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How CFOs and Finance Functions can help drive corporate sustainability
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Foreword from CISL

There are unrelenting forces requiring businesses to transform.
Citizens, and young generations in particular, expect products and
services that align with their shifting needs and values, creating
opportunities for businesses that can meet them. Meanwhile,
regulators like the EU are seeking to transform the economy to
become circular and climate neutral while non-financial reporting
is rapidly maturing and consolidating across many regions of the e
world.

However, businesses can often feel there is little guidance to help
them to transform. The University of Cambridge Institute for
Sustainability Leadership has contributed to understanding what
business leadership looks like and how businesses can develop
transformation journeys.

Ben Kellard, Director of Business
Strategy, University of Cambridge
Institute for Sustainability
Leadership (CISL)

Mark Carney, the former Governor of the Bank of England, has
shown that what we value lies at the heart of previous crises and
is central to the climate, nature and inequality crises we face
today.! Our economy’s focus on financial value has blinded us to
its dependence on stocks and flows of natural and social value, on which it is dependent.

The business as usual logic (BAU) that has governed business mindset over the last few decades has
arguably contributed to the polycrisis that we see around us, through its externalisation of costs and
contribution to inequality. At best, BAU can create blind spots to systemic impacts and liabilities, such as
climate risks. It can also constrain the ability to see new opportunities for sustainable value creation, like
the move to a circular economy. Through our working paper series ‘Unleashing the sustainable business’,?
we set out purpose-driven organisations as an alternative approach to BAU, enabling businesses to rethink
their role in society and contribute to a sustainable future.

Navigating such a task is not easy. However, the academically rigorous ‘Business Transformation
Framework’? that we developed together with leading organisations allows businesses across sectors to
assess, inform and inspire their transformation journey.

As the ultimate corporate measurer and adviser on value, Finance Functions are essential to enabling this
transformation. They can help identify the company’s dependence on natural and social capital to both
highlight value at risk as well as opportunities for greater value creation.

This report provides a unique and timely overview of the changes required and the forces driving the
transformation of Finance Functions, and the critical role they can play in the process of unleashing
sustainable businesses.
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Foreword from A4S

We are living in turbulent times. Climate and nature crises are
taking an environmental, human and financial toll. Societies and
markets worldwide are dealing with societal polarisation, the
aftermath of the COVID-19 pandemic and the impact of ongoing
international conflict. Worse is to come if we fail to rise to these
urgent challenges. Decisive action today can make all the
difference.

Change is happening. In November 2023, Net Zero Tracker
reported that USS27 trillion of aggregate annual company revenue
is now covered by net zero targets.* In January 2024, the Taskforce
on Nature-related Financial Disclosures (TNFD) published a list of
320 organisations that have signed up to be early adopters of the
TNFD recommendations.”

Helen Slinger, Executive Director,
Accounting for Sustainability

This is welcome progress — but it is not enough. Greenhouse gas (A4S)

emissions have not yet peaked. Half of respondents to the A4S

Finance Leaders’ Sustainability Barometer said they were “just at the beginning” or had only made “a little
progress” when it came to biodiversity loss and the depletion of natural resources.®

We urgently need to build a more sustainable economy, and businesses have a vital part to play. They are
core to the fabric of our international markets, our communities and our ecosystem. And at the heart of
each business is its finance team.

At A4S, we believe in the transformative power of the Finance Function. CFOs and their teams are well
positioned to embed social and environmental considerations into strategy, risk management and
decision-making in their organisations. To fulfil these new responsibilities, they will need to develop their
skills and embrace an expanded understanding of value creation.

Finance professionals have long been key players in strategic planning, budgeting and forecasting,
developing and interrogating management information, investment decision-making and reporting. This
means that they can leverage existing skills and experience in data analysis, resource allocation, risk,
reporting and controls.

Soon it will be standard practice for sustainability to be integrated into the work of CFOs and finance
teams. We are today creating the structures for what will tomorrow be business as usual.

This report will be a useful resource for CFOs and their teams as they look to understand how the role of
finance is changing. After reading the report, finance professionals will be better equipped to understand
the challenges ahead — and to take practical steps to help their own organisations become more
sustainable and resilient.
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Executive summary

Consensus is growing that businesses must become more sustainable and move away from short-term
profit maximisation as their ultimate goal, in order to secure their long-term financial survival and to meet
societal expectations of contributing to wellbeing for all people and planet. Alongside this, the body of
financing and reporting requirements and regulations for corporate sustainability are rapidly emerging. To
meet these requirements, companies need a suite of new sustainability skillsets, as well as evolved
processes and reporting.

This report focuses on the implications for corporate Finance Functions, exploring the changes, capabilities
and tools required for Chief Financial Officers (CFOs) and their teams to support the transformation and
alignment of their organisations to purpose and sustainability that boards of directors will need to lead.
They will play a critical role in this process alongside other business functions. The report also presents
some brief best-practice examples from leading companies, and outlines the vital importance of prompt
action by CFOs to drive organisational change towards sustainability.

Over time, the role of the CFO and the finance team has expanded beyond money and accounting, to
encompass a broad range of activities. As a key player in corporate strategy, resource allocation and
reporting, including for governance and stakeholder management, the CFO is of central importance in the
transition to more sustainable business models. The Finance Function will hold many relevant skills, but a
mindset shift will be required, moving beyond traditional accounting to balancing social, environmental
and financial value, engaging a diverse set of stakeholders beyond shareholders, developing increased
operational understanding and planning for complex, unpredictable future scenarios.

Alongside this mindset shift, new capabilities will be needed. Greater board responsibility for sustainability
will require new types of information to be incorporated into governance, with new terms of reference
and culture. The inclusion of sustainability objectives in strategy will have implications for the planning
process and its inputs, typically overseen by the Finance Function, with knock-on effects for the
identification of key measures and related data, changes to planning systems and timeframes, and
updating of analysis and commentary.

Finance teams will need to understand new types of sustainability risks (eg climate, nature, social) and
review the risk management processes accordingly, since sustainability risks may have varied timelines
and be very localised, with multiple dimensions and drivers, requiring scenario planning.

For investment decision-making, CFOs will need to compare initiatives which deliver non-comparable
financial, environmental and social outcomes, and advise boards on how to do so. Environmental and
social considerations are impacting financing and liquidity management and the move towards sustainable
finance will drive change for finance teams. The same issue will also change the way corporate valuations
are calculated, and can be expected to impact technical accounting areas, such as product costing and
transfer pricing. All of these changes will require new knowledge and capability within the Finance
Function, as well as revised targets and metrics, often needing a larger data set that may lack precision
and certainty. For audit purposes, these broader data sets will need quality assurance, in line with the EU
Corporate Sustainability Reporting Directive and the UK’s Climate-related Financial Disclosure Regulations
2022, among others.
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Finally, CFOs will need to become expert in communicating their company’s sustainability actions and
performance to stakeholders, while they and their teams will increasingly need their accountancy training
on applying ethical rigour to decision-making in the service of steering away from actions that might cause
reputational damage in the form of accusations of ‘greenwashing’.

This brief identifies a number of key enablers that are needed to help Finance Functions adapt to this
changing environment, including:

sustainability knowledge and professional skills development supported by educational
establishment and relevant professional bodies

access to relevant data, particularly on Scope 3 emissions and social and ecosystem impacts
systems and software to enable the integration of sustainability and financial information

conceptual and technical developments to define methodologies and standards in specific
accounting areas

coherence of standards, regulations and frameworks globally to avoid Finance Functions spending

all their resources keeping up to date with changing frameworks at the expense of driving
sustainability improvements, and

collaboration and sharing from leading companies of their learnings among each other and with
those who follow, rather than each company having to start from scratch.

