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Introduction

Sustainability strategy and reporting are hot topics
for internal and external stakeholders. Taken
together, sustainability strategy and associated
reporting have a very tangible impact on an
organization'’s ability to access finance, attract
talent and grow market share.

The subject of sustainability is incredibly broad
and the metrics by which organizations manage
and report against differ by sector, country and
strategy. However, most organizations have made
future commitments regarding their sustainability
metrics and want to demonstrate improvement
over time. In this sense, there is a strong need for
a performance management capability.
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WHhat Is Sustainability
Performance Management?

For years, we have looked at finance and operational performance management, which enables organizations
to better manage performance against forecasts and targets. At the heart of performance management
systems is understanding performance drivers and levers — what do we need to do differently in order to
improve over time?

If we consider sustainability metrics and the need to identify what is driving these metrics, the performance
management capability is very familiar. It is essential to:

Run scenario analysis to test Set targets for
alternative options, with the future

a connected view across
environmental, social and
economic metrics

Monitor actual
performance against
targets

| e—

i@ . .
Measure the 7 Define aFtlons
current status to achieve
. improvements

....................

Process orchestration and governance
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A lot is written on 'why’ long-term value and
sustainability are important. This paper focuses on
the role of technology to provide a performance
management capability, delivering actionable

insights that can be used to improve performance.
Performance management solutions provide
advanced modeling and simulation capabilities helping
organizations to chart a path forward.

The SAP Sustainability Control Tower solution is a
central key figure ledger of reliable sustainability-
related data. It enables organizations to set targets,
monitor progress, and gain actionable insights with
automated and updated performance reports, by
business unit and location. It allows to source and
integrate data from SAP and non-SAP applications
into a central sustainability data warehouse

and harmonize, allocate, and calculate granular

SAP Sustainability Control Tower
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sustainability figures along established structures
from finance, HR, real estate and operations. Based
on this central trusted ledger for all sustainability
business data, it allows you to analyze and report
sustainable business data according to established
ESG reporting frameworks.

SAP Sustainability Control Tower drives targeted
action by providing business units a dedicated view on
their sustainability performance.

A more accurate view to what the future state may
look like and what is driving these outcomes serves
two key purposes to:

» Help drive organizations take decisive action to drive
positive change

» Instil trust in internal and external stakeholders on
the future outlook of the organization
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Figure 1: Example Metric Overview by Pillar as seen in SAP Sustainability Control Tower
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What iIsheeded? A view from
the ‘triple bottom line'

Organizations should model the 'triple bottom line'

— connecting financial, social and environmental
information — to better understand interdependencies
and inform decisions.

As an example, as an organization, are you able to
guantify the social benefits of alternative investment
decisions in addition to the environmental and
financial benefits and costs?

What is the ‘triple
bottom line'?

According to a Harvard Business
School definition?, the triple bottom
line is a concept that posits firms
should commit to measuring

their social and environmental
impact — in addition to their financial
performance — rather than solely
focusing on generating profit, or

the ‘standard bottom line'. It can

be broken down into three “Ps"':
profit, people and the planet.

tThe Triple Bottom Line: What It Is & Why It's Important (hbs.edu)
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The lack of a connected view restricts the ability to
create sustainable and long-term value. There are
multiple use cases to consider:

» Reporting and disclosures: Report and disclose
across multiple and continually evolving frameworks
using a flexible modeling platform, supported by data
consistency and a complete audit trail

» Modeling emissions throughout the supply chain:
Provide transparency of emissions throughout the
supply chain at a granular level down to material
codes, which can support various analyses, such as
product labeling and pricing decisions

» Capital allocation and decision-making: Evaluate
the impact of investment options with a connected
view across financial, environmental and social
metrics to inform better decision-making

» Environmental taxes: Quantify the impact of
environmental taxes throughout the supply chain
and understand the impact on profit margins, taking
into account the rising cost of carbon on one hand,
and the financial incentives for green investments on
the other

Performance management solutions offer capabilities
to support these use cases plus more. It is possible

to capture a range of financial and non-financial

data to model the current state, forecast, calculate
and allocate data to derive metrics. Last but not
least, scenario analyses can be performed to deliver
actionable insights.


https://online.hbs.edu/blog/post/what-is-the-triple-bottom-line

What is needed from the
technology perspective?

