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Why we neediechnology to support
next-generation reporting and management

This Guide developed by the participants in the <IR> Technology Initiadffers practical
assistancdor ChiefFinancial Officers (CFG®eking to craft technology capabilities that support

and enable nexgeneration business management and reporting pracfice.day ' s busi

problems are daunting to address, but there are companies already doing practica thing

ness

change the way they work, and introduce a new information culture into their organizations. The

purpose of this document is to introduce CFOs to these issues, and provide straightforward,
practical ways to avigatethis fastchanging landscape

Today' s enwitorsmentiechanging at a phenomenal rate. Technology has played a key

role in driving some of that change, particularly through disruptive business models, the use of

big data, and the speed of business interactions. But it also esdbisinesses to understand,
assess and act on the wider issues that drive superior performance.

For years, businesses have been held backdrkets focused on the shetérm, a hck of longer
term thinkinganda shortage ofnformationon the true source ofreliablevalue creation in a
companyover time—things like innovation, brand equity, customer loyalty, &eg stakeholder
relationships Fortunately, there is ool to help businessegnderstand, manage and
communicate about the sources of valueation: Integrated ReportinglR>brings together
material information abouta o0 r g a nperfoanariceaarosssall relevant resource areas or
‘capitab ’ in ways that enabl e In¢heltuginess and énbanaec d
communication outgle it.

This sort of nexgeneration approach to business thinking, management and repodiépgnds
on broader information sets and quicker, more sophisticated ways of analysing the material
information required for decisiomaking.In modern companies, iequires the application of
technology to the transition from the current model of management practice and corporate
reporting (largely financials only) to an integrated view.

Jyoti Banerjee<IR> Technology InitiativdIRC

! There is a companion documeifthe Technology Blueprint for Integrated Reportingich is aimed at
chief information officers (CIOs) who need to implemeniraegrated information architecture.

man a ¢
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Relationship between the CFO and CIQO is critical

Foreword byAbhijit Bhattacharya, Chief Financial Officer, Royal Philips NV

Ly (G2RI&8Qa o0dzaAySaa Sy@ANRYYSyiGs GSOKy2ft23& LX
organizational value and competitive a@dntage.lt is therefore essential foCFOdgo0 ensure

that technology investmentsre fully alignedwith strategic plango drive business

performance while addressingocial and environmental trends

At Philips, for example, our holistic approach across #edth continuum from healthy living and
prevention, to diagnosis, treatment and home care is a result of our recognition that patient
outcomes can be vastly improved by integrating innovative technological platforms with new
methods of care.

Global resotre constraints on health systemsust be met by aalue-based healthcare to

reduce cost, increase acceasd improve outcomesAt the same time, aging populations across
the globe and the rise of chronic conditions are driving a shift of care to foggtrsettings and

the home.In parallel, more and more people are looking for new ways to proactively monitor and
manage their healthThese challenges can only be met through new, more integrated forms of

care delivery across the health continuum, wittd i ft away from today’' s f o

late-stage interventionsPhilips is addressing these trends by playing a leading role in the
digitalization of healthcaréhat shifts value fromindividual productgo integrated solutions
comprising hardwae, software and services.

As CFO, it is my job to ensure that the capital markets clearly understand how the important work

we are doing to make meani ngf ulsdiectipimovements t
economic valueBy role modding integrated thinking across our organizatienabled by data

driven actionable insighfsve invest in meaningful innovation to drive sustainable growth and

i mprove people’s lives. This approach enabl es
markets in a way that demonstrates how we cressdue.

| am proud of the lon@eritageof Philipsin the area 6 sustainability reporting, beginning with

our first environmental Annual Report published in 1999. This was expanded in 2003, with the
launch d our first sustainability Annual Report, which provided details of our social and economic
performance in addition to our environmental results.

In 2008, we decided to publish an integrated financial, social and environmeptatty

reflecting the progress we have made embedding sustainability in our way of doing business.
This is also supported by the inclusion of sustainability in the Philips Mission, Vision and the
company strategy.

We are pleased that the CFO Guide to Technology for Integrated Reporting will serve as a
practical guide to CFOs as they seek to use technology as a means to enhance reporting about
how companies are addressing the full set of key transfdional trends that affect-and drive
value—in businesses today.
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The <IR> Technology Initiative

The information challenge is increasing all the time. Already, corporations have to produce
regulatory financial information and prescribed environmental, social and governance (ESG)
disclosures, while many add corporate social responsibility (CSR) aathabsity reporting to
this list. Integrated Reporting, or <IR> for shta high level approach that connects the
material elements oéll that informationand helps to identify any missing piecésensure
concise, decisionelevant reporting thaenables strategidntegrated thinking.