CFOs and finance teams already have significant skills that can help support corporate transitions towards
sustainability, but these must be evolved and added to in order to enable greater sustainability
understanding and knowledge, so that the function can create simple and easy-to-use metrics, processes

and reporting, to contribute to new types of value creation. These requirements and enablers are set out
in this briefing.
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Introduction

Sustainability is an all-encompassing imperative. Faced with increasingly unsustainable human pressures
on planetary resources and populations, people and organisations must find new ways of operating, which
allow humanity and our planet to thrive over the long term.

Within corporations this is principally considered in terms of environmental, social and economic
dimensions. While these are critically important, they are also elements of a broader landscape of human
factors —such as evolving geopolitical tensions and power dynamics, technological advances and cultural
factors. This multifaceted landscape is leading to increasing global complexity and uncertainty.
Sustainability can provide a lens through which to view and respond to this complexity. It represents both
the need and the ability to adapt to a rapidly changing world in ways that protect our collective future.

People can only consume that which is made available to them, and expectations are increasing for
companies to create a sustainable flow of financial profits, rather than a short-term-oriented one, enabling
the organisation to make a strategic contribution to long-term wellbeing for all people and planet.” Key
drivers for change include increasing societal expectations, new regulatory and legal requirements® and
the developing sustainability priorities of banks,? institutional investors and (increasingly) insurance
organisations.0

Businesses already have tools available, such as CISL’s Business Transformation Framework,'? to help
them get to grips with how to assess their current alignment to purpose and sustainability, and inform
their transformation journey. In this context, CFOs and their finance teams have critical roles to play,
alongside other business functions, in enabling boards of directors to lead this fundamental
transformation required of their organisations in the coming years.:?

The role of the CFO brings together much of the corporate responsibility for financing, governance,
strategy and risk management. Typically they will be leaders in the definition of business models, and of
the efficient allocation of corporate resources to achieve their organisation’s stated purpose and
objectives.

Their teams are expert in managing and analysing complex data to derive insightful and relevant
information. Finance Functions typically have wide-ranging relationships across their businesses and can
support and challenge other business functions to use the information and insight they provide to change
behaviours and drive strategic decisions. Many of these traditional finance tools and skills are directly
applicable to sustainability matters.

CFOs are ideally positioned to be hugely influential in driving positive change and steering organisations
away from a focus on short-term financial gain to a sustainable purpose resulting in long-term financial
success. However, the change of focus towards environmental and social risks and opportunities brings
with it a lot of new language, concepts and information which CFOs and their teams need to understand
and absorb in order to be able to translate and inform board oversight.

This brief considers the changes required to help finance teams rise to the challenge and to ensure that
their skills and capabilities can be effectively deployed in a rapidly changing world.
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Growing demands and responsibilities for
companies

Against a background of increasingly dire projections, governments, regulators and civil society are waking
up to the twin imperatives of environmental and social crises.

These are multi-faceted issues, but at their heart, there is a significant role for companies and their
commercial activities to help create a sustainable future for all.}* Population growth and economic
development have driven ever-increasing levels of consumption. Companies have sought to satisfy this
increasing demand, but have also played a key role in fuelling it, through ongoing innovation and effective
marketing.'®

There has been a historic lack of consideration of the true environmental and social costs of production
and consumption. On the downside, because of their traditional focus on financial performance, rather
than true, long-term sustainability, companies bear heavy — but not sole — responsibility for the current
situation. On the upside, they can be instrumental in changing the current trajectory.

There are some signs that societal expectations of corporate activity, behaviour and responsibility are
changing.’® The traditional accountability of companies, principally to shareholders and for financial
performance, is now beginning to be scrutinised more closely by a range of stakeholders.” An emerging
expectation is that companies should be accountable to a far larger group of stakeholders, for a
commensurately wider range of responsibilities.*® There is also a growing understanding that long-term
financial survival depends on business alignment with sustainability and a move away from short-term
profit maximisation as the ultimate business goal.*® Recent crises, such as the Coronavirus pandemic and
geopolitical tensions in Europe and the Middle East, have showed how the disruption of global supply
chains has immediate and lasting effects on business operations and their financial resources. The physical
effects of climate change (eg extreme heat and intense flooding) are expected to have similar impacts on
businesses.?°

To retain a public licence to operate — generally evidenced through favourable reputation, brand strength
and ultimately, financial success — companies must align their purpose and strategy to delivering long-
term wellbeing for all people and the planet.??

Shareholders have traditionally demanded visibility of the activities and performance of their investments,
and the extended stakeholder group is no different. There is an expectation that companies will provide
accurate, transparent and timely information on the sustainability of their performance and impact.

A range of voluntary reporting frameworks aimed at corporates has been developed over the last couple
of decades. The most adopted ones have accumulated thousands of users; however, while these may
represent a significant proportion of stock exchange value, they only represent a tiny proportion of the
total number of companies operating worldwide, the vast majority of which are privately owned and/or
small/medium-sized enterprises.

It would appear that governments and regulators have increasingly realised that the relatively small and
accessible group of banks and major institutional investors can provide a useful lever to influence activities
in the significantly larger body of ‘operating’ companies (Figure 1). Consequently, reporting obligations for




Broadening the horizon
How CFOs and Finance Functions can help drive corporate sustainability

the sustainability impact of financial investment portfolios have been developed, in the hope that
reporting and transparency will support the drive towards greater accountability and action.

Since 2017, we have seen a general coalescence of requirements around the structure proposed by the
Task Force on Climate-related Financial Disclosures (TCFD).?? This proposed that companies’ actions, and
the reporting thereof, should encompass the four dimensions of:

e governance

e strategy

e risk management

e targets and metrics.

Inspired by and using the same pillars as the TCFD, in 2021 the Taskforce on Nature-related Financial
Disclosures (TNFD)?® was launched. Further, a new Taskforce on Inequality and Social-related Financial
Disclosures (TISFD) is due to be announced in 2024.%4

Drivers of change Change actions Outcomes & Impacts

Societal expectations > Strategy —
Likely to Strategy incorporates a
Legislation & Regulation apply to all e Governance broader set of
companies stakeholders
- . . B Improved contribution to
Provision of insurance -+ Operational activities L )
social systems
Requirement to report R Risk manazement | Improved contribution to
actions and outcomes & environmental systems
- -
. . Measurement and
Access to financing > —
transparency

Figure 1. Drivers of change for corporate activities and the outcomes they seek to achieve

The most recent developments in reporting frameworks (Figure 2 below) have seen moves towards more
mandatory reporting and assurance,? including:

e The consolidation of a number of frameworks under the International Financial Reporting
Standards (IFRS) Foundation through the creation of the International Sustainability Standards
Board (ISSB).26:27.28

e Theissue by the ISSB of their first two new sustainability reporting standards. These will apply for
the first companies from the 2024 reporting period.

e The publication of the EU’s Corporate Sustainability Reporting Directive (CSRD).?°

e The creation by the European Financial Reporting Advisory Group (EFRAG) of 12 European
Sustainability Reporting Standards (ESRS)*° which have been endorsed by the European
Parliament.3%32 These will also apply for the first companies from the 2024 reporting period.

e The adoption by the European Commission of the proposal for a Directive on Corporate
Sustainability Due Diligence (CSDDD).>3

10
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e The proposal, by the US Securities and Exchange Commission (SEC) of rules relating to the
disclosure of climate-related information.343>
e The proposal for the International Standard on Sustainability Assurance (ISSA) 5000.36

Sustainability Accounting

. . I . .
Drivers Frameworks Reporting | Consolidation
|
AN |
1988 — International Panel on h d Greenhouse Gas |
Climate Change B> i« Protocol I
. D 1
é&& Global Reporting 1 Global Reporting

