
a template for other countries’ ESG disclosure requirements.

However, there appears to be a great deal of uncertainty about which
framework or standards should be used to meet future regulatory
requirements and minimize the burden of conversion.

Whether or not IFRS S and/or ESRS become the global standard is

uncertain at this point. However, especially for global companies, it It is uncertain whether IFRS S
will be necessary to pay attention to both approaches. For example, and/or ESRS will become the
a US company with subsidiaries in the EU or globally might have to global standard.

comply with the SEC, EU and ISSB disclosure requirements.

02 Implementation Status of ESG Reporting

Not yet, planned

for later than 2023 21%
30% Before 2021

Not yet, planned .
for2023 | 24%

2021-2022

Figure 10: When did your company publish its first ESG report? (n=214)
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Alongside digitalization, ESG is the issue that is currently occupying

companies the most. 55 percent of the companies surveyed had More than half of the compa-
already published their first ESG report prior to 2023. Additionally, 24 nies surveyed have already
percent are planning to publish their first ESG report in 2023. So only published their first ESG re-
21 percent intend to publish their first ESG report later than 2023. port.

It is interesting to note that all companies consider ESG reporting
necessary. Like financial reporting, ESG reporting is already seen as

a must.
Bl Before 2021 M 2021 - 2022 Planned for the future
Manufacturing 28% 32% 40%
Services/Retail/Wholesale/Trade 27% 18% 55%

Banking and finance 43%

Public sector 43% 14% 43%
IT 19% 31% 50%
Other 44% 17% 39%

Figure 11: When did your company publish its first ESG report? by industry (n=214)

More than half of the companies surveyed in almost all industry
sectors have already published their first ESG report (as of 2022). It
is quite interesting that 43 percent of the companies we surveyed in
the public sector had already published their first ESG report before
2021 (see figure 11). This makes the public sector something of a
pioneer. However, one in three banking and finance companies and
companies in industry had already published their first ESG report
before 2021. According to the results of the study, the IT sector is a
latecomer. 21 percent of IT companies only published their first ESG
report in the last two years. The services/retail/wholesale/trade sector
has the greatest need to catch up in the coming years. As of 2022, only
45 percent of companies in this sector had published an ESG report.

M Before 2021 W 2021-2022 Planned for the future
Europe 30% 22% 48%
North America 35% 40% 26%

Rest of the World 16% 16% 68%

Figure 12: When did your company publish its first ESG report? by region (n=212)
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ESG reporting is considered necessary to comply with regulatory

requirements, but also to meet the needs of stakeholders for Two out of three of North
accurate, consistent and comparable ESG information. The EU was American companies have
considered a pioneer with its sustainability regulations. With its Non- already published financial
Financial Reporting Directive (NFRD) (predecessor of CSRD), the EU statements. This indicates
presented its aims to harmonize European sustainability reporting that stricter regulatory re-
and to increase the relevance, consistency and comparability of non- quirements are not neces-
financial information. The NFRD required listed companies with more sarily t.he main driver for ESG
than 500 employees to disclose ESG information. Nevertheless, it is reporting.

not evident that European companies have led the way in publishing

ESG reports. Results show that 52 percent of European companies

have already prepared financial statements, but that 75 percent of

North American companies have also published financial statements.

These findings indicate that stricter regulatory requirements are not

necessarily the main driver for ESG reporting. It can also be seen

that the relative number of European companies compared to North

American companies that have published an ESG report for the first

time has decreased in the last two years. One reason for this could be

that European companies have postponed the implementation of ESG

reporting in order to avoid uncertainty about future regulations and

to reduce the double burden of future mandatory regulations.

However, since the adoption of the EU’'s Corporate Social Responsibility
Directive (CSRD) in November 2022, there is more clarity about who
is obliged to report on sustainability in the EU. Large non-listed
companies will have to publish their first ESG report in 2026 on 2025-
year data. A large company - as mentioned above - is a company that
meets two of the following three criteria: 250 employees and/or more
than €40m turnover and/or €20m in total assets. The EU Commission
estimates that around 50,000 companies will be obliged to report on
ESG matters. Results also indicate that outside of North America and
Europe, ESG reporting appears to be even less common (see figure
12).

H Before 2021 W 2021 -2022 Planned for the future

Less than 500 employees ) 26% 59%
500 - 4,999 employees 26% 27% 47%
5,000 or more employees 58% 22% 20%

Figure 13: When did your company publish its first ESG report? by company size (n=214)

80 percent of large companies have already published an ESG report.

By contrast, only 41 percent of small companies with fewer than Large companies with more
500 employees have done so, significantly lagging behind larger than 5,000 employees are pi-
companies. Company size is therefore a key factor in determining oneers in ESG reporting.

whether companies have already addressed the issue. While the
incentive to publish an ESG report is likely to have been greater for
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larger companies than for smaller ones, it may also be the case that
ESG reporting requires resources that are more readily available in
large companies.

03 Motivation for ESG Reporting

ESG reporting provides transparency to stakeholders on a company's

environmental, social and corporate governance issues. But why do ESG reporting is primarily

companies publish ESG reports? One reason might be that they are driven by marketing as it en-

required by law to disclose ESG information. However, that is not ables sustainable customer

the number one reason. Only 38 percent of the companies surveyed and em'ployer branding for
companies.

cited compliance with legal standards as the reason for introducing
ESG reporting (see figure 14). Apparently, North American companies
that are operating in jurisdictions taking the first steps towards
mandatory sustainability reporting for climate-related disclosures,
such as the USA, are significantly less motivated to publish an ESG
report to meet regulatory requirements (see figure 15). However,
compliance is an important reason for investing in ESG reporting for
41 percent of European companies, which are comparatively highly
regulated. It is also seen that compliance is the main driver for 57
percent of companies in the banking and finance industry, 46 percent
of industrial companies and 41 percent of public sector organizations.

