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Alexandra Duarte Correia 

Can sustainability reporting regulation and policies contrib-
ute to the development and implementation of sustainability 
reporting of corporations operating in the capital markets? 
To answer this question, I wrote six chapters based on the 
outcome of desk research, literature review and more than 
100 interviews. The interviews were conducted in the period 
between 2011 and 2016, in Brazil (Getulio Vargas Foundation), 
Sweden (Stockholm School of Economics), The Netherlands 
(VU University Amsterdam) and the United States (Columbia 
Law School). I interviewed sustainability reporting experts 
and management professionals, working in e.g. compa-
nies, sustainability indices, rating agencies, pension funds, 
government and fi nancial institutions. The sharp growth 
of sustainability reporting in the period between 2011 and 
2015 makes this period particularly interesting and relevant 
for conducting this research. This book mostly refl ects upon 
the developments that took place in that period in the four 
countries.

Het ZIFO is een wetenschappelijk platform voor onderzoekers, 
talentvolle studenten en wetenschappelijk georiënteerde ju-
risten werkzaam in de rechtspraktijk en het bedrijfsleven. Het 
stelt zich ten doel om actuele, voor de rechtspraktijk relevante 
onderwerpen te behandelen op het terrein van het fi nanciële 
recht en het ondernemingsrecht, in het bijzonder die welke 
(nog) niet in wetgeving zijn vervat of waarvoor wetgeving of 
wetswijziging in voorbereiding is. Hierbij stelt ZIFO de maat-
schappelijke rol van het recht centraal alsook de vraag in wel-
ke richting het recht zich zou dienen te ontwikkelen. 

In de ZIFO-reeks worden publicaties opgenomen die de neer-
slag vormen van de debatmiddagen, congressen en andere 
onderzoeksactiviteiten van het ZIFO.

www.wolterskluwer.nl
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Introduction

1 - Title

Sustainability Reporting in Capital Markets: A Black Box?

2 - Description of the research

Context

Increasing demand for sustainable development have led to a greater integration of
environmental, social and governance (ESG) risks by a growing number of
investors in their market analysis. The concept of sustainable development was
defined in 1987 by the World Commission on Environment and Development as
the “development that meets the needs of the present without compromising the
ability of future generations to meet their own needs.”1 This definition was
published in a report entitled “Our common future”, which became known as the
“Brundtland Report”. This report published the guiding principles for sustainable
development.

Environmental and social awareness may be traced to the fifties, with Howard R.
Bowen’s early definition of social responsibility in a landmark publication in 1953.2

Bowen is considered to be the “Father of Corporate Social Responsibility”.3 4

However, it was only after the Brundtland report in 1987 that the movement gained
more visibility.5 Later in 2000, with the work of organizations such as the Global
Reporting Initiative (GRI) was instrumental to increase corporate transparency6 and
ESG risk integration became an investment tool for future investments. Sustainability

1 See, http://www.un-documents.net/our-common-future.pdf.
2 Bowen, H., “Social Responsibilities of the Businessman”, (1953), Harper, New York, NY.
3 Carroll, A.B., “Corporate social responsibility: evolution of a definitional construct”, (1999) Business and

Society, Vol. 38, pp. 268-95.
4 Carroll, A.B., “A History of Corporate Social Responsibility: concepts and practices”, in Crane, A., McWilliams,

A., Matten, M., Moon, J. and Siegel, D. (Eds), (2008) The Oxford Handbook of Corporate Social Responsibility,
Oxford University Press, Oxford, pp. 19-46.”

5 Elkington, J., “Cannibals with Forks: The Triple Bottom Line of 21st Century Business”, (1994) Capstone. ISBN
9780865713925. Also see, Elkington, J., “Enter the Triple Bottom Line.” (2004), pp. 9, available at: http://www.
johnelkington.com/archive/TBL-elkington-chapter.pdf and Elkington, John, “Brundtland and sustainability:
history’s balance-sheet”, 11 April 2007, Open Democracy. Available at: https://www.opendemocracy.net/globalization-
vision_reflections/sustainability_4521.jsp.

6 Elkington, J., “Enter the Triple Bottom Line.” (2004), pp. 4, available at: http://www.johnelkington.com/archive/
TBL-elkington-chapter.pdf.



reporting is a concept that refers to the disclosure of non-financial information
(environmental, social and governance) to a wide range of stakeholders, e.g.
investors, companies, government and the general public. Sustainability reporting
is both an academic and business term, which refers to reporting on a range of
indicators of economic, environmental and social performance.7

A new type of information is required to allow companies to be duly evaluated
according to the “triple bottom line principle”, which measures corporate perfor-
mance along three lines: profits, environmental sustainability and social responsi-
bility.8 In this context, where a rising and competitive globalized market develops,
mechanisms to rate corporate social responsibility, in order to support sustainable
development become a clear advantage for the economy, environment and society.9

One strategy that may improve the level of corporate social responsibility is the
enforcement of sustainability reporting in capital markets.The diagram provided
bellow aims to simply sketch the process of public demand for corporate ESG
transparency and ESG integration (responsible investment) in investment decisions.
As an example, I use pension funds’ beneficiaries (client demand) and institutional
investors, such as pension funds, to exemplify how they manage the challenge of
investing their money while respecting the environment and society.

- Lack of regulation may hinder the credibility of the information disclosed by companies, 
and consequently, may lead to hinder accountability rather than enhancing it.

• Due to e.g. environmental & 
financial crises, pension 
funds’ beneficiaries want 
responsible investment 
(section 6.2 c) chapter 6)

• Pension funds’ beneficiaries 
interested in ESG integration 
in investment decisions

Client demand

• Want to satisfy their 
beneficiaries

• Want to know which 
companies are managing 
ESG risks

Institutional Investors, 
e.g. pension funds • Want to rate the 

companies on their ESG 
risk managment 

• Do not have the legal 
instruments to oblige 
companies to provide 
the information needed

Sustainability rating 
agencies

• Need investors to 
expand their businesses

• Want to show pension 
funds they are 
managing ESG risks by 
getting good ESG 
ratings

Companies

7 These are called the Key Performance Indicators (KPI’s) by the European Commission in the EU Accounts
Modernization Directive.

8 The term “triple bottom line” was coined by John Elkington in 1994 in his book, Elkington, J., “Cannibals with
Forks: The Triple Bottom Line of 21st Century Business”, (1994) Capstone. ISBN 9780865713925. It has also
been described as the “triple-P bottom line,” referring to “profit (‘economic prosperity’), planet (‘ecological
quality’) and people (‘well-being’).” Cramer, J. (2002) “From Financial to Sustainable Profit”, Corporate Social
Responsibility and Environmental Management, Vol. 9 Issue 2, pp. 99, 102.

9 Accordingly to the European Commission’s Green Paper dated from 18 July 2001 “Promoting a European
Framework for Corporate Social Responsibility”, CSR is “a concept whereby companies integrate social and
environmental concerns in their business operations and in their interaction with their stakeholders on a voluntary
basis”. Later in 2011, the EC put a new definition forward: CSR is “the responsibility of enterprises for their
impacts on society”. See, the Communication from the Commission to the European Parliament, the Council, the
European Economic and Social Committee and the Committee of the Regions. A renewed EU strategy 2011-14
for Corporate Social Responsibility /* COM/2011/0681 final */ at: https://eur-lex.europa.eu/legal-content/EN/
TXT/?uri=CELEX:52011DC0681.
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This diagram aims to simply sketch the need for corporate ESG transparency and
ESG integration (responsible investment) in investment decisions. In the illustra-
tion above, the concern about corporate ESG transparency and ESG integration in
investment decisions starts with the pension funds’ beneficiaries, who are interested
in having their money invested responsibly.10 In other words, in reaction to
different crises, such as, financial and environmental crisis, beneficiaries are
developing an interest towards companies who care for their business impact on
the environment and on the society, and therefore, manage their ESG risks.
Institutional investors, such as pension funds, are major investors in capital
markets. If the pension funds’ beneficiaries ask for their money to be invested in
companies that consider ESG risk management in their strategy, pension funds need
to know what these companies are. The work of sustainability rating agencies has
the potential to become instrumental in aiding pension funds to target environ-
mental and socially responsible companies. Sustainability rating agencies attempt
to rate companies on among others, their degree of ESG risk management, either
independently or at the request of investors, such as the pension funds. The quest
for truthful, accurate and comparable information is a challenge, as there is no
guarantee that the information is reliable. I question if the enforcement of legal
rules ensuring the information provided is truthful, accurate and comparable can
improve corporate ESG transparency and sustainability reporting. Companies need
investors to expand their business. Reliable sustainability ratings may attract
investment and sustainability rating agencies can become instrumental in this
journey. When focusing on increasing profit, companies may not always be
completely transparent about their business strategy and ESG impact and may be
reluctant to disclose material information. Currently there are no legal penalties for
not disclosing the information required but reputation damage may be at risk. When
we look at financial reporting, even though it is highly regulated, fraud is possible.
Looking at the development of financial reporting (chapter 2) we may consider the
development of a set of mandatory sustainability reporting principles integrated
with financial information, duly assured, monitored and enforced, as potentially
beneficial for the development of corporate sustainability reporting.

Snapshot of the state of the art

The work from organizations such as, the Global Reporting Initiative (GRI),11 the
European Commission (EC), the United Nations (UN) but also pension funds,
rating agencies, companies and others, indicate that there is a growing global
concern to overcome the obstacles for pursuing sustainable development. In 2011,
when I first started writing this book, sustainability reporting was under developed
and organizations such as the ones just mentioned were working to raise awareness

10 See, http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp.19, and see also, section 6.2 c)
of chapter 6 below.

11 The GRI is a Multistakeholder non-profit organization that develops and publishes guidelines for reporting on
economic, environmental and social performance (sustainability performance). As the world’s most widely-used
sustainability reporting framework, the GRI Sustainability Reporting Guidelines are used by a vast number of
different organizations.
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of the importance of corporate ESG transparency and ESG integration in invest-
ment decisions. The International Integrated Reporting Framework would only be
published in 2013. The prospect of developing regulation and enforcement seemed
further away. In my opinion, sustainability reporting was still part of a “black box”.
Between 2011 and 2018, we have seen an increase of sustainability reporting
regulation and assurance, voluntary reporting guidelines, sustainability rating
agencies, sustainability indices and a more developed integrated reporting frame-
work. This increase was more accentuated in the period between 2011 and 2015,
making it an interesting period to look at in this research. These topics and diferent
perspectives are further explained and developed in the chapters below. Some of the
organizations mentioned above, such as the GRI, are advocates of the benefits of a
truthful, accurate and comparable disclosure of non-financial information, and have
developed various instruments aiming to assist companies in the process of ESG
material information disclosure. These reporting instruments have been mostly
voluntarily adopted and put into practice by their signatories. The EC Non-
Financial Reporting (NFR) Directive is a landmark development of sustainability
reporting and it contributed to level the playing field among the largest corpora-
tions. The directive has triggered national changes towards a mandatory approach
to sustainability reporting.12 As of the fiscal year of 2017 large public-interest
entities, as listed companies, banks and insurance undertakings, are required to
report on environmental, social and employee aspects, human rights, anti-corrup-
tion, bribery issues and diversity, in their annual reports. Reporting organizations
are suggested to choose amongst the available voluntary frameworks, such as the
UN Global Compact and the Organisation for Economic Cooperation and Devel-
opment (OECD) Guidelines for Multinational Enterprises.13 Outside the European
Union there are important developments towards non-financial disclosure, for
example, in Brazil, South Africa and in the United States (US). The EU sustain-
ability reporting regulatory developments may influence the developments outside
the EU (see, section 3.2 of chapter 4). While voluntary instruments are adopted by
numerous signatories, there is no monitoring of the signatories’ activities to
measure the extent of their commitment and no legal accountability for breaching
these commitments. The lack of regulation may trigger an incentive problem; with
no incentives to act socially responsibly companies may more easily choose to
mainly focus on increasing shareholder value. Lack of regulation does not seem to
contribute to corporate accountability for lack of transparency about their ESG risk
management. If accountants would not be legally required to use the International
Financial Reporting Standards (IFRS) or the United States Generally Accepted
Accounting Principles (US-GAAP), as their audit services are commissioned by the
audited companies, accountants could be inclined to write what would benefit
companies the most. Sustainability reporting is mostly voluntary and not standar-
dized as financial reporting, which is based on uniform standards such as the above
mentioned IFRS and the US-GAAP.

12 Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014.
13 See, http://ec.europa.eu/finance/company-reporting/non-financial_reporting/index_en.htm.
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Compared to credit rating, sustainability rating is considered relatively new. When
companies have good ratings from rating agencies they may become an attractive
investment. This can be helpful for marketing purposes. Lack of regulation does not
seem to facilitate corporate and ratings’ transparency and does not seem to improve
trust both in the information disclosed and in the ratings. Sustainability reporting
regulation could contribute to increase transparency, trust and comparability of the
information disclosed.

The purpose of this research is to contribute to development of sustainability
reporting within the capital markets. The main objective is to research whether
sustainability reporting regulation and policies can contribute to the development
and implementation of sustainability reporting of corporations operating in the
capital markets. To answer this question, the underlying gaps are filled in first with
the answers to six sub-questions, as listed below.

Research

Research question: can sustainability reporting regulation and policies contribute
to the development and implementation of sustainability reporting of corporations
operating in the capital markets?

Sub-questions:

• What is the state of the art of sustainability reporting?

• What can sustainability reporting learn from the development of international
financial accounting standards?

• How is sustainability reporting developing in Brazil, Sweden, The Netherlands
and the United States?

• Which framework, mandatory or voluntary and integrated or not, is most
suitable to contribute to the development and implementation of sustainability
reporting?

• How can sustainability ratings contribute to the development and implementa-
tion of sustainability reporting?

• How can pension funds contribute to the development and implementation of
sustainability and responsible investment reporting?

Approach

The research is structured as following:

Chapter 1 – The state of the art (2010-2017) of sustainability reporting
The first chapter of the thesis focuses on the first sub-question. It starts with a
description of the EU initiatives on corporate social responsibility and later
sustainability reporting recent developments. After this description, I explain
why I chose four jurisdictions as the focus of this research. This chapter provides
a snapshot of the current voluntary instruments used to report on ESG, the
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difference between sustainability mandatory and voluntary instruments and the
assurance standards used by organizations to verify the information reported. The
information provided in the first chapter lays down the basic topics developed in
the following chapters.

Chapter 2 – What can sustainability reporting learn from the development of
international financial accounting standards?
The second chapter focuses on the second sub-question of the research by looking
at the history of the development and implementation of the financial accounting
rules as a result of international financial regulations such as, the IFRS and the US-
GAAP. The way this development took place can be an example of a successful
process of how countries create national legislation. Based on the results obtained
by the research made and by studying and analysing the adoption and successful
development of financial standards legislation, recommendations can be made for
the future path of sustainability reporting.

Chapter 3 - How is sustainability reporting developing in Brazil, Sweden, The
Netherlands and the United States?
Chapter three focuses on the third sub-question of the research, focusing on the
national state of the art of sustainability reporting in Brazil, Sweden, The Nether-
lands and the United States. The information provided is based on local research
conducted in these 4 countries. More than 100 interviews were held and the
information is used based on the Chatham House Rule.14

Chapter 4 –Which framework, mandatory or voluntary and integrated or not,
is most suitable to contribute to the development and implementation of
sustainability reporting?
The fourth chapter focuses on the fourth sub-question of the research. It looks at the
debate between mandatory and voluntary approach to sustainability reporting by
looking at mandatory (hard-law) and voluntary (soft law) instruments currently in
practice; and to the question of whether the sustainability report should be
integrated into the annual report, or not. At this stage, using the information
provided by chapter 1 and chapter 3, this chapter analyses what we can learn from
the EU developments and particularly, from the national developments of sustain-
ability reporting in Brazil, Sweden, The Netherlands and the United States. It looks
at the main drivers in the 4 countries, increasing litigation developments in this
field, particularly in the US, the current shortcomings of sustainability reporting
and finally, the Governments’ motivation to engage with and mandate sustainability
reporting. Other questions raised in this chapter are the following: would the co-
existence of the two approaches be the most beneficial option? What can we learn

14 The Chatham House Rule aims to provide anonymity to speakers and to encourage openness and the sharing of
information. This world-famous rule is used worldwide as an aid to free discussion. It reads as follows: “When a
meeting, or part thereof, is held under the Chatham House Rule, participants are free to use the information
received, but neither the identity nor the affiliation of the speaker(s), nor that of any other participant, may be
revealed.” More information is available at: https://www.chathamhouse.org/chatham-house-rule.
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from the practical experience of Brazil, Sweden, The Netherlands and the United
States? How do these developments contribute to the global uptake of sustainability
reporting?

Chapter 5 - How can sustainability ratings contribute to the development and
implementation of sustainability reporting?
The fifth chapter focuses on the fifth sub-question. It provides an introduction to the
general dynamics of sustainability ratings, introduces a few lessons from the credit
rating agencies and looks more thoroughly to the role of sustainability indices and
sustainability rating agencies.15 16 17 Among the topics introduced are, the UN
Sustainable Stock Exchanges (SSE) Initiative, the CERES Investor Listing Stan-
dards Proposal, the WFE Sustainability Guidance and Recommendations, the
ratings process and the perspective of the raters, companies and investors about
sustainability ratings. It lays a roadmap for the future of sustainability ratings,
considering policy and regulation and promising future developments as green
bonds, the yield companies and the potential influence of China’s ambitious
environmental agenda. It follows with a look into frontrunner sustainability indices
based in Brazil and the US respectively, and two renowned sustainability rating
agencies, the CDP and MSCI. The chapter ends with the main challenges driving
the sustainability ratings agenda.

Chapter 6 – How can pension funds contribute to the development and
implementation of sustainability and responsible investment reporting?
Chapter six focuses on the sixth sub-question. It outlines what pension funds are
doing as responsible investors in the EU and in particular in Brazil, Sweden,
The Netherlands and the United States. In each of these countries it looks at the
regulatory framework, the prudent person rule, fiduciary duty, looks deeper into the
larger and most engaged pension fund in each of the countries and singles out a few
other relevant organizations active in responsible investment in each of the
countries. It then analyses the links between the four pension systems of Brazil,
Sweden, The Netherlands and the United States, the drivers of responsible
investment and of responsible investment reporting, the obstacles to responsible
investment and to responsible investment reporting and ends with the challenges
ahead for responsible investment by pension funds.

Summary & Conclusion
This thesis provides an overview of the state of the art of sustainability reporting in
four different jurisdictions and in the EU, and answers the main research question,

15 Sustainability indices are specialized indices for ethical investment. They encourage socially responsible
investment (SRI) and include companies that respect and follow the ESG principles. The socially responsible
investors exclude from their portfolio companies that don’t meet certain ethical standards, e.g. the ones involved
with tobacco, armament, pornography, alcohol and gambling.

16 Sustainability rating agencies measure the company’s performance economically, environmentally and socially,
and evaluate if a company not only satisfy the financial criteria but also meet the Socially Responsible Investment
criteria.

17 European Parliament Report on CSR (13/05/2003) available at: http://ec.europa.eu/employment_social/soc-dial/
csr/sipade2.pdf.
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of whether sustainability reporting regulation and policies can contribute to the
development and implementation of sustainability reporting of corporations oper-
ating in the capital markets. Based on the information collected through desk
research, literature review and on the outcome of more than 100 semi-structured
interviews in four countries, this thesis focused on six main chapters to draw
lessons and recommendations for the development of sustainability reporting.
These were, the first chapter outline the state of the art of sustainability reporting;
the second chapter about the lessons learnt from the development of financial
accounting standards, such as the IFRS; the third chapter, about the evidence
collected from the practical experiences of practitioners in the four sample
countries; the fourth chapter about the debate between mandatory and voluntary
approach to sustainability reporting and about the question of whether the
sustainability report should be integrated into the annual report, or not; the fifth
chapter about the role of sustainability ratings and the sixth chapter about the
potential role of pension funds as major investors and as shareholders driving the
sustainability and responsible investment reporting agenda. The analyses of these
six chapters led to answer the research questions and make recommendations for
the future in a clear course of action, proposing questions for further study.

Methodology

The methodology chosen is composed by two interdependent levels of research.
The first level included desk research, literature review based on relevant and
comprehensive background information on sustainability reporting and about the
development of the international financial accounting standards. I used literature,
reports and articles as supportive information. This first level of the research
provided an overview of the state of the art and of the shortcomings of the current
system of sustainability reporting. From here I had a solid basis to work towards
answering the main research question.

Looking at the information gathered through the desk research conducted on the
first level of the research but also bearing the research questions in mind, the first
level of the research looks at how four countries approach sustainability reporting.
To determine the effects of voluntary and mandatory sustainability reporting I
compared four jurisdictions, two European jurisdictions, Sweden and the Nether-
lands, with Brazil and the United States. Sweden and the Netherlands were chosen
given their forefront initiatives in sustainability reporting. Brazil is an emerging
market that despite many social and political challenges has a very active role in the
development of sustainability reporting and responsible investment. The US
because as it is the largest economy in the world it is interesting to explore the
high potential of influencing the development of sustainability reporting. Aiming to
establish if any of these jurisdictions is most successful in implementing sustain-
ability reporting, I looked at the state of the art of sustainability and integrated
reporting but also at the influence and role of sustainability ratings and pension
funds. Using the comparison as a policy tool helps to shed light into the
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sustainability and integrated reporting dynamics and illustrating with national
examples. The most relevant factors were extracted from public available informa-
tion, as their websites, and through the interviews conducted on the second level of
the research.

This information was used as a tool to investigate whether sustainability reporting
regulation and policies can contribute to the development and implementation of
sustainability reporting of corporations operating in the capital markets, if sustain-
ability reporting instruments should be mandatory or voluntary and who should be
responsible for taking the initiative for drafting and adopting these instruments.
Looking at the development of the financial reporting regulation, such as the IFRS,
I could draw a number of lessons that we can learn to contribute to the development
of mandatory sustainability reporting instruments. Looking at how financial
reporting regulation was developed in a fast changing environment in the 19th

and 20th centuries may help understanding and provide guidance in addressing the
challenge of developing sustainability reporting in a fast changing environment
today. Finally, I explain if it is possible to create an internationally recognized and
uniform system of rules to ensure transparency and accountability in sustainability
reporting to give countries a basis for national legislation, and how this could be
possible.

On the second level of the research, to acquire in-depth information of the
knowledge, goals and motivations of the stakeholders I conducted qualitative
research through more than 100 semi-structured interviews, conducted in the period
between 2011 and 2016. As we will see further in the book, this is a particularly
interesting period to look at, since it is the period where the growth of sustainability
reporting was most sharp. Given the methodology chosen and results from the
interviews this book focuses particularly on the developments of sustainability
reporting in the period between 2011 and 2015. Through the interviews I assessed
the information gathered through the desk research conducted on the first level of
the research. The interviews were conducted in four countries, Brazil, Sweden, the
Netherlands and the US. In Sao Paulo, Brazil, I had a visiting scholar position at the
Getulio Vargas Foundation for 5 months; in Stockholm, Sweden, I had a visiting
scholar position at the Stockholm School of Economics for 2 months; in
Amsterdam, the Netherlands, is where I am based at the faculty of Law, VU
University Amsterdam; and finally, in New York City, in the US, I had a visiting
scholar position at the Ira M. Millstein Centre for Global Markets and Corporate
Ownership, at Columbia Law School for 2 months.18 The interviews took between
one and two hours, they were mostly conducted in person but also via telephone
and skype. The interviewees were chosen for their particular professional positioning,

18 These visiting scholar positions at these prestigious universities, the Getulio Vargas Foundation (GVces),
Stockholm School of Economics and the Ira M. Millstein Centre for Global Markets and Corporate Ownership,
at Columbia Law School, were absolutely instrumental for conducting the interviews and my research. I am
sincerely grateful and honored to have had the opportunity to work with Prof. Dr. Renato Orsato, Prof. Dr. Henrik
Nilsson and Prof. Dr. Robert J. Jackson Jr.
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such as sustainability reporting experts but also management, working among others,
in companies, sustainability indices, rating agencies, pension funds, government and
banks. Some of the interviewees were the architects of sustainability standards,
sustainability publications and key in raising awareness and promoting sustainability
reporting in their organization, country, society at large and to capital markets. The
information obtained through the interviews is confidential, however, the names of
the interviewees, organization they work for, country and date is provided in Annex
IVof this book. The discussions with the interviewees enabled me to understand the
development of sustainability reporting, the current and future challenges and
the reasons why it is so important. They were instrumental to my understanding of
the complicated web of different interests at play, and how in the end, all are naturally
connected. Part of the information shared during these interviews is not written in
books or articles, part were personal opinions formed by long experience, at times
shared in smaller and exclusive networking circles. At this stage, knowing the state of
the art, what is generally known about the subject, what legal measures are there and
which ones are and are not working, what the stakeholders think and how they act, it
was then possible to fill in the gaps of information between the two levels of research.
Filling in these gaps led to answering the main research question. This research is
expected to contribute to the understanding of how sustainability reporting can
develop within the capital markets.

Contribution to scholarship: In times of economic uncertainty in Europe and
globally, vulnerability of fast growing economies and with the public demanding
better regulation of the financial sector, this research aims to provide a new insight
on how to develop sustainability reporting to maintain a free market economy in
line with public values. Sustainability reporting has become key in increasing
transparency in capital markets. Being on the crossroads of financial accounting
and law, the results of this research may contribute to research areas as law, finance,
responsible investment, and environment. The results of the research can be used
by law and policy making bodies (e.g. EU, UN, and National Governments) to
consolidate sustainability reporting within free market economies.

The main findings of this research are the following:

1. This research identifies 10 lessons from the development of international
financial accounting standards that can be used for the development of
sustainability reporting;

2. The co-existence of mandatory and voluntary sustainability reporting instru-
ments seems to be the most beneficial option for the development of main-
stream sustainability reporting practices;

3. Integrated reporting is growing globally although the EU has affirmed it to be a
step ahead, both on a practitioner level and on a policy development level.
Integrated thinking and the concept of value creation have gained traction and
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more supporters than the International Integrated Reporting Council itself.
Cost-efficiency of ESG integration and consequent communication of corpo-
rate sustainability strategies, through a sustainability report or an integrated
report, is fundamental for the adherence to the sustainability reporting standards
and mainstreaming of sustainability reporting practices;

4. The four countries analyzed in this research, Brazil, Sweden, theNetherlands and the
US, have contributed to a better understanding of the advancements of sustainability
reporting in the EU, inBrazil, in theUS but also globally. Among the lessons learned
were: i) the EU directive and the Government are important drivers of sustainability
reporting practices in the EU; ii) the EU set the example to other advanced
economies such as the US, Canada and Japan; iii) through the non-financial
reporting Directive, the ESG disclosure requirements reach out beyond EU
companies to other non-EU public interest entities; iv) Brazil is setting the example
in Latin America and to other emerging economies, together with South Africa;

5. Companies, investors and raters depend on each other’s communication and
exchange of information. Engagement is crucial for exploring new ways for
cooperation, to understand the needs of companies and investors, on identifying
material ESG risks, and to find the ways in which the raters can help providing
the information (through new products and services) they need in real-time. I
identified eight problems faced by credit rating agencies that sustainability
rating agencies may also have to deal with, and I have introduced five
challenges in the sustainability ratings’ industry. There is great potential of
enhanced ESG disclosure and performance ratings to contribute to mainstream-
ing sustainability reporting practices and ultimately, to encourage changes in
business culture and practice;

6. Pension funds, have the power to influence how money is invested and
therefore, have the potential to drive change. At different speeds but consis-
tently, the four pension systems analyzed in this chapter show to increasingly
integrate ESG risk management in their investment policies. Therefore, it is
positive that sustainability reporting is developing further. Besides, we can also
notice an increasing awareness of ESG risks among asset managers, consul-
tancies and policy makers.

7. In this large circle of divergent interests, a common effort towards sustainability
reporting best practices can drive change and contribute to the mainstream of
ESG disclosures. Efforts would be welcome from the EU and governments by
developing favourable sustainability reporting disclosure policies and enforce-
ment; engaged companies; investors by demanding ESG disclosures; raters and
stock exchanges by requiring sustainability reporting through their listing
requirements; assurance providers by increasing trust; and voluntary sustain-
ability reporting standard-setters by aligning their guidelines.
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8. Organizations moved by the short-term profitability prospect may be driven by
self-interest rather than an altruistic consideration of ESG impact of their
business, and therefore, chose to hide or manipulate ESG information.
Regulation leveling the playing field of sustainability reporting practices can
play a role to incentivize companies to be more transparent about their ESG risk
management and long-term strategy. Coordinated efforts to promote dialogue
on how to address ESG risks, as we saw e.g. with the European Multi-
stakeholder Forum on CSR in 2002 (see chapter 1, section 3.1), the European
Alliance for CSR (see chapter 1, section 3.2), the memorandum of under-
standing signed in 2013 by the GRI and the CDP to harmonize their reporting
frameworks,19 and the 2017 GRI Corporate Leadership Group on integrated
reporting, which is a collaboration initiative between the GRI and the IIRC to
bring clarity on how both frameworks can be used together,20 or with pension
funds’ joint initiatives teaming up to support responsible investment prac-
tices,21 combined with supporting sustainability reporting regulation and
policies, have contributed to the development of sustainable practices among
the corporate and investment sectors.

19 See, https://www.globalreporting.org/information/news-and-press-center/Pages/Companies-to-benefit-as-CDP-
and-GRI-collaborate-to-harmonize-reporting-frameworks.aspx.

20 See, https://www.globalreporting.org/information/news-and-press-center/Pages/GRI-works-with-IIRC-and-leading-
companies-to-eliminate-reporting-confusion.aspx.

21 See, chapter 6, section 6.2 f).
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Chapter 1: The State of the Art (2010-2017)
of Sustainability Reporting

Section 1: Sustainability Reporting in the European Union
Section 1 describes the state of the art of sustainability reporting in the European
Union. It explains three strategies developed by the European Commission to face the
challenges of Corporate Social Responsibility: the Lisbon Strategy, Europe 2020
Strategy and the EU Sustainable Development Strategy. It also explores the European
Union regulation and policy initiatives for Corporate Social Responsibility.

1 The Lisbon Strategy

As a response to globalization and to the low productivity, and competitiveness of
the European economy, on 24th of March of 2000 the European Union (EU) heads
of state and government adopted the Lisbon Strategy. The Lisbon Strategy states
that “The Union has today set itself a new strategic goal for the next decade: to
become the most competitive and dynamic knowledge-based economy in the world,
capable of sustainable economic growth with more and better jobs and greater
social cohesion.”1 To achieve this ambitious goal and to move the EU out of
recession, the strategy in the EU programme of reform provided ambitious targets
for the environment, social protection and the economy. The targets were set in four
key areas: i) investing in people; ii) research, development and innovation; iii) more
dynamic business environment and iv) to develop a greener economy. Amongst the
specific targets were the stimulation of growth, investment in people, research and
development, creating more and better jobs, providing easier access to credit,
making the economy greener and more innovative, to promote energy efficient and
clean (environmental-friendly) technologies, and achieving sustainable environ-
ment. The strategy focused on growth and jobs and only a little part of the Lisbon
Strategy directly addressed Corporate Social Responsibility (CSR).

At this point the Lisbon Strategy was to be implemented introducing a new method,
the Open Method of Coordination (OMC). The OMC was developed together with
the European Council, to ensure a “more coherent strategic direction and effective
monitoring of progress.”2

1 The Lisbon Strategy’s documentation is available at: http://ec.europa.eu/archives/growthandjobs_2009/documentation/
index_en.htm.

2 Lisbon European Council, Presidency Conclusions, March 2000. Point I, 7.



1.1 The Open Method of Coordination (OMC)

The Open Method of Coordination (OMC) was brought during the Lisbon Strategy
as part of the European Employment Strategy (EES) through a White Paper from
the European Commission, on European Governance on the 25th of July of 2001
(COM (2001) 428). It is as a new non-binding governance instrument designed to
help member states to progressively develop their own policies to complement the
EU action and improve the EU governance.3 “The open method of co-ordination
should be a complement, rather than a replacement, for Community action.”4 This
new governance method did not replace European or National legislation; it should
be applied in combination with the existent legislation. The Lisbon Presidency’
conclusions defined the main objectives of the OMC; these were the following:
i) fixing the guidelines and timelines for achieving the goals set by the Lisbon
Strategy; ii) establishing quantitative and qualitative indicators and benchmarks
tailored to the needs of the different Member States as a means of comparing best
practice; iii) translating the European guidelines into national and regional policies,
and iv) periodic monitoring, evaluation and peer review organized as mutual
learning processes.

The OMC is a soft law mechanism based on common guidelines, objectives and
indicators, mutual learning processes like peer reviews and best practices, stake-
holders participation, national strategies, joint evaluation of these strategies
between the member states and the European Commission. With the OMC the
member states voluntarily share information on their governance policies and
monitor each other in their progress towards achieving the goals of the Lisbon
Strategy. The OMC relies on naming and shaming the member states that are not in
compliance, through peer reviews. “It relies on regular monitoring of progress to
meet those targets, allowing Member States to compare their efforts and learn from
the experience of others.”5

However, this flexible method has a weakness, on the one hand there is no
accountability for when the member states do not perform accordingly to the
guidelines; on the other hand, there are also no incentives for the member states to
achieve good results. Trubek and Trubek (2005), without aiming to resolve it,
discussed the debate over the “soft law”’ character of the OMC and compared it to
the “hard law” Community Method.6 The authors distinguish both as follows:

“The Community Method is thought of as ‘hard law’ because it creates uniform rules
that Member States must adopt, provides sanctions if they fail to do so, and allows
challenges for non-compliance to be brought in court. In contrast, the OMC, which has

3 Lisbon Presidency Conclusions 2000, pp. 37.
4 EC White Paper, July 2001, pp. 22.
5 EC White Paper, July 2001, pp. 21.
6 David M. Trubek and Louise G. Trubek “Hard and Soft Law in the Construction of Social Europe: the Role of the

Open Method of Co-ordination”, European Law Journal, Vol. 11, No. 3, May 2005, pp. 343–364.
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general and open-ended guidelines rather than rules, provides no formal sanctions for
Member States that do not follow the guidelines, and is not justiciable, is thought of as
‘soft law’. Proponents of the OMC argue that it can be effective despite–or even because
of–its open-ended, non-binding, non-justiciable qualities. Opponents question that
conclusion.”

The effectiveness and success of the OMC has been questioned and topic of debate
due to its soft law character. Some defend that only hard law should be used
opposing to the ones who defend the single use of soft law. Trubek and Trubek
(2005), argued that as a result of this excluding views “(…) such framing not only
cuts off much-needed empirical inquiry into relative capacity; it also deters
exploration of hybrid (hard and soft) governance modes, and possible synergies
between binding and non-binding mechanisms.”7

The OMC was first introduced with the European Employment Policy (while under
different denomination) and due to its achievements was and still is extended to
other areas, such as pensions, health and education, with some variants in the
different processes (Trubek and Trubek, 2005). The achievements and impacts of
the OMC on policy outcomes, although generally acknowledged, are difficult to
determine and vary among the different areas.8 It can be seen as the EU way to
influence national policy areas which are totally or in great part a responsibility of
the national Governments.

2 The Lisbon Strategy and the development of Corporate Social
Responsibility

Europe had concerns about its competitive position globally, in particular when
compared with the US. Therefore, new effective measures needed to be created to
boost the European economy. It was in this context that the concept of CSR was
developed. The generalized concept of CSR, as we are familiar with it today, was
developed following the Presidency Conclusions at the Lisbon European Council
on the 23rd and 24th of March of 2000.9 The European Council held this special
meeting in Lisbon to discuss a new strategy to stimulate and strengthen the EU. The
outcome of this meeting was the Lisbon Strategy with specific long-term goals for a
period of 10 years (2000-2010). It is to highlight the fact that for the first time the
European Council appealed to companies’ corporate sense of social responsibility
regarding best practices on lifelong learning, work organization, equal opportu-
nities, social inclusion and sustainable development.10 With this appeal, the

7 The general debate over hard and soft law is approached further in Chapter 4. Trubek and Trubek, 2005 also argue
that there is a new trend, the trend of the hard and soft hybrids, which combines hard and soft law measures and
are “an adaptation of legal culture to new circumstances and challenges.”

8 “Soft Law,” “Hard Law,” and European Integration: Toward a Theory of Hybridity” by David M. Trubek, Patrick
Cottrell, and Mark Nance, University of Wisconsin-Madison, 2005.

9 Oliver de Schutter “Corporate Social Responsibility European Style”, 2008.
10 Paragraph 39 of the Presidency Conclusions of the Lisbon European Council in 23-24 March 2000.
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European Council aimed at encouraging the companies to include these objectives
in their National Reform Programmes, sharing experiences and mainstreaming best
practices.

The CSR best practice’ objectives set at the Lisbon European Council became part
of the ten year project of the Lisbon Strategy (2000-2010) and therefore,
subordinated to the greater targets of the Lisbon Strategy. There were three targets:
economic competitiveness and growth, social cohesion; sustainable development
was later added as a fourth target, as a consequence of the Strategy for Europe
agreed at the Gothenburg European Council, in June 2001.

There is a rising number of authors supporting the idea of the positive effect that a
high level of CSR can have to achieve sustainable development, suggesting the
development of legal rules to regulate sustainability reporting. Kristina K. Herr-
mann refers to the potential development of a legal framework for sustainability
reporting, Hermann states that “Its creation will require four stages: setting
standards; monitoring compliance with standards and exposing abuses; creating
binding legal obligations; and enforcing those binding laws.”11

2.1 The EU Green Paper (18th of July of 2001)

As a reaction to the Lisbon’s call on CSR and to support the development of CSR,
in the Stockholm Summit of the 23rd and 24th of March of 2001, the European
Commission announced it would publish a CSR Green Paper later that year in June.
The Green Paper was issued on the 18th of July of 2001, after a CSR high-level
meeting which took place on the 28th of March of 2001.12 The green paper
provided more clarity on CSR. It states that CSR means “not only fulfilling legal
expectations, but also going beyond compliance and investing more into human
capital, the environment and the relations with stakeholders”. The point thereafter,
explains that “corporate social responsibility should nevertheless not be seen as a
substitute to regulation or legislation concerning social rights or environmental
standards, including the development of new appropriate legislation. In countries
where such regulations do not exist, efforts should focus on putting the proper
regulatory or legislative framework in place in order to define a level playing field
on the basis of which socially responsible practices can be developed.”13

The Green Paper presented by the European Commission was followed by a public
consultation during the second half of 2001. All the stakeholders were invited to

11 Herrmann, Kristina K., Corporate Social Responsibility and Sustainable Development: The European Union
Initiative as a Case Study, Indiana Journal of Global Studies, Volume 11, Issue 2, Summer 2004, p. 215. Citing
William H. Meyer & Boyka Stefanova, Human Rights, the UN Global Compact, and Global Governance, 34
Cornell Int’l L.J. 501, 514 (2001).

12 The green paper is available at: http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2001:0366:FIN:EN:PDF.
13 EU Green Paper, 18th of July of 2001.
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express their views “…on how to build a partnership for the development of a new
framework for the promotion of corporate social responsibility, taking account of
the interests of both business and stakeholders.”14 Amongst the 18 questions for
discussion were the following:

About the role for the EU:
– What could the European Union do to promote the development of corporate

social responsibility at European and international level?
– Developing an overall European framework, in partnership with the main

corporate social responsibility actors, aiming at promoting transparency,
coherence and best practice in corporate social responsibility practices?

About Companies and CSR:
– What are the driving forces for companies to assume their social responsibility?

What are the expectations behind such engagements? On which areas do these
engagements focus? What is the benefit for companies?

About the Main Actors and Stakeholders:
– How can the European Union promote greater application of corporate social

responsibility principles through its policies both within European and inter-
nationally, including its political dialogue and partnership agreements, as well
as its programmes, and its presence in international fora?

About the Evaluation and Effectiveness:
– What are the best means to develop, evaluate and ensure the effectiveness and

reliability of corporate social responsibility instruments such as codes of
conduct, social reporting and auditing, social and eco-labels, socially respon-
sible investing?

Points 19 and 93 of the Green paper (18th of July of 2001) state the aim of the EU to
“launch a wide debate and seek views on corporate social responsibility at national,
European and international level.” and “raise awareness and stimulate debate on
new ways of promoting corporate social responsibility.” Besides, “At this stage the
Commission does not wish to pre-judge the outcome of that debate by making
concrete proposals for action.” This shows the EU clear intentions to only promote
the debate and trigger a thinking process about CSR rather than initiate a legislative
process.

2.2 The EU first CSR Communication (2nd of July of 2002)

One year later on the 2nd of July of 2002, the European Commission published its
first communication on CSR, titled “Corporate social responsibility: A business

14 See, Point 4, 89, pp. 21, EU Green Paper (18th of July of 2001).
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contribution to sustainable development”.15 16 This communication resulted from
the consultation process on the Green Paper from 18th of July of 2001. After the
introduction, in the first section of this document the European Commission
provides a summary of the outcome of the public consultation of the Green Paper.
The second section, regarding the sustainable development strategy, explains the
European Strategy for promoting and integrating CSR. The last four sections
provide a description of the proposed future actions on CSR, namely, how to
improve the knowledge about CSR and facilitate the exchange of experience and
good practice, how to promote convergence and transparency of CSR practices and
tools, how to launch a EU multi-stakeholder forum on CSR and finally, how to
integrate CSR in all EU policies.17

More than 250 responses to the public consultation of the Green Paper were
received. There was a large discrepancy between the responses. The corporate
responses emphasized the need for a voluntary nature of CSR. attempts to regulate
CSR at EU level would be “…counterproductive, because this would stifle
creativity and innovation among enterprises which drive the successful develop-
ment of CSR, and could lead to conflicting priorities for enterprises operating in
different geographical areas;” On the side of trade unions and civil society’
organizations, the voluntary approach to CSR “is not sufficient to protect workers
and citizens’ rights.” They called for “…a regulatory framework establishing
minimum standards and ensuring a level playing field.” And for effective
mechanisms to ensure a company’s accountability for its social and environmental
impact;” The investors are looking for the improvement of the “disclosure and
transparency of companies’ practices, rating agencies’ methodology and invest-
ment management of SRI (socially responsible investment) funds and pension
funds;” As for the Council, the Economic and Social Committee, the Committee of
the Regions and the European Parliament kept their support for a voluntary
approach to CSR.

In this communication CSR is defined as voluntary, against what the European
Commission had stated in the earlier green paper of 18th of July of 2001. The
paragraph stating that CSR should not be seen as a substitute to regulation was
deleted.18 Currently, “CSR is a concept whereby companies integrate social and
environmental concerns in their business operations and in their interaction with
their stakeholders on a voluntary basis.”19

15 See, http://trade.ec.europa.eu/doclib/docs/2006/february/tradoc_127374.pdf.
16 Later on the 22nd of March of 2006, the European Commission published the second communication on CSR. See

below, Section 5, pp. 41.
17 See, pp. 9, 12, 17 & 18 respectively, at: http://trade.ec.europa.eu/doclib/docs/2006/february/tradoc_127374.pdf.
18 See, Point 2, paragraph 2, pp. 7, Green Paper (18th of July of 2001).
19 See, http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52002DC0347:EN:HTML and see, http://ec.

europa.eu/enterprise/policies/sustainable-business/corporate-social-responsibility/index_en.htm.
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2.2.1 The European Parliament Report on the Communication from the
European Commission concerning Corporate Social Responsibility: A
Business Contribution to Sustainable Development

On the 28th of April of 2003 the European Parliament released a report on the
communication from the European Commission concerning CSR: A Business
Contribution to Sustainable Development.20 In the explanatory statement, the
European Parliament sates that “There is a real danger that the Parliament is being
frozen out of the process in a way that is unacceptable: it is worth noting that the
Commission’s CSR Communication (2nd of July of 2002) was effectively written
before the Parliament’s response to the Green Paper had been absorbed.”21

According to the European Parliament’s report, the European Parliament’s views
on CSR were not considered in the European Commission’s Communication on
CSR. Therefore, the European Parliament was not satisfied with the unconcern
showed by the European Commission when releasing the document beforehand.

3 Non-regulatory initiatives

The EU has been active, since the early nineties (June 1993), in promoting and
appealing to businesses to address CSR.22 There are important initiatives from
within and outside the EU. The most important initiatives from the EU responsible
for the development of CSR in Europe are introduced below. These initiatives had
positive influence in the EU policy making and in promoting CSR.

3.1 The European Multistakeholder Forum on CSR (October 2002)

The European Multistakeholder Forum was launched in October 2002 as a follow-
up of the European Commission first Communication on CSR (July 2002).
According to this communication, the European Multistakeholder Forum is a
fundamental part of the European Commission strategy to promote CSR and
sustainable development. Composed of EU-level representative organizations of
employers, employees, trade unions, business organizations, Non-Governmental
Organizations (NGOs), academia, consumers and civil society, it was developed to
foster CSR, to promote transparency, innovation and convergence on CSR practices
and tools. The European Multistakeholder Forum was coordinated by CSR Europe,
European Trade Union Confederation, Business Europe and the European Platform
of NGOs. With the European Commission chairing, the European Multistakeholder
Forum supported dialogue and discussions on subjects such as, sustainable

20 See, COM(2002) 347 - 2002/2261(INI).
21 Point 3, pp. 12 of the explanatory statement.
22 In June 1993, President of the European Commission Jacques Delors made an appeal to businesses’ talents and

solutions to address Europe’s structural problems of unemployment, restructuration and social exclusion. Also
invited enterprises to adopt the European Declaration against Social Exclusion.
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development, sustainability reporting, environmental protection, social cohesion
and competitiveness between the different stakeholders groups.

Five high level meetings took place between 2002 and 2004 to tackle progress of
the European Multistakeholder Forum and CSR. In 2004, the European Multi-
stakeholder Forum published a Forum report assessing the work done during the
first two years of work and making recommendations for the future. The European
Commission hosts plenary meetings of the European Multistakeholder Forum
every two years, so two years later, in December 2006, a Forum Review meeting
took place to evaluate the implementation of the recommendations made in the
Forum report of 2004 and also to look for new ways of cooperation. The next
plenary meeting took place only in February 2009.

The debate at the EU level had its focal point only on the second progress’ review
meeting of the European Multistakeholder Forum on the 10th February 2009.23 The
European Commission organized and hosted, between September 2009 and March
2010, a series of six workshops on the disclosure of environmental, social and
governance (ESG) information by enterprises. These workshops were meant to
provide a constructive follow-up to the European Multistakeholder Forum request
for entrepreneurial transparency and for new ways of doing business, as the way
out of the current recession. Each of these workshops looked at ESG disclosure
from the different points of view of a chosen set of stakeholders: enterprise,
investors, civil society consumers and media, trade unions and public authorities.

The workshops counted with the participation of a core group of persons and
organizations – from the various groups of stakeholders (Industry, Small and
Medium Enterprises (SMEs), Trade Unions, Non-Governmental Organizations
(NGOs), Financial Analysts, Accountants, Investors, etc.) These series were closed
with a final workshop about the future of the European policy looking at different
possible case scenarios.24 The conclusions of these workshops were presented and
discussed at a conference organized by the Spanish Presidency of the EU on the
25th and 26th March 2010 and also in a plenary meeting of the European
Multistakeholder Forum in the first half of 2011.25 26

23 For details and background on the CSR Multistakeholder Forum, see: http://ec.europa.eu/enterprise/csr/
multistakeholder.htm.

24 See, http://ec.europa.eu/enterprise/policies/sustainable-business/corporate-social-responsibility/reporting-disclosure/
swedish-presidency/index_en.htm.
And see, http://ec.europa.eu/enterprise/policies/sustainable-business/corporate-social-responsibility/reporting-disclosure/
swedish-presidency/wks-6/index_en.htm.

25 For more information see: http://ec.europa.eu/enterprise/policies/sustainable-business/corporate-social-responsibility/
reporting-disclosure/swedish-presidency/files/esg_disclosure_workshops_-_concept_note_091014_en.pdf.

26 The summary of the final workshop’ discussions is available at: http://ec.europa.eu/enterprise/policies/sustainable-
business/corporate-social-responsibility/reporting-disclosure/swedish-presidency/files/summaries/6-final_workshop_en.
pdf.
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Given the unique opportunity to gather the views of the most influential stake-
holders in the market and promoting the discussion of CSR top issues, it was until
2011, the central event of the CSR discussion.

3.2 The European Alliance for CSR

Apart from the legislative advancements, in March 2006 the EU launched the
European Alliance for CSR.27 On the second communication on CSR in 2006 (point
5), the European Commission supported the launch of the European Alliance for CSR
and defined it as “…a political umbrella for new or existing CSR initiatives by large
companies, SMEs and their stakeholders.” The European Commission included in
this document an annex titled “Making Europe a pole of excellence on corporate
social responsibility: the European Alliance for CSR”, containing a detailed explana-
tion of this initiative’s aims. It was created as a partnership between the European
Commission with members of the business community and support from business
organizations such as BusinessEurope, The European Association of Craft, Small and
Medium-sized Enterprises (UEAPME - Union Européenne de l’Artisanat et des
Petites et Moyennes Entreprises) and CSR Europe, to promote CSR and assist with
the implementation of ESG considerations in the core business of organizations.28

The alliance has set itself three areas of activity: raising awareness and improving
knowledge of CSR, mainstreaming and developing open coalitions of cooperation
and creating a good quality environment for CSR.29

3.3 The EU-funded project “Accelerating CSR in New Europe” (2008)

The EU accession of central and eastern European member states triggered the
development of new policy initiatives. One example is the EU-funded project
“Accelerating CSR in New Europe” (February 2008) funded by the European
Commission and United Nations Development Program. For this project “cross-
sectoral cooperation and social dialogue between various stakeholders” can help to
demonstrate the importance of CSR.30

3.4 The European Foundation for the Improvement of Living and
Working Conditions (Eurofound)

The Eurofound “is a European Union body, one of the first to be established to
work in specialized areas of EU policy. Specifically, it was set up by the European

27 See, http://www.csreurope.org/pages/en/alliance.html.
28 See, https://www.businesseurope.eu/european-alliance-csr.
29 See, http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52006DC0136:EN:HTML EC Communi-

cation of 22 March 2006 (COM (2006)136 final.
30 See, http://www.acceleratingcsr.eu/en/.
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Council’ Council Regulation (EEC) No. 1365/75 of 26th of May of 1975, to
contribute to the planning and design of better living and working conditions in
Europe.”31 It published a report in 2009 called “European and international
framework agreements: Practical experiences and strategic approaches”. This report
states that the increasing number of European Framework and International
Framework Agreements (EF/IFAs) registered contributes to promoting CSR. The
report declares that management looks at EF/IFA’s as an integral part of CSR good
practices, acknowledges that it represents a first step for improved communication
with employees and provides awareness of risk management and what it repre-
sents.32

4 Mid-term review (2004/2005) and the re-launch of the Lisbon
Strategy

To stimulate the Lisbon strategy and aiming for the delivery of the targets set in the
year 2000, a mid-term review took place in 2005. It was meant to help
the evaluation of the Lisbon Strategy and was carried-out by a high-level group
on the Lisbon strategy chaired by Mr. Wim Kok - former Prime Minister of the
Netherlands, which was appointed by the Council. Referring to the general progress
of the Lisbon strategy, the review acknowledges that “Unfortunately progress to
date has been inadequate, largely due to a lack of commitment and political will.”33

Most of the goals of the Lisbon strategy were then not achieved, among which were
the achievement of a greener economy, energy efficiency and clean (environmental-
friendly) technologies, and a sustainable environment.34

The mid-term review introduced a novelty in the governance procedure, the
National Reform Programs. The targets of the Lisbon Strategy were to be
individually implemented by each member state. Each member state would set-
up a National Reform Programme tailored to the own exact situation and these were
to be monitored by the EU.35 The National Reform Programmes were meant to be
coordinated by the Integrated Guidelines for Growth and Jobs (2005-2008) adopted
by the European Council.

In March 2005, the European Council agreed to re-launch the Lisbon Strategy. It
focused mostly on economic growth and employment in Europe.

31 The Council Regulation (EEC) No. 1365/75 of 26 may 1975 is available at: http://eur-lex.europa.eu/LexUriServ/
LexUriServ.do?uri=CELEX:01975R1365-20050804:EN:NOT.

32 To access to the report please go to: http://www.eurofound.europa.eu/pubdocs/2008/102/en/2/EF08102EN.pdf.
33 See, Kok, 2004, pp. 39.
34 “Facing the challenge. The Lisbon strategy for growth and employment.”, November 2004. Report from the High

Level Group chaired by Wim Kok, available at: http://ec.europa.eu/research/evaluations/pdf/archive/fp6-
evidence-base/evaluation_studies_and_reports/evaluation_studies_and_reports_2004/the_lisbon_strategy_for_
growth_and_employment__report_from_the_high_level_group.pdf.

35 More information on the National Reform Programmes is provided below in section 4.1.
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“… it is essential to relaunch the Lisbon Strategy without delay and re-focus priorities on
growth and employment. Europe must renew the basis of its competitiveness, increase its
growth potential and its productivity and strengthen social cohesion, placing the main
emphasis on knowledge, innovation and the optimisation of human capital.”