1992 — UN Framework Initiative | Initiative

Convention on Climate Change CAPITALS I
‘ COALITION CDP (Formerly the Carbon
Disclosure Project) 1 Subsumed
1997 — Kyoto Protocol TC m 1
[ '

|
|

1
|
|
|
|
|
|
|
|
1
|
|
|
|
RIED Taskforce on Nature-related I
|
|
|
|
|
1
|
|
|
|
|
|
|
1

Standards Board _5
2000 - UN Global Compact EE’ Financial Disclosures nt . it ed International i
nternational Integrate: Sustainabilit - E
Reporting Council g o
Task Force on | Standards Board ©
2009 — Ellen MacArthur inequality-related 3
Financial Climate Disclosure | <
Foundation — Circular Economy Disclosures Standards Board |
|
2010 - Intergovernmental |
Platform on Biodiversity and n EU Taxonomy EU / EFRAG I CSRD—ESRS/SFDR |
Ecosystem Services | €sbbD
u UN Principles of | SEC S 1 .
: 1 cope 1/2/3 reporting;
2015 - COP 21 Paris Accord EE PR Responsible Investment US & the SEC | Federal Sustainability Plan
—. 1
2023 - COP 15 Kunming- SCIENCE 1
iodiversi A )
Montreal Global Biodiversity ?AF?(EEE)I'S I National Government regulations and taxonomies I
Framework - L 1

Figure 2. A selection of sustainability frameworks, reporting standards and their consolidation

Implications for companies

The growing pressure on companies to respond to social and environmental issues has significant
strategic, tactical and operational implications. In the context of finance leadership, key elements that
need to be considered include:

Increasing complexity and uncertainty

Introducing a wider range of stakeholders and more holistic decision-making complicates the definition
and communication of strategy and associated decision-making processes. Increasing the number of
dimensions incorporated into decision-making (for example, including impact on biodiversity, or the
societal impact of value chains) increases the uncertainty that decisions taken will prove to be the ‘right’
ones.

Pressure to redefine corporate objectives and strategies

Expectations are changing, for companies to incorporate sustainability more explicitly into their
statements on, and governance of, corporate purpose and associated objectives. These inevitably cascade
down into strategy, planning, measurement and reporting. Examples are the development, by the
International Organization for Standardization, of ISO 37000 guidance on the governance of

11
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organisations®’ and the British Standards Institution (BSI) standard (PAS 808) on purpose-driven
organisations: worldviews, principles and behaviours.38

Requirements to develop governance to ensure that new strategies will be delivered
within the new risk landscape

Climate change, biodiversity loss and social inequality all create business risks which will play out over
decades. However, where there are risks, there will also be opportunities, and an increasing number of
companies are capitalising on the new imperatives to create new sources of value.

TCFD3? and TNFD*? recommendations specify that companies should be explicit about board and
executive ownership of and responsibility for the oversight and mitigation/delivery of climate-related
(TCFD) and nature-related (TNFD) risks and opportunities.

New strategies will require different decisions to be made, which in turn will require new
information and changes to decision-making processes

Traditionally, companies have (largely) invested money to drive the creation of new financial value —
principally for their shareholders. This has the advantage of comparing financial investment with financial
return — simplifying the decision-making process by optimising for a single parameter. This is complicated
considerably by the requirement to achieve permutations of positive financial, environmental and social
outcomes.

Executives are therefore presented with choices between different combinations of outcomes which may
have different end results, and which require different information and worldviews to evaluate,*!
understand and decide upon. Business decision-making processes will need information and analysis on a
wider range of outcomes, balancing different types of value (eg natural, social, human, financial) and their
distribution, as opposed to solely maximising financial value.*?

New activities will require new control processes, management information, insight,
support and challenge

Delivering different activities and objectives inevitably requires business managers to have access to
different information and insight. This in turn affects the data and processes required to support their
decision-making and has a knock-on effect into information, transactional and control systems, all of
which need to be adapted to the new demands.

12
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Implications for CFOs and Finance
Functions

Some of the external pressures will directly affect the responsibilities and the way in which CFOs and their
teams have traditionally operated. Aspects to be considered include:

A broader remit

The remit of the CFO encompasses a broad range of functions. In fulfilling these, their teams have become
progressively more expert in managing, processing and analysing data, and developing the systems and
processes to do this efficiently and reliably. They have considerable experience in dealing with issues
around data completeness, correctness, relevance and validity. They partner with business managers and
leaders to provide insightful information in support of business objectives while also bringing a degree of
independent challenge.

In short, they are well placed to absorb additional data/information responsibilities and are a logical
channel for sustainability-related reporting, analysis and business partnering support.

The role of the CFO has expanded over time beyond accounting matters and into, for example, playing a
key role in strategic leadership, risk management, value creation, procurement, technology and
communications. It seems reasonable to imagine the role expanding to include a greater involvement in
and sponsorship of sustainability strategy and performance.

Change of mindset

Actors within the financial system are steadily shifting from a ‘passive’ to an ‘active mindset’ that seeks to
finance low carbon assets and business models aligned with a sustainable economy.*? Influenced by such
external pressure, an extended remit for the Finance Function and the CFO will also require changes of
mindset, including a shift towards a culture that puts sustainability at the core of strategic and operational
priorities and decisions.** These are summarised in Figure 3.

FROM TRADITIONAL ACCOUNTING TO BALANCING SOCIAL, ENVIRONMENTAL
AND FINANCIAL VALUE

Shareholder focus Engaging a diverse set of stakeholders

Invest money to create financial value Invest money to create broader long-
term social and environmental value

Expertise in financial value Expertise in value more broadly

Rely on internally generated data Rely on internal and third-party data

Past informed forecasting Pllfjfrlning for future turbulent and complex
shifts

Financial focus Increased operational understanding

Figure 3. From traditional accounting to balancing social, environmental and financial value
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FROM a shareholder focus TO engaging a diverse set of stakeholders

Many companies are still of the view that their responsibility is primarily to serve the short-term financial
interest of shareholders. However, in a world of responsibilities to achieve long-term impact for people
and the planet, the group of stakeholders (that impact the company and those that the company impacts)
is far wider and the requirements are more varied and more complex.*> The nature of the fiduciary duty to
shareholders is also changing to reflect this broader and longer-term perspective, as described, for
example, in former Bank of England Chairman Mark Carney’s 2021 book Value(s).*

FROM investing money to create financial value, TO investing money to create broader long-term
financial, social and environmental value

The shareholder model simplifies investment decision-making — beyond regulatory requirements, you
invest money if this will earn more money. The sustainability model is more complex. Climate, nature and
social damage will have direct adverse financial consequences (eg fines or remediation costs) but can also
damage reputation and brand, thereby impacting enterprise financial value.

CFOs and their finance teams need a good understanding and assessment of the deep interconnections
between future company performance and sustainability risks, such as climate change, nature loss and
social inequality. Otherwise, their businesses risk suffering unintended consequences from focusing on
short-term profits or managing risks in silos (eg supporting afforestation through monoculture plantations
as a climate change solution, thereby damaging biodiversity and ecosystem robustness, or compounding
societal/political issues through inequitable supply chain contracting).*’

Long-term value creation (be that in the form of financial value or beyond*®) will ultimately be dependent
on the ongoing environmental and social state of the world. Financial resources will need to be invested to
achieve financial returns and/or environmental and/or social impact, but this is against a context of
considerable long-term uncertainty.

This will challenge how investment decisions are made: how to quantify environmental/social impact;
whether to attempt to describe those impacts in financial terms to make them numerically comparable
with the investment; and if not, how to compare investment opportunities which may deliver different
and non-comparable results.

FROM expertise in financial value TO expertise in value more broadly

Adapting to this new field of endeavour will inevitably require finance teams and CFOs to develop new
knowledge and understanding.