Act and provide
actionable insights to
improve performance

with a connected

View across
economic, social and
Capture and.comt_)ine environmental metrics Model to identify
arange ,Of f|n<.3mC|aI what is driving the
and non-financial data performance and
fr.om SAP and non-SAP, evaluate alternative
internal and external scenarios
sources
Six common
technology
reguirements
Audit models
Calculate and allocate with full transparency
data to derive the from data sourcing,
metrics required for transformation, calculation and
internal and external allocation so that
reporting users have full sight of

Process
orchestration and
governance applied

throughout the whole
process to ensure

appropriate control of
data and activities

how the metrics have
been derived
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To meet these requirements, SAP Sustainability Control Tower is used, bringing together the capabilities
of SAP Data Warehouse Cloud, SAP Profitability and Performance Management Cloud and SAP Analytics

Cloud, all of which run on SAP Business Technology Platform (SAP BTP).

SAP Business Technology Platform helps accelerate innovation to unlock your business potential. SAP
BTP brings together application development, data and analytics, integration and Al capabilities into one
unified cloud environment optimized for SAP applications. SAP BTP enables you to create personalized
experiences that instantly work with SAP applications, build faster with business context to meet changes
with agility, and run with confidence on a trusted, enterprise-grade platform.

SAP Analytics Cloud

solution combines business
intelligence, augmented and
predictive analytics, and planning
capabilities into one cloud
environment. As the analytics
layer of SAP Business Technology
Platform, it supports advanced
analytics enterprise-wide.

SAP Data Warehouse Cloud
solution unifies data and analytics
in @ multi-cloud solution that
includes data integration,
database, data warehouse,

and analytics capabilities for

a data-driven enterprise. This
data warehouse-as-a-service
solution empowers you to better
understand your business data
and make confident decisions
based on real-time information.

SAP Profitability and
Performance Management Cloud
solutions offered advanced
modeling, allocation and
calculation capabilities that
empower your business users to
make strateqgic decisions. Insights
help to improve the performance
of your business, help to increase
profitability while realizing wider
sustainability goals.

The six common technology requirements for constructing a sustainability performance management
solution are explored in more detail on the next pages.
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Figure 2: Overview of key technology requirements, capabilities and applicability for

sustainability use cases

Applicability for sustainability use cases

Activity Key capabilities
Ability to gather data
from internal, external,
SAP and non-SAP sources

» For sustainability use cases, data typically sits in different systems,
with different master data and at different levels of granularity,
e.g., financial data, production data, operational data and lifecycle
assessment databases

» Data requires gathering and standardizing into a common model

Ability to flexibly model
the data including
complex calculations, data
mapping and allocations

Calculate,
map and
allocate

» Model underlying data into the necessary state, then run
calculations

» Create predictive models by combining actual data on a real-time
basis and forecast data

» Facilitate complex calculations to enable accurate allocations of
costs based on identified drivers

Ability to model multiple
scenarios across the data,
enabling users to plan,
assess alternative options
and set targets

» Provide a predictive view of outcomes by simulating different
combinations e.g., carbon emissions and carbon taxes

» Enable better understanding of the knock-on effect on the
profitability and customer sentiment for improved decision-making

Ability to flexibly define
reports and perform
ad-hoc analysis for
actionable insights and
potential corrective
actions

» Provide full traceability for the data from source to final KPI,
without losing granularity, through various reporting views

» Process large amounts of data at speed, e.g., analyzing emissions
throughout the supply chain and down to material codes

» Navigate information intuitively with consumer grade analytics and
interactive dashboards

Ability to access

a full audit trail, providing
transparency of the model
and data used to arrive at
outcomes and KPlIs

» Identify clearly data sources, transformations, allocations and
calculations applied used to derive the KPIs with a full audit trail

» Provide necessary documentation to support level of governance
required for sustainability reporting

Connecting all capabilities
listed above, the
workflow and process
Process control enable effective
MCUESUEUEUN  monitoring of the data
and and activities and call out
governance required actions

» Data needed for sustainability purposes comes from different
sources with various owners — this requires cross co-operation
between several functions, business units and people

» Well-orchestrated process through workflow and process control
will ensure correct data with appropriate quality is used throughout

» Holistic view across the end-to-end process, supporting definition
of targets data and enabling review, approval and reject processes
for effective monitoring, which is a necessity to help ensure an
effective process control

The resulting solution provides a flexible modeling platform serving
multiple reporting and performance management use cases.
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From theory to practice -
environmental taxes

Environmental taxes aim to discourage behaviors
that have a negative impact on the planet. On the
flipside, funding, financing and incentives act to
support positive environmental behaviours and
support sustainable transformation. In this example,
environmental taxes are looked at in a traditional
manufacturing organization and how a richer set of
data can support accessing finance incentives.

At each stage of its supply chain, environmental taxes
will be incurred, either directly or indirectly. How
energy is sourced for its manufacturing processes will
already have an impact on how much taxes are paid,
albeit indirectly.

There are over

4,000

environmental taxes across 45 of the world's
largest jurisdictions?