The <IR> Technology Initiative isalti-year programme of the International Integrated

Reporting Council (IIR@gat seeks to build a deep understanding of how technology can be
applied tohelp progressive report preparers and uséosachieve their goals, and to consider how
the evolution of corporate reporting is impactirgand being impacted by technology.

The patrticipants in the <IR> Technoldgjjiative have collaborated othis Guide:Technologyfor
Integrated ReportingThe contributors are:

Atos:Pilar Bareand Herman Verbaken

CR360Efrain Quiros

Controlling Group: Andreas Bollongino and Klaus Gerwig
Deloitte: Dave van den Ende

EY: Elodie Timmermans

Finext: Swayambhu Djwalapersad ai@sley Schulte
Indra:Begona Morales

KPMGMatthew Chapman and Martyn van Wensveen
PwC:Adrian Hughes

Software for Sustainable Business (S45@&)rt de Blok
SAPChris Zerlauand Elmar Paul

Satriun Group: Caspvan Leeuwen

Tagetik:Dave Kasabian

Obserer: European Commission, represented by Piotr Madi& Justice

Our grateful thanks to thetber contibutors to the documernt
Masatomo Goto

Mateusz Hojda

Benjamin Miller

Thomas Odenwald

Michal Péchocki

Olivier Servais

Natalya Sverjensky, Fronesys

Input to thiswork hasalsobeen collected during roundtables with representatives of various
stakeholdersincluding participants in the <IR> Business Netwbhlese roundtables have been
organizd in different places around the world between May dbelceniper 2015.

For more information on the <IR> Technology Initiative, please ¢égadiinitiative @theiirc.orgr
visit the websitehttp://integratedreporting.orag/ir-networks/ir-technologyinitiative/
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Chapter 1: The case for integrated thinkigg
and the enabling role of technology

Therole of the CFO iscreasingly strategicFor decades the CFO has operated as the financi
gatekeeper of the company. The role of the CFO has focused on governance, compliance and
control, seeking to optimize the efficiency of therganization and to manage financial
complexity. Fourimportant developments in the global business environmenteabeginning to
changethis situation.

1. Calls for longermism

Investor communication has traditionally focused on the sherin financial performance
articulated in annuateports forshareholdes. However, demand is now growing from
shareholders andtakeholders such as BlackRock CEO LarR/f&intke boardto additionally
articulate a clear strategy for longégrm value creation, as wedls the metrics to support it.
Providers of financial capitaicreasingly believe that a longtrm perspectie helps them to
understand shorterm financial results in the right context.

2. Visibility of multi-capitalinformation

The increasing importance of informatitweyond just the financias broadening the scope of

financial and regulatory reportingfortwi ch t he CFO i s responsi bl e.
role in decisioruseful disclosure, as the CFO increasingly becomes a partner with the CEO in
executing strategy. This is reflected in a growing number of regulatory requirements around the
world. From 2018, for example, all large European enterprises will have to disclose nratétial
capitalinformation to their stakeholders. Further, a broader range of metrics (beyond the purely
financial) are increasingly used by investors in making theowee allocation decisions: witness

the nearly $20 trillion of investments made worldwide2@14that incorporatedmulti-capital
information into investor strategies.

3. Exponential growth of data

A new understanding of the role of data in driving bettemarter, reatime decisions is changing

the way businesses compete and operate. This data may be from insideghizationor

outside of it, it may be structured or unstructured, online or mobile. Companies that invest in and
successfully drive vadufrom their data will enjoy a performance advantage over their peers. The
challenge for CFOs is to enable a structured approach to deersaimg through datalriven
insights,enhancing the position of the CFO as the one delivering corporate. truth

2 Footnote source: Larry Fink letter to S&P CEOs February 2046 //www.blackrock.com/corporate/en

gb/literature/pressrelease/ldfcorp-aow2016.pdf
8 US SIF and Eurosif data from 2014


https://www.blackrock.com/corporate/en-gb/literature/press-release/ldf-corp-gov-2016.pdf
https://www.blackrock.com/corporate/en-gb/literature/press-release/ldf-corp-gov-2016.pdf
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4. Disruption driven by new business models

New business models are transforming the global business landscape and reshaping entire
industries. The majority of the opportunities for these models are emerging from new and
innovative ways of applying technolptp traditional business practices. In this volatile
environment, the key for the CFO is getting ahead, and staying ahead of disruption. CFOs need
sharper tools to enable them to do this, because the rate of change will only accelerate.

The role ofintegrated Reporting <IR>

There are individual solutions available to each of these developments in the business landscape.
For example, some companies are exploring analytic solutions across their complex and
fragmented information landscapes. Others aeeking new ways to track and report on metrics

for nonfinancial capitalsThe investments required to implement these compartmentalised
approaches can be prohibitively expensive, and yet not scale effectively.