C-suites/boards will need sufficient information and understanding to set strategic direction, allocate
capital(s), oversee the management of corporate reputation, and exercise their risk management
accountabilities within a sustainability framework. This will need to be supported by a combination of
broader and more expert internal corporate knowledge, along with supporting external
expertise/challenge.

Finance teams working on the more operational activities, such as planning and reporting, will need
sufficient knowledge to be active participants in this change. In practice, this will mean a clear
understanding of the overall strategy (as context) coupled with knowledge and understanding of the
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practical activities of the business and the key environmental/social drivers (positive and negative) of
value.

Such operational knowledge is also essential to the ability to both support and challenge operational
managers. Developing it will require new networks and collaborations, for example, with the business’s
sustainability experts and practitioners.

FROM internal data TO internal and third-party data

Finance activities generally rely on internally controlled data. In many cases this will be historic and
grounded in verifiable transactional detail. Even prospective data will often be internally validated.

Much of the environmental and social impact of a company will happen across its extended value chain,

and information will therefore be more difficult to access and verify. In many cases it will not be possible

to assess impact accurately and data will be estimated (eg nature impacts across a supply chain). This will
introduce a very different dynamic to reporting and the provision of information and insight from that to
which many finance teams are generally accustomed. CFOs and their teams will need to be able to work

with, and base decisions on, less accurate and more uncertain data (eg nature impacts across the supply
chain). However, even in such cases, the data assumptions made to inform decision-making will need to

be communicated clearly and transparently to relevant stakeholders.

FROM forecasting informed by past performance TO planning for a turbulent and complex future

Social, environmental and technological factors are changing rapidly and the future will be very different
from the past. Finance teams need to become more expert in scenario planning and future-orientated
assessments rather than basing future decisions on projections based on historic data and trends.*® For
example, IKEA has moved from budget forecasting to scenario planning, recognising the need for greater
flexibility in the context of recent geopolitical shocks, fluctuating energy prices and the pandemic.>®

FROM financial focus TO increased operational understanding

Environmental and social impact information is principally operational before financial. To play a
meaningful role in its interpretation and use, finance teams will inevitably need to have a good
understanding of those operations across the whole value chain and good relationships with the people
working in them. This will be new for some teams and an extension of current practice for others.

Governance”

The CFO will often be a main board director, but even when not, they will usually be influential in the
management of the board’s processes and those of its relevant governance committees (eg Risk, Audit,
Finance, Remuneration) through the provision of relevant, transparent, easily accessible and appropriate
data and may also have responsibility for company secretarial activities. However, co-ordination and
collaboration with other functions will be key as relevant sustainability data might reach the board
through other parts of the organisation (eg sustainability, operations, procurement, legal functions).>*
They may also need to play an important role in engaging the board on sustainability.

* core elements of TCFD and TNFD
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Case study 1. British Land
This produced by A4S shows how British Land’s finance team has engaged their Board and
executive management on sustainability. It shows how this engagement has enabled the integration

of sustainability considerations into business planning and strategy, reporting and decision-making,
including their target to be net zero carbon by 2030.

Any strategic move towards greater board responsibility for sustainability will be of relevance to the CFO in
terms of the business model and the information, analysis and advice required by directors and
executives, the decisions to be made and the oversight exercised by them.>> These will have direct impact
on the activities undertaken by, and the knowledge required of, the finance and company secretarial
functions, eg:

e Executive and board accountabilities for decision-making and oversight will need to be formalised
and appropriate training provided to the relevant individuals.

e Sub-committee responsibilities should be structured to provide focus on sustainability, potentially
with a senior sustainability body being a committee of the board.

e Sustainability should therefore be incorporated into terms of reference and scheduled agendas.

e Executive and board reporting will need to be updated to incorporate relevant forward-looking
and historic sustainability information.

e The board and executive should decide how the culture of the organisation should be developed
to encompass sustainability.

Strategy*

Whether in the form of the periodic reappraisal of fundamental organisational strategy, or the annual
reforecasting of key financial and operational metrics over the planned time period, strategic planning
processes often sit in the ambit of the CFO. The incorporation of sustainability objectives into strategy will
be significant for the planning process, the data required to feed it and the knowledge of the teams
supporting it.>3 Collaboration and alignment with key external and internal stakeholders, including the
Chief Sustainability Officer (CSO), will play a critical role in the development of an integrated strategy.

Case study 2. SSE
SSE is an energy company in the UK and Ireland that has set four 2030 goals that put sustainability at
the heart of business strategy. These goals will be measured quantitatively and qualitatively and are

supported by business targets. SSE has also tied executive remuneration to progress against these
2030 goals. Integrating social and environmental goals into its strategy supports SSE’s vision of being
a leading energy provider in a low carbon world. More details can be found in the A4S case study:

* core elements of TCFD and TNFD
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Consequently, driving sustainability through strategy, for example through becoming a purpose-led
organisation,>* will directly impact finance teams, eg:

The CFO needs to have a full understanding of the strategic, tactical and operational implications
of the change in order to fully engage in strategic debates with the executive team and the board.

The strategic planning process must incorporate the new direction. The planning team (likely to
report to the CFO) will need to:

©)

consider how and whether sustainability factors are reflected in the organisation’s vision
and mission statement

engage with internal and external stakeholders to understand the sustainability landscape
faced by the organisation

assess the extent to which the leadership team understands the imperative and urgent
nature of a sustainable business model and engage accordingly

identify the key input, output and outcome/impact measures to incorporate into the
planning process and define and source relevant data

make appropriate changes to planning systems/models to incorporate the new dimension
and in particular, consider the planning timeframe over which sustainability matters
(including risks and opportunities) will crystallise

cascade sustainability thinking down through the various layers of the strategic planning
process

identify the key sustainability change agents within the organisation, and understand their
roles, responsibilities and performance objectives

link the impact of the new sustainability element of strategy with the projections for other
existing performance measures

update analysis and commentary to provide a new, rounded picture and explanation of
the company’s strategic impact.

The strategic plan itself will need to be updated to reflect the organisation’s expectations for

climate change transition and adaptation.” This will also need to include expectations concerning
nature recovery and just transition.

Risk management*

The Finance Function is often involved in defining risk management processes, and collating, analysing and
reporting risks, opportunities and the resulting actions to the executive management and board.

" This will be complicated significantly by the requirement to factor in the risks and response actions associated with the
breaching of global environmental tipping points, when the timing and scale of these impacts are very uncertain.
* core elements of TCFD and TNFD
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Sustainability risks and opportunities may operate over varied timelines (eg flooding might involve
immediate risks,” while changes to seasonal weather patterns can raise longer-term implications®) and
will frequently sit outside the control boundary of the organisation (eg physical environmental risks,
regulatory transition risks).>” Finance Functions will need to become increasingly equipped to understand
and assess climate, nature and/or social risks and their interplay and mitigations.>®>° Adopting an
integrated approach to assessing risks arising within a single area (eg transition or physical climate risks®°)
or spanning multiple ones (eg climate stability influencing nature and the ecosystem services it provides®?)
will provide a comprehensive view of the potential business exposure to such risks.

Case study 3. Sainsbury’s
Intense flooding has become more frequent owing to climate change. With many business locations

across the UK, Sainsbury’s needed to become more vigilant to deal with the challenges posed.
Therefore, the finance team worked collaboratively with a cross-functional team to develop a

comprehensive flood-risk assessment tool, conduct financial appraisals for long-term flood
mitigation options and arrange the required capital allocations. The tool allows rapid identification
and continual assessment of flood risks at their sites. More details can be found on pages 10-11 of
the A4S case study:

Managing all these risks will require new and often external data, new knowledge and a wider range of
working relationships within and outside the business, as well as a deeper appreciation and understanding
of an organisation’s core purpose:

e The board and senior leadership may need to assess their risk appetite and tolerance in the face of
new types of risk associated with sustainability, as well as considering new ways to manage that
risk. For example, setting up arms-length organisations to experiment with innovative solutions or
business models.

o Alonger-term risk lens is needed, with strategic, tactical and operational risks and opportunities
identified for inclusion in the risk and operational management processes and reporting.

e Planning for multiple possible outcomes and scenarios will be needed to accommodate the
uncertainty associated with a more volatile and complex risk landscape.®?

e The central team leading the risk management process and reporting will need to be up to speed
with the language of sustainability risks and opportunities and to extend relationships to
encompass the new relevant managers.

