Cho8.indd 97

CHAPTER EIGHT

Enel: CSR and Performance
Measurement'

Anna Pistoni and Lucrezia Songini, SDA Bocconi

CSR IN ENEL
Introduction

Since 2003, Enel has had an on-going dialogue with its stakeholders, informing them of the concrete
actions that demonstrate the company’s commitment to fulfilling its economic, social and environmen-
tal responsibility. We have consequently adopted the most stringent international criteria when collect-
ing data, commenting on them and making them available to the public. In the process, completeness
and transparency have been our priorities. During the past five years, this commitment has gained
international recognition in a number of ways. We have been admitted to the most important indexes
that measure corporate social responsibility and growth sustainability and, over time, have improved
our position in the ranking of companies that are most engaged with this issue (e.g., AccountAbility’s
worldwide ranking for Fortune magazine places us sixth). Socially responsible and ethical mutual
funds are increasingly interested in Enel shares.
Piero Gnudi, Chairman, and Fulvio Conti, CEO,
Letter to our Stakeholders, the Enel 2006 Sustainability Report

In 2007, Enel was Italy’s largest power company and Europe’s second largest listed utility in terms of
installed capacity. Listed on the Milan and New York stock exchanges since 1999, it had some 1.7
million shareholders, the largest number of any Italian company. Enel also had a significant presence
in Spain, France, Slovakia, Romania, Bulgaria, Russia, and North and Latin America. However:

As 2007 began, Enel seemed a fading national champion, reliant on a domestic market where it faced
the steady erosion of its position under the challenge of its smaller and more dynamic rival, Edison,
backed by EDF of France. Its efforts to break out of that trap, such as its overture to the Franco-Belgian
utility Suez, had been rebuffed. While the European energy industry was restructuring under pressure
from a new push from the European Union to liberalize markets and strengthen competition, Enel
seemed to have been left behind. By his dramatic intervention in the long-running takeover battle for
Endesa, Spain’s biggest electricity company, Mr Conti (Enel’s CEO) changed all that. The deal leaves
several questions unanswered. But it has made the point that Enel has a role to play in reshaping
Europe’s energy industry, in the most dramatic way possible.

Crooks, 2007

As a consequence of the acquisition of Endesa, the partnership with Acciona and the acqui-
sition of OGK-5 in Russia in 2007, Enel would operate in 22 countries, had 75 000 MW of

'Copyright EABIS. Reproduced with permission.
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generating capacity and more than 50 million electricity customers. In 2007, the company
had 73 500 employees and posted revenues of more than €43.7 billion and a group net
income of €4 billion. With 30 000 MW in plants using renewable energy resources (hydro,
geothermal, wind, solar and biomass) across the world, Enel was a world leader in the sector.
Its electricity came mainly from fossil fuels (73%), while 21% was produced from renewable
energy sources or from natural inputs (plus 6% from hydro sources from pumped inputs). In
March 2007, the Ministry of the Economy and Finance owned 21.12% of the share capital of
Enel SpA and the Cassa Depositi e Prestiti (a corporation controlled by this Ministry) owned
10.15%, leaving free-floating shares of some 68.80% to the market (32.90% held by institu-
tional investors and 35.70% by retail investors). Shareholders included leading international
investment funds, insurance companies, pension funds and ethical funds, along with lItalian
retail investors?.

The Company History

The electricity industry has played a key role in Italy’s economic and social growth, reflecting key
events in the country’s history. After a long parliamentary debate, the Italian Chamber of Depu-
ties adopted legislation to nationalize the country’s electricity system on 27 November, 1962. The
law gave Enel the sole right to generate, import, export, transport, transform, distribute and sell
electricity. Enel started operations in 1963 by gradually absorbing the existing power companies.
Under the National Energy Plan, presented in July 1975 by the Minister of Industry, Enel was sum-
moned to ‘call for tenders for the construction of eight nuclear power plants of the 1000 MW type’.
However, on 8 November, 1987, a large majority of Italians rejected nuclear energy in a national
referendum. In the 1990s, the power industry embarked on a process of liberalization that reduced
the scope of Enel’s core business, prompting the company to pursue a diversification strategy and
develop new lines of business.

There was a radical change in the legal-institutional structure of Italy’s national electricity sector via
Legislative Decree no. 333 of 11 July, 1992, which was converted into Law no. 359 on 8 August; it
made Enel a joint stock company — the first step towards privatization. On 19 February, 1999, the
Council of Ministers approved a bill to liberalize Italy’s electricity market. Known as the ‘Bersani
Decree’, this legislation, which came into effect on 1 April, 1999, required Enel to be broken up into
separate units for the generation, transmission, distribution and sales of electricity to ‘eligible” custom-
ers. Enel was also required to reduce its generating capacity by hiving off ‘not less than 15 000 MW’
by the end of 2002.

As such, in 1999, Enel was privatized, by placing more than 3.8 billion shares (which became 1.9
after the reverse stock split of 9 July, 2001), which accounted for 31.74% of the share capital, for
a counter value of €16.55 billion. It was the biggest quotation in Europe and the second largest
worldwide, both in terms of the value and the number of underwriters. Consequently, Enel shares
have been quoted on both the New York Stock Exchange and the Italian Stock Exchange since
2 November, 1999. From 20 December, 1999, Enel shares have formed part of the MIB30 index.
In November 2002, following a diversification phase during which it developed new businesses,
the company initiated a process of refocusing on the energy sector: it aimed to become the leading
producer and distributor of electricity and gas. Enel has actively sought international expansion in
the power and gas market since 2006.
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The CSR Project