Good ESG reporting drives/improves our reputation with our customers

. [BuL

We have to do it to comply with regulations

N, 339

Good ESG reporting drives/improves our reputation with our employees

N, 5506

Good ESG reporting drives our external reputation with financial markets

N, 326

To monitor our improvements in the ESG process

N, %

Good ESG reporting drives our external reputation with our suppliers

., 309%

Other
I %

Figure 14: What are the most important drivers of ESG reporting in your company? (n=270)

Nevertheless, and regardless of the jurisdiction, the main reason for
ESG reporting is to improve the company’s reputation with customers.
For 58 percent of all companies surveyed, this is the number one
reason. In recent years, the demand for sustainable products has
grown enormously. However, this study reveals it is not only about
green products or visible social commitment. It is also about ESG
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reporting that helps to create a sustainable brand image as well as
creating and maintaining customer loyalty. Regardless of the size of the
company or the industry (with the exception of banking and finance),
customer branding is the most important reason for introducing ESG
reporting. Customer branding is also by far the most important driver
for North American companies. 72 percent of them see improving
customer reputation as the driver for ESG reporting, while only 53
percent of European companies agree.

In times of dwindling human resources in many areas, ESG is also
playing an increasingly important role in the hiring of employees.
ESG disclosures help to communicate a company's environmental
and social activities. Sustainability is seen to matter in the job market.
After all, sustainable employer branding drives more than a third of
the companies surveyed to publish an ESG report. However, there are
cultural differences. For example, sustainable employer branding is
relevant for only 17 percent of the US companies surveyed, while it
plays a role for 41 percent of European companies. In the rest of the
world, it matters to 26 percent of companies.

Ahead of all other sectors, sustainable employer branding is seen as an
important driver in the retail, wholesale & trade industry and IT sector.
Here, 48 percent of the companies surveyed, as well as 42 percent
in the IT sector, agree that ESG reporting is a chance to improve the
employer's reputation. In all other industries, only about 25 percent
of the companies surveyed see sustainable employer branding as a
driver for ESG reporting.

Related to customer and employer branding, improved effort in the
field of sustainable finance is a key element in promoting increased
ambition to fight climate change. Therefore, sustainable finance is
important for the EU’'s Green Deal. In the EU, capital providers are
required to assess ESG risk. A way to inform and help investors in
making decisions not only from an economic perspective, but also
from an environmental and social perspective, is in the form of ESG
disclosures. ESG disclosures help to better assess the risk profile of
a company. To reduce risk, companies need to disclose ESG data
relevant for capital providers to make decisions. The survey results
indicate that the EU's Green Deal is already bearing fruit. For the
European companies surveyed, attracting capital providers is more
relevant than for companies from other regions. For 35 percent of
European companies, ESG reporting is important in attracting capital
providers. In contrast, only 22 percent of North American companies
state that they publish an ESG report to improve their standing in the
financial markets.

Monitoring improvements in ESG progress is a reason for 31 percent
of the companies surveyed to implement ESG reporting. This is
only true for 20 percent of North American companies. However,
companies outside North America see this aspect as more relevant
to the implementation of ESG reporting. They see ESG reporting as an
opportunity to improve the sustainability process. This is also in line
with the intention of the standard setters to integrate ESG into the
strategy and objectives of companies.

The retail, wholesale & trade
industry and the IT sector see
sustainable employer brand-
ing as the most important
driver ahead of all other sec-
tors.

For North American compa-
nies, sustainable employer
branding is even more impor-
tant than for companies from
other regions. Meanwhile, it
is more important for Euro-
pean companies to comply
with regulations and improve
their reputation among their
employees.
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M Europe M North America Rest of the World

Good ESG reporting drives/
improves our reputation N 5o I 72% 43%

with our customers

We have to do it to comply
with regulations I % I 26% 35%

Good ESG reporting drives/

improves our reputation | NN 41% 7% 26%
with our employees

Good ESG reporting drives
our external reputation | NI 35% I 2% 26%
with financial markets

To monitor our
improvements in the | N 34% I 20% 30%
ESG process

Good ESG reporting drives

our external reputation | I 30% k1% 30%
with our suppliers

Figure 15: What are the most important drivers of ESG reporting in your company? by region (n=268)

Sustainability is an issue that needs to be considered not only for
individual companies, but also along the entire supply chain. This
also means that suppliers select their customers based on their
sustainability risk. Particularly in supplier markets, companies are
forced to convince their suppliers of their sustainable activities. At
the same time, customers must be able to provide suppliers with
sustainability information so that they can create ESG disclosures for
the value chain. It turns out that suppliers are key stakeholders in ESG
reporting for 30 percent of the companies surveyed. It is also worth
mentioning that no significant regional differences can be identified.