Targets and metrics*

Decision-makers need to look beyond the traditional financial metrics, to also consider social and
environmental information.®® The inclusion of sustainability targets and metrics into reporting, planning
and forecasting has impacts on data sets and data systems and processes, as well as on decision-making,
analysis and reporting, eg:

* core elements of TCFD and TNFD
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e Asstrategy is cascaded down into medium-term planning, budgeting and forecasting, measures
need to be defined and implemented, supported by relevant data and system and process
changes, to fully incorporate sustainability objectives into regular decision-making, target setting
and measurement processes and information.

e Management reporting data and commentary has to be updated to reflect the new dimension.

e Information about the collective effort must be incorporated into the company’s external
reporting — eg the annual report, the sustainability report, other periodic announcements of
performance, presentations to stakeholders, wider communication and marketing material.

e Internal and external auditors need to be brought up to speed with the changes so that they can
provide appropriate assurance.

Case study 4. SSE

“Targets are only action in theory, they are not yet action in practice. That’s why a Net Zero
Transition Plan is so important. A good plan not only outlines targets, it also explains how we intend
to achieve them.” — Alistair Phillips-Davies, Chief Executive, SSE

An on setting, tracking and reporting targets shows how SSE set targets, developed
their action plan and then planned to track and report on progress. This practical example also
includes top tips from the SSE finance teams and information on their next steps.

Despite being a relatively new field, there is already an extensive literature on sustainability metrics, with
contributions relating to general and sector-specific measures and mandatory and voluntary reporting
frameworks.

From the perspective of external reporting, the TNFD reviewed c.3,000 metrics to arrive at a consolidated
set of <20 core and a wider set of additional disclosure metrics applicable globally and across industries.®*
Similarly, standards published by the Global Reporting Initiative (GRI), and by the various standard-setting
bodies now absorbed into the IFRS Foundation (see Figure 2) contain recommended universal and sector-
specific metrics, while the International Business Council of the World Economic Forum also proposed a
set of 21 core and 34 expanded metrics and disclosures.®> The work of the TNFD goes some way to
consolidate and simplify this complexity.

The extension of sustainability considerations into decision-making metrics is less well developed and
currently (and perhaps unsurprisingly) appears to be largely dependent on evaluating impact in financial
terms (see also below). Return on Investment (ROI) has sustainability adjusted versions in Sustainable-ROI
(S-ROI)®® and Return on Sustainability Investment (ROSI)®” both of which incorporate the financial impact
of environmental and social risks and opportunities. However, there is not yet any clearly agreed suite of
sustainability-focused metrics, for example, in the style of the traditional DuPont Analysis pyramid of
interrelated financial ratios.

As for more organisationally specific decision-relevant performance and planning metrics, currently it is up
to individual companies to determine how to incorporate the sustainability dimension in such a way as to
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drive the desired behaviours and outcomes. This is clearly an area which requires more research and
development effort.

Investment decision-making processes

The change to investing money to create a broader long-term sustainable impact is significant for a
company’s investment decision-making. Traditional investment appraisal assumptions include:

e Investments and returns are expressed in common units (currency) and are therefore directly
comparable.

e Comparison can therefore be made between projects in order to allocate capital effectively across
a portfolio of potential investment opportunities.

e Future money is worth less than present-day money and should be discounted, with the discount
rate frequently based on a cost of capital value adjusted for project-specific risk. Consequently,
benefits are seen to become less valuable as they get more distant in time, suggesting that early
consumption is preferable, to the detriment of future generations.*

In the world of sustainability, decision-makers are faced with comparing competing uses of financial
resources which deliver a range of non-directly comparable financial, environmental and social outcomes.
This will significantly complicate decision-making, and CFOs and their teams, as de facto owners of the
investment appraisal process, will need to be able to guide and support their businesses to arrive at new
ways of making the decisions.®®

Case study 5. Stora Enso
In an , Stora Enso provides a practical example which explores their Energy

Efficiency Fund. First introduced in 2008, the fund has not only become their most successful in
terms of Net Present Value/capex but has also generated annual energy savings in their operations.

Taking the two key elements:

Valuation: a key question to answering the decision-making conundrum is whether to apply financial
values to social and environmental outcomes. The (multi-)capitals approach® is now well founded and
some companies are beginning to adopt approaches which convert social and/or environmental impact
into financial values, to simplify decision-making.”® Environmental accounting principles, for example as
described by the UN System of Environmental Economic Accounting, are starting to be applied by
companies and new standards are being developed to direct this.”%727374

Case study 6. Brookfield Asset Management
Brookfield Asset Management wanted to measure the value of their human capital in order to increase

the effectiveness in how they organise and develop their employee base. In order to do so, they built on
the guidance and techniques set out in the

¥ A 1.5 per cent discount rate ascribes 22 per cent of current value to a point 100 years hence. A more commercially common
rate of 7 per cent discounts the 100-year future value to virtually zero. The latter would suggest the earlier consumption of all the
items under consideration, leaving none for future generations.
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As a result of the project, they found that 60 per cent of their market capitalisation was in their human

capital. Further to this, the company found that the value of their 80,000 members of staff was
approximately twice the value of the cost of replacing them. Further details can be found

A significant body of work exists describing methods for ascribing financial value to non-financial assets.
Although beyond the scope of the present brief, this is exemplified below in Figures 4 (framework) and 5
(valuation methods). Value is derived from all of the current use, the non-use, and the option to use an
asset, with a range of economic valuation methodologies applicable to each case.””

TOTAL ECONOMIC VALUE

Direct use
Consumption of
ecosystem provisioning
resources (eg food,
timber)

Indirect use Option value Existence Altruism Bequest
Benefit from ecosystem Option to be able to Value thefa.c.t that (s:.g_) Value the availall:ility of Value the potential for
regulating services such LUse 3 resource or whales exist, even if e[‘asyst.sm services to the eco.gygtern to
as dlimate regulation Y twaa you never actually see othersin the.c-urrent benefit future

one generation generations

Figure 4. Economic valuation framework

TOTAL ECONOMIC VALUE

USE VALUES NON-USE VALUES

Revealed preference Stated preference

Random
utility /
discrete
choice

models

Market Averting Hedonic Travel cost Contingent Choice
prices behaviour pricing method valuation modelling

Figure 5. Economic valuation methodologies

Discounting: in the world of sustainability investment, the needs of current and future generations must
both be considered, with a consequent impact on chosen discount rates. There is also a considerable body
of work discussing social and environmental discount rates not covered by this brief.”677.78

However, these important questions of valuation and discounting have yet to be expressed in the simple,
practical terms that would make them widely usable for corporate decision-making. For the time being, a

21



https://www.accountingforsustainability.org/en/knowledge-hub/case-studies/brookfield-shca.html

Broadening the horizon
How CFOs and Finance Functions can help drive corporate sustainability

more common (and much simpler) approach would appear to be that taken, for example by Grosvenor
Group, where investment decision-making combines projections of financial performance against financial
targets and the assessment of non-financial environmental/social benefits, against the relevant non-
financial targets. In either situation, material changes are required to decision-making processes and the
information and understanding that underpin them.