The adoption of corporate social responsibility (CSR) and its implementation in all activities and
functions were directly sponsored by the CEO. In 2002, the CSR project was launched. The
Identity and Image Unit within the Corporate Communication Department was in charge of CSR
compliance. The task force operated between September 2002 and April 2004, when a Corpo-
rate Social Responsibility department was established. Internal communication played an im-
portant role in informing the employees and making the sustainability approach visible within
the company. The top management’s commitment and support played a significant role in the
data gathering and CSR reporting at different organizational levels. The manager in charge of the
Corporate Social Responsibility Unit described the context that favoured the adoption of CSR at
Enel as follows:

It is important to point out that the CSR adoption was a final step in a process, which began with the
adoption of the ethical code and of other self-discipline codes®. The ethical code was approved and
adopted in March 2001, just before the Chairman (Chicco Testa) and CEO (Franco Tato), who had
managed the process of Enel’s privatization and quotation, came to the end of their terms in office.
At the end of May 2002, a new Board of Directors was appointed, as well as a new Chairman, Piero
Gnudi, and a new CEO, Paolo Scaroni. During one of the first meetings aimed at verifying and un-
derstanding the company’s situation, the new CEO and the new manager in charge of the Corporate
Communication Department pointed out the need to launch a CSR policy. A first check of the project
feasibility showed that Enel was prepared to embed CSR into its strategy, organization and managerial
mechanisms.

Embedding CSR and the Impacts on Organization and Managerial Systems

The values and principles of the Enel organizational culture, the communication policy, the mana-
gerial systems, particularly the planning and control ones, the organizational structure and the
roles (Figure 8.1) allowed CSR to spread throughout the company.

In 1996, the first Environmental Report was published; in 1999, it summarized the principles and
objectives of the Enel environmental policy for the first time. The focus was on the improvement
of the plants’ environmental performance; consequently, environmental Key Performance Indica-
tors (KPIs) were developed. In addition, Enel established its Environmental Policy Unit, which is
part of the Parent Company’s Department of Institutional and Regulatory Affairs. There were about
200 full-time employees exclusively dedicated to examining and implementing the company’s
environmental plans.

In 2001, the Enel Board of Directors decided to initiate a process of reflection on the system of
values that characterized and governed its business activities. Enel thus gradually adopted a plan of
action in support of CSR. This plan provided for the elaboration and implementation of the Code of
Ethics and for making it known inside and outside the company. Adopted in 2002 and then revised
in 2004, the ethical code represented an essential component of the Enel corporate governance
system. In order to foster the integration of respect for the environment and society into its busi-
ness activities, Enel ensured that its Board of Directors assumed responsibility for environmental
and social sustainability and for the integration of planning and audit processes with sustainability
objectives and indicators.
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Figure 8.1 Spreading CSR throughout Enel

In 2002, two new organizational departments were established: the Corporate Social Responsibil-
ity Unit, within the Corporate Communication Department, and the EnelDATA Unit, within the
Corporate Administration, Finance and Control Department. The Corporate Social Responsibility
unit was in charge of CSR implementation and stakeholder engagement, as well as the communi-
cation and coordination of CSR initiatives. It communicated Enel’s commitment to sustainability,
organized the Sustainability Report, managed its relationship with rating agencies and assisted with
the definition of CSR objectives.

EnelDATA was in charge of the CSR planning and control process, participated in defining CSR
objectives, evaluated CSR projects and compiled managerial reports for top management. Within
the Corporate Administration, Finance and Control Department, a new role was established:
the CSR controller. The controller was in charge of CSR reporting and fell under the Planning
and Control Unit, as well as the CSR Unit. Furthermore, approximately 50 ‘data owners’ were
identified to be in charge of and manage KPIs for the Sustainability Report and rating agencies’
questionnaires.

In May 2003, the 2002 Sustainability Report was approved as a means through which the com-
pany would publicize its efforts; the report highlighted the content and quality of the relations it
had built with each stakeholder in the three areas of responsibility: economic, environmental and
social.
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In July 2003, social and environmental questions arising from business activities and rela-
tions with stakeholders were translated into a set of CSR objectives and incorporated as an
integral part of the Company Business Plan, as well as the budgeting and reporting systems.
Among the initiatives undertaken by Enel in terms of corporate social responsibility, was
its participation in the United Nations Global Compact initiative, which was formalized in
February 2004.

In October 2004, the Domestic Infrastructure and Networks Division’s distribution network ob-
tained an ISO 14001 environmental certification. One hundred and thirty plants (approximately
43% of Enel’s net production installed capacity) obtained an EMAS registration. By 2009, Enel
plans to have an ISO 14001 environmental certification and an EMAS registration for all of Italian
hydro plants.

In parallel, the company also developed its internal MBO system, which identified personal CSR
goals that were in line with the CSR KPIs of the Sustainability Scorecard. In 2005, out of a sample
of 25% of employees involved in the MBO system, 100% listed performance as linked to environ-
mental responsibility and social responsibility.

On 14 March 2006, the Enel Internal Audit Committee formally approved a specific provision
specifying the anti-corruption measures adopted by the company: the Zero Tolerance against Cor-
ruption Plan (ZTC Plan). It gave substance to Enel’s membership of the Global Compact in addition
to fulfilling the commitment undertaken at the Davos Forum (in January 2005), when — together
with more than 60 multinational companies — Enel signed the Pact Against Corruption Initiative
(PACI).

In 2005 and 2006, training activities were developed specifically for people involved in data
gathering and CSR reporting. In 2005, the CSR Unit, together with the Personnel and Organiza-
tion Department, promoted a course for supervisors (about 4000 people) with the objective of
explaining the value of CSR. The CSR principles and practices involved the Safety Department at
both the corporate and divisional levels.

In addition, work started on the development of a policy on Human Rights and Equal Opportunity,
which was completed at the end of 2006. This policy applied to all Enel activities throughout the
world and was developed in cooperation with the Prince of Wales International Business Leaders
Forum (IBLF). With regard to diversity during the last 15 years, the number of women employed
by Enel had significantly increased and the ethnic range of its employees became more diverse.
Moreover, employment at Enel was distinguished by the institution of a system of ‘internal welfare’
based on activities, initiatives and services ranging from complementary pensions and supplemen-
tary health care to cultural and sports activities, loans to personnel at special interest rates and
special maternity benefits.