Bl | ess than 500 employees M 500 - 4,999 employees 5,000 or more employees

—

M U " [t}
with regulations 49%

Good ESG reporting drives I 5%
our external reputation I 26%
with financial markets 49%

I 2 /%

R P {7
ments in the ESG process 38%

Figure 16: What are the most important drivers of ESG reporting in your company? Selected drivers of ESG reporting, by
company size (n=270)

The State of ESG & Sustainability Reporting - © BARC 2023 23



Allcompanies agree that customer brandingis the strongestdriver. The
survey results show that the location of a company has an influence
on its motivation to implement ESG reporting. In terms of company
size, there are no differences for the most part. The only exceptions
are that large companies with more than 5,000 employees see the
need to be compliant with legal requirements, that ESG reporting
can help to improve access to the capital market and the chance to
monitor improvements in the ESG process as more important than
small and medium-sized companies.

The surveyresultsalsoindicate thatif ESG reportingis the responsibility
of a specialized department within the company, customer and
employer branding are seen as much more important in driving ESG
reporting than in other companies.

04 Organization of ESG Reporting

Although sustainable customer and employer branding is essential
for customers, it can be gathered from the intentions of the standard
settersthatESGreportingis morethanjustamarketingand compliance
issue. ESG should be seen as a value driver that is incorporated into
strategic and risk management. Therefore, it is necessary to derive
targets and metrics to make ESG measurable and controllable. The
following questions that companies need to answer show that ESG
reporting is more than just a regulatory reporting topic and cost driver:

*  How do environmental and social sustainability factors directly
affect the business model?

«  What market potential and portfolio effects can be leveraged?
*  What about the future viability of our products and solutions?
« Is sustainability a growth driver for us?

*  How can we measure and evaluate ESG?

*  Whois responsible for ESG data collection?

This leads us on to the question of who takes care of ESG reporting.
The survey results show that there is no one-size-fits-all solution. The
organizational implementation of ESG reporting varies significantly.
However, it can be seen that the importance of a specialized ESG/
sustainability department is relevant for about one fifth of the
companies surveyed (see figure 17).

Currently, 43 percent of the companies surveyed have implemented
ESG reporting in the office of the CFO (including departments such as
controlling, finance and group accounting/reporting). 21 percent see
the need to drive ESG in a specialized ESG department and 36 percent
anchor ESG in other departments outside of a specialized department
or the CFO's office (see figure 18). It seems there is a variety of options.
For example, some companies see the driving force of ESG in the Risk
and Compliance Management department, the IT department, the
Investor Relations department, the Communications department,
the Quality Management department, the Procurement department

Large companies see the
need for regulatory compli-
ance and improved access to
capital markets as more im-
portant than small and medi-
um-sized companies.

43 percent of companies
have implemented ESG re-
porting in the office of the
CFO.
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or with the Environmental Officer while others set up a specialized
C-level staff position outside the CFO's office.

Head of specialized ESG/sustainability department/newly defined role for ESG
Y, 2 1 %%

Head of Finance

N, 1 4%

Head of Controlling
I, 1 2%

CFO
., 1 2%

Head of Risk/Compliance
I S

Other C-Level
I 7 %6

Head of department outside the office of the CFO
I 7%

IT employee

I, 606

Head of Group Accounting/Reporting
I 56

Other
I /%6

Figure 17: Who is driving ESG reporting in your company? (n=247)

Itis somewhat surprising that the topic of sustainability is not driven by

the controlling department as part of the office of the CFO. The need Sustainability is not driven by
to integrate sustainability into the corporate strategy and business the controlling department.
model goes hand in hand with the central objectives, but also the

methods, of controlling. Controllers can make a valuable contribution

to strategy development and planning (e.g., with scenario analyses),

in the definition and operationalization of strategic goals and in their

transition and integration into the corporate planning and control

system. These tasks and methods do not have to be limited to financial

aspects. Moreover, ESG impacts and their financial effects also have

to be measured and verified by means of KPIs. However, only 12

percent of companies have so far anchored the topic of sustainability

in controlling. Even though controlling is a very German-specific topic,

only 12 percent of the German companies surveyed see the topic as

falling under the remit of the controlling department. These results

are also consistent with a study conducted in the German-speaking

regionin 2022, in which a total of 17 percent of the surveyed companies

anchored the topic in the controlling department (see Schaffer (2022),

Controller Magazin, p. 4-8).
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Other departments
Office of the CFO

Specialized ESG department

Figure 18: Who is driving ESG reporting in your company? (n=247)

Breaking down the results, we see that there are regional differencesin

the anchoring of ESG in companies. 25 percent of European companies European companies are
say that the driving force of ESG is a specialized department, while only more likely to set up a spe-
15 percent of North American companies and 5 percent of companies cialized ESG department.

in the rest of the world have felt the need to set up a specialized ESG

department.

Additionally, there are differences in terms of the industry in which

companies operate. In the industrial sector, the majority of ESG issues In the manufacturing indus-
are managed by the office of the CFO. In banking and finance, where try, most ESG issues are man-
ESG is also very much linked to compliance, ESG is often located aged by the office of the CFO..

outside the office of the CFO or in a specialized ESG department.
Meanwhile, 31 percent of companies in the services/retail/wholesale/
trade sector have specialized departments for ESG matters.