Sustainable finance

Estimates for the investment required to address climate change, nature recovery and societal inequality
run into trillions of dollars — beyond the scope of public finance.”® Private finance is therefore key.
Sustainable finance encompasses all dimensions of sustainable development — environmental, social,
economic and governance®’ — and is an increasingly important part of the corporate financing agenda for
CFOs and treasurers to drive. 8!

There is already a significant literature describing the different dimensions of and routes to access
sustainable finance and hundreds of billions of dollars have already been raised. For finance and treasury
teams, market structure is important and the need to understand how their organisation fits into the
sustainable finance ecosystem of legislation, financial instruments, governance and reporting.

Taking the EU as an example, the overarching legislative framework (the Green Deal) is supported by the
common classification structure provided by the EU Taxonomy, which defines those activities deemed to
contribute substantially to sustainable objectives. This then underpins a range of financing tools (eg green
and sustainable bonds, loans and mortgages, sustainable and ethical funds etc) and regulations (eg the
Standard for European green bonds), supported by associated reporting requirements such as the
Sustainable Finance Disclosures Regulation (SFDR).82

Beyond specific market regulations and requirements, providers of sustainable finance also fall under a
number of voluntary, but global codes. For example, the UN Principles for Responsible Investment (PRI),
United Nations Environment Programme Finance Initiative (UNEP Fl) Principles for Responsible Banking,
UNEP FI Principles for Sustainable Insurance. This is all important context for those seeking to raise
sustainable finance.

From the company perspective, important considerations include:338485

Use of financing proceeds — sustainable finance sources come with specific requirements for the use of
monies and companies need to be able to demonstrate that their operational plans and performance
align with these.

Performance metrics — form a key part of sustainable finance agreements to demonstrate compliance
with the contractual obligations. As with the metrics discussed elsewhere in this brief, financing-related
metrics are likely to reflect a blend of financial and operational sustainability measures, and encounter the
same issues around the availability and robustness of data and the capability of finance/treasury teams to
work with them.

Reporting requirements —in addition to the company’s own reporting requirements (eg TCFD/TNFD)
finance providers require data to support their own sustainability reporting obligations, and
finance/treasury teams need the ability and capacity to develop and deliver this in a robust, reliable and
timely manner.
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Metrics bridging into operational corporate performance — whereas traditional financing facilities
generally rely on commitments related to financial performance (eg gearing, interest cover), sustainable
finance metrics also encompass operational performance. This introduces the need for non-finance
managers to appreciate that their operational delivery is directly linked to the achievement of facility
covenants and therefore the management of corporate financing and liquidity risk. Therefore, leading to
new implications for them of failing to achieve operational targets (ie potential financing default). CFOs
and their teams need to ensure this interdependency is well understood and factored into relevant
management and governance processes.

Link to sustainability reporting — where responsibility for sustainability reporting sits outside the CFO'’s
direct purview (eg with the CSO), finance teams need to ensure that sustainability reporting to providers
of finance is consistent with both the company’s external financial and sustainability disclosures. This
increases the complexity of the control and communication processes and requires additional knowledge
in and collaboration between finance and sustainability teams.

Climate, nature-related and social financial risks — the risk of external influences (such as climate change
and geopolitics) affecting a company’s achievement of its environmental and social outcomes, and
reliance on partial and unverifiable third-party data bring new dimensions of risk to corporate financing,
which need to be understood by boards and management teams and factored into governance and risk
management processes.

Corporate communication — the risk of accusations of greenwashing applies particularly to the use of
sustainability-focused finances, and the remit of the CFO in relation to the accuracy and completeness of
external communication is of particular importance.

Practical application — the conditions attached to sustainable finance instruments need to align with a
company’s strategy and operations. Sustainability metrics require robustly measured baselines and it
should be recognised that performance against those metrics may be on a different timeline to financial
reporting. There is a risk that annual reporting introduces noise due to short-term variation in the metric
results and that performance needs to be assessed using longer-term milestones and trend data.

The has been created to understand how environmental, social
and corporate governance (ESG) is currently considered in debt finance decisions, and how the
market is expected to shift in the future. This guide looks at why considering sustainability is
important for treasurers, and includes case studies and practical examples from the A4S CFO
Leadership Network.

Sustainable finance frameworks support organisations by offering potential avenues for new
investment, as well as strengthening both their resilience and that of wider society against risks. A4S
has seen clear benefits to the companies as a result of developing and implementing a sustainable
finance framework, including better risk management and mitigation, greater access to capital,
enhanced sustainability credentials and improved information for sustainability reporting. Further
details and a wide selection of examples can be found in the
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Corporate valuations

Corporate valuations are a specific, but important sub-set of financial decision-making. The long-term
sustainability of organisations is becoming increasingly important in areas such as Mergers and
Acquisitions (M&A), where the environmental and social performance and risks of acquisitions become
increasingly relevant.®® In particular, climate change and business valuations are increasingly linked but
quantifying the value of the impact can be challenging. Again, this is an area where the CFO and their
specialist M&A teams will need to become increasingly knowledgeable in order to steer decision-making
to successful conclusions.

“Until recently, the general approach to considering climate change in valuations has been primarily
gualitative in nature. , on the other hand,
enables valuators to quantify the impact of climate change on business valuations, providing a more

robust, accurate and holistic indication of the true impact of climate change risks and opportunities.”
— Charles-Antoine St-Jean, former President and CEO, Chartered Professional Accountants of Canada
(CPA Canada).

Technical accounting matters

Several, more technical accounting areas will be impacted by sustainability-related changes. These
include:

Product costing and pricing — the inclusion (or otherwise) of costs for climate, nature and/or social impact
into product costing methodologies and the process by which such costs are defined. This will be driven by
a strategic view of desired corporate behaviours as well as risks taken by the company in relation to
product development, manufacture and stewardship, pricing and profitability management and the
consequential impact on product portfolio development to achieve sustainability outcomes.

Transfer pricing — appropriate handling of product costs for intercompany transactions when shadow
carbon/biodiversity pricing is in place. This will bring in the question of whether local fiscal authorities are
willing to accept shadow costing elements in tax calculations, where these might reduce the locally taxable
profits of those subsidiaries receiving inter-company transfers. If not, parallel costing processes will need
to be developed, one to drive internal company decision-making and behaviour and another to satisfy
local fiscal requirements.

Circular economy thinking — a practical implication of implementing a circular economy approach will be
that (current) waste materials will become valuable input products.” From a technical perspective, this
changes product costing calculations and introduces a new source of variability into the costing and
profitability of the primary products as the value of the by-/co-products changes with market dynamics.
See Figure 6 for further information.

This can be a common issue in accounting for heavily integrated manufacturing processes, such as in the
chemicals sector, but would apply to a far wider range of industries in a circular economy. Again, the CFO
and finance team will need to lead the way in devising appropriate costing methods and supporting their
businesses to adapt the management of pricing and profitability to the new approaches.
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Figure 6. Waste becomes a valuable by-product —in a truly circular example, cost calculations also
become circular

Materiality

The move towards sustainability and corporate purpose is driving changes in the perception of materiality.
The traditional assessment of those matters which need to be reflected in a company’s financial accounts
is now being defined as (single) ‘financial materiality’ and is being supplemented by the concept of ‘impact
materiality’. This takes a view of the significance of an organisation’s environmental and social impact on
the world and combines with the financial view to form a ‘double materiality’ approach.

Clearly the two are ultimately related, bringing the concept of ‘dynamic materiality’, with aspects of
organisational performance assessed through both lenses and the relative importance of each varying
over time &8

For the CFO, there are new choices to be made, as different standard-setting bodies are taking different
approaches to these concepts. The extension of the materiality concept for reporting however also
requires boards and leadership teams to consider incorporating it more broadly into business decision-
making and governance processes.