Moving further across the supply chain, the level of
emissions produced as a side effect of the production
or water usage will further impact the amount of the
environmental taxes and charges. Choice of suppliers
might also result in higher environmental taxes in
some jurisdictions. For example, if the raw materials
purchased are made from non-recyclable plastics or if
they are sourced from distant countries resulting in a
higher carbon footprint.

Last, but not least, is the distribution. The mode

of transport and how the goods are packaged (for
example, in non-recycled plastic) will also impact the
level of the environmental taxes.

Environmental taxes will therefore have an impact
on the profitability of the organization. To better
manage these costs, it is vital to understand where
these costs are incurred: at which supply chain

step and why are they incurred. This is where the
technology can provide a helping hand, as it can help
to monitor various charges and also model different
scenarios to provide insights and better support
strategic decision-making.

2 EY Green Tax Tracker, April 2022, see link: https://www.ey.com/en_gl/tax-guides/keeping-pace-with-sustainability-incentives-carbon-

regimes-and-environmental-taxes
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Environmental taxes are

only one side of the picture.
Incentives offer an opportunity
to fund sustainable innovation
and-business transformation.
Securing funding and grants
for such projects is a complex
undertaking and requires

a strong business case.
Technology enables us to
model the financial, social and
environmental data needed to
simulate alternative outcomes
and provides valuable input
into a business case for
Investment.
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Figure 3: Example data model for a manufacturer, illustrating the impact of
environmental taxes and costs on earnings before income and taxes (EBIT)
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Figure 4: Example P&L for a manufacturer, illustrating the impact of environmental taxes
and costs on earnings before income and taxes (EBIT)
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Figure 5: Sample overview enabling management by exception of various

environmental taxes and costs
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A connected view

The example use case of environmental taxes provides a valuable data set that can be used further,
for example:

Product pricing Product labeling
It may be possible to command a premium There is a growing trend to provide
price if it's possible to demonstrate a product consumers with information about a product'’s
has a lower emission footprint than the market environmental credentials via QR codes.
average.

Supply chain optimization

The granularity of data available enables us to drill-down to material code level and back through the
supply chain. Management by exception helps to identify where a change of suppliers or a change to the
bill of materials would have a positive impact on environmental metrics. With a view to the future, we see

the benefit of integrated solutions with the performance management solutions pushing updates back
to the system of record.

Your sustainability performance journey, supported by EY and SAP teams

EY teams have in-depth experience of designing, configuring and implementing SAP solutions for sustainability
for multiple use cases across performance management, tax and finance. We leverage these experiences to
deliver connected insights between financial, environmental and social metrics, providing organizations a
performance management capability to better support their sustainability strategy and reporting needs.

14 | Technology as an enabler for sustainability performance management



Plan today for

a better tomorrow

With increasing obligations for organizations to
achieve their sustainability commitments and report on
sustainability metrics, the role of technology to provide

actionable insights is clear.

Together, the EY and SAP alliance provides trusted and
strong brand collaboration with the right capabilities to
help large corporations respond to the challenge. When
business works sustainably, the world works better —

for business, people and the planet.

Contact us to start your journey today.

For more information

For details on products and services from SAP
and EY, please visit the following websites:

SAP website (sap.com)
EY and SAP alliance (ey.com)

Read the first EY-SAP whitepaper on how
platform technologies can drive value in tax
and finance functions (sap.com)

. kY
Ca(y.ou achigve
future state b

without'a clear

eurrenfstate?

"“Watch our short video to learn more about

how EY and SAP teams can help you transform

sustainability management and reporting"”
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EY | Building a better working world

EY exists to build a better working world, helping
create long-term value for clients, people and
society and build trust in the capital markets.

Enabled by data and technology, diverse EY
teams in over 150 countries provide trust through
assurance and help clients grow, transform and
operate.

Working across assurance, consulting, law, strategy,
tax and transactions, EY teams ask better questions
to find new answers for the complex issues facing
our world today.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is

a separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients. Information
about how EY collects and uses personal data and a description of the
rights individuals have under data protection legislation are available via
ey.com/privacy. EY member firms do not practice law where prohibited
by local laws. For more information about our organization, please visit
ey.com.

About EY's Tax Technology and Transformation Services

EY's Tax Technology and Transformation (TTT) is a global practice that
brings together transformation strategists and technology professionals
dedicated to helping organizations redefine the tax function to meet

the demands of the digital age: from rapid business model change and
global transparency, to expanding digital tax administrations, escalating
reporting requirements and cloud-based solutions. Our objective is to
help each client transform the traditional tax function into a connected
intelligent tax function, with an operating model that thinks about data
differently — one that's integrated and adding value across the enterprise,
embraces innovation, and is open to adopting advanced and emerging
technologies to fuel continuoustransformation.

© 2022 EYGM Limited.
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