Since 2002, therefore, Enel had specifically focused on gaining international and national ac-
knowledgment for CSR and sustainability. In November 2002, the company passed the ethical
screening process of E. Capital Partners and was admitted to its Socially Responsible Indexes:
Ethical Index EURO and Ethical Index GLOBAL®. On 21 March 2003, before publishing its first
sustainability report, Enel was admitted to the sustainability indexes of the Financial Times Stock
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Exchange (FTSE4Good) in London. The company was the first utility admitted to the FTSE4Good
100 and the FTSEAGOOD EUROPE 50. In September 2003, Enel was also admitted to the
Advanced Sustainable Performance Index on the basis of evaluations made by Vigeo. In 2003, it
was successfully screened for the Dow Jones Sustainability Index (DJSI), Enel stock being added
to the DJSI in September 2004.

In September 2005, Enel was re-confirmed in DJSI World and admitted to DJSI STOXX. In the
same month, and despite an EIRIS alert that a Colombian company owned by Enel did not meet
human rights criteria, it was confirmed for the third year running in the FTSE4Good Index Series,
the FTSEAGOOD GLOBAL 100 and the FTSEAGOOD EUROPE 50. The warning was, in fact, a
mix-up of the name of the enterprise owned by Enel, Carbones Colombianos del Cerrejon, with
another. Although Enel had nothing to do with this second firm, it had to sell the company it
owned to be re-confirmed in the FTSE4AGOOD. In October 2006, Enel was admitted to the ‘Top
Ten” of the Accountability Global 50+; it was placed sixth in the industry ranking and third in
the utilities ranking. It was the only Italian company in this ranking and improved on its previous
position.

In September 2006, Enel was removed from the FTSEAGOOD Index Series, as a result of its
acquisition of 66% of Slovenske Elektrarne, which operated nuclear power stations. The CEO
commented on Enel’s deletion:

We have the major ethical funds of the world investing in our company, as a result of Enel’s listing on
the major sustainability indexes. While we are happy about this, we simultaneously feel that some
of the standards that define CSR will have to be readjusted. This definitely applies to our investments
in nuclear power, which some of the indexes have used to lower our rating. I do not think that this
is currently appropriate: when a company follows a policy of investing in different energy sources,
this does not mean that it is abandoning its code of conduct and sustainability, but is a guarantee that
it is a viable and environmental friendly energy provider that is not dependent on other countries for
raw materials.

Enel Stakeholders

Since 1963, when the Italian energy companies were nationalized, and Enel became a monopoly, it
has developed a consolidated relationship with its stakeholders. In the 60s and 70s, Enel pursued a
mission to electrify the whole country, especially Southern Italy, and support Italian industrial devel-
opment. In this period, it had to cope with relationships with local institutions, mainly in those areas
where new power plants had to be built. The relationship with local communities was based more on
dialogue than on conflict. Enel also devoted its attention to the environment to cope with the impact
that its power plants had on local areas. The relationship with stakeholders was based on an exchange
of economic returns for local communities, which received a part of the plant power revenues for re-
newal energies and social investments. At the end of the 70s, a new phase in the stakeholder dialogue
opened. It was based on the confrontation and negotiation between Enel and its stakeholders, mainly
local institutions that represented the community’s interests. Enel coped with these stakeholder en-
gagements by lobbying them. A ‘one-way communication” was thus developed between the company
and its stakeholders. By mainly paying attention to local institutions, Enel was able to influence its
stakeholders and to ensure that their expectations would be aligned with the company’s objectives.
In the 1990s, a new category of stakeholders emerged: associations representing interests. Enel re-
acted to these new stakeholders’ pressures by partially changing its communication. An ‘asymmetrical,
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two-way communication” was developed, based on communicating something to the stakeholders,
listening to them, but not giving them channels and instruments to dialogue with the company at the
same level.

Roberto Zangrandi, Enel CSR Manager, 2006

In the Letter from the Chairman, which introduced Enel’s first Sustainability Report in 2002, Piero
Gnudi presented the Enel definition of CSR and stakeholders for the first time:

Enel intends to base its business strategy not only on economic considerations, but also on environ-
mental and social ones, because we are convinced this will help make us competitive and boost our
reputation. Our fundamental objective remains that of ensuring the long-term creation of value for our
shareholders. Given its size and the kind of business in which it is engaged, Enel interacts intensely
with society and consequently aspires to maintain and develop a solid relationship of trust with its
stakeholders. With its shareholders first of all, because, with two and a half million of them, Enel has
far more investors than any other Italian company, but also with its 30 million customers, its employees
and others who work for it, its suppliers, associations, and local communities.

In the 2003 Sustainability Report, Piero Gnudi pointed out:

The objective remains the same: to improve our shareholders’ return, carry out the fundamental points
of our mission and lower the company’s risk profile in order to make it an attractive investment with
steady growth and low volatility. At the beginning of this path, there were about 20 socially responsible
specialized investment funds present among our shareholders. Now there are 32 of them, controlling
more than 16% of the shares held by institutional investors, and we are committed to attracting an
increasing number of this kind of investment.

The 2004 Sustainability Report specifically highlighted that:

Corporate social responsibility or CSR comprises:

e economic responsibility: all the activities that have an economic or financial origin or impact;

e environmental responsibility: the degree to which a company is able to govern the environmental
variables and impact of its activities;

e social responsibility: the company’s actions with regard to individuals and communities, interest
groups and the people who work for it.

These three components and the company’s ability to balance them efficiently and honourably create
the sustainability concept.