The Presidency Conclusions of the Brussels European Council meeting in March
2005

Although not considered a priority, CSR was addressed following the EU’s
concerns with sustainable development. In June 2005 the EU had intentions of
adopting a declaration of guiding principles to serve as a basis for renewing the
sustainable development strategy adopted at the European Council meeting in
Gothenburg in 2001. The European Council also addressed its concerns with
climate change and emphasized “the EU’s determination to reinvigorate the
international negotiations…” for promoting and ensuring cooperation between
the member states for developing a long-term strategy to avert the dire conse-
quences of climate change.36 However “…The general perception is that the
environment remains a peripheral concern of the EU, with economic and employ-
ment policies continuing to dominate the Lisbon Strategy.”37

The re-launched Lisbon strategy comprised a single EU Annual Progress Report as
part of the simplification package. Accordingly to the simplified reporting model,
member states were required to publish their National Reform Programmes
outlining their priority areas for economic reform. The 2005 refocused Lisbon
Strategy also updated the Open Method of Coordination for growth and jobs and
social inclusion policies.38

4.1 The National Reform Programmes of Member States

The implementation of these reform programs did not happen uniformly and their
effectiveness differed between the countries. Each of the member states was
responsible for creating their own national reform programmes tailored to their
specific economic, social/cultural and environmental situation, and along with the
Integrated Guidelines.39 The National Reform Programmes are policy-making
instruments which focus on implementation and results, and should be submitted
every three years. The EU helped the member states with the implementation of
these reforms by injecting, into each of the national economies, €350 billion of the
EU structural funds, adding to an extra amount of €50 billion for research and
development projects.

36 The Presidency Conclusions of the Brussels European Council meeting in March 2005 are available at: http://ue.
eu.int/cms3_fo/showPage.asp?lang=en&id=432&mode=g&name.

37 Experimental Governance: The Open Method of Coordination Erika Szyszczak, European Law Journal, Vol. 12,
No. 4, July 2006, pp. 486–502.

38 See more information about the Open Method of Coordination above in section 1.1.
39 See, section 4.2.
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The EU was to monitor each of the member states’ progress in developing their
National Reform Programmes and would consider making further recommenda-
tions if necessary. The European Commission reported annually about the National
Reform Programmes in the Member States.40 Considering the existent differences
in structures, approaches, even different cultural mindsets of the member states and
in addition, the unclear purpose of the National Reform Programmes, the member
states used them in different models and also for different purposes. This resulted in
different levels of reform among the member states, some used them as powerful
instruments of policy coordination which brought together ministries and local
legislators (often for the first time) and others tended to use them as low profile
reporting mechanisms.41

4.2 The European Employment Strategy and the Employment Policy
Guidelines (2005-2008)

The European Employment Strategy (EES) was established at the European
Council Luxembourg Summit, “Extraordinary European Council Meeting on
Employment”, on the 20th of November of 1997. This was the first time the EU
interfered with the employment policies of the member states to overcome the high
unemployment problems felt on a national level. This was a decision to Europea-
nize the employment policy.42 Under the EES, member states had total discretion
and flexibility in their way to achieve the required objectives, and instead of rules
they were guided through guidelines. The EES was the first and most developed
example of the OMC.43 As part of the mid-term review of the Lisbon Strategy in
2005, the European Council through the Council decision of 12th of July of 2005
presented the guidelines for the employment policies of the Member States, which
were adopted by the European Commission.44 These are also called the integrated
guidelines for growth and jobs. They become the principal policy instrument for
developing and implementing the Lisbon Strategy. There are 24 macroeconomic,
microeconomic and employment guidelines in total.45 The guidelines identify the
key challenges of the EU and were designed to help the Member States with
structuring the priorities of the Lisbon Strategy. CSR is not mentioned in the
integrated guidelines.46

40 European Commission, Annual Progress Reports on Lisbon Strategy.
41 See Lisbon Strategy evaluation document, point ii) concerning the National Reform Programmes.
42 David M. Trubek and Louise G. Trubek, (2005).
43 David M. Trubek and Louise G. Trubek, (2005).
44 COUNCIL DECISION of 12 July 2005 on Guidelines for the employment policies of the Member States (2005/

600/EC).
45 As defined in “Europa, Summaries of EU legislation” at http://europa.eu/legislation_summaries/economic_

and_monetary_affairs/stability_and_growth_pact/l25078_en.htm:
Macroeconomic policies: this term covers policies aimed at influencing economic aggregates such as prices,
unemployment, growth potential, GDP, etc.
Microeconomic policies: this term refers to policies designed to influence economic decisions taken, for example,
by natural or legal persons.

46 In 2007 the integrated guidelines were renewed for a second period from 2008 until 2010.
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These guidelines combine in a single and comprehensive document the Broad
Economic Policy Guidelines47 and the Employment Guidelines.48 Differently from
the integrated guidelines, in 2005 CSR was addressed in two guidelines of the
Broad Economic Policy Guidelines:49 Namely, Guideline no. 11: To encourage the
sustainable use of resources and strengthen the synergies between environmental
protection and growth; and Guideline no. 14: To create a more competitive business
environment and encourage private initiative through better regulation.

There is a Recommendation from the Council of the European Union, of 13th of
July of 2010, with broad guidelines for the economic policies of the member states
and of the Union (2010/410/EU). The Council’ recommendations provided
guidance on the coordination of the economy policy of the member states for
jointly achieving common objectives. They supported the Europe 2020 Strategy
and moreover, they noted the importance of the sustainability of member states’
public finances and their macroeconomic stability. The member states should
regard these recommendations of the Council when implementing their economic
policies and when developing their National Reform Programmes.

5 The European Commission’s second CSR Communication
(22nd of March of 2006)

Following the outcomes of the European Multi-stakeholder Forum in 2004 and the
re-launch of the Lisbon strategy in 2005, the European Commission renewed the
CSR policy and published its second Communication on CSR to the European
Parliament, the Council and the European Economic and Social Committee, on the
22nd March 2006. The communication is entitled “Implementing the partnership for
growth and jobs: making Europe a pole of excellence on Corporate Social
Responsibility”. In this document the European Commission, comes back to the
initial idea put forward by the first CSR Communication of the 2nd of July of 2002.
In the second CSR Communication, the European Commission continues favoring
a voluntary approach to CSR, promoting CSR “as a voluntary concept, with an
emphasis on dialogue between stakeholders.”50 The European Commission clari-
fies that CSR practices, “(…) are not a substitute for public policy, but they can
contribute to a number of public policy objectives…”, here coming back to its

47 The Broad Economic Policy Guidelines were first developed in 1996 with the objective of ensuring “closer
coordination of economic policies and sustained convergence of the economic performance of the Member States
and of the Community.”

48 The employment guidelines proposed by the Commission and approved by the Council, present common
priorities and targets for the Member States national employment policies. They are part of the integrated package
with the Broad Economic Policy Guidelines since 2005. More information available at: http://ec.europa.eu/social/
main.jsp?catId=108&langId=en.

49 Council Recommendation of 12 July 2005 on the broad guidelines for the economic policies of the Member States
and the Community (2005 to 2008) (2005/601/EC).

50 The complete document is available at: http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2006:
0136:FIN:en:PDF.
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primary idea expressed in 2001 in the Green Paper and later deleted in 2002 in the
first communication on CSR.51

However, the European Commission continues not pushing organizations further than
the minimum legal requirements and it will not be able to monitor CSR progress and
certainly not pursue accountability for not delivering. This can be extracted from the
introductory paragraph of the second communication on page 2: “Because CSR is
fundamentally about voluntary business behavior, an approach involving additional
obligations and administrative requirements for business risks being counter-productive
and would be contrary to the principles of better regulation.” When referring to the
outcomes of the EuropeanMultistakeholder Forum, the European Commission informs
that regarding company reporting requirements and the need for European standards on
CSR, no consensus was reached.

6 The European Economic Recovery Plan (2008)

In March 2008 the European Council launched a programme meant to stimulate the
EU economic recovery from the financial crisis for the last two years cycle of the
Lisbon strategy, the European Economic Recovery Plan (EERP).52 The EERP
focused on i) investment in knowledge and innovation; ii) improving the business
environment; iii) increasing employment opportunities for the most disadvantaged,
and iv) defining a climate and energy policy for Europe.53

The EERP encompassed the allocation of €200 billion into the European economy.
From the €200 billion, €170 billion came from national budgets and €30 billion
came from EU funds and from the European Investment Bank (EIB). It was at the
time predicted that the EIB would allocate €15.6 billion in 2009 plus approximately
the same figure in 2010. It was furthermore expected that the European Bank of
Reconstruction and Development would also add €500 million a year to its current
level of financing in new Member States. The underlying objective to this measure
was to reinforce the Lisbon Strategy for Growth and Jobs in the short and longer-
term and to stimulate confidence in the market, in particular in the investors, and
endeavor a greener and more innovative economy.54

The EU economic recovery plan came not only as a reaction to the financial crisis
but also to reinforce the Lisbon Strategy for Growth and Jobs - the recovery plan
had a clear link with the Lisbon Strategy.55 The recovery plan once implemented

51 See, section 2, pp. 4 of the second CSR Communication.
52 See, FAQs on the European Economic Recovery Plan, EU Press Release, 26th of November of 2008
53 HM Government, Lisbon Strategy for jobs and growth: UK national reform programme, October 2009, paragraph 1.3.
54 See, http://ec.europa.eu/growthandjobs/how-does-it-work/index_en.htm.
55 “What is more the Recovery Plan builds on the success of the Lisbon Strategy in reinforcing Europe’s underlying

competitiveness before this crisis. For example, the budgetary room for maneuver enjoyed by many Member
States is partly a result of having implemented Lisbon measures – in this way, the euro area overall government
deficit fell from nearly 3% in 2004 to 0.6% in 2007.” This is part of the answer to the FAQ: “What is the link with
the Lisbon Strategy for Growth and Jobs?”
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under the Lisbon Strategy was also submitted to peer monitoring. This means
multilateral surveillance by the member states (which would monitor each other)
and by the Council. Both were responsible for assuring that the measures were well
put in place. Concerning CSR, the plan provided a common framework to improve
energy efficiency in buildings, promote the rapid take up of green products and
developing clean technologies for cars and construction.

7 Progress’ assessment of the Lisbon Strategy in the European
Union

To attain the request of the Lisbon European Council in presenting an annual report
on the progress achieved, the European Commission developed and published a set
of 14 structural indicators.56 These indicators were meant to quantitatively evaluate
the implementation of the Lisbon Strategy and to compare the performances of the
member states in the areas of employment, innovation, economic reform, social
cohesion and the environment (areas covered by the Lisbon Strategy). It was
through the assessment of the Lisbon Strategy against the structural indicators, that
it was possible to evaluate the progress of the Lisbon Strategy.

There are six structural indicators regarding CSR, three are social and the other
three are environmental indicators. The social indicators are: at-risk-of-poverty rate
after social transfers by gender, which policy objective is combating poverty and
social exclusion; Long-term unemployment rate by gender, which policy objective
is to achieve full employment and combating social exclusion; and Dispersion of
regional employment rates by gender, which policy objective is the economic and
social cohesion. The environmental indicators are: Greenhouse gas emissions and
Kyoto base year, which policy objective is to avoid/combat climate change and the
implementation of the Kyoto Protocol; Energy intensity of the economy, which
policy objective is to achieve a more efficient energy use and the Volume of freight
transport relative to GDP, which policy objective is to decouple the transport
development from economic growth.

The Annual Progress Report was published every year by the European Commission.
It included an assessment of the national and European progress of the Lisbon Strategy,
and also an assessment of the National Reform Programmes of each of the member
states analyzing their progress against the 14 structural indicators.57 The annual reports
were meant to provide an accurate and updated overview of the progress within the
member states.

The progress of the Lisbon Strategy was also subject of attention from many
organizations. The Centre for European Reform developed the Lisbon Scorecard to

56 See, a table with the 14 structural indicators below in Annex I.
57 See, a table with the 14 structural indicators below in Annex I.
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regularly assess this progress.58 The Centre for European Reform declared in the
assessment of the Lisbon Strategy in February 2009, that the Lisbon Scorecard’
initiative (The Lisbon Scorecard IX) “(…) has proved a disappointment.”59 The
Centre for European Reform went further in its assessment and concluded that
although a great number of Member States made progress towards achieving the
targets set in 2000, none of these targets would actually be met in 2010. It recognized
the value of the initiative underlying that the “the Lisbon targets provide an
indispensable guide to the desirable direction of reform.” The Lisbon Council in
support of the Lisbon Strategy also recognized its relevance for the up-coming future.

8 The CSR regulatory state of the art in the European Union

This section provides an overview of the EU regulatory progress on CSR high-
lighting the relevant EU Directives for CSR.

8.1 The EU CSR legal framework

The disclosure of non-financial information is currently addressed in four EU
Directives, the Accounting Directive (2013/34/EU), the Accounts Modernization
Directive (2003/51/EC), the Capital Requirements Directive, “CRD IV” (2013/36/
EU) and the Non-Financial Reporting Directive (2014/95/EU).

Previously to the Accounting Directive (2013/34/EU), the EU legislation referred
to non-financial reporting in Article 46(1)(b) of the Fourth Company Law Directive
(78/660/EEC) on the annual accounts of certain types of companies, as amended by
the Modernization Directive (2003/51/EC) on a voluntary basis leaving it to
companies’ discretion to decide on whether to publish data related to environmental
and employee matters as well as the choice of data to be published. The Fourth
Company Law Directive (78/660/EEC) for individual financial statements together
with the Seventh Council Directive (83/349/EEC) for consolidated financial
statements were updated by the Accounting Directive (2013/34/EU). This Account-
ing Directive (2013/34/EU) has merged and improved the Fourth and Seventh
Directives.60 61 The requirement of non-financial disclosures is set out in Article
19, pp. 1 and 4, concerning the contents of the management report. See the article
transcription below.

58 The Centre for European Reform is a think-tank devoted to improving the quality of the debate on the European
Union. It is a forum for people with ideas from Britain and across the continent to discuss the many political,
economic and social challenges facing Europe. More information available at: http://www.cer.org.uk/index.html.

59 The Lisbon Scorecard IX is available at: http://www.cer.org.uk/pdf/rp_882.pdf.
60 See, Directive 2013/34/EU of the European Parliament and of the Council, of 26 June 2013, on the annual

financial statements, consolidated financial statements and related reports of certain types of undertakings,
amending Directive 2006/43/EC of the European Parliament and of the Council and repealing Council Directives
78/660/EEC and 83/349/EEC, at: http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:
32013L0034&from=NL.

61 See, FAQ question 2 at http://europa.eu/rapid/press-release_MEMO-13-540_en.htm.
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Article 19 (Contents of the management report)

1. (…) To the extent necessary for an understanding of the undertaking’s development,
performance or position, the analysis shall include both financial and, where
appropriate, non-financial key performance indicators relevant to the particular
business, including information relating to environmental and employee matters.
(…)

2. Member States may exempt small and medium-sized undertakings from the
obligation set out in the third subparagraph of paragraph 1 in so far as it relates
to non-financial information.62

Directive 2003/51/EC of June 2003 or EU Accounts Modernization Directive on
annual company accounts, amended Article 46 (1) (b) of the Fourth Company Law
Directive. It invited companies for the first time to take the opportunity, since the 1st

of January of 2005, to publish non-financial data (key performance indicators –
KPIs) on environmental and social matters in addition to the financial requirements
in their annual reports to the extent necessary for an understanding of the
company’s development, performance or position;63 This was then, the most
important Directive for sustainability reporting in Europe. The member states,
however, had the possibility to exempt small and medium-sized companies from
their disclosure obligation.

Article 46(1)(b) of the Fourth Company Law Directive

(b) To the extent necessary for an understanding of the company’s development,
performance or position, the analysis shall include both financial and, where appropriate,
non-financial key performance indicators relevant to the particular business, including
information relating to environmental and employee matters;

On the harmonization of transparency requirements, there is the Company Reporting
Directive (2006/46/EC) of the European Parliament and of the Council, of the 14th of
June of 2006.64 It amended the following Council Directives: the Company Law
Directive (78/660/EEC) on the annual accounts of certain types of companies, the
Seventh Council Directive (83/349/EEC) on consolidated accounts, the Bank
Accounts Directive 86/635/EEC on the annual accounts and consolidated accounts
of banks and other financial institutions, and the Insurance Accounts Directive (IAD)
(91/674/EEC) on the annual accounts and consolidated accounts of insurance

62 See the full text of article 19 at: http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=
CELEX:32013L0034&from=NL.

63 For the complete text please go to: http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32003L0051:
EN:HTML.

64 See, full text available at: http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:224:0001:01:EN:
HTML.
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undertakings. Point 10 of the preamble65 and article 7 of the Company Reporting
Directive,66 added transparency requirements for the European companies.

65 Point 10 of the preamble states the following: “Companies whose securities are admitted to trading on a regulated
market and which have their registered office in the Community should be obliged to disclose an annual corporate
governance statement as a specific and clearly identifiable section of the annual report. That statement should at
least provide shareholders with easily accessible key information about the corporate governance practices
actually applied, including a description of the main features of any existing risk management systems and
internal controls in relation to the financial reporting process. The corporate governance statement should make
clear whether the company applies any provisions on corporate governance other than those provided for in
national law, regardless of whether those provisions are directly laid down in a corporate governance code to
which the company is subject or in any corporate governance code which the company may have decided to
apply. Furthermore, where relevant, companies may also provide an analysis of environmental and social aspects
necessary for an understanding of the company’s development, performance and position. There is no need to
impose the requirement of a separate corporate governance statement on undertakings drawing up a consolidated
annual report. However, the information concerning the group’s risk management system and internal control
system should be presented.”
[41] “7. the following Article shall be inserted:
‘Article 46a
1. A company whose securities are admitted to trading on a regulated market within the meaning of Article 4(1),
point (14) of Directive 2004/39/EC of the European Parliament and of the Council of 21 April 2004 on markets in
financial instruments [11] shall include a corporate governance statement in its annual report. That statement shall
be included as a specific section of the annual report and shall contain at least the following information:
(a) a reference to:
(i) the corporate governance code to which the company is subject,
and/or
(ii) the corporate governance code which the company may have voluntarily decided to apply,
and/or
(iii) all relevant information about the corporate governance practices applied beyond the requirements under
national law.
Where points (i) and (ii) apply, the company shall also indicate where the relevant texts are publicly available;
where point (iii) applies, the company shall make its corporate governance practices publicly available;
(b) to the extent to which a company, in accordance with national law, departs from a corporate governance code
referred to under points (a)(i) or (ii), an explanation by the company as to which parts of the corporate governance
code it departs from and the reasons for doing so. Where the company has decided not to apply any provisions of a
corporate governance code referred to under points (a)(i) or (ii), it shall explain its reasons for doing so;
(c) a description of the main features of the company’s internal control and risk management systems in relation to
the financial reporting process;
(d) the information required by Article 10(1), points (c), (d), (f), (h) and (i) of Directive 2004/25/EC of the
European Parliament and of the Council of 21 April 2004 on takeover bids [12], where the company is subject to
that Directive;
(e) unless the information is already fully provided for in national laws or regulations, the operation of the
shareholder meeting and its key powers, and a description of shareholders’ rights and how they can be exercised;
(f) the composition and operation of the administrative, management and supervisory bodies and their
committees.

66 “7. the following Article shall be inserted:
‘Article 46a
1. A company whose securities are admitted to trading on a regulated market within the meaning of Article 4(1),
point (14) of Directive 2004/39/EC of the European Parliament and of the Council of 21 April 2004 on markets in
financial instruments [11] shall include a corporate governance statement in its annual report. That statement shall
be included as a specific section of the annual report and shall contain at least the following information:
(a) a reference to:
(i) the corporate governance code to which the company is subject,
and/or
(ii) the corporate governance code which the company may have voluntarily decided to apply,
and/or
(iii) all relevant information about the corporate governance practices applied beyond the requirements under
national law.
Where points (i) and (ii) apply, the company shall also indicate where the relevant texts are publicly available;
where point (iii) applies, the company shall make its corporate governance practices publicly available;
(b) to the extent to which a company, in accordance with national law, departs from a corporate governance code
referred to under points (a)(i) or (ii), an explanation by the company as to which parts of the corporate governance
code it departs from and the reasons for doing so. Where the company has decided not to apply any provisions of a
corporate governance code referred to under points (a)(i) or (ii), it shall explain its reasons for doing so;
(c) a description of the main features of the company’s internal control and risk management systems in relation to
the financial reporting process;

48 Chapter 1



Point 10 of the preamble of the Company Reporting Directive requires the
following:

“(...) Furthermore, where relevant, companies may also provide an analysis of environ-
mental and social aspects necessary for an understanding of the company’s development,
performance and position.”

The Transparency Directive67 is responsible for the harmonization of transparency
requirements in relation to information about issuers whose securities are admitted
to trading on a regulated market which amended the Directive 2001/34/EC.
Although the European Commission carried on a consultation process addressing
the issue of regulating the disclosure of non-financial information, the incorpora-
tion of non-financial information disclosure norms was not part of the proposal on
the modernization of the Transparency Directive. Concerning this issue there was a
public consultation on disclosure of non-financial information by companies
(launched by the European Commission on the 22nd of November of 2010), which
closed on the 29th January 2011.68 This consultation was part of the Single Market
Act (COM (2010) 608 final/2) announced by Commissioner Barnier on the 27th of
October of 2010. The consultation gathered views on how to improve the EU
framework for non-financial reporting.69

(d) the information required by Article 10(1), points (c), (d), (f), (h) and (i) of Directive 2004/25/EC of the
European Parliament and of the Council of 21 April 2004 on takeover bids [12], where the company is subject to
that Directive;
(e) unless the information is already fully provided for in national laws or regulations, the operation of the
shareholder meeting and its key powers, and a description of shareholders’ rights and how they can be exercised;
(f) the composition and operation of the administrative, management and supervisory bodies and their
committees.
2. Member States may permit the information required by this Article to be set out in a separate report published
together with the annual report in the manner set out in Article 47 or by means of a reference in the annual report
where such document is publicly available on the company’s website. In the event of a separate report, the
corporate governance statement may contain a reference to the annual report where the information required in
paragraph 1, point (d) is made available. Article 51(1), second subparagraph shall apply to the provisions of
paragraph 1, points (c) and (d) of this Article. For the remaining information, the statutory auditor shall check that
the corporate governance statement has been produced.
3. Member States may exempt companies which have only issued securities other than shares admitted to trading on a
regulated market, within the meaning of Article 4(1), point (14) of Directive 2004/39/EC, from the application of the
provisions of paragraph 1, points (a), (b), (e) and (f), unless such companies have issued shares which are traded in a
multilateral trading facility, within the meaning of Article 4(1), point (15) of Directive 2004/39/EC.’”

67 Eurosif proposed an amendment to the Directive which asked for companies to report in their annual reports on
the non-financial risks that their businesses face. Please see Eurosif’s response to the EC consultation at:
http://www.eurosif.org/images/stories/pdf/Lobbying_Papers/Eurosif_ESG_Reporting_2011_final.pdf
“The Directive itself passed in the first reading of the European Parliament in April 2004. However, in a close
vote, the Economic and Monetary Affairs Committee (EMAC) voted against the proposed amendment to include
ESG criteria as part of what companies have to report. This is in part due to the notion that ‘material non-financial
risk’ and greater ESG transparency were relatively new concepts to many of the ministers at the European level,
and therefore, there was concern in how ESG criteria would be defined.”

68 Please find information on the consultation through the following link: http://ec.europa.eu/internal_market/
consultations/2010/non-financial_reporting_en.htm.

69 See the public consultation document on the modernisation of the Directive 2004/109/EC on the harmonisation of
transparency requirements in relation to information about issuers whose securities are admitted to trading on a
regulated market, at: http://ec.europa.eu/internal_market/securities/docs/transparency/directive/consultation_
questions_en.pdf.
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However, the Transparency Directive (2004/109/EC) was updated and from the
financial year of 2016 onwards, under the Accounting Directive (2013/34/EU)
adopted in June 2013 and under the Transparency Directive (2004/109/EC), certain
undertakings operating in oil, gas, mineral and mining industries and other active in
the logging of primary forests must report payments exceeding €100,000 EURO to
governmental authorities in a special report adjacent to the annual report.70 71 The
reasoning behind the new requirements is to inform civil society about any profit
made by Governments through the exploitation of natural resources.72

On the 23rd of June of 2013, the EU adopted a Directive (2013/36/EU) on access to
the activity of credit institutions and the prudential supervision of credit institutions
and investment firms (the Capital Requirements Directive) and the Capital
Requirements Regulation (575/2013), on prudential requirements for credit institu-
tions and investment firms, which is directly applicable to companies within the
EU.73 It requires banks and other financial institutions to publish certain basic
information including, turnover and public subsidies received on a country-by-
country basis for each country in which the institution has a subsidiary or branch.
This information must be audited and published as an annex to the annual report.74

The most recent EU CSR regulatory initiative is the Non-Financial Reporting
Directive 2014/95/EU of the European Parliament and of the Council, of the 22nd of
October of 2014, on the disclosure of non-financial and diversity information by
certain large undertakings and groups.75 This Directive, adopted in November
2014, amends the Accounting Directive (2013/34/EU) adopted in 2013, and will
apply for the financial year of 2017. Under this directive, EU listed companies or
operating in the banking and insurance sectors operating in the EU, around 6000
large undertakings with more than 500 employees, are required to disclose ESG
risks about their business activities, in their annual reports. The first reports are
expected to be published in 2018 referring to financial year 2017, and member
states were required to transpose the Non-Financial Reporting Directive into their

70 The Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013 on the annual financial
statements, consolidated financial statements and related reports of certain types of undertakings, amending
Directive 2006/43/EC of the European Parliament and of the Council and repealing Council Directives 78/660/
EEC and 83/349/EEC Text with EEA relevance, is available at: http://eur-lex.europa.eu/legal-content/EN/ALL/?
uri=celex%3A32013L0034.

71 The Directive 2004/109/EC Of The European Parliament And Of The Council of 15 December 2004 on the
harmonisation of transparency requirements in relation to information about issuers whose securities are admitted
to trading on a regulated market and amending Directive 2001/34/EC is available at: http://eur-lex.europa.eu/
LexUriServ/LexUriServ.do?uri=OJ:L:2004:390:0038:0057:EN:PDF.

72 See also the “New disclosure requirements for the extractive industry and loggers of primary forests in the
Accounting (and Transparency) Directives (Country by Country Reporting) – question 3 of the frequently asked
questions” at http://europa.eu/rapid/press-release_MEMO-13-541_en.htm.

73 This Directive entered in force on 1 January 2014. The Directive is available at: http://eur-lex.europa.eu/
LexUriServ/LexUriServ.do?uri=OJ:L:2013:176:0338:0436:En:PDF The Regulation is available at: http://eur-lex.
europa.eu/legal-content/en/TXT/?uri=celex%3A32013R0575.

74 See, Sweden legal memo pp. 11 and 12. Available at: http://www.americanbar.org/content/dam/aba/administrative/
environment_energy_resources/resources/sweden_legal_memo.authcheckdam.pdf.

75 See the full text of the Non-Financial Reporting (NFR) Directive 2014/95/EU at: http://eur-lex.europa.eu/legal-
content/EN/TXT/?uri=CELEX%3A32014L0095.
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domestic legislation by the 6th of December of 2016.76 The companies and public
interest companies (which includes insurance companies and credit institutions)
will have to meet at least two of the Directive’s criteria, which includes i) having
more than 500 employees; ii) a net turnover of more than EUR 40 million; and iii)
total assets of more than EUR 20 million.

9 Europe 2020 Strategy

In response to the failure of the Lisbon strategy and to the financial crisis, on the 3rd

of March of 2010 the European Commission launched, at the European Summit,
the new Europe 2020 Strategy “A European strategy for smart, sustainable and
inclusive growth”. It contains a commitment to renew the EU strategy for the next
decade and to promote CSR as a key element in ensuring long-term employee and
consumer trust.77 The European Commission held that “This new strategy should
enable the EU to make a full recovery from the crisis, and help speed up the move
towards a greener, and more sustainable and innovative economy.”

The European Commission’ Lisbon Strategy evaluation document attempting to find
some recognition of the positive impact of the Lisbon Strategy alerted that “Ulti-
mately, the objective of the Lisbon strategy was to improve the pace and quality of
reforms at national and European level”. There are great expectations for the Europe
2020 Strategy. The Lisbon Council argues that a new strategy should improve the
transparency of reporting, communicate better with the public and focus more on the
“drivers” of growth, such as skills and R&D, rather than outcomes, such as growth or
employment.

9.1 Europe 2020 strategy’ priorities and targets

In March 2007 the EU Heads of State and Government set a series of ambitious
climate and energy targets to be met in 2020. These are also known as the 20-20-20
targets and “(…) committed Europe to transforming itself into a highly energy-
efficient, low carbon economy.” On the 12th and 17th of December of 2008 the
Council and the Parliament of the European Union, respectively, approved the climate
change package with three macro targets by 2020, part of the sustainable growth
priority - promoting a more resource efficient, greener and more competitive
economy: a 20% reduction in greenhouse gas emissions, a 20% improvement in
energy efficiency, and a 20% share for renewable sources in the EU energy mix.78

76 See, http://ec.europa.eu/finance/company-reporting/non-financial_reporting/index_en.htm#news.
77 See, http://ec.europa.eu/eu2020/.
78 More information on the EU action against climate change available at: http://ec.europa.eu/climateaction/

index_en.htm.
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9.1.1 The Climate and Energy Package

In January 2008 the European Commission proposed mandatory legislation to
implement the 20-20-20 targets. It was called the Climate and Energy package. It
was approved by the European Parliament and European Council in December
2008 and came into force in June 2009.79 There are six legislative complementary
acts addressing the climate and energy: i) directive on the EU Emission Trading
System (ETS) to reduce greenhouse gas emissions by 21% in 2020 compared to
2005 levels; ii) decision to reduce by 10% the greenhouse gas emissions from non-
ETS sources (e.g. road and sea transport, buildings, services, agriculture and
smaller industrial installations) between 2013 and 2020; iii) directive for the carbon
dioxide (CO2) capture and storage technology (CCS); iv) directive on mandatory
national targets to achieve a EU average of at least 20% renewable energy by 2020;
v) regulation on an average target of 130g CO2/km for new passenger cars by 2012
and of 95 g CO2/km by 2020 through improvements in vehicle motor technology;
and vi) directive to reduce by 2020 up to 10% of greenhouse gas emissions
produced throughout the life cycle of transport fuels (extraction or cultivation,
including land-use changes, transport and distribution, processing and combustion).

CSR is part of the priorities and commitments of the EU 2020 Strategy, and part of
the measurable targets of this strategy. The EU maintains its commitment in
wording e.g. incentivizing, supporting and promoting CSR best practices, but again
there are no mandatory commitments for the disclosure of non-financial informa-
tion and consequently, no accountability for not keeping CSR commitments.
Sustainability reporting is left out of the EU 2020 Strategy.

10 The EU Sustainable Development Strategy

One year after the launch of the Lisbon Strategy (2000) which focused on economic
and social policies, under the Swedish presidency in 2001, the EU Sustainable
Development Strategy agreed at the Gothenburg European Council adds “…a third,
environmental dimension to the Lisbon Strategy and establishes a new approach of
policy making” (Gothenburg European Council 2001, II 20., page 4).80 One year
later, on the 15th and 16th of March of 2002, the European Council in Barcelona
built on what was agreed at the European Council in Gothenburg in 2001, and
added: “Sustainable Development Strategy means that the various policies should
be consistent with the Union’s long-term objectives. Economic, social and
environmental considerations must receive equal attention in policymaking and
decision taking processes.”81

79 More information on the EU climate and energy package available at: http://ec.europa.eu/clima/policies/brief/eu/
package_en.htm.

80 Gothenburg European Council, Presidency Conclusions, available at: http://ec.europa.eu/governance/impact/
background/docs/goteborg_concl_en.pdf.

81 See, Presidency conclusions of the European Council in Barcelona, on the 15th and 16th of March of 2002, above
in section 10.
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At the European Council in Barcelona on the 15th and 16th of March of 2002 an
external and global dimension of the Sustainable Development Strategy was
adopted. It was recognized the importance of working with partners outside the
EU, including developing or maintaining relations with fast growing economies,
which have a major impact on sustainable development. This approach is meant to
complement the internal dimension adopted at Gothenburg one year earlier.

“The Council of the EU:

2. UNDERLINES the links between and the complementarity of the internal and external
dimension of the sustainable development strategy, the commitments to intensify efforts
to further increase these interlinkages and REAFFIRMS the need to fully implement the
internal dimension agreed in Göteborg as a means to contribute to tackling environ-
mental global problems, taking into account the effects of EU policies on the rest of the
world;”

Presidency conclusions Barcelona European Council 15-16 March 2002
Environment 4 March 2002. Sustainable Development Strategy. I. Global
dimension: preparation of the world Summit on Sustainable Development
(Johannesburg, 26 August – 4 September 2002) Page 58

The sustainable development package with both internal and external/global
dimensions were submitted, as the EU contribution for the preparation of the
World Summit on Sustainable Development in August/September 2002. The
Lisbon Strategy and the Sustainable Development Strategy are two different
strategies which encompass different but complementary goals. “The two strategies
complement each other in the EU’s pursuit of SD, rendering it appropriate to relate
them also in research.”82

“As the Commission affirmed in the mid-term review: “Both Lisbon and the Sustainable
Development Strategy contribute to ensuring this goal. Being mutually reinforcing, they
target complementary actions, use a range of instruments and produce their results in
different time frames.”

Brussels, 13.12.2005 (COM(2005) 658 final)
COMMUNICATION FROM THE COMMISSION TO THE COUNCIL AND
THE EUROPEAN PARLIAMENT. On the review of the Sustainable Devel-
opment Strategy. A platform for action

This Communication represents the Commission’s first step in reviewing the
Sustainable Development Strategy in 2005. Based on the results of a public
consultation in October 2005, it assesses the progress made since 2001 and
provides guidance for the future review of the Sustainable Development Strategy.
The European Council approved a renewed Sustainable Development Strategy in

82 Reinhard Steurer & Gerald Berger, Discussion Paper (January 2010).
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June 2006,83 which the main challenge is “to gradually change the current
unsustainable consumption and production patterns and the non-integrated approach
to policy-making.” Aiming to “identify and develop actions to enable the EU to
achieve continuous improvement of quality of life both for current and for future
generations, through the creation of sustainable communities able to manage and use
resources efficiently and to tap the ecological and social innovation potential of the
economy, ensuring prosperity, environmental protection and social cohesion.”84

The final report on the progress of the EU Sustainable Development Strategy from the
29th of February of 2008, shows that all the 27 member states produced their National
Progress Report on Sustainable Development Strategy (NSDS) based on the seven key
themes: 1. climate change and clean energy; 2. sustainable transport; 3. sustainable
consumption and production; 4. conservation and management of natural resources; 5.
public health; 6. social inclusion, demography and migration; and 7. global poverty.
The individual reports from the member states show their efforts in developing a multi-
dimensional strategy able to effectively integrate economic, environmental and social
issues, applying governance methods and tools and involving the stakeholder in this
process. This report concludes with stating that the EU Sustainable Development
Strategy remains as the key European framework for promoting sustainable develop-
ment but it was at the time (2008) early to evaluate progress.

Section 2 – The Global Voluntary Setting for Sustainability Reporting

1 The Global Voluntary Setting for Sustainability Reporting

Sustainability reporting has been growing since 2011 until 2018. This growth was
particularly sharp from 2011, when only around 20% of companies in the S&P 500
Index published reports, to 2015, when 81% of companies in the S&P 500 Index
was reporting. From 2015 to 2018, the percentage of reporting companies rose from
81% to 86% (Governance & Accountability Institute, Inc. (G&A), 2018).85 Below,
figure 1 shows the growth of sustainability reporting in the S&P 500 Index
companies, from 2011 until 2018 (source: Governance & Accountability Institute,
Inc. (G&A), 2018).86 The growth of sustainability reporting has also been shown
by KPMG’s research. In 2015 KPMG has reported that the rate of reporting on
corporate responsibility among the largest 100 companies (N100) was 71% and
among the G250 was of 92%.87 In 2017, according to KPMG, 75% of the N100
companies report on corporate responsibility and 93% of the G250 companies

83 See, the Council of European Union 15th and 16th of June of 2006 at: http://register.consilium.europa.eu/pdf/en/
06/st10/st10917.en06.pdf.

84 Final report on the progress on EU Sustainable Development Strategy from 29 February 2008, pp. 17. Available
at: http://ec.europa.eu/sustainable/docs/sds_progress_report.pdf.

85 See, https://www.ga-institute.com/press-releases/article/flash-report-86-of-sp-500-indexR-companies-publish-
sustainability-responsibility-reports-in-20.html.

86 See, https://www.ga-institute.com/press-releases/article/flash-report-86-of-sp-500-indexR-companies-publish-
sustainability-responsibility-reports-in-20.html.

87 KPMG, “International Corporate Responsibility Survey”, 2015. Available at: https://assets.kpmg.com/content/
dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf.
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report on corporate responsibility.88 Many drivers have contributed to increasing
awareness of the importance of including ESG risk management in corporate
strategy, of engagement with relevant stakeholders, such as employees, share-
holders, investors and society at large and reporting material ESG information to
relevant stakeholders. These are further explained below in chapters 3 and 4.

Figure 1 – growth of sustainability reporting of companies in the S&P 500 Index,
according to the research of the Governance & Accountability Institute, Inc. (G&A),
2018).89

Source: Governance & Accountability Institute, Inc. (G&A), 2018).90

Outside of the European Union, non-financial disclosure is dominantly voluntary,
with a few exceptions such as, South Africa. Most developments are taking place in
Brazil, Canada, Japan and United States. In this thesis I discuss sustainability
reporting in four countries, Brazil, Sweden, the Netherlands and the United States
(US) (see below in section 3).91 92

88 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 9. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

89 See, https://www.ga-institute.com/press-releases/article/flash-report-86-of-sp-500-indexR-companies-publish-
sustainability-responsibility-reports-in-20.html.

90 See, https://www.ga-institute.com/press-releases/article/flash-report-86-of-sp-500-indexR-companies-publish-
sustainability-responsibility-reports-in-20.html.

91 A more detailed description of the individual state of the art of sustainability reporting in these four countries is
provided below in chapter 3.

92 To this date, most non-financial mandatory disclosure takes place in European countries, in particular in Denmark,
France, Sweden, the Netherlands, and the United Kingdom.

Chapter 1 55



Today we are increasingly confronted with new initiatives to boost sustainability
reporting around the globe. These initiatives come from both public and private
sectors, from the corporate and financial sectors and also NGOs and specialized
organizations on sustainability and integrated reporting. Most of the voluntary
frameworks were developed to respond to a specific problem, as the United
Nations-backed Principles for Responsible Investment (PRI) for the financial sector
and the Carbon Principles, the CDP, formerly the Carbon Disclosure Project, and the
Greenhouse Gas Protocol to face climate change. Although the existent frameworks
do not exclude each other, and do not contradict each other, they may require the same
information. To overcome this double information requests, these organizations are
increasingly developing agreements, such as the GRI and CDP Memorandum of
Understanding signed on the 24th of May of 2013. The use of more than one of these
frameworks can generate ineffective reporting and double work. Below, I briefly
introduce some of the most used sustainability reporting tools.

1.1 The Global Reporting Initiative

The Global Reporting Initiative (GRI) defines itself as “a network-based organiza-
tion that has pioneered the development of the world’s most widely used sustain-
ability reporting framework.” This reporting framework developed by GRI “sets
out the principles and Performance Indicators that organizations can use to measure
and report their economic, environmental, and social performance.”93 The GRI
guidelines are voluntary. They were first published in 2006 and since then freely
available to the general public. The basis of the GRI framework is the GRI
Standards, which are the fifth version of the guidelines developed by GRI in 2016.
The GRI Standards have updated the former G4 Guidelines launched in 2013,
restructuring the G4 Guidelines “into a set of modular, interrelated standards – the
GRI Sustainability Reporting Standards.”94 The GRI Standards are issued by the
Global Sustainability Standards Board (GSSB), an independent standard-setting
body created by GRI with the responsibility for setting globally-accepted sustain-
ability reporting standards, according to the ‘Due Process Protocol’.95 96

The guidelines are complemented by the sector supplements, which are unique
indicators for industry sectors, and by the national annexes, which provide
unique country-level information. By developing these guidelines GRI provides
a unique set of tools to help stakeholders97 to disclose and compare information,
increasing transparency in the financial markets and facilitating accountability.

93 As defined in GRI’s website at http://www.globalreporting.org/AboutGRI/WhatIsGRI/.
94 See, https://www.globalreporting.org/standards/questions-and-feedback/developing-the-gri-standards/.
95 See, https://www.globalreporting.org/standards/questions-and-feedback/developing-the-gri-standards/.
96 According to the GRI, The Due Process Protocol is designed to ensure that the work of the GSSB promotes the

public interest and is aligned with GRI’s vision and mission, and it is overseen by the Due Process Oversight
Committee (DPOC). See, https://www.globalreporting.org/standards/questions-and-feedback/developing-the-gri-
standards/.

97 The stakeholders are among others, the investors, companies, organizations, institutions, stock exchanges,
sustainability indices and the consumers.
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Companies may use the GRI guidelines to disclose non-financial information in a
uniform, transparent and accurate way. GRI aims to help mainstreaming sustain-
ability reporting.

In 2015, KPMG reported that 60% of the 43 countries surveyed used the GRI
guidelines. Also 74% of the G250 companies in 2015 have used the GRI guidelines
in comparison to 81% in 2013.98 99 In 2017, the percentage has rose to 75% in the
G250 companies.100 The GRI Guidelines have been the leading sustainability
reporting framework used.

1.2 The United Nations Global Compact (UNGC)

The UNGC provides a voluntary framework for organizations composed by ten
principles in the areas of human rights, labor, environment and anti-corruption.
Once the organizations commit themselves to these principles, they have to
integrate the principles into their businesses operations and report on progress
through an annual Communication on progress COP).101 The GRI guidelines are
compatible and complementary to this process. Besides, they had to contribute to
the Millennium Development Goals and since 2015, to the Sustainable Develop-
ment Goals.102

1.3 The United Nations-supported Principles for Responsible
Investment

The United Nations-supported Principles for Responsible Investment (PRI) is an
investor initiative with a partnership with the UNEP Finance Initiative and the UN
Global Compact, and primarily funded by the signatories’ annual membership fee.
The PRI is a set of voluntary best practice principles to assist investors in
integrating environmental, social and governance (ESG) issues into investment
processes and ownership practices. Globally, in 2018, the PRI’s more than 2300
signatories from over 50 countries represent around $80 trillion in assets under
management.103 Differently from 2011, when it had 800 signatories representing
around US$24 trillion in assets.104 The PRI signatories are required to produce an
annual report assessing progress with the principles’ implementation.

98 See, KPMG International Survey (2015). Available at: https://assets.kpmg.com/content/dam/kpmg/pdf/2016/02/
kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf.

99 KPMG refers to the launch of the GRI G4 guidelines’ complexity, the inclusion of sustainability information in
the annual report and the integrated report, as possible reasons for the decline of the use of the GRI guidelines.
See, KPMG International Survey 2015. Available at: https://assets.kpmg.com/content/dam/kpmg/pdf/2016/02/
kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf pp.42.

100 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 28. Available at: https://integratedreporting.org/
wp-content/uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

101 Until 2010, the 10th anniversary of the UNGC, it had 7000 participants. “Carrots and Sticks, 2010”.
102 See, https://www.un.org/sustainabledevelopment/development-agenda/.
103 See, https://www.unpri.org/about and https://www.unpri.org/pri/about-the-pri/322.article.
104 See, https://www.unpri.org/about.
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1.4 The OECD Guidelines for Multinational Enterprises

The OECD Guidelines for Multinational Enterprises (OECD MNE) guidelines are a
voluntary framework, which provides guidance to multinational companies, encoura-
ging responsible business through the disclosure of financial and non-financial
information. In 2009 the OECD started the review of the MNE Guidelines.

1.5 The International Integrated Reporting Council

The International Integrated Reporting Council (IIRC) is composed by international
different sector leaders and it aims to develop a globally accepted integrated
reporting framework combining financial and non-financial disclosure (environ-
mental, social and governance information) in a single report. The IIRC’s initiatives
and contributions are further discussed in chapter 4.

Robert Eccles and Michael Krzus, the authors of “One Report”105 define the
concept of integrated reporting as follows:

“… integrated reporting is a key part of the solution. Today, more and more companies
are publishing voluntary ‘Corporate Social Responsibility’ or ‘Sustainability’ reports to
supplement their annual reports, which contain the financial statements that every listed
company must file. In most cases, there is very little linkage between the information
published in these separate reports. To have a real impact, these separate reports need to
be integrated with each other, thereby demonstrating that the company has a sustainable
strategy based on a commitment to corporate social responsibility that is contributing to
a sustainable society that takes into account the needs of all stakeholders, of which
shareholders are one type.”

1.6 The CDP, formerly the Carbon Disclosure Project

The CDP is a not-for-profit international organization responsible for the develop-
ment of a global environmental disclosure system, which “enables companies,
cities, states and regions to measure and manage their environmental impacts.”106

On the request of investors, perchasers and city stakeholders, the CDP supports
companies, cities, states and regions to measure and manage their rsiks and
opportunities on greenhouse gas emissions, climate change, water security and
deforestation.107 The CDP has reported that over 525 investors representing around
$96 USD trillion in assets requested companies to disclose through CDP on climate

105 Robert G Eccles and Michael P Krzus, One Report: Integrated Reporting for a Sustainable Strategy, John Wiley
& Sons, Hoboken, New Jersey, 2010.

106 See, https://www.cdp.net/en/info/about-us/what-we-do.
107 See, https://www.cdp.net/en/info/about-us/what-we-do and http://www.cdsb.net/sites/cdsbnet/files/cdp-

cdsb_joint_consultation_response_-_bis_narrative_reporting_0.pdf pp. 2.
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change, water security and forests.108 In 2016, more than 5,600 companies
answered CDP’s questionnaire on climate change, water, forests and supply chain
and 827 investors requested information on climate change, water and forests,
compared to around 3500 companies in 2011.109 In 2018, the number of companies
disclosing through CDP has rosen to 7,000.110

1.7 The International Organization for Standardization

The International Organization for Standardization (ISO) launched in November
2010 the ISO 26000 standard providing voluntary guidance on social responsibility
(SR). ISO clarifies that it is intended to be a guidance document and not a
certification.111 Previously, ISO launched the ISO 14000 series on environmental
management, ISO 14001 indicating specific requirements for environmental
reporting and communication, ISO 14063 providing guidance to organizations on
general principles, policy, strategy and activities concerning internal and external
environmental communication.

1.8 Experts in Responsible Investment Solutions

The Experts in Responsible Investment Solutions (EIRIS) is the provider of
responsible investment research. The report “Sustainable Stock Exchanges: Im-
proving ESG standard among listed companies” was issued by the EIRIS in 2010.
This report requests stock markets to improve their performance on sustainability
issues. It focuses on 20 leading developed and emerging markets examining “how
systematically they incorporate full environmental, social and governance (ESG)
standards into their listing rules and trading products”.112

The EIRIS believes stock exchanges can be key players in developing a sustainable
financial system and advises through its report on how they can improve the integration
of ESG criteria into their investment analysis, and how they can use it to shape their
decision-making processes. E.g. mandatory disclosure of ESG standards; requiring
companies to put their sustainability strategy to a vote at annual general meetings; and
markets should improve their own ESG standards and disclosure, the EIRIS suggested,
if they are expecting companies listed on their exchanges to do so. Currently the
frontrunners are the emerging markets’ stock exchanges.

108 See, https://www.cdp.net/en/info/about-us.
109 See, https://www.cdp.net/en/companies/companies-scores.
110 See, https://www.cdp.net/en/companies/companies-scores.
111 More information on the ISO 26000 is available at: http://www.iso.org/iso/socialresponsibility.pdf.
112 See, http://www.fairinvestment.co.uk/News/investment-news-Ethical-investment-Stock-exchanges-need-a-new-

strategy-18471267.html.
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1.9 The European Sustainability Reporting Association

The European Sustainability Reporting Association (ESRA) was launched in 1995
by the European Sustainability Reporting Association to recognize excellence in
sustainability reporting in Europe, sharing the sustainability reporting develop-
ments of European countries to all interested stakeholders. This initiative shows the
collaboration and interest of the participating Governments.

2 The Assurance Standards

In parallel to the financial audits, a specialized type of assurance has been
developing: the assurance of sustainability information. Through the service of
assurance, accountants verify and certify the information provided in a sustain-
ability report against sustainability standards, as the GRI, the CDP, the Greenhouse
Gases (GHG) Protocol or the AA1000, but also for regulatory compliance, for
example, with the EU Non-Financial Reporting Directive or the EU Emissions
Trading System. Different organizations define sustainability assurance. Among
others, GRI (Carrots and Sticks 2010 report) defines it as “an important means to
enhance the credibility of sustainability reports”; KPMG defines assurance as the
term “used to describe formal statements issued by independent professional
assurance providers, including accounting, certification, and technical firms (…)
to draw conclusions on the quality of the report and its data (…). The Association
of Chartered certified Accountants and AccountAbility define it as “an evaluation
method that uses a specified set of principles and standards to assess the quality of
an organisation’s subject matter and the underlying systems, processes and
competencies that underpin its performance.”113 The assurance of non-financial
information is meant to reduce the risks of data inaccuracy (GRI, 2012).114

According to the 2010 GRI Carrots and Sticks report, Australia, China, France,
Germany, Japan, the Netherlands, Spain and Sweden115 had already some kind of
sustainability assurance standards specially developed nationally for each country.
However, in 2018 there is still no globally accepted sustainability reporting
assurance standard.

Assurance is mostly provided by the largest accountancy organizations. In 2008,
70% of the G250 companies had hired an accountancy organization as an assurance

113 “The future of sustainability assurance”, ACCA Research Report nr. 86, ACCA working with Accountability.
114 See, GRI “The External Assurance of Sustainability Reports”, 2013. Available at: https://www.globalreporting.

org/resourcelibrary/GRI-Assurance.pdf pp. 6 GRI refers to other sources of this information, e.g. GRI, Count me
in – The readers’ take on sustainability reporting, 2008, p. 21; CDP, CDP’s Approach to Verification, 2013.
Available at https://www.cdproject.net/en-US/Respond/Pages/verification.aspx;
Dutch Transparency Benchmark Criteria, 2012, pp. 19-21; International Council on Mining and Metals,
Assurance, 2013. Available at http://www.icmm.com/ourwork/sustainable-development-framework/assurance.

115 In Sweden, state-owned companies are required by the Swedish Guidelines for external reporting (2007), to
subject their reports to independent and external assurance. This shows that Sweden is one step ahead of
legislation.
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provider (KPMG, Survey 2008). In 2017, KPMG reported that third party
assurance is a standard practice among the largest companies in the world
(G250). Among the G250 companies, around 67% seek assurance of their
sustainability reports. Comparing with the information provided by KPMG’s
2015 survey, we see a slight growth from 2015, when 63% of the G250 had their
reports assured.116 In 2017, in the N100 only 45% of the companies has seeked
assurance of their sustainability reports. The numbers were higher in 2015, when
around 64% of the N100’ companies had required assurance services.117 KPMG
refered in 2017, that their data suggested that the rate of the assurance services was
higher in countries where high rates of sustainability reporting was achieved,
pointing to the case of the US, as an example.118

The GRI has previously included in their G3 guidelines (their third set of guidelines
issued in late 2006) a set of key qualities for external assurance of reports using the
GRI Reporting Guidelines. Among others, the following:
a) Assurance should be conducted by groups or individuals external to the

organization who are demonstrably competent in both the subject matter and
assurance practices;

b) Assurance should be implemented in a manner that is systematic, documented,
evidence-based, and characterized by defined procedures;

c) Assurance providers should assess whether the report provides a reasonable
and balanced presentation of performance, taking into consideration the
veracity of data in a report as well as the overall selection of content;

The drivers for sustainability reporting assurance differ. In some countries, like the
Scandinavian the main driver is legislation and in others only reputation and
marketing to boost the quality of their report, credibility and their market
competition. Assured reports bring trust and credibility to the data disclosed.
Investors and other users of the reports will be certain about the reliability and
accuracy of the information they are using (KPMG, Survey 2008).

Sections 2.1 and 2.2 below, explain the two most used assurance standards
worldwide.

2.1 The AA1000 Assurance Standard

The AA1000 Assurance Standard (AA1000AS) is an assurance standard developed
in 2008 by AccountAbility to provide companies with assurance on sustainability

116 KPMG International Survey, 2015. Available at: https://assets.kpmg.com/content/dam/kpmg/pdf/2016/02/kpmg-
international-survey-of-corporate-responsibility-reporting-2015.pdf.

117 KPMG International Survey, 2015. Available at: https://assets.kpmg.com/content/dam/kpmg/pdf/2016/02/kpmg-
international-survey-of-corporate-responsibility-reporting-2015.pdf.