M Office of the CFO M Specialized ESG department Other

Manufacturing 23%
Services/Retail/Wholesale/Trade 38% 31% 31%
Banking and finance 52%
Public sector 39%
m 50%
Other 50%

Figure 19: Who is driving ESG reporting in your company? by industry (n=247)
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Survey results also indicate that the size of a company impacts the

organizational implementation of ESG reporting. The larger the The larger the company, the
company, the higher the chance that a specialized ESG department is more likely it is to have a spe-
in place. At the same time, it is also evident that there is a decreasing cialized ESG department. At
tendency to set up ESG reporting in the office of the CFO in these the same time, the tendency
companies. This may have something to do with the fact that as to set up ESG reporting in

the CFQO's office decreases in

companies get bigger, more resources become available for ESG '
large companies.

reporting. At the same time, it is surprising that ESG reporting does
not fall under the remit of the office of the CFO. Of course, this also
depends heavily on the role the office of the CFO plays within the
company. If it provides strong support in strategy development and
contributes a future-oriented perspective (e.g., scenario planning as
a business partner), it will also be able to drive the topic of ESG as a
coordinating unit. However, in terms of the need to assess the financial
impact of ESG, it will ultimately always be the CFO's office that has to
deal with ESG issues. Whether the office of the CFO is the driving force
or just the supplier of ESG information remains to be seen.

B Office of the CFO M Specialized ESG department Other

Less than 500 employees 54% 11% 35%

500 - 4,999 employees 38% 19% 43%
5,000 or more employees 34% 39% 27%

Figure 20: Who is driving ESG reporting in your company? by company size (n=247)

There aredifferencesinwhether companies have alreadyimplemented

ESG reporting or are planning to do so. 86 percent of the companies Most of the companies that
that plan to introduce ESG intend to do so in the office of the CFO plan to introduce ESG intend
or in a specialized ESG department, which could be interpreted as a to do so in the office of the
concentration in these two central organizational anchors and drivers CFO or in a specialized ESG
of ESG. department.

05 Challenges

ESG can be - with the exception of many parts of the notes in a financial
statement - quite a data-intensive topic. It is therefore unsurprising
that data-related issues are top of the list of challenges companies face
when implementing ESG reporting. The data needed, especially for
the environmental chapters of ESG, has typically not been previously
scrutinized by the departments responsible for disclosing the books,
and in most cases it is too complex and voluminous to be handled in
manual, Excel-oriented workflows. In many companies, new, separate
data marts must be built or existing data infrastructures have to
undergo major updates to cover ESG.
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The number one issue (lack of data quality and reliability) tops the list

of challenges for almost all data-intensive applications and therefore Data-related challenges, such
comes as no surprise. The second issue (too many different data as poor data quality and re-
sources) is more specific to ESG, and mainly the “E” in ESG. Adding ESG liability as well as too many
to a disclosure management process multiplies the number of data different data sources, are
sources in that disclosure management process in many cases. That is the biggest problems for
why good and flexible interface functionality is taken very seriously by companies.

most of the software vendors addressing the ESG reporting market.

“Lack of interest”, “lack of awareness in departments that have to
deliver data” and “time pressure” are three organizational issues that
make it into the top 10 and show that the resource intensity of ESG
has been underestimated by many companies. “Too many manual
tasks” and “poor software support” reflect the need for professional
software support in that area, especially for companies attempting
to address ESG reporting with their existing infrastructure (e.g., using
Word and Excel only).

Lack of data quality and data reliability
[l

Too many different data sources

. 36%

Lack of resources

N 32

Too many manual tasks

N 0%

Lack of interest/awareness in departments that have to deliver data

N, 7%

Time pressure

[, 2 3%

Unclear definition of requirements

I, 22 %

Poor software support

N, 2 1 %%

Unclear/changing definition of KPIs

N, 0%

Other
I <%

Figure 21: What are the biggest challenges you encounter in running ESG reporting today? (n=259)
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Comparing laggards and leaders, the biggest challenges for laggards
are a “lack of resources” and “unclear definition of requirements”.
It seems that laggards do not take ESG too seriously and therefore
dedicate fewer resources in general and less effort to defining goals
than leaders. On the other hand, leaders seem to complain about
more challenges: they are much more likely to have issues with “too
many manual tasks” or “time pressure”, which perhaps reflects the
more advanced goal-setting for ESG reporting by companies where
the topic has a higher priority.

The biggest challenges for
laggards is a lack of resourc-
es.

B Much or slightly better at implementing ESG reporting
B Much or slightly worse at implementing ESG reporting

Lack of data quality and
data reliability

Too many different data
sources

Lack of resources

100 ANy ANl S KS — 1 90

Lack of interest/awareness

I /300
. 389y

I 3%
I 319%

I 2 300
______________________________________________ WA

I 3696

I 34%

in departments that have
to deliver data

Time pressure
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Figure 22: What are the biggest challenges you encounter in running ESG reporting today? by leaders vs laggards (n=227)

Looking at the differences between Europe and North America, it is
interesting to note that the main challenges of the two regions are
totally different (see figure 23). While North American companies see
“lack of interest” and “too many manual tasks” as major challenges, itis
the data issues that cause more headaches for European companies.
We believe that the more detailed European reporting standards for
ESG are the main reason behind these differing points of view.

European companies strug-
gle more with data issues,
while North American com-
panies see “lack of interest”
and “too many manual tasks”
as major challenges.
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Figure 23: What are the biggest challenges you encounter in running ESG reporting today? by region (n=257)

Looking at the challenges by company size, most of the differences

can be explained away quite logically (see figure 24). For example, The challenge with a large
the fact that the number of data sources and manual tasks tend number of data sources and
to increase in line with company size is natural, and therefore the manual tasks increases with
number of companies that see those issues as critical rises accordingly. company size.