The report also presented, for the first time, a list of major reasons — based on socio-demographic
and market surveys — for Enel stakeholders to invest in the company:

e Shareholders:
1. positive performance of Enel shares on the stock market;
2. fiduciary relationship and transparent communication;
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3. control of economic, environmental and social risks;
4. effective corporate governance;
5. long-term investment in sustainability.
e Lenders:
1. debt volume, use and quality;
2. confidence of the financial and final markets;
3. short and long-term perspectives.
e Human resources:
. management according to ethical principles and observance of the Code of Ethics;
. equal opportunity for professional development;

. job satisfaction;

1
2
3
4. pay in line with role;
5. on-the-job training, health and safety;
6. fair industrial relations;
7. widespread, effective and transparent internal communication.
e Customers:

1. awareness of needs;

2. quality and modernity of service;

3. service continuity;

4. fair and transparent rates;

5. transparent, clear and widespread communication;

6. new services.
e Suppliers:

1. increased orders;

2. quality of relationship;

3. punctual payments;

4. fast, clear and transparent procedures.
e Institutions:

1. fairness and transparency in carrying out activities;

2. participatory and concrete dialogue.
e Future generations:

1. social and environmental sustainability of development strategies;
. effective environmental governance;
. environmental education;

2
3
4. reduction of all emissions;
5. waste recovery;

6

. reduction of internal consumption of energy and water;
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reduction of raw material use;
development of research;

increased energy efficiency;

development of renewable energy sources;
respect for biodiversity.

e Communities:

1
2
3
4
5.
6
7
8

transparency and punctuality of communication;

. social and environmental sustainability of industrial installations;
. availability of channels for direct dialogue with the company;
. relations with interest groups;

initiatives in favour of communities;

. redistribution of income to social projects and corporate philanthropy;
. relations with local, national, and international institutions;
. media relations.

105

During February and March 2006, when preparing the 2005 Sustainability Report, the company
launched a large-scale qualitative and quantitative survey of its CSR activities. The objective was
to explore how the different Enel stakeholders perceived the company’s corporate social responsi-
bility by showing the quality of their relationship with Enel and the possible areas of improvement
for each specific target investigated. The results of this survey are summarized in Figure 8.2, which
lists the stakeholders and compares them in respect of the 38 areas of interest that they consider to
be of prime importance. According to CSR Manager, Roberto Zangrandi:

In the near future, this system could be useful to define strategic planning targets by basing them on
the stakeholders’ expectations and perceptions.

In 2006, Enel continued to develop a relationship of trust with its stakeholders. In the view of CEO
Fulvio Conti:

Stakeholders are those who make investments tied to Enel activities, meaning, first and foremost, the
shareholders, followed by the staff members, clients, suppliers and business partners. In a broader
sense, the term refers to all those individuals or groups, whose interests are directly or indirectly
affected by Enel activities: this encompasses the local and national communities in which Enel op-
erates, as well as environmentalist associations, future generations, etc. Over the years, Enel has
consolidated its ability to listen to associations that represent interests, which include consumers,
environmental organizations, the world of small and medium-sized firms, and public bodies. How-
ever, Enel cannot overlook the fact that in the company’s day-to-day operations there is a privileged
relationship between the management and shareholders, and that managers have different and more
compelling obligations to shareholders than to other stakeholders, who also represent legitimate
interests.

In order to promote a symmetrical, two-way and transparent communication with its stakehold-
ers, Enel revised the structure and contents of its homepage in the spring of 2007. In the Letter to
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our Stakeholders, which introduced the Enel 2006 Sustainability Report, the Chairman and CEO
stated that:

We have decided to change the way we tell you about our commitment to sustainability and social
responsibility, in order to improve the channels of communication with you. We have consequently
created a website (http://www.enel.it/azienda_en/sostenibilita/) that will present even more informa-
tion on our social responsibility policy. This site is an instrument with which everyone can directly
evaluate and analyse our actions, thus contributing to the interactive communication of our sustain-
ability plans.

The new homepage put more emphasis on the stakeholder dialogue and allowed a more direct
engagement of stakeholders. Stakeholders could participate in a survey that was directly linked to
the Enel homepage and could offer their opinion on 24 ‘hot” CSR issues (the Sustainability Meter
tool can be accessed at http://csrmeter.palomarlab.net/). Based on their answers, stakeholders
were positioned according to the emphasis that they allocated to the different CSR dimensions:
economic, social and environmental responsibility. From this survey, it was possible to map stake-
holders’ priorities. By comparing these priorities with the Enel top management’s emphasis of the
various dimensions, the gap between the stakeholder priorities and Enel’s expectations could be
derived and the way to reduce this gap identified.

Suggested Questions for Discussion

1. What are the particular features of the CSR concept and definition of stakeholders
adopted by Enel and why?

2. What CSR implementation changes have been introduced into Enel’s organizational
structure and managerial mechanisms?

3. Considering Enel’s approach to CSR, how would you design the structure of a
performance measurement system both for external reporting and for managerial
reporting (e.g., performance areas, KPIs, etc.)?

4. What are the strategic benefits to Enel in developing a comprehensive CSR framework,
and how does this help the company to mitigate traditional risks in its industry?

CSR PERFORMANCE MEASUREMENT AND EVALUATION
Introduction

The objective to compile the Sustainability Report (ready for issuing with the Consolidated Financial
Statement at the General Shareholders Assembly in 2003) led to the debate on the key driver for
CSR — whether it would be an instrument to improve company image or a strategic and managerial
philosophy — going out of the window. The 2003 Sustainability Report reached an important conclu-
sion: Enel publicly stated its commitment to CSR.

Roberto Zangrandi, CSR Manager, Enel

In 2002, a team under the Corporate Communication Unit carried out a feasibility analysis of CSR

disclosure. Enel, they concluded, was better equipped to produce a comprehensive sustainability
report than most other big companies.
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Publication of the Sustainability Report, they argued, would signal Enel’s involvement in and com-
mitment to a CSR strategy and was designed to communicate it both externally and internally. The
report had three objectives: to provide a complete picture of the company’s financial, environmen-
tal and social performance; to highlight the results achieved; and to support dialogue with Enel’s
main stakeholders.