118 See, KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 26. Available at: https://integratedreporting.
org/wp-content/uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

Chapter 1 61



reporting.119 “It provides a methodology for assurance practitioners to evaluate the
nature and extent to which an organization adheres to the AccountAbility
Principles.”120

2.2 The International Standard on Assurance Engagements 3000

The International Standard on Assurance Engagements (ISAE) 3000 is an assur-
ance standard developed by the International Auditing and Assurance Standards
Board (IAASB) of the International Federation of Accountants (IFAC).121 It was
developed in 2003 and it is designed to guide companies providing assurance on
their sustainability reports. The ISAE based assurance can only be issued by a
professional accountant given the International Ethics Standards Board for Ac-
countants (IESBA) Code of Ethics for Professional Accountants requirement.122

3 Different approaches to CSR

3.1 The concept of “blended value” of Jed Emerson123

The concept of “blended value” was created and explained by Jed Emerson in his
book “The Blended Value Proposition: Integrating Social and Financial Results”124

It is a business model by which companies combine a profit driven business with a
social-value component, for example, fair trade.

Jed Emerson explains the concept of “blended value” as it follows:

“What the Blended Value Proposition states is that all organizations, whether for-profit
or not, create value that consists of economic, social and environmental value
components–and that investors (whether market-rate, charitable or some mix of the
two) simultaneously generate all three forms of value through providing capital to
organizations. The outcome of all this activity is value creation and that value is itself
non-divisible and, therefore, a blend of these three elements.”

119 AccountAbility is a UK based organization, a think tank and advisory services firm that helps companies to
embed ESG factors into their businesses. For more information about the AA1000APS please visit the website:
http://www.accountability.org/standards/index.html.

120 The AA1000APS “…provides a framework for an organization to identify, prioritize and respond its sustainability
challenges.”

121 The IFAC is the body responsible for issuing international accounting and auditing standards for the accounting
profession.

122 See, GRI “The External Assurance of Sustainability Reports”, 2013. Available at: https://www.globalreporting.
org/resourcelibrary/GRI-Assurance.pdf pp. 12.

123 Jed Emerson is an internationally recognized Thought Leader in sustainability and sustainable finance, impact
investing, social entrepreneurship and strategic philanthropy.

124 Jed Emerson, “The Blended Value Proposition: Integrating Social and Financial Results”, California Management
Review, 2003.
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3.2 Creating Shared Value discussion, by Michael Porter125 and Mark
R. Kramer126

Some say similarly to Jed Emerson’s “blended value” idea,127 Michael Porter and
Mark R. Kramer developed a new idea, “Creating Shared Value”. This concept was
published in the Harvard Business Review articles Strategy & Society: The Link
between Competitive Advantage and Corporate Social Responsibility128 and
Creating Shared Value.129 It is a new approach to CSR where the success of
business is directly connected to the social welfare, these are interdependent. This
means that a successful society is dependent on a profitable and competitive
business.

Section 3 – The selection of four jurisdictions

Section 3 focuses on the selection of the four jurisdictions researched.

1 The selection of four jurisdictions: Sweden and the
Netherlands; Brazil and the United States

This research focuses on four countries, two with a mandatory approach to
sustainability reporting, and two countries with a voluntary approach to sustain-
ability reporting. The first group is composed by Sweden and the Netherlands. Both
countries have included norms in their jurisdictions with the aim at controlling the
environmental, social and governance impacts of listed companies; the second
group is composed by Brazil and the US, which have a voluntary approach to
sustainability reporting. In order to answer the first sub-question “What is the state
of the art and the shortcomings of sustainability reporting?” to understand which
model of sustainability reporting is more effective, four jurisdictions were chosen
for conducting a comparative research on sustainability reporting, Sweden, the
Netherlands, Brazil and the US. The four countries have different legal and
financial backgrounds, and different economic growth. That is why their approach
to sustainability reporting differs. A comparative research (Chapter 4) between
these four jurisdictions allows for a better understanding of the development of
sustainability reporting.130

125 Michael E. Porter is the Bishop William Lawrence University Professor at Harvard University and an authority on
competitive strategy.

126 Mark R. Kramer Senior Fellow at the Kennedy School at Harvard University and co-founder of FSG Social
Impact Advisors.

127 The Economist, March 10, 2011, by Schumpeter.
128 Michael Porter and Mark R. Kramer, “Strategy & Society: The Link between Competitive Advantage and

Corporate Social Responsibility”, Harvard Business Review, December 2006. The article is available at:
http://www.fsg.org/Portals/0/Uploads/Documents/PDF/Strategy_and_Society.pdf?cpgn=WPDL-StrategyandSociety.

129 “Creating Shared Value”, Harvard Business Review; Jan/Feb2011, Vol. 89 Issue 1/2, p. 62-77, 16p.
130 Comparative research provides an important method of knowledge; please see Zweigert & Kotz, (1998) p. 15.
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Below, sections 1.1 and 1.2 explain the reasoning behind the selection of these
countries as the focus of the research.

1.1 Two leading European countries: Sweden and the Netherlands.
A mandatory approach to sustainability reporting.

Sweden and the Netherlands are amongst the frontrunners in the development and
implementation of mandatory sustainability reporting.131 The most significant
mandatory developments concerning sustainability reporting in the world are
registered, since the 1990s, in the northern European countries. Robert Gray et
al. (1996) stated precisely that, as translated below.

By the mi-1990s, regulations requiring corporate disclosure of both financial and non-
financial details about the environment were emerging from Denmark, the Netherlands
and the Scandinavian countries. This was providing an inexorable impetus to the
inevitability of company environmental reporting. (p. 169)

This is the main reason for the country selection. Among others, the proximity of
the countries, the language132 and openness of these countries by sharing
information contributed to this choice.

1.2 Two leading American countries: Brazil and the United States.
A voluntary approach to sustainability reporting

In the sustainability reporting global setting, there are two relevant American
countries, Brazil and the US. Besides their economic potential and capacity,
respectively, these countries represent two potential forces in pushing sustainability
reporting into a next level. Brazil and the US are both committed to sustainability
reporting on a voluntary basis. These are two large economies which have the
power to shift and shape the financial markets with their financial decisions. If both
are committed and engaged, their support may drive sustainability reporting and
positively impact global markets.133

131 See, detailed description of the Swedish and Dutch state of the art of sustainability reporting in chapter 3. The
comparison of their initiatives is provided in chapter 4.

132 I conducted my PhD research at the VU Amsterdam in the Netherlands in English, I am familiar with the Dutch
language and have easy access and professional support in any translation eventually needed. As for the Swedish
language, I also have easy access and professional support in any translation needed but most importantly all
relevant official Swedish documents are available in English in the websites of the Swedish Government.
Regarding the choice of Brazil, Portuguese is my mother tongue which contributed to gaining full access to all the
information needed. As for the US, the fact that I am proficient in English eliminated any potential barrier to
understanding the relevant documentation and gathering information in the US. Finally, the more favorable
political context both in Brazil and in the US contributed to expecting a more favorable future for sustainability
reporting and therefore, highly contributed to this choice.

133 See below, Chapters 3 and 4.
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2 Conclusion

The first chapter provides an overview of the state of the art of sustainability
reporting and the potential development of sustainability reporting. It introduced
the main organizations and initiatives responsible for developing sustainability
reporting and presented the general EU regulatory and non-regulatory landscape.
Looking at this overview it is possible to see the growing trend of sustainability
reporting best practices and higher commitment from the public and private sectors.
In 2011, only around 20% of companies in the S&P 500 Index published reports.
This percentage rose dramatically in 2015, when 81% of companies in the S&P 500
Index was reporting. From 2015 to 2018, the percentage of reporting companies
rose from 81% to 86% (Governance & Accountability Institute, Inc. (G&A),
2018).134 According to KPMG, in 2015, the rate of reporting on corporate
responsibility among the largest 100 companies (N100) is 71%; among the
G250, 92% of the companies report on corporate responsibility.135 In 2017, 75%
of the N100 companies report on corporate responsibility and 93% of the G250
companies report on corporate responsibility.136 This shows the growing commit-
ment of these companies and their governments to sustainability reporting which
are expected to expand and deepen their initiatives in the future. Most importantly,
KPMG reports that regulation is the main driver for sustainability reporting and that
mandatory regulation is growing globally.137

Moreover, this chapter explained the reasoning behind the choice of the four
countries, Brazil, Sweden, the Netherlands and the US, as the focus countries of
this research. These countries represent a sample of how sustainability reporting is
developing and show these countries’ potential impact to the uptake of sustain-
ability reporting best practices globally.138

This review of the state of the art of sustainability reporting allows for drawing five
main conclusions. First, there is still no global accepted voluntary or mandatory set
of principles for sustainability reporting. Instead, there are many different guide-
lines and standards, which have been used in an ad-hoc manner. Accordingly to
GRI, this presents a challenge: “how to effectively deal with the continuous
complexity of evolving global standards to avoid a decline in popularity for
sustainability reporting.”139 Second, there are few but very relevant examples of
mandatory approaches to sustainability reporting in Denmark, France, Sweden and

134 See, https://www.ga-institute.com/press-releases/article/flash-report-86-of-sp-500-indexR-companies-publish-
sustainability-responsibility-reports-in-20.html.

135 KPMG, “International Corporate Responsibility Survey”, 2015. Available at: https://assets.kpmg.com/content/
dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf.

136 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 9. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

137 KPMG, “International Corporate Responsibility Survey”, 2015. Available at: https://assets.kpmg.com/content/
dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf.

138 In this research I investigated if sustainability reporting instruments are used or not. I did not research the quality
and nature of the sustainability reporting instruments.

139 See, Carrots and Sticks report (2010).
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the Netherlands. Third, the voluntary initiatives, among others, of the GRI, UNPRI,
IIRC, OECD and ISO are gaining more acceptances and impact globally. KPMG
reported in their International Survey of Corporate Responsibility Reporting of
2015 that 60% of the 43 countries surveyed used the GRI guidelines, 74% of the
G250 used the GRI guidelines in comparison to 81% in 2013.140 141 In 2017, the
percentage has rose to 75% in the G250 companies.142 The GRI Guidelines have
been the leading sustainability reporting framework used.143 Fourth, third party
assurance on sustainability reports is also growing. Accordingly to the KPMG
survey of 2015, formal third party assurance of the G250 reports increased from
59% to 63% from 2013 to 2015. In 2017, this percentage rose to 67% among the
G250 companies.144 KPMG also refers that in the N100 reports third party
assurance increased from 38% in 2013 to 42% in 2015.145 In 2017, this percentage
rose only to 45%.146 KPMG’s data suggested that assurance rate tend to increase
most rapidly in countries where reporting has also increased, such as in the US.147

The ISAE 3000 and the AA1000AS are the most used assurance standards by
companies, and accordingly to GRI the global trend is the development of more
national and international assurance standards.148 Fifth, I agree with John Elk-
ington,149 when he discusses the shift in corporate sustainability from “push” to
“pull” reporting. There is currently a transition from a “push” Era, where businesses
told the outside world what they wanted them to know; to a “pull” Era, where are
the stakeholders asking from companies what they need to know concerning not
only their economic performance but also their environmental, social and govern-
ance impacts.150 As Mintzberg (1983) once said “social responsibility is not telling
society what is good for society but responding to what society tells the firm the
society wants and expects from it.”151

140 See, KPMG International Survey (2015). Available at: https://assets.kpmg.com/content/dam/kpmg/pdf/2016/02/
kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf.

141 KPMG refers to the launch of the GRI G4 guidelines’ complexity, the inclusion of sustainability information in
the annual report and the integrated report, as possible reasons for the decline of the use of the GRI guidelines.
See, KPMG International Survey 2015. Available at: https://assets.kpmg.com/content/dam/kpmg/pdf/2016/02/
kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf pp. 42.

142 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 28. Available at: https://integratedreporting.org/
wp-content/uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

143 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 28. Available at: https://integratedreporting.org/
wp-content/uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

144 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 26. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

145 See, KPMG International Survey 2015. Available at: https://assets.kpmg.com/content/dam/kpmg/pdf/2016/02/
kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf pp. 40.

146 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 26. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

147 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 26. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

148 In 2008, 62% of G250 used the ISAE and 33% used the AA1000AS. (KPMG, International Survey 2008).
149 John Elkington is the founder of SustainAbility and founding partner and Director of Volans. More information about

John Elkington is available at: http://www.johnelkington.com/; More information about SustainAbility is available at:
http://www.sustainability.com/; More information about Volans is available at: http://www.volans.com/.

150 See, Siegel (2009).
151 Mintzberg, Henry (1983), “The Case for Corporate Social Responsibility,” Journal of Business Strategy, 4 (2), 3-15.
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Chapter 2 explores and analyzes the lessons we can learn from the development of
international financial accounting standards for the development of sustainability
reporting.152

Annex I
Below follows a table with the 14 structural indicators:153

General economic background Data Q.P

GDP per capita in PPS (Q.P)

Labour productivity per person employed (Q.P)

Innovation and Research Data Q.P

Youth education attainment level by gender (Q.P)

Gross domestic expenditure on R&D (GERD) (Q.P)

Economic Reform Data Q.P

Comparative price levels (Q.P)

Business investment (Q.P)

Employment Data Q.P

Employment rate by gender (Q.P)

Employment rate of older workers by gender (Q.P)

Social Cohesion Data Q.P

At-risk-of-poverty rate after social transfers by gender (Q.P)

Long-term unemployment rate by gender (Q.P)

Dispersion of regional employment rates by gender (Q.P)

Environment Data Q.P

Greenhouse gas emissions, Kyoto base year (Q.P)

Energy intensity of the economy (Q.P)

Volume of freight transport relative to GDP (Q.P

152 The “pull and push” dynamic is explained by David Siegel, Pull: The Power of the Semantic Web to Transform
Your Business, Penguin Group, London, 2009.

153 See, http://epp.eurostat.ec.europa.eu/portal/page/portal/structural_indicators/indicators/short_list.
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Chapter 2: What can sustainability reporting
learn from the development of international
financial accounting standards?

1 Introduction1

This chapter explores to what extent the present financial reporting standards,
underlying principles and infrastructure, remain relevant for drawing recommenda-
tions for the development of a set of principles for sustainability reporting.

It examines the contribution of the history of the development and implementation
of the EU accounting regulation, the International Financial Reporting Standards
(IFRS) and United States Generally Accepted Accounting Standards (US-GAAP)
to the development of a regulatory framework for sustainability reporting. The
historical context allied to political, corporate and technological influences, and
market forces, shaped financial reporting standards as they are today and can teach
important lessons.

After a brief overview of the history of accounting standards in Europe and in the
US, I look at the International Accounting Standards Board’s Governance structure
as an example to learn from. The analysis of the European and the US financial
reporting regulations does not aim to conclude that one is better than the other but
rather to inform about their development in a particular context. I consider the
importance of the link between the EU financial reporting policy and the financial
reporting developments in the US, the Sarbanes-Oxley Act and Dodd-Frank Act,
and the relevance of the ongoing convergence efforts of Financial Accounting
Standards Board and International Accounting Standards Board, for increasing
comparability of financial standards.

This chapter discusses whether international standards can be a first step for the
development of national legislation, examines the reasons for the creation of
international agreements on financial regulation and whether the drivers for
domestic financial regulation are the same. The purpose of this analysis is to
make a parallel between the development of the financial accounting regulation and
the potential development, implementation and enforcement of sustainability

1 This chapter owes much of its references to the work of Prof. Dr. Kees Camfferman (VU University) and Prof. Dr.
Zeff (US), particularly their books “Financial reporting and global capital markets: a history of the International
Accounting Standards Committee, 1973-2000. Oxford University Press, 2007.” and “A Global History of
Accounting, Financial Reporting and Public Policy: Europe Studies in the Development of Accounting Thought,
Volume 14A, 107-137, 2010.” which provided me with invaluable information during my research.



reporting regulation worldwide. Based on the studying of the development of
financial accounting legislation, recommendations can be made for regulating
sustainability reporting.

The present chapter does not aim to be a comprehensive literature reference
describing all the events and details of the historical development of financial
reporting. I emphasize certain events within the history of the development of
financial regulation which have been of particular importance for the process of the
development of financial reporting standards in Europe and in the US. The selected
events may contribute to accelerating the development of sustainability reporting
by pointing out the relevant lessons from the development of financial accounting
reporting standards.

As the Industrial Revolution and technology advancements profoundly changed
our lives in the 19th and 20th centuries, with the invention of the steam engine,
electricity, telephone, the car, the airplane and the world wide web, to name a few,
today we are also experiencing an ever growing development of technologies that is
constantly influencing almost every aspect of our daily life and the way we conduct
business. “As much as the Industrial Revolution multiplied the power of the
muscle, the new revolution is multiplying the power of the mind.”2 Looking at how
regulation was developed in a fast changing environment in the 19th and 20th

centuries might help understanding the best way to address the challenge of further
developing sustainability reporting in a fast changing environment today. The
history of financial reporting standards gives information about the importance of
the particular context in which standards were developed. Recognizing where
things have gone previously and acknowledging where they are heading now helps
understanding new trends. In the late 19th century the writer and philosopher
George Santayana advised “Those who cannot remember the past are condemned
to repeat it.” In line with this thought, this chapter looks into the past of financial
reporting for guidance and it aims to contribute to the shortening and sharpening of
the learning process to develop a set of principles for sustainability reporting.

2 First developments and implementation of accounting
standards in Europe and in the United States

Accounting can be described as storytelling of a company’s business transactions
through the books of accounts, also as a discipline that seeks to provide information
about a business entity3 , to facilitate the accountability of management to the
company’s stakeholders and as “the systematic recording of financial and economic

2 Hinds, M. “The Triumph of the Flexible Society: The Connectivity Revolution and Resistance to Change.”
Praeger, Westport, Connecticut, 2003. Available at: http://snip.ly/UJyr?utm_content=buffer01a81&utm_
medium=social&utm_source=linkedin.com&utm_campaign=buffer#http://qz.com/298405/an-economist-
explains-what-the-heck-is-happening-to-the-global-economy/.

3 Wyatt, A.R. 2002. Accounting. In: Warner, M. (ed.), “International encyclopedia of business and management.”
(2nd Ed.). Vol. 1. London: Thomson Learning.
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transactions and other events”.4 The main events that marked the history of
accounting “throw(s) a light on economic and business history generally, and
may help us better predict what is on the horizon as the pace of global business
evolution escalates”.5 The origins of accounting were traced back in 3600BC when
trade started in Mesopotamia, now Iraq. J. R. Edwards (1989) divides the
development of accounting in four periods: the pre-capitalist period between
4000 BC and 1000 AD; the commercial capitalism between the years 1000-
1760; the industrial capitalism between the years 1760-1830 and the financial
capitalism between 1830 to date. Bookkeeping in Mesopotamia and Babylonia was
then made in stone and clay tablets. It was developed in parallel to writing.6 At this
point, bookkeeping was mainly meant to meet Government and business’ needs.7

Later in Lydia (the ancient kingdom of West Asia Minor), in 700 BC, coined
money was invented. Afterwards, the practice of coining money spread to other
Mediterranean countries, as Greece, where accounting was further developed.8

Bookkeeping became easier9 as transactions could then be expressed in financial
terms.10 As extensively acknowledged in the literature (among others, Littleton,
1933; Peregallo, 1938; Brown 1968; Wolk, H.I., Francis, J.R., & Tearney, M.G.,
1986; J. R. Edwards, 1989; Alexander, 2002; Marshall, Mc Manus & Fiele, 2004;
Véron 2007, Soll, 2014)11 financial accounting practices developed between the
13th and 14th centuries in Italy, in the cities of Florence, Genoa and Venice. In these
cities, around the year 1300, evolved the decisive and innovative event of the
double-entry bookkeeping method of registering financial operations, still known
today. According to this method every financial event is entered twice, as a debit
and as a credit, in a company’s accounting books, to calculate profit and loss, and to
balance assets and liabilities. By 1390 the double-entry method was in full
operation within and outside Florence, in Italy.12 In 1494 a Franciscan Friar called
Luca Pacioli described the double-entry method in his book “Summa de Arithme-
tica, Geometria, Proportioni et Proportionalita” published in Venice.1314 The

4 Parker, 1984, pp. 27 cited by Edwards, J. R., “A History of Financial Accounting”, Routledge 1989, pp. 55.
5 Alexander, 2002; ACAUS.
6 J. R. Edwards, 1989, pp. 24.
7 J. R. Edwards, 1989, pp. 24; Nicolas Véron, 2007.
8 J. R. Edwards, 1989, pp. 27.
9 Alexander, 2002.
10 J. R. Edwards, 1989, pp. 27.
11 Littleton, A. C. “Accounting Evolution to 1900.” (1933) New York: American Institute Publishing Co. Peragallo,

E. “Origin and Evolution of Double Entry Bookkeeping, A Study of Italian Practice from the Fourteenth
Century.” New York: American Institute Publishing Co., 1938. Brown, R. 1968, “A history of accounting and
accountants”, Cass, London. Wolk, H.I., Francis, J.R. & Tearney, M.G. (1989) “Accounting theory.” Boston:
PWS-Kent. Alexander, J.R. (2002) “History of Accounting.” Association of Chartered Accountants in the United
States. Marshall, M., McManus, W. & Fiele, D.F. (2004) “Accounting: what the numbers mean.” Boston:
McGraw-Hill.

12 J.R. Edwards, 1989; pp. 50.
13 See, http://www.huffingtonpost.com/steve-mariotti/so-who-invented-double-en_b_3588941.html & http://news.

bbc.co.uk/2/hi/uk_news/magazine/8552220.stm & http://www.inconcertfinancialgroup.com/forte-consulting/
history-of-accounting.shtml & http://www.accountingbase.com/BalSheet1.html & http://www.univ-paris13.fr/
cepn/IMG/pdf/texte2_cepn_150612.pdf.

14 Luca Pacioli is referred to as the “father of accounting” because he is regarded as the first codifying the double-
entry method in 1494. (Véron, 2007 pp. 6) However, the literature diverges; some authors defend that Benedetto
Cotrugli wrote the first book in 1458 “Della mercatura e del mercante perfetto”. He was a Croatian (Benedikt
Kotruljevi) who wrote a book on the Art of Trade.
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creation of the double-entry bookkeeping method marked the start of modern
accounting15 and modern capitalism.16 The history of modern accounting is “part
of the necessary information management machinery required by successful
modern nation-states”.17 To this date, the double-entry method allows companies
to keep track of their business. It is based on this basic model of accounting that a
balance sheet is produced, having survived several financial crises.18 Eventually,
this practice developed and it contributed to the development of capitalism.19 In the
20th century, Max Weber, a German political economist, believed in the importance
of average people having knowledge of the double-entry bookkeeping for the
success of capitalism.20 One may say that it has been a successful model so far and
the precedent of the present accounting practice.

From the publishing of the double-entry method in 1494 until the industrial
revolution in the 18th century and in the 19th century when professional accounting
bodies started to emerge in the United Kingdom (UK), there was a period of
stagnation, both in the evolution of business and accounting practices.21 It was
called the “age of stagnation”.22 Accounting practices originated without regulation
and tended to accompany business practices. After the “age of stagnation” business
practices increased and became more complex, and accountants were then
challenged to deal with a higher demand for information.23 The first companies,
as the Dutch East India Company, already since the year 1602 have been preparing
financial statements registering their costs and profits. The double-entry method
started to be used in the Netherlands in the beginning of 1500s and it was widely
used, from the lower society class including prostitutes, to the highest social
ranking, the Prince of Orange.24 Already in this period accounting fraud was
known to be possible, Luca Pacioli described in his book that Venetian traders kept
one accounting book to show to customers and another one to show to suppliers.25

In the UK, for example, although it was used since the sixteenth century, it was
only in the end of the eighteenth century that the double-entry method became fully
operational. The slow use of the double-entry method until then is thought to be
due to the lack of business demand.26

15 Alexander, 2002.
16 Soll (2014).
17 Kelly, D., “The Reckoning”, by Jacob Soll.”, 25 April 2014, Financial Times.
18 Wolk, H.I., Francis, J.R., & Tearney, M.G., 1989.
19 Further reading about the link between the double-entry and the growth of capitalism see, Edwards (1989) pp. 59-

63. Edwards gives an overview of Yamey and Sombart’s theories.
20 Soll, J. “No Accounting Skills? No Moral Reckoning.” 27 April, The New York Times, 2014; and Soll, J. (2014)

“The Reckoning, Financial Accountability and the Making and Breaking of Nations”.
21 In 1880, the Institute of Chartered Accountants in England and Wales was formed, bringing together members

from a number of individual accounting organizations.
22 J.R. Edwards, 1989.
23 Wyatt (2002).
24 Soll (2014).
25 J.R. Edwards (1989) pp. 143.
26 J.R. Edwards (1989) pp. 57.
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In the 19th century companies began to publish their financial statements, with or
without a legal requirement. The fact that companies published their financial
statements without a legal requirement shows the shift towards the publication of
financial statements. At this point balance sheets changed from serving as internal
accounting documents to information for prospective shareholders, creditors, and
the public as a whole. The publication of financial statements led to the develop-
ment of specific industry’ regulations as well as the need for some standardization
of accounting. However, due to the nature and scale of their business activities,
only certain industries as railway companies in 1868, gas companies in 1871 and
electric lighting companies in 1882, were the object of accounting legislation.27

The reasoning behind these industry standardization was to protect investors,
improve comparability and disclosure. At first, accounting was done in the
exclusive interest of the shareholders and later as corporations grew, it became
also in the interest of markets and of investors.28 The growth of corporations led
them to look beyond their own national business market, as this one was no longer
enough to feed their trading objectives. With international trade growing, corpora-
tions were making business transactions with corporations operating in different
countries.29 Therefore, investors were attracted to invest in foreign companies.
Since accounting requirements were developed in national company law the
challenge was to accurately evaluate a corporation’s performance and compare it
against its competitors. Corporations were then reporting their business transactions
using diverse approaches and methods.

By the mid-19th century accountancy takes form as an organized profession, local
accounting firms emerge and around the 1890s the first accounting courses were
introduced at universities.30 The ancestors of the Big Four accounting firms
originated between 1840 and 1870.31 “By 1900, six of the firms that would
become “The Big Eight” had been founded”.32 In the 19th century the laissez-faire
was dominant and companies were free to develop their business activities.33 These
companies were able to choose the most suitable accounting principles and policies
to their activities and they reported in a discretionary way to investors.34 The
harmonization of accounting standards on a national level came as a result of the
growing mobility of capital and with the introduction of stock exchanges.35

Although transparency was higher, it was still common practice to keep crucial
financial information away from public capital markets and this only changed after

27 Edwards (1989) pp. 214.
28 Ball, R. (2005) and Schaub (2004-2005).
29 “The internationalization of business was reflected in the internationalization of the audit profession” (Kees

Camfferman, 2010).
30 Christopher Napier, A Global History of Accounting, Financial Reporting and Public Policy: Europe Studies in

the Development of Accounting Thought, Volume 14A, 243-273, 2010.
31 Christopher Napier (2010). Id. 186.
32 Wootton, C.W. & Wolk, C.M., “Development of “the big eight” accounting firms in the United States, 1900-1990,

Accounting Historians Journal, 1992, Vol. 19, no. 1, pp. 001-027.
33 Edwards (1989) pp. 109.
34 Véron (2007) pp. 7.
35 Botzem, S. (2012) “The politics of accounting regulations: organizing transnational standard setting in financial

reporting” pp. 11.
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the great financial crash in 1929.36 The times followed by World War I were of
prosperity and optimism. The stock market rapidly rose and reached what the
economist Irving Fisher called a “high plateau”. The excessive confidence and
speculation led to economic and financial imbalances and in result, in 1929, the US
stock market collapsed, followed by a great financial depression.

3 Development of financial reporting standards in the US:
the Securities and Exchange Commission and the Financial
Accounting Standards Board

Although trading of securities was not purposely regulated, this topic was covered
by state laws for contracts and general transactions. Before the 1930s securities
state regulation preceded federal regulation of the securities markets.37 After the
financial crash of 1929, in an attempt of restoring public confidence in capital
markets and promoting financial stability, the US Congress passed the Securities
Act of 1933 and the Securities Exchange Act of 1934 that was responsible for
creating the Securities and Exchange Commission (SEC).38 These two acts had the
objectives of protecting investors and assuring the disclosure of reliable and honest
information.39 The Securities Exchange Act of 1934 empowered the SEC with the
authority to register, regulate, oversee brokerage firms, transfer agents, clearing
agencies as well as stock exchanges and other securities self-regulatory organiza-
tions. The SEC requires periodic reporting of information by listed companies,
mandatory independent external audit of the information disclosed and it has the
disciplinary power over all regulated entities.40 At this point and until 1973,
accounting standards were developed solely by accounting professionals and the
SEC looked to the accounting profession to provide guidance on what constituted
generally accepted accounting principles. Afterwards, the development of the US
accounting standards became in charge of the Financial Accounting Standards
Board.41

The Financial Accounting Standards Board is an independent private sector
organization established in 1973 (under the supervision of the Financial Account-
ing Foundation42) designated for establishing standards of financial accounting and
reporting in the US.43 The Financial Accounting Standards Board is officially

36 Véron (2007) pp.7.
37 See also, Sec Homepage, http://www.sec.gov/about/whatwedo.shtml.
38 The full text of the Securities Act of 1933 is available at: http://www.sec.gov/about/laws/sa33.pdf and the full text

of the Securities Exchange Act of 1934 is available at: http://www.sec.gov/about/laws/sea34.pdf.
39 The full text of the Securities Act of 1933 is available at: http://www.sec.gov/about/laws/sa33.pdf and the full text

of the Securities Exchange Act of 1934 is available at: http://www.sec.gov/about/laws/sea34.pdf.
40 The full text of the Securities Act of 1933 is available at: http://www.sec.gov/about/laws/sa33.pdf and the full text

of the Securities Exchange Act of 1934 is available at: http://www.sec.gov/about/laws/sea34.pdf.
41 Véron (2007).
42 FASB, Financial Accounting Foundation, available at http://www.fasb.org/faf.
43 See, Miller, P.W., Redding, R.J. & Bahnson, P.R., “The Fasb, The People, The Process, And The Politics” (4th

Ed., Irwin/Mcgraw Hill 1998); And Previts, G.J. & Merino, B.D., “A History Of Accountancy In The United
States: The Cultural Significance Of Accounting”, 5 (1998).
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recognized by the SEC and the American Institute of Certified Public Accountants
to set the US financial standards.44 Its mission is “to establish and improve
standards of financial accounting and reporting for the guidance and education of
the public, including issuers, auditors, and users of financial information.”45

The Financial Accounting Foundation’s standard-setting boards, the Financial
Accounting Standards Board and the Governmental Accounting Standards Board
are responsible for developing the US-Generally Accepted Accounting Principles
(US-GAAP).46 Given the cultural diversity and high litigation practices in the
US,47 these standards are very detailed and rules-based. The US-GAAP are used
among others, by companies to prepare their financial statements and show how
they are managing business.48

It was only in the post-World War II that the SEC gained “unparalleled” powers
among securities regulators worldwide, especially when there were not many
securities regulators set up yet. Most were set up in the 1990s and early 2000s
and it was only then that the US gained strong influence and positioned itself in the
forefront of corporate finance innovation and regulation.49 The strong influence of
the SEC at the time can be observed when in 1999, its chairman Arthur Levitt
became also chairman of the nominating committee for the appointment of
International Accounting Standards Committee’s new trustees (when it decided
to renew its governance in 1999). The International Accounting Standards
Committee is introduced below in section 5. In the nineties the SEC’s growing
power beyond the US capital market would later in 2000 prove to be determinant to
the EU endorsement of the International Financial Reporting Standards (IFRS).
These developments are further explained in section 5.

4 Development of mandatory financial reporting standards in
Europe: the Fourth and Seventh Accounting Directives

Before Governmental involvement in the development of a mandatory set of
uniform financial accounting standards, the accounting standards were developed
by dedicated bodies and used in a voluntary market setting.50 Each country had
developed its own accounting principles and had its national accounting practice
which contributed to a very diverse global accounting practice, and therefore not

44 Financial Reporting Release No. 1, Section 101 and Rule 203, Rules of Professional Conduct, as amended May
1973 and May 1979.

45 The IASC-US Comparison Project: A Report On The Similarities And Differences Between IASC Standards And
US GAAP (Carrie Bloomer Ed., Financial Accounting Standards Board Of The Financial Accounting Foundation,
2nd Ed. 1999).

46 See, SEC Accounting Series Release No. 150. SEC Accounting Series Release No. 150, 39 C.F.R. 1260 (1974).
47 Véron, 2007, pp.8.
48 Further reading see, http://www.accountingfoundation.org/jsp/Foundation/Page/FAFSectionPage

&cid=1351027541272.
49 Véron (2007) pp. 22.
50 Ball, R. (2005).
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easily comparable.51 France had in 1947, established the National Accounting Plan
codifying company accounting established by the “Commission de Normalisation
de la Comptabilité”, a Government body.52 53 This Plan was updated in 1982 to
implement the European Fourth Directive under the French National Accounting
Council. In the Netherlands, the development of accounting standards were an
initiative of the Royal Dutch Institute for Professional Accountants (NIvRA),
which was established in 1967 as a public body, recognizing the accounting
profession by law.54 55 In 1969 an Advisory Committee (CAJ) was installed by the
NIvRA, which was soon replaced in 1970 by the multi-stakeholder “Tripartite
Overleg” (TO) (i.e. three parties: accountants, companies and trade unions) which
was renamed in 1974 to its current name “Raad voor de jaarverslaggeving” (RJ),
the Dutch Accounting Standards Board. The Dutch Accounting Standards Board is
the Dutch accounting standard-setter. In the Netherlands, the accounting rules
became embedded in Dutch company law in 1970, with the Act on Annual
Accounts (Wet op de Jaarrekening van Ondernemingen – WJO). The Act on
Annual Accounts was initially transposed to the Title 6 (later renumbered to Title 9)
of Book 2 of the Dutch Civil Code.56 Before adopting the International Accounting
Standards in 2001, the Dutch accounting standards were part of Book 2 of the
Dutch Civil Code. The Dutch financial reporting regulation, part of the Dutch Civil
Code, was complemented by the voluntary Dutch Accounting Standards issued by
the “Raad voor de Jaarverslaggeving” (RJ) or in English, the Dutch Accounting
Standards Board (DASB) which was largely initiated by the Royal Institute for
Professional Accountants (NIvRA). The standards developed by the Dutch Ac-
counting Standards Board (DASB) are not formal law and only provide guidance
for the interpretation of the Dutch Law.57 58 In the UK, the Institute of Chartered

51 Zeff, S., “The Evolution of the IASC into the IASB, and the Challenges it Faces”, May 2012, The Accounting
Review, Vol. 87, No. 3, pp. 807-837. American Accounting Association DOI: 10.2308/accr-10246. Pp. 808.
Available at: http://www.ruf.rice.edu/~sazeff/Evolution%20The%20Accounting%20Review.pdf also citing
Nobes, C.W. 1983. A judgmental international classification of financial reporting practices. Journal of Business
Finance & Accounting 10 (1): 1–19.

52 Among others, Spain and Portugal inherited the French codified regulation of company accounting, the French
National Accounting Plan. See, Zeff, 2012, pp. 808.

53 Lawrence, S. “International Accounting”, First Edition 1996, page 30. Also available at: https://books.google.nl/
books?id=2DMrorHzm38C&pg=PA30&lpg=PA30&dq=National+Accounting+Plan+france&source=bl&ots=
K9vOQQEqA0&sig=rE4ywGXMkipnA8vwX7_KX_15cdo&hl=nl&sa=X&ved=0CC0Q6AEwAWoVChMI7
rnegYDbxwIVQznbCh0BHAr-#v=onepage&q=National%20Accounting%20Plan%20france&f=false.

54 Camfferman, K., “The Netherlands”, Chapter 5, page 122, in Previts, G.J. “A Global History of Accounting,
Financial Reporting and Public Policy: Europe”.

55 On the 1st of January of 2013, the Royal NIVRA and NOvAA (De Nederlandse Orde van Accountants-
Administratieconsulenten) merged into a new organization called the NBA (Koninklijke Nederlandse Beroep-
sorganisatie van Accountants, which stands for the Royal Netherlands Institute of Chartered Accountants). The
NBA is currently the professional body for accountants in the Netherlands. More information is available at:
https://www.nba.nl/over-de-nba/english-information/about-the-nba/.

56 Van der Tas, L., “Accounting in The Netherlands”, Chapter 10, pages 238 & 239, in Walton, P., Haller, a. &
Raffournier, B. “International Accounting”, second edition, 2003. Also available at: https://books.google.nl/
books?id=1jlynNfR7Sec&pg=PA238&lpg=PA238&dq=1970+act+accounting+netherlands&source=bl&ots=
yOqEkYTWnx&sig=qgpsmPg-4MnW5s7tGfaOdJ7i1_c&hl=nl&sa=X&ved=0CCUQ6AEwAGoVChMIi8
Krpu7axwIVEWvbCh3S5ALo#v=onepage&q=1970%20act%20accounting%20netherlands&f=false.

57 PwC “Similarities and Differences, Dutch GAAP vs. IFRS”, November 2013. More information available at:
https://www.pwc.nl/nl_NL/nl/assets/documents/pwc-similarities-and-differences-dutch-gaap-vs-ifrs.pdf.

58 See, Zeff, Camfferman, Van der Wel, “Company Financial Reporting: a historical and comparative study of the
Dutch regulatory process”, 1992. ISBN 0 444 89525 6.
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Accountants in England and Wales was the organization responsible for setting the
UK accounting standards. Accounting of limited liability companies was regulated
by the Companies Act 1985 (CA1985), amended later in 1989 to introduce the
European Seventh Directive.59 In the US, the American Association of Public
Accountants was formed in 1887, renamed in 1957 to American Institute of
Certified Public Accountants, designation kept until today.60 The American
Association of Public Accountants was responsible both for developing accounting
standards and for representing the accounting profession in the US. According to
Zeff (2003, pp. 192), before 1930 the US companies were not required to have their
financial statements audited.61 Only later, with the Securities Act of 1933 and the
Securities Exchange Act of 1934 (which created the Securities and Exchange
Commission), financial statements were required to be audited by independent
certified public accountants.

The need for harmonizing accounting legislation within the EU came from the need
to “harmonize company law requirements for the creation of an internal market”
rather than directly from the EU treaty (the creation of internal market was the
essence of the original European Economic Community (EEC) treaty).62 The EU
internal market with free movement of goods, persons, services and capital, allows
and facilitates cross-border business. This business freedom led to increased
international convergence of accounting standards to protect investors, share-
holders and creditors.63 To harmonize the different national company laws already
in place across the EU member states, since the 19th century, the EU developed two
accounting Directives, the Fourth and Seventh accounting directives. These
directives provide a harmonized basis for the preparation of the annual accounts
of individual companies and groups of companies in the EU.64 65 The Fourth

59 Walton, P., “Accounting in the United Kingdom”, Chapter 6, page 153, in Walton, P., Haller, a. & Raffournier,
B. “International Accounting”, second edition, 2003. Also available at: https://books.google.nl/books?id=
1jlynNfR7Sec&pg=PA238&lpg=PA238&dq=1970+act+accounting+netherlands&source=bl&ots=yOqEk
YTWnx&sig=qgpsmPg-4MnW5s7tGfaOdJ7i1_c&hl=nl&sa=X&ved=0CCUQ6AEwAGoVChMIi8Krpu7axw
IVEWvbCh3S5ALo#v=onepage&q=1970%20act%20accounting%20netherlands&f=false.

60 More information available at: http://www.aicpa.org/about/missionandhistory/pages/history%20of%20the%
20aicpa.aspx.

61 Voluntarily, among others, the United States Steel Corporation and the General Motors Corporation had had their
financial statements audited. See. Zeff, S. (2003) “How the U.S. Accounting Profession Got Where It Is Today:
Part I”, Accounting Horizons, Vol. 17, No. 3, September 2003, pp. 189–205. Available at: http://www.ruf.rice.
edu/~sazeff/PDF/Horizons,%20Part%20I%20(print).pdf.

62 Schaub, A. “The Use of International Accounting Standards in the European Union”, 25 Nw. J. Int’l L. & Bus.
609 (2004-2005) – (page 609).

63 Schaub, A. “The Use of International Accounting Standards in the European Union”, 25 Nw. J. Int’l L. & Bus.
609 (2004-2005) pp. 610. See also, Ball, R. “International Financial Reporting Standards (IFRS): Pros and Cons
for Investors”, Accounting and Business Research, 2006, 36 (Special Issue), pp. 5-27. Available at SSRN: http://
ssrn.com/abstract=929561 In this article, Ball, R. defines convergence as “the process of narrowing differences
between IFRS and the accounting standards of countries that retain their own standards.” Ball also distinguishes
between converge de facto, which is the convergence of financial reporting in practice and convergence de jure
which is the convergence of financial reporting standards. Pp. 9.

64 Accounting Harmonisation: A New Strategy vis-à-vis International Harmonisation, COM(95)508 final at 2,
available at http://ec.europa.eu/internal_market/accounting/docs/com-95-508/com-95-508_en.pdf.

65 Proposes the emergence of this legislation, in relation to contemporary practice is key, I would say.
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Company Law Directive requires all limited liability companies to prepare annual
accounts which must give a “true and fair” view of a company’s assets, liabilities,
financial position, profit and loss.66 It coordinates the way that Member States
present their annual accounts, defining its content, valuation methods, publication
and audit of limited liability companies. As explained by the European Commis-
sion in a communication about accounting harmonization, it aims at achieving
comparability of financial information rather than achieving standardization. The
Seventh Company Law Directive regulates the preparation of consolidated
accounts by the parent company.67 68

In 1995, the European Commission recognized that although the quality and
comparability of financial reporting in the Member States has improved, the current
accounting directives were not responding to the growing need of information of
international capital markets. The market has had more influence on national
regulators and on companies than the Fourth and Seventh Directives of the
European Commission.69

Large European companies seeking capital on the international capital markets
were in competitive disadvantage as they were required to prepare a second set of
accounts if they wanted to obtain a listing in the US.70 These companies were
increasingly using the US-GAAP.71 The European Commission also recognized
that the accounts prepared in accordance with the EU accounting directives and
national accounting legislation implementing the EU accounting requirements did
not meet the demanding US accounting standards. Attempting to face these
weaknesses and respond to the needs of the international capital markets, the
European Commission set a new strategy for international harmonization of the EU
accounting standards. At this point, these European Commission initiatives turned
out to be very important for the further development of the European Company
Law regulation, as explained below in section 5.

66 Council Directive 78/660/EEC of 25 July 1978 on the Annual Accounts of Certain Types of Companies, 1978
O.J. (L 222) 11; see also, Schaub 2004-2005, pp. 610.

67 Council Directive 83/349/EEc of 13 June 1983 on Consolidated Accounts, 1983 O.J. (L 193) 1.
68 Following the Fourth and Seventh Company Law Directives, the EU developed two sectoral Directives regulating

financial reporting by banks and other financial institutions, and be insurance companies: Council Directive
86/635/EEC of 8 December 1986 on the Annual Accounts and Consolidated Accounts of Banks and Other
Financial Institutions, 1986 O.J. (L 372) 1 and Council Directive 91/674/EEC of 19 December 1991 on the
Annual Accounts and Consolidated Accounts of Insurance Undertakings, 1991 O.J. (L 374) 7, respectively.

69 Haller, A. (2002) “Financial accounting developments in the European Union: past events and future prospects”
European Accounting Review, 11:1, 153-190. Available at: http://dx.doi.org/10.1080/09638180220124770.

70 See, COM(95)508.
71 Schaub (2004-2005) pp. 611.
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5 The development of the International Financial Reporting
Standards (IFRS)72

The International Accounting Standards Committee (IASC) was a private sector
initiative founded in 1973, in response to the growing internationalization of capital
markets after the Second World War.73 It was initially composed by professional
accounting bodies and after 1977 when the International Federation of Accountants
was founded, by some of its accounting members.74

The International Accounting Standards Committee was the first organization
taking-up the responsibility of developing the International Accounting Standards
and the challenge of promoting their use internationally.75 It was later in 2001, after
a significant reorganization, replaced by the International Accounting Standards
Board.76 This reorganization was necessary to overcome structural inefficiencies as
a result of, for example, the fact that its representatives were serving on a
volunteering part-time basis.77 Already in 1996, Bryan Carsberg thought that if
the International Accounting Standards Committee was to become the leading
international accounting standards-setter it was important to consider its future
structure and organization.78 In September 1996, at an International Accounting
Standards Committee meeting, the Strategy Working Party was set-up to advise
about its future strategy, role and structure.79

Some of the fears of International Accounting Standards Committee’s board
members and observers regarding the working party’s restructuring proposals

72 More literature, see, Camfferman, K., Zeff, S.A., 2006. Financial Reporting and Global Capital Markets. Oxford
University Press, Oxford, UK.; International Financial Reporting Standards (IFRS): pros and cons for investors,
Accounting and Business Research, Volume 36, Supplement 1, 2006 available at: http://www.tandfonline.com/
doi/pdf/10.1080/00014788.2006.9730040; European Accounting Review, “The adoption of International
Accounting Standards in the European Union”, Whittington, G., “International Accounting Standards Board”,
London, UK. Published online: 12 Apr 2011. Available at: http://www.tandfonline.com/doi/pdf/10.1080/
0963818042000338022; Accounting in Europe Volume 3, Issue 1, 2006. Hoogendoorn, M. “International
Accounting Regulation and IFRS Implementation in Europe and Beyond – Experiences with First-time Adoption
in Europe.” Available at : http://www.tandfonline.com/doi/pdf/10.1080/09638180600920087, Published online:
09 Oct 2010; Academy of Accounting and Financial Studies; Also the Politics of Accounting Regulation book
available at: http://books.google.nl/books?hl=nl&lr=&id=U2WHXddcQnYC&oi=fnd&pg=PR3&dq=financial
+reporting+integration+&ots=oGEfUaHO3g&sig=kLbJAcmsCx6u4p4T0r0nthyG4BE#v=onepage&q=financial
%20reporting%20integration&f=false.

73 Camfferman & Zeff (2007) pp. 1.
74 See, Ruder, D.S. et al. (2005) and IASB, History, available at http://www.iasb.org/about/history.asp.
75 See, Camfferman & Zeff, 2006 pp.1. An interesting note by Zeff, 2012 (pp. 810) refers that The term “standard

setting” was first used in The Wheat Study of 1972, a report of the Study Group on Establishment of Accounting
Principles in the United States. The Study Group recommended the formation of the Financial Accounting
Standards Board, which began operation on July 1, 1973, was a recommendation of the Study Group.

76 See, the IFRS Constitution available at http://www.ifrs.org/The-organisation/Governance-and-accountability/
Constitution/Documents/IFRS-Foundation-Constitution-January-2013.pdf.

77 Ruder, D.S. et al. (2005).
78 See, Camfferman & Zeff, 2007, pp. 447. Former International Accounting Standards Committee Secretary-

General from 1995 to 2001, Sir Bryan led the completion of a core body of accounting standards that has
subsequently been endorsed by the International Organization of Securities Commission and adopted by the
European Union.

79 Camfferman & Zeff (2007) pp. 448.
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were summarized by Michael Crooch.80 These were the fears that the US, just as
Europe, would have too much power, that national standard setters would have too
much influence, that small countries would have too much or too little influence,
that the process would move too fast or too slowly, and that the Standards
Development Committee would have too much or too little independence.81

Among others, the issues covered by the restructuring proposal were, the structure
and composition of the International Accounting Standards Committee’s board
(full-time and part-time members, geographic representation, professional back-
ground/ expertise and link to national standard-setters), its independence, votes,
legitimacy, funding and timetable. The International Accounting Standards Com-
mittee’s members had the objective to turn it into the leading international standard-
setter.

In the following years, the Strategy Working Party presented several draft proposals
and it was only on the 6th of December of 1999 that the working party’s report
entitled “Recommendations on Shaping IASC for the Future” was issued to the
International Accounting Standards Committee’ Board.82 It was in May 2000 that
unanimously the International Accounting Standards Committee’s restructuring
was approved by its 143 professional accountancy member bodies.83 Its new
constitution entered into force on the 21st of January of 2001, when the Interna-
tional Accounting Standards Committee ceased its functions.84

The International Accounting Standards were developed and issued between in 1973
and 2001 by the International Accounting Standards Committee. In 2001, the new
International Accounting Standards Board (IASB) took over the International
Accounting Standards Committee’s responsibility for setting international accounting
standards. The International Accounting Standards Board is an independent and
international private organization composed of a group of experts in the field of
accounting and auditing which, as a standard setter in 2001, developed the Interna-
tional Financial Reporting Standards (IFRS).85 According to the IFRS’s Constitution,
among the main qualifications for International Accounting Standards Board’s
membership is having “professional competence and practical experience”86

80 Michael Crooch was member of the International Accounting Standards Committee’s executive committee and of
the US delegation to the board.

81 Camfferman & Zeff (2007) pp. 471.
82 Camfferman & Zeff (2007) pp. 493.
83 Camfferman & Zeff (2007) pp. 496.
84 Camfferman & Zeff (2007) pp. 498.
85 Further reading about the International Accounting Standards Board see, http://www.iasb.org/about/history.asp.
86 See, IFRS Foundation Constitution, page 10 note 25. International Accounting Standards Committee Foundation

Constitution (original form approved by the Board of the former International Accounting Standards Committee
(IASC) in March 2000 and by the members of the IA International Accounting Standards Board SB at a meeting
in Edinburgh on 24 May 2000, revised on 5 March 2002 with effect from 8 Jul. 2002. Later there was a first
mandatory review in 2005 and a second mandatory review divided in two parts, one with effect from February
2009 and the second one in February 2010. The latest review took place in January 2013). See http://www.iasb.
org/about/constitution.asp ; Revised version of the IFRS Foundation Constitution is available at: http://www.ifrs.
org/The-organisation/Governance-and-accountability/Constitution/Documents/IFRS-Foundation-Constitution-
January-2013.pdf.
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The International Accounting Standards Board has the “technical authority”.
“Technical authority” may be defined as “a form of applied knowledge that elicits
compliance with its rules in its own right rather than owing to its connection with
state power”.87 Below, it is explained how the International Accounting Standards
Board as a transnational private organization, avoids public national or interna-
tional authorities’ technical interference.88

The choice of a transnational private authority as the model of governance offered
an alternative to the state regulation. In this model private organizations cooperate
in the development of standards, in the case of International Accounting Standards
Board, financial standards. The International Accounting Standards Board is a
financial standard-setter based on expertise and not on politics which prevents
higher public scrutiny, national public authorities’ veto, increased political and
social interference and also challenges corporate opposition.89

The IFRS, developed by the International Accounting Standards Board, are often
referred to as a principles-based instrument.90 91 When compared to rules-based
standards, principles-based standards are meant to provide the user with a rather
flexible, broad, less rigid set of financial reporting standards, and have a less
specific industry guidance.92 In the Fourth and Seventh directives, the EU had
already followed the preferred principles-based approach. At this moment company
law was still developing, there was not sufficient political support for passing
stricter legislation. Therefore, reaching agreement on the lowest common denomi-
nator was the only thing feasible at the time. The IFRS’ openness and flexibility are
the conditions responsible for its large global acceptance and these characteristics
are responsible for facilitating the application of these standards in countries with
different legal systems and diverse cultures.93 The EU was not able to develop a set
of European rules able to foster European financial integration.94 The European
Commission saw the IFRS as a good alternative to its Company Law Directives, as
these Directives had a focus on company law reform and not on the disclosure of
useful information to investors. Until the end of the 1980s the European Commis-
sion did not consider the International Accounting Standards Committee’s stan-
dards95 and the idea of adopting the US-GAAP was out of the question because the
EU did not want to give such influence and control of the European markets to the

87 Porter (2005).
88 Leblond, P. (2011) ‘EU, US and international accounting standards: a delicate balancing act in governing global

finance’, Journal of European Public Policy, 18: 3, 443 – 461; DOI: 10.1080/13501763.2011.551083; URL:
http://dx.doi.org/10.1080/13501763.2011.551083 See also, Nölke and Perry, 2007.

89 Nölke, Andreas and Perry, James (2007) "The Power of Transnational Private Governance: Financialization and
the IASB," Business and Politics: Vol. 9: Issue 3, Article 4. DOI: 10.2202/1469-3569.1185.

90 About the difference between principles-based and rules-based instrument see chapter 1.
91 The meaning of “principles-based” can be differently interpreted, as often is perceived as “simple, high-level”,

whereas, sometimes interpreted as “with strongly developed internal consistency” which could be understood as
quite compatible with detailed requirements.