“Time pressure” seems to be felt more in small companies, where
ESG reporting is most likely covered without additional dedicated
resources, typically extending the to-do list of the CFO's office.
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Figure 24: What are the biggest challenges you encounter in running ESG reporting today? by company size (n=259)

There are some notable differences between organizations in
which the office of the CFO runs ESG initiatives and companies with
specialized departments. Obviously, companies that add the topic
to the agenda of the office of the CFO tend to underestimate the
resources needed for ESG (see figure 25). On the other hand, the
office of the CFO seems to have fewer problems with data quality and
interfaces. We believe this is because many data integration and data
management tasks are already performed by the office of the CFO
these days, so it has evolved into something of a competence center
for business intelligence in recent years.
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Companies where the CFO's
office is responsible for ESG
reporting tend to underesti-
mate the resources required.
On the other hand, special-
ized ESG departments seem
to have more data issues.
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Figure 25: What are the biggest challenges you encounter in running ESG reporting today? by “Who is driving ESG reporting in
your company?” (n=237)

06 Potential and Ways to Improve ESG Reporting

We asked survey participants about the following three sub-processes
to discover what might help to improve ESG reporting:

« Collecting and integrating data from various sources
+ Aggregating, calculating ESG KPIs and publishing reports
*  Measuring the financial impact of ESG activities
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Figure 26: How much potential for improvement do you see in the following steps? (n=267)

43% 43% 11%

The phase with the highest potential to be improved is the collection

and integration of data from various sources. 90 percent of the All companies that have al-
companies surveyed recognize a need for improvement here. Overall, ready implemented ESG
it is clear that the entire process of ESG reporting in most companies reporting see a need for
is not yet fully developed and therefore needs to be improved. improvement in all sub-pro-
Only a few companies see no need for improvement in any of the cesses of the ESG process, es-
aforementioned areas. pecially in the collection and

integration of data.

It is worth noting that the length of time a company has been
reporting on ESG has no influence on whether they see potential for
improvement. In general, those that see no potential at all are the
ones that are still in the planning phase and have not yet published
an ESG report. On the flipside, it is the companies that already do ESG
reporting that see room for improvement. Even those that consider
themselves as leaders recognize the need for improvement in the
three phases of ESG reporting in a similar way to laggards.

M Less than 500 employees M 500 - 4,999 employees 5,000 or more employees

High potential for collecting N S 300
and integrating data from I 54%
various sources 73%

High potential for measuring I 7%
the financial impact of ESG I 34%
activities 48%

Figure 27: How much potential for improvement do you see in the following steps? Selected steps by company size (n=267 and
n=265)

The survey results show no significant differences in terms of industry
either. However, in contrast to small and medium-sized companies,
large companies with more than 5,000 employees see more potential
to improve the way they measure the financial impact of ESG activities
and also in collecting and integrating data from various sources.
Complexity seems to increase in line with company size, and with it
the need for improvement.

The State of ESG & Sustainability Reporting - © BARC 2023 33



Train existing employees

3y

Collaborate with external experts

N, 4496

Improve data literacy

N, 4396

Collaborate with business partners (e.g., suppliers)

N, 330%

Hire new experts

I, 256

Establish centers of excellence for experts

I 8%

Offer tool-oriented training

I, 1 7%

Distribute experts to business departments

I, 1 6%

Other
2%

Figure 28: How do you plan to improve your organization’s ability to successfully implement ESG? (n=242)

What steps can be taken to improve ESG reporting? Interestingly,
improvements to the data landscape and software are not perceived
asthe main avenuesfor progress. Instead, 66 percent of the companies
surveyed see potential for improvement by training their existing
employees. This lack of internal expertise is perceived as a problem

that should be counterbalanced by external expertise. For this The lack of internal expertise
reason, collaboration with external experts is identified as the second can be compensated by ex-
best option to improve ESG reporting. 44 percent of the companies ternal expertise.

surveyed see potential for improvement by collaborating with external
experts rather than by hiring ESG experts or even establishing a
separate center of excellence for experts. This may be because there
are currently few ESG experts outside the consulting firms. It may also
be that companies see the need for additional expertise only during
the implementation phase and when adapting to, for example, new
ESG reporting regulations. Similarly, consultants are often in demand
when new financial accounting standards are introduced. External
experts offer the opportunity for knowledge transfer and the sharing
of their experience. However, as in financial reporting, ongoing ESG
reporting is carried out by internal staff.

It is noteworthy that companies that consider themselves as best-in-
class see significantly less potential for improvement in staff training
than others. Only 41 percent of the leading companies recognize a
need for improvement in employee training. 32 percent also see less
need to work with external experts than other companies. This may
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be because employee training has already taken place and it is felt
that external consultants are not required. Differences can also be
seen in the fact that leading companies see the potential to improve
ESG reporting through collaboration with other business partners.
This can be taken as an indicator that leading companies are already
addressing ESG for the entire value chain.

M Europe B North America Rest of the World
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67%

I /6%
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Figure 29: How do you plan to improve your organization’s ability to successfully implement ESG? by region (n= 240)

Regional differences only exist to the extent that North American
companies are more likely to hire new in-house experts. However,
training existing employees is less important to North American
companies. Meanwhile, the need to involve external experts is viewed
as equally important across all regions.

Building up ESG know-how is essential, especially in the early stages.
However, due to ongoing regulatory changes, it is vital to stay up to
date with developments. Therefore, employee training is essential
even in companies that have been publishing ESG reports for several
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years. 57 percent of the companies that have been publishing ESG
reports for several years also see potential for improvement in data
literacy.

In all company sizes, few differences can be identified regarding the

potential for improving ESG reporting. 76 percent of companies with Large companies see more
more than 5,000 employees compared to 56 percent with less than potential for improving ESG
500 employees and 66 percent with 500 - 4,999 employees see the reporting by training their
potential to improve ESG reporting by training existing employees. employees.