Adopting a top-down approach, the entire company became engaged in the reporting process.
The Sustainability Report was prepared in accordance with the AccountAbility 1000 (AA1000)
principles, which included information of:

e significance: of interest to stakeholders;

e response: on the ways in which the firm intended to satisfy stakeholders’ legitimate
requests;

e completeness: on all the company’s significant activities and performance.

Methodological sources taken into consideration were the principles of the Global Reporting Ini-
tiative (GRI), which were recognized as the principal basis of the Sustainability Report. In addition,
Enel managers analysed approaches suggested by OCSE, ILO, Business in the Community, the
UN Global Compact and by the CSR-SC project of the Italian Work and Social Policies Ministry.
Moreover, the questionnaires of rating agencies and socially responsible investment funds analysts
played a fundamental role in the process.

Future Sustainability Reports, to appear each year, were to be delivered by the Corporate
Social Responsibility Unit, situated in the Corporate Communication Unit. The data would
come primarily from the departmental units and business divisions. The Report was to be
submitted to the Board of Directors as well as the Internal Audit Committee for appraisal
and to the Internal Audit Unit for control. Its procedural conformity would then be certified
by an external auditing firm. It was to be published together with the Consolidated Financial
Statement.

Stakeholder Engagement

Until 2004, stakeholder engagement was limited to a few focus groups, which severely narrowed
the range of stakeholders consulted. To remedy this, in support of the 2005 Sustainability Report
the company launched a large-scale qualitative and quantitative survey of its CSR activities. The
objective was to explore stakeholder perceptions of Enel as a ‘responsible’ firm, highlighting both
current CSR performance and indicating possible areas of improvement.

The qualitative study was based on interviews with 18 suppliers, lenders and institutions as
well as three focus groups. The study was conducted by Enel supervisors in close collaboration
with external researchers and psychologists. Its questions aimed to evaluate the quality of each
stakeholder’s relationship with Enel, their attitudes and opinions on corporate social responsi-
bility within the company and their expectations and evaluation of the Enel 2004 Sustainability
Report. The quantitative survey was carried out through interviews with 4040 Enel customers,
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728 ‘future generation’ representatives aged between 14 and 25 years, and 99 retail investors
(Figure 8.2).

Efforts to enhance the participation of stakeholders in CSR performance measurement con-
tinued. In order to promote two-way, transparent communication with its stakeholders, Enel
revised the structure and contents of its website homepage in the spring of 2007. The new
homepage put more emphasis on dialogue, enabling stakeholders to participate in a survey as
well as offer their opinions on 24 ‘hot” CSR issues (access the tool at http://csrmeter.palomar-
lab.net/). From this survey, it became possible to create the map of stakeholders’ priorities
shown in Figure 8.2. By comparing these with senior management’s own emphasis on the
various issues, the gap between stakeholder priorities and Enel’s internal expectations could
be delineated.

The Sustainability Report Framework

The Enel Sustainability Report was organized in descriptive and quantitative sections. The descrip-
tive section offered extensive documentation of Enel’s goals, initiatives, results, projects and targets
for corporate social responsibility. The quantitative section covered the CSR Key Performance
Indicators (KPls).

With reference to the descriptive section, the stakeholder interests map outlined the expectations
and priorities of the various stakeholder groups (shareholders, investors, employees, customers,
suppliers, institutions, future generations, local communities).

This map showed stakeholders” views on the 38 areas that they considered most important, ac-
cording to a social and demographic survey carried out in 2005. Each stakeholder category’s
greater or lesser concern with each of the areas was presented graphically, and the resulting table
also clearly portrayed the stakeholders’ conflict of interests. The most important questions that
concerned all categories of stakeholders can be summarized in four areas:

e communication, ethics and fiduciary relations;
e professional competence and good governance;
e development of research and energy efficiency;

e responsibility regarding economic, social and (especially) environmental risks.

In the second section, the sustainability KPIs represented the priority measures of Enel’s sustain-
ability strategy. The process of selecting the relevant KPIs was developed over a number of years.
During the start-up phase, approximately 700 KPIs were selected from those featured in widely
recognized frameworks, such as the GRI, SA 8000 and AA 1000. In 2002, approximately 130
of these, which were immediately available and easy to calculate, were published. By 2003, the
number of reported KPIs grew to approximately 200, a growth that reflected information require-
ments from sustainability rating agencies. Soon after 2004, the number of core KPlIs reached 314.
Finally, each group had a comment added to facilitate its interpretation. Although there were other
Italian firms that compiled large numbers of KPIs, Enel became a benchmark company in the CSR
field and its example encouraged other companies to increase their KPI disclosures.
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The KPIs were grouped into categories that reflected the stakeholder concerns and critical per-
formance areas. Each KPI was also classified according to its adherence to the CSR and social
commitment principles developed by the Italian Ministry of Labour and Social Policies, as well as
to the requirements of the SAM (Zurich) and EIRIS research institutes, which evaluated companies
on behalf of the Dow Jones (DJSI) and Financial Times (FTSE4AGOOD) international sustainability
indexes, respectively.

The metrics aggregated performance across all business units, with the exception of indicators
related to customers, which reported separately in each business division and for each market seg-
ment. Exhibit 8.1 provides the entire list of KPIs from the Enel Sustainability Report 2003.

In 2006, to improve the communication of the Sustainability Report, its results were dis-
played on part of the official company website (http://www.enel.it/azienda_en/sostenibilita/).
It presented both more information and facilitated access to it in an interactive format. In
addition, the website included detailed information regarding the methodology behind the
KPIs, in accordance with the Sustainability Reporting Guidelines in the Global Reporting
Initiative (GRI-G3). Where applicable, it also followed the GRI Boundary Protocol and the
Indicator Protocols. Although the data for 2006 were not always comparable with those of
previous years, they were calculated on the basis of the entries in Enel’s financial accounting
system and other information systems?®. The GRI’s additional performance indicators were
also adopted.