92 Trombetta, M. (2008).
93 Trombetta M. (2008) pp. 457.
94 P. Leblond (2011).
95 See, Zeff, 2012, pp. 815.
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US96 (as we can see further explained below in section 6). Since 2005, all
European listed companies are required to report consolidated financial statements
prepared according to the IFRS.97 Until then, the use of the IFRS was not
mandatory in any jurisdiction.98 Before 2005, European companies were mostly
using national accounting standards.99 The IFRS are the most used financial
reporting framework in the world, there are over 15,000 companies outside the
US using these reporting standards (E. Needles, Jr., Belvert, and Powers, M., 2010-
2011).100

The International Organization of Securities Commission’s endorsement of the
International Accounting Standards occurred after the announcement of the EU
policy, and it seems that there was no reference to the International Organization of
Securities Commission in the EU’s statements at the time.101 One may consider
that once the EU decided to adopt the International Accounting Standards, the
European International Organization of Securities Commission members could
hardly not endorse the International Accounting Standards. The only question was
whether the US would agree, and they did because they safeguarded the right to
demand reconciliations to US-GAAP. However, on the contrary, some argue that
one key reason for the EU’s endorsement of the International Accounting Standards
was the formal backing of the International Accounting Standards by the Interna-
tional Organization of Securities Commission in 2000, which provided credibility
to the standards.102 As explained above (see, above in section 3), the strong
influence that the SEC had grown in the nineties and strong support of the
International Organization of Securities Commission was determinant in 2000
when the International Organization of Securities Commission, backed by the SEC
supported the EU with the endorsement of the International Accounting Standards.

The SEC reasoning for permitting the use of the IFRS by foreign companies listed on
a US stock exchange starts with the collapse of major US companies as Enron and
WorldCom in 2002. These events questioned the quality of the US financial
accounting standards103 as the financial crisis showed that the US-GAAP would

96 As referred to by Leblond, P. more literature on this topic can be found in Schaub 2005, van Hulle 2004, Véron
2007: 29-33; Whittington 2005. See also, Duarte Correia, A. (2012).

97 Ball, R. (2006).
98 See, Ball, R., 2006. International financial reporting standards (IFRS): pros and cons for investors. Accounting

and Business Research, International Accounting Policy Forum, 5–27; and Regulation (EC) No 1606/2002 of the
European Parliament and of the Council of 19 July 2002, OJ L 243, 11.9.2002, requiring the consolidated
accounts of all EU listed companies to be prepared in accordance to the International Accounting Standards/
International Financial Reporting Standards from 1 January 2005 onwards. Available at http://eur-lex.europa.eu/
LexUriServ/LexUriServ.do?uri=CELEX:32002R1606:EN:NOT See also, Véron, 2007.

99 Before IFRS, Dutch companies were allowed to choose the accounting standards to report with. See, Armstrong,
C.S., Barth, M.E., Jagolinzer, A.D., Riedl, E.J., “Market Reaction to the Adoption of IFRS in Europe”, (2010) The
Accounting Review Vol. 85, No. 1, pp. 31-61.

100 See also, European Company Law journal (Duarte Correia. A, 2012).
101 The International Accounting Standards were developed in 1973 and issued between 1973 and 2001 by the

International Accounting Standards Committee. In 2001, the International Accounting Standards Board took over
the International Accounting Standards Committee and developed the IFRS, which were issued from 2001
onwards.

102 Veron (2007) pp. 22.
103 See, Eaton 2005; Porter 2005; and Leblond, P., 2011.

82 Chapter 2



probably have some flaws. Therefore, it would be worthy to look at the quality of the
IFRS. Besides, there was the interest of maintaining competitiveness in the global
capital markets104 allied with the support for one set of global accounting standards
by influential US accountants105 and American multinational firms.106 107

6 The International Accounting Standards Board’s Governance
structure: independence and legitimacy

The first independent standard setting was pioneered by the US with the creation of
the Financial Accounting Standards Board in 1973. At that moment, there was no
similar initiative in the rest of the world, including in Europe.108 Instead, part-time
committees of professionals with other interests were set-up and the International
Accounting Standards Committee followed this model, being composed by part-time
members. In 2000 the International Accounting Standards Board was reorganized in
the same model as Financial Accounting Standards Board. This way of reorganization
has since been subject of discussion. Although until then there was no precedent in
Europe, its independence is mostly accepted as positive. The International Account-
ing Standards Board’s independence has been subject to intense debates, questioning
how far should it go and whether it should be obliged to further accountability,
beyond public accountability. The apparent justification of adopting the IFRS is their
technical quality, which is ensured by independence. However, democratic legitimacy
means that the International Accounting Standards Board must also in one way or the
other be accountable to national authorities e.g. responding to the EU. These debates
led, among others, to the creation of the Monitoring Board.

In a speech on the 16th of October of 2013, Michael Prada, the Chairman of the
IFRS Foundation pointed out that the structure of the International Accounting
Standards Board will always be controversial and that the idea of global accounting
standards as a form of economic globalization is not always supported. The
standard-setters need a strong Governance structure to protect the independence
of the standard-setting process, which is not always popular.

The International Accounting Standards Board is part of the IFRS Foundation,
which is an independent non-for-profit organization. The Governance structure of
the IFRS Foundation, further designated the Foundation, is organized as follows.
The Foundation’s independent standard-setting body is the International Account-
ing Standards Board. The International Accounting Standards Board has the
responsibility of developing the IFRS and its technical work, structure and the

104 See, Erchinger and Melcher, 2007.
105 See, Eaton 2005 and Porter 2005.
106 See, Posner, 2010.
107 The IFRS, as US-GAAP, was written in English, therefore the use of the same language would also facilitate the

understanding and use of IFRS by foreign companies in the US. See, Leblond, 2011, pp. 4.
108 However, the UK was the first who began setting standards in the 1960s, and there were several other initiatives in

Europe (e.g. in the Netherlands in 1970).
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strategy is overseen by the Foundation. Public accountability of the Foundation is
assured by the International Accounting Standards Board, the work of the Trustees,
who are responsible for the Governance and oversight of the International
Accounting Standards Board through the Due Process Oversight Committee but
also by the Monitoring Board, to which the Trustees are accountable.109 Together,
the International Accounting Standards Board, the Trustees and Monitoring Board
contribute to enhancing public accountability of the Foundation (through transpar-
ency, mandatory public consultation with all interested parties, accountable to
public interest). Since the 1st of February of 2009 the Monitoring Board provides a
link between the Trustees and public authorities, and contributes to ensuring that
the EU and respective national securities regulators’ concerns, namely with investor
protection, market integrity and stability, and the public interest are taken into
account during the development of the IFRS.110

Figure 2 below illustrates the IFRS Foundation’ Governance model, as represented
by the IFRS Foundation itself.111

Figure 2 – Governance structure of the IFRS Foundation and of the International
Accounting Standards Board
Sourse: IFRS Foundation112

109 The members of the Monitoring Board are capital markets authorities. These are, the Emerging Markets and
Technical Committees of the International Organization of Securities Commission, the European Commission, the
Financial Services Agency of Japan (JFSA), and US SEC. The Basel Committee on Banking Supervision
participates as an observer.

110 More information available at: http://www.ifrs.org/About-us/Pages/Monitoring-Board.aspx.
111 The interactive IFRS Foundation’ Governance model is available at: http://www.ifrs.org/About-us/Pages/How-

we-are-structured.aspx.
112 The interactive IFRS Foundation’ Governance model is available at: http://www.ifrs.org/About-us/Pages/How-

we-are-structured.aspx.
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Another way of showing the dynamics of the IFRS Foundation’ Governance model
is through the explanatory table of Deloitte.113 See, below in figure 3.

Figure 3 – Governance structure of the IFRS Foundation and of the International
Accounting Standards Board
Sourse: Deloitte114

One way to explain how the International Accounting Standards Board has
balanced political influences and interests from the EU and the US in governing
global finance, and in the process of developing the IFRS, is using the Principal-
Agent (PA) framework.115 In Leblond’s PA framework the International Account-
ing Standards Board is the agent of the EU, in particular of the European
Commission; and of the US, in particular the Securities and Exchange Commission,
which are the principals.116

113 The IFRS Foundation’ Governance model, as represented by Deloitte is available at: http://www.iasplus.com/en/
resources/ifrsf.

114 The IFRS Foundation’ Governance model, as represented by Deloitte is available at: http://www.iasplus.com/en/
resources/ifrsf.

115 Leblond, P. (2011).
116 Leblond explains why the US could be in a position of Principal to International Accounting Standards Board

instead of being a rival; in this research it is also explained the relevance of taking serious the US interests when
developing international standards, referring it to be of equal importance for International Accounting Standards
Board whether the EU and the US are applying the IFRS.
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This framework allows to explain how to control the agent (International Accounting
Standards Board) once the delegation of developing financial reporting standards has
taken place, and of how the agent behaves considering the “controls put in place by
the principals”. Using the PA framework, Leblond concludes that if the International
Accounting Standards Board wants to keep or enhance its legitimacy as a global
financial reporting standards setter, it has to accomplish the balancing of three aspects:
i) convergence of the IFRS with the US-GAAP, cooperating with Financial Account-
ing Standards Board and the SEC to allow US and foreign listed companies to prepare
their financial reports according to the IFRS; ii) ensure a convergence process
independent from the US-GAAP influence, which means working on equal basis
and not only following the US-GAAP; iii) balance its independence, neutrality and
technical expertise with managing the EU’s requirements for endorsement (this aspect
is further discussed below in section 8).117

As suggested by the work of Bushman and Landsman (2010) the International
Accounting Standards Board’s technical expertise is too valuable to be influenced
and led by politics. Its true potential can only be maximized if there are no
pressures. Accounting standards are at risk of becoming affected by political
pressure and attempts at control which might bear significant consequences in the
future.118 The discussion of the importance of keeping the standards-setter
organizations independent from political influence has been discussed in the
literature (see among others, Leblond, P. (2011) and Ruder, D.S. et al. (2005)119)
as an argument in favor of keeping out vested interests, making sure the accounting
standards are set in the public interest or in the interest of investors but also to
facilitate the convergence between different financial accounting standards. Parti-
cularly for supporting the IFRS and the US-GAAP’s convergence of standards as
further explained below in section 7.

The legitimacy of the International Accounting Standards Board comes from the
extent of its Governance, of its consultation process, but also from the transparency
of its activities.120 Convergence relates to efficiency, and independence relates to
legitimacy. In my point of view, Francis Fukuyama contributes to understanding the
difficulties of balancing efficiency and legitimacy.121 Fukuyama argues that
international organizations have to deal with the constant balancing of the
“competing challenges of efficiency and legitimacy” and refers that organizations

117 Leblond, P., 2011, pp. 451 and 452.
118 Bushman and Landsman (2010) alert for the fact that keeping financial accounting under the umbrella of

prudential regulation of financial institutions may trigger unintended consequences, undermining the primary role
of financial accounting information in promoting corporate transparency to support market discipline and capital
allocation.
See also, Schaub, A., “The Use of International Accounting Standards in the European Union”, 25 Nw. J. Int’l L.
& Bus. 609 (2004-2005) pages 617 & 618: it was a requirement of endorsement of the IFRS by the EU.

119 Ruder, D.S. advocated the International Accounting Standards Board to follow the US/ Financial Accounting
Standards Board’s example. See, Camfferman & Zeff, 2007.

120 Michael Prada, speech on the 16th of October of 2013.
121 Yoshihiro Francis Fukuyama is Olivier Nomellini Senior Fellow at the Freeman Spogli Institute for International

Studies (FSI), resident in FSI’s Center on Democracy, Development, and the Rule of Law. He is professor (by
courtesy) of political science.
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such as the UN have high levels of legitimacy but controversial levels of efficiency.
He goes on to explain that a “UN-style consensus-based decision” does not
contribute to the development of rigorous accounting standards which is a
limitation to discipline and to comparing corporate financial reporting. The
International Accounting Standards Board needs to balance its legitimacy to act
in the public interest with its efficiency for the private sector.

The system for developing high quality, transparent and comparable accounting
standards can also be looked at through two different possible approaches.122 One
is the “independence approach”, in which legitimacy should be based on indepen-
dence and competence; the second is the “representativeness approach” in which
legitimacy should be based on geographical consensus and approval.123 The first
approach has been supported by the standard setters International Accounting
Standards Board and FASB, which believe that “economic and political pressures
will result in low quality standards, enabling companies to obscure bad news,
distort financial results, and prevent comparisons”.124 The second approach is
largely supported by the business community and Governments, which want to
have the influence and power to shift the standards towards their particular interests
and of their countries.

What is important to retain is that when an international body issuing quasi-law as
the International Accounting Standards Board is set-up, a strong opposition from
different sides is expected. In the case of the International Accounting Standards
Board, pressure has come from international and domestic politics (including the
EU), the corporate sector, accounting profession, the US financial standard-setter
(FASB), the regulator (SEC) and the investors. When the European Commission
enabled all the member-states to adopt the IFRS in 2002, it became mandatory to all
EU listed companies to issue their annual report using the IFRS. After this moment
there was a stricter financial reporting regulator, stricter public oversight by the
member-states’ financial markets authority on the application of IFRS by listed
companies (in the Netherlands by AFM, the Netherlands Authority for the
Financial markets), and enforcement mechanisms in place. This context created
the conditions for higher political and corporate lobbying (higher pressure on the
standard-setter).125

The discussion and future development of a single international sustainability
reporting framework has much to learn from the way the EU is leading with the
International Accounting Standards Board and the IFRS. Further research is needed

122 Ruder D.S. et al. (2005).
123 Ruder, D.S. et al., “Creation of World Wide Accounting Standards: Convergence and Independence”, 25 Nw.

J. INT’L L. & Bus. 513, 577 Part III.E. 1 (2005) Pp. 517.
124 Ruder D.S. et al. (2005).
125 Zeff (2007).
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to understand how important the expert’s knowledge is when potentially influenced
by politics and Governmental interests. Also how can financial and non-financial
standard-setters maintain independence and at the same time be in line with the
principles of EU company law.126 The potential EU endorsement of a particular
framework for sustainability reporting (e.g. Global Reporting Initiative or Interna-
tional Integrated Reporting Council) must be in full accordance with European law
provisions, whether financial or non-financial (e.g. environmental, social and
governance legal requirements).

7 The Financial Accounting Standards Board and the
International Accounting Standards Board accounting
standards’ convergence

The convergence of the US-GAAP and the IFRS means “the increasing compat-
ibility of their respective standards at a high level of quality.”127 It is focused on the
content of the standards to be converged in one common standard, as opposed to
harmonization, which generally aims at minimizing differences between accounting
standards but accepts national differences. Although the initial focus was, post-
World War II, on harmonization of accounting standards, later in the nineties the
focus shifted to convergence, for higher market efficiency and reduction of costs
(Ball, R., 2005).128 Ball, R. (2006) distinguishes between convergence de facto,
which is the convergence of financial reporting in practice and convergence de jure,
which is the convergence of financial reporting standards.129 Financial Accounting
Standards Board defines convergence as “making global accounting standards as
similar as possible”. Both convergence and harmonization terms have been used to
describe efforts by the EU and the US to move towards a global financial
accounting infrastructure.

The accounting standards’ convergence is not a new idea. However, in 1975, the
Financial Accounting Standards Board did not show much interest in international
convergence with other financial reporting standard-setters (for example, with the
International Accounting Standards Committee at the time).130 Convergence talks

126 Schaub (2004-2005).
127 Zeff, 2007, pp. 296, referring to the definition of the International Accounting Standards Board and Financial

Accounting Standards Board Norwalk Agreement of 2002.
128 As an argument in favor of using a uniform set of accounting standards, Ball (2005) explains that the lack of

comparability of accounting standards used by companies can impose costs on other companies, creating negative
externalities.

129 See, Ball, R. “International Financial Reporting Standards (IFRS): Pros and Cons for Investors”, Accounting and
Business Research, 2006, 36 (Special Issue), pp. 5-27. In the 1990s a similar distinction was made by Leo G. van
der Tas on harmonization. See his paper “Measuring Harmonization of Financial Reporting Practice” (1988),
Accounting & Business Research, Vol. 18, Issue 70, pp. 157-169.

130 Camfferman & Zeff (2006) pp. 161.
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between the International Accounting Standards Board and the Financial Account-
ing Standards Board have lasted since 2002, when in the Norwalk Agreement, both
boards have described what and how they want to achieve convergence.131 132 133

Later in 2006, the International Accounting Standards Board and the Financial
Accounting Standards Board have agreed in a Memorandum of Understanding.
Their efforts are towards developing a single set of high quality accounting
standards.134 In fact, the endorsement of the IFRS by the EU in 2002 requiring
mandatory use for all the EU listed companies was a significant step towards
convergence of the financial standards.135 Since 2013, the Financial Accounting
Standards Board is one of the 12 members of the Accounting Standards Advisory
Forum created by the IFRS Foundation (which oversees the International Account-
ing Standards Board) to help fostering the International Accounting Standards
Board and the Financial Accounting Standards Board’s collaboration. The Inter-
national Accounting Standards Board and the Financial Accounting Standards
Board’s collaboration through joint projects has had compatible standards for both
the IFRS and the US-GAAP respectively.136 Ultimately, these standards are
supposed to grow in similarity.137

The most important step taken in the process of convergence of the IFRS and the
US-GAAP is the fact that since December 2007 foreign companies are allowed by
the SEC to submit financial statements using the IFRS while reconciliation of the
International Accounting Standards Board’s standards to the US-GAAP is not
required.138 The goal behind this development is to facilitate financial reporting
and uniformity rather than to obstruct it. It is the International Accounting
Standards Board’s goal “to identify the best in standards around the world and
build a body of accounting standards that constitute the ‘highest common
denominator’ of financial reporting” (stated by Sir David Tweedie, International

131 See, Schaub, 2005.
132 See, Financial Accounting Standards Board and International Accounting Standards Board, Memorandum of

Understanding, “The Norwalk Agreement,” available at http://www.fasb.org/news/memorandum.pdf.
133 Further reading on International Accounting Standards Board and FASB convergence work see, Joint statement

by the IASB and the FASB on their convergence work available at http://www.ifrs.org/News/Announcements-
and-speeches/Documents/IASBFASBjointstatement.pdf; FASB website: http://www.fasb.org/jsp/FASB/Page/
SectionPage&cid=1176156245663.
http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156304264; IASB-FASB convergence (Deloitte):
http://www.iasplus.com/en/projects/iasb-fasb-convergence; Barth, M.E. et al. “Are IFRS-based and US-GAAP-
based Accounting Amounts Comparable?”, Journal of Accounting & economics, Vol. 54, Issue 1, pp. 68-93,
August 2012, and Rock Center for Corporate Governance at Stanford University Working Paper No. 78.

134 Barth, M.E. et al. (2012), pp. 6.
135 David S. Ruder et al. (2005).
136 Please see, Financial Accounting Standards Board’s Technical Plan and Project Updates available at http://www.

fasb.org/cs/ContentServer?c=Page&pagename=FASB%2FPage%2FSectionPage&cid=1218220137074.
137 For some issues both the International Accounting Standards Board and FASB adopt identical standards; for other

issues they remain different as for example some US-GAAP rules are only for the specific US context and difficult
to adapt to other realities; IFRS principles are in contrast global and easily adaptable by different countries. (see
Véron 2007 pp. 24).

138 Ruder, D.S. et al., “Creation of World Wide Accounting Standards: Convergence and Independence”, 25 Nw. J.
INT’L L. & Bus. 513, 577 Part III.E. 1 (2005).
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Accounting Standards Board’s chairman, and Thomas Seidenstein, International
Accounting Standards Committee Foundation’s Director of Operations).139

Having a single set of global accounting standards makes sense to avoid the
fragmentation of capital markets and the expected favoring of same nationality
companies to invest in as it would then be easier to access and evaluate
information, preventing them from investing in foreign markets.140 Additionally,
convergence of financial reporting standards will facilitate comparability of
financial information. The International Accounting Standards Board and the
Financial Accounting Standards Board are still today, the two most influential
standard-setters and with most potential to develop a single set of international
financial accounting standards.141

Literature has documented the benefits of increased convergence of financial
reporting standards for investors, as reduced information costs and information
risk.142 As Thomas Orrin McGrath said already in 1921, “As accounting is the
language of business, there is great need of standardization (…) in order to do away
with the present ambiguity in the statements of business and to fill the lack of
uniform business data.” See also, for example Ruder, D.S. et al., (2005): “Without
convergence the result most probably will be that government regulators in various
countries, most particularly the United States, will require financial statements
prepared according to non-converged standards to be changed (or reconciled) to
reflect the views of that country’s regulators. Fortunately, both the Financial
Accounting Standards Board and the International Accounting Standards Board
are committed to independence.”

The SEC favors the uniformity of standards to allow comparability of financial
information disclosed. One must ask, will more financial regulation allied with stricter
enforcement mechanisms and a stricter financial regulator facilitate higher compar-
ability of financial statements? Certainly the strength’ degree of a regulator that is
influenced by the national enforcement culture does influence the international
comparability of financial statements.143 The question whether mandatory IFRS
increases comparability has also been debated in the literature. Some studies suggest
that when the IFRS is mandatory, comparability of financial statements increases.144

139 “Constituents often complain that a ‘tough’ standard would put local companies at a competitive disadvantage
relative to companies outside their jurisdiction. Local political pressures and policies may work against individual
national standard setters. An international standard setting process, independent of political pressures, can
establish Financial reporting standards that would apply to all companies in all jurisdictions, thus eliminating
perceived disadvantages.” Sir David Tweedie, Setting a Global Standard: A Case for Accounting Convergence,
25 Nw. J. INT’L. L. & Bus. 589, 594 (2005). As cited in David S. Ruder et al., Creation of World Wide
Accounting Standards: Convergence and Independence, 25 Nw. J. INT’L L. & Bus. 513, 577 Part III.E. 1 (2005).
Pp. 587. Available at http://scholarlycommons.law.northwestern.edu/cgi/viewcontent.cgi?article=1608&
context=njilb.

140 Leblond (2011).
141 David S. Ruder et al. (2005).
142 See, Ball, R. 2005, pages 15, 16, also referring to Glosten and Milgrom, 1985, Diamond and Verrecchia, 1991,

and Leuz and Verrecchia, 2000.
143 Zeff (2007) pp. 295.
144 Barth, M.E. et al. (2012).
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Other research further explains that the use of different nationally developed standards
does not hinder comparability of financial reports.145 It clarifies that when the different
national reporting standards have similar objectives, as the IFRS and the US-GAAP,
and well defined differences, the multiplicity of national financial standards can be
beneficial for companies, as these are free to choose the most suitable reporting
framework. Besides, these authors agree that even if there would be a fully accepted
global set of financial reporting standards, these would allow different interpretations
and would be differently applied among the different jurisdictions. Convergence of
accounting standards is also supported by the International Organization of Securities
Commission 146 and by the European Commission. Dr. Alexander Schaub, Director-
General, Internal Market and Services of the European Commission, has explained that
the convergence of the IFRS and the US-GAAP is needed to foster international
competition of the EU listed companies.147

When writing about convergence of financial accounting standards, Zeff (2007,
pp. 296-301) raises potential problems that might delay or even stop the convergence
process. The convergence of different financial standards may entail different inter-
pretations of language and terminology. Additionally, the consequences of practicing
adjusted earnings measures, the important role of the SEC during the convergence
process and the potential impact of politics may influence the timing of the process.

The Memorandum of Understanding of 2006 (updated in 2008 and in 2010)
identified short and longer-term projects which, as agreed by the boards, would
bring the most significant improvements to the IFRS and the US-GAAP. In 2008
the SEC announced a proposal to require the use of the IFRS by US companies.
That proposal did not go forward because of the financial crisis and the plan for a
transition to the IFRS was shelved in 2012. By then, the convergence’ effort of the
International Accounting Standards Board and the Financial Accounting Standards
Board had also been scaled back, and basically terminated apart from few ongoing
projects. According to the joint projects’ update report from the International
Accounting Standards Board and the Financial Accounting Standards Board on
accounting convergence dated from April 2012, most of the Memorandum of
Understanding short-term projects had been completed.148 By April 2012, only
three of the Memorandum of Understanding longer-term projects – leases, revenue
recognition and financial instruments – needed the technical decisions to be

145 Benston, et al. (2006) pp. 45.
146 In May of 2000, the International Organization of Securities Commission stated the following: “In order to

respond to the significant growth in cross-border capital flows, IOSCO has sought to facilitate cross-border
offerings and listings. IOSCO believes that cross-border offerings and listings would be facilitated by high quality,
internationally accepted accounting standards that could be used by incoming multinational issuers in cross-
border offerings and listings.” See, Resolution Concerning the Use of IASC Standards for the Purpose of
Facilitating Multinational Securities Offerings and Cross-Border Listings, IOSCO (May 17, 2000), available at
http://www.iosco.org/news/pdf/IOSCONEWS26.pdf; Cited in David S. Ruder et al., Creation of World Wide
Accounting Standards: Convergence and Independence, 25 Nw. J. INT’L L. & Bus. 513, 577 Part III.E. 1 (2005).

147 Schaub, A., “The Use of International Accounting Standards” in the EU, 25 Nw. J. INT’L L. & Bus. 609 (2005).
148 The International Accounting Standards Board and FASB’s joint projects report on accounting convergence is

available at http://www.ifrs.org/Use-around-the-world/Global-convergence/Convergence-with-US-GAAP/
Documents/r_120420d.pdf.
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finalized by the boards.149 In February 2013, the International Accounting
Standards Board and the Financial Accounting Standards Board published an
update about the status and timeline of the remaining convergence projects. This
report informs that the boards have achieved converged solutions for revenue
recognition’ accounting and that they will be exposing converged proposals for
accounting for leases. The challenge has been to develop completely converged
solutions for financial instruments and insurance contracts. Despite the initial SEC’
support allied with the International Accounting Standards Board and the Financial
Accounting Standards Board’s efforts to converge the IFRS and the US-GAAP,
convergence of these standards is still not a reality and it is likely to be a limitation
to the development of a global framework for financial reporting standards.150

This question can be addressed in a different way, “Why not allow the Financial
Accounting Standards Board and International Accounting Standards Board Standards
to compete in the US?” and it is discussed whether financial standards’ competition
trigger a “race to the bottom” or is instead an incentive for improvement, innovation and
higher quality.151 The outcome of this discussion by Ronald A. Dye and Shyam Sunder
results in finding the competition between the International Accounting Standards
Board and the Financial Accounting Standards Board beneficial in general for capital
markets and in particular for user companies, which will have a choice. The standards
themselves will highly benefit from the healthy competition and see higher quality,
higher innovation and higher expertise as a result of knowledge exchange and best
financial practices. If we consider that the objective of setting accounting standards is to
promote the efficient allocation of capital, then the competition between standard
setting organizations is likely to be the most effective means of achieving this objective;
and a single global standard setter such as the International Accounting Standards
Board is unlikely to succeed over the long run.152

8 Uniformity and comparability of financial reporting
standards153

When in 2002, the European Commission required all member states to adopt the
IFRS, it had the objectives of promoting uniformity, transparency and compar-

149 Although priority had been given to the Memorandum of Understanding’ projects, the International Accounting
Standards Board and FASB have also been working on the improvement of the accounting of insurance contracts.
See, The International Accounting Standards Board and FASB’s joint projects report on accounting convergence
is available at http://www.ifrs.org/Use-around-the-world/Global-convergence/Convergence-with-US-GAAP/
Documents/r_120420d.pdf.

150 “By far the most significant remaining issue in relation to the global adoption of IFRS is convergence of U.S.
GAAP with IFRS.” See Ernst and Young Global Limited’s Comment Letter from Ernst and Young Global Limited
to the International Accounting Standards Committee Foundation 2 (22nd of February of 2005), available at
http://www.iasb.org/docs/2005-itc/cl 1 3.pdf.

151 Ronald A. Dye & Shyam Sunder (2001).
152 Kothari, Ramanna, and Skinner (2009).
153 About the global acceptance of the International Accounting Standards /IFRS accounting standards see, Salvador

Carmona and Marco Trombetta “The logic and implications of the principles-based system.” Available at:
http://ac.els-cdn.com/S0278425408000926/1-s2.0-S0278425408000926-main.pdf?_tid=dff87f8e-f2b5-11e2-
8f43-00000aab0f6b&acdnat=1374487553_1d269036d78ba45917328c52b3e7b9bd.
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ability of financial statements. Uniformity of standards can be defined as applied
equally to all listed companies.154 Comparability exists when “two firms face
similar economic outcomes, the firms report similar accounting amounts.”155 The
IFRS has eliminated many of the different accounting practices among the member
states which contributed to increased comparability of financial reports. However,
differences in accounting practice still remain and are the result of the IFRS’s
different interpretations and of the fair value accounting.156

The adoption of a single international financial reporting framework as a result of the
convergence of the two major financial reporting standards, the IFRS and the US-
GAAP, would facilitate cross-border business and efficiency in international capital
markets. There are however, obstacles to full comparability of financial reports. Zeff
(2007) refers to four factors that could interfere with worldwide “genuine” compar-
ability of financial accounting standards. These are, the business and financial culture,
accounting culture, auditing culture and regulatory culture. To overcome these
obstacles, Zeff refers to the need of combining “enlightened leadership and commit-
ment from the accounting profession”, academics, C-suite level executives from audit
firms and corporate sector, the regulator, the Government, the European Commission,
the SEC and through their combined efforts promote “genuine international con-
vergence and comparability” of financial accounting standards.157

Another opinion is, given the past experiences of development of financial
accounting standards, full comparability should not be expected or even aimed
at; aiming at comparability would trigger rules-based standards, hinder a principles-
based and less complex financial reporting framework.158

One may also ask, does either a principles-based or rules-based financial account-
ing standards allow higher comparability of financial statements? “A principles-
based standard relies on judgments” and therefore, is “harder to defeat”, when
compared to a rules-based standard.159 160 However, a principles-based system

154 Ball (2005).
155 Barth, M.E. et al (2012) pp. 2.
156 Hoogendoorn, M. (2005) International Accounting Regulation and IFRS Implementation in Europe and Beyond –

Experiences with First-time Adoption in Europe, Accounting in Europe, 3:1, 23-26, DOI: 10.1080/
09638180600920087; Available at: http://dx.doi.org/10.1080/09638180600920087.

157 Further information about comparability and convergence see, Stephen A. Zeff, Commentary “Some obstacles to
global financial reporting comparability and convergence at a high level of quality”, he British Accounting
Review 39 (2007) 290–302.

158 See, Hoogendoon, 2005. Further reading about principles-based standards see, Principles – Based Approach to
US Standard Setting FASB, 2002; Schipper, K. ‘Principles – Based Accounting Standards’ Accounting Horizons,
March 2003, and Principles Not Rules: A Question of Judgment; Institute of Chartered Accountants of Scotland,
2006.

159 Tweedie, David, Can Global Standards be Principle Based? Journal of Applied Research in Accounting and
Finance (JARAF), Vol. 2, No. 1, pp. 3-8, 2007. Available at SSRN: http://ssrn.com/abstract=1012241.

160 According to Sir David Tweedie, in his own words “It is harder to defeat a well-crafted principle than a specific rule
which financial engineers can by-pass. A principle followed by an example can defeat the ‘tell me where it says I can’t
do this mentality’. If the example is a rule then the financial engineers can soon structure a way round it. For example,
if the rule is that, if A, B and C happens, the answer is X, the experts would restructure the transaction so that it
involved events B, C and D and would then claim that the transaction was not covered by the standard.”
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requires some effort from regulators to avoid requiring a specific reporting method
and thus transforming the principle in a rule.161

As for improvements in the convergence of financial standards, International
Accounting Standards and the IFRS can be seen as a step forward towards the
convergence of the financial accounting reporting standards, however, compar-
ability is even a step further ahead.162 Openness and flexibility might be
responsible for the challenge of comparing financial statements.

If companies do not specify in advance which accounting standards they use, it can
create uncertainty, insecurity and the lack of comparability can generate costs for
both the companies and the users of their disclosed information.163 A uniform set
of accounting standards, as pointed out by Ball, R.,164 has two other advantages:
i) it only needs to be developed once, therefore, there is no additional cost for
additional users; ii) it protects auditors from managers seeking the best possible
audit, as the auditors will have to enforce the same accounting standards.

Markets are increasingly globalized, so are economics and politics, which drives
financial markets integration, financial reporting international convergence and
increases comparability of information disclosed. However, the lack of compar-
ability of accounting standards is expected to a certain extent, as countries differ
economically, politically, socially and culturally.

The EU Member States have agreed, as a result of their EU membership, to transfer
in certain areas some of their powers to the EU institutions. In accordance, the EU
institutions would make supranational binding decisions in their legislative and
executive procedures. However, experience has shown that when a member state
does not agree with a certain EU rule, for example, refusing to enforce it, the EU
had in result loosened its rules. Based in these facts, Ball (2006) drew the following
lesson: “global rules will prevail so long as they do not run foul of important local
interests.”[then questioning] Why would financial reporting rules be any different?”
It is indeed a valid possibility that with the enforcement of the IFRS, national
interests do also prevail.

As for the particular use of the IFRS, if these are implemented consistently,
comparability of information will be higher and information costs and risks will

161 Sir David Tweedie, JARAF (2007).
162 Carmona, S. and Trombetta, M. (2008, pp. 459 and pp. 461) refer to Benston et al. (2006b) which is that the

principles-based approach is the solution to the problem of accounting harmonization.
163 See, Ball, R., 2006, pp. 7. And, See, Ball, R., 2006. International financial reporting standards (IFRS): pros and

cons for investors. Accounting and Business Research, International Accounting Policy Forum, 5–27; and
Regulation (EC) No 1606/2002 of the European Parliament and of the Council of 19 July 2002, OJ L 243,
11.9.2002, requiring the consolidated accounts of all EU listed companies to be prepared in accordance to the
International Accounting Standards / International Financial Reporting Standards from 1 January 2005 onwards.
Available at http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32002R1606:EN:NOT See also,
Véron, 2007.

164 See, Ball, R., 2006, pp. 7.
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both be lower to investors.165 How the IFRS are enforced and the extent to which
they are implemented are uncertain. Given the differences in local politics,
economy, society and culture, and given the fact that the application and auditing
of the IFRS involves judgments, there is a possibility of uneven implementation of
the IFRS across countries. Besides, the different stages of development of
accounting and auditing increases the risk that countries with less developed
accounting and auditing professions will only adopt the IFRS “in name”.166 Could
a global enforcement institution be a solution for effective and consistent im-
plementation of the IFRS? Keeping in mind Fukuyama’s arguments previously
discussed in section 6, when discussing efficiency and legitimacy, a global
enforcement institution could be developed if a balance between efficiency and
legitimacy is achieved.167 Ball (2006) gives a suggestion for a solution based on
the Spence signaling model, under which countries that adopt the IFRS but do not
effectively implement it, would be penalized or prohibited from using the IFRS.168

9 The link between the EU financial reporting policy and the
financial reporting developments in the US

While in the US, the financial reporting standards were developing, in the EU, the
European dual listed multinational companies were increasingly applying the US
financial reporting standards, the US-GAAP. Attempting to avoid double financial
reporting, using both the US-GAAP and the IFRS, by dual listed multinational
companies, the EU developed Accounting Directives during the late seventies and
during the eighties.169 This initiative was not as effective as the EU expected, as
these directives only harmonized the lowest common denominator. Although the
directives were embedded in national accounting legislation and applied by
companies, they could not fully harmonize the different national accounting
practices. In 1995, the EU understood the low impact of its former accounting
initiatives and changed its strategy. The EU decided to support the International
Accounting Standards Board’s standards and recommended the member states to
apply the International Accounting Standards on a voluntary basis. Afterwards,
most of the dual listed EU multinational companies were still applying the US-
GAAP, which meant that the EU approach to financial reporting did not achieve the
desired outcome.

165 Ball (2006).
166 Ball (2006).
167 See, above in section 6.
168 Based on the Spence signaling model low-quality IFRS adopters should bear a higher cost than the high quality

IFRS adopters (Ball, 2006). The fact that countries would be motivated to not incur in additional expenses, as it
would not be in their national political and economic interests, could work as an incentive.

169 See, explained above in section 3.

Chapter 2 95



In 2002, the EU issued a Regulation instead of a Directive.170 Looking back at the
Fourth and Seventh Directives, and in avoidance of following the same policy
approach, the European Commission opted in 2002 for issuing a Regulation, directly
requiring the European listed companies to apply the IRFS on a mandatory basis.171

The European Commission gave the European listed companies three years to adapt
their internal policies and management and required the IFRS to be fully in practice by
2005.172 This measure was responsible for mainstreaming the use of the IFRS in all
the EU member states, and currently it is applied in more than 100 countries
worldwide. Today, the US is one of the few countries not to formally commit to the
adoption of the IFRS.173 However, the SEC has declared to be moving towards the
IFRS. Since December 2007 the SEC allows foreign companies to submit financial
statements using the IFRS and does not require reconciliation of the International
Accounting Standards Board’s standards to the US-GAAP.174 On the 14th of
November of 2008 the SEC published a “Roadmap for the Potential Use of Financial
Statements Prepared in Accordance with International Financial Reporting Standards
by US Issuers”.175 This document was published by the SEC for comments and drew
the path from the application of the US-GAAP to the IFRS which could be in use by
2014. Although convergence talks between the International Accounting Standards
Board and the Financial Accounting Standards Board took place earlier (as it happened
in the turning points in 2002, when the European Commission issued Regulation (EC)
No 1606/2002 requiring all EU listed companies to apply the IFRS on a mandatory
basis, and 3 years later, in 2005, when the IFRS should be fully in practice), since 2010
the International Accounting Standards Board has been meeting regularly with the
Financial Accounting Standards Board to discuss a potential convergence of the two
financial standards.176 This topic is analyzed further above in section 7.

170 A largely debated question in the literature is whether, in the EU, the transition from the voluntary application of
the IFRS to mandatory application resulted beneficial for financial reporting. See, among others, Carmona, S. and
Trombetta, M. (2008, p. 459) which refer to Daske et al. (2007b) who examined the economic consequences of
mandatory International Accounting Standards/ IFRS adoption in firms in 26 different countries; and also to
Christensen et al. (2008) who looked at the voluntary adoption of International Accounting Standards/ IFRS in
Germany. In the latter research, Christensen et al. compared the effects of adoption of voluntary versus mandatory
adoption of the International Accounting Standards/ IFRS and found that the economic effects of adoption were
significant for the voluntary reporters of IFRS and insignificant for mandatory reporting using IFRS. Based on
their findings Carmona, S. and Trombetta, M. (2008, p. 459) concluded that the link between mandatory IFRS
reporting and accounting improvements must be questioned as the accounting practice and standardization are not
directly linked with the mandatory adoption of International Accounting Standards/ IFRS. Finally, these authors
conclude that in their study empirical evidence suggests that accounting quality significantly improves in cases of
voluntary IFRS reporting but does not necessarily improve after mandatory IFRS reporting.

171 About the EU Fourth and Seventh Directives see above, section 3 at page 7. See, Regulation (EC) No 1606/2002
of the European Parliament and of the Council.

172 Commission Regulation (EC) No 1126/2008 of 3 November 2008 adopting certain international accounting
standards in accordance with Regulation (EC) No 1606/2002 of the European Parliament and of the Council, is
the latest version of the Regulation. The full text of the Regulation can be accessed at: http://eur-lex.europa.eu/
LexUriServ/LexUriServ.do?uri=CELEX:32008R1126:EN:NOT.

173 See, Needles, Jr. & Powers, 2011. See also, for instance, Camfferman & Zeff, 2013 (upcoming – chapter 13,
pp. 15 footnote 50 referring to CESR report March 2007) The number of listed companies not using IFRS
currently is the largest in the US, which use US-GAAP, followed by 84 companies in Japan, 70 from India and 45
from Canada.

174 On the 21st of December of 2007 the SEC issued a final rule entitled Acceptance from Foreign Private Issuers of
Financial Statements Prepared in Accordance with International Financial Reporting Standards without
Reconciliation to US-GAAP. Document available at : http://www.sec.gov/rules/final/2007/33-8879.pdf.

175 Available at : http://www.sec.gov/rules/proposed/2008/33-8982.pdf.
176 The International Accounting Standards Board’s influence in the US financial market has therefore, been growing.
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The fact that the EU had the pressure of the US financial reporting system to be
mainstreamed in Europe, it pushed the EU to act. Although the EU company law
and the EU capital market’ regulators were never in question as who would
regulate, it was no option for the EU to have the US determining how the European
companies should report to (US-GAAP or IFRS). The EU did not want the US
influence on the EU companies and markets. The development of the US financial
reporting standards was decisive and influential on the development and applica-
tion of the IFRS in Europe.177

10 The EU endorsement process of the International Financial
Reporting Standards

Up to this date the endorsement process of the IFRS to be applied by all European
listed companies is as follows. When the International Accounting Standards Board
issues a new standard, the European Commission consults the European Financial
Reporting Advisory Group, an advisory body, for an advice on whether these
international accounting standards meet the criteria of endorsement. The criteria for
endorsement is explained in Article 3 (2) of the European International Accounting
Standards Regulation and consists of two requirements, the new standard should
not i) be contrary to the principle of true and fair view (as in the Fourth and Seventh
Directives) and it should be ii) conductive to the European public good, under-
standability, relevance, reliability and comparability.178 The European Financial
Reporting Advisory Group’s advice was between 2006 and 2011 submitted to the
consideration of the Standards Advice Review Group, who emitted an opinion on
whether it is well-balanced and objective. It was then based on both the advice of
the European Financial Reporting Advisory Group and the Standards Advice
Review Group’s opinion that the European Commission prepared a draft endorse-
ment of the standards.179 Since 2011, the endorsement process of the IFRS in
Europe involves only two consultative and advisory organizations: the European
Financial Reporting Advisory Group and the Accounting Regulatory Commit-
tee.180 It is based on the European Financial Reporting Advisory Group’s advice
that the European Commission prepares a draft of the Endorsement Regulation,
which will only be applied after the favorable vote of the Accounting Regulatory
Committee and favorable opinions of the European Parliament and the Council of

177 Camfferman & Zeff (2007).
178 See, EU Regulation 1606/2002 of the European Parliament and of the Council of 19 July 2002 on the application

of international accounting standards.
179 For more information on the IFRS endorsement procedure by the European Commission see http://www.iasplus.

com/en/resources/ifrs-topics/europe and http://www.ifrs.org/Use-around-the-world/Documents/Jurisdiction-
profiles/European-Union-IFRS-Profile.pdf.

180 The Accounting Regulatory Committee is composed of representatives from Member States and chaired by the
European Commission. The Committee has been set up by the Commission in accordance with the requirements
contained in Article 6 of the International Accounting Standards Regulation (EC/1606/2002). The function of the
Committee is a regulatory one and consists in providing an opinion on the Commission proposals to adopt an
international accounting standard as envisaged under Article 3 of the International Accounting Standards
Regulation. More information available at: http://ec.europa.eu/internal_market/accounting/governance/committees/
arc/index_en.htm.
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the EU. The regulation will be effective after being published in the Official Journal
of the EU.

In 2012 a group of investors released a Position Paper questioning the compatibility
(legality) of the IFRS with, in general the EU Company Law and in particular, the
UK Company Law. “The investors are concerned as they depend implicitly on
prudent accounts to provide a reliable view of company capital, to evaluate the
performance of executives, and to incentivize management to create enduring
value.” This group of investors commissioned a legal review of the IFRS by legal
counsel George Bompas, whose final report came to public in June 2013.181

Bompas’ legal review analyses whether the IFRS respects the principle of true and
fair value required by the EU Company law. The legal review is in accordance with
the concerns of the investors as for the fact that the EU company law provides more
protection to providers of capital than the IFRS does.182 The group of investors
insists on EU policy-makers to consider the legal opinion when reviewing
accounting standards and assure compatibility with the EU Company Law. In the
first half of 2013, five Members of the European Parliament (MEPs) have taken in
the discussion and have called for the review of the IFRS in a draft amendment to
proposed regulation.183 184 The MEPs position is supported by legal counsel
George Bompas’ legal opinion, which found the IFRS to be “substantially
flawed”.185 The compatibility of the IFRS with the European Company Law is
questioned; the MEPs have demanded for a true and fair view in financial accounts
and for a “tougher liability standards for directors and auditors”. In March of 2013,
Michel Barnier, the internal markets European Commissioner, appointed an
independent review of the IFRS and the IASB by the special adviser Philippe
Maystadt (former president of the European Investment Bank and former Belgian
deputy prime minister). 186 The Maystadt report was afterwards considered
excellent by the Commissioner Michel Barnier.187 Among Maystadt’s recommen-

181 Published in full in the UK’s Parliamentary Commission on Banking Standards report and sponsored by Local
Authority Pension Fund Forum, Threadneedle Investments, UK Shareholders Association, and Universities
Superannuation Scheme. Available at: http://www.lapfforum.org/TTx2/press/ifrs-opinion.

182 Fernando, E. and others, “Directors require one set of true and fair accounts” Financial Times, 5 July 2013.
Available at http://www.ft.com/intl/cms/s/0/4b317448-dfe4-11e2-9de6-00144feab7de.html?siteedition=intl.

183 See, Pollack, L. and Jones, A., “EU lawmakers seek review of accounting standards compatibility”, Financial
times, 28 July 2013. Available at http://www.ft.com/intl/cms/s/0/8d803352-f489-11e2-a62e-00144feabdc0.html.
See also, Roberta Holland, “EU Lawmakers Join Investors in Calling for IFRS Review”, Compliance Week,
31 July 2013 available at: https://www.complianceweek.com/blogs/global-glimpses/eu-lawmakers-join-investors-
in-calling-for-ifrs-review#.WV39xYc0OUk.

184 Legislative proposal Regulation of the European Parliament and of the Council to establish a Union programme to
support specific activities in the field of financial reporting and auditing for the period of 2014-2020. 2012/0364
(COD) – 19/12/2-012 is available at http://www.europarl.europa.eu/oeil/popups/summary.do?id=1240408&t=
d&l=en.

185 From http://www.accountancyage.com/aa/news/2276087/investors-call-for-ifrs-review-as-legal-opinion-finds-it-
substantially-flawed. The conclusions said: "In his opinion the specified accounting outcomes required by IAS
39 (the standard particularly applicable to banks) are contrary to the true and fair view requirement of the law
(para 10.1 and 11.1). These being: marking up to model profit taking and marking up to market; not accounting
for likely losses; not dealing with the distributability of profits (i.e. whether they are realised or not and whether
expected losses have been accounted for properly).”

186 See, https://www.complianceweek.com/blogs/global-glimpses/eu-lawmakers-join-investors-in-calling-for-ifrs-
review#.WV39xYc0OUk.

187 See, https://www.complianceweek.com/blogs/global-glimpses/report-outlines-path-for-greater-eu-influence-
on-ifrs#.WV4BgYc0OUk.
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dations were, maintaining a “standard-by-standard” endorsement procedure, where
the EU retains the ability to accept or refuse the standards issued by the IASB,188

adding that a greater endorsement’ flexibility for amending or adapting a standard
should be strictly regulated supporting the mainstream of an integrational set of
standards; the reorganization of the European Financial Reporting Advisory Group to
increase its legitimacy and representativeness; and suggested in order to have more
influence on the work of European Financial Reporting Advisory Group and the
IASB, to increase the dialogue between the Accounting Regulatory Committee and
the European Financial Reporting Advisory Group at an earlier stage.189 From the 7th

of August of 2014 to the 7th of November of 2014 the European Commission held a
public consultation to gather the stakeholders’ views on their experience with
Regulation 1606/2002, which mandates all EU listed companies to use the IFRS as
adopted by the EU for their consolidated financial statements.190 191 The European
Commission reviewed the mandatory adoption of the IFRS in the EU and the
performance of the IFRS during the crisis. In the process of revision, it took into
account Mr Maystadt’s recommendations to reinforce the EU’s contribution to the
international standard-setting efforts.192 193Among the European Commission’s
findings, were the fact that the IFRS have generally been beneficial for the EU
financial reporting194 and that stakeholders have shown how the reform of the
European Financial Reporting Advisory Group (EFRAG)195 would be important “to
strengthening Europe’s influence over the IASB”196 and the European Commission
continue to urge the US to adopt the IFRS by US listed companies.

11 The Sarbanes-Oxley Act (2002) & Dodd-Frank Wall Street
Reform and the Consumer Protection Act (2010)

Following the financial scandals of 2001, on the 30th of July 2002, the Sarbanes-
Oxley Act became Law, under the George W. Bush presidency.197 This Act had the
objective of promoting honest and accurate financial reporting and corporate
responsibility. The Public Company Accounting Oversight Board was created to
supervise the auditors of SEC-registered companies, to protect investors and the

188 See, https://www.complianceweek.com/blogs/global-glimpses/report-outlines-path-for-greater-eu-influence-on-
ifrs#.WV4BgYc0OUk.

189 See, http://europa.eu/rapid/press-release_IP-13-1065_en.htm.
190 See, http://ec.europa.eu/finance/consultations/2014/ifrs/index_en.htm.
191 The consultation document is available at: http://ec.europa.eu/finance/consultations/2014/ifrs/docs/consultation-

document_en.pdf.
192 See, http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52015DC0301&from=EN pp. 2.
193 See, Mr. Maystadt’s recommendations “Should IFRS Standards be more "European"?; Mission to reinforce the

EU’s contribution to the development of international accounting standards” Report by Philippe Maystadt
– October 2013. Available at: http://ec.europa.eu/internal_market/accounting/docs/governance/reform/131112
_report_en.pdf.

194 See, http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52015DC0301&from=EN See also,
https://blogs.cfainstitute.org/marketintegrity/2015/07/07/eu-adoption-of-international-financial-reporting-
standards-benefical-for-member-states/.

195 See, more information about the European Financial Reporting Advisory Group above, in section 10.
196 See, http://ec.europa.eu/finance/consultations/2014/ifrs/docs/summary-of-responses_en.pdf question 21 on pp. 14.
197 The Sarbanes-Oxley Act is available at: http://uscode.house.gov/download/pls/15C98.txt.
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public interest, therefore, to avoid fraud.198 This act also mandated the SEC to
analyze how a principles-based set of standards, such as the IFRS, could be
introduced in the US.199

Later on the 21st of July of 2010, in response to the financial crisis of 2008, the
Dodd-Frank Wall Street Reform and Consumer Protection Act became law, under
the presidency of Barack Obama.200 Similarly to the Sarbanes-Oxley Act of 2002,
the Dodd-Frank Act was meant to restructure the US financial system, including
corporate governance, transparent disclosure and credit ratings. However, the
Sarbanes-Oxley Act was meant to empower regulators, auditors, corporate boards
and investors to make better informed decisions, improve governance and reduce
fraud.201 Despite the high criticism of the Sarbanes-Oxley Act and its limitations
(e.g. besides being costly, there has been an increasing number of audit deficien-
cies), it seems to have improved financial disclosure and the quality of financial
reporting. The Sarbanes-Oxley Act created the Public Company Accounting
Oversight Board, a new independent regulatory agency to control the auditors of
listed companies, which was previously based on a peer-review quality control
system. Its mandate includes investor protection as its prime responsibility,
improvement of audit quality and auditors’ control through setting new audit
supervision rules which are independent from management (speech by Steven B.
Harris, Public Company Accounting Oversight Board’ board member).202

Another novelty of the Sarbanes-Oxley Act is the requirement of attesting the
auditors’ report by both the chief executive and chief financial officer personally to
confirm that they have reviewed it and that it “does not contain any material untrue
statements or material omission” or any misleading information. This new
requirement is likely to contribute to a more rigorous financial disclosure to ensure
the highest quality of financial reporting by a given company. The Dodd-Frank Act
has a more protective role and has also a larger target audience aiming at
restructuring the way financial markets work within and outside the US (e.g.
extraterritorial reach, both for foreign and domestic organizations). Under the
Dodd-Frank Act, the SEC has its responsibilities extended which has raised
concern for potential higher margin of error.

198 Coates and Srinivasan (2014).
199 Véron (2007) pp. 23.
200 The Dodd Frank Act is available at: http://www.sec.gov/about/laws/wallstreetreform-cpa.pdf.
201 Coates and Srinivasan (2014) pp. 60.
202 Steven B. Harris’ speech at the Conference on Investor and Consumer Protection in the New Financial

Marketplace, 2 March 2012 about the “The Legacy of Sarbanes-Oxley and Its Implications for Dodd-Frank”.
The speech is available at: http://pcaobus.org/News/Speech/Pages/03022012_HarrisGWU.aspx. Steven B. Harris
was reappointed by the Securities and Exchange Commission as a Board Member of the Public Company
Accounting Oversight Board in March 2013. He was originally appointed to the Board in June 2008. As a Public
Company Accounting Oversight Board’ Board Member, Mr. Harris is Chairman of the Public Company
Accounting Oversight Board Investor Advisory Group and represents the Board as Chairman of the Investor
Working Group of the International Forum of Independent Audit Regulators (IFIAR), based in London.
http://pcaobus.org/About/Board/Pages/StevenBHarris.aspx.
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Another concern, from the Center for Audit Quality affiliated with the American
Institute of Certified Public Accountants, is the exemption of small listed compa-
nies with under 75 USD market capitalization from the requirement to obtain an
external audit (attestation report) on management’s assessment of the effectiveness
of internal control over financial reporting (section 404 b) Dodd-Frank Act) as it
was originally required (introduced) by the Sarbanes-Oxley Act. This was a comply
or explain regime, allowing companies to have internal control systems to contain
weaknesses, as long as it was publicly disclosed and attested externally by the
auditor.203

Literature has documented a direct link between financial crisis and development of
more legislation in the financial regulatory framework, increasing transparency and
trust in the financial market; this is a positive change.204 We have seen shifts on
financial regulation in the UK and in the US after the 1990s collapse of Barings
Bank (Financial Services Authority) and after the Enron and WorldCom scandals
(Sarbanes Oxley Act), respectively.205 The financial crisis in 2008-2009 has proven
the need for reevaluating the current financial accounting framework and therefore,
rethinking thoroughly the reshaping of financial regulation.206 In 2009, the G20
called for the development of global accounting standards and gave its support to
the International Accounting Standards Board’s work until then. Although intended
to improve financial reporting, the Sarbanes-Oxley Act did not avoid a financial
crisis just as Dodd-Frank will likely not be able to.207 More regulation, even when
designed to improve the efficient functioning of financial markets, if excessively
complex and as a result of an impulse, it might turn into a regulatory failure. The
objective is to develop high quality financial reporting and audit standards able to
foster transparency, market efficiency and integrity within financial markets.
Policy-makers are challenged to design quality and effective future regulation

203 Based on Coates, J.C. & Srinivasan, S. “SOX after Ten Years: A Multidisciplinary Review”, (2014) forthcoming
in Accounting Horizons, pp. 14.