Improving data literacy is considered relevant by 31 percent of
companies with less than 500 employees, 48 percent with 500 - 4,999
employees and 51 percent with over 5,000 employees.

07 Technological Implementation of ESG

There is currently no dominant or logical technical platform where
ESG software implementations take place. Generally speaking, there
are a couple of possible places in which ESG, or at least part of it, could
be implemented.

Besides the mostly smaller companies that try to implement ESG

reporting entirely with Word and Excel (which actually do play an To implement ESG reporting,

important role in almost all ESG implementations at some point), there are three main options

there are three main options: (besides Word and Excel):

ERP, add-ons to the financial

* ERP: As much of the relevant data is produced and maintained reporting/group accounting

there already, some companies consider their ERP system as a solution and specialized ESG
good place to implement ESG. Some ERP vendors offer add-on reporting solutions.

modules for ESG or have announced they will be releasing such
add-ons in the future. Generally, doing reporting in ERP systems
directly without a separate database for analytics is not the best
choice, as we have learned from the experiences of several of
our customers. Such platforms are typically not suitable for
the individual data modeling required for more advanced ESG
scenarios.

« Add-ontothefinancial reporting/ group accounting solution: Many
companies have already invested in CPM suites or specialized
disclosure management solutions which provide functionality for
disclosing financial reports. This is quite a natural place to add
ESG functionality, although especially the “E” in ESG requires a lot
of complexity in terms of data structure, interfaces to new source
systems and workflows. That is why many of the leading CPM and
group accounting vendors such as Workiva, Board, OneStream,
Tagetik and others have started to build their own ESG add-ons
which not only cover the taxonomy and the general disclosure
workflow, but also bring in data models as templates for sub-
systems (e.g., carbon accounting).

* Specialized ESG reporting solutions: The functionality required
for ESG reporting has opened up a new opportunity for start-up
software companies fully focused on ESG reporting. These include
Greenomy, Envoria, Cubemos and many others. Most cover core
ESG data collection, calculation and monitoring and rely on existing
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solutions for the last mile of the disclosure management process.
With this positioning, they are a natural partner for disclosure
management point solutions such as Amana, ns.publish, fire.
sys and many others, as the combined offering covers the whole
process.

Additionally, there are a couple of point solutions in the market
covering part of the functionality required. Carbon accounting, which
is probably the most complex part of the ESG reporting process, is a
typical example. These companies often partner with other players in
the ecosystem.

This has led to a situation in which a large number of vendors are
marketing solutions for ESG, sometimes offering the complete value
chain, but more often only part of the process. The net result is that
the market is tricky to navigate. Also, several interesting partnerships
have been struck whereby point solutions go to market in partnership
with leading ERP or CPM vendors.

B We have already invested M Investment is in progress/planned in the next 12 months
Investment is planned in the long term M We have no plans to invest

Risk management software 25% 20% 18%
Additional software to collect
data in the production process 21% 22% 20%

Add-on modules for our existing

financial reporting/grol 22%

accounting solution

Additional ERP modules (e.g., SAP) 19% 21% 19%
SR VATSAOUGICII 220 | 6% | 3%
software solution 22% 16% 28% 35%

Additional IoT components

(eg. production machines) | TEIRETIN " 50%

to alitomate data collection

Figure 30: Have you invested (or do you plan to invest) in any of the following software solutions for ESG reporting? (n=253)

In our study, we asked which of the options are being considered

or have been considered as a platform for ESG reporting. As we can None of the options has yet
see, the market has not decided where to go yet, and we believe this been able to become estab-
situation will remain the same for some time. A couple of different lished in the market as a plat-
solution categories are fighting for market share. form for ESG reporting.
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BARC believes that the CPM / group accounting vendors and
specialized ESG solutions will be the main players in this field in the
future. Specialized solutions have their clear benefits in more complex
scenarios (e.g., in production companies where a lot of complex
environmental data is collected and the data structures are typically
quite complex, requiring a separate data model for the “E” in ESG).

We also see CPM / group accounting vendors - including specialized
disclosure management solutions - addressing the ESG market
very actively and professionally. As the disclosure process is already
covered with these solutions in most user companies, ESG is a natural
extension of that. In addition, those companies have a very good and
trusted relationship with the office of the CFO as the typical buying
center for ESG reporting.

Comparing leading companies to laggards, there is a clear picture

within those companies that have already implemented at least the Leading companies prefer
first phase of ESG reporting: The companies that believe they are specialized solutions.

much better or slightly better at implementing ESG reporting prefer

specialized solutions, while laggards can be found mainly in the two

other groups.

B Much or slightly better at implementing ESG reporting
B Much or slightly worse at implementing ESG reporting

Already InVested IN A N 3/
specialized ESG reporting o 3% ’

solution

Already invested in add-On g 579

modules for our existing I ()
financial reporting solution °

Already INVested N e 19

additional ERP modules
]
(e.g., SAP) 26%

Figure 31: Have you invested (or do you plan to invest) in any of the following software solutions for ESG reporting? Selected
solutions by leaders vs laggards (n=253; n=248 and n=237)

This could reflect the fact that those companies where ESG reporting is
considered highly important and that have invested early in the people
and technology typically have more complex ESG data structures and
therefore predominantly choose specialized solutions with their more
sophisticated data models.

Comparing the last mile of ESG reporting, the publishing of the reports,
there are some differences between Europe and North America, the
two main regions covered in our study.