From a functional perspective, it is inevitable that management information/reporting data sets will have
to extend further up and down the value chain. This will magnify the issues around data accessibility,
accuracy, quality control and verifiability, and particularly with the advent of regulations such as the EU
Corporate Sustainability Due Diligence Directive.®®

This will significantly complicate the process of sourcing and managing these data and will require the
finance teams involved in this to be more informed about and heavily involved in these processes. If
finance teams are to produce meaningful outputs, they will need a good understanding, and preferably
good control, of data inputs.
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Complexity

The concept of human impact on the atmosphere, represented by carbon emissions in the form of
greenhouse gases (GHG) is relatively straightforward to understand, with two main drivers (carbon dioxide
and methane) and one global atmosphere to consider.

Extending the focus to encompass ecosystems in nature (as is the goal of the TNFD) and social impact,
complicates matters of data and reporting significantly. Nature and social impacts are location specific and
have many more dimensions and drivers. Tracking locally specific impacts and effects will require
considerably larger data sets covering a much wider range of issues than many finance teams may be
required to consider today.

Depending on the industry, as with greenhouse gas emissions, an important amount of nature and social
impact will reside in the value chain (cf. Scope 3 under the GHG Protocol®®) further complicating the
collection, management and validation of data, and forecasting and reporting processes.

Scenario planning

The TCFD recommendations on strategy include the use of scenario analysis. They define scenarios®? as:
e paths of development leading to particular outcomes
e notintended to represent a full description of the future, but rather to highlight central elements
of possible futures and to draw attention to the key factors that will drive future developments
(their quoted characteristics are to be plausible, distinctive, consistent, relevant and challenging)
e hypothetical constructs, not forecasts, predictions or sensitivity analyses.

The use of these scenarios is intended to:
e enhance critical strategic thinking
e challenge conventional wisdom about the future
e explore alternatives in a world of uncertainty that may significantly alter the basis for ‘business-as-
usual” assumptions.

In other words, the process is not about second-guessing what the future will be, but rather considering
various versions of what the future might be and using these to drive strategic thinking.?

Case study 7. Nestlé and National Grid
In these , Nestlé and National Grid have provided practical insights into how
scenario analysis feeds into understanding the resilience of their strategy against a range of

scenarios. Read how Nestlé built a cross-functional team to provide the best insight possible for their
analysis as well as National Grid’s step-by-step approach to scenario analysis, and how they use the
results to support their business decisions.

This will represent another new learning area, skill and responsibility for some finance teams, which may
also require external support and training development.
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Extension of the control environment

The Finance Function frequently plays a key role in defining transactional and data controls, not least
because a breakdown of control will invariably work its way through to financial results and/or cash.
Sustainability data is no different — control needs to be exercised over the processes by which the data are
created and collected. This requires system, process and data controls to be developed and implemented
to a level which meets the assurance requirements of audited external reporting.

Many data will come from outside the organisation and CFOs will need to be clear how control over third-
party data is being exercised and evidenced, particularly where this may be coming up from a large
number of organisations in a range of different locations, through several links of the value chain. Finance
teams will need appropriate knowledge, training and development to manage the new process
complexity.

Audit and assurance

The EU Corporate Sustainability Reporting Directive makes explicit reference to external assurance of
sustainability information, while the UK Companies (Strategic Report) (Climate-related Financial
Disclosure) Regulations 2022°3 mandate TCFD-based reporting as part of the Non-Financial and
Sustainability Information Statement, which also comes under the purview of external audit and it is
reasonable to assume that the TNFD will follow.

As leaders through the audit process, the CFO and finance team will need to be fully conversant in the
content and quality of reported sustainability information and knowledgeable about the way it relates to
the financial statements.

There have been numerous recent examples where firms — including global audit firms — have been
criticised for failing to include climate reporting and risks in their company audits.?4%>%¢

Stakeholder communication

As sustainability information becomes an increasingly important part of companies’ external reporting and
visible in the annual report and other communications, so CFOs, under their responsibilities for
communicating company performance to stakeholders, will need to become expert in describing their
company’s sustainability actions and performance, particularly in relation to the four pillars highlighted by
both the TCFD and the TNFD (governance, strategy, risk management, metrics and targets).%”*8

Financing communication

A sub-set of stakeholder communication, but worth highlighting separately. Banks and institutional
investors are under increasing pressure and regulation to understand, manage and report on the
sustainability impact of their investment portfolios.®® This is a logical approach for regulators to take, partly
in relation to the sector, but also as a route to exert indirect pressure on investee companies to move
forward with the sustainability agenda.

However, it also means that the CFO, as a lead communicator with these institutions, will need to be more
fully versed in company developments and outcomes than may be the case for other stakeholders. CFOs
need to know how to engage with investors on environmental and social factors as drivers of value.1®




Broadening the horizon
How CFOs and Finance Functions can help drive corporate sustainability

Case study 8. Burberry
In an , Burberry demonstrates how reporting,
particularly disclosing climate-related risks and opportunities in line with the TCFD, has helped meet

investor needs. They also found new ways to engage investors, such as use of the sustainable bond
market. By linking their sustainability strategy to both financial incentive and funding requirements,
they have been able to embed ESG principles into their business.

Ethics, conceptual rigour and the avoidance of ‘greenwashing’

As the range, complexity and profile of published sustainability data increases, so will the need for
organisations to ensure that they have robust conceptual bases for their strategies, operational plans and
reporting. The risk of being held accountable for ‘greenwashing’ is already material and this will only
increase over time as stakeholder groups become more wide-ranging, with higher levels of expectations,
and their focus on company activities increases. Examples are increasing numbers of companies being
held to account for misleading claims, regardless of intention, by regulators, consumers and others. Some
are branding greenwashing as a type of fraud.**

In addition to their financial and business knowledge and understanding, qualified accountants are also
trained in applying ethical consideration to complex conceptual issues and the resulting actions.*?? This
will likely be increasingly important to steer companies clear of damaging controversy.

Value chain management

Many of the social and environmental impacts of a company’s activities lie in its upstream and
downstream value chains. This has already introduced significant complexity into the management of
climate impact. Witness the much greater complexity of quantifying and controlling Scope 3 carbon
emissions (per the Greenhouse Gas Protocol) compared with Scopes 1 and 2. Also, the fact that much
current reporting of social impact is limited to companies’ direct employees and contacts.

Consider therefore the much greater complexity of extending the understanding and control of both
environmental and social impact along the entire value chain — understanding the impact of a company’s
procurement and sales activities (through the actions of its suppliers and customers) on potentially far
removed communities and ecosystems. Yet this will be the challenge for many companies to solve.

The solution will depend on the clear definition of strategy and objectives, supported by the collection,
analysis and reporting of necessary data. This in turn brings in issues such as purchasing contract terms —
both in terms of suppliers’ operational obligations and warranties, and also requirements to provide data.
The downstream value chain and behaviour of customers and consumers is equally, if not more, complex.
There are also significant opportunities to influence change within the value chain, using financial levers
and incentives to drive action. CFOs and their teams will be core to navigating this.1%

Case study 9. City of Vancouver
Through their Social Value Procurement Framework, the City of Vancouver set out with a target for
50 per cent of their procurement contracts to be awarded to social or diverse businesses within

three years. Research indicated that social procurement could have a multiplier effect, generating
CAS3 for every CAS1 spent. This developed by A4S shows how they are putting their
framework into practice. The City of Vancouver is a member of the A4S CFO Leadership Network.
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The cascade of requirements from larger to smaller companies is also worth noting. Irrespective of
whether an individual company chooses to pursue an understanding of its value chain impact, it may well
be required to do so by major customers, in addition to financiers and regulators.

Change areas for Finance Functions

Based on the implications identified for Finance Functions in the previous section, a number of changes
will need to happen that are summarised below.