<IR> (which includes integrated thinking ae@orting) is led by the International Integrated
Reporting Council (IIR€Ea broad coalition including business, investors, standard setters, stock
exchanges and NGOs aiming to drive an evolution in corporate repoFtieginternational <IR>
Frameworkis providing a way for companies to think, plan and report on the business, supported
by an integrated information architecturglR> is helping businesses to think holistically about
their strategy and plans, make informed decisions and manage keyagibksld investor and
stakeholder confidence and improve future performance.

An integrated report is the most
visible outcome bintegrated
thinking within the business. It

encapsulates, in a concisecan GLYUSINFUSR UKAYlAy3d Aa UKS

organization of the relationships between its various operating

mtegr?tEd way, how an and functional units and the capitals that therganization uses
organiat i on’ s st r atoeafkys,Integrated thinking leads to integrated decision
governance, performance and making and actions that consider the creation of value over the

prospects lead to the creation of & K2 NI = YSRAdzZY by R T2y3 0SNYae

value over the short, medium and the |nternational <IR> Framework
long-term. This process of

integrated thinking drves

communication by the

organiation internally and externally.

At the core of <IR> is an understanding of how the organization is performing to create value over
time across all the resources and capitals that are material to its busseds as: financial,
manufactured, natural, social & relationship, human and intellectual capitals

In an increasingly complex and interconnected world, there is an increasing blizzard of

information generated by businesses and by others. It can be ovémifig and confusingmost

people don’t have time to make sense of it. The
organizations focus on the strategic and relevant information. Technology has a critidal role

supporting the integrated thinking anti¢ reporting processes to make sure that both

management information and external reporting are fit for purpose.
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The rest of thisGuideexplores the business issues related to deploying technology to support
integrated thinking and reporting. The focuis exploring the questions and issues that CFOs
should discuss with their information managers and technology specialists to create the right
environment. The objective of this partnership is a smart information architecture thatean b
implemented acrosghe organiation, enabling the integrated thinking and reporting required to
improve understanding of how valug created

The bottom line

i1 The role of the CFO is becoming increasingly strategic, driven by a disruptive global business
environment where longeterm perspectives antiroaderinformation needsare changing
reporting and disclosure requirements

1 Integrated thinking and reporting re<IR>hasglobal manentum as iseing embraced by
companiego help them deal wittthis rapidly changing landscape

1 <IR> unites information across multiple capitals and over time, enabling a company to
communicate its value creation story to stakeholders. more holisti@and effectiveway.

1 Businesses and their stakeholders ndedadea, more relevaniand matue informationto be
resilient and thisreateschallenges that require the CFO to collaborate with the. CIO

Why technology matters to <IR>

Techmology hagplayed a key rolén disclosure since the early adoption of information technology
for business reporting in the 198080 date, theemphasis of applying new technology has largely
been on improving the cost, speed and quality of financial répgrt As a resultorporations

have made significant investmeritssystemslesigned tgprocessand safely storetatic, single
useinformation. These legacy systermntinue to serve their intended purpoger traditional
financial reporting.

The moden business landscape poses a new set of challenges. Telling the story of how an
organization creates value over time, and across multiple capitals beyond the financials, requires
connected, rapidly changirigformationto flow into management reporting, atysis and
decisionmaking.The data underpinning the value creation stoseds to becollected, integrated

and processedh the right way.

The big shift in the role of technology in reporting

Given this context, there is a significant difference betwdentechnology required to support
traditional reporting, and the technology required to enable integrated thinking and reporting
and reportng processes, as the following chaldstrates.
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Comparing a traditional information management approach t¢Re

Domain Traditionalapproach Integrated thinking and reporting

Overall Traditional reporting is a reflection on thg Integrated Reporting is the outcome of
O2YLJ y&Qa TFAY!Il yh@ks! | integrated thinking made possible by
not fully connected tcstrategy, operations| financial and other material information
and some organizational controls. that is connected ¢

reporting, strategy, operations and
controls.

Strategy The strategy planning process is <IR>drives integrated decisiormaking
disconnected fronreporting: both are led | across the organizatiorit is made possible
by separate departments, anchéincial through collaboration, and resulting insigh
information is prioritizd. informs strategy planning

Operations | Information is siloed within the <IR> informationis connected across the
O2YLI yeQad RSLINILYS|O2YLI yeéeQa RSsksthdsy Sy
multi-capitalinformation (beyond the connectivity is enabled and managed
financial)is often unstructured, with across multiple capitals and time horizong
limited visibility across the orgaraion.