204 See, Banner, 1997; Reinhart and Rogoff, 2008.
205 Bushman and Landsman (2010).
206 More literature: E. Posner and N. Véron, “The EU and financial regulation: power without purpose?”; Inklaar, R.,

Fernández de Guevara, J. and Maudos, J. “The Impact of the Financial Crisis on Financial Integration, Growth
and Investment”, 2012, 220: R29 National Institute economic Review, available at http://ner.sagepub.com/
content/220/1/R29.full.pdf+html; Helleiner, E., Pagliari, S., Zimmermann, H. “Global finance in crisis, The
Politics of International Regulatory Change” available at: http://books.google.nl/books?hl=en&lr=&id=0UXw-
TAhL_-IC&oi=fnd&pg=PP1&dq=ifrs+and+financial+globalization&ots=w0C7alf_rJ&sig=QQA-ARhh
b0HM4ZBD-X9BrvxY4cI&redir_esc=y#v=onepage&q&f=false. Eilís Ferran in “Crisis-driven regulatory reform:
where in the world is the EU going? Part of the book “The Regulatory Aftermath of the Global Financial Crisis
”Door, N, Moloney, J., Hill, G., Coffee, Jr, J.C., citing the work of G.J. Stigler “The theory of economic
Regulation” The Bell Journal of economics and management Science, 2 (1971), 3-21. Says the following:
“Decisions about the content of regulation are always at risk of being distorted so as to fit the short-term political
goals of those who control the lawmaking process.” Available at: http://books.google.nl/books?
hl=nl&lr=&id=x2O-QXaU8oQC&oi=fnd&pg=PR1&dq=financial+regulation+and+integrated+reportin-
g&ots=PPCPkO46mD&sig=-2DTd9t9HKbIYJEeVGPOsOrwNuQ#v=onepage&q=financial%20regulation%
20and%20integrated%20reporting&f=false. Davies, H. and Green, D. “Global Financial Regulation-the essential
guide” (2008). Available at: http://books.google.nl/books?hl=nl&lr=&id=O0VjUoJQwfsC&oi=fnd&pg=PR1&dq
=financial+regulation+and+integrated+reporting&ots=6DyRNh0IIe&sig=8oF1QiSEr2tJQak0UTu7T0BZ1bo
#v=onepage&q&f=false.

207 The question whether both the Sarbanes-Oxley Act and Dodd-Frank were intended to avoid a new financial crisis
remains; this question is still debated and the lack of law enforcement is likely to be one of the reasons why the
Sarbanes-Oxley Act did not contribute to avoiding a new financial crisis in 2008.
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which is independent from excessive political interference which might lead to
unnecessary costs and reduce benefits.208 There has been mostly a reactive
regulatory engagement instead of a proactive regulatory engagement.

12 What do investors want?

Financial reports are meant to provide useful information for decision making to the
users of this information. They tend to focus mainly on the past performance of a
company and focus less on the potential future performance of the company.209

Investors and creditors are part of the group of users and decision makers.

Prior to the great financial crash in 1929, financial regulation in Europe had a focus
on creditors’ protection and on the protection of shareholders, after, the focus
shifted to the investor’s protection. As a reaction to financial crisis, Governments
have been restructuring financial markets and reinforcing the position of inves-
tors.210 Investors are crucial to the flowing of financial markets and they have the
money to invest. Therefore, they are able to foster responsible investment and
transparency. Together with analysts, the investors are the primary target audience
of financial reports.211 Today’s financial reports are prepared to answer primarily to
the investors’ demand for information and the financial reporting framework is set-
up to provide investors with relevant, accurate and comparable information.212

International capital markets will most likely benefit from improved corporate
reporting. On the road to improve corporate reporting, investors may have a pivotal
role. Investors have reported that to achieve meaningful corporate reporting there is
a need for constructive engagement between the corporate sector and investors,
between investors and policy makers and regulators, clear and transparent com-
munication of information, comparability of information disclosed, less complexity,
real time reporting and proving the link between financial returns and sustainability
reporting in the long-term.213 ACCA has reported that 63% of investors have
reported to “place greater value on information or commentary generated outside

208 Based on Coates, J.C. & Srinivasan, S. “SOX after Ten Years: A Multidisciplinary Review”, (2014) forthcoming
in Accounting Horizons, pp. 2.

209 “Sustainability matters, ACCA Policy Paper, April 2014. Available at http://www.accaglobal.com/content/dam/
acca/global/PDF-technical/sustainability-reporting/tech-tp-smapp.pdf.

210 See, Ball, R. 2005 and Schaub, 2004-2005.
211 Eurosif and the Association of Chartered Certified Accountants conducted a survey of investors, analysts and

other stakeholders to gather their views and opinions on their use of Environmental, Social and Governance
information and the proposed reporting regime. In this survey investors were recognized as a key audience of
corporate reporting and as increasingly looking to assess not just the financial performance of the companies in
which they invest, but also the Environmental, Social and Governance performance. See Eurosif and the
Association of Chartered Certified Accountants’s survey, “What do investors expect from non-financial
reporting?”, June 2013, is available at http://www.accaglobal.com/content/dam/acca/global/PDF-technical/
sustainability-reporting/tech-tp-wdir.pdf. In the same line of thought, see also, Eccles, R. and Serafeim, G. (2014).

212 About how the various roles of financial reporting emerged over time, some argue that it should be exclusively
investor-oriented. Others argue that it can have more than one legitimate function, including accountability and
prudential supervision.

213 Only 51% of investors are satisfied with the timeliness of company information (Association of Chartered
Certified Accountants, survey June 2013).
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the company rather than as part of corporate reporting”.214 Also, financial
statements are necessary but not sufficient to evaluate the performance of corporate
managers and motivate them to perform in the interests of shareholders, as well as
to decide whether to buy or sell shares in corporations.215

A McKinsey Quarterly survey (commissioned by McKinsey and the Canada
Pension Plan Investment Board) of more than 1,000 board members and top senior
executives) around the world found that 63% of respondents believed the pressure
to demonstrate short-term financial performance had increased over the previous
five years and that 86% believed that using a longer time horizon to make business
decisions would positively affect corporate performance in a number of ways,
including strengthening financial returns and increasing innovation. However, they
are not doing what they believe is best.216 According to McKinsey, the executives
seem to be unable to change given the continued pressure from financial markets on
public companies to maximize short-term results. The game changers are, accord-
ing to McKinsey, large investors which are the market’s major players, among
others, big asset owners such as pension funds, mutual funds, insurance firms, and
sovereign-wealth funds. Private capital can and must play a role in addressing the
challenge of shifting towards maximizing capital in the long-term. They are in a
unique position to harness the capital markets to help address large and complex
environmental, social and governance corporate impacts.

13 Drivers for the creation of global financial reporting regulation
and drivers for domestic financial reporting regulation

The drivers for international and national financial regulation are not the same. The
development of international financial regulation originated from the globalization
of trade, when companies started to grow beyond borders. Globalization, growing
international capital markets and growing financial interdependency led to the need
of controlling international trade and business relations between organizations. In
the 19th century, as common practice, companies would disclose information at
their own discretion, keeping some crucial information away from the public. As
we saw earlier in this chapter, on an international level, the harmonization of
accounting standards came as a result of the growing mobility of capital and with
the introduction of stock exchanges.217

214 ACCA survey, June 2013.
215 Benston et al. (2006).
216 Dominic Barton, McKinsey’s global managing director, and Mark Wiseman, president and CEO of Canada’s

largest pension fund, explain why big investors are crucial to ending the plague of short-termism. See, “Focusing
capital on the long term” full article available at http://hbr.org/2014/01/focusing-capital-on-the-long-term/ar/1
About long term investment importance see also, Dominic Barton, “Capitalism for the long term,” Harvard
Business Review, March 2011, available at http://hbr.org/2011/03/capitalism-for-the-long-term/ar/1.

217 Botzem, S. (2012) “The politics of accounting regulations: organizing transnational standard setting in financial
reporting” pp. 11.
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However, it was only after the financial crash of 1929 that transparency had a
significant increase through the SEC and the Securities Act in 1933.218 National
financial regulation was triggered and strengthened after a financial crisis had
occurred as a measure of mitigation and sometimes prevention of new crisis.
National financial regulation is usually originated from a particular financial
context, obeying to national financial market’s specificities, a particular financial
culture and standard practices where the governmental organizations are the only
supervising bodies. Financial accounting is shaped by economics and by poli-
tics.219 As pointed-out by Ball, R. 2005, there has been a “revolutionary
internationalization of both markets and politics, and inevitably this creates a
demand for international convergence in financial reporting.”

The creation of the EU was a step towards increased globalization. Globalization
triggers higher competition, the advancement of technology and pressure to get
information faster and earlier.220 Europe has a common currency, a European legal
framework developed, among others, for trade, finance, transportation of people
and goods, abolition of boarders, taxes, banking and insurance. Twenty-eight
European countries are subject to European law and supranational agreements.
Business is currently made in an international globalized market, where real-time
information is exchanged, different currencies are traded and where individuals,
goods and services are fully interdependent. In the corporate sector the stakes are
too high to be limited to national financial reporting regulation and international
financial integration is crucial to the well-functioning of capital markets.221 The
policy on capital controls, the level of economic and educational development,
economic growth, institutional and legal environment, trade openness, financial
development and tax policy are all potential drivers for international financial
integration.222 Aiming at promoting international investment, countries tend to
remove restrictions on cross-border capital movement, deregulate domestic finan-
cial markets and offer competitive investment environments. These conditions have

218 Véron (2007) pp. 7.
219 See, Ball, R., 2005, Ball, Robin and Sadka, 2006, Bushman and Piotroski, 2006, Watts, 1977, and Watts and

Zimmerman, 1986. Ball, R., Robin, A. and Sadka, G., (2006) “Are Timeliness and Conservatism Due to Debt or
Equity Markets? An International Test of “Contracting” and “Value Relevance” Theories of Accounting.”
Manuscript, University of Chicago.; Bushman, R., Piotroski, J., 2006. Financial reporting incentives for
conservative accounting: The influence of legal and political institutions.” Journal of Accounting and economics;
Watts, R., (1977) "Corporate Financial Statements: A Product of the Market and Political Processes," Australian
Journal of Management 2, 52-75.; and Watts, R., Zimmerman, J., (1986) Positive Accounting Theory (Englewood
Cliffs, NJ: Prentice-Hall).

220 Siegel, G. and Sorensen, J.E. (1999). Counting More, Counting Less – transformation in the Management
Accounting Profession. Institute of management Accountants p. 1-101.

221 For further reading about financial integration, see, Jappelli, T. and Pagano, M. “Financial Integration in Europe
(2013) built on their previous papers “Financial market integration under EMU”, Euro – The First Decade, edited
by Marco Buti et al., Cambridge University Press, available at: http://ec.europa.eu/economy_finance/publications/
publication12323_en.pdf; and “Financial Integration”, in EMU at Ten: Should Denmark and Sweden and the UK
join?”, SNS Förlag, Stockholm, 2008. And Vo, X.V. and Daly, K.J. “The Determinants of International Finance
Integration”, Global Finance Journal 18 (2007) 228-250. http://ec.europa.eu/internal_market/economic_analysis/
reports/index_en.htm; Inter-American Development Bank: http://www.iadb.org/res/publications/pubfiles/pubb-
2002e_7384.pdf; Financial integration in Europe ECB April 2013 report: http://www.ecb.int/pub/pdf/other/
financialintegrationineurope201304en.pdf.

222 Vo & Daly (2007).
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contributed to the growth of international financial integration particularly since the
past two decades.223

In 1976, the International Accounting Standards Committee chairman, Sir Henry
Benson, stepped down and during his speech said that: “the step from national
standards to international standards looks to be a short one but it has grievous
pitfalls. Nationals of every country prefer their own ways just as they prefer their
own food, wine and customs. There is an even more formidable obstacle: national
governments. No government will willingly give-up its sovereignty and yield the
right to decide what will happen in its own country.”224

Capital markets are increasingly global but in practice, incentives of among others,
politicians, auditors, regulators and rating agencies remain primarily local, attend-
ing primarily to local demands and interests.225 As alerted by Ball, R. (2005)
converged financial standards do not guarantee uniformity of standards, there may
still be divergence in the interpretation adding to the lack of an effective worldwide
enforcement mechanism.

One disadvantage of standards-setting by Governments is the fact that these are
expected to be influenced by both political pressure of a given Government and by
professional judgment.226 These authors refer to some successful examples of inter-
ference with the standard-setting procedures.227 Besides, the bureaucratic nature of
Government agencies often leads to higher costs and it is time consuming. The
bureaucratic procedures also may lead to more rules-based standards which may be
counterproductive and less informative, as pointed-out by Benston, et al. pp. 43 (2006).

International organizations are recognized to be “widely representative organiza-
tions” when compared to the former private professional accounting setters.228

These authors give a few reasons to justify it. Among which, I would like to draw
special attention to the lack of political authority of private professional accounting
organizations and therefore, the lack of legitimacy to enforce their own standards;
when compared with international standards setters as the International Accounting
Standards Board, private organizations seemed to deliver slowly and tended to
favor the auditors. The International Accounting Standards Board and the Financial
Accounting Standards Board are meant to deliver to a large number of stakeholders
and therefore, are better protected from third-party influences on the standards
development.

223 See, Vo & Daly, 2007, citing Agenor, 2003; Lane & Milesi-Ferretti, 2003; Morrison & White, 2004; Vo, 2005.
224 Camfferman & Zeff (2006) pp. 182.
225 See Ball, R., 2005. See also, Zeff, S.A., 2006. “Political Lobbying On Accounting Standards – National And

International Experience,” in: Nobes, C. and Parker, R. “Comparative International Accounting”, 9th ed. (London:
Prentice-Hall).

226 Benston, G.J., Bromwich, M., Litan, R.E. & Wagenhofer, A. (2006) “Worldwide Financial Reporting”, pp. 42,
Oxford University Press.

227 Benston, B., Litan & Wagenhofer (2006) also refer to further reading about governmental and interest-group
interference in Zeff (2002).

228 See Benston, et al. 2006 pp. 41.
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Can international standards be a first step for the development of national legislation?
Yes, international standards can be a first step for the development of national
legislation, as it is equally possible that national legislation will be a basis for the
development of international standards. However, both paths present different speeds
of development, of engagement, of reaching a mainstream and harmonized reporting
framework. Looking at the development of financial accounting regulation as the
IFRS, we saw that from the moment these standards were endorsed by the EU, they
acquired credibility, internationalization, reaching beyond the EU and gained legiti-
macy to be considered an international financial standard. All achieved in a short
period of time after the EU’s formal endorsement of the IFRS. Developing standards
on a national level as a starting point may be seen as a positive development too. I
would say that when there is no international and globally accepted reporting
framework it is certainly better to report on a national level than not reporting at
all. National reporting initiatives and practices are a contribution to the mainstream of
a given framework and a step forward in its development. As national organizations,
companies and businesses get acquainted and practice reporting within their borders.
However, it is likely to be a slower process and possibly has limited reach when
compared to the international development of standards.
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14 Overview of the main financial reporting landmarks:

PERIOD (DATE) LANDMARK

1929 – 1934 – US financial crash (1929)
– Securities Act (1933) and Securities Exchange Act (1934)
– Start of movement towards national detailed accounting

standards, not part of general legislation but developed
by a dedicated body (first in the US, after WWII in the
UK, followed by others)

1973 – 2001 – Establishment of the Financial Accounting Standards
Board (1973)

– Establishment of the International Accounting Standards
Committee (1973)

– The International Accounting Standards (developed in
1973, issued between 1973 & 2001 by International
Accounting Standards Committee)

– EU financial reporting harmonization - Fourth Account-
ing Directive (1978) and Seventh Accounting Directive
(1983)

– Transition from the International Accounting Standards
Committee to the International Accounting Standards
Board (2001)

2001 – 2010 – Reg. (EC) No. 1616/2002 directly requiring EU listed
companies to apply IFRS (fully in practice by 2005)

– Sarbanes-Oxley Act (2002)
– Convergence of IFRS and US-GAAP (2002-2008); from

rules to principles based reporting frameworks (growing
complexity and need for information)

– SEC allows foreign companies to use IFRS without
reconciliation with US-GAAP (2007)

– Financial Crisis (2008)
– G20 leaders support International Accounting Standards

Board’s work and call for rapid move towards global
accounting standards (2009)

– Organization of the standard setter (Governance model):
independence and accountability

2010 – 2013 – Dodd Frank Act (2010)

Figure 4 – Overview of the main financial reporting landmarks
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15 Conclusion: what sustainability reporting can learn from the
development of the International Financial Reporting
Standards

Chapter 2 suggests that the development and practice of financial standards can be
instructive to the development of sustainability reporting. It described the main
events of the development of financial reporting standards and the historical context
in which these developments took place. The analysis of this topic from an
historical point of view concludes with the lessons sustainability reporting can
learn from the development of financial reporting standards and how these lessons
can help shaping the future implementation of a globally recognized set of
principles for sustainability reporting.

The shortcomings sustainability reporting is facing during its development have much
in common with the early development of financial reporting during the 18th and 19th

centuries. Similarly to sustainability reporting today, financial reporting early devel-
opment also faced challenges such as, the lack of a global and legitimate standard-
setter, the lack of a global set of reporting standards, the lack of comparability and
credibility of the information disclosed and lack of regulation both of the content of
the reports and of the verification of the information disclosed (assurance). As
acknowledged by literature and practice, before the IFRS each country had its own
reporting practices and the diverse national accounting practices were useful for the
development of financial reporting. Financial reporting was not yet harmonized and
companies could choose amongst the existing different standards, the most suitable
reporting standards to their interests.

The development of financial reporting standards and standard-setter organizations
were part of a particular political and social context that changed over a period of
more than eighty years (from 1929 until today). A few historical events were
central in the process of shaping financial reporting standards and shaping the role
of its institutions. The financial crisis of 1929, the US corporate scandals of Enron
and WorldCom and more recently, the financial crisis of 2008. These triggered new
regulatory acts and all represent landmarks in the development of international
financial accounting standards.229

The developments of the accounting practice until 1929 do not contribute
significantly to the future of sustainability reporting. However, we must retain
the event of creation of the double-entry method in the 15th century and the fact that
it is still today the basic accounting model used in financial reporting. Financial
reporting as we know it has been developed upon the basic model of the double-
entry method. There is no similar precedent model for sustainability reporting.
However, sustainability reporting can learn from the current financial reporting’
infrastructure, in particular from its institutions, practitioners (e.g. accounting

229 See, “Overview of the main financial reporting landmarks” above in section 14.
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firms), accounting and auditing standard-setters, reporting tools (build on the
accounting and auditing standards)230 and regulatory oversight (e.g. European
Commission, national Governments, Securities regulators, Stock Exchanges).
Accountants have the expertise to understand and influence an “organization’s
ability to create and preserve value over time.”231 As we can see further in chapter 4,
an accurate representation of a company’s ability to succeed in the future, including
Environmental, Social and Governance and financial risks and opportunities, is
possibly better accessed through integrated reporting. Financial reporting is already
practiced by accountants, it seems logic to involve the accountants during the process
of development of sustainability reporting. Moreover, accountants have already
embraced sustainability reporting and have already include it amongst their services.
Accountants are equipped with the financial knowledge to make the necessary link
with companies’ ability to succeed in the future. Although not sufficient skills in itself
for addressing sustainability reporting, as other expertise such as industry-specific
knowledge, accountants seem to have made themselves useful in the sustainability
reporting and assurance practices.

Although financial reporting and sustainability reporting are very different, the
development and practice of financial standards can be instructive to shaping the
future implementation of a globally recognized set of principles for sustainability
reporting. This is due to facing similar challenges, for example, on how to provide
credibility to the information disclosed through effective oversight and governance,
and how to communicate clearly to ensure transparency.232 It makes good sense to
interconnect both reporting methods, and learn from the current financial reporting
infrastructure set-up which ensures the applications and monitoring of the IFRS.

The history of financial reporting may be useful to anticipate future challenges,
opportunities and new trends during the development of sustainability reporting.

This chapter has reached 10 lessons sustainability reporting can learn from the
development of financial reporting standards. These lessons aim to contribute to the
further development of sustainability reporting.

Lesson 1 – The slow standard-setting process can be accelerated through
legislation – mandatory sustainability reporting

a) The development of financial accounting was a very slow process. It originated
without regulation, the first attempts at developing regulation happened at a
national level through company law and tax law during the 19th and 20th

centuries. Detailed accounting standards were initially developed during the

230 As Peter Bakker, Chief Executive of the World Business Council for Sustainable Development, once said:
"Accountants will save the world". See, http://html5.epaperflip.com/?docid=0372ef56-8aa4-41b5-a367-
a5600188bf77#page=2.

231 See, http://html5.epaperflip.com/?docid=0372ef56-8aa4-41b5-a367-a5600188bf77#page=2.
232 See, https://www.aicpa.org/InterestAreas/FRC/AssuranceAdvisoryServices/DownloadableDocuments/

Sustainability/Whitepaper_Accounting_for_the_Sustainability_Cycle.pdf.
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second half of the 20th century in the US by a dedicated body and later followed
by the UK and other EU countries. The movement to harmonize the different
and detailed accounting standards took place during the last quarter of the 20th

century and early 21st century with the creation of the International Accounting
Standards Committee and later with the International Accounting Standards
Board. Only in 2005 the European Commission directly required the European
listed companies to apply the IFRS on a mandatory basis, harmonizing
financial reporting within the EU member states.233 It took many years to
mandate the use of IFRS and now we can say that the global acceptance and
use of this financial reporting tool was only possible because of legislation. It
was through Regulation No. 1606/2002 that all European listed companies
were directly required to apply the IRFS on a mandatory basis.234

The development of sustainability reporting is likely to be a slow process too,
especially when there is no similar infrastructure built upon the double-entry
bookkeeping model as it is the case for financial reporting. The mainstream of
sustainability reporting can be accelerated if it takes advantage of the tools and
regulatory setting already existent for financial reporting. In the future,
sustainability information may be integrated with financial information through
a new type of reporting called integrated reporting (as discussed in chapter 4).

b) Similarly to the necessity to develop regulation for financial reporting in the
EU, regulation for sustainability reporting is fundamental to drive harmoniza-
tion and mainstream practice. Even if the largest companies are leading the way
by responding to increased competition within their sectors of activity (peer’s
competition) or for believing in the motto “doing well by doing right”, a large
number of laggards may be expected. The laggards, whether because of
financial limitations or lack of conviction will only respond if required to
so.235 In both national and international regulatory initiatives, top-down
approach with active top management involvement is key.236 However, over-
regulation and extreme bureaucracy should be avoided to facilitate the proper
functioning of markets and deliver the benefits that society needs.237 As Coates
& Srinivasan, 2014 put it, it is difficult “(…) to measure costs and benefits of
regulation in a systematic way” and “The costs of regulation are more direct
and easier to comprehend than the benefits, which are mostly indirect. So there
will always be upfront concerns about regulation, which leads back to the

233 See, Regulation (EC) No 1606/2002 of the European Parliament and of the Council.
234 See, Regulation (EC) No 1606/2002 of the European Parliament and of the Council.
235 The lack of a model/ framework for incorporating sustainability into core business is considered one of the main

obstacles to addressing significant social, environmental and economic issues more robustly by 23% of the
respondents to MIT’s Survey 2013 (Sustainability next frontier, 2013).

236 Look at the example of financial reporting, the Sarbanes-Oxley Act introduced the requirement of attesting the
auditors’ report by both the CEO and CFO personally to confirm its integrity, reliability and credibility. See also,
lesson 6 below.

237 Moody-Stuart, Responsible Leadership, pp. 128, 2014.
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importance of building in opportunities to measure the costs and benefits.”238

What we have learnt by looking at financial reporting regulation development
is that it is harder for smaller companies to bear the extra costs of implementa-
tion of the new regulatory requirements. Future financial and sustainability
reporting regulation should keep in mind the exemption or attenuation of costs
for smaller companies. Sustainability reporting is mandatory in the EU since
December 2014, with the Non-Financial reporting directive requiring sustain-
ability-related information disclosure.

As we saw with the Fourth and Seventh directives, when company law was
under development, the EU did not have sufficient political support for passing
stricter legislation. Reaching an agreement on the lowest common denominator
was the only thing feasible at the time. It was now once again the only
possibility for passing the non-financial disclosure requirements in December
2014.239 There will always be opposition and lobbying when new regulation is
implemented. It should not stop the efforts to develop a transparent, reliable and
well-functioning financial market through “strong leadership and commitment”
from all the stakeholders involved in the process of responding to this
challenge.240 The EU has set the minimum reporting requirements and other
players have important roles, as the stock exchanges, investors and finance
providers, which can require more specific requirements in addition to the
regulation in place.

Both financial and sustainability reporting need to be able to respond to the
current and future demands from international capital markets. They are
expected to be able to credibly show the link between the information disclosed
and the business strategy and risk, and also prove the link between sustain-
ability reporting and higher financial returns in the long-term. Besides, it is
crucial to show how reliable the information is through improved account-
ability mechanisms, such as third party assurance.

Lesson 2 – Building trust through transparency

The study of the development of financial reporting standards indicates the impor-
tance of transparency for the well-functioning of financial markets. Through a
transparent market we can understand how oversight and centralized uniform
standards contributed to increasing trust in financial markets. Finally, the main-
streaming of financial reporting standards facilitated transparency in capital markets.

238 Coates & Srinivasan, 2014 (http://www.forbes.com/sites/hbsworkingknowledge/2014/03/10/the-costs-and-
benefits-of-sarbanes-oxley/).

239 Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014, amending Directive
2013/34/EU on disclosure of non-financial and diversity information by certain large companies. This directive
entered into force in December 2014. Member states had to transpose it into their national laws within the two
following years. The first financial year covered by this Directive is 2017-2018, with the reports being published
in 2018.

240 Zeff (2007).
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More than how to achieve transparency, the question is how to maintain trust in
reporting organizations and ultimately, in financial markets.241 Conducting a
responsible and transparent business contributes to building trust in the reporting
organization.242 Nurturing relationships with stakeholders through engagement and
transparency, contributes to enhancing and developing trust. Overtime, it is
expected that this responsible corporate approach will reduce risks (Environmental,
Social and Governance risks but also competitive, legal and reputational risks) and
increase business opportunities. As recognized in July of 2017 by Gerben Everts
(AFM’s board member) and Mohamed El Harchaoui (AFM’s supervisor of
accountancy organizations) in a column about integrated reporting in the Dutch
Corporate Law magazine, companies need to be transparent not only on financial
but also on non-financial performance.243 Besides being beneficial for companies,
a responsible corporate approach is expected to benefit the environment and society
(increasing societal value).

The development of sustainability reporting’ regulation will likely help maintaining
a high level of transparency in capital markets.244

Lesson 3 – Maintaining experts’ independence while mindful of necessary
political, corporate and social engagement

Managing political, social and financial influences over the development of
financial reporting standards has always been a challenge for the standard-setter
expert groups and organizations; it is anticipated that managing these influences
over the development of sustainability reporting standards will be even more
challenging given the subjectivity, descriptive and qualitative nature of sustain-
ability disclosure. Any regulatory changes and innovations are always directly
dependent on the current political support. The International Accounting Standards
Board has the remarkable capacity of maintaining its technical expertise from
national and international political interference, namely from the EU, SEC,
Financial Accounting Standards Board and national Governments.245 The key
for the International Accounting Standards Board’s independence is its Governance
model. The International Accounting Standards Board is an independent standard-
setter body yet accountable to the public interest, through the work of its Trustees

241 In an increasingly globalized market it is even harder to keep trust, according to the Dutch saying “trust arrives by
foot but leaves by horse”.

242 Noted by Peter Bakker at the conference Global 2014 (GRI and KPMG organized this conference in Vancouver,
March 2014).

243 See, https://www.afm.nl/nl-nl/nieuws/2017/juli/geintegreerde-verslaggeving.
244 75% of the respondents of a KPMG and Global Reporting Initiative (GRI) survey recognize the relevance of

transparency for driving corporate sustainability. These respondents consider transparency as “largely effective in
building trust between business and society.” 47% of the respondents of the Transparency Track Poll recognize
“reputational issues and media coverage” as the most important driver to build the business case for corporate
transparency. 29% of the respondents of the survey believe that Governments and Securities regulators (another
29%) are the market oversight bodies most likely to act in mandating corporate responsibility disclosures. (Global
2014 Report).

245 However, it is a controversial matter, as some argue that the International Accounting Standards Board has been
very much under the influence of the SEC, the EU and/ or the Financial Accounting Standards Board.
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and the Due Process Oversight Committee. Public accountability is also ensured by
the Monitoring Board, to which the Trustees are accountable, and which provides a
link between the latter and the public authorities. These discussions, both in theory
and in practice will always be controversial. As we have seen above (in section 6)
the key is to find the right balance between the International Accounting Standards
Board’s legitimacy and efficiency, through maintaining its independency, oversight
and public accountability.

How the International Accounting Standards Board achieved and maintains its
independence is one of the most relevant lessons from the development of financial
accounting standards for the development of sustainability reporting. Looking at
this example, by creating a competent sustainability reporting standard-setter under
the umbrella of a legitimate institution it is not an easy task. Although the members
of the monitoring board have legitimacy as national (or EU) regulators of financial
reporting it is less obvious who could be the national bodies with a clear mandate to
oversee sustainability reporting and thus, to oversee an international sustainability
reporting standard-setter. However, looking at the International Accounting Stan-
dards Board’s Governance model may contribute to creating a similar Governance
model for sustainability reporting, maintaining the independence of technical
expertise from external influence.

Sustainability reporting does not have just one recognized body of experts, the
sustainability reporting expertise is currently developed and part of different
specialized organizations, as among others, the CDP (former Carbon Disclosure
Project), Global Reporting Initiative (GRI), Organization for Economic Coopera-
tion and Development and United Nations Global Compact. Even if these
organizations would have their frameworks and approaches aligned, appointing a
single leading, legitimate and independent organization would not be an easy task.
It is not easy to determine which of the organizations has the potential of becoming
the internationally recognized sustainability reporting standard-setter. Sustainability
reporting is different from financial reporting, as it reflects a political judgment on
how socially responsible a business should be. So the standard setting process
should accommodate these particularities.

Lesson 4 – Continue without full support of a major economy, such as the US

Despite the current widespread and global use of the IFRS, the development of the
US financial reporting standards was pivotal and the starting point of the devel-
opment of the IFRS in Europe. Although a high quality financial standard, the US-
GAAP is seen as very detailed and complex. Its detail and complexity were
fundamental for developing the IFRS as an alternative financial standard but with
an international reach. Until today there is no similar development of such a
rigorous reporting system that can be such a triggering starting point and a
benchmark for developing an international framework for sustainability reporting.
Looking only at an eight year period between the Sarbanes-Oxley Act in 2002 and
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the Dodd-Frank Act in 2010 we can conclude the following: i) the US government
regulatory initiatives of financial reform and investor’s protection have been (at the
least) triggered by a financial crisis; ii) the level of corporate responsibility required
has increased over time; iii) the level of financial transparency also has increased
over time; iv) the monitoring of the audit profession and of credit ratings not only
has increased but also became stricter over time and finally, v) the level of regulated
sustainability reporting is, despite the exception of the efforts of a few voluntary
initiatives and corporate engagements, very low (as discussed further in chapters 3
and 4).

In Europe, as soon as the EU endorsed the IFRS in 2002, these standards became
required by all European listed companies. This reflects the influence that the EU’
support had in accelerating the development of financial accounting standards. This
indicates how a similar endorsement of a particular framework for the disclosure of
non-financial information, such as, the GRI or the International Integrated Report-
ing Council (IIRC) could positively trigger the development and mainstream of
sustainability reporting. Such initiative could foster the mainstream and standardi-
zation of sustainability reporting. The lack of support of the US (also mentioned
further in chapters 3 and 4), or possibly any other major economy, will likely not
hinder sustainability reporting from succeeding and from acquiring the interna-
tional status of a globally accepted framework for the disclosure of corporate
Environmental, Social and Governance impacts.

Despite the US influence on the developments of financial accounting in Europe,
and the fact that they did not adopt the IFRS until today, did not stop the IFRS from
becoming the world’s mainstream financial reporting standard. The success of a
framework for sustainability reporting is not necessarily dependent of the support
of the US, or possibly any other major economy for that matter, and of its national
sustainability reporting regulatory developments.246

Lesson 5 – The information’ needs of the investors

Financial reporting is practiced in the interest of investors as it focuses on their
protection. The ACCA, has found in a 2013 survey that 63% of investors have
reported that they “place greater value on information or commentary generated
outside the company rather than as part of corporate reporting”. Financial statements
are necessary but seem not sufficient to evaluate the performance of corporate
managers and motivate them to perform in the interests of shareholders, as well as to
decide whether to buy or sell shares in corporations.247 For a complete understanding
of a company’s financial condition and position in capital markets, investors would
likely benefit from looking beyond the mainly historical overview provided by
financial reports. They should consider all impacts of a given company, including past

246 See, further below in lesson 7.
247 Benston et al. (2006).
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and potential future financial and Environmental, Social and Governance impacts.248

On the one hand, for the future of sustainability reporting, policy makers and
regulators should take the investors’ needs into account; on the other hand, investors
and analysts should communicate their demands and give feedback about the process
of development of a framework in a clear and transparent way. If investors call for
more Environmental, Social and Governance information, and as sustainability
reporting also has its focus on the protection of investors, the disclosure of reliable,
credible and comparable Environmental, Social and Governance information seem to
be in the investor’s interest.

At first, European financial regulation had its focus on the protection of the
creditors and shareholders. It was only in reaction to a number of financial crisis
that financial regulation shifted towards the protection of the investors. The
investors are still today the key audience of financial reporting and also one of
the main stakeholders of sustainability reporting. Similarly to financial reporting,
sustainability reporting also does not focus on the protection of creditors but on the
protection of the investors. Large investors, such as large pension funds are the
game changers with potential to shift the pressure to deliver short-term results to
long-term performance.249

Lesson 6 – Higher harmonization leads to higher comparability

Some of the challenges faced by financial reporting, such as the lack of compar-
ability of information, lack of a global set of accepted standards, multiplicity of
frameworks, the fears of too much influence of national standard-setters, the pace
and timing of the process, technical independence and political interference, are
also faced by sustainability reporting. These challenges did not and do not present
an obstacle to the development of financial reporting, as financial reporting
standards and ultimately capital markets continue to be updated and improved.
As it happened with financial reporting it is expected that the further development
of sustainability reporting may be also dependent of lessons learnt from practice.

Looking at the initial harmonization efforts and more recent convergence efforts of
the International Accounting Standards Board and the Financial Accounting
Standards Board, one may question whether similar convergence’ efforts may
take place between different sustainability reporting standards-setters. The Sustain-
ability Accounting Standards Board is developing in the US and it is focusing on
US markets, others, as the GRI and the IIRC have a global target audience and a
more global reach. The difference is that in practice none of these standards has
similar legitimacy to the International Accounting Standards Board because none of

248 See also “Sustainability matters”, ACCA policy Paper, April 2014. “Corporate sustainability reports go some way
to filling this gap [of information about the future potential of a company], but are not often linked to a company’s
strategy or financial performance, and provide insufficient information on value creation.”

249 See, above in Section 12, and discussed further in Chapter 6.
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those standards is formally supported by an international body with unquestionable
legitimizing power and international influence.

On the one hand, one cannot discard the potential benefits of a natural selection of
sustainability reporting standard-setters followed by a healthy competition between
the two internationally most accepted standards. On the other hand, one may also
not discard the potential benefits of one single most accepted and standardized
sustainability reporting standard-setter. As we saw in sections 7 and 8 (above) the
increased harmonization of financial reporting standards with the use of the IFRS
resulted in increased comparability of international financial reporting practices,
reduced information costs and reduced information risk for investors. However,
concerns with the uneven implementation and enforcement of the IFRS remains, as
it might jeopardize comparability of information and risk reduction. International
convergence of accounting standards is important for the protection of investors.
This was recognized in the US by the Sarbanes-Oxley Act. The Sarbanes-Oxley
Act called on the SEC to designate an accounting standard-setting body which
“considers, in adopting accounting principles, … the extent to which international
convergence on high-quality accounting standards is necessary or appropriate in the
public interest and for the protection of investors” (Sec. 108 (b)(1)(A)(v)).”250

Looking at these results one may consider the same would be possible if a
harmonized single set of sustainability reporting standards would be formally
endorsed by the EU. Convergence of the IFRS and the US-GAAP was not yet
possible but that does not mean that a globally accepted set of sustainability
reporting standards will not be successfully developed. Efforts for the initial
harmonization and possibly later convergence of sustainability standards should
continue to minimize differences between the different standards and to simplify
the reporting of material information to stakeholders (mainly investors). The key
seem to be implementation and enforcement, which should be thoroughly executed.
At this point there is no enforcement’ structure comparable to financial reporting
but sustainability reporting can learn from the enforcement structure of financial
reporting as a starting point. Harmonization of standards will facilitate comparison
of information disclosed, consistent application of standards, reduce costs and thus
help investors to make better informed investment decisions.251

250 Reference as in Camfferman & Zeff 92007) pp. 74: Public Law 107-204, 30 July 2002, 116 Stat. 745. In April
2003 the SEC designated the Financial Accounting Standards Board as that standard-setting body, ‘Securities and
Exchange Commission Reaffirms Status of Pronouncements of the Financial Accounting Standards Board’, SEC
press release 2003-53, 25 April 2003 http://www.sec.gov.

See also, https://books.google.nl/books?id=6bTlBgAAQBAJ&pg=PR5&lpg=PR5&dq=history+of+ifrs
+zeff&source=bl&ots=2vhhbNcl8Q&sig=JA6xClKZGJq5Awtf2i2thGb77PU&hl=nl&sa=X&ei=xMhAVb30J4
HtaOvWgegE&ved=0CEIQ6AEwAw#v=onepage&q=history%20of%20ifrs%20zeff&f=false.

251 See, Camfferman & Zeff (2007) pp. 74 – convergence is important for the protection of investors.
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Lesson 7 – Principles-based framework is the way to go

The IFRS are a financial reporting instrument whose standards are based in
principles and on professional judgments rather than solely based in detailed
rules.252 Developed by the International Accounting Standards Board, these
principles were supported by the International Organization of Securities Commis-
sions and endorsed by the EU. The benefits of the principles-based standards were
explained earlier in the chapter.253 The IFRS’ principles-based nature, openness
and flexibility are the conditions responsible for its large global acceptance as the
mainstream financial reporting tool. These characteristics are responsible for
facilitating the application of these standards in countries with different legal
systems and diverse cultures.254

Looking at the development and use of the IFRS in financial reporting it seems that
principles have worked better than rules. Sustainability reporting is very subjective,
it can be analyzed from very different angles, with different approaches, therefore,
principles are expected to better accommodate these differences and be more
efficient. Besides, it is easier to have a majority agreement in a principles-based
framework than to reach an agreement in endless rules.

However, the rules-based US-GAAP system continues to exist in the US and it is
uncertain for how long it will continue to be used. What one can say is, that it is not
the global preferred accounting system currently used. Its endless rules are not
appealing to the companies and the IFRS is largely preferred globally. As explained
above in lesson 4 “Despite the US influence on the developments of financial
accounting in Europe, and the fact that they did not adopt the IFRS until today, did
not stop the IFRS from becoming the world’s mainstream financial reporting
standard. The success of a framework for sustainability reporting is not necessarily
dependent of the support of the US and of its national sustainability reporting
regulatory developments.”

Lesson 8 – National legislation needs international guidance

On the one hand, national regulatory initiatives have a more embracing reach, able
to regulate all companies irrespective of size, national and international based in a
given country. On the other hand, international legislation through multistakeholder
involvement, such as, engagement, public consultation (following the International
Accounting Standards Board’s example) is, in a globalized world, developed to

252 The distinction of ‘principles-based’ versus ‘rules-based accounting standards was coined by Sec Chairman
Harvey Pitt and Chief Accountant Herdman in four speeches given in February and April 2002 (Camfferman &
Zeff, 2007 pp. 73). As in Camfferman & Zeff (2007) pp. 73: Pitt, H.L.”Remarks at the Winter Bench and Bar
Conference of the Federal Bar Council”, 19 February 2002; and ‘Remarks at the SEC Speaks Conference’,
22 February 2002. Herdman, R.K. “Improving Standard Setting to Advance the Interests of Investors”, 11 April
2002; and “Moving Toward the Globalization of Accounting Standards”, 18 April 2002 , http://www.sec.gov.

253 See above, sections 5 and 8.
254 Trombetta, M. (2008) pp. 457.
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face current and future challenges in a harmonized way. However, international
standards mainly reach to the largest companies. These are likely to be the most
financial capable to respond to regulatory change, as for example, with sustain-
ability reporting, they may already be reporting on environmental, social and
governance impacts. This is still beneficial because the largest companies can
become an example of how to conduct a profitable business in a responsible
way.255 As we have seen with the development of financial reporting standards, the
implementation and enforcement of the IFRS is dependable of national judgments
which are influenced by national and international politics, economics, regulation,
society and culture. Therefore, until a certain degree, inconsistent implementation
and enforcement of the IFRS is expected.

Lesson 9 – Integrated reporting

Investors are the primary audience of financial reports and are also the most
affected by misleading or false non-financial information and lack of transparency
in the market. As the most affected stakeholders of sustainability reporting of listed
companies, investors should also be the primary audience of integrated reports.256

Providing authentic financial and non-financial information in the same report and
in a timely manner would benefit investors the most. Investors would then be
equipped with all relevant information about a company in a single document to
help them to better evaluate how agile a business is when responding to change and
make better informed investment decisions.

The integration of financial and sustainability reporting can bring benefits to the users
of this information and to the reporters. As pointed out in July of 2017 by Gerben
Everts (AFM’s Director) and Mohamed El Harchaoui (AFM’s supervisor of accoun-
tancy organizations) in a column about integrated reporting in the Dutch Corporate
Law magazine “Via integrated reporting, companies can increasingly meet this [non-
financial] information need of the stakeholders and also play an important role in the
transition to a more sustainable business model and a more sustainable economy.”257

International integration and harmonization of financial258 and sustainability report-
ing regulation is required to increase integration of information. Financial and
sustainability integration have the potential to boost efficiency, investment and
growth in the international capital markets but will never give all the answers that
investors need to make more informed investment decisions.259

Even though investors have expressed their concerns about sustainability reporting
and integrated reporting, either directly in surveys or through lack of interest in
reading those reports, there is a growing support among investors for sustainability

255 Moody-Stuart, Responsible Leadership, pp. 72, 2014.
256 The topic of integrated reporting is dealt in further detail in Chapter 4.
257 See, https://www.afm.nl/nl-nl/nieuws/2017/juli/geintegreerde-verslaggeving.
258 See, Jappelli and Pagano, 2013.
259 Integrated reporting is explained further in Chapter 4.
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and more recently, for integrated reporting (Association of Chartered Certified
Accountants, survey June 2013). Investors have also reported to see integrated
reporting as too complex and are not convinced that it will achieve its goals.

The implementation of a uniform set of sustainability and integrated reporting
standards will be an experiment. Finding a balance between the use, auditing,
assurance and enforcement will be a challenge. Only experience through practice
will tell what is the optimal degree of uniformity and internationalization needed,
which bodies should be involved and how influential should national governments
and international organizations be in the future of sustainability and integrated
reporting.

Lesson 10 – Mandatory sustainability assurance

Sustainability assurance is a term to designate the verification of Environmental,
Social and Governance information disclosed in a sustainability or in an integrated
report. Through this process, and similarly to a financial audit, the assurer
organization, such as an accountancy firm, attests the reliability and credibility
of the information disclosed. The studying of financial reporting also showed the
importance of both the accountants’ job and its influence in the development of
financial reporting. Sustainability reporting is multidisciplinary in nature and the
accountants may provide valuable insights for identifying, measuring and mana-
ging Environmental, Social and Governance impacts. An accountant can also
provide external assurance of sustainability and integrated reports. Given the
specialized expertise and experience of accountants, it is likely that sustainability
reporting would benefit from including accountants in the team of professionals
involved with the development of sustainability reporting and the management of
Environmental, Social and Governance impacts. The feedback provided by
accountants when developing sustainability reporting may be helpful for develop-
ing an auditable framework.

The weight of audits in assuring the trustworthiness of financial statements for
investment decisions has been attested by investors and by literature.260 With the
inherent limitations of what sustainability assurance is and how it can be best
carried-out, as we have seen with financial reporting, sustainability assurance is
also meant to increase investors’ trust on the reliability of the information disclosed.
As we saw in section 11 above, in the US, the Sarbanes-Oxley Act introduced the
requirement of attesting the auditors’ report by both the CEO and CFO personally
to confirm that they have reviewed it and that it “does not contain any material
untrue statements or material omission” or any misleading information. This
requirement contributed to a more rigorous financial disclosure to ensure the
highest quality of financial reporting by a given company. The importance of top
management commitment and proactivity has been promoted by the GRI and the

260 Benston et al. (2006).
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IIRC, and should be taken into consideration by the EU in the development of
future regulation in this field.

For accountability to take place mandatory sustainability assurance is most likely
needed. Financial audits carried-out by the Big 4 in the Netherlands has not been
perfect. As reported by AFM’s director Gerben Everts, in June of 2017, “the quality of
statutory audits is still too often insufficient”. After a combined study into both the
introduction of 53 quality-enhancing measures proposed by the accountancy sector
itself and the quality of statutory audits during the financial years 2014 and 2015, it
was concluded that “the promised changes are made too slowly”.261 However,
Gerben Everts recognizes the Big 4’s motivation to change and the sector’s active
initiative to propose measures to improve. 262 In any case, these firms have been
involved in sustainability reporting and assurance since its beginning, their involve-
ment has been promoted and supported both by accounting professional bodies
(among others, the International Auditing and Assurance Standards Board, the
European Federation of Accountants (FEE), the Royal Netherlands Institute of
Chartered Accountants (NBA), Association of Chartered Certified Accountants and
Institute of Chartered Accountants in England and Wales) and by international
sustainability organizations such as, the GRI and the IIRC.263

Very early the Big Four accountancy firms saw a new market developing and a
business opportunity with the possibility of generating great profit. These firms
have had the remarkable capability to adapt their services to current demands.264

Not only focusing in their primary field of expertise, the financial services but
always able to expand their knowledge and services to the state of the art.265 This
ability to adapt to new demands and circumstances has been possible given, among
others, the willingness and skills of the accountants. Accountants have been able to
turn pure financial models into non-financial models, which resulted in specializing
in sustainability services (amongst which are sustainability consulting and assur-
ance).266 In addition, the Big Four have set-up multidisciplinary teams, combining
the expertise of professionals in tax, audit, sector specialists, supply chain and
others to provide a service tailored to the client’s diverse needs.267

According to KPMG (Survey 2013), in 2013 the Big Four accountancy firms were
responsible for 67% of sustainability reports’ assurance, compared with 64% in

261 See, https://www.accountant.nl/artikelen/2017/6/gerben-everts-afm-als-iemand-het-recept-heeft-ontvang-ik-het-graag/.
262 See, https://www.accountant.nl/artikelen/2017/6/gerben-everts-afm-als-iemand-het-recept-heeft-ontvang-ik-het-graag/.
263 See, O’Dwyer, 2011, pp. 1236, footnote 10.
264 E.g. KPMG started providing sustainability services over 20 years ago. See, KPMG International: Survey of

Corporate Responsibility Reporting 2013 (page 19 of executive summary available at http://www.kpmg.com/
Global/en/IssuesAndInsights/ArticlesPublications/corporate-responsibility/Documents/corporate-responsibility-
reporting-survey-2013-exec-summary.pdf).

265 See, O’ Dwyer, B. “The Case of Sustainability Assurance: Constructing a New Assurance Service”, Contemporary
Accounting Research Vol. 28 No.4 (Winter 2011) pp. 1230-1266.

266 See, O’ Dwyer, B. citing Power, 1997, 1999; Free et al. 2009.
267 As Peter Bakker, Chief Executive of the World Business Council for Sustainable Development, once said:

“Accountants will save the world”. See, http://html5.epaperflip.com/?docid=0372ef56-8aa4-41b5-a367-
a5600188bf77#page=2
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2011.268 External assurance is growing amongst the G250 companies, 59% of these
companies invest on external assurance (compared to 46% in 2011), and two thirds
of those companies that invest in assurance choose a major accountancy firm.

In the bigger picture, the history of financial reporting shows that society has taken
away the responsibility for setting accounting standards from the audit profession
(e.g. with the creation of the Financial Accounting Standards Board, change from
the International Accounting Standards Committee to the International Accounting
Standards Board), because it was not seen as sufficiently independent. However,
sustainability reporting would possible benefit from the financial reporting infra-
structure in place, which accommodates the work of the accountancy firms, make
use of their expertise and experience with financial reporting and auditing to further
develop and mainstream the practice of both sustainability reporting and assurance.

268 The KPMG International: Survey of Corporate Responsibility Reporting 2013 is the most recent report available.
The sample includes the Global Fortune 250 as well as the 100 largest companies by revenue in 22 countries and
is available at http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/corporate-responsibility/
Documents/kpmg-survey-of-corporate-responsibility-reporting-2013.pdf
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Chapter 3: How is sustainability reporting
developing in Brazil, Sweden, The
Netherlands, and in the United States?1

1 Sustainability reporting in Brazil

1.1 An overview

Brazil was considered in 2012, the seventh largest economy in the world and the
largest Latin American economy (IMF, 2012; Financial Times 6th of March of
2012).2 In 2016, the political and economic situation changed, Brazil was the ninth
largest economy in world, with a GDP of 1,775 trillion in 2015.3 4 Under
corruption charges, Brazil’s former President Dilma Rousseff was impeached in
August 2016 and the country has been since then in a political crisis and severe
recession. Unemployment in Brazil was in December 2012 of 4,6%, it was then a
record low unemployment.5 In 2016 Brazil’s unemployment rose to 10,9%, from
9% registered in 2015 and 6,5% at the end of 2014.6 In 2015, Brazil had 207,8
million inhabitants7 and, despite dealing with deep social and educational pro-
blems, such as growing financial inequality, poverty,8 crime, unemployment and
lack of access to opportunities, it was until 2015 one of the most successful fast
growing economies in the world. The Brazilian society is changing, there is a
growing middle class and the environmental concern is developing. In the 2016
Global 100 Most Sustainable Corporations in the World index, 2 companies were
Brazilian, compared to only 1 Chinese company and zero companies in India and
South Africa. These results indicate a long path is yet to be run, however, they also
show the Brazilian leadership among emerging countries.9

1 The research which enabled me to write chapter 3 is largely based on desk research and most importantly, on more
than 100 semi-structured interviews conducted in Brazil, Sweden, The Netherlands and in the US, in the period
between 2011 and 2016.

2 See http://www.ft.com/intl/cms/s/0/e23a2b34-678e-11e1-b4a1-00144feabdc0.html.
3 See, http://statisticstimes.com/economy/countries-by-projected-gdp.php.
4 See, http://www.worldbank.org/en/country/brazil.
5 See, Financial Times, February 7, 2013. See http://www.ft.com/intl/cms/s/0/266d9f96-7140-11e2-9056-

00144feab49a.html accessed April 2013.
6 See, http://www.reuters.com/article/brazil-economy-employment-idUSL2N17W0IU.
7 See, http://www.worldbank.org/en/country/brazil.
8 In 2011 Brazil had 8,5%, 16,27 millions of people, of its population living below poverty line. This means that a

great part of the Brazilian population does not have access to certain markets. See, www.g1.globo.com/politica/
noticia/2011/05/brasil-tem-1627-milhoes-de-pessoas-em-situacao-de-extrema-pobreza.html accessed April 2013.
In 2014, that number dropped to 7,4%. See, http://data.worldbank.org/country/brazil.

9 See, http://www.corporateknights.com/magazines/2016-global-100-issue/2016-global-100-results-14533333/.



Part of the context in which sustainability reporting is developing in Brazil is not as
different as in other countries. I will look at the three basic premises in which the
market is built upon: public, Government and companies (corporate sector). Below
in figure 5, I show how the public prioritizes their basic needs and expected value
creation, both from the Government and from companies.

Priority GAP

Public

CompaniesGovernment

Priority Gap

Value: best price, quality, etc.Value: safety, health, etc.

