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There is a steadily expanding need for reporting on a wide variety of environmental, social,
and governance (ESG) elements. Governments, investors, customers, workers, and business
partners demand more transparency in an organization’s ESG measures. Although ESG
disclosure has advanced, the percentages of firms releasing Scope 1 and 2 disclosure reports
were still significantly below 40%, and the rates of Scope 3 disclosure remained under 25% as
of February 2022 for components of the MSCI ACWI Investable Market Index (IMI).

Scope Iemissions are the most straightforward datapoints, since they include direct
emissions from sources that the organization controls. These might be on-site fuel burning
from fixed and mobile sources like boilers, furnaces, and trucks. In other words, Scope 1
focuses on emissions from industry and transportation. However, Scope 2 requires reporting
on emissions from bought power, and includes coordination with utility companies and
governments. As the World Resource Institute outlined, “Scope 2 is one of the main sources of
greenhouse gas (GHG) emissions globally: the production of electricity and heat currently
accounts for at least one-third of worldwide GHG emissions.”

Overall, the disclosure of relevant ESG data is a critical component of the overarching pursuit
of improving awareness of the impact of corporations on climate change, while
simultaneously making enterprises more environmentally sustainable. In general, ESG data
demonstrates a corporation’s effect on the surrounding society or community, as well as on
the natural environment. Moving forward, the same degree of rigour and level of technical
detail should be applied to the collection, assessment, assurance, and reporting of ESG
information and metrics as is now applied to financial data. However, when it comes to ESG
reporting, most businesses rely heavily on manual processes and improvisation, while
providing little structure or consistency to data collection.

Considering the challenges businesses face in manually reporting their data, one is
incomplete data. Multiple stakeholders have voiced a need for more granular data they can
use for future planning. In addition, there is an increasing need for improvements in the
accessibility of the data, as well as assurances on the accuracy of climate-related data
through implementation of verification and auditing systems. High-quality data is essential
for establishing climate objectives and taking action to accomplish those goals. The data
companies collect on energy emissions could decide whether specific internal initiatives are
funded. Erroneous data used in decision-making will almost always result in equally
inaccurate choices.

Ultimately, ESG success relies on reliable data. When a corporation reports on its GHG
emissions, all claims must be accurate, which calls for data that can be independently
verified. Without measurable data, businesses run the danger of being accused of
greenwashing or providing incorrect or misleading information, both of which may have
serious legal repercussions for publicly traded corporations and attract the notice of the
Securities and Exchange Commission (SEC).
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Uncovering the Problems of Manual Reporting

Even though 92% of S&P 500 businesses were reporting ESG metrics by the end of
2020, according to a client survey conducted by BlackRock that year, “poor quality
or availability of ESG data and analytics” and “poor quality of sustainability
investment reporting” were mentioned by 53% of participants as the two greatest
obstacles to adopting sustainable investing. The precarious quality of ESG
reporting is mostly due to the reliance on manual processes such as these:

Accounting for All Emissions Streams

When it comes to reporting their carbon footprint, one significant obstacle that
businesses must overcome is ensuring that each and every one of their
emissions—including those generated by their operations, supply chain, and
product consumption—are considered. However, doing so requires a significant
amount of additional research that some businesses do not have the resources
or the capacity to do.

Furthermore, there is no “one size fits all” solution. Instead, it is up to each
company to figure out which aspects of its business are most relevant to the
many stakeholders it has in this area, and then choose the method that will be
most effective in communicating them.

Possibility of Human Errors

In reporting ESG data, companies need statement accuracy that can be
measured and independently verified. If these are lacking, the accuracy of the
reporting may be called into question. Human error is another risk while entering
ESG data, particularly when inputs are submitted manually.

Processing times are lengthened, and additional inefficiencies are introduced as
a direct result of errors that occur during manual data input or rekeying.
Inaccurate data collection results in extra difficulties and inefficiencies farther
down the line.
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Inefficiency of Spreadsheets

According to research released by Ernst & Young, most public firms (55%)
still save their ESG data in spreadsheets created in Excel. The same survey
also indicated that larger firms that collect data from various sources
concur that using spreadsheets in the modern business environment is
impractical. Spreadsheets have several limitations, including the inability to
communicate effectively, manual data input mistakes, broken linkages
across workbooks, and a lack of data security.

Furthermore, the spreadsheets used in the management of ESG data are
often generated by a single individual, and they include formulae and
functions others may not understand. Consequently, it is difficult to present a
comprehensive and integrated picture of ESG benefits and effects since the
data relating to these topics is often stored in spreadsheets or manually
entered into silos dispersed across the company.

Spreadsheets may foster a sense of familiarity, but their use is likely to result
in poor data administration. When using multi-tier mapping, it's likely
companies will need more human resources and work hours to produce
them. In addition, maintaining data transparency becomes a laborious and
unmanageable task. .
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Uncertainty around Frameworks

Another problem for businesses is that they are unsure which indicators to
employ. Metrics are always subject to change, since they are continually
gathering new information on environmental effects. Because reporting
standards are constantly evolving as well, it may be challenging for businesses
to maintain relevant data management and reporting at the same time.