Reporting | Reporting is largely backwartboking and | <IR> tells the story of how the company
focused on financial performance: creates value over timethe strategy of the
disclosure is within a shoeterm context | company factors in multiple capitals and i
and communicated with static toals backed up by relevant metrics and

narrative

Controls Reporting is governed by weéstablished | The quality and integrity of <IR> is

systems and rule$or financial
information: financial data is sourced wit
a consistently high level of quality and
assurance and any datm other capitals
is collected a¢hoc.

governed acrossll information:
organiations focus onmproving the
quality of dataacross all material capitals
giving wider access to this information
throughout the company

The impact on information consumption

It is important to note that this shift transforms not only how information is produced by
organizations, but also how information is consumed by external stakeholders. Vast amounts of

i nfor mat.

on about a

company’s

social media to data terminals and ranking organizations. This createsrous challenges for
readers of this information, because unlike an integrated report, data from outside the company
is often presented out of context.

While thisGuidefocuses on thg@roduction of corporatereportinginformationand on the

essential role of the CFO in driving tm&rmationinside and outside the orgamition, CFOs also

have to think about how their valuable information will bensumedy external stakeholders,

particularly investors One way to help the ca@umer of such corporate information is to use the

perfor mance

ar

4 For a discussion of the use of Integrated Reporting in driving new ways to think about the consumption of
annual report information, se€ontextual reporting connects the Intetgd Report to company data

e

I
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integrated report as the source of strategy, business context and material information. A report

from the Federation of European Accountants on the future of corporate reporting refé@ote

and Moré reporting —this makes sense when the Integrated Report operates asdbeg, and

thesccal | ed ‘ Mor e’ i nformati on i ‘Cordreportewitiplinkst ed ano
to more detailed information elsewhere, as appropriate.

The bottom line
1 The role of technology in reporting is undergoing a big shift, driven by the need for integrated

thinking across a company’'s st.rategy, olperat:i
1 Whereas traditional annual reporting is backwadodking and limited to financial
per f ormance, <IR> tells a company’s holi|jstic v
and longer terms, requiring more interactive and visual tools for disclosure
1 <IR>nablesa company to trimpravingecondacai vésitlyosof i ni

throughout the organization and across multiple capitals and time horizons

1 The quality and integrity of <IR> requires governance of both financial and broader
information, a challenge given the dmbc collection of information on some resources that
arematerial to businesses.

available orhttp://integratedreporting.ora/news/contextuakreporting-connectsthe-integratedreport-to-
companydata/.

10
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Chapter 2:.Considerationdor your partnership
with the Chief Information Officer (Cl1O)

Engaging the CIO in <IR>

Mastering the big shift in technology for reporting requires the CFO to take a leading role, in

partnership wih the CIO and related stakeholders. The scope and depth of <IR> means this

partnership needs to é&nd across the orgarazt i on’' s control s, operation:
reporting, the domainddentified inthe table on page 9

Four key questionacross those amains as illustrated by the real examples below, can help
guide this engagement between the business and technology functicthe afrganiation.

Controls

Objective The quality and integrity of <IR> is governed acrosslti-capitalinformation

1. Do ourinformation systems cover all the informatio (across multiple capitals and time
horizons) we need to run our business?

The broader range of information requiredy management todagneans companies need to take

stock of what kind of information they currém have access to, and where the gaps are. SAP, a

German software company, had reported on its financial performance for over thirty years when

the company started down the path of <I R>. l'n ¢
determined to ke material to its performance. Notably, eight of these issues were related to

resources other than financial capital for example, relating to employee satisfaction,

environmental impacts and customer engagement.

Some of this information already existetwide the company, but was not being widely shared or
reported. Other types of information had to be sourced from nothing. In some instances,
processes had to be put in place to capture the information that had not been tracked before.

PwC Netherlands, professional services firm, seeks to representwaeking of its internal
organiation using ananagementashboard that reflects its own understanding of the key
drivers of value creation. This dd®ard shownon page 2, is used by management to inform
their business decisions. The tool links KPIs that deal with all the material issuesHacing
organiation.

11
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An integrated dashboard presents all management information via a concise overview that
shows the connectivityacross KPIs

Financial Safety
report report

[ HR report ][ Client report ]

One Integrated Dashboard

Integri
[ CO, report ][ ntegrity
report
Hours internal Prepared by
/\ ) training per 2arning anc

STORYLINE

-

i
A

7

FTE

Source: PwC Netherlands

2. What is the maturity of the new information we are seeking to track?

Modern enterprises havbecome sophisticated in the way they track financial information in the
business: the processes used for tracking the flow of financial information are deeply supported
by technology, and are well understood when it comes to auditing the veracity of that
information. As a business starts tracking new medgpital information that it never tracked

before, it soon discovers that none of that sophistication extends to these other sources of

information. . . L
Indra analyses the sources of information for each of its integrated K
Information in order to assess the maturity of the data
Squortlng th_e Source Consolidation Scope Maturity Connected to
different capitals . 000
a0 .

may comefrom a o0
variety of sources, N (p o - ©
at differing time -
_ o0
intervals, and at D e
differi | | f Integrated

| erlng_eves 0 Management @ o0
granularity. Indra,
a Spanish systems ™ ®
integrator, uses the >
chartoppositeto O
assess the maturity
of the information
it tracks, analyzing Legend: @ rssems @) imsystems Global
information such Excel (") Manual Local
as how close the Word (Qualitative)

12
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source data is from a transaction system, how the information is consolidated, and what its scope
is. As a result, even as it starts using information from multiple capitals, it can assess what it
needs to do to improve the quality of that data.