Finance functional brief — for many organisations, it will be logical for the brief of the CFO and the Finance
Function to be expanded to include aspects of sustainability leadership, strategy, planning, reporting,
decision support and oversight.

New mindset — it is likely that a move towards a more sustainability-led approach, for example, a move
towards being a purpose-led organisation, will require a fundamental transformation of mindsets, values
and ethics by the CFO and the finance team.

New knowledge, information and insight — this new brief will in turn require finance teams to be equipped
with new functional knowledge, as well as new capabilities in analysing data which will yield information
and insight different from that of financial data.

New data — sustainability data will differ from traditional finance data. Sources will be different and
frequently external to the organisation. Quality control requirements will therefore differ. In many cases,
data characteristics (eg units of measure, degrees of certainty) will differ. Collectively these imply
differences in how financial and sustainability data will need to be handled.

Changes to operational systems — differences in data, calculations and outputs will result in changes being
required to the supporting IT systems.

New, and changes to existing, processes — likewise, finance functional processes will need to change to
handle the new information, including: transactional control, data quality management, internal and
external reporting and assurance, strategic planning, forecasting, budgeting, financing and liquidity
management, product costing and pricing, capital allocation, investment appraisal.

Exposure to new areas of the business — modern Finance Functions have many interactions across their
businesses. These are critical to their ability to exercise adequate control, to produce relevant information
and valuable insight and to feed this back into the business to provide support and challenge. The
inclusion of sustainability information in the finance brief will expand the range of these interactions,
particularly across their company’s value chain.

Functional transformation programmes — significant changes such as these will inevitably require some
degree of transformation, which in turn implies that many companies will need to define and implement
change projects/programmes to effect the desired end goals in a controlled, co-ordinated and timely
manner.

Accounting developments — similar to the process list, there are a number of areas where accounting
procedures will need to be adapted to take account of sustainability ambitions, including:

e capital allocation methodologies e net present value calculations
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e costs of capitals / discount rates e product costing, pricing and profitability
e budgeting and forecasting in a circular economy
e transfer pricing / cross-border tax issues e valuation of non-financial capitals

Key enablers for transformation

Key enablers for Finance Functions to adapt to this changing environment will also need to develop, all of
which will pose significant challenges, but also provide significant opportunities for those able to grasp
them.

Knowledge and professional skills

As the sustainability agenda has developed, so the provision of relevant knowledge and skill training by the
education sector, commercial and professional institutions has built around it. Current learning
opportunities cover a number of the issues covered in this brief, including, climate reporting, scenario
planning, valuation approaches, sustainable finance and increasingly nature-related disclosures.

However, it will be important for this support to continue to broaden in scope, to reflect the rapid
development of the field in general and to become embedded in underpinning education, such as
undergraduate courses and relevant professional qualifications, with the allocation of required resources.

Ongoing research will also be required to continue to drive forward the development and consolidation of
new and existing tools, methodologies and frameworks.

Access to relevant data

The availability of relevant data will be critical to companies’ ability to plan, decide, act and report. This will
require work on definitional standards, but also on data delivery systems, data process and quality control,
data ownership and commercial models for its availability.

There is considerable work and effort to get reliable, robust, consistent data to the right people at the
right time and for an affordable price. This will involve regulators and standard-setters, the providers of
business software and of data management and aggregation facilities.

The greatest challenge still remains the lack of access to and reliability of data on the environmental and
social impact of value chains, given that this remains outside the direct control of a company.1% However,
there is a growing urgency for companies to tackle these impacts, driven, in part, by investor pressure. 19>

The existing skillset and capabilities of CFOs and their teams will play a critical role in supporting the
sourcing and management of new, complex and uncertain forms of data to enable a company’s transition
to a sustainable economy.

Systems and software

For sustainability information to be more integrated with financial information, there will ultimately need
to be greater integration of the underpinning software systems. This may be through (for example) the
development of relevant modules for multi-functional business platform systems, or through designing
greater interoperability into standalone finance and sustainability-focused systems.
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In 2022, a survey of finance leaders found that 12 per cent of respondents had partly incorporated
sustainability information into organisational decision-making while only 2 per cent had fully done so,
despite an overwhelming 81 per cent of them considering such information important for their
organisations. The main reason is a lack of reliable tools and processes to make that happen.19

The demand for clients of software providers to be able to efficiently and seamlessly marry up financial
and sustainability information will grow hugely and provide great opportunities for early movers.

Conceptual/technical developments

The more specifically technical accounting areas referenced in this report will require research and
development effort to define methodologies and operational standards that company finance teams can
apply in support of their efforts.

Some leading organisations in the space have already started developing guidance for finance and
accounting practitioners to help them integrate sustainability within day-to-day operational and decision-
making processes'®” and research is being undertaken. However, we are a long way from having a set of
simple resources for accountants, explaining the accounting issues of sustainability, describing appropriate
techniques to address these and providing guidance on how to implement them.

Ongoing and future research will need to be closely co-ordinated with the demands of practical business
issues and the views of regulators and fiscal authorities. This implies a significant and complex body of
work to be developed and undertaken in a relatively short period of time.

Coherence of standards

Notwithstanding the consolidation that has already happened, there are still a large number of
organisations creating standards, regulations and frameworks. With the creation of even more national
(rather than regional or global) taxonomies and legislative requirements, the complexity of the standards /
regulatory framework is ever-growing.

To the extent that the new Finance Function activities will be dictated by these standards and regulations,
it will be vital that this complexity is reduced, otherwise companies will spend all their resources trying to
keep up to date with the changing frameworks, rather than driving improvements in sustainability
decision-making and performance.

This will call for even greater collaboration and co-ordination between international bodies, national
governments, professional and academic institutions, standard-setters and the commercial sector, and
will need to cut a swathe through the current plethora of ‘local’ agendas. This is a global issue which will
require global thinking in its response.

Sharing and collaboration

Leading companies will learn and develop much of value for those that follow them, and it will be
important that information is shared in a collaborative manner, rather than each company having to start
at the beginning. For this reason, conferences, webinars, workshops and detailed case studies will all be
important for sharing and supporting learning.

Some organisations are already doing this, but there is huge scope for more, and particularly with
programmes which address the issues and needs of finance professionals.
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The road ahead

The common threads running through this report are those of CFOs and Finance Function teams
developing the capability to lead and support their organisations on the path to more sustainable futures
by developing new knowledge, understanding, data, systems, processes and thereby, greater influence
and impact. These form the platform from which finance professionals can apply their broad functional
skills to capitalise on new value creation in the landscape of sustainability risks and opportunities. With
appropriate direction and support, many of the traditional finance skills can be equally valid in a changing
world driving towards sustainable corporate purpose, as they have been for the primarily financial focus of
the past.

However, adapting and developing these fundamentals to drive the rapid changes the world needs to see
will require help — for example from educators and researchers, professional bodies, regulators and
legislators, providers of systems and technology platforms and of assurance support —and the list goes on.

CFOs will be looking for solutions which are simple to understand and easy (or at least manageable) to
implement. Material changes must be convincing to the board, executive team colleagues and company
employees. They must withstand the testing of assurance and be convincing to stakeholders, particularly
to the financing community and relevant regulatory bodies, and stand up to public scrutiny (eg
accusations of greenwashing).

Measures and processes need to be simple and to make business sense. The more complex a process or
measure, the more time must be spent running and managing it and the more effort must be spent
explaining it to non-financial executives and managers. In the realms of information, insight, support and
challenge, whatever is provided to end users must be easily understood, otherwise it will not be used and
will have no impact.

The field is rapidly developing and there will be many opportunities to create value by contributing to the
building blocks such as theoretical models, data sources, systems and software, and providing support
services such as consultancy, training, education and opportunities for finance practitioners to meet.

The time to act is now.
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