It is interesting to see that in North America, companies are much
more likely to try to add ESG reporting to their existing ERP solution,
while specialized ESG solutions are much preferred in Europe, as is
Word/Excel (see figure 32).
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M Europe B North America

Excel/Word/PowerPoint [ N > 3% I 16%
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Figure 32: What are you using/planning to use as the main tool for publishing ESG reports? by region (n=248)

We interpret the higher share of Excel/Word/PowerPoint usage
in Europe as a cultural difference: European reporting culture is
driven more by customization and individuality, while standards are
more popular in North America. One could argue that Excel/Word/
PowerPoint is also the natural choice of small companies, but this is
not true as the breakdown by company size shows:

M Less than 500 M 500 - 4,999 5,000 or more
employees employees employees
Excel/Word/PowerPoint N 22% I 30% 17%
Specialized ESG reporting
software NI 10% . 9% 20%
Bl/analytics/CPM software [ 330 N 33% 30%
ERP (SAP or other) N 9% B 9% 9%
Our consolidation/group
accounting software I 5% W 7% 9%
Our own custom-built N 0 0
solution M 3% W 5% 9%
Spreadsheet software 0 0 0
e.q. Excel) Il 0% B 3% 4%
Other M 4% 0% 3%

Figure 33: What are you using/planning to use as the main tool for publishing ESG reports? by company size (n=250)
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Excel usage is highest in midsize companies. Generally the differences

are small, but with one exception: Specialized ESG reporting solutions Excel usage is highest in mid-

are preferred mainly by big companies with more than 5,000 size companies. Specialized

employees, which makes sense as the complexity of ESG data models ESG reporting solutions are

is greater in larger organizations. preferred mainly by large
companies.

In terms of the people responsible for ESG reporting, there are two
big differences in choices of technology. Not surprisingly, the idea of
using the ERP system for ESG is popular in the office of the CFO, while
specialized departments tend to select specialized solutions more

often.
B Office of the CFO B Specialized ESG Other
department
Excel/Word/PowerPoint [N 22% I 24% 22%
Specialized ESG reporting
software I 10% I 22% 1%
Bl/analytics/CPM software [ NI 3/ N 34% 39%
ERP (SAP or other) [ 14% W 4% 7%
Our consolidation/group
accounting software I 7% B 12% 4%
Our own custom-built B 3% 1 2% 9%
solution
Spreadsheet software 0 0 0
(e.g., Excel) . % 0% 6%
Other B 2% 2% 2%

Figure 34: What are you using/planning to use as the main tool for publishing ESG reports? by “ Who is driving ESG reporting in
your company?” (n=234)

Data collection for ESG projects

We divided the process of producing ESG reporting into two major
steps in our survey: Data collection and the publishing of reports.

Data collection includes the modeling of a data model for ESG as well

as the collection of data from various source systems while publishing The ESG data collection pro-
includes the workflows for bringing the data together in a formatted cess appears to be the most
document, quality assurance and the production of the reports. time-consuming and also has
The calculation of KPIs is included in both steps. As an example, the the most potential for im-
calculation of more complex KPIs (e.g., carbon accounting) is typically provement in the overall ESG
done in the first step, whereas simple calculation (e.g., percentage of process.

management by gender) is typically done in the publishing step.
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We pay particular attention to the ESG data collection process, as this
sub-process appears to be the most time-consuming and is also seen
as having by far the highest potential for improvement in the overall
ESG process by the participants in the study.

M High potential B Medium potential Low potential M No potential
Collecting and integrating

data from various sources ol 2o 6%

Aggregating, calculating KPIs 43% 43% 1%

and publishing reports

et oEeae seice IS =T

. PR 0 ) 0, 0

impact of ESG activities 35% 43% 16%
Figure 35: How much potential for improvement do you see in the following steps? (n=267)

Due to the complex nature of ESG reporting structures, there is no
one-size-fits-all instrument for data collection. Various data sources
have to be combined, some of them with very small data volumes
and simple structures. Therefore, it is no surprise that Excel plays a
major role in the data collection process. The breakdown by company
size shows once again that this is not an issue exclusive to small
companies - Excel is used mainly or frequently in more than 80
percent of companies of all sizes. For the majority of the very small
companies surveyed, it is the main tool of choice, whereas more than
half of large companies use it at least frequently.

M Excel sheets are mainly used M Excel sheets are frequently used

N 5
Rl A -, 0

AL/

500 - 4,000 M0y S S 3%

I 330
2100 O 0T Dy S e —— 5 %

Figure 36: How often do you use the following technologies in the data collection process? Usage of “Excel sheets” by company
size (n=259)

Given the error prone process of collecting data with Excel, it is to

be hoped that this is only used for the simple parts of the process Excel is most often used for
described - although our experience suggests otherwise. In the data collection, especially by
survey, 84 percent of participants claimed they use Excel “mainly” or small companies.

“frequently”. This indicates huge potential for further automation in
the fine-tuning of the ESG data collection process.
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B Mainly used M Frequently used Occasionally used M Not used

Excel sheets 43% 41% 14%

P g e s
prsrucyred docunents N
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P production process (oD L
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Figure 37: How often do you use the following technologies in the data collection process? (n=259)

The breakdown into leading companies and laggards shows that

investing in new, specialized ESG modules clearly pays off. There is Leaders often use new tech-
a strong correlation between the perceived quality of ESG reporting nologies for ESG data collec-
projects and the buying behavior for specialized ESG software. tion.