Some orgarmtions, such as SAB Miller, Interserve and the Crown Estate, have used the Insight
service from PwC to help them assess the maturity of their corporate information.

Operations

Objectve LY F2NX I GA2Yy Aa O2yySOGSR | ONBtans (KS O2YLI Yy
3. Is our data stuck in silos obscuring the connectivity that existsogs the information
landscape?

Given the relative newness of <IR>, further research is needed on the impact eirtipated

thinking and reporting-in terms of driving supésr performance in the longerm. However,

research does already show that medapital thinking and reporting has a material positive

impact on financial performance. The evidence showsdbatalled h isquls t ai nabi | it y’
companies significantly outpkarm their counterparts over the lonterm, both in terms of stock

market and accounting performange

Internally, companies are increasingly making these kinds of connections between financial
performance and performance in areas such as human andentedl! capital. This connectivity,
or integrated thinking, is essential in the modern business landscape.

Unfortunately, the data enabling these connections is often stuck in silos: while it may be visible
to those operating inside a certain function, tteek of visibility outside that function reduces the
insiglt that connectivity can bringlhe concomitant challenge is to make sure that the insights
from properly connected information is not buried under a data deluge. That is why it is
important to identify the material drivers of value creation and then understand the connectivity
across these material issues.

Strategy and reporting

Objective <IR> drives integrated decisieamaking across the organization and tells the story of
how the company creategalue over time, across multiple capitals

4. How can we harness the power of big data and improved disclosure to analyse our
performance before our investors and stakeholders do?

Investors are accessing a growing range of tools to support their investnecatidn decisions.

In 2014, according to data from US SIF and Eurosif, over $20 trillion was invested in strategies that
usedmulti-capitalmetrics as p# of the investment decisiorin Europe, this represented 59% of

the assets under management, withethS showing a lower percentage.

As investors continue to use this kind of mugltipital information to their advantage, companies
also have to learn to be proactive about using it to identify and leverage their own drivers of
value creationln 2015 investment management firm Arabesq®artners and researchers from

5 For more information on the Harvard Business School study, see
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1964011

13
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Oxford Universityeleased the findings of their analysis of more ti201® sustainability studies
and reports.
1 90%of the studiesshowedthat sound sustainability standards lower a compampst of
capital
1 Nearly 90% concluded that sollSGpractices drive improvements in operational
performance
1 80%of the studies discoverethat good sustainability practices influenstck price®

Improving the maturity and reliability of mulgapital information will take a combination of good
processes and the application of technology.

The starting point

<IR> is a journeguring which a company builds maturity in thinking in an integrated way about

the range of information that is materialtowvae cr eati on. Thi s means that
information systems to support the shift to integrated thinking does not require transformation
overnight. As the company’s use of integrated t

information archiecture enabling it.

Understanding what is already in place

Every modern enterprise already has an information architecture in place. Some will have an
architecture that supports a move to integrated thinking and reporting. It is likely, however, that
businesses will need to further develop the information architecture as few already hate all t
required elements in place.

I n practice, achieving the right information ar
more complicated by a number ofgblems that most companies face when taking stock of their
current systems:

1 Scattered landscapeTechnology today can be disjointed and akll}-connected when
it comes to the six capitalsdditional databaseto link siloed information can oftelead
to confusion andcomplexity

1 Lack of proper definitions At the moment we laclkgreed / standardised rules when it
comes to assessing and reporting mgtipital information (compared tbnancial rules
and standards)We need a common understanding définitions (what exactly do we
include or exclude in employee headcount?) anglisuranent standardgshouldenergy
consumptionbe measured via usage ar monetary units opurchagd energy?)

i1 Data granularity- Financial data has often a much finer graaity than, say, natural
capital KPIs (such as energy consumed). For exam@lajght know the cost price of any
given product componerit a Bill of Materialsiyhereas wamightonly know the total
consumption of energgt business unit level.

i1 Period misnatch—The cadence a company uses for measurement of one stock of capital
to that used for another type of capital varigdumancapitalis only assessealfew times
a yearduringexams, tests and assessmentdereasfinancialor manufacturedcapital
stock levels areisually measured on a daily basis.