Figure 5: Priority gap between public vs. Government and public vs. companies, in
Brazil.

Brazilian society can be divided by the inequality of wealth.10 However, inequality
between high and very low income classes is still high. (World Bank, 2012)11

Social inequality generates different levels of access to products and consequently
to different markets. The majority of Brazilians does not have access to high-end
products, where biological products for example, are part. What the Brazilian
public demands from the Government and what it demands from companies is very
different. Since their basic needs are to be satisfied, e.g. health, education and
safety, these are the top social priorities for both the public and the Government. On
the other hand, their requirements from the companies result in buying the best
price-quality product. Concern with sustainability exists only in a relatively small
part of the companies, which besides having access to selective markets also show
concerns with the environment and society in general.12 This means that the
alignment between public’ governmental and corporate interests is still a distant

10 According to information released by the world bank, extreme poverty (people living with US$ 1,25 per day)
dropped from 10% in 2004 to 2,2 in 2009. The World Bank stated that between 2001 and 2009, the income
growth rate of the poorest 10% of the population was 7% per year, while that of the richest 10% was 1.7%; and on
climate change, Brazil is part of a voluntary program where it has committed to reduce its greenhouse gas
emissions between 36.1% and 38.9% until 2020.

11 See, http://www.worldbank.org/en/country/brazil/overview.
12 Investment in Socially Responsible Investment funds (SRI) in Brazil exceeded in 2012 R$800 million. (The Value

of ISE, 2012).
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reality. This alignment is much closer in the European society, for example in
Sweden and in the Netherlands.

In this context Brazilian companies’ primary objective is to satisfy the public’s
needs allied with the maximization of profit; the public wants legitimate informa-
tion from both the Government and companies; and the Government wants to
satisfy both the companies and public. If companies see sustainability as an
opportunity to satisfy their clients, maximize their profit and a competitive
advantage, they will commit and interiorize it in their internal policies and strategy.
The Government wants to align public and companies’ intent without losing
support of the public. It has a propensity to respond to the market’s demand. In
the end the public wants to be informed and wants legitimate, accurate, and detailed
information about the Government’s and companies actions and businesses. These
3 stakeholders need each other to be successful, therefore, it is necessary to balance
each other’s responsibilities and demand for results. We should lower our
expectations from the Brazilian public.

In Brazil there is a need of educating society, to provide knowledge and tools to
require specific action from the Government regarding sustainability. In reality this
does not happen. There are interest groups with conflicting interests, which lowers
competitiveness. There is no adequate structure, no monitoring and the law must be
compatible with the reality. The law creates an obligation and it will facilitate the
process but it must be adequate and compatible with the reality. The maximization
of profit is (a matter of survival) an incentive to action and change, which allied
with voluntary tools for sustainability reporting, the cycle could be closed. The
development of legal rules for sustainability reporting must show the added value
for both public and companies, the society as a whole.

1.2 Mandatory sustainability reporting

Below I give an overview of the state of the art of the mandatory requirements of
sustainability reporting in Brazil.

Environmental legislation
There is no single environmental code in Brazil. As a federation of 26 states,
environmental protection is spread in different environmental state regulations and
enforced accordingly. Environmental protection is part of different environmental
regulations, such as, Federal Law No. 6,938/1981, which established the National
Environmental Policy, Federal Law No. 7,735/1989, which created the federal
environmental protection agency (Instituto Nacional do Meio Ambiente e dos
Recursos Naturais Renováveis) (IBAMA) and Federal Law No. 12,651/2012,
which established the new Forest Code. The enforcement of environmental
regulation is carried out by the different states. For example in São Paulo, the
enforcement agency is Companhia Ambiental do Estado de São Paulo (CETESB).
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Also federal agencies such as IBAMA, and Instituto Chico Mendes de Conservação
da Biodiversidade (ICMBio) are responsible for the enforcement of environmental
laws.13

Corporate Governance legislation
As a federative republic, Brazil’s corporate governance legislation is, similarly to
the environmental protection, spread out in different regulations and not in a single
code. Corporate Governance principles are, among others, part of the Brazilian
Civil Code, in the section dedicated to limited liability companies; Law 6.404/76;
Corporations Act; and the Brazilian Securities and Exchange Commission (CVM)’s
rules for listed companies.

Greenhouse Gas (GHG) emissions resolutions
Since 2012, and in accordance with Resolution no. 254/2012/V/I, companies are
required to submit an annual greenhouse gas inventory. For oil and gas, mining and
chemical (among others) sectors resolution no. 64 obliges companies operating
within those sectors to report their GHG emissions for obtaining environmental
licenses in Rio de Janeiro. In addition, resolution no. 65 requires those companies
to present a GHG emissions mitigation plan.

Solid Waste National Policy
In 2010, a new Solid Waste National Policy was issued through the Law no. 12305/
2010, requiring companies dealing with hazardous waste to report a solid waste
management plan disclosing all relevant information.

Brazilian Electricity Regulatory Agency (ANEEL)
For the energy sector, through Despacho 3034/2006 ANEEL requires a specific
sustainability report to all energy utility companies operating in Brazil.

The Central Bank of Brazil (BACEN) and the new Socio-environmental Respon-
sibility Policy (PRSA)
The Central Bank of Brazil (BACEN) is the regulator and supervisor of the
financial institutions in Brazil. It has the mission to ensure a sound and efficient
financial system, which implies fostering sustainable development and consequent
incorporation of Environmental, Social and Governance risks in its strategy and
internal policies. Since 2004 the BACEN has been rethinking its role within
society.14 The BACEN issued on the 13th of June of 2012 a proposal for two
resolutions: a new Socio-environmental Responsibility Policy (PRSA) to set

13 See, http://us.practicallaw.com/2-508-8459#a535866.
14 There are two other voluntary initiatives from the Central Bank of Brazil: the Green Protocol (in Portuguese

“Protocolo Verde”), was signed for the first time in 1995 between public banks and the ministry of the
environment it was a voluntary instrument. A new one was signed in 2008. It is an initiative of the Central Bank of
Brazil, but purely voluntary; and in 2009 the “intentions protocol” (in Portuguese, “protocolo de intensão”), it was
signed by private banks and the ministry of the environment. It was developed by the ministry of the environment
with the public & private banks (Banks’ forum – in Portuguese, “Fórum dos Bancos”) for the environmental
accountability. The Central Bank of Brazil was part of this initiative through a technical cooperation agreement to
conduct research within the banks.
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minimum standards for Brazilian financial institutions to comply with;15 16 and a
socio-environmental report by the largest financial institutions. The hearing closed
on the 11th of September of 2012. Since the 25th of April of 2014, under the Central
Bank of Brazil’s Rule 4327, the largest Brazilian financial institutions are required
to issue a socio-environmental report, and for all the financial institutions to
develop a Socio-environmental Responsibility Policy, to adopt an action plan and
make public their stand on these issues. The BACEN does not specify what needs
to be included in the policy, it does not prescribe how and which framework to use
as it depends on the specific market segment and business strategy of each financial
institution.17 Rule 4327 is a pioneer initiative for the Brazilian largest banks.

Climate change
Brazil hosted the largest environmental conference ever held, the United Nations
Conference on Environment and Development, also known as the Earth Summit.18

The major outcomes of this conference were, among others, the Framework
Convention on Climate Change,19 the Agenda 2120 and the Rio Declaration on
Environment and Development.21 In 2012, once again Brazil hosted the United
Nations Conference on Sustainable Development held in Rio de Janeiro, also known
as the Rio+20 or Rio Earth Summit 2012.22 The main outcome from the Rio +20 was
the document “The Future We Want” renewing the Heads of State’s “commitment
to sustainable development and to ensuring the promotion of an economically,
socially and environmentally sustainable future for our planet and for present and
future generations.”23 Eventually, both events led to the Kyoto Protocol and the Paris
Agreement.

On a Federal level, to meet voluntary commitments to reduce GHG emissions in
Brazil, the Government has emitted Federal Decree No. 7,390/2010, establishing the
creation of Sector Plans (e.g. deforestation, energy) to apply actions, indicators and
targets to reduce GHG emissions and compliance mechanisms. Sector Plans were
established to enable the enforcement of the National Policy on Climate Change (Law
No. 12,187/2009).24 However, lack of enforcement has been the main reason for
preventing the Brazilian GHG emission reduction targets to be met.25

15 Circular no. 3547 regulates a resolution for capital management. The document “circular” is mandatory for
financial and non-financial institutions under the supervision of the Central Bank of Brazil.

16 Hearing no.41/2012.
17 See, See, Brazil Legal Memo – American Bar Association at http://www.americanbar.org/content/dam/aba/

administrative/environment_energy_resources/resources/brazil_legal_memo.authcheckdam.pdf pp. 16.
18 See, http://www.un.org/geninfo/bp/enviro.html.
19 See, the Framework Convention on Climate Change at: https://unfccc.int/resource/docs/convkp/conveng.pdf.
20 See, the Agenda 21 at: http://www.un-documents.net/agenda21.htm.
21 See, the Rio Declaration on Environment and Development at: http://www.unep.org/documents.multilingual/

default.asp?documentid=78&articleid=1163.
22 See, http://www.unep.org/rio20/.
23 See, “The Future We Want” at: https://sustainabledevelopment.un.org/futurewewant.html.
24 See, http://us.practicallaw.com/2-508-8459.
25 See, Brazil Legal Memo –American Bar Association at http://www.americanbar.org/content/dam/aba/administrative/

environment_energy_resources/resources/brazil_legal_memo.authcheckdam.pdf.
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Brazil is a party to the United Nations Framework Convention on Climate Change
and a signatory to the Kyoto Protocol since the 29th of April of 1998, and it has
been a leader when compared to other developing countries.26

The Brazilian President, Michel Temer, signed the Paris Agreement on the 12th of
September of 2016, assuming its commitment to the objectives of keeping global
warming well under 2 degrees comparing to 1990’ levels.27 Brazil has committed to cut
GHG emissions by 37% until 2025 and by 43% until 2030, compared to the levels
registered in 2005.28 The Brazilian commitments have been criticized given the average
reduction of 40% between 2005 and 2012, when reducing 80% of deforestation.29 As
of 9 of September 2016, 27 countries have ratified the Paris Agreement; yet, the
agreement will only be effective 30 days after 55 countries have ratified it.

1.3 Voluntary sustainability reporting

Sustainability reporting in Brazil is in an early stage and the Brazilian stock exchange,
B3, former BM&FBOVESPA has been, through its long-term commitment to ESG
disclosures, such as, the Corporate Sustainability Index and the Carbon Efficient
Index, the primary responsible for the advancements of this agenda.30 The drivers for
sustainability reporting come from the engagement initiatives of Non-Governmental
Organizations and international organizations, such as the Global Reporting Initiative
– Focal Point Brazil, the UN-supported Principles for Responsible Investment,
supported by the growing interest of the largest south American pension fund,
PREVI, CDP (former Carbon Disclosure Project), allied with the self-regulatory
Brazilian Stock Exchange (B3, former BM&F BOVESPA), the Central Bank of
Brazil, the Brazilian Development Bank (BNDES) and the regulator securities and
exchange commission (CVM). However, results from my research’ interviews
showed that the main driver of sustainability reporting in Brazil is the Corporate
Sustainability Index (Índice de Sustentabilidade Empresarial – “ISE”) listing report-
ing requirements. These results are compatible with the results of the US Social
Investment Forum (SIF) Foundation report, 2012.31

26 See, Brazil Legal Memo – American Bar Association at http://www.americanbar.org/content/dam/aba/administrative/
environment_energy_resources/resources/brazil_legal_memo.authcheckdam.pdf.

27 See, http://www1.folha.uol.com.br/mundo/2016/09/1812463-brasil-ratifica-acordo-de-paris-pacto-que-busca-
frear-aquecimento-global.shtml.

28 See, http://www1.folha.uol.com.br/mundo/2016/09/1812463-brasil-ratifica-acordo-de-paris-pacto-que-busca-
frear-aquecimento-global.shtml.

29 See, http://www1.folha.uol.com.br/mundo/2016/09/1812463-brasil-ratifica-acordo-de-paris-pacto-que-busca-
frear-aquecimento-global.shtml.

30 See below, still in section 1.3.
31 “Lessons Learned: The Emerging Markets Disclosure Project”, 2008 – 2012, EMDP, US SIF.

See http://www.unpri.org/viewer/?file=wp-content/uploads/EMDP2012.pdf.
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The Brazilian Securities and Exchange Commission – “Comissão de Valores
Mobiliários (CVM)”
Sustainability reporting is voluntary in Brazil and not yet required by the Brazilian
Securities and Exchange Commission (CVM).32 The topic has been discussed
since 2009, when during the public hearing of Rule 480, of the 7th of December of
2009, the new disclosure requirements for periodical information on risk factors
were discussed. It was then decided that it was not the right moment to add
environmental and social reporting requirements as the Brazilian accounting
standards were converging with the International Financial Reporting Standards
and this change would be effective from December 2010. Besides, the addition of
new environmental and social reporting requirements was seen as an overload of
reporting requirements.

Rule 480 is one of the most important financial reporting regulations for publicly-held
companies in Brazil. Under Rule 480, listed companies are required to file annually a
form “Formulário de Referência”.33 34 In 2011, the Brazilian securities regulator
(CVM) decided to make specific adjustments and update Rule 480. On the 29th of
September of 2011, CVM had a meeting with representatives of the investor relations
departments of a group of listed companies to discuss the existing reporting
requirements. One of the questions raised was the fact that there was no space for
reporting on Environmental and Social policies. Some companies were then using
one of the financial items space (point 7.8) of the reporting form of reference, which is
an annex to Rule 480, to report their Environmental, Social and Governance policies.
Companies questioned the securities regulator with the possibility of including a
specific item to report on environmental and social policy description. There was no
formal proposal from the companies, all questions were raised informally during the
meeting. After these meetings, the regulator studied the possibilities of achieving
what the companies informally proposed. The reporting form of reference is very
comprehensive and the interest for reporting on Environmental and Social policies
was not shared among all the companies present at the meeting with CVM. Some
companies defended that Environmental and Social (E&S) reporting should not be
part of the reporting requirements, specially not the inclusion of a sustainability report
as an attachment to the annual report, as it would become lengthier and bear the risk of
becoming a corporate marketing tool.

The Brazilian capital market regulator’s intention was to include a new reporting
item specific for Environmental and Social information description, not allowing
the attachment of the sustainability report but allowing the inclusion of a web link.
Among others, companies will, in a yes or no answer, inform on whether they

32 In Portuguese, CVM stands for “Comissão de Valores Mobiliários”. See http://www.cvm.gov.br/ingl/indexing.asp.
33 The reference form (in Portuguese, “Formulário de Referência”) is an annex to Rule 480 containing relevant

information to the understanding and evaluation of the company and its securities by investors.
34 The CVM’s reference form is similar to the Form S-1 disclosed by publicly-held companies in the United States.
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report on Environmental and Social, methodology used, framework and principles,
external assurance, and a link with the company’s sustainability report.

On the 15th of March of 2013, the CVM proposed the new draft of Rule 480
with new amendments to corporate disclosure.35 The CVM suggested the require-
ment of information regarding the environmental and social aspects of the
company.36 On the 9th of October of 2014, after the public comment period, and
after analyzing the responses, the regulator approved Rule 552/2014, introducing a
new reference form as an annex to Rule 480.37 As a result of Rule 552/2014,
environmental and social risks are part of items 4.1 and 7.8. Listed companies are
since the 1st of January of 2016 required to describe risk factors that may influence
an investment decision, in particular, if they disclose environmental and social
risks, methodology used, if these information is assured by a third party and to
provide a link to that information.38 However, companies are only required to
report if they disclose environmental and social risks or not. If they do not disclose
this type of information there is no obligation to do so and therefore, there is no
enforcement. This aspirational policy of the Brazilian regulator marks a develop-
ment of sustainability reporting and may be a step towards mandatory sustainability
reporting in Brazil in the future.

The Brazilian financial market regulator (CVM) considers it is difficult to require
non-financial disclosure given the fact that it is not part of its traditional mandate and
the demand from investors and from the market is very modest. Investors are
triggered by results and very few show concerns with the underlying motivation
and explanation of non-financial information. The CVM’s reporting requirements
exist to facilitate corporate financial performance information and to increase
transparency and comparability in the market. If a company provides false or
misleading information to CVM, these companies will be in breach. The conse-
quences for breach are e.g. payment of a fine, warning or disqualification for office.

As part of its legal duties, the regulator can legitimately act under its protective role
and when necessary, propose changes to the law to protect investors and the public
interest.39 The obstacle is the lack of awareness and acknowledgement of the benefits
of non-financial disclosure, and the linkage with the investor’s need of protection. The
CVM’s regulatory initiatives are directly dependent of the market’s needs and
demands. Another challenge, maybe secondary in importance, is the large volume
of financial paper work to comply with the financial disclosure requirements. The
alternative could be the development of new regulation for the disclosure of non-
financial information, triggered by market pressure, and proposed to the legislator. In

35 The formal communication of hearing no. 03/2013 of Rule 480/09 is available at http://www.cvm.gov.br/port/
infos/ed0313sdm%20-%20Comunicado.asp.

36 Deadline to forward suggestions and comments to the draft, to the Superintendent of Market Development, was
on the 14th of May of 2013.

37 See, in Portuguese, http://www.djrlaw.com.br/download/informativos/dez0114.pdf.
38 Sections 4.1 and 7.8, respectively, of the reference form annex to Rule 480.
39 CVM cannot change the law. This is a competence of the Brazilian Legislature, which has the power to pass,

amend and repeal laws to help CVM’s supervisory role to become more effective and to contribute to the
development of the Brazilian securities market.
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this case, the CVM could have a monitoring and enforcement role and it would be
faster to achieve a positive result. The inclusion of a requirement for Environmental
and Social information description represents a step towards integrated reporting, as it
adds to the existent financial reporting framework and under the financial markets
supervisory role of the capital markets regulator.

The stock exchange - B3, the former BM&F BOVESPA40

In Brazil, the stock exchange does not require Environmental, Social and Govern-
ance reporting as a listing requirement. However, it is an important Environmental,
Social and Governance driver, which incentivizes Environmental, Social and
Governance disclosure among the listed companies. Since 2012, B3, the former
BM&FBOVESPA recommends listed companies through a voluntary41 “report or
explain” approach, to report on the regulator’s (CVM) reference form (item 7.8
which refers to the relevant corporate long-term relationships/ additional relevant
information, not mentioned in any other item of the reference form), about the
existence of a sustainability or integrated report, the access link, and in the case of
no report, to explain why the company does not have one.42 43 The “report or
explain” approach of the stock exchange aims to facilitate an easy access to these
information by the investors and all other interested stakeholders. It also allows a
progressive corporate participation to sustainability reporting.44 In addition to the
“report or explain” recommendation, B3, former BM&FBOVESPA, offered in
2012, two workshops (in a partnership with the Global Reporting Initiative) to aid
companies with their sustainability reporting journey.

In 2012, B3, former BM&FBOVESPA, reported 45,31% of listed companies
responded to their recommendation of “report or explain”. In 2013, the adhering
percentage grew to 66,29%. In 2014 the growth was more modest, 71,17% of listed
companies reported or explained why they did not. In 2015 there were two novelties,
(1) given the integrated reporting global developments, and in support of the
International Integrated Reporting Council’s integrated reporting, the initiative of
“report or explain for the sustainability report or similar” changed the name to “report
or explain for the sustainability or integrated report”; (2) B3, former BM&FBOVE-
SPA, also asked companies to report the reasons why they did not publish sustain-
ability related information. The percentage of engaging companies grew very little to

40 B3 S.A. – Brasil, Bolsa, Balcão was established in March 2017 when the securities, commodities and futures
exchange activities of BM&FBOVESPA were combined with the activities of Cetip, a provider of financial
services for the organized OTC market. Amongst B3’s services, are exchange trading, clearing and other post-
trade services to registration of over-the-counter (OTC) transactions and of vehicle and real estate loans. More
information is available at: http://ir.bmfbovespa.com.br/static/enu/perfil-historico.asp?idioma=enu.

41 B3, former BM&FBOVESPA, opted for a voluntary approach, following the stock exchange’s previous success
with the highest level of corporate governance, the “Novo Mercado”, launched in 2000.

42 See in Portuguese, http://www.bmfbovespa.com.br/pt_br/institucional/sustentabilidade/nas-empresas/relate-ou-
explique/.

43 The idea behind the B3, former BM&FBOVESPA’s requirement to include the sustainability information in the
CVM’s reference form is to not create an additional document to be filled-in by the companies, and to avoid
additional reporting burden. See in Portuguese, http://www.bmfbovespa.com.br/pt_br/institucional/sustentabilidade/
nas-empresas/relate-ou-explique/.

44 See in Portuguese, http://www.bmfbovespa.com.br/pt_br/institucional/sustentabilidade/nas-empresas/relate-ou-
explique/.
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71,65%. In this year B3, former BM&FBOVESPA, published the most used reporting
methodologies and the report’s name as given by the companies.45

Given the CVM’s initiative of recommending environmental and social disclosure
(including methodology used, third-party assurance and access link) from listed
companies starting in 2016 (item 7.8), 2015 was the last year in which B3, former
BM&FBOVESPA, recommended “report or explain”. Companies as of 2016 will
deal directly with the regulator and the stock exchange will only gather and disclose
the information as reported to the regulator.

The B3, former BM&FBOVESPA, has two responsible investment indices, the
Corporate Sustainability Index (Índice de Sustentabilidade Empresarial – “ISE”) and
the Carbon Efficient Index (Índice Carbono Eficiente – “ICO2”).46 For corporate
governance, the B3, former BM&FBOVESPA, has created four listing voluntary
corporate governance levels, with different levels of demand. From the lowest to the
highest, these are: “Bovespa Mais”, Level 1 (“Nível 1”), Level 2 (“Nível 2”) and the
corporate governance index (“Novo Mercado”), with specific rules corporate govern-
ance disclosure requirements in addition to the legal requirements.47 Non-compliance
with the B3, former BM&FBOVESPA, listing requirements involves the application
of penalties by B3, former BM&FBOVESPA.48

The ISE was launched in December 2005, at the International Finance Corporation
(IFC) International Conference on Sustainable Finance in Emerging Markets, in
São Paulo, and it was the world’s fourth sustainability index and the first one in
Latin America.49 50 ISE encourages companies to adopting corporate sustainability
practices and supports investors in making sustainable and responsible investment
decisions (The Value of ISE, 2012). The methodology followed was developed by
the Center for Sustainability Studies (CES) of the Brazilian university Fundação
Getúlio Vargas (referred to as GVces). Differently from other indices, ISE does not
have an exclusion list and follows a positive screening premise with no restrictions.
It provides a comparative analysis of the Environmental, Social and Governance
performance of listed companies.51 There is a basic condition to join ISE, a
company must issue one of the 200 most liquid stocks listed on B3, former BM&F
BOVESPA. From 2017 onwards, there will be an additional condition to join ISE,
companies must agree to publish their answers to the ISE’s questionnaire. ISE’s

45 See in Portuguese, file:///C:/Users/aca310/AppData/Local/Temp/Anexo-4-Release-Relate-ou-Explique-2015.pdf.
46 See chapter 5, about sustainability ratings.
47 See, Brazil Legal Memo – American Bar Association at http://www.americanbar.org/content/dam/aba/administrative/

environment_energy_resources/resources/brazil_legal_memo.authcheckdam.pdf pp. 16.
48 See, http://uk.practicallaw.com/2-502-1925?service=crossborder#a77513.
49 ISE followed the examples of Dow Jones Sustainability Index (DJSI), the first sustainability index created in 1999

at the New York Stock Exchange, the FTSE4Good at the London Stock Exchange, and the JSE, in Johannesburg,
South Africa created in 2003.

50 IFC is a member of the World Bank Group and largest global development institution. It focuses exclusively on
the private sector in developing countries. See, IFC, Home, http://www1.ifc.org/wps/wcm/connect/corp_ext_
content/ifc_external_corporate_site/about+ifc.

51 See, Brazil Legal Memo – American Bar Association at http://www.americanbar.org/content/dam/aba/administrative/
environment_energy_resources/resources/brazil_legal_memo.authcheckdam.pdf pp. 8.
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portfolio comprises a limited number of 40 companies, and the portfolio is effective
from January to December of each year.52

The ICO2 was jointly developed by B3, former BM&FBOVESPA, and the
Brazilian Development Bank (Banco Nacional do Desenvolvimento Econômico e
Social – “BNDES”) to support the low carbon economy and climate change.53 The
companies part of ICO2, are also part of the IBrX-50 index, which consists of the
50 most liquid securities of B3, former BM&FBOVESPA, have joined ICO2 and
are voluntarily transparent about their GHG emissions.54 There are no changes to
ICO2 since it was launched in 2010.

Brazilian Steering Committee for Information Disclosure to the Market (CODIM)
On the voluntary front the Brazilian Steering Committee for Information Disclosure
to the Market (CODIM) issued two pronouncements, no. 13 and no. 14 from 2012,
recommending the disclosure of Environmental, Social and Governance informa-
tion in addition to financial information in the annual report. CODIM also advises
the use of reporting tools as the Global Reporting Initiative guidelines, International
Integrated Reporting Council and B3, former BM&F BOVESPA, sustainability
indices, in combination with external assurance.

Corporate Governance
There are two important voluntary corporate governance codes issued by two
influential organizations in the area of corporate governance in Brazil: i) the Code
of Good Corporate Governance and Practices for Publicly-Held Companies (the
“ABRASCA Code”) issued by the Brazilian Association of Public-Held Compa-
nies (Associação Brasileira das Companhias Abertas – “ABRASCA”. The
ABRASCA code, on an “apply or explain” basis, establishes principles, rules
and recommendations to improve corporate governance practices by listed com-
panies;55 ii) the Code of best Practices for Corporate Governance issued by the
Brazilian Institute for Corporate Governance (Instituto Brasileiro de Governança
Corporativa “IBGC”).56 57 58 The IBGC code is voluntary for private and listed

52 “The total invested in SRI funds in Brazil already exceeds R$800 million. After the ISE was created, there was a
68% growth in net worth. In addition to referenced funds, investments can be made in Exchange Traded Funds
(ETFs) tied to the ISE. The ETF is an investment fund that seeks to replicate the performance of stock market
indices and allows investors to hold equity interests in different companies and market segments, without the need
to manage and follow up on them individually. The ISE’s ETF has accrued a net worth of R$10,852,094.69 (as of
November 2012) since it was first launched in October 2011.” (The Value of ISE, 2012).

53 See, http://www.bmfbovespa.com.br/pt_br/produtos/indices/indices-de-sustentabilidade/indice-carbono-eficiente-
ico2-1.htm.

54 See, Brazil Legal Memo –American Bar Association at http://www.americanbar.org/content/dam/aba/administrative/
environment_energy_resources/resources/brazil_legal_memo.authcheckdam.pdf pp. 8.

55 In 2015, around 100 listed companies were affiliated with ABRASCA and adopted its recommendations. See, pp. 21
Brazil Legal Memo – American Bar Association at http://www.americanbar.org/content/dam/aba/administrative/
environment_energy_resources/resources/brazil_legal_memo.authcheckdam.pdf.

56 See, the Brazilian Institute for Corporate Governance (IBGC)’s Code of best Practices for Corporate Governance,
fifth edition, at: http://www.ibgc.org.br/userfiles/2014/files/CMPGEN.pdf.

57 See, http://www.ecgi.org/codes/documents/ibcg_sep2009_en.pdf.
58 The Brazilian Institute for Corporate Governance (IBGC) is a not-for-profit organization founded in 1995, pivotal

in the introduction and development of corporate governance concept in Brazil. IBGC’s code is currently in its
fifth edition. See, http://www.ibgc.org.br/index.php/en.
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companies, and non-compliance does not involve the application of penalties. It is
considered to be the most comprehensive corporate governance code in Brazil.59 In
addition, CVM has also issued the CVM Guidelines on corporate governance
practices by listed companies.60

On the 16th of November 2016, a working group of organizations including the
IBGC, B3, former BM&FBOVESPA, and AMEC launched the first Brazilian
corporate governance code. This code will applies to listed companies on a
“comply or explain” basis and includes reference to ESG issues as part of the
risks to be considered and reported on by Brazilian companies (item 4.5 of the
code).61 62 The CVM is the monitoring organization.

The Brazilian Financial and Capital Markets Association (Associação Brasileira
das Entidades dos Mercados Financeiro e de Capitais – ANBIMA)
The Brazilian Financial and Capital Markets Association (ANBIMA) has published
the Regulation and Best Practices Code for Affiliated Activities (the ANBIMA
Code) self-regulatory instrument that applies to the affiliated members in the
registration process of public offerings in light of agreements entered by ANBIMA
with public entities, including the CVM. The ANBIMA Code, requires in a public
offering process the disclosure of, among others, information (i) about the issuer’s
adhesion or non-adhesion, to international environmental protection standards,
including specific reference to the adhesion instrument or document; (ii) the
issuer’s policies on social responsibility, sponsorship and promotion of cultural
events, as well as the main projects developed in these areas or in which it
participates; and (iii) detailed description of the corporate governance practices
recommended by the Brazilian Institute for Corporate Governance (IBGC).63 64

Brazilian relevant Corporate Social Responsibility platforms, information provi-
ders and relevant events
Amongst the most relevant organizations representing the Brazilian industry and
providing, among others, sustainability related information are i) the Brazilian
Institute of Social and Economic Analyses (Ibase), founded in 1981 by the
sociologist Mr. Herbert de Souza. This organization looked at social and environ-
mental performance of Brazilian companies; ii) later, in 1992 Brazil hosted the
United Nations (UN) Conference Rio 92, and also in the nineties important
organizations were established in Brazil. E.g. Greenpeace and the Ecological

59 See, http://uk.practicallaw.com/2-502-1925?service=crossborder#a77513.
60 See, http://www.lexology.com/library/detail.aspx?g=6400406c-62db-45fe-b444-3e01ccc1236e.
61 See, http://www.fiduciaryduty21.org/brazil.html.
62 See, the Brazilian Corporate Governance Code is available, in Portuguese, at: http://www.ibgc.org.br/index.php/

noticias/19843/GT-Interagentes-lanca-Codigo-Brasileiro-de-Governanca-Corporativa-Companhias-Abertas.
63 See, above regarding voluntary corporate governance in Brazil.
64 Information retrieved from: Brazil Legal Memo – American Bar Association at http://www.americanbar.org/

content/dam/aba/administrative/environment_energy_resources/resources/brazil_legal_memo.authcheckdam.pdf
pp. 7.
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Research Institute; iii) between 1997 and 1998 Ibase launched a model for social
audit. Back then, there was no similar social reporting initiative in Brazil; iv) In the
nineties, a group of executives and entrepreneurs developed the Ethos institute, an
organization with a focus on governance and Corporate Social Responsibility. In
2000 the Ethos Institute launched the Ethos Indicators and in the same year v) B3,
former BM&F BOVESPA, the Brazilian stock exchange launched “Novo Mer-
cado” index, a corporate governance ranking index; vi) Global Reporting Initiative
first focal point was established in São Paulo, Brazil in 2007 and has been since
then developing networks and engaging with the different sustainability reporting
stakeholders in Brazil to promote sustainability reporting among different stake-
holder groups and sectors.

1.3.1 Integrated reporting

Integrated reporting in Brazil is in an early stage. The integrated reporting concept
is growing in popularity amongst Brazilian listed companies. The growing discus-
sion and interest about integrated thinking have contributed to the development of
the Brazilian Committee for Integrated Reporting in Brazil (Comissão Brasileira de
Acompanhamento do Relato Integrado – CBARI) led by the Brazilian Develop-
ment Bank (BNDES).65 The CBARI aims at informing the Brazilian market of the
International Integrated Reporting Council’s latest initiatives, to promote integrated
thinking and to avoid anticipated rejection.66 The development of CBARI
benefitted from the support of Prof. Nelson Carvalho67 (part of the International
Integrated Reporting Council) who incentivized BNDES to facilitate and organize
this Committee and the support of Ms. Vânia Borgeth (BNDES).68 More than 200
members, representing more than 90 different organizations, compose the CBARI.
Among others, academia, corporate sector, consultancies and institutions as the
Brazilian Association of Public Companies Abrasca,69 the Brazilian Banks
Federation (FEBRABAN) and the National Association of Executives in Finance,
Administration and Accounting (Anefac).7071 Twelve Brazilian companies have
participated in the International Integrated Reporting Council Pilot Programme
Business Network as of 2013: AES Brazil, BNDES, BRF S.A, CCR S.A, CPFL
Energia, Fibria Cellulose S.A, Grupo Segurador Banco Do Brasil E Mapfre, Itau
Unibanco, Natura, Petrobras S.A, Via Gutenberg and Votorantim Industrial.72

65 See, CBARI’s website at: http://www.relatointegradobrasil.com.br/conteudo_pt.asp?idioma=0&
conta=28&tipo=55183.

66 See, Sandra Guerra, (IBGC’s President, also interviewed for this research) http://www.revistari.com.br/188/896-
897.

67 The research about the integrated reporting developments in Brazil benefitted greatly from Prof. Nelson
Carvalho’s (Professor at FEA-USP) insights in an interview given in São Paulo.

68 Ms. Vânia Borgeth (BNDES), also interviewed for this research, was an important facilitator of the organization
of the Brazilian Committee.

69 See, in Portuguese, http://www.abrasca.org.br/.
70 See, https://ssl.anefac.com.br/ANEFAC_Ing.aspx.
71 See, Isabella Abreu at: http://www.revistari.com.br/188/896-897.
72 See, http://integratedreporting.org/wp-content/uploads/2013/11/IIRC-Pilot-Programme-Business-Network-

backgrounder-October-2013.pdf.
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Similarly to the introduction and dissemination of corporate governance best
practices in Brazil, given the innovative integrated thinking and the novelty of
the concept, integrated reporting has been much questioned. However, Brazilian
companies seem more welcoming of the concept of integrated reporting then when
corporate governance was introduced (Sandra Guerra, Brazilian Institute for
Corporate Governance – IBGC).73 In the last decade, the Brazilian corporate
sector has shown a growing concern about environmental and social practices,
which opened the way to the introduction of the new integrated thinking. The initial
resistance to corporate governance is allegedly associated to the often connection of
corporate governance with organizational power (Sandra Guerra, Brazilian Institute
for Corporate Governance – IBGC).74

1.3.2 Assurance

In Brazil, assurance of sustainability reports is voluntary. Sustainability reports
voluntarily published by Brazilian companies are not required to be externally
assured. These reports disclose information in accordance with international
frameworks such as the CDP (former Carbon Disclosure Project), the Global
Reporting Initiative, the International Integrated Reporting Council and the UN
Global Compact. However, companies may choose to have their sustainability
reports externally assured (e.g. by the Big Four accountancy firms).

Environmental auditing is also not mandatory by any federal or state law in Brazil.
Still, there are Resolutions 306/200275 and 381/200676 (enacted by the National
Environmental Council (CONAMA),77 the deliberative council connected to the
Brazilian Institute of Environment and Renewable Natural Resources (IBAMA),78

which require a mandatory audit for the oil and gas industry sectors.79

2 Sustainability reporting in Sweden

2.1 An overview

In 2015 Sweden had a GDP of 492,6 million USD, 9,8 million of inhabitants and an
unemployment rate of 7,4%.80 81 It is in 2016, the 22nd largest economy in the

73 See, Sandra Guerra, (IBGC’s President, also interviewed for this research) http://www.revistari.com.br/188/896-897.
74 See, Sandra Guerra, (IBGC’s President, also interviewed for this research) http://www.revistari.com.br/188/896-897.
75 See, Resolution 306/2002, available in Portuguese, at: http://www.mma.gov.br/port/conama/legiabre.cfm?codlegi=306.
76 See, Resolution 381/2006, available in Portuguese, at: http://www.mma.gov.br/port/conama/legislacao/CONAMA_

RES_CONS_2006_381.pdf.
77 See, http://www.mma.gov.br/port/conama/.
78 See, http://www.ibama.gov.br/.
79 See, Brazil Legal Memo –American Bar Association at http://www.americanbar.org/content/dam/aba/administrative/

environment_energy_resources/resources/brazil_legal_memo.authcheckdam.pdf pp. 17 and 18.
80 See, http://data.worldbank.org/country/sweden and http://www.worldbank.org/en/country/sweden.
81 See, http://ec.europa.eu/eurostat/statistics-explained/index.php/File:Table_2_Unemployment_rate,_2004-2015_

(%25).png.
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world.82 Sweden has been referred to as a leader in sustainable practices and as a
pioneer in environmental policy.83 According to Robeco’s study, Sweden was
considered in 2015 “the most sustainable country in the world”84 In the 2016
Global 100 Most Sustainable Corporations in the World index, 4 companies were
Swedish.85 Sweden is amongst the most innovative OECD countries in environ-
ment-related technology. It has introduced a carbon tax in 1991, being the first
country in the world implementing such measure.86 Between 1990 and 2006,
Sweden cut its carbon emissions by 9%, exceeding the target set by the Kyoto
Protocol while registering 44% of economic growth.87 It was one of the first
countries to understand and show that “green is not only compatible with growth;
green is a source of growth.”88 89 For example, in 2005 the Swedish green sector
registered a total turnover of £20bn and employed 90,000 people.90 In the region of
Östergötland, in particular in Norrköping, there are more than 500 green compa-
nies, worth around £830m in revenues and accounting for 10% of Sweden’s total
exports.91 Since 1993, local politicians have been leaders in green issues and since
then political orientation has not stepped in between, giving the time necessary to
build the green processes over the years.92 The Swedish reuse, recycle or use for
energy and heat, 99% of their waste and only 1% end up in a landfill.93 The
Swedish Government aims at having 100% of renewable sources of energy
production and to ensure the long-term sustainable and secure energy supply.94

Sweden has the EU’s highest proportion of renewable energy in its energy use,
which is over 43%. For electricity, the country relies on hydroelectric and nuclear
power.95

2.2 Mandatory sustainability reporting96

The Swedish Environmental Code
In 1999, the Swedish Environmental Code (Miljöbalken, 1998:808) amending the
Annual Accounts Act companies (Årsredovisningslagen, 1995:1554) imposed for

82 See, http://statisticstimes.com/economy/countries-by-projected-gdp.php.
83 E.g. the principle of putting a price on environmentally harmful activities.
84 Measuring Country Intangibles, Robecosam’s Country Sustainability Ranking, June 2015. Available at: http://

www.robecosam.com/images/Country-Sustainability-Paper-en.pdf.
85 See, http://www.corporateknights.com/magazines/2016-global-100-issue/2016-global-100-results-14533333/.
86 See, http://www.oecd.org/about/secretary-general/business-sweden-economic-forum.htm.
87 See, https://www.theguardian.com/business/2008/jul/25/greenbusiness.climatechange.
88 Remarks by Angel Gurría, OECD Secretary-General, delivered at the Opening of Business Sweden Economic

Forum, “Strengthening Competitiveness and Building a Green Economy”. See, http://www.oecd.org/about/
secretary-general/business-sweden-economic-forum.htm.

89 “There will be no belief in green industries without the belief that you can make money out of it”, “This, not
concern for the environment, is the biggest motivator for change.” says Mats Eklund, professor of environmental
technology at the University of Linköping. See, footnote 509, supra.

90 See, https://www.theguardian.com/business/2008/jul/25/greenbusiness.climatechange.
91 See, https://www.theguardian.com/business/2008/jul/25/greenbusiness.climatechange.
92 See, https://www.theguardian.com/business/2008/jul/25/greenbusiness.climatechange.
93 See, http://www.bdlive.co.za/opinion/2015/05/12/clean-green-sweden-offers-sa-a-hand.
94 See, http://www.bdlive.co.za/opinion/2015/05/12/clean-green-sweden-offers-sa-a-hand.
95 See, http://www.bdlive.co.za/opinion/2015/05/12/clean-green-sweden-offers-sa-a-hand and see also, https://www.

theguardian.com/business/2008/jul/25/greenbusiness.climatechange.
96 See, pages 58 & 59 of Chapter 1.

Chapter 3 137



the first time in Sweden, an obligation to include a brief disclosure of environ-
mental and social information in the Board of Directors’ Report section of the
annual report (Nyquist, 2003).97 In parallel to the Environmental Code, in 1998 the
Swedish Accounting Standards Board (Bokföringsnaämnden, BFN) issued a
statement “Guidelines on environmental information in the Directors’ Report
section of the Annual Report” to improve the financial information related to the
environmental impact of the companies.98 Companies were therefore, required to
start reporting on whether the impacts have direct or indirect impact on their
financial performance.99

The Swedish Corporate Governance Code
Sweden has a Corporate Governance code since the 1st of July of 2005, revised in
2008, 2010 and last revised in 2015.100 101 This code sets the guidelines to good
corporate governance to be applied by listed companies on a “comply or explain”
basis.102 Since the 1st of July of 2008 the Swedish Corporate Governance Code is
applicable to all Swedish companies listed at the NASDAQ OMX Stockholm and
NGM Equity. The management and administration of the Swedish Corporate
Governance code is the responsibility of the Swedish Corporate Governance
Board,103 which promotes good governance of listed companies.104 Listed com-
panies are required, under the Annual Reports Act and the Corporate Governance
code, to publish a corporate governance report and make it publicly available.105 In
accordance with the EU Directive 2006/46/EC, listed companies are required to
prepare a corporate governance statement containing i) a reference to the corporate
governance code that the undertaking has voluntarily applied; ii) reasons for any

97 Siv Nyquist, (2003) "Environmental information in annual reports: a survey of Swedish accountants", Managerial
Auditing Journal, Vol. 18 Iss: 8, pp.682 – 691. Available at: http://www.emeraldinsight.com/doi/full/10.1108/
02686900310495935.

98 Siv Nyquist, (2003) "Environmental information in annual reports: a survey of Swedish accountants", Managerial
Auditing Journal, Vol. 18 Iss: 8, pp.682 – 691. Available at: http://www.emeraldinsight.com/doi/full/10.1108/
02686900310495935 and, Nyquist (2003) citing Bokföringsnämnden (BFN) (1998), Miljöinformation I Förvalt-
ningsberättelsen, BFN U, Vol. 98, No. 2, Stockholm; and , Proposition 1996/97:167, (1996), Miljöredovisning och
miljöinformation i näringslivet, (Government’s Bill), Riksdagens tryckeriexpedition, Stockholm. Vol. 167, p. 13).

99 See, http://iri.hks.harvard.edu/csr.
100 See the Swedish Corporate Governance Code in English at: http://www.ecgi.org/codes/documents/svenskkodbo-

lagsstyrn_eng_2015_151124.pdf.
101 The Swedish’ principles of corporate governance were developed in line with the OECD Guidelines on Corporate

Governance of State-Owned Enterprises. The OECD guidelines are available at: www.oecd.org/dataoecd/46/51/
34803211.pdf. See also, pp. 33 http://www.government.se/contentassets/0126b664c843479d8696d1be546fe4b6/
annual-report-state-owned-companies-2014.

102 See, Sweden legal memo (ABA), pp. 2. Available at: http://www.americanbar.org/content/dam/aba/administrative/
environment_energy_resources/resources/sweden_legal_memo.authcheckdam.pdf.

103 Swedish Corporate Governance Board is one of the three boards composing the Association for Generally
Accepted Principles in the Securities Market. The Association for Generally Accepted Principles in the Securities
Market is an association with responsibility for monitoring self-regulation of private sector companies on the
Swedish securities market; it is not a government regulator. See, Sweden legal memo (ABA), pp. 2. Available at:
http://www.americanbar.org/content/dam/aba/administrative/environment_energy_resources/resources/sweden_
legal_memo.authcheckdam.pdf.

104 See, Sweden legal memo (ABA), pp.2. Available at: http://www.americanbar.org/content/dam/aba/administrative/
environment_energy_resources/resources/sweden_legal_memo.authcheckdam.pdf.

105 The corporate governance report shall be published at the latest by 31 March. This is, at the same time as the
annual report and as the sustainability report. See, pp.4 of the Guidelines for External Reporting by State-Owned
Companies, available at: http://www.regeringen.se/contentassets/601a30d9e8d941d8b7d9e94b484bdac6/guidelines-
for-external-reporting-by-state-owned-companies.
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departure from this code; and iii) a description of the undertaking’s internal control
and risk management systems as they pertain to the financial reporting process. The
auditor should only attest that the corporate governance report has been pre-
pared.106

State Owned Companies
The Swedish state-owned companies are subject to the same laws as privately-
owned companies, e.g. the Companies Act (2005:551) ABL, the Bookkeeping Act
(1999: 1078) BFL, The Annual Reports Act, (1995:1554) ÅRL and the Securities
Market Act (2007:528).107 Since the 29th of November of 2007, in its role of active
and responsible owner, the Swedish Government’ issued the “Government’s
guidelines for external reporting”, requiring 55 state-owned companies to publish
a sustainability report on a ‘comply or explain’ basis (Ministry of Enterprise,
Energy and Communications, 2007) according to the international sustainability
reporting guidelines from the Global Reporting Initiative.108 The guidelines for
external reporting by state-owned companies complement the Swedish accounting
legislation and generally accepted accounting principles.109 State-owned compa-
nies are required to publish the sustainability report together with the annual report
(in the Director’s report section of the Annual report), either in separate or
integrated with the annual report, independently certified and quality assured.110

The Swedish Government’s policy is aligned with the OECD’s Guidelines on
Corporate Governance of State-Owned Enterprises and with the UN Guiding
Principles on Business and Human Rights. It shows commitment to sustainability
in order to achieve the goal of creating social value in the long term, setting an
example to other countries.111

In compliance with the sustainability report requirements, in May 2009, KPMG
Sweden conducted a desktop study of the implementation of the guidelines. The
result was positive - 82% of the state-owned companies presented a sustainability
report and the majority of the sustainability reports complied with the Global
Reporting Initiative application level C. 81% of the sustainability reports had also
been subjected to external assurance.

106 See, http://eur-lex.europa.eu/legal-content/en/ALL/?uri=CELEX:32006L0046&qid=1467884614868 and http://www.
fee.be/images/publications/Corporate_Reporting/FEE_position_paper_EU_NFI_Directive_final.pdf pp. 6.

107 See, pp. 5 http://www.regeringen.se/contentassets/601a30d9e8d941d8b7d9e94b484bdac6/guidelines-for-
external-reporting-by-state-owned-companies.

108 See, http://www.regeringen.se/contentassets/601a30d9e8d941d8b7d9e94b484bdac6/guidelines-for-external-
reporting-by-state-owned-companies and http://www.government.se/government-policy/state-owned-enterprises/
goals-for-state-owned-companies/.

109 See, The guidelines for external reporting by state-owned companies, pp. 1, available at: http://www.regeringen.
se/contentassets/601a30d9e8d941d8b7d9e94b484bdac6/guidelines-for-external-reporting-by-state-owned-
companies.

110 See, http://www.government.se/contentassets/0126b664c843479d8696d1be546fe4b6/annual-report-state-owned-
companies-2014 pp. 32.

111 See, https://www.kpmg.com/PT/pt/IssuesAndInsights/Documents/corporate-responsibility2011.pdf , pp. 15.
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European Union
The Modernization Directive
In 2005 the Annual Accounts Act (Årsredovisningslagen) was updated implement-
ing the Accounting Modernization Directive (2003/51/EC) in the Swedish legisla-
tion and certain companies have to include non-financial information in the Board
of Directors’ Report section of the annual report.112

Credit Institutions
On the 23rd of June of 2013, the EU adopted a Directive (2013/36/EU) on access to
the activity of credit institutions and the prudential supervision of credit institutions
and investment firms (the Capital Requirements Directive, “CRD IV”) and the
Capital Requirements Regulation (575/2013) (CRR), on prudential requirements
for credit institutions and investment firms, which is directly applicable to
companies within the EU.113 It requires banks and other financial institutions to
publish certain basic information including, turnover and public subsidies received
on a country-by-country basis for each country in which the institution has a
subsidiary or branch. This information must be audited and published as an annex
to the annual report.114 This Directive was transposed into Swedish law in August
2014.

The Accounting and Transparency Directives
From the financial year 2016, under the Accounting Directive (2013/34/EU)
adopted in June 2013 in the EU and under the Transparency Directive (2004/
109/EC), certain undertakings operating in oil, gas, mineral and mining industries
and other active in the logging of primary forests must report payments exceeding
€100,000 EURO to governmental authorities in a special report adjacent to the
annual report.115 116

112 For financial reporting in Sweden, listed companies have been required to apply the Swedish financial reporting
recommendations based on IASC standards, and from 2005, have been required to report based on the standards
published by the IASB. See, PwC (2013) A benchmark study of Swedish Large Cap companies’ reporting 2011.
Retrieved from https://www.pwc.se/sv/bolagsstyrning/assets/a-benchmark-study-of-swedish-large-cap-companies-
reporting-2013.pdf.

113 This Directive entered in force on 1 January 2014. The Directive is available at: http://eur-lex.europa.eu/
LexUriServ/LexUriServ.do?uri=OJ:L:2013:176:0338:0436:En:PDF. The Regulation is available at: http://eur-lex.
europa.eu/legal-content/en/TXT/?uri=celex%3A32013R0575.

114 See, Sweden legal memo pp. 11 and 12. Available at: http://www.americanbar.org/content/dam/aba/administrative/
environment_energy_resources/resources/sweden_legal_memo.authcheckdam.pdf.

115 The Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013 on the annual financial
statements, consolidated financial statements and related reports of certain types of undertakings, amending
Directive 2006/43/EC of the European Parliament and of the Council and repealing Council Directives 78/660/
EEC and 83/349/EEC Text with EEA relevance, is available at: http://eur-lex.europa.eu/legal-content/EN/ALL/?
uri=celex%3A32013L0034.

116 The Directive 2004/109/EC Of The European Parliament And Of The Council of 15 December 2004 on the
harmonisation of transparency requirements in relation to information about issuers whose securities are admitted
to trading on a regulated market and amending Directive 2001/34/EC is available at: http://eur-lex.europa.eu/
LexUriServ/LexUriServ.do?uri=OJ:L:2004:390:0038:0057:EN:PDF.
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The 2014 EU Non-Financial Reporting Directive
As an EU member state, Sweden was required to transpose the 2014 EU Non-
Financial Reporting Directive to national law until December 2016.117 This
Directive, adopted in November 2014, amends the Accounting Directive (2013/
34/EU) adopted in 2013, and applies for the financial year of 2017. A memor-
andum published in January 2015 by the Swedish Ministry of Justice, explains that
this Directive affects a wider number of Swedish companies than is required by the
Directive, including large companies and public interest entities. The companies
and public interest entities (including insurance companies and credit institutions),
operating in the EU have to meet the Directive’s criteria, which include having
more than 500 employees, a turnover of at least SEK 350 million and total assets of
at least SEK 175 million. The Ministry of Justice estimates that the directive affects
around 2,000 Swedish companies. The first reports are expected to be published in
2018 referring to financial year of 2017.

2.3 Voluntary sustainability reporting

Although sustainability reporting in Sweden has a mandatory approach, given the
national Government requirements for state-owned companies and the European
Commission’s sustainability reporting requirements, the Swedish largest companies
go beyond what is legally required by the EU in their sustainability disclosures
using different international guidelines. Among others, companies often report
following guidelines and principles such as, the CDP (former Carbon Disclosure
Project), the Global Reporting Initiative, the International Integrated Reporting
Council, the UN Global Compact, the UN’s guiding principles on business and
human rights, the UN-backed Principles for Responsible Investment and the
OECD’s guidelines for multinational enterprises.118 119 In Sweden over 90% of
the companies refers to the Global Reporting Initiative guidelines.120

On a national level, Sweden has been encouraging the corporate sector through
developing sustainability initiatives and creating organizations specialized in
providing sustainability information and advice, as the following.

Stockholm Stock Exchange
The Stockholm Stock Exchange encourages and supports Environmental, Social
and Governance disclosure of its listed companies, however, Environmental, Social

117 The EU non-financial reporting requirements are explained in more detail in Chapter 1, Section 8.
118 See, pp. 34 http://www.government.se/contentassets/0126b664c843479d8696d1be546fe4b6/annual-report-state-

owned-companies-2014.
119 Sweden has established an OECD National Contact Point (NCP) housed in the Ministry for Foreign Affairs. It is

composed of representatives from government, business associations and trade unions. See, https://mneguidelines.
oecd.org/ncps/sweden.htm.