M Leaders M Laggards

e e e N 72

in for ESG are mainly or

frequently used I 13%

Figure 38: How often do you use the following technologies in the data collection process? Usage of “New technologies invested
in for ESG" by leaders vs laggards (n= 236)

Our assumption is that many of the new technologies for ESG

reporting are used in the area of automation, which is one of the ESG brings additional re-
major challenges in this topic. “Bad software support” and “too many quirements that in most cas-
data sources” are both in the top 4 list of challenges faced by the es cannot be covered by ex-
participants in our survey. This shows that the automation of data isting technology.

collection seems to be one of the biggest challenges that often cannot
be handled properly within the existing software infrastructure.
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Methodology and Demographics

This worldwide online study was conducted from November 2022 to
January 2023. It was promoted within the BARC panel, via websites
and to newsletter distribution lists. A total of 283 people took part,
representing a variety of different roles, industries and sizes.

Due to rounding, totals may not add up precisely. The selection of the
answer option “Don’t know” is not taken into account in the sample

size stated below each chart and is also hidden in the charts.

Data & analytics expert in business unit

- [Eu

Executive/C-Level

N, 2 3%6

Other
I 1 5%

Data & analytics competence center

I 6%

Manager/consumer in business unit

I 3%

Manager/developer in IT

I %

Figure 39: What is your role in the company? (n=272)

Manufacturing

KB

IT
I, 1 3%

Services

I, 1 2%

Banking and finance

I 1 %

Public sector

I 1 0%

Other
I ©9%

Retail / Wholesale / Trade
I ¢

Figure 40: Which of the following best describes your organization's industry sector? (n=272)
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Figure 41: How many employees does your company have? (n=272)

Less than 5

I /1%

5-19

. 5%
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Figure 42: How many subsidiaries are part of your group reporting? (n=250)

Europe

N 1%

North America

I, 207%

Asia and Pacific

I 6%

South America

W%

Africa
B 1%

Figure 43: In which region are you located? (n=270)
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Leaders vs Laggards

We have divided the sample into “leading companies” and “laggard
companies” in order to analyze differences in dealing with market
dynamics. This differentiation was based on the question “How would
you rate your company’s implementation of ESG reporting compared
to similar companies?”. Companies that stated that they were much
better at implementing of ESG reporting than their competitors are
referred to as “leaders” (17 percent), while those that stated that they
were somewhat or much worse than their competitors are classified

as “laggards” (21 percent).
Much better
17%

Slightly better
Y 24 %%

Similar

N 3%

Slightly worse
I — 17%

Much worse

4%

Figure 44: How would you rate your company s implementation of ESG reporting compared to similar companies? (n=233)
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BARC

Data Decisions. Built on BARC.

BARC is one of Europe’s leading analyst firms for business software,
focusing on the areas of data, business intelligence (Bl) and analytics.
The company was founded in 1999 as a spin-off of the chair of Business
Administration and Information Systems at the University of Wirzburg,
Germany. Today, BARC combines empirical and theoretical research,
technical expertise and practical experience, and a constant exchange
with all market participants to provide market-leading research publi-
cations, events and advisory.

Research

BARC user surveys, software tests and analyst assessments in blogs
and research notes give you the confidence to make the right decisions.
Our independent research gets to the heart of market developments,
evaluates software and providers thoroughly and gives you valuable ideas
on how to turn data, analytics and Al into added value and successfully
transform your business.

Consulting

The BARC Advisory practice is entirely focused on translating your
company's requirements into future-proof decisions. The holistic advice
we provide will help you successfully implement your data & analytics
strategy and culture as well as your architecture and technology. Our
goal is not to stay for the long haul. BARC's research and experience-
founded expert input sets organizations on the road to the successful
use of data & analytics, from strategy to optimized data-driven business
processes.

Events

Leading minds and companies come together at our events. BARC confe-
rences, seminars, roundtable meetups and online webinars provide more
than 10,000 participants each year with information, inspiration and
interactivity. By exchanging ideas with peers and learning about trends
and market developments, you gain new impetus for your business.
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formation, software solutions, and services for the healthcare; tax and Tagetik GmbH
accounting; governance, risk and compliance; and legal and regulato- Arnulfstr. 31

ry sectors. We help our customers make critical decisions every day 80636 Munich

by providing expert solutions that combine deep domain knowledge Phone: +49 89 149025100
with technology and services.

EMail:
tgk-de-info@wolterskluwer.com

Wolters Kluwer reported 2022 annual revenues of €5.5 billion. The
group serves customers in over 180 countries, maintains operati-
ons in over 40 countries, and employs approximately 20,000 people
worldwide. The company is headquartered in Alphen aan den Rijn, the
Netherlands.

www.wolterskluwer.com/en/
solutions/cch-tagetik

Wolters Kluwer shares are listed on Euronext Amsterdam (WKL) and
are included in the AEX and Euronext 100 indices. Wolters Kluwer has
a sponsored Level 1 American Depositary Receipt (ADR) program. The
ADRs are traded on the over-the-counter market in the U.S. (WTKWY).

Through its expert solution, CCH® Tagetik, Wolters Kluwer provides a
platform for strategic and financial information that enables CFOs and
their employees to execute their financial strategy by making faster,
more informed decisions.

The proven CCH® Tagetik corporate performance management
(CPM) solution streamlines financial close and consolidation, integra-
ted business planning, and regulatory compliance including ESG and
sustainability. The open and extensible CCH® Tagetik platform, based
on the Analytic Information Hub, easily connects financial and opera-
tional data with operational solutions to generate insights across the
enterprise.
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