According to the GRI-G3 standard, the KPIs are representative of the aspects shown in Table 8.1.

Under the area of economic performance, there were nine quantitative and qualitative indica-
tors. Of these, the principal metric was the value-added per stakeholder, which indicated the
economic value generated from the operations and its distributions among the different stake-
holder categories.

Environmental performance was measured by 30 indicators, most of which were disaggregated for
plant or other relevant dimensions, such as the type of waste water, emissions into the atmosphere
or materials used.

Forty social performance metrics were used, of which 14 evaluated Enel’s treatment of its em-
ployees, nine monitored human rights, eight covered the relationship with the society and nine
assessed product responsibility.

A final section of the Sustainability Report 2006, entitled ‘These are the numbers’, compared the
data of the same KPIs with those of previous years.

Internal Performance Measurement and Evaluation:
CSR Planning and Control Mechanisms

To ensure that sustainability became part of everyday business decisions, CSR managerial control
at Enel was integrated into not only the managerial level, but also — more importantly perhaps — the
operational one.
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Chapter 8 Enel: CSR and Performance Measurement 115

Table 8.1 Aspects Represented by KPlIs

Area

Aspect

Economic performance indicators

Environmental performance indicators

Social performance indicators

Labour practices and decent work
performance indicators

Human rights performance indicators

Society performance

Product responsibility performance indicators

Economic performance
Market presence
Indirect economic impacts

Materials

Energy

Water

Biodiversity

Emissions, effluents and wastes
Products and services
Transport

Overall

Employment
Labour/management relations
Occupational health and safety
Training and education
Diversity and equal opportunity

Investment and procurement practices
Non-discrimination

Freedom of association and collective bargaining
Child labour

Forced and compulsory labour

Security practices

Indigenous rights

Community

Corruption

Public policy
Anti-competitive behaviour
Compliance

Customer health and safety
Product and service labelling
Marketing communication
Customer privacy
Compliance

First, CSR policy formed an integral part of the Enel Business Plan, which charted the path of
Enel’s economic growth within a strategic framework of environmental protection and social
development. Second, Enel set up a planning and control process that combined economic,
environmental and social results based on a system of KPI data collection at quarterly intervals®;

it was designed to:

e illustrate the main actions being undertaken for improvement, in effect guaranteeing

information flow to stakeholders;

e indicate, in the case of shortcomings, where corrective action should be taken.
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Plan goals
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Stakeholders
information

Reporting cycle control

Rating agencies questionnaires

Low International standards
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Figure 8.3 The five criteria of the sustainability database in order of priority

The gathering and processing of financial and non-financial data required the involvement of both
the Corporate area and of Divisions/Companies; the former addressed broad cross-cutting con-
cerns, whereas the latter covered specific business issues. The various corporate and professional
bodies employed CSR reporters and data managers, who gathered, verified and processed data in
their respective areas every three months. In cooperation with the CSR Unit, the Enel S.p.A. Plan-
ning and Control Unit consolidated the results, coordinated the reporting process and provided
commentary.

In addition, an environmental accounting system, linked to the cost accounting system, enabled
the Corporate Environmental Policy Unit to monitor related expenses. A new unit, called Business
Planning and CSR Control (which was situated within the Accounting, Planning and Control
Department) developed the sustainability reporting model. This unit cooperated with EnelDATA
with a mandate to coordinate the CSR planning and control process; it also ensured the full integra-
tion of the sustainability targets into the strategic plan.

Figure 8.3 shows how the sustainability database was specifically designed according to five cri-
teria in order of priority.

Sustainability Data and Platforms for Measurement

Data represented the centrepiece of the sustainability planning and control system, which con-
tained the entire year’s guidelines for the CSR planning and control activities, such as the timing,
contents and people involved in the process. It also presented the appropriate formats for data
collection and the list of sustainability KPlIs.
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In 2006, of the total 314 KPIs, developed 156 were related to the firm’s financial perform-
ance, 67 to the environmental perspective and 91 to the social goals. From the stakeholder
perspective, 24% of KPIs concerned the employees, 22% the future generations, 16% the
shareholders, 26% the customers, 5% the suppliers, 3% the lenders and the remaining 4% the
wider community.

The current structure was defined in 2005. Between 2004 and 2005 the financial KPIs had grown
from 90 to 156, expanding in the following areas:

e Shareholders:
— risk exposure
— operating performance (efficiency)
— investment.
e Tri-Lateral market Coupling (TLC), electricity and gas market:
— customer satisfaction
— service quality
- service level

— call centre.

The environment area had increased from 60 to 67 KPIs, largely due to additional measurements
regarding a thermoelectric park. Social responsibility KPIs grew from 68 to 91, with increases in
the following areas:

e Personal development and satisfaction:
— knowledge management
— internal communication.
e Safety:
— accidents at work.
e Relationship with the associations, institutions and media:
— company image
— legal questions regarding institutions and the community.

Among stakeholders, the customer portion became the primary area of focus, with its weight
growing from 11% in 2004 to 26% in 2005.

Categorizing Key Performance Indicators

KPIs were classified into three categories: Strategic KPIs, which represented specific CSR objectives
as defined by the Enel Divisions; Non-strategic KPIs, which were subordinate to strategic KPIs; and
Financial KPIs, which referred to the corporation’s overall business responsibilities. Each KPI was
compiled by both the owner and EnelDATA.
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For each KPI, Sustainability Data provided:

e its code;
e its unit of measurement;

e a brief description;

e its GRI code;

e the area involved;

e its related critical success factor for the company;
e the weight of its critical success factor;

e its weight in the Sustainability Scorecard.