120 See, https://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/corporate-responsibility/Documents/
corporate-responsibility-reporting-survey-2013-exec-summary.pdf pp. 11.
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and Governance disclosure is not yet a listing requirement. NASDAQ’s seven
Nordic and Baltic exchanges have committed to publish guidance on Environ-
mental, Social and Governance disclosure for their listed companies by the end of
2016.121 Following-up on their commitment, these stock excahnges launched their
ESG reporting guidance on 23 March 2017.122 The guidance is aligned with the
UN Sustainable Stock Exchanges (SSE) 2015 recommendations and with the
World Federation of Exchanges’ Sustainability Working Group (chaired by
NASDAQ).123 124 The NASDAQ’s new ESG Reporting Guide 2.0 as been
published in May 2019.125 The Stockholm Stock Exchange ranked in the fourth
position on the Corporate Knights World’s Stock Exchanges ranking 2016.126

Being in the top 5, it was the best qualification of the Stockholm Stock Exchange
since 2012.127 62 large companies part of the stock exchange were analyzed in
seven Environmental, Social and Governance metrics.128 In 2017 ranked in the 2nd

position and in 2018 the situation has dramatically changed and it is ranked in the
15th position.129 130

Swedish relevant Corporate Social Responsibility platforms and information
providers
Amongst the most relevant organizations representing the Swedish industry and
providing, among others, sustainability related information are i) The Sveriges
Forum För Hållbara Investeringar (Swesif) is Sweden’s Sustainable Investment
Forum, the Swedish equivalent of the Eurosif (European Social Investment
Forum),131 and was founded in 2003. It has approximately 20 members, with
the long-term goals of, among others, to increase knowledge about sustainable
investment in Sweden, to become a network for exchanging knowledge and
experience and be a channel to the legislative work within the EU through their
membership in Eurosif;132 ii) the CSR Sweden, is a business driven network

121 See, http://www.sseinitiative.org/home-slider/seven-nasdaq-exchanges-join-global-campaign-for-esg-disclosure/.
122 See, https://sseinitiative.org/home-slider/seven-stock-exchanges-launch-esg-reporting-guidance/.
123 The guidance is available at: http://business.nasdaq.com/Docs/Guidance-for-Preparing-Interim-Management-

Statements_EN.pdf.
124 The Sustainable Stock exchanges Initiative’ progress campaign to provide listed companies with guidance on

sustaibaility reporting can be traced at https://sseinitiative.org/esg-guidance/.
125 See, https://www.nasdaq.com/docs/2019-ESG-Reporting-Guide.pdf.
126 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/.
127 In 2012, the Stockholm Stock Exchange ranked in 6th, in 2013, in 12th, in 2014, in 14th and in 2015 in 11th. See,

http://www.corporateknights.com/reports/2016-world-stock-exchanges/ pp. 6.
128 The seven indicators are: employee turnover, energy, GHGs, injury rate, payroll, waste and water. See,

http://www.corporateknights.com/reports/2016-world-stock-exchanges/ pp. 32.
129 See, https://www.corporateknights.com/reports/2017-world-stock-exchanges/ and file:///C:/Users/aca310/AppData/

Local/Packages/Microsoft.MicrosoftEdge_8wekyb3d8bbwe/TempState/Downloads/SSE2017Final%20(1).pdf.
130 See, https://www.corporateknights.com/reports/2018-world-stock-exchanges/helsinki-leads-ranking-worlds-

stock-exchanges-sustainability-disclosure-15414364/ and file:///C:/Users/aca310/AppData/Local/Packages/
Microsoft.MicrosoftEdge_8wekyb3d8bbwe/TempState/Downloads/2018_World_Stock_Exchanges%20(1).pdf.

131 As defined by Eurosif itself, “the European Sustainable Investment Forum (Eurosif) is the leading European
association for the promotion and advancement of sustainable and responsible investment across Europe, for the
benefit of its members.” See, http://www.eurosif.org/ Swesif is the Swedish member of Eurosif.

132 See, http://www.swesif.org/.
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founded in 2004 to promote corporate social responsibility (CSR) practices
amongst Swedish companies;133 iii) the Sustainable Investment Research Platform
(SIRP) is an international and interdisciplinary research program funded by the
Swedish Mistra Foundation for Strategic Environmental Research in 2006-2012.
SIRP’s research focuses on how sustainable investment practices can create added
value for institutional investors and identify barriers to mainstreaming such
practices. The research was led by Professor Lars Hassel at Umeå School of
Business;134 iv) the Global Engagement Services is a Swedish leader providing
sustainability research and analysis services, founded in 2003 with headquarters in
Stockholm. The Global Engagement Services partners with, among others, the
Nasdaq OMX, with which it has created the index family of sustainability and
ethical indexes on the Nordic markets.135

2.3.1 Integrated reporting

Apart from South Africa, where integrated reporting is more mature as it is a listing
requirement of the Johannesburg Stock Exchange, following the King Code,136

globally integrated reporting is in an early phase.137 In Sweden, although listed
companies have shown to have high quality financial and sustainability reports, the
uptake of integrated reporting has been slow.138 Since 2011, only the Volvo Group,
the only Swedish listed company participated in the International Integrated
Reporting Council Pilot Programme.139 140 In 2014, amongst the Swedish largest
companies listed on the NASDAQ OMX Stockholmsbörsen (OMX 30), only 6
companies had declared to publish an integrated report.141 From these 6 compa-

133 See, http://www.csrsweden.se/.
134 See, http://www.sirp.se/.
135 See, http://www.ges-invest.com/.
136 See, “Business and Investors explore the sustainability perspective of Integrated Reporting”, the IIRC Pilot

Program Yearbook 2013, pp. 35. Available at: http://integratedreporting.org/wp-content/uploads/2013/11/IIRC-
PP-Yearbook-2013.pdf.

137 Integrated reporting is further explained in section 2 of chapter 4.
138 In 2011, Eccles and Serafeim conducted a study to identify the state of the art of integrated reporting looking at

2255 companies in 23 countries, as well as the investors’ interest in Environmental, Social and Governance (ESG)
information. According to this study, Sweden scored high in integrated reporting by companies but low in
investors’ interest. See, Eccles, R. G., & Serafeim, G. (2011). Leading and lagging countries in contributing to a
sustainable society. Harvard Business School Working Knowledge.

139 The IIRC Pilot Programme, was developed for 2 years for a group of companies to exchanging knowledge and
sharing experiences on integrated reporting. See, http://www.iasplus.com/en/resources/sustainability/iirc It gives
the opportunity to the participant companies to i) provide the International Integrated Reporting Council with
structured feedback on key building blocks in the Framework to inform its development and practical application;
and ii) to build business momentum for the implementation of integrated reporting. More information is available
at: http://integratedreporting.org/wp-content/uploads/2013/11/IIRC-Pilot-Programme-Business-Network-
backgrounder-October-2013.pdf pp. 1.

140 See, the participants in the International Integrated Reporting Council Pilot Programme at: http://integratedreporting.
org/wp-content/uploads/2011/10/Pilot-programme-26boctober2011cmr.pdf.

141 The 6 companies were, AstraZeneca, Atlas Copco, Boliden, SKF, Swedbank and Tele2. See, pp. 33 available at:
http://www.diva-portal.se/smash/get/diva2:929763/FULLTEXT01.pdf.
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nies, only one had specifically referred to use the International Integrated Reporting
Council framework.142

In the point of view of the Swedish Enterprise Accounting Group, a representative
for accountants for Swedish listed companies, the current annual corporate
reporting practice, in particular the disclosure of sustainability information, is
already in line with the integrated reporting framework.143 144 The Swedish
Enterprise Accounting Group believes that if the integrated reporting framework
would become globally accepted there would be a more significant impact on the
reporting for enterprises in other countries than in Sweden.145 The organization
highlights the importance of a “sustainable organization [that] can take long-term
responsibility for the [IIRC] Framework (…) to ensure the continuity of the
Framework, including setting a standard for due process and how necessary
resources to finance the work will be raised over the long run.146

In 2013, PwC looked at 28 Swedish companies listed on OMX 30 and their annual
reports for fiscal years ending on or after 31 December 2012.147 PwC noted that the
majority of the companies analyzed had a “good structure to their reporting”, in line
with the integrated reporting framework.148 PwC compared the results of their
study of 28 companies (included in the NASDAQ OMX index OMX30) in 2012,
against a sample of companies included in similar nine European indexes. Their
findings suggest that within their 28 samples, Swedish companies were placed in
the 5th position when compared with their peers. Swedish companies rank below,
e.g. South Africa which has more experience with integrated reporting given the
Johannesburg Stock Exchange listing requirement.149

142 This company was AtlasCopco. See, pp. 33 available at: http://www.diva-portal.se/smash/get/diva2:929763/
FULLTEXT01.pdf.

143 See, the Swedish Enterprise Accounting Group (SEAG)’comments to the International Integrated Reporting
Council Consultation Draft, pp. 1 here: http://integratedreporting.org/wp-content/uploads/2013/08/062_Swedish-
Enterprise-Accounting-Group.pdf.

144 The Swedish Enterprise Accounting Group (SEAG) represents more than 50 international industrial and
commercial groups, most of them listed. The largest Swedish Enterprise Accounting Group’ companies are
active through sales or production in more than 100 countries. See, http://integratedreporting.org/wp-content/
uploads/2013/08/062_Swedish-Enterprise-Accounting-Group.pdf. See, also http://www.svensktnaringsliv.se/english/
about-us_563030.html.

145 See, the Swedish Enterprise Accounting Group (SEAG)’comments to the International Integrated Reporting
Council Consultation Draft, pp. 1 here: http://integratedreporting.org/wp-content/uploads/2013/08/062_Swedish-
Enterprise-Accounting-Group.pdf.

146 See, the Swedish Enterprise Accounting Group (SEAG)’comments to the International Integrated Reporting
Council Consultation Draft, pp. 1 here: http://integratedreporting.org/wp-content/uploads/2013/08/062_Swedish-
Enterprise-Accounting-Group.pdf.

147 In this survey 2013, PwC covers 28 companies included in NASDAQ OMX index OMX 30, aiming at
understanding how Swedish companies have developed and will develop their corporate reporting over time. The
study is available at: https://www.pwc.se/sv/bolagsstyrning/assets/a-benchmark-study-of-swedish-large-cap-
companies-reporting-2013.pdf.

148 PwC. (2013). A benchmark study of Swedish Large Cap companies’ reporting 2011. Retrieved from https://www.
pwc.se/sv/bolagsstyrning/assets/a-benchmark-study-of-swedish-large-cap-companies-reporting-2013.pdf.

149 Integrated reporting is further explained in section 2 of chapter 4.
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2.3.2 Assurance150

In Sweden, assurance of sustainability reports is only mandatory for state-owned
companies.151 However, companies are required since 1999, to disclose environ-
mental and social information about their business activities in their annual report, in
compliance with the Environmental Code. Since the Swedish Companies Act
(Aktiebolaslagen, 1975, 10 kap 3) requires that a company’s balance sheet, income
statement, notes, and administration report must be audited by at least one public
company, it means that the environmental information must be audited together with
the financial information (Nyquist, 2003).152 The audit follows the EU legislation.153

Sustainability reports voluntarily published by other companies, which disclose
information in accordance with international frameworks as the CDP (former Carbon
Disclosure Project), the Global Reporting Initiative, the International Integrated
Reporting Council and the UN Global Compact, are not required to be externally
assured.154 However, the Swedish Institute for the Accountancy Profession (FAR)
issued an assurance standard based on the Dutch Assurance Standard 3410N
“Assurance Engagements Relating to Sustainability Reports” published by the former
Royal NIVRA (currently NBA).155 The Standard RevR6 Independent Assurance of
Separate Voluntary Sustainability Reports was issued in 2004 and updated in 2008 to
provide assurance on sustainability reports for the fiscal year 2008, by the Swedish

150 ACCA defined Assurance in 2004 “Assurance is an evaluation method that uses a specified set of principles and
standards to assess the quality of an organisation’s subject matter and the underlying systems, processes and
competencies that underpin its performance. Assurance includes the communication of the results of this
evaluation to give the subject matter credibility for its users. Auditing, verification and validation are some of
the tools and processes by which assurance is obtained. Various organisations (audit firms, NGOs, quality
assurance consultants) and individuals (opinion leaders) provide assurance. Assurance often is assumed to apply
only to a company’s published reports, but it applies equally to the assurance of the company’s underlying
systems and processes, as well as its products, services and governance.”
ACCA continued about methodology of assurance:
“What level of assurance is offered? There are different levels of assurance.
• Data – is the information presented accurate and complete?
• Systems – are the systems for collecting data and managing performance robust?
• Materiality/risk – is the scope of information provided sufficient? What are the implications for the company?
• Compliance/responsiveness – is the organization meeting its commitments, responding to stakeholders and
complying with standards?
• Commentary – how well is the company doing? What else should it be doing in this area?”
See, http://www.accountability.org/images/content/1/2/121/FOSA%20-%20Full%20Report.pdf.

151 See above, on section 2.2. See, http://www.government.se/contentassets/0126b664c843479d8696d1be546fe4b6/
annual-report-state-owned-companies-2014 pp. 32.

152 Siv Nyquist, (2003) "Environmental information in annual reports: a survey of Swedish accountants", Managerial
Auditing Journal, Vol. 18 Iss: 8, pp.682 – 691. pp. 682. Available at: http://www.emeraldinsight.com/doi/full/
10.1108/02686900310495935 and, Nyquist (2003) citing Bokföringsnämnden (BFN) (1998), Miljöinformation I
Förvaltningsberättelsen, BFN U, Vol. 98, No. 2, Stockholm; and , Proposition 1996/97:167, (1996), Miljör-
edovisning och miljöinformation i näringslivet, (Government’s Bill), Riksdagens tryckeriexpedition, Stockholm.
Vol. 167, p. 13).

153 Directive 2014/56/EU amending Directive 2006/43/EC on statutory audits of annual accounts and consolidated
accounts, and Regulation 537/2014 on specific requirements regarding statutory audit of public-interest entities.
Both available at: http://ec.europa.eu/finance/auditing/directives/index_en.htm. Member States were required to
implement the new requirements by the 17th of June of 2016.

154 See Sweden legal memo ABA pp13, available at: http://www.americanbar.org/content/dam/aba/administrative/
environment_energy_resources/resources/sweden_legal_memo.authcheckdam.pdf.

155 See, www.far.se.
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Institute of the Accountancy Profession (FAR).156 This standard complies with ISAE
3000 and it incorporates the AA1000AS principles in accordance with the Global
Reporting Initiative Sustainability Reporting Guidelines.157 Since 2008, RevR 6
provides guidance both on reasonable assurance and limited assurance engagements
of sustainability reports.158

3 Sustainability reporting in the Netherlands

3.1 An overview

In 2015, the Netherlands had a GDP of 752,5 million USD, 16,9 million of
inhabitants and an unemployment rate of 6,9%.159 160 It was in 2016, the 17th largest
economy in the world.161 The Netherlands has been described as a frontrunner in
sustainability practices given its culture and progressive environmental legislation.162

In the 2016 Global 100 Most Sustainable Corporations in the World index, four
companies were Dutch.163 As a signatory to the Kyoto Protocol since the 29th of April
of 1998, the Netherlands has cut its greenhouse gas emissions by an average of 4% a
year in the period of 2008-2010, although the target was 6%.164 On the 24th of June of
2015, the Hague District Court ruled that the State has to ensure that Dutch GHG
emission will be cut at least 25% from the levels registered in 1990, by 2020.165

Besides complying with the sustainability disclosure requirements on a European
level, the Netherlands has also been developing further sustainability reporting
initiatives on a national level. In 2010 the Dutch Government has developed a
sustainable procurement policy, publicly stating its intention to have 100% sustain-
able procurement, by taking into account environmental and social consideration in
its awarding of contracts.166 The tenderer companies have to demonstrate and provide
prove in their proposals that they comply to the criteria set by the Dutch Government
sustainable procurement policy.167

156 See, https://www.globalreporting.org/resourcelibrary/Standards%20article_National%20standards%20for%20
assurance%20of%20sustainability%20reporting_15%20March.pdf.

157 See, Wolniak, Radosław and Hąbek, Patrycja, “CSR Reporting in France and the Netherlands”, Scientific Journals
34(106) (2013), pp. 91–96 http://www.google.nl/url?sa=t&rct=j&q=&esrc=s&source=web&cd=4&ved=0ah
UKEwjr69Cdn9LNAhXGSBQKHc3HDR0QFgg1MAM&url=http%3A%2F%2Frepository.am.szczecin.pl%
2Fbitstream%2Fhandle%2F123456789%2F478%2F14_ZN_AM_34106_Wolniak_Hubek.pdf%3Fsequence%
3D1&usg=AFQjCNGdJI6FjHY_p_h_bBJwm_8k6llGWw page 95.

158 More information about what is assurance and the different types of assurance currently provided in the market,
please see chapter 1.

159 See, http://www.worldbank.org/en/country/netherlands.
160 See, http://ec.europa.eu/eurostat/statistics-explained/index.php/File:Table_2_Unemployment_rate,_2004-2015_

(%25).png.
161 See, http://statisticstimes.com/economy/countries-by-projected-gdp.php.
162 See, https://www.theguardian.com/sustainable-business/blog/dutch-companies-leading-sustainable-business.
163 See, http://www.corporateknights.com/magazines/2016-global-100-issue/2016-global-100-results-14533333/.
164 See, https://www.cbs.nl/en-gb/background/2013/04/the-netherlands-and-the-kyoto-target.
165 See, http://uitspraken.rechtspraak.nl/inziendocument?id=ECLI:NL:RBDHA:2015:7196.
166 See, https://www.government.nl/topics/corporate-social-responsibility-csr/contents/putting-corporate-social-

responsibility-csr-into-practice and http://www.oecd.org/gov/ethics/gpp-procurement-Netherlands.pdf.
167 See, http://www.oecd.org/gov/ethics/gpp-procurement-Netherlands.pdf.
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3.2 Mandatory sustainability reporting

The Environmental Management Act168 169

In 1993 the Environmental Management Act included a section, (chapter 12, title
12.1, and sections 12.1 – 12.10) on environmental reporting for the largest
polluters, to facilitate compliance with international environmental standards.170

In the Netherlands, companies follow the principle that they “should assume
responsibility for reducing the impact their activities have on the environment”.171

Annual environmental reports
In the Netherlands, the larger polluter companies are required to publish annual
environmental reports (Milieujaarverslag-MJV) since 1999.172 The companies are
required to disclose information about environmental performances and environ-
mental management systems to the Government (Ministry of Housing, Spatial
Planning and the Environment)173 and society in two separate reports.174 The
content of the information disclosed in the report for society is up to the companies,
as there are no detailed requirements.175 The environmental reports are not required
to be externally verified.176

The Dutch Corporate Governance Code
The Dutch Corporate Governance Code lays down the principles and best practice
provisions that regulate relations between the management board, the supervisory
board and the shareholders.177 It was first published on the 9th of December of
2003 by the Corporate Governance Committee (Tabaksblat Committee). Later in
2008 it was revised by the Frijns Committee, which entered into force on the 1st of
January of 2009.178 Since the 30th of December of 2004, Dutch listed companies
refer to this code in their annual report, in which, through the “comply or explain
principle” (in Dutch, “pas toe of leg uit”), they indicate to what extent they have

168 See, in Dutch, “Tweede Kamer der Staten-Generaal (1996), Uitbreiding van de Wet Milieubeheer (Milieuver-
slaggeving), Tweede Kamer, vergaderjaar 1995-1996, 24.572, Sdu Uitgevers”.

169 See, the Environmental Management Act at: http://www.asser.nl/upload/eel-webroot/www/documents/national/
netherlands/EMA052004.pdf pp. 109-112 and https://www.government.nl/topics/environment/contents/roles-and-
responsibilities-of-central-government/environmental-management-act.

170 See, http://iri.hks.harvard.edu/csr.
171 Fred Drieenhuizen, Environmental reporting in the Netherlands and international developments in standard

setting, both for reporting and assurance, Les Cahiers de l’Audit, April 2001.
172 See, in Dutch, “titel 12.1 van de Wet milieubeheer, het Besluit milieuverslaglegging en de Uitvoeringsregeling

milieuverslaglegging”.
173 See, https://www.rijksoverheid.nl/documenten/brochures/2009/10/01/milieuverslaglegging-en-prtr-veranderingen-

vanaf-het-verslagjaar-2009.
174 See, Kamp, A. E. M. (2002). Towards a framework for auditing environmental reports Tilburg: CentER, Center

for Economic Research Available at: https://pure.uvt.nl/portal/files/485107/kamp-roelands.pdf pp. 32.
175 See, Kamp, A. E. M. (2002). Towards a framework for auditing environmental reports Tilburg: CentER, Center

for Economic Research Available at: https://pure.uvt.nl/portal/files/485107/kamp-roelands.pdf pp. 32.
176 See, Kamp, A. E. M. (2002). Towards a framework for auditing environmental reports Tilburg: CentER, Center

for Economic Research Available at: https://pure.uvt.nl/portal/files/485107/kamp-roelands.pdf pp. 32.
177 See, http://www.commissiecorporategovernance.nl/dutch-corporate-governance-code.
178 The English version of the Dutch Corporate Governance Code is available at: http://www.commissiecorporategovernance.

nl/download/?id=606.
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complied with the principles and best practice provisions.179 From the 11th of
February to the 6th of April of 2016, ran a consultation period of 8 weeks, for
comments on a new proposal for the revision of the Dutch Corporate Governance
Code. The Corporate Governance Code Monitoring Committee explained that the
proposal for revision aimed at the long-term corporate value creation, encouraging
voluntary integrated reporting in line with the global trend to strengthen corporate
governance.180 On the 8th of December of 2016 the code was revised to introduce
new corporate governance rules to be applied from the 1st of January of 2017
onwards.181 The structure and content of the code have been totally revised and the
new rules favor long-term value creation and more detailed risk management
statements in the annual accounts. The companies covered by the code have to
access if they are still compliant.

In accordance with the EU Directive 2006/46/EC, listed companies are required to
prepare a corporate governance statement containing i) a reference to the corporate
governance code that the undertaking has voluntarily applied; ii) reasons for any
departure from this code; and iii) a description of the undertaking’s internal control
and risk management systems as they pertain to the financial reporting process. The
auditor should only attest that the corporate governance report has been prepared.182

European Union
The Modernization Directive
The Netherlands has a mandatory approach to sustainability reporting since the
transposition of the EU Modernization Directive (2003/51/EC) in 2005.183 Article
2:391 subsection 1 of the Dutch Civil Code (dated from 1838) directly implements
the Modernization Directive into Dutch law.184 As all other Member States, the
Netherlands also has to comply with Article 46(1)(b) of the EU 4th Company Law

179 According to the Corporate Governance Committee (Tabaksblat Committee), the “apply or explain principle”
means that the principles and best practice provisions of the Code must be applied unconditionally or an
explanation must be given for any departure from them. See, http://www.commissiecorporategovernance.nl/
dutch-corporate-governance-code.

180 See, http://www.commissiecorporategovernance.nl/download/?id=2835 and see also, http://www.relatointegrado
brasil.com.br/conteudo_pt.asp?idioma=0&tipo=55221&conta=28&id=227739.

181 See, http://www.lexology.com/library/detail.aspx?g=9df20211-7c2e-4649-8690-2050afce7d42.
182 See, http://eur-lex.europa.eu/legal-content/en/ALL/?uri=CELEX:32006L0046&qid=1467884614868 and http://

www.fee.be/images/publications/Corporate_Reporting/FEE_position_paper_EU_NFI_Directive_final.pdf pp. 6.
183 See above, Chapter 1.
184 Section 2.9.7 Annual Report

Article 2:391 Minimum requirements annual report
1. The annual report shall provide a true and fair view of the situation on the balance sheet date, of the
development during the financial year and of the results of the legal person and of group companies of which the
financial data are included in its annual accounts. The annual report shall contain, in accordance with the size and
complexity of the legal person and group companies, a balanced and complete analysis of the situation on the
balance sheet date, the development during the financial year and the results. If necessary for a good
understanding of such development, of the results or of the situation of the legal person and group companies,
the analysis comprises both, financial and non-financial performance indicators, including environmental and
employee matters. The annual report shall provide also a description of the main risks and uncertainties with
which the legal person is faced. The annual report shall be made in the Dutch language, unless the General
Meeting has decided to use another language for this purpose. The Dutch Civil code can be found in English at
http://www.dutchcivillaw.com/civilcodebook022.htm.
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Directive, later becoming the new Accounting Directive (2013/34/EU). This
represents a CSR compulsory requirement for all Dutch listed companies, inde-
pendently of their size, and for all large non-listed companies.185 The policy
encourages companies to be transparent about their Corporate Social Responsibility
(CSR) activities and promotes transparent non-financial reporting. The existence of
non-financial disclosure is subject to audit but the details of the content itself are
not.186 The non-financial information disclosure is based on the Global Reporting
Initiative G3 guidelines.

Credit Institutions
On the 23rd of June of 2013, the EU adopted a Directive (2013/36/EU) on access to
the activity of credit institutions and the prudential supervision of credit institutions
and investment firms (the Capital Requirements Directive) and the Capital
Requirements Regulation (575/2013), on prudential requirements for credit institu-
tions and investment firms, which is directly applicable to companies within the
EU.187 It requires banks and other financial institutions to publish certain basic
information including, turnover and public subsidies received on a country-by-
country basis for each country in which the institution has a subsidiary or branch.
This information must be audited and published as an annex to the annual report.
This Directive was transposed into Dutch law on the 22nd of January of 2014. On
this date, the Dutch Ministry of Finance and Ministry of National Security and
Justice published the co-signed proposal for implementation of the Directive 2013/
36/EU and Regulation (EU) No 575/2013, called the “Dutch CRD IV Implementa-
tion Act”).188

The Accounting and Transparency Directives
From the financial year 2016, under the Accounting Directive (2013/34/EU)
adopted in June 2013 in the EU, and under the Transparency Directive (2004/
109/EC), certain undertakings operating in oil, gas, mineral and mining industries
and other active in the logging of primary forest industries must report payments
exceeding €100,000 EURO to governmental authorities in a special report adjacent
to the annual report.189 190 The amendments to the Transparency Directive were

185 See http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2003:178:0016:0022:EN:PDF.
186 See, http://www.fee.be/images/publications/Corporate_Reporting/FEE_position_paper_EU_NFI_Directive_final.

pdf pp. 2.
187 This Directive entered in force on the 1st of January of 2014. The Directive is available at: http://eur-lex.europa.

eu/LexUriServ/LexUriServ.do?uri=OJ:L:2013:176:0338:0436:En:PDF The Regulation is available at: http://eur-
lex.europa.eu/legal-content/en/TXT/?uri=celex%3A32013R0575.

188 See, https://cms.law/en/NLD/Publication/Dutch-CRD-IV-Implementation-Act-Published and http://www.debrauw.
com/newsletter/financial-markets-brief-new-regulation-publications-6/?output=pdf.

189 The Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013 on the annual financial
statements, consolidated financial statements and related reports of certain types of undertakings, amending
Directive 2006/43/EC of the European Parliament and of the Council and repealing Council Directives 78/660/
EEC and 83/349/EEC Text with EEA relevance, is available at: http://eur-lex.europa.eu/legal-content/EN/ALL/?
uri=celex%3A32013L0034.

190 The Directive 2004/109/EC Of The European Parliament And Of The Council of 15 December 2004 on the
harmonisation of transparency requirements in relation to information about issuers whose securities are admitted
to trading on a regulated market and amending Directive 2001/34/EC is available at: http://eur-lex.europa.eu/
LexUriServ/LexUriServ.do?uri=OJ:L:2004:390:0038:0057:EN:PDF.
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implemented into Dutch law through the Implementation Act (Implementatiewet
wijziging richtlijn transparantie) and through the Implementation Decree (Imple-
mentatiebesluit wijziging richtlijn transparantie) and both entered into force on the
29th of January of 2016.191 The new rules relating to certain issuers’ obligation to
report on payments to governments (Besluit rapportage van betalignen aan over-
heden) led to changes in the Dutch Financial Supervision Act (Wet op het
financieel toezicht, or Wft) which also applies from the 29th of January of 2016
onwards.192

Climate Change
Global negotiations on climate change have started 24 years ago, in 1992 when
Governments met at the United Nations Conference on Environment and Devel-
opment in Rio de Janeiro. The outcome of this conference was an agreement
between Governments to take action to avoid climate change. No specific actions
were agreed. Later in 1997 the EU member states became parties to the United
Nations Framework Convention on Climate Change and to the Kyoto Protocol.
Governments, excluding the US and Russia (signed later in 2004), agreed to cut
greenhouse gas (GHG) emissions of 5%, compared to 1990 levels, by 2012.193 The
EU emissions reduction target was of 8%, compared to 1990 levels, in the period
2008 to 2012 (the end of the first commitment period). The EU target was
redistributed among member states, and the Netherlands agreed to a 6% reduction
for the first commitment period. Developing countries, as China, did not commit to
any target.194 A second commitment period was agreed until 2020, setting the
reduction target on 18% below the 1990 levels by 2020.195

In December 2015, at the Paris climate conference (COP21), 195 countries
(including the US, Russia and China) adopted the first legally binding global
climate agreement.196 This agreement sets a global action plan to limiting global
warming to well below 2°C.197 The EU and its member states committed jointly, to
a binding target of at least 40% domestic reduction in GHG emissions, compared to

191 The decree and the decree on date of implementation, both in Dutch, are available at: http://www.regulationtomorrow.
com/the-netherlands/amended-transparency-directive-implemented-into-dutch-legislation/.

192 See, https://www.afm.nl/en/nieuws/2016/jan/implementatie-transparantierichtlijn-eeo. https://www.afm.nl/en/
professionals/doelgroepen/effectenuitgevende-ondernemingen/meldingen/bekendmakingsprocedure-lidstaat-
herkomst.
http://www.regulationtomorrow.com/the-netherlands/amended-transparency-directive-implemented-into-dutch-
legislation/.

193 See, https://www.theguardian.com/environment/2015/jun/02/everything-you-need-to-know-about-the-paris-climate-
summit-and-un-talks.

194 See, https://www.theguardian.com/environment/2015/jun/02/everything-you-need-to-know-about-the-paris-climate-
summit-and-un-talks.

195 See, https://www.theguardian.com/environment/2015/jun/02/everything-you-need-to-know-about-the-paris-climate-
summit-and-un-talks.

196 See, http://ec.europa.eu/clima/policies/international/negotiations/paris/index_en.htm.
197 The Paris agreement opened for signature for one year on the 22nd of April of 2016. It will enter into force after 55

countries that account for at least 55% of global emissions have deposited their instruments of ratification. See,
http://ec.europa.eu/clima/policies/international/negotiations/paris/index_en.htm.
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the 1990 levels by 2030.198 In comparison, the US committed on a 26% target,
compared to the 2005 levels, by 2025.199

The 2014 EU Non-Financial Reporting Directive
As an EUmember state, the Netherlands was required to transpose the 2014 EU Non-
Financial Reporting Directive to national law by the 6th of December of 2016.200 This
Directive, adopted in November 2014, amends the Accounting Directive (2013/34/
EU) adopted in 2013, and applies for the financial year of 2017. The companies and
public interest entities (including insurance companies and credit institutions)
operating in the EU have to meet at least two of the Directive’s criteria, which
includes i) having more than 500 employees; ii) a net turnover of more than EUR 40
million; and iii) total assets of more than EUR 20 million. The first reports are
expected to be published in 2018 referring to the financial year of 2017.

3.3 Voluntary sustainability reporting

Although sustainability reporting in the Netherlands has a mandatory approach,
given the European Commission’s sustainability reporting requirements, Dutch
companies voluntarily disclose sustainability reporting information using different
international guidelines. Among others, companies often report following guide-
lines and principles such as, the CDP (former Carbon Disclosure Project), the
Global Reporting Initiative, the International Integrated Reporting Council, the
United Nations Global Compact, the UN’s guiding principles on business and
human rights, UN-backed Principles for Responsible Investment and the Organiza-
tion for Economic Cooperation and Development’s (OECD) guidelines for multi-
national enterprises.201

The Dutch Government actively supports the Global Reporting Initiative, and since
24 April 2009, Dutch State Holdings are recommended by the Dutch Minister of
Finance to use Global Reporting Initiative guidelines on a voluntary basis. Since
2010, the Dutch Accounting Standards Board issued the Guidelines for the
integration of social and environmental activities in the financial reporting of
companies.202 Given the lack of European regulation and advice regarding the
disclosure of non-financial information, the Dutch Government and in particular the

198 See, the Intended Nationally Determined Contribution of the EU and its Member States at: http://www4.unfccc.
int/Submissions/INDC/Published%20Documents/Latvia/1/LV-03-06-EU%20INDC.pdf.

199 See, https://www.theguardian.com/environment/2015/jun/02/everything-you-need-to-know-about-the-paris-
climate-summit-and-un-talks.

200 The EU non-financial reporting requirements are explained in further detail in Section 8 of Chapter 1.
201 The Netherlands has established a OECD National Contact Point (NCP) by government decree in 2007. The NCP

is housed in the Ministry for Foreign Affairs. It is an independent organization and consists of four independent
members and four advisory members from different government ministries. See, https://www.oecdguidelines.nl/
ncp and https://www.oecdguidelines.nl/ncp/contents/ncp-members. The NCP Establishment Order 2014, includ-
ing explanatory notes is available at: https://www.oecdguidelines.nl/ncp/documents/publication/2016/5/17/ncp-
establishment-order-2014.

202 In Dutch, Dutch Accounting Standards Board stands for “Raad voor de Jaarverslaggeving”.
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Social and Economic Council of the Netherlands (SER)203 suggested the Dutch
Accounting Standards Board to review the “Guideline for Annual Reporting 400” to
provide guidance to companies on how to integrate non-financial information into
regular annual reports. It clarifies e.g. what kind of information can be disclosed in
relation to an organization’s CSR, including supply chain and due diligence.204

On a national level, the Netherlands has been encouraging the corporate sector
through developing sustainability initiatives and creating organizations specialized
in providing sustainability information and advice, as the following.

Transparency benchmark
The Ministry for Economic Affairs launched the Transparency Benchmark in 2004
to measure corporate Environmental, Social and Governance transparency amongst
the largest 500 companies in the Netherlands.205 206 The Government conducts an
annual research on the qualitative and quantitative content and quality of CSR
reports of the largest 500 companies in the Netherlands, which compete for The
Crystal prize.207 208 The Crystal prize is a joint initiative of the ministry of
Economic Affairs and the Dutch Institute of Charted Accountants (NBA), and is
yearly awarded to the company with the highest score on the transparency
benchmark, and is the most transparent company on Environmental, Social and
Governance.209 On a voluntary basis, Small and Medium Enterprises (SMEs) and
other companies are encouraged to participate.

Euronext Amsterdam
Euronext Amsterdam is a pan-European exchange, since 2000, the result of the
merger of the Amsterdam, Brussels and Paris stock exchanges.210 211 Euronext

203 The SER is a government advisory council consisting of employers and workers´ associations and independent
expert members. See, SER Home, www.ser.nl/.

204 See www.cjel.net/online/18_1-zandvliet/, http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2071934 and http://
www.ser.nl/nl/publicaties/overige/2000-2008/2008/~/media/Files/Internet/Publicaties/Overige/2000_2010/2008/
b27428/b27428_5.ashx.

205 See, in Dutch, http://www.rijksoverheid.nl/documenten-en-publicaties/rapporten/2013/04/18/transparantiebenchmark-
2012.html.

206 See https://www.transparantiebenchmark.nl/en/about-transparency-benchmark.
207 A total of 473 organizations are included in the Transparency Benchmark. Organizations are selected based on the

following criteria:
• AEX and AMX recorded (and/or);
• Belonging to the selection of 500 largest Dutch companies registered at RJ 400 (Council for Annual Reporting).
• Universities and companies in which government owns a majority stake for the selection of the 500 companies
registered at the RJ 400 the following requirements are applicable. In addition, the company must meet two of the
following three requirements:
• the assets should a higher value than 17.5 million euro;
• the net sales of the commercial part are higher than 35 million;
• within the fiscal year the company employs more than 250 employees on average.
See http://www.transparantiebenchmark.nl/en.

208 https://www.government.nl/topics/corporate-social-responsibility-csr/contents/putting-corporate-social-responsibility-
csr-into-practice.

209 See, https://www.transparantiebenchmark.nl/en/about-crystal-prize.
210 Sustainability ratings are explored in more detail further in Chapter 5.
211 Euronext Amsterdam is under the supervision of the Dutch Central Bank, the Netherlands Authority for the

Financial Markets (AFM), the Dutch Ministry of Finance and the European Union (European Securities and
Markets Authority).
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Amsterdam does not require Environmental, Social and Governance reporting as a
listing requirement.212 However, it provides sustainability-related indices as the
Low Carbon 100 Europe Indices and eight indices in partnership with Vigeo Family
Index.213 It also provides green bonds listings and organizes educative workshops
and training for companies and investors, among others, on corporate governance,
green bonds, CSR and integrated reporting. Euronext Amsterdam ranked in first on
the Corporate Knights World’s Stock Exchanges ranking 2016.214 215 The 39 large
companies part of the stock exchange ranked high (above 50%) in the disclosure of
four out of the seven Environmental, Social and Governance metrics analyzed,
energy, GHGs, water and waste.216 The ranking report, noted that the top 10 fast-
growing exchanges in terms of the disclosure of seven Environmental, Social and
Governance indicators were based in developed countries.217 Since 2012, more large
companies are engaging in the disclosure of the seven indicators in result of a socio-
economic and regulatory context favorable to corporate sustainability disclosure.218

The most sustainable and largest Dutch companies are also listed in the Dow Jones
Sustainability Index (DJSI).

Dutch relevant Corporate Social Responsibility platforms and information providers219

Amongst the most relevant organizations representing the Dutch industry and
providing, among others, sustainability related information are i) the Dutch Associa-
tion of Investors for Sustainable Development (Vereniging voor Beleggers in
Duurzame Ontwikkeling – VBDO). Established in 1995, it represents both institu-
tional and individual sustainable investors. It aims to create a sustainable capital
market and to increase sustainability awareness among companies and investors;220

ii) the CSR Netherlands (MVO Nederland), established in 2004 by the DutchMinistry
of Economic Affairs, is a national knowledge center and network organization for
CSR. It helps companies to add value to the three pillars of sustainability: People,
Planet and Profit;221 iii) the Netherlands Enterprise Agency is part of the ministry of
Economic Affairs and encourages companies, among others, in developing more
sustainable businesses;222 iv) the Dutch Chamber of Commerce provides information
and advice on CSR to companies in the Netherlands;223 v) the Sustainable Trade
Initiative (IDH) is an organization with the objective of accelerating and up-scale

212 See, http://www.sseinitiative.org/fact-sheet/euronext-amsterdam/.
213 See, https://www.euronext.com/fr/content/attachment/low-carbon-100-europe-index-factsheet, http://www.vigeo.

com/csr-rating-agency/images/stories/Euronext_Vigeo_Rule_Book__Jun_2015.pdf and https://www.euronext.
com/en/news/half-year-review-euronext-vigeo-csr-indices-0.

214 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/.
215 In 2014 and in 2015, Euronext Amsterdam ranked in second. It has been part of the top ten since 2012, except in

2013, when it ranked in the 13th position. See, http://www.corporateknights.com/reports/2016-world-stock-
exchanges/.

216 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/ pp. 9.
217 The seven indicators are: employee turnover, energy, GHGs, injury rate, payroll, waste and water. See,

http://www.corporateknights.com/reports/2016-world-stock-exchanges/ pp. 32.
218 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/ pp. 21.
219 See, https://www.government.nl/topics/corporate-social-responsibility-csr/contents/putting-corporate-social-

responsibility-csr-into-practice.
220 See, http://www.vbdo.nl/en/.
221 See, http://mvonederland.nl/english/about-csr.
222 See, http://english.rvo.nl/home/about-rvonl/what-is-rvonl.
223 See, http://english.rvo.nl/.
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sustainable trade, mobilizing the corporate sector, civil society organizations and
Governments to impact the Sustainable Development Goals. It helps companies to
develop more sustainable international production chains;224 and vi) Eumedion, is a
corporate governance independent foundation managed by its participants. It repre-
sents the institutional investors’ interests in the field of corporate governance and
sustainability, in the Netherlands. Eumedion counts with 70 institutional investor
participants as of 2016, representing and managing more than 4000 billion euros in
assets.225

3.3.1 Integrated reporting

Following the global trend, integrated reporting in the Netherlands is a known
concept but it is still relatively new.226 It has been growing however, the uptake of
the International Integrated Reporting Council (IIRC) framework in the Nether-
lands has been slow.227 Eleven Dutch companies have participated in the IIRC
Pilot Programme Business Network as of 2013: Achmea, Aegon NV, Akzo Nobel
N.V., BAM Group, BWise b.v., Deloitte Netherlands, Ernst & Young Nederland
LLP, LeasePlan Corporation N.V., N.V. Luchthaven Schiphol, PriceWaterhouse-
Coopers N.V. and Randstad Holding N.V.228 229

In 2013, 7 out of 41 companies listed on the Euronext Amsterdam, published an
annual report containing “many of the features of integrated reporting”, as
mentioned by the Dutch Authority for the Financial Markets (AFM).230231 Two
of the 7 companies called their annual report an integrated report. Integrated
reporting is an important topic in the Netherlands, both the Royal Netherlands
Institute of Chartered Accountants (NBA) and AFM232 support integrated report-
ing and have encouraged companies to engage in integrated thinking.233 As we saw

224 See, http://www.idhsustainabletrade.com/.
225 See, http://www.eumedion.nl/en/abouteumedion.
226 See, in Dutch, https://www.nba.nl/Documents/Nieuws/2014/pdfs/Artikel%20integrated%20reporting%20in%

20het%20grootbedrijf%20NBA-AIB%20juli%202014.pdf.
227 See, http://integratedreporting.org/resource/deloitte-integrated-reporting-in-the-netherlands/.
228 The International Integrated Reporting Council (IIRC) Pilot Programme, was developed for 2 years for a group of

companies to exchanging knowledge and sharing experiences on integrated reporting. See, http://www.iasplus.
com/en/resources/sustainability/iirc It gives the opportunity to the participant companies to i) provide the IIRC
with structured feedback on key building blocks in the Framework to inform its development and practical
application; and ii) to build business momentum for the implementation of integrated reporting. More information
is available at: http://integratedreporting.org/wp-content/uploads/2013/11/IIRC-Pilot-Programme-Business-
Network-backgrounder-October-2013.pdf pp. 1.

229 See, the participants in the IIRC Pilot Programme Business Network as of 2013 at: http://integratedreporting.org/wp-
content/uploads/2013/11/IIRC-Pilot-Programme-Business-Network-backgrounder-October-2013.pdf pp. 6 & 7.

230 In the 2013 the integrated reporting thematic review, AFM looked at the 2012 annual reports of companies in the
Netherlands listed on the Euronext Amsterdam on 31 December 2012. The companies are divided across the AEX
(eleven), AMX (ten), ASCX (ten) and other locally listed companies.

231 See, in Dutch, https://www.nba.nl/Documents/Nieuws/2014/pdfs/Artikel%20integrated%20reporting%20in%
20het%20grootbedrijf%20NBA-AIB%20juli%202014.pdf pp. 8.

232 See, AFM’s comment on the Consultation Draft of the International Integrated Reporting Framework (the Draft
Framework) as issued on the 16th of April of 2013, at: http://integratedreporting.org/wp-content/uploads/2013/08/
245_The-Netherlands-Authority-for-the-Financial-Markets.pdf.

233 See, in Dutch, https://www.nba.nl/Documents/Nieuws/2014/pdfs/Artikel%20integrated%20reporting%20in%
20het%20grootbedrijf%20NBA-AIB%20juli%202014.pdf. See also, in July 2017, https://www.afm.nl/nl-nl/
nieuws/2017/juli/geintegreerde-verslaggeving.
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in chapter 2, in July of 2017 has pointed out by Gerben Everts (AFM’s board
member) and Mohamed El Harchaoui (AFM’s supervisor of accountancy organiza-
tions) in a column about integrated reporting in the Dutch Corporate Law magazine
“Via integrated reporting, companies can increasingly meet this [non-financial]
information need of the stakeholders and also play an important role in the transition
to a more sustainable business model and a more sustainable economy.”234

The Dutch Authority for the Financial Markets
In 2013, for the first time, the Dutch Authority for the Financial Markets (AFM)
endorsed the concept of integrated reporting, as it enables companies to provide
more relevant information to their investors and other stakeholders.235 AFM
appointed the development towards integrated reporting and the demand from
users for more non-financial reporting as the reasons for conducting a thematic
review of integrated reporting.236 Every year the AFM introduces thematic reviews
of annual financial reporting to the traditional annual corporate report.237 In 2013,
the AFM included integrated reporting has an additional reporting238 theme asking
companies to disclose whether they are publishing an integrated report or not, and
how they are engaging with the International Integrated Reporting Council’s
initiative.239 The objective was not to introduce new legal pressure. It was only
meant to gather information, on a voluntary basis, about what is the state of the art
of integrated reporting within listed companies and to map these developments in
the Netherlands. Respondent companies were rewarded in AFM’s analysis and the
companies lagging were stimulated to engage. There was no legal pressure from the
regulator. In the 2013 thematic research, the AFM reached two main conclusions,
first, when the reports were integrated, they were generally more concise, relevant,
accessible and coherent; second, when companies had provided a description of
their strategy, the translation of their strategy to key performance indicators (KPIs)
was still limited.240

Seeing integrated reporting as a step towards increasing transparency of financial
and non-financial information, the AFM conducted a survey in 2015 to gather
information about the extent listed companies were producing integrated reports
and about future expectations.241 The conclusion of the AFM 2015 survey was that

234 See, https://www.afm.nl/nl-nl/nieuws/2017/juli/geintegreerde-verslaggeving.
235 AFM, “Listed companies and integrated reporting, Supervision of Financial Reporting”, October 2013, pp. 7.
236 AFM, “Listed companies and integrated reporting, Supervision of Financial Reporting”, October 2013, pp. 7.
237 AFM, the Dutch Financial Market regulator, falls under the political responsibility of the Ministry of Finance, is a

semi-governmental agency, as it operates autonomously and its powers are set by the Ministry of Finance. AFM
regulates the behavior within the Dutch financial markets. The supervision of the Dutch financial sector is based
on the “Twin Peaks” model. This is a bipartite model in which the macroeconomic stability of the financial system
falls under the competence of the Dutch Central Bank; and the microeconomic stability of the Dutch financial
system falls under the competences of the Dutch Authority for Financial Markets (AFM). See, AFM, Home,
http://www.afm.nl/en.

238 See, in Dutch, https://www.nba.nl/Documents/Nieuws/2014/pdfs/Artikel%20integrated%20reporting%20in%
20het%20grootbedrijf%20NBA-AIB%20juli%202014.pdf pp. 8.

239 See, http://www.afm.nl/en/nieuws/2012/sep/toelichting-jaarrekening.aspx.
240 See, http://accountantweek.nl/artikel/integrated-reporting-helpt-bij-het-informeren-van-belanghebbenden.
241 See, the AFM 2015 report at: https://www.afm.nl/nl-nl/professionals/nieuws/2015/okt/rapport-in-balans pp. 11 &

12.
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a large number of listed companies expected to implement integrated reporting on a
short-term, however these companies would need to become more aware of the
broader scope of integrated reporting.242 The companies surveyed pointed out as
the main benefits from integrated reporting, among others, the added value for
external stakeholders, integrated reporting helps them to provide a complete picture
of the company and the integration of financial and non-financial information
facilitates the translation of their strategy into clear KPIs.243 Integrated reporting is
seen as a “license to operate” and assist investors with making investment decisions
and efficient allocation of capital.244 The main disadvantages pointed out were the
costs, additional work and the fact that the integrated reporting concept is not well
developed yet. Companies are still uncertain about how they should integrate
financial and non-financial information and about the length of an integrated report,
which is actually not intended by the International Integrated Reporting Council, as
the integrated report should be about concise disclosure. Finally, companies are not
interested in full transparency for competitive reasons.245 In 2015, 90% of the
listed companies surveyed by the AFM indicated their intention of publishing an
integrated report in the future, either voluntarily or enforced by regulation. The
AFM encourages companies to take steps towards integrated reporting, i) to be
more transparent in their annual report; ii) to better operationalize their strategy in
the annual report; and iii) to indicate what natural resources have they used to create
long-term value so that investors and other stakeholders can make better economic
decisions.246 247

The AFM believes that companies should take the lead in the further development and
design of integrated reporting. At this point, the role of auditors and regulators is
limited to encouraging the development and practice of integrated reporting. Only
when integrated reporting is more mature, can the regulator intervene.248 The AFM
believes integrated reporting will impact itself as the regulator and it will certainly
impact the reporting organizations under AFM’s financial reporting scrutiny. Under
the supervisory role, the AFM wants to take part of the recent developments and
ensure that it is on top of the most important and current reporting initiatives.

242 See, http://accountantweek.nl/artikel/integrated-reporting-helpt-bij-het-informeren-van-belanghebbenden and
681.

243 See, the AFM 2015 report at: https://www.afm.nl/nl-nl/professionals/nieuws/2015/okt/rapport-in-balans pp. 11 &
12.

244 See, http://accountantweek.nl/artikel/integrated-reporting-helpt-bij-het-informeren-van-belanghebbenden and
See, the AFM 2015 report at: https://www.afm.nl/nl-nl/professionals/nieuws/2015/okt/rapport-in-balans pp. 11
& 12.

245 See, http://accountantweek.nl/artikel/integrated-reporting-helpt-bij-het-informeren-van-belanghebbenden See,
also as cited by Ferdy van Beest & Mohamed El Harchaoui, AFM at: http://executivefinance.nl/wp-content/
uploads/2015/02/FC201306061.pdf. Kieft, R. (2013) Integrated reporting, Menselijk en intellectueel kapitaal,
Finance & Control, nr. 3, p. 36-40.

246 See, Autoriteit Financiële Markten (AFM) (2016). AFM benadrukt belang van niet-financiële informatie in twee
consultatiereacties. https://www.afm.nl/nl-nl/professionals/nieuws/2016/apr/niet-financiele-informatie-
consultatiereacties.

247 See, http://accountantweek.nl/artikel/integrated-reporting-helpt-bij-het-informeren-van-belanghebbenden.
248 See, the AFM 2015 report at: https://www.afm.nl/nl-nl/professionals/nieuws/2015/okt/rapport-in-balans pp. 11,

12, and 23.
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Generally, the AFM intervenes when financial institutions and companies do not
comply with legislation and when therefore, the normal operation of market forces is
affected. When this happens, under the Financial Reporting Supervision Act (Wtfv)
the AFM supervises compliance with financial reporting requirements by security-
issuing institutions.249 The AFM has the power to enforce the rules and may impose
sanctions for non-compliance. E.g. impose a fine, withdraw a permit, start procedures
at the Enterprise Chamber of the Amsterdam Court of Appeal or issue a notification.
Affected consumers may also trigger complaint procedures; before applying to the
Dutch courts, consumers may complain to the Financial Services Complaints
Tribunal (Kifid) which is a disputes agency recognized be the Minister of Finance.

Article 2:391 subsection 1 of Book 2 of the Dutch Civil code, where the non-financial
reporting requirements established in the modernization Directive are transposed, is
part of the financial accounting obligations of Dutch companies. Therefore, the
supervision of compliance with the financial reporting requirements falls under the
supervisory competences of AFM. This means that the AFM has the responsibility to
ensure compliance with those requirements. In the event integrated reporting becomes
part of the mandatory European financial reporting requirements and therefore,
transposed to Dutch national law, it will also fall under the supervisory role of
AFM and the above mentioned complaint procedures may then take place.250

In 2015, Eumedion reported that only six listed companies had published an
integrated report. These were: Randstad Holding N.V., Philips, KPN, the Aegon
Group, BAM Group, and Crown Van Gelder.251 Eumedion also referred that a third
of the listed companies in 2014 has expressed interest and intention of publishing
integrated report in the coming years.252 Also in 2015, in a letter to managing and
supervisory directors of Dutch listed companies, Eumedion highlighted integrated
reporting as priority number 1. The corporate governance platform acknowledged
the challenge that companies might have with developing integrated thinking and
explained the added value integrated reporting can bring in the long term, being
therefore, of utmost importance to investors.253

3.3.2 Assurance

In the Netherlands, assurance of sustainability reports is voluntary. Although
companies are required since 1999, to disclose environmental information about

249 Section 2, subsection 1 and section 1, subsection b of Wtfv.
250 The AFM cooperates with the Dutch Central Bank (“De Nederlandsche Bank” – DNB) to ensure financial

stability of the Dutch financial markets. DNB exercises prudential supervision over financial institutions and
companies, ensuring that those are able to meet their financial obligations. Among others, it is responsible for
implementing a monetary policy and regulating Dutch financial institutions. Therefore, integrated reporting
initiatives do not fall under the responsibilities of DNB.