Moreover, numerous businesses still struggle to collect and organize vast
amounts of high-quality quantitative and qualitative data. This data is often
decentralized, multidimensional, and extensive. It originates from several
departments and sources, in multiple forms, and often comes in at different
times.

To successfully conduct any sustainability effort, it's essential to have consistent
processing and administration of the appropriate data. In today’s business
world, the absence of standardized procedures for handling information of this
kind is one of the most important and pressing hurdles. For example, it there are
not enough mechanisms for collection, verification, and presentation; it may be
difficult for stakeholders and prospective investors to compare ESG funds and
evaluate how well they perform in terms of sustainability.

Engaging Frontline personnel in Data Gathering

How to engage frontline staff in data collection is likely to be another obstacle.
Effective ESG reporting requires more than a top-down approach. It is essential
to include all workers at all organizational levels daily.

However, many firms struggle to engage frontline employees in data collecting.
Most of the time, there are questions about what sorts of information to gather
from frontline employees and concerns about how well they collect the data
and provide it to managers.
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Setting the Pillars for
Data Quality

There is a definite demand for
higher-quality data, more clarity in
methodologies, and a higher degree of
standardization. In addition to making
data collection more complicated than
necessary, spreadsheets reduce the
effectiveness of quality control and
assurance. It's difficult to assure the
quality with distributed, manual
systems. This may lead to many
procedures for data entry and review. It
also probably means that the same
data must be handled frequently to
conduct any kind of reporting, including
ESG reporting.

So far, several studies have
demonstrated that the many data
sources and metrics often give
dispersed and unreliable results.

Overall, here are some of the most
essential pillars of data quality that
must be considered for ESG reporting:
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Accuracy — The data should be
entered correctly and should only be
collected once.

Validity — Data should be recorded
and used in a manner that complies
with applicable requirements, such as
accurately applying relevant rules or
definitions.

Reliability — Data should be gathered
in steady and consistent processes
across all collection locations and
throughout time. This way,
organizations can validate progress
toward performance objectives and
actual improvements, rather than
variances in data gathering.

Timeliness — Data must be collected
as promptly as possible following an
event or action, and made accessible
for the intended purpose.

Relevance — The collected data should
be useful for the intended purposes. The
criteria need to be reviewed often to keep
up with the ever-evolving demands.

Completeness — Overdll, the
requirements for the data should be
clearly established based on the
organization’s information requirements.

Accessibility — Stakeholders must have
access to climate-related data that is
both reliable and comparable so they
can assess the threats to financial
stability, accurately price and manage
climate-related risks, and capitalize on
the opportunities presented by the shift
toward a low-carbon economy.
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Overcoming the Hurdles of Manual ESG Reporting with
Verdafero ESG InSights™

Considering the increasing regulatory standards, in conjunction with increased
expectations from stakeholders for sustainability commitments, businesses must have a
head start in planning what information-gathering and aggregation systems,
procedures, rules, and controls they will need in the future. Investing in an effective digital
solution allows workers to spend their time executing ESG insights to enhance the
company, rather than to manual ESG reporting routines.

According to the Boston Consulting Group, 85% of companies are worried about lowering
their GHG emissions. Proper data collection and assessment represent the most critical
barrier to overcome, since only 9% of businesses can estimate their total emissions
thoroughly. However, only 22% of respondents have automated procedures, while 86% still
manually record and report their emissions using spreadsheets. Enterprises that fail to
invest in efficient automated solutions risk overburdening their ESG teams and
jeopardizing the comprehensiveness and accuracy of their disclosures. These
shortcomings pose a substantial risk in an increasingly regulated world.

Verdafero addresses the challenges small and medium-sized businesses have in their
ESG reporting approaches. We provide big and small companies a unique combination of
energy-efficiency consulting services that can help lower energy consumption and
associated expenses and our patented cloud-based technology securely monitors,
analyzes, and reports across utilities for property portfolios of any size—providing an
automatic calculation of GHG emissions.

In addition, Verdafero ESG InSights™ provides a potent data-analysis method—an
essential component of monitoring Scope 1 and Scope 2 emissions. Verdafero’s
cloud-based, big-data analytic service uses machine learning in conjunction with a wide
variety of Internet of Things (loT) devices companies already use. This combination
makes it possible for Verdafero to conduct a speedy analysis of time-dependent data of
various types.
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There is a crucial part for the
private sector to play in finding a
solution to the climate crisis, and
more and more businesses are
rising to the challenge by
bolstering their ESG credentials.
To realize these important ESG
goals, companies need to be
equipped with appropriate
solutions to propel performance
in the ESG realm. These solutions

will require timely, accurate, and
accessible data that can't

possibly be collected and
analyzed using manual reporting
practices. Verdafero offers the
necessary tools and technology
for those forward-looking
enterprises that intend to
implement an automated and
seamless ESG reporting process
using the Verdafero ESG InSights™
platform.
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