The Enel CSR Plan

The CSR Plan formalized the objectives and action plans required for the development and
implementation of the sustainability strategy during the specific budget period as well as the
following three years. It also included a set of 99 selected KPIs linked to the strategic CSR objec-
tives. The finalized objective schedule defined the action plan and targets for the following five
years. (See Exhibit 8.2 for an extract from the Sustainability Report 2006, including a synthesis
of the CSR Plan 2006-2010.)

The Quarterly Scorecard

The most important CSR reporting document was the Quarterly Scorecard (April, July, October
and February), first published in 2006 and addressed to the Chief Executive Officer. It was divided
into a qualitative and quantitative section, the former containing highlights of the most relevant
CSR facts of the quarter and the latter reporting on those KPIs that had not reached their target
value or were experiencing delays in doing so. The document also indicated corrective actions to
be taken or revised KPI targets.

The Business Review

The Business Review was prepared every six months, also addressed to the CEO and the Board of
Directors. It was an information kit on the progress of all sustainability projects regarding the cur-
rent CSR situation, describing the initiatives planned over the next 12 months. It also contained a
wider set of KPIs than the Quarterly Scorecard.

The Sustainability Scorecard

Unlike the deadline-driven Quarterly Scorecard and the Business Review, the Sustainability Score-
card monitored CSR results on a continuous basis (see Exhibit 8.3). First produced in 2006, it
highlighted the gaps between expected results and the actual performance of approximately 100
KPIs (out of the 314 total KPIs being monitored within the company) in accordance with the triple
bottom line approach; that is, those taken into consideration in the CSR Plan. These KPIs reflected
the 11 critical CSR success factors as identified in Enel’s strategic map — each KPI was linked to a
specific critical success factor®.
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Chapter 8 Enel: CSR and Performance Measurement

EXHIBIT 8.3 SUSTAINABILITY SCORECARD
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EXHIBIT 8.3 (CONTINUED)
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EXHIBIT 8.3 (CONTINUED)
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EXHIBIT 8.3 (CONTINUED)
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The critical CSR success factors and associated weights were identified as follows:

Financial perspective (60% weight):

— shareholder value (30% weight)

— leadership position in the domestic energy market (40% weight)
— development of overseas and gas markets (30% weight).
Environmental perspective (25% weight):

— image as a sustainable firm (15% weight)

— growth through energy efficiency (35% weight)

— worldwide leadership in respect of renewable power sources (35% weight)
— guaranteed high standard of all assets (15% weight).

Social perspective (15% weight):

— organization’s adaptation to the business (30% weight)

— organization as an ideal place for the development of expertise
(25% weight)

— total work safety: towards zero injuries (40% weight)
— well-known and familiar brand (5% weight).
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A set of objectives, ranging from a minimum of two to a maximum of eight, was associated with
each critical success factor.

In the economic area, for example, objectives for success regarding ‘shareholder value’ included:
shareholder return, profitability growth, fit between growth and sustainability, and growth of the
shareholder base. For ‘leadership position in the domestic energy market’, success factors included:
sales, processes efficiency, service quality, innovation, and customer satisfaction. To gauge the
meeting of the company’s sales goal, eight KPIs were monitored: total sales, number of custom-
ers, electricity price, customer base, switching rate of the top customers, switching rate of the free
market, switching rate of the residential and market share.

Success in the environmental domain — its ‘image as a sustainable firm’ — included six specific
objectives: environmental governance, decrease in emissions, waste and water consumption, im-
proved performance in respect of the Kyoto standard, impact on the landscape and attention to
energy saving, and research and innovation.

Finally, regarding the social scale, success in ‘the organization’s adaptation to the business’ included
two related objectives: satisfaction and development as well as adjustment of the organization to
the business. With reference to the first item, the associated metrics were: cost per employee, in-
cidence of variable pay and diffusion of individual incentives.

With each goal assigned to a group of KPIs, the total number of KPIs was approximately 100. The
actual value, target and trend of each KPI were measured by a score that reflected the degree of
variance between their targets and the actual values realized. A red, yellow or green signal indi-
cated the degree of success. (See Exhibit 8.4, perhaps 8.2? for an example of the links between the
critical success factors, objectives and KPIs.)

The Business Planning and CSR Control manager, both of the financial department, developed the
Sustainability Scorecard, with the help of IT resources. The Scorecard was available on-line, based
on an internal database and with an Excel front-end user platform. The data owner was responsible
for the input.

The Business Planning and Control Unit was mandated to facilitate the diffusion and the use of the
Sustainability Scorecard to support target setting and to ensure coherence between the monitored

KPIs and the company’s priorities.

Functional KPIs

In addition to the changes introduced to the managerial reporting system, the CSR approach also
had a direct impact upon the reporting mechanisms managed by the company’s functional units,
including:

e Human Resources. The CSR approach enhanced the relevance of KPIs as applied to
employees. Previously only publicized on an ad-hoc basis, by 2006 employee-related
KPIs were compiled in a single report, which enabled managers to analysis their
performance in this area, first by the identification of gaps and then the development of a
corrective action plan.
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138 Part Three Accounting

e Market Divisions. The CSR approach renewed company focus on the measurement of
customer satisfaction. KPIs in this area included: the number of switches from constrained
to free markets, the number and the type of commercial channels and selling points,
telemarketing, the number of days devoted to the development of business and consumer
customers, the ratio between calls answered and received by the call centre, and the level
of service supplied.

e Safety. Always considered to be a key area for measurement and control, safety data
were not only requested by the stakeholders, but also by officially recognized companies,
mostly for purposes of international certification. The principal safety-related KPIs covered:
accidents at work, particularly the frequency and gravity of these, but also labour-
hours lost and training expenditures. Since 2005, a specific section on safety has been
incorporated into the Environmental Report, compiled on a quarterly and, by 2007, a
monthly basis rather than the previous annual survey.

e Environment. The emphasis on the environmental impact of Enel’s plants and related KPls
had not substantially changed over time. A new project would be undertaken to develop
an environmental accounting system, with industrial accounting as a starting point that
distinguished environmental costs (such as plant adaptation, new plant installation, and so
on) from other costs.