6. L. Clark, A. Feiner, and M. Viehs, “From the Stockholder to t
Out performance,” March. 2015, www. arabesque. com

14
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The next section addresses the key enablers to help overcome these problems in the process of
migrating to a new information architecture for integrated thinking and reporting.

The bottom line

1 There is a gjnificant opportunity for the CF® provide the leadership required fout in
placethe processes, data and systethat enable meaningful understanding of how value |s
created and destroyed.

1 CFOs and CIOs need to collaborate across strategy, repapi@gtions and controls to
understand: the scope and maturity of the material information, how to overcome any data
siloes, and what to do to harness the big data and other tools that their investors may already
be using in their own external analysis.

1 Companies will face challenges in migrating to an effective information architecture because
information on human, social, intellectual and natural capital is often defined, processed and
governed differentiyto information on financial or manufactured ciggd.

Migrating to a new information architecture

Thinking across the different ciégls employed by modern orgaaizons is clearly critical for

informed strategy and resilient business models but it is a challenge for more complex businesses
—anevolutionary approach to the transformation i
architecture needs to be able to support its progression in strategic thinking and integrated

decision making over time. Without the relevant information, reportintj ither be irrelevant or

fictional.

An information architecture to support thebusiness cycle

We have observed that the most important drivers for chaage

1 Getting better internalnsighton the drivers of value creation

1 Achieving fulbccountabilityfor all the material apitalsoverthe short, medium
andlong term

1 Complyingwith legislative and regulatory requirements

1 Responding to the neefbr transparencyand connectivity acrosshe valuechain

1 Bringing cl ar istrafegytfar valudireatioo amargerapectiveson the
impact of external change on this strategy, which drivetter business resultaind
ultimately helpsto attract and retain investors

This is vital to agree upon as it underlines the importance ofdedihed processesral
supportive technology. The table below from Fronesys, a UK advisory service, contrasts current
practice with the new approach needed in a vatireren context

15
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An outline of the process steps needed for égrated thinking and reporting

Integrated thinking cycle

Typical Current Status

Modern requirement

it Strategy planning

Reporting and strategy
process often divorced
(“backward looking reporting
does not inform forward-
looking strategy”)

— Strategy, performance and
outlook are linked together

v

Selection of information

Characteristics:

Financial

Internal

Structured formats

Fixed reporting timeframes

Characteristics:

— Non-Financial

— External

— Unstructured formats

— Multiple time frames / ranges

Validation of information

Governed by precise rules and
processes

— Governed by algorithms and
assumptions (e.g. data-
mining, text analytics, pattern
recognition,...)

Analysis capabilities to
support materiality
requirements

Tools are in place to analyze
structured information

Data analysis by organizational
structure, such as:

— Organizational silos

— Regions

— Legal entities

— Tools are in place to analyze
unstructured information

— Data analysis by multiple
categories, such as:
— Capitals
— Strategic objectives
— Time frames

v

Internal publishing and
decision making

Management processes
closely tied to financial
performance

— Management processes tied
to results across multiple
capitals

External publishing and
decision making

Limited external audience,
shareholders, regulators
Mainly “read only” usage

— Wider external audience
including public and various
interest groups

— Interactive use

Sourcefronesys

Key enablers to migration over time: the virtuous cycle

Three elements are crucial to evolving the information architecture over time to support

integrated thinking and reporting:

i Establishing te integrated thinking approach
Thismeans tracking how therganiation is developing its understanding of value

creation, assessing what information is needed to support these value propositions, and

using thisnformationto inform resource allocation plan#\nalysing all information to
appropriate standards, using tools to visualise relationships, and engaging with
stakeholders are all key to doing this.

i1 Operationalizng the integrated thinking approach

This means aligning business processes (and their corresponding information systems)

with the way value is created across multiple capitals. Having the right information

available is nb

enough

t o make

a hecamise vatue queatiors e

nt egr
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processes need to be operationalized. Defining and embedding integrated performance
indicators and tracking performance against them through integrated dashboards, are
key to doing this

1 Disclosing he integrated thinking approach
This means carrying out a statistical analysis of information relating to multiple capitals
from a historical persgctive as well as examining future trends. To do this, organizations
need to collect information that allows relationships, correlations and/or causations
between the different drivers of value to be identified. Key to doing this analysis and
using it to hform decisioamaking will be aligning the information gathering with
integrated thinking processes, and engaging with people who are impacted by this.

Together these components, like integrated thinking itself, form a process of continuous
development @ the information architecture. Each component reflects how an organization can
continually progress its understanding and use of integrated thinking and reporting.

In this section of th&uide we have considered the kind cbntentthat an information

architecture needs to support in an organization that is adoptitiRr and explored the

challenges of migrating an existing information system to meet the new business requirements.
In the next section, we will explore what the CFO dartio help make this information

architecture a reality.

The bottom line

T Current | T systems are often not fit folr purp
sourcing, connecting and managing information on multiple capitals and across short,
medium and longer term time horizons.

1 <IR>is a process oftegratedthinking andreporting that evolves over time and therefore
leads toan underlying information architecture that continuously improves, forming a
virtuous cycle as a company establist@serationalizes and discloses its understanding of
value creation.
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Chapter 3: Next steps for <IR> adoption

What the CFO can do to enable technology tacisionuseful business information

There are a number of concrete actions CFOs can take to ethsufeundations are laid for the
right kind of information architecture to evol\

Step One Promote a culture of analysis

It isunlikely that most companiesan immediatelydetermine the financial impact of indicators
across alinaterialcapitals. Many start by developing a strong understanding of the correlation
between indicatorsidentifying whethera change in particularKPlhasa positiv or negative
economic impactThesecorrelationsare often logical Employeeretention has an impact on

profit, for example, and so doesistomersatisfaction,while employeetrust inmanagementas

an impact on eployeeretention.

The company can build on these correlationsdentify opportunities to calculate financial
impacts oforoad set ofperformance indicators, startingith a selection of metrics that point to
material drivers of value creatiohis requires more advanced analysis of data to model the
pathway impacts. Onca foundation for this type of analysis is created, levens be identified
that impact changes tthe indicatoss, ultimately impacingthe bottom line. The chart below
shows how this process can work over time.

An example process to understand KPI independence

Investments in KPI C{range_ of Positive a{:d_ negative Financial impact of KPI
measures non-financial KPI economic impacts
—

(

—
=
=0
,,,,,,,,,,,,,,,,,,,, =
oh—-i._, —
= 0=
_____________________ =
SourceSAP
The diagram otthe next pagg19)showsanimpact analysisfor he * cust omer | oyal t\

by SAPThe diagram illustrates the material issues that imghiindicator,andthose that are
impacted bythe indicator. Thisnalysis helps organizatisunderstand their business more
deeply. Various stakeholder groups, especially shareholders, are increasingly looking to
companies to illustrate this level of understanding around material impacts.
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Example of an impact modelemonstrating connectivity across capitals

* OCur corporate objectives € Impact on operating profit [l Economic indicators [l Social indicators [l Environmental indicators

*
Revenue
Employee I T d
Engagement |
€
BHCI »
€
Ernpln]fee Taotal Enengy
Retention Consumad
Women in Data Center
Management Energy
. Renewakble
Social Investrment

‘ Capahility

"
*

GHG Footprint

I'

Ranking

Employer
Building

SourceSAP Integrated Report 2013

The role of the CFO:

1 Collaborate withissueowners &ross the organization to anayshe interdependence
between key indicators across the capitiat are relevant to your business

1 Foster communication betweethe variousowners of informationusing groups
dedicated to integrated thinking in yoexisting collaboration spaces

1 Enable investment in the tools required to analyze the impact of matkéR4$ beyond
just the financial and lead the process of analysis with key internal stakeholders

StepTwoDI dz38 G KS O2YLIyeQa REGE YryF3asy

Organizatios musttrust their datain order to understand their business and reduce the rigks
misleading stakeholders with reportinghis trust can be built by assessing the maturity of data
available for a KPI. The assessment needs to cover multiple dimensions, including the type of
systems used to generate the information and the reliabilititotonversion fom raw data into

a KPI metric. The diagrdmelow (page 20jllustrates the way Indra, a Spanish technology
company, isualsesthe maturity of KPI definitions as well as the systems and processes used to
collect, consolidate and repottisinformation.

Companies can use this approachdentify areagor improvement both in performance and in
the systems used to collect dafghis mapping can also inform decisimraking on which KPlIs to
focus on based on the resources available, bec#usseals the level of effort required to
achieve a thorough understanding of each KPI.
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Assessing the maturity of muktapital data sources

Clear . Required effort &
?

Ecological y Yes Low/moderate
Indicators due to clear and operational definition Core data available
T Yos Low/moderate
P y . Review & adjustment
Retention due to clear definition . -
(if applicable)
Business Health Yes Moderate
_l Culture (BHCI) due to clear and operational definition Core data available
% Employee Yes Moderate
— Engagement (EE) due to clear and operational definition Core data available
=
®
Ves Yes High
due to clear definition due to complex cause-effect relation
Difficult Very high
No because information about candidates’ due to behavioral impacts which
attitudes seems hardly quantifiable mainly effects candidates
No Difficult High
due to clear and operational definition due to definition deficiency
External effecls_ quantifiable (e.g. 100i Very high
No methodology), internal effects hardly .
i due to external impacts
quantifiable
. =Focus =0ut of scope in phase Il

Sourceindra

The role of the CFO:

1 Work with the chief information officer to enable a comprehensagsessment of data
maturity, aligned as closely as possible with the standard expected for financial

information
1 Support internal stakeholders to balance the expected progress in the quality of reporting
at each stage in the cmtimtharightlewel ofiintemnalney wi t h

resources, time and effort required to source material information

Step Three Make <IR> insight visible and useful for decisioraking

Many companies avoid providing any transparency on information that is not fullydsett
complete.However, tansparencys a key tool for advancing integrated thinking and reporting.
Making insight visiblacross theorganizatiorencourages employees and managers alike to
understandthe impactsof their decisions in a more integratedy.