The CSR Planning and Control Process: Key Actors and Phases

As coordinator of the entire CSR planning and control process, EnelDATA, produced sustainability
data annually at the end of December.

Actors

There were three important categories of actors involved in the CSR planning and control process:
the Area Coordinators, the Line Coordinators and the Data Owner.

The Area Coordinators were the CSR representatives inside the divisions. They reported to the
planning and control unit of every Business Area in order to:

e ensure integration of CSR into the divisional industrial plans;
e coordinate the entire process of data collecting;

e determine, with the support of the line coordinator, the objectives and define the contents
of the Business Review;

e guarantee compliance with the schedule as well as the reliability and completeness of the
information provided.

Soon, Area Coordinators would take over the preparation of the CSR reports from EnelDATA.

The Line Coordinators were the CSR representatives inside functional departments. They were
mandated to:

Chog.ndd 138 @
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e ensure coherence between CSR and business objectives relative to the process managed
in their specific area;

e collaborate with the Area Coordinators in the preparation of the objectives as determined
in the Business Review.

The Data Owners, of whom there were approximately 50, were responsible for information avail-
ability and reliability in their data domains. They supplied KPI data to the Area Coordinators on
deadline and maintained quality standards. Each Data Owner managed three or four employee
data specialists as well.

Key Phases

To begin the CSR planning and control process, the CEO proposed guideline definitions; that is,
the critical success factors and objectives for each business area. Next, The Planning and Control
Unit (under the Corporate Administration, Finance and Control Department) and CSR (under the
Corporate Communication Department) helped the CEO to refine his proposals. The result was
then sent to the directors of the business divisions.

Each division director, with assistants responsible for the functional areas, processed the prelimi-
nary data, converting the guidelines and the objectives into specific actions, key variables and indi-
cators. With the aid of the Line and the Area Coordinators’ contributions, EnelDATA collected the
information, which it checked to guarantee the coherence between the business and CSR objec-
tives. The objectives were merged into the next CSR three-year Plan. The divisions then submitted
their CSR Plan proposals, together with the industrial plan, to the CEO.

After approval of the plan proposals, the Area Coordinators confirmed the time schedule and
the modes defined in the Sustainability Data to EnelDATA. The Line Coordinators simultaneously
submitted their plans, which had already been approved at the Corporate level. EnelDATA con-
solidated and prepared the final CSR Plan, with the support of the Line and Area Coordinators
and, if required, the Data Owners. The CSR Plan preparation was carried out between August and
September of each year.

The last step was the presentation of the CSR Plan for approval, first to the Corporate Ad-
ministration, Finance and Control, and Communication department managers, as well as the
CEO. In addition, the CSR Plan was submitted for approval to the Audit Committee and to the
Management Committee. Following those consultations, it was then submitted to the Board of
Directors.

CSR reporting represented a standardized process to achieve the strategic objectives, closely re-
lated to the industrial plan, which were systematically formalized in documents. The feedback
process was carried out by an analysis of the Quarterly Scorecard, which identified missed targets
and also noted the corrective actions taken in consequence.

The Business Review was then prepared and sent to EnelDATA by the Corporate departments and
divisions. It was finalized to highlight the progress of open projects and to describe the initiatives
scheduled for the following 12 months.
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Conclusion: Benefits Obtained and Problems Incurred

On the positive side, Enel’s CSR planning and control system succeeded in standardizing KPIs
across the business divisions and corporate units. The process increased the visibility of Enel’s
CSR mission to top management, engendering sponsorship and greater collaboration. Moreo-
ver, because each KPI had a specific ‘owner’, who became committed to the process, which,
many argued, enhanced the system’s capacity to represent the Enel’s CSR impact in great
detail.

On the other hand, it was difficult to involve business units that were not accustomed to reporting
CSR-specific indicators. There was also great resistance to fulfilling the new requirements. Fur-
thermore, standardizing the data from various units and departments was both methodologically
complex and extremely time-consuming. Finally, information was often difficult to acquire in a
timely manner.

In order to overcome these obstacles, the CSR team focused first on data reliability and on the
effectiveness of the collection, processing and communication of the data. Thereafter their at-
tention shifted to the control activity. Another important step was the appointment of Area and
Line Coordinators as well as a CSR representative for each area (business divisions and corporate
departments). They were chosen from inside the control department. To support their work, a
new IT platform devoted to CSR monitoring was put in place that was designed to reduce struc-
tural strain and reduce errors and data collection time. Finally, an extensive training project was
launched, which included all 5000 middle managers and all other employees involved in the
CSR process.

Suggested Questions for Discussion

1. What were the motives for Enel engaging in a CSR measurement and reporting
process?

2. What principles do you apply to the development of a set of KPIs and why?

3. Are the contents and structure of the Sustainability Report aligned with the CSR approach
adopted by Enel and with the stakeholders’ information needs?

4. Do you consider the CSR planning and control system to be effective enough to support
the CSR implementation?

NOTES

2. At the end of 2007, socially responsible investors owned 388 millions of shares, equivalent to
18.3% of the stocks held by investment funds, and there were 45 socially responsible investors (33
in 2003).

3. These codes were the Management and Organization Model provided for by Legislative Decree
no. 231 and the ‘Codice Preda’, the self-discipline code for companies quoted on the Italian Stock
Exchange.

4. The financial data in respect of the economic performance area were taken from the Consolidated
Financial Statement, which was prepared according to the IAS/IFRS principles.
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5. The planning and control mechanisms consisted of: 1) the Sustainability Data; 2) the CSR Plan; 3)
the Quarterly Scorecard; 4) the Business Review; 5) the Sustainability Scorecard.

6. All 314 KPIs monitored and described in the Sustainability Data are associated with a specific
critical success factor.
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