Leading companies provide internal sustainability or integrated dashboards that are regularly
updated and allow employeds explore information in more detailhe dashboard on page 21
il lTustrates PwC’'s way of t hevelofxan miggrateth dashboartd. h e ap |
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Example of an integrated dashboard

INTEGRATED DASHBOARD
STRATEGY STAKEHOLDER

Client (99%)

KEY MATERIAL ASPECT

SourcePwC Netherlands

The role of the CFO:

1 Provide leadership to make information more transparent across the organization by
including a broader set of material information, aadly associated impacts, on
management and comparnyide dashboards.

i Continue to highlight what needs more clarity where information and analysis is lacking,
and promote the role of issue owners in finding it.

Step Four Build on integrated thinking andeporting best practices

As the migration challenges presented earlier in GBisdedemonstrate, creating the information
architecture to enable integrated thinking is a process that evolves over time. The first objective
must be tofind ways toenhance &isting systems and refirexistingbusiness processes with
minimal impact At the same time, the company can use this procesgdntify informationgaps,
assess datenaturity andbuild a roadmap to improvénformationmanagement and analysis.

Companieghat already have internal collaboration portals, executive dashboandgtocesses in
place to build a sustainability repazin extendhese capabilities fst, whilst working on the
cultural issues relating to information transparency in a racafpital environment.

The role of the CFO:
1 Identify and embed best practices in bringing rigor to legacy systems and processes for
collection, consolidation and disclosure of muaitipital information.
1 Work with the CIO and key data owners to build a roadmajniproving data maturity,
connectivity and decisiemaking that can help to optimize value creation
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Step Five Aim for an integrated information architecture

By catalysing the creation of a single information architecture across the enterprise, CFOs have
the opportunity to drive understanding of value creation and how to influence it in the
organization: cutting through the silos so that the right people are connected to the information
they need.

The diagram belowhows how Indra has progressed on thigrjiey to create such a system,

which it refers to as the Indra <IR> Lab. By using a single information architecture to tie together
processes relating to analysis, planning, operations and disclosure, the company has created a
laboratory where informatiofrom multiple capitals can be analysed, set in context against the
company’s plans and strategies, and then repor:t

Example of an information architecture to achieve integrated thinking

(. Dow Jones h| &.RE:
Sustainability Indexes o
REPORTING BeL ka0
WEB DISCLOSURE
TRANSPARENCY 11 SPECIFIC REPORTS MANAGEMENT

PLANNING, ANALYTICS AND
DECISION
MAKING FOR

RATIOS
(EXTRAFINANCIAL/FINANCIAL) TARGETS
GENERATED AND DISTRIBUTED WHAT-IF ANALYSIS
MALLIE

VALUE
CREATION

— BUSINESS PROCESS CONSOLIDATION
CONNECTIVITY
CONSOLIDATION GOVERNANCE, RISK AND COMPLIANCE
MONETIZATION
EXTRAFINANCIAL ACCOUNTING
S S | co—
Logistics | ! Energy ! Others i
OPERATIONS o ' Manual_1!
_____ e IR ER— [SS—
- ———— T — - - - A e o e o Lol |
i INTERNET OF THINGS — devices and dat I sources _____:

Sourceindra
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Conclusion

Technology enables the creation of an information architecture that sugpoeanagement and
investor decisiormaking. Such an architecture is needed becabhsemiodern business landscay]
poses a new set of challenges: telling the story of howrganization creates value over time,
and acr@s multiple capitals beyond just tli@ancids, requires connected, rapidhanging
informationto flow into management reporting, analysis and decismaking.

The data underpinning the value creation stoeeds to becollected, integrated and processéd
the right way.

The CFO owns these issues in the organi za
the right enabling architecture is put in place to take forward the management of raultip
capitals across multiple periods of time.

<|R> Networks

Organizations looking to progress with <IR> can participate in <IR> Networks to engage wit
peers on leading practices, implementation challenges and technical projects.

To find out more, visitwww.integratedreporting.org/ir-networks/ email: info@theiirc.org or
call the IIRC on +44 207 504 2574.

e

At

on
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