251 See, Eumedion: Evaluatie Van Het Ava-Seizoen 2015, pp. 2.
252 See, Eumedion: Evaluatie Van Het Ava-Seizoen 2015, pp. 2.
253 See, http://www.eumedion.nl/nl/public/kennisbank/speerpuntenbrief/speerpuntenbrief-2015.pdf.
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their business activities, in compliance with the Environmental Code, the audit of
the information disclosed is not mandatory.254 The European Commission has
developed the Eco-Management and Audit Scheme in 1995, in which on a
voluntary basis EU companies and other organizations may evaluate, report and
improve their environmental performance.255 Through Regulation (EC) No 1221/
2009 the European Commission allows voluntary participation by organizations in
the Eco-Management and Audit Scheme.256

Sustainability reports voluntarily published by Dutch companies are also not
required to be externally assured. These reports disclose information in accordance
with international frameworks as the CDP (former Carbon Disclosure Project), the
Global Reporting Initiative, the International Integrated Reporting Council and the
UN Global Compact. In the Netherlands, the Royal Dutch Institute for Register
Accountants (Royal NIVRA, currently NBA), which was the Dutch national body
providing guidance for accountants, issued an assurance standard for sustainability
reports in 2007, the 3410N – “Assurance engagements relating to sustainability
reports”. The Dutch Assurance Standard 3410N is based on ISAE 3000 and in line
with the AA1000AS principles, and it is focused on sustainability reporting. The
3410N standard provides guidance to the auditor both when the objective is to
obtain reasonable assurance of the sustainability report (an audit engagement) and
for when the objective is to obtain limited assurance (a review engagement) of the
sustainability report.257 The objective of an assurance engagement relating to a
sustainability report is the examination of the information in the report by the
auditor to determine whether it meets the relevant reporting criteria and that it is not
misleading.258 The auditor’s objective is to be able “to form a reasonable basis for
his conclusion that the sustainability report provides a reliable and adequate
presentation of the reporting organization’s policy for sustainable development,
as well as the activities, events and performance of the organization relating to
sustainable development in a reporting period.”259

254 See, Kamp, A. E. M. (2002). Towards a framework for auditing environmental reports Tilburg: CentER, Center
for Economic Research Available at: https://pure.uvt.nl/portal/files/485107/kamp-roelands.pdf pp. 32.

255 See, http://ec.europa.eu/environment/emas/index_en.htm#.
256 See, Regulation (EC) No 1221/2009 of the European Parliament and of the Council of 25 November 2009 at

http://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX%3A32009R1221.
257 Royal NIVRA, “3410N Assurance engagements relating to sustainability reports”, July 2007. Available at:

https://besloten.accountweb.nl/Sites/Files/0000026143_COS_3410N_English_pdf0709.pdf. The scope of the
standard is at pp. 1.

258 Royal NIVRA, “3410N Assurance engagements relating to sustainability reports”, July 2007. Available at:
https://besloten.accountweb.nl/Sites/Files/0000026143_COS_3410N_English_pdf0709.pdf. The scope of the
standard is at pp. 1.

259 Royal NIVRA, “3410N Assurance engagements relating to sustainability reports”, July 2007. Available at:
https://besloten.accountweb.nl/Sites/Files/0000026143_COS_3410N_English_pdf0709.pdf. The scope of the
standard is at pp. 1.
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4 Sustainability reporting in the United States

4.1 Overview

The US was in 2016, the world’s largest economy, followed by China and Japan.260

In 2015 the US had a GDP of 17,95 trillion USD, 321,4 million of inhabitants and
an unemployment rate of 5,3%.261 262 The US population represents less than 5%
of the world’s population and Americans,263 on average, consume 26% of the
energy in the world. Americans consume around 15 times more energy per person
than a developing country.264 Between 1850 and 2011, the US was responsible for
27% of the world’s carbon dioxide emissions compared to 25% in Europe, 11% in
China and 1% in Brazil.265 The fast pace that business operates, the constant focus
on short term results and also the growing influence of politics in the way
businesses functions (Larry Fink, CEO BlackRock, 2012)266 are, among others,
some of the reasons why sustainability has not developed further. This is true
globally and not only in the US. Besides short termism in business there is also
short termism in politics (Larry Fink, 2012), the short term life cycle of a CEO,
which is on average around 5 years and shorter than the one of a US senator.267

This short termism means that Governments and businesses do not have the
necessary continuity on their policies and become too focused on their own term.
Short-termism in politics is a global shortcoming that contributes to market
uncertainty (Larry Fink, 2016).268

Although sustainable growth develops slowly in the US, corporate governance
regulation, shareholders pressure and investor’s demand for increased Environmental,
Social and Governance disclosures indicate that change is under way. Actually, in the
US since the seventies, 70% of the population has been consistently supportive of the
environment’s protection.269 Also, since 1994 the Pew Research Center has been
conducting a poll asking the President and Congress about their priorities. In 2016,
47% of the inquired replied that protecting the environment should be a top priority,

260 See, http://money.cnn.com/news/economy/world_economies_gdp/ and http://statisticstimes.com/economy/coun-
tries-by-projected-gdp.php.

261 See, http://www.worldbank.org/en/country/unitedstates.
262 See, http://ec.europa.eu/eurostat/statistics-explained/index.php/File:Table_2_Unemployment_rate,_2004-2015_

(%25).png.
263 The world has in 2016, 7,4 billion people. See, http://www.worldometers.info/world-population/.
264 See, http://www.pointpark.edu/About/AdminDepts/ProcurementandBusinessServices/Sustainability/FunFacts.
265 See, http://www.wri.org/blog/2014/11/6-graphs-explain-world%E2%80%99s-top-10-emitters.
266 See, McKinsey & Company interviews Larry Fink, CEO BlackRock on 12 September 2012 at: http://www.

mckinsey.com/global-themes/leadership/an-interview-with-larry-fink.
267 See, McKinsey & Company interviews Larry Fink, CEO BlackRock on 12 September 2012 at: http://www.

mckinsey.com/global-themes/leadership/an-interview-with-larry-fink.
268 The Chairman’s letter by Larry Fink, BlackRock’s CEO to its shareholders included in the 2015 annual report.

Available at: https://www.blackrock.com/corporate/en-gb/investor-relations/larry-fink-chairmans-letter.
269 Steven Cohen, “Changing the Environmental Values and a Changing World”, The Huffington Post, 18 July 2016,

available at: http://www.huffingtonpost.com/steven-cohen/changing-environmental-va_b_11051054.html.
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however, the issue ranked in 13th among the 18 issues examined.270 A possible reason
pointed out was that “Americans think policymakers, regulators, and activists are
paying sufficient attention to environmental issues and that they want them to turn
their attention to more pressing concerns”, as since the financial crisis in 2008, the
concerns were mainly financial, terrorism and healthcare.271 These general concerns
only change focus when there is an urgent issue, as water or soil contamination, are
located in a single area, as it happened in FlintMichigan in the US.272 One example of a
large investor committed to sustainable development and long term value creation is
BlackRock, the world’s largest investor with USD $4.6 trillion under investment. Larry
Fink, CEO at BlackRock, sent in February 2016, a letter to all CEO’s at S&P 500
companies and large European companies in which BlackRock invests on behalf of
their clients. In his letter, Larry Fink calls the CEO’s attention to short-termism in the
US but also in Europe, both in business and politics, and asked them to “lay out for their
shareholders a strategic framework for long-term value creation – one that provides a
perspective on the future, articulates the impact of the ecosystem on their strategy,
explains how changes in that ecosystem might force the company to change course and
identifies metrics that support a framework for long-term sustainability.”273 274 Then in
April 2016, Larry Fink addressed BlackRock’s shareholders in a letter part of Black-
Rock’s 2015 annual report, highlighting BlackRock’s commitment to create long-term
shareholder value and explaining its strategic framework for long-term shareholder
value creation.275 The commitment of such an investor and proactive reach out to the
corporate sector can have a big impact in mobilizing more companies and investors
to develop sustainable business practices. In a positive note of change, in the 2016
Global 100 Most Sustainable Corporations in the World index, 18 companies were
American.276

Below I outline the most relevant developments of mandatory and voluntary
sustainability reporting in US and how the country is adopting a more proactive
approach to sustainable development.

270 Karlyn Bownman, “Earth Day Review: Polls on Environmental Issues And the Flint Water Crisis”, Forbes,
20 April 2016, available at: http://www.forbes.com/sites/bowmanmarsico/2016/04/20/earth-day-review-polls-on-
environmental-issues-and-the-flint-water-crisis/#375d757ce11a.

271 Karlyn Bownman, “Earth Day Review: Polls on Environmental Issues And the Flint Water Crisis”, Forbes,
20 April 2016, available at: http://www.forbes.com/sites/bowmanmarsico/2016/04/20/earth-day-review-polls-on-
environmental-issues-and-the-flint-water-crisis/#375d757ce11a.

272 Karlyn Bownman, “Earth Day Review: Polls on Environmental Issues And the Flint Water Crisis”, Forbes,
20 April 2016, available at: http://www.forbes.com/sites/bowmanmarsico/2016/04/20/earth-day-review-polls-on-
environmental-issues-and-the-flint-water-crisis/#375d757ce11a.

273 The letter is available at https://www.blackrock.com/corporate/en-zz/literature/press-release/ldf-corp-gov-2016.pdf.
274 See “Here is the letter the world’s largest investor, BlackRock CEO Larry Fink, just sent to CEOs everywhere” at

http://uk.businessinsider.com/blackrock-ceo-larry-fink-letter-to-sp-500-ceos-2016-2?r=US&IR=T.
275 Larry Fink also wrote a letter to BlackRock shareholders in April 2016, see, https://www.blackrock.com/

corporate/en-gb/investor-relations/larry-fink-chairmans-letter.
276 See, http://www.corporateknights.com/magazines/2016-global-100-issue/2016-global-100-results-14533333/.
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4.2 Mandatory sustainability reporting in the United States

Environmental Code277

The US does not have a single environmental code, as it happens in for example in
Sweden. Environmental Law in the US is combined in state, federal, and
international regulation. The government agency responsible for administering
environmental regulations is the Environmental Protection Agency (EPA), how-
ever, states may also have their own environmental enforcement agencies.278 Both
the EPA and state environmental enforcement agencies have the capacity to write
and enforce environmental regulations.279 Final regulations about the protection of
the environment is part of title 40 of the U.S. Code of Federal Regulations, which is
the section that deals with EPA’s mission of protecting human health and the
environment. The Federal Register is the official daily publication for rules,
proposed rules, and notices of federal agencies and organizations, as well as
executive orders and other presidential documents.

Corporate Governance
The US does not have a single code of corporate governance, as it happens in the
Netherlands, Sweden and also in Brazil.280 One of the reasons behind it is that,
corporate law also does not have a centralized regulation, it is subject to state regulation
and not to federal statutes.281 Another reason pointed out, is that the US history of rules
–based regulation could turn a possible corporate governance code into a prescriptive
set of rules.282 Corporate governance standard development is decentralized.283

Among the US corporate governance codes, are the Full CII Corporate Governance
Policies (2013), principles of Corporate Governance (2012), the Key Agreed Principles
to Strengthen Corporate Governance for U.S. Publicly Traded Companies (2008) and
the TIAA-CREF Policy Statement on Corporate Governance (2007).284 These sets of

277 In the US, as it happens in many other countries as well, environmental law is created is response to pollution
previously created (Professor Steven Cohen, Executive Director at Columbia University’s Earth Institute).
However, more than mitigating environmental impact, sustainability is about preventing it as economic prosperity
depends on a healthy the environment (Prof. Steven Cohen). Professor Steven Cohen referring to Professor’s
Michael Gerrard’s expertise in Environmental Law. Professor Michael Gerrard is the Andrew Sabin Professor of
Professional Practice at Columbia Law School, teaches courses on environmental law, climate change law, and
energy regulation, and is director of the Sabin Center for Climate Change Law.

278 See, https://www.epa.gov/laws-regulations/regulations.
279 See, https://www.hg.org/environ.html.
280 See, the US corporate governance codes at: European Corporate Governance Institute (ECGI), “Index of All

Codes.” Available at: www.ecgi.org/codes/all_codes.php.
281 See, http://web.law.columbia.edu/sites/default/files/microsites/millstein-center/Codes%20of%20Corporate%

20Governance_Yale_053112.pdf pp. 6.
282 See, http://web.law.columbia.edu/sites/default/files/microsites/millstein-center/Codes%20of%20Corporate%

20Governance_Yale_053112.pdf pp. 6.
283 See, http://web.law.columbia.edu/sites/default/files/microsites/millstein-center/Codes%20of%20Corporate%

20Governance_Yale_053112.pdf pp. 6, 20.
284 For a complete list of all the US corporate governance codes see, See, the US corporate governance codes at:

European Corporate Governance Institute (ECGI), “Index of All Codes.” Available at: www.ecgi.org/codes/
all_codes.php.
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corporate governance guidelines are flexible in order to accommodate different
circumstances.285

The Securities and Exchange Commission’s rules
A major change to the US approach to sustainability reporting is under way.
Around 80% of the sustainability information disclosed by companies and outside of
their 10-K form286 is immaterial to investors (Khan, Serafeim, Yoon, 2015).287 288

Besides, material information changes constantly and investors need regulatory
change to respond effectively to their constantly developing needs.289 The SEC
has acknowledged the importance of sustainability disclosures for investors and the
corporate sector.290 Under the SEC rules companies are already required to disclose
in their financial fillings (Form 10-K, under Regulation S-K) any material risks
related to climate change since 2010.291 292 In 2010, the SEC published an
interpretative release providing guidance on climate change-related disclosures under
the existing regulation, e.g. regulation S-K.293 However, these disclosures do not yet
meet the investor’s needs. In recognition of the risks that climate change and other
Environmental, Social and Governance risks pose to companies and investors, the

285 See, http://web.law.columbia.edu/sites/default/files/microsites/millstein-center/Codes%20of%20Corporate%
20Governance_Yale_053112.pdf pp. 6, 20.

286 According to Section 12(g) of the Securities Exchange Act of 1934 US companies with more than $10 million in
assets and a class of equity securities that is held by either 2,000 persons or 500 persons who are not accredited
investors must register a class of equity securities with the SEC (Form 10-K), regardless of whether the securities
are publicly or privately traded. More information available at: https://www.sec.gov/info/smallbus/secg/jobs-act-
section-12g-small-business-compliance-guide.htm. “The annual report on Form 10-K provides a comprehensive
overview of the company’s business and financial condition and includes audited financial statements. Although
similarly named, the annual report on Form 10-K is distinct from the “annual report to shareholders,” which a
company must send to its shareholders when it holds an annual meeting to elect directors.” For additional
information see, https://www.sec.gov/answers/form10k.htm and the Form 10-K can be found here: https://www.
sec.gov/about/forms/form10-k.pdf.

287 Mozaffar Khan, George Serafeim and Aaron Yoon, Corporate Sustainability: First Evidence on Materiality, The
Accounting REV (Harvard Business School, March 9, 2015), http://hbswk.hbs.edu/item/corporate-sustainability-
first-evidence-on-materiality.

288 Retrieved from SEC public consultation response to Regulation S-K from SASB: https://www.sec.gov/comments/
s7-06-16/s70616-25.pdf.

289 See, Jean Rogers, “5 market problems the SEC can help solve through regulation S-K”, 13 May 2016, Huffington
Post, at http://www.huffingtonpost.com/jean-rogers/five-market-problems-the-_b_9959338.html.

290 See, Jean Rogers, “5 market problems the SEC can help solve through regulation S-K”, 13 May 2016, Huffington
Post, at ttp://www.huffingtonpost.com/jean-rogers/five-market-problems-the-_b_9959338.html.

291 According to the American Bar Association, other sustainability disclosure requirements include the disclosure on
“conflict minerals” (Section 13(p) of the Securities Exchange Act of 1934 (“Exchange Act” which was
implemented by the SEC by rule), payments to governments by resource extraction issuers (Section 13(q) of
the Exchange Act, which is in the process of being implemented by SEC rule), and business with certain
governments, persons, and entities subject to specific U.S. trade sanctions (Section 13(r) of the Exchange Act,
which was effective upon enactment). See, Nancy S. Cleveland, David M. Lynn, Stephen A. Pike, “Sustainability
Reporting: The Lawyer’s Response” available at: http://www.americanbar.org/publications/blt/2015/01/04_pike.
html.

292 On a state level, retail sellers and manufacturers doing business in the State of California and having worldwide
annual revenues of USD $100 million or more are required, under the California Transparency in Supply Chains
Act, to disclose their specific actions to eradicate slavery and human trafficking in their direct supply chains for
tangible goods offered for sale; other example is in the states of California, Connecticut, Illinois, Minnesota, New
York, and Washington, insurance companies with direct written premiums of $100 million or more in their state
are required to complete an annual climate risk disclosure survey. See, Nancy S. Cleveland, David M. Lynn,
Stephen A. Pike, “Sustainability Reporting: The Lawyer’s Response” available at: http://www.americanbar.org/
publications/blt/2015/01/04_pike.html.

293 Release No. 33-9106, Commission Guidance Regarding Disclosure Related to Climate Change (February, 2010)
See, Federal Register, Vol. 75, No. 25, Monday, February 8, 2010, Rules and Regulations at: https://www.sec.gov/
rules/interp/2010/33-9106fr.pdf.
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SEC has decided to improve sustainability reporting requirements in their current
fillings.294 In April 2016, the SEC issued a concept release on business and financial
disclosure required by regulation S-K. From the 341 pages of the concept release, 11
pages were dedicated to sustainability disclosure.295 The SEC called feedback on
among others issues, sustainability disclosures.296 On the 13th of July 2016, the SEC
issued the proposed rule with the proposed changes to simplify certain disclosure
requirements and to eliminate redundant, overlapping, outdated, or superseded
disclosure requirements, in light of other SEC disclosure requirements, the United
States Generally Accepted Accounting Principles (US-GAAP), the International
Financial Reporting Standards (IFRS) and technology.297 The SEC is seeking public
comment on modernizing certain business and financial disclosure requirements in
Regulation S-K and on proposed amendments to its disclosure requirements for
registrants involved in mining activities.298 The proposed amendments are for, among
others, Rule 601 of Regulation S-K under the Securities Act and the Exchange Act
and Form 10-K under the Exchange Act.

There was a 60-day public comment period on the proposed changes, all comments
were to be received by the SEC on or before the 3rd of October of 2016.299 On the
25th July of 2016, the SEC had received a total of 26,391 comment letters, from
which 9,862 letters asked for disclosure on “sustainability plans”, tax payments by
country and political spending.300 Investors voiced their interest in higher sustain-
ability disclosure by replying to the SEC call for comment letters. Forty-five
investors, representing USD$ 1.1 trillion in assets under management proved their
demand for improved sustainability disclosures by backing up the Ceres comment
letter sent to the SEC calling for enhanced sustainability disclosure to level the
playing field and for increasing comparability of the information provided to
investors.301 Another thirty-five investors, members of Ceres’ Investor Network on
Climate Risk, among which was CalPERS and Domini Social Investment, have
written their own comment letters to the SEC highlighting pressing issues as the
board independence, essential for risk oversight (e.g. climate change and cyber
security), the importance of externalities and encouraging the SEC to develop rules
“that would help companies to identify appropriate KPIs by industry and sub-

294 Jim Coburn, “The SEC Must Improve Disclosure of Material and Emerging Sustainability Risks” 10 August 2016,
Ceres, at http://www.ceres.org/press/blog-posts/the-sec-must-improve-disclosure-of-material-and-emerging-
sustainability-risks-1.

295 See, https://www.linkedin.com/pulse/investors-ask-sec-better-sustainability-disclosure-jean-rogers.
296 See the concept release here: https://www.sec.gov/rules/concept/2016/33-10064.pdf.
297 See the proposed rule at: https://www.sec.gov/rules/proposed/2016/33-10110.pdf.
298 The last time the SEC had looked at sustainability disclosure was in the 1970s. Then, the SEC decided not to

increase sustainability disclosures, among others, because of the lack of investors’ interest. See, Jean Rogers,
https://www.linkedin.com/pulse/investors-ask-sec-better-sustainability-disclosure-jean-rogers.

299 See, Press Release 13 July 2016 “SEC Proposes Amendments to Update and Simplify Disclosure Requirements
As Part of Overall Disclosure Effectiveness Review – Comments on Amendments Along With S-K Concept
Release Input Will Further Inform Commission’s Actions to Enhance Disclosure” here: https://www.sec.gov/
news/pressrelease/2016-141.html.

300 Jean Rogers, “Investors Ask SEC for Better Sustainability Disclosure”, 17 August 2016, LinkedIn. See, https://
www.linkedin.com/pulse/investors-ask-sec-better-sustainability-disclosure-jean-rogers.

301 Jim Coburn, “The SEC Must Improve Disclosure of Material and Emerging Sustainability Risks” 10 August 2016,
Ceres, at http://www.ceres.org/press/blog-posts/the-sec-must-improve-disclosure-of-material-and-emerging-
sustainability-risks-1.
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sectors; establish a common standard to measure the KPI and introduce standar-
dized reporting of KPIs on an annual basis”.302

This high response from investors shows the increasing commitment of investors to
long-term value creation and through direct public policy engagement they are
making their voice heard. Investors have the power to voice their interest in long
term investing and reach out to the policy makers and regulators responsible for
changing public policy.303 In the US, investors have been responsible for important
regulatory changes, both from public policy and company-specific advocacy by
investors. Among others, in 2010 pension funds together with elected officials with
fiscal management responsibilities and Ceres, addressed the SEC with a rule-
making petition and were responsible for the SEC’s issuance of the guidance
requiring corporate disclosure of material climate change risks; also the Dodd-
Frank provisions requiring an advisory vote on executive compensation (“Say on
Pay”) and the disclosure of conflict minerals.304

Among the respondents to the SEC’s public consultation is the Sustainability
Accounting Standards Board (SASB).305 The SASB highlighted the compatibility
of their framework with the SEC fillings and explained the benefits of its use of KPI’s
by industry and sectors for both corporate guidance and transparency purposes.

If these changes take place, sustainability reporting in the US will become mandatory
for listed companies. This development can improve materiality, the quality of the
information disclosed to investors and comparability.306 What about the enforcement
of the additional sustainability requirements? Could the SEC eventually mention the
use of the SASB as a potential requirement, similar to the United States Generally
Accepted Accounting Principles (US-GAAP) used for enforcing financial reporting
through the Form 10-K? The SASB is in its early stages of development and testing,
however, it is a promising development to follow closely to see howmany companies
will use these standards in their SEC filings.

Climate Change
On the 12th of November of 1998, the US signed the Kyoto Protocol, the first
legally binding climate protocol to reduce greenhouse gas emissions but never
ratified it. The EU, together with Brazil signed the Kyoto protocol on the 29th of
April of 1998, it was then approved on the 31st of May of 2002 and entered into

302 Jim Coburn, “The SEC Must Improve Disclosure of Material and Emerging Sustainability Risks” 10 August 2016,
Ceres, at http://www.ceres.org/press/blog-posts/the-sec-must-improve-disclosure-of-material-and-emerging-
sustainability-risks-1.

303 21st Century Engagement – Investor Strategies for Incorporating ESG Considerations into Corporate Interactions,
BlackRock, Ceres, pp. 32, at: https://www.blackrock.com/corporate/en-hu/literature/publication/blk-ceres-
engagementguide2015.pdf pp. 32.

304 21st Century Engagement – Investor Strategies for Incorporating ESG Considerations into Corporate Interactions,
BlackRock, Ceres, pp. 32, at: https://www.blackrock.com/corporate/en-hu/literature/publication/blk-ceres-
engagementguide2015.pdf pp. 32.

305 See, https://www.sec.gov/comments/s7-06-16/s70616-25.pdf.
306 See, Jean Rogers, “5 market problems the SEC can help solve through regulation S-K”, 13 May 2016, Huffington

Post, at http://www.huffingtonpost.com/jean-rogers/five-market-problems-the-_b_9959338.html.
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force on the 16th of February of 2005. Developed countries who signed and ratified
the protocol committed to reduce GHG emissions 5% on 1990 levels by its first
commitment period which started in 2008 and ended in 2012.307 308 309 192 Parties
(191 States and the EU) signed and ratified the Kyoto Protocol to the United
Nations Framework Convention on Climate Change. The Kyoto Protocol sets
binding emission reduction targets for 36 developed countries and the EU.310

However, the two largest GHG emitters, the US and China did not and they
remained free of any commitments. The successor of the Kyoto protocol is the Paris
agreement (COP 21). As of the 7th of September of 2016, 180 countries signed the
Paris Agreement, a binding agreement to combat climate change, committing to
reduce GHG emissions and keep the global temperature rise well below 2 degrees
Celsius, through Nationally Determined Contributions (NDCs).311 312 Until
September 2016, only 27 Parties, accounting in total for 39,08% of the total
GHG emissions, have ratified the Paris Agreement.313 Under the Obama Admin-
istration, the US and China have jointly ratified the Paris Agreement before the G20
Summit at the West Lake Guest House in Hangzhou in China on the 3rd of
September of 2016.314 Both countries have submitted their plan to join the Paris
agreement to the UN Secretary-General Ban Kin-moon.315 This commitment form
the two largest economies in the world have the potential to influence other
countries to take the same step (e.g. Australia).316 317 318

Under the Trump administration, the US triggered the official withdrawal proce-
dures from the Paris Agreement, which may last until 2020. This situation may
hinder the global efforts towards mitigating climate change.319 In a reaction to
President Trump’s decision, President Obama stated the following: “I believe the

307 Developing countries, as Brazil, China, India and South Africa were not required to cut their GHG emissions, they
were only encouraged to adopt policies to promote green growth.

308 See, http://unfccc.int/kyoto_protocol/items/2830.php.
309 In 2012, in Doha, through the Doha Amendment, the Kyoto Protocol was adopted for a second commitment

period, starting in 2013 and ending in 2020. However, the Doha Amendment did not yet entered into force. See,
http://bigpicture.unfccc.int/#content-the-paris-agreemen.

310 See, http://bigpicture.unfccc.int/#content-the-paris-agreemen.
311 The Paris agreement enters into force 30 days after at least 55 Parties to the Convention accounting in total for at

least an estimated 55% of the total global greenhouse gas emissions have deposited their instruments of
ratification, acceptance, approval or accession with the Depositary (article 21, paragraph 1 of the Paris
Agreement). See, http://unfccc.int/paris_agreement/items/9485.php.

312 The Paris Agreement was open for signature at the United Nations Headquarters in New York, from the 22nd of
April of 2016 until the 21st of April of 2017 (Article 20, paragraph 1, of the Paris Agreement). See, http://unfccc.
int/paris_agreement/items/9444.php.

313 See, the progress tracker at: http://unfccc.int/paris_agreement/items/9485.php and status of ratification at: http://
unfccc.int/paris_agreement/items/9444.php.

314 See, http://www.reuters.com/article/us-china-climatechange-idUSKCN11901W.
315 See, http://www.reuters.com/article/us-china-climatechange-idUSKCN11901W.
316 See, http://theconversation.com/us-china-ratification-of-paris-agreement-ramps-up-the-pressure-on-australia-

64821.
317 According to Brain Deese’s (Senior advisor to President Obama) communication to reporters on the 2nd of

September of 2016. See, http://www.reuters.com/article/us-china-climatechange-idUSKCN11901W.
318 The legality of the ratification of the Paris Agreement by President Obama was questioned by the US Republican

Party Platform, referring it needs the Senate’s approval to become binding. See, http://www.reuters.com/article/us-
china-climatechange-idUSKCN11901W There are currently 27 U.S. states trying to block the federal Clean
Power Plan, aiming at the cut of CO2 from power plants, the largest source of U.S. greenhouse gas emissions. If
this happens, the Paris targets will be delayed. A Federal court hearing is expected in September 2016.

319 See, http://edition.cnn.com/2017/06/01/politics/trump-paris-climate-decision/index.html.
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United States of America should be at the front of the pack. But even in the absence
of American leadership; even as this Administration joins a small handful of
nations that reject the future; I’m confident that our states, cities, and businesses
will step up.”320 I completely agree with President Obama; and as we know
presidential mandates are transitory. Policy makers tend to last longer than
Presidential mandates so even if there are policy set-backs I believe that those in
principle, should not be the main reason for not achieving a major cause such as
climate change. ESG risk management is here to stay and I do not believe that a
Presidential mandate of one, even if from a major economy, will stop it.

In line with the above thoughts, the US federal Government does not influence all
the US states. Not all states support Trump’s decision and therefore, thirteen states,
including California, New York and Washington, DC,321 have joined the United
States Climate Alliance, a group formed by New York Governor Andrew Cuomo,
California Governor Edmund G. Brown Jr., and Washington State Governor Jay
Inslee.322 The situation is not as promising as before the Trump’s decision,
however, the US states are increasingly making their own commitments to tackle
climate change. As an example, California passed a Bill in September 2018,
requiring CalPERS and CalSTRS to publicly report every three years on the
climate-related financial rsiks of their public market portfolios.323 Another example
from Californina insurance regulator requiring insurers to disclose their fossil fuel-
related holdings.324 The United States Climate Alliance seeks to reduce green-
house-gas emissions nationwide, showing their commitment to pursue policies that
will keep the US’s commitments to the Paris Agreement.325

Moreover, China has kept its position, joining forces with the EU and other
countries to make the global efforts to tackle climate change a reality.326 As we
have seen in chapter 2, the IFRS were already developed without the support of a
major economy, such as the US. We have seen before that it is possible to develop
globally accepted international standards without the support of the US. So I would
say that the global efforts to tackle climate change may still be possible without the
full support of the US federal government.327 This will of course not come without
challenges and the states part of the climate alliance will possibly have to deal in
the future with questions such as, federal budget limitations of the Environmental

320 See, http://edition.cnn.com/2017/06/01/politics/trump-paris-climate-decision/index.html.
321 The thirteen states are California, Connecticut, Delaware, Hawaii, Massachusetts, Minnesota, New York, Oregon,

Puerto Rico, Rhode Island, Vermont, Virginia and Washington D.C. See, https://www.governor.ny.gov/news/
united-states-climate-alliance-adds-10-new-members-coalition-committed-upholding-paris-accord.

322 According to Jaime Smith, communications director for Washington State Governor Jay Inslee, the thirteen
member states represent nearly one-third of the U.S. population, around 102 million people, and around one-third
of the U.S.’s overall GDP of USD$6.83 trillion. See, https://www.usatoday.com/story/news/nation/2017/06/08/
more-states-sign-us-climate-alliance-honor-paris-agreement/102629160/.

323 Sarr, Mamadou-Abou, Kochetygova, Julia, “The Push and Pull of ESG Regulation”, Nothern Trust Asset
Mangement, 2019.

324 Sarr, Mamadou-Abou, Kochetygova, Julia, “The Push and Pull of ESG Regulation”, Nothern Trust Asset
Mangement, 2019.

325 See, https://www.businessinsider.nl/us-states-uphold-paris-agreement-2017-6/?international=true&r=US.
326 See, http://edition.cnn.com/2017/06/01/europe/eu-us-climate/index.html.
327 See, Lesson 4 of the conclusion, in chapter 2.
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Protection Agency and U.S. national policy contradiction with the Paris agreement
e.g. removing restrictions on the U.S. coal industry.328

The US has felt the impacts of climate change and in 2011 were registered USD
$ 69 billion of weather-related damages.329 As of July 2016, there have been
8 climate disaster events with losses exceeding USD $1 billion each.330 Climate
change affects 93% of the US market cap.331 In 2007, the US Supreme Court ruled
that the Clean Air Act empowered the government to regulate GHG emissions.332

In this case, the court based its decision on the Clean Air Act, which is a different
situation from The Hague District Court’s decision to oblige the Dutch Government
to deal with environmental issues, in 2015, founded on an independent basis.333 In
2009, the Obama Administration committed to reduce US greenhouse gas emis-
sions (GHG) 17% below the levels registered in 2005, by 2020. This target was
submitted to the United Nations Framework Convention on Climate Change
Secretariat under the Copenhagen Accord,334 a non-binding agreement drafted
by the US, China, India, South Africa and Brazil, in December 2009 at the United
Nations climate talks.335 Under the SEC disclosure rules, US companies are
required to disclose in their financial fillings any material risks related to climate
change.336 In February 2010, the SEC published an interpretative release to provide
guidance to the US public companies on their climate change disclosures.337 The
climate change related disclosures would fall under the existing disclosure
requirements (the SEC’s Regulation S-K, including Forms 10-K and 20F filings)

328 See, Audrey Comstock “U.S. cities and states want to implement the Paris climate accord goals. It’s not that
simple.” June 13, The Washington Post. Available at: https://www.washingtonpost.com/news/monkey-cage/wp/
2017/06/13/u-s-cities-and-states-want-to-implement-the-paris-climate-accord-goals-its-not-that-simple/?utm_
term=.dba084df2b77.

329 See, Bianco, Nicholas M., Litz, Franz T., Meek, Kristin Igusky & Gasper, Rebecca, “Can The U.S. Get There
From Here? Using Existing Federal Laws and State Action to Reduce Greenhouse Gas Emissions.” The World
Resources Institute, pp.1. Available at http://www.wri.org/sites/default/files/pdf/can_us_get_there_from_here_
summary.pdf.

330 See, http://www.ncdc.noaa.gov/billions/events.
331 Robert Eccles, “What the World Needs Now: Sustainability Accounting Standards”, 3 May 2016, Forbes. Available

at: http://www.forbes.com/sites/bobeccles/2016/05/03/what-the-world-needs-now-sustainability-accounting-
standards/#742fa96f66dc.

332 See, the case Massachusetts v. Environmental Protection agency, 549 US 497 (2007) at: https://www.oyez.org/
cases/2006/05-1120.

333 According to Professor Michael B. Gerrard, director of the Sabin Center for Climate Change Law at Columbia
Law School. See, http://www.nytimes.com/2015/06/25/science/ruling-says-netherlands-must-reduce-greenhouse-
gas-emissions.html?_r=0.

334 More information about the Copenhagen accord is available at: http://unfccc.int/meetings/copenhagen_dec_2009/
items/5262.php and its text is available at: http://unfccc.int/documentation/documents/advanced_search/items/
6911.php?priref=600005735#beg.

335 See, http://www.washingtonpost.com/wp-dyn/content/article/2010/01/28/AR2010012803632.html.
336 Release No. 33-9106, Commission Guidance Regarding Disclosure Related to Climate Change (February, 2010)

See, Federal Register, Vol. 75, No. 25, Monday, February 8, 2010, Rules and Regulations at: https://www.sec.gov/
rules/interp/2010/33-9106fr.pdf. See, Federal Register, Vol. 75, No. 25, Monday, February 8, 2010, Rules and
Regulations at: https://www.sec.gov/rules/interp/2010/33-9106fr.pdf See also, https://www.federalregister.gov/
articles/2010/02/08/2010-2602/commission-guidance-regarding-disclosure-related-to-climate-change.

337 In July 2016, the US House of Representatives passed legislation that would prohibit the SEC from enforcing the
2010 climate risk disclosure guidance. Id. 780 See also, Mindy Lubber, “SEC Climate Risk Disclosure Effort
Under Serious Attack from Congress”, Forbes, 18 July 2016. Available at: http://www.forbes.com/sites/
mindylubber/2016/07/18/sec-climate-risk-disclosure-effort-under-serious-attack-from-congress/#9bf11ec3bc2e.
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and do not add any new legal obligation.338 In result of the SEC requirements, in
2014, 27% of the S&P 500 companies reported on climate change-related risks in
their SEC filings, compared to 5% in 2013.339 In the S&P Global 1200, 43% of the
companies has reported their GHG emissions, compared to 37% in 2013. Small US
companies have also been reporting their GHG emissions, 47% of small companies
have reported their GHG emissions in 2014, compared to 25% in 2013.340 As for
the S&P 500 companies, in 2014, 30% reported on their GHG emissions compared
to 26% in 2013.341 Several studies addressed the impact of the SEC’s guidance on
climate-related disclosures, including, the quality of the information disclosed and
also potential additional costs.342 Some of the findings of these studies include the
lack of experience of reporters in disclosing climate change-related risks, limited
enforcement and lack of interest in the information disclosed from financial
analysts, asset managers and investors.

In addition to the SEC’s requirements, the US has further addressed its concerns
with climate change by introducing legislation to reduce GHG emissions. E.g. the
Global Warming Solutions Act of 2006, from the state of California; other state and
regional programs, include the Regional Greenhouse Gas Initiative, the Western
Climate and the Midwestern Greenhouse Gas Reduction Accord have been
developed to restrict greenhouse gas emissions.343

Despite these regulatory examples, in a survey, the Pew Center on Global Climate
Change found that the Americans and the Chinese, currently responsible for the
highest annual CO2 emissions, are among the least concerned.344 As for Americans
and Europeans, ISIS ranked on top of their priorities (68%), and their ideologies
influenced their concerns.345 However, the US Government has made serious
commitments towards climate change mitigation. In June 2013, the US President

338 Gary Shorter, “SEC Climate Change Disclosure Guidance: An Overview and Congressional Concerns”,
Congressional Research Service, August 26, 2013, citing studies from CERES, Davis Polk, and the American
Bar Association. Available at: https://www.fas.org/sgp/crs/misc/R42544.pdf pp. 1.

339 See, http://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-corporate-governance/us-aers-ccg-
sustainability-practices-report-the-conference-board-050815.pdf pp. 8.

340 See, http://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-corporate-governance/us-aers-ccg-
sustainability-practices-report-the-conference-board-050815.pdf pp. 9.

341 See, http://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-corporate-governance/us-aers-ccg-
sustainability-practices-report-the-conference-board-050815.pdf pp. 9.

342 See, Gary Shorter, “SEC Climate Change Disclosure Guidance: An Overview and Congressional Concerns”,
Congressional Research Service, August 26, 2013, citing studies from CERES, Davis Polk, and the American Bar
Association. Available at: https://www.fas.org/sgp/crs/misc/R42544.pdf pp. 6-11 citing studies from Ceres,
“Disclosing Climate Risks & Opportunities in SEC Filings: A Guide for Corporate Executives, Attorneys &
Directors”, 2011; Davis Polk & Wardwell, “Environmental Disclosure in SEC Filings, 2011 Update” and Tom
Karol, “SEC Climate Change Disclosure Cooling Off,” ABA Environmental Disclosure Community Newsletter,
March 2011. Available at http://www.americanbar.org/content/dam/aba/publications/nr_newsletters/ed/
201103_ed.authcheckdam.pdf.

343 See, “Guidance Regarding Disclosure to Climate Change”, US Securities and Exchange Commission, February 2,
2010, available at https://www.sec.gov/rules/interp/2010/33-9106fr.pdf, pp. 6290.

344 Pew Research Center, Climate Change Seen as Top Global Threat” 14 July 2015. Available at: http://www.
pewglobal.org/2015/07/14/climate-change-seen-as-top-global-threat/.

345 Through their 2015 survey, the Pew Research Center found that about six-in-ten Democrats (62%) are very
concerned about climate change, against 20% of Republicans. See, Pew Research Center, Climate Change Seen as
Top Global Threat” 14 July 2015. Available at: http://www.pewglobal.org/2015/07/14/climate-change-seen-as-
top-global-threat/.

168 Chapter 3



Obama announced “The President’s Climate Action Plan”.346 Among other goals,
the Climate Action Plan, sets the target of reducing at least 3 billion metric tons of
carbon pollution by 2030 and directs the Environmental Protection Agency to work
closely with states, industry and other stakeholder to establish carbon pollution
standards for both new and existing power plants.347 In November 2014, the US
President Obama announced in China the target to reduce GHG emissions by 26-
28% below 2005 levels by 2025. On the 31st of March of 2015, the US submitted
this target to the United Nations Framework Convention on Climate Change, in a
formal statement referred to as an Intended Nationally Determined Contribution.348 349

Further in November 2015, the White House announced additional commitments
from 73 companies joining the American Business Act on Climate Pledge, making a
total of 154 companies which have given their support for action on climate
change.350 In addition, six of the largest banks in the US issued a call for leadership
and cooperation among Governments to ensure a strong global climate agreement.351

On the 26th of June of 2016, the US took part of the North American Leadership
Summit, in Ottawa. The Summit counted with the participation of the Heads of
State from Canada, Mexico and the US, showing their political alignment on
various issues including climate change.352 The Leaders’ Statement and Action
Plan included actions on the North American Climate, Clean Energy, and
Environment Partnership, including “a target to increase clean power to 50% of
the electricity generated across North America by 2025, reducing methane emis-
sions from the oil and gas sector by 40-45% by 2025. Also affirmed their support
for joining and implementing the Paris Agreement and commitment to work
together to address climate issues through the Montreal Protocol, International
Civil Aviation Organization, G-20, and other forums.”353

346 The President’s Climate Action Plan Available at: https://www.whitehouse.gov/sites/default/files/image/
president27sclimateactionplan.pdf See also the infographic at: https://www.whitehouse.gov/the-record/climate.

347 The President’s Climate Action Plan Available at: https://www.whitehouse.gov/sites/default/files/image/
president27sclimateactionplan.pdf See also the infographic at: https://www.whitehouse.gov/the-record/climate.

348 See, The White House, Office of the Press Secretary, “FACT SHEET: U.S. Reports its 2025 Emissions Target to
the UNFCCC – State Department Submits President Obama’s Ambitious 2025 Target to Cut U.S. Climate
Pollution by 26-28 Percent from 2005 Levels”, 31 March 2015. Available at: https://www.whitehouse.gov/the-
press-office/2015/03/31/fact-sheet-us-reports-its-2025-emissions-target-unfccc.

349 The EU has submitted its Intended Nationally Determined Contribution to the United Nations Framework
Convention on Climate Change to cut their GHG emissions 40% by 2030.

350 See, “White House Announces Additional Commitments to the American Business Act on Climate Pledge”
30 November 2015 https://www.whitehouse.gov/the-press-office/2015/11/30/white-house-announces-additional-
commitments-american-business-act.

351 See, CK Staff, “Spotlight on the 2016 Global 100”, 20 January 2016, Winter 2016 issue, Corporate Knights.
Available at: http://www.corporateknights.com/magazines/2016-global-100-issue/spotlight-on-the-2016-global-
100-14533333/.

352 See, Sam Adams, “Climate Change Game-Changer: a Continent-Wide Strategy for North America”, 28 June
2016, World Resources Institute. Available at: http://www.wri.org/blog/2016/06/climate-change-game-changer-
continent-wide-strategy-north-america.

353 See, The White House, Office of the Press Secretary, “FACT SHEET: United States Key Deliverables for the 2016
North American Leaders’ Summit”, June 29, 2016. Available at: https://www.whitehouse.gov/the-press-office/
2016/06/29/fact-sheet-united-states-key-deliverables-2016-north-american-leaders See also, http://pm.gc.ca/eng/
news/2016/06/29/leaders-statement-north-american-climate-clean-energy-and-environment-partnership.
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A recent study from the World Resources Institute identified the potential of the US
commitments to tackle climate change, under the current federal regulation and
state level commitments and actions.354 The findings include, i) the US is not yet in
the path to meet its international commitments to reduce GHG emissions; ii)
although it could achieve its GHD reduction goals under current legislation, it will
need a “go-getter” action or otherwise, the new legislation from the US Con-
gress;355 and iii) to achieve its goals it will need the cooperation of the Congress,
states and the executive branch.356

Role of investors
Investors have the power of voicing their interests through different channels,
including through direct engagement (e.g. company-specific, public policy engage-
ment) and voting.357 In result of the US budget sequestration in 2013, mentioned
above, budgets cuts have been required, also affecting climate change projects.
Companies and investors have mobilized efforts to engage in the change of public
policy.358 As an example, the members of Ceres’ Investor Network on Climate
Risk (INCR)359 wrote to the SEC in June 2016 requesting better enforcement of its
2010 guidance to companies on climate risk disclosure.360 However, in July 2016,
House lawmakers passed legislation that prohibits the SEC from enforcing the
climate risk disclosure guidance.361 362

Another example showing the increasing active role of US investors is the creation
of the Investor Stewardship Group in 2018. This group represents an estimated $31
trillion USD in US equity markets.363 This initiative indicates, that independently

354 See, Bianco, Nicholas M., Litz, Franz T., Meek, Kristin Igusky & Gasper, Rebecca, “Can The U.S. Get There
From Here? Using Existing Federal Laws and State Action to Reduce Greenhouse Gas Emissions.” The World
Resources Institute. Available at: http://www.wri.org/publication/can-us-get-there-here.

355 According to the WRI, “Go-Getter is the highest ambition achievable without new congressional action. It
represents the results of actions of higher cost or most optimistic technical achievement.” See, Bianco, Nicholas
M., Litz, Franz T., Meek, Kristin Igusky & Gasper, Rebecca, “Can The U.S. Get There From Here? Using
Existing Federal Laws and State Action to Reduce Greenhouse Gas Emissions.” The World Resources Institute.
Available at: http://www.wri.org/publication/can-us-get-there-here pp. 2.

356 See, Bianco, Nicholas M., Litz, Franz T., Meek, Kristin Igusky & Gasper, Rebecca, “Can The U.S. Get There
From Here? Using Existing Federal Laws and State Action to Reduce Greenhouse Gas Emissions.” The World
Resources Institute. Available at: http://www.wri.org/publication/can-us-get-there-here pp. 25.

357 21st Century Engagement – Investor Strategies for Incorporating ESG Considerations into Corporate Interactions,
BlackRock, Ceres, pp. 32, at: https://www.blackrock.com/corporate/en-hu/literature/publication/blk-ceres-
engagementguide2015.pdf.

358 See, “In Unprecedented Response, Investors Call On SEC To Improve Reporting Of Climate Risks And Other
Sustainability Challenges”, 20 July 2016, avalable at http://www.ceres.org/press/press-releases/investors-call-on-
sec-to-improve-reporting-of-climate-risks.

359 The Ceres is a nonprofit coalition of institutional investors, environmental organizations, and other public interest
groups. It was founded in 1989 in response to the Exxon Valdez oil spill with the mission to mobilize investor and
business leadership to build a thriving, sustainable global economy. More information available at: https://www.
ceres.org/.

360 See, letter to SEC on climate and sustainability risk disclosure at https://www.ceres.org/sites/default/files/Fact%
20Sheets%20or%20misc%20files/Ceres%20Investor%20Letter%20SEC%20Concept%20Release%207-20-16.
pdf.

361 This amendment was filed by Congressman Bill Posey (R-FL) and it was included as part of the Financial
Services spending bill. See, https://www.ceres.org/news-center/press-releases/unprecedented-response-investors-
call-sec-improve-reporting-climate.

362 See, the US approach to climate change above in section 4.2.
363 See, https://isgframework.org/.
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from the US Government support, the interest in responsible investment in the US
is growing.364

4.2.1 The influence of the EU regulatory approach on US companies

Since 2014, under the directive on non-financial information, large companies, with
more than 500 employees, operating in the EU are required to disclose ESG risks
about their business activities, in their annual reports.365 The Directive affects
around 6000 large undertakings including large US companies operating in the EU.
Although sustainability reporting in the US is voluntary, US companies operating
in the EU have to comply with the EU regulation, and are therefore, required to
disclose Environmental, Social and Governance information in their annual
reports.366 Also, the recent EU Action Plan on Sustainable Finance of 2018 and
its key actions, such as the EU taxonomy, EU ECO lable and the EU Green Bond
Standard have the potential to reach beyond the EU, as they will be available to
global investors, including US-based investors.367

4.3 Voluntary sustainability reporting in the United States

In the US sustainability reporting is a voluntary practice and undertaken mostly by
the largest companies. Reporting organizations use a variety of voluntary reporting
frameworks, standards and guidelines to disclose Environmental, Social and
Governance information. Among others, US companies follow guidelines and
principles such as, the CDP (former Carbon Disclosure Project), the Global
Reporting Initiative, the International Integrated Reporting Council, the UN Global
Compact, the UN’s guiding principles on business and human rights, UN-backed
Principles for Responsible Investment, the International Chamber of Commerce’s
Charter for Sustainable Development and the OECD Guidelines for Multinational
Enterprises.368 369 The most used standards amongst US companies are the Global
Reporting Initiative standards.370 Listed companies carry on most sustainability

364 See, https://corpgov.law.harvard.edu/2019/04/04/the-shareholder-rights-directive-ii/.
365 For more information about the EU developments on sustainability reporting, see Chapter 1.
366 See, http://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-corporate-governance/us-aers-ccg-

sustainability-practices-report-the-conference-board-050815.pdf pp. 4 & 5.
367 Sarr, Mamadou-Abou, Kochetygova, Julia, “The Push and Pull of ESG Regulation”, Nothern Trust Asset

Mangement, 2019.
368 See, http://www.americanbar.org/content/dam/aba/administrative/environment_energy_resources/resources/

final_sdtf_aba_annual_08-2015.authcheckdam.pdf pp. 3.
369 The US has a National Contact Point (USNCP) for the OECD Guidelines for Multinational Enterprises, housed in

the Bureau of Economic and Business Affairs of the U.S. Department of State. See, http://www.state.gov/e/eb/
oecd/usncp/index.htm; A Guide to the U.S. National Contact Point for the OECD Guidelines for Multinational
Enterprises is available at: http://www.state.gov/e/eb/oecd/usncp/usncpguide/248956.htm#1c In a fifteen-year
history of the US National Contact Point the office has only issued one public annual report in 2015, available at:
http://www.state.gov/e/eb/oecd/usncp/links/rls/258062.htm.

370 The Global Reporting Initiative (GRI) is an international non-profit organization founded in 1997, which
developed the GRI sustainability reporting standards. The GRI’s framework was last updated in 2015 and there
are now in their fourth generation of standards, the G4 guidelines. The GRI guidelines are the world’s most widely
used sustainability reporting standards. More information about the GRI at: https://www.globalreporting.org/
information/about-gri/gri-history/Pages/GRI’s%20history.aspx.
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disclosure. In 2011, the Global Reporting Initiative and Governance & Account-
ability Institute identified 333 sustainability reports published by organizations in
the US. From this total of 333 sustainability reports, 244 were published by listed
companies, only 57 reports were published by privately owned companies and 12
reports were published by public institutions.371 The Global Reporting Initiative
was the most used among the reporters as 269 organizations used the Global
Reporting Initiative standards to prepare the report, 16 organizations mentioned the
Global Reporting Initiative in the report and only 48 organizations did not mention
the Global Reporting Initiative in their reports.372 The Global Reporting Initiative
has a focal point based in New York City since 2011.373

On a national level, the US Government and corporate sector have been encouraged
to report on Environmental, Social and Governance risks by sustainability related
platforms and information providers, as the following: i) the Environmental
Protection Agency, already mentioned above, regarding mandatory environmental
reporting, has also developed a number of voluntary programs and projects,
partnering with industry and with the public sector to reduce greenhouse gas
emissions.374 The Environmental Protection Agency has been active providing
technical expertise and encouraging voluntary reductions from the private sector; ii)
Ceres, a non-profit organization based in Boston and San Francisco, was created in
response to the Exxon Valdez oil spill in 1989. It encourages sustainable business
practices to build a sustainable global economy, through a large network of
investors, companies and public interest groups;375 iii) the Global Initiative for
Sustainability Ratings (GISR), jointly created by Ceres and Tellus Institute in 2011,
it is an independent, global, non-commercial, initiative, based in the Boston. It aims
at developing a global corporate sustainability ratings standard aligned with the US
national and global sustainability agendas;376 iv) The Governance & Account-
ability Institute, is a for-profit corporate research-based Environmental, Social and
Governance advisor and consulting organization based in New York. It provides
consulting services in risk management, corporate governance and Environmental,
Social and Governance performance, and varied sustainability trainings.377

The Sustainability Accounting Standards Board and recent breakthroughs
Another leading sustainability reporting initiative was developed by the Sustain-
ability Accounting Standards Board (SASB). The SASB is a private sector non-
profit organization (just as the US Generally Accepted Accounting Principles)

371 GRI, “Trends in External Assurance of Sustainability Reports: Spotlight on the USA”, April 2013. Available at:
https://www.globalreporting.org/resourcelibrary/GRI-Assurance-Survey-2013.pdf pp. 6.

372 GRI, “Trends in External Assurance of Sustainability Reports: Spotlight on the USA”, April 2013. Available at:
https://www.globalreporting.org/resourcelibrary/GRI-Assurance-Survey-2013.pdf pp. 6.

373 For more information about the Global Reporting Initiative focal point in the US, see Chapter 1.
374 For example, the ENERGY STAR, the GreenChill, the High Global Warming Potential Gases Voluntary

Programs, the Smart Growth Program and the State and Local Climate and Energy Program. More information
available at: https://www3.epa.gov/climatechange/EPAactivities/voluntaryprograms.html.

375 See, https://www.ceres.org/.
376 See, http://ratesustainability.org/about/.
377 See, http://www.ga-institute.com/.
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created in July 2011 to “develop and disseminate sustainability accounting
standards that help public corporations disclose material, decision-useful informa-
tion to investors.”378 Private foundations, among others, the Rockefeller Founda-
tion, the Metanoia Foundation and Bloomberg Philanthropies currently fund the
SASB. On a later stage it expects to finance itself with revenues from licensing,
education and training fees.379 The SASB is developing standards in 10 sectors,
Health Care, Financials, Technology & Communication, Non-Renewable Re-
sources, Transportation, Services, Resource Transformation, Consumption, Renew-
able Resources & Alternative Energy, and Infrastructure; and industry-specific.380

As of March 2016, SASB has issued provisional sustainability accounting
standards for 79 industries.381 Harvard research (Robert Eccles & Serafeim,
2013)382 has found that “the materiality of the different sustainability issues likely
varies systematically across firms and industries.” SASB believes that “sustain-
ability issues affect different industries in different ways” and only industry-
specific metrics will help businesses to manage risks efficiently.383

The SASB develops standards that fit in the SEC’s Form 10-K.384 The US listed
companies may use the SASB standards to disclose sustainability information in
their annual report to be included in an SEC filing.385 386 The combination of using
the SASB and the US-GAAP by US listed companies in their SEC’s fillings is also
a step towards integrated reporting, although not through the IIRC’s framework.387

As SASB puts it: SASB’s work “is a practical implementation of the concept of
integrated reporting in the context of US capital markets.”388

Looking at the development of financial reporting standards in chapter 2, we saw
that the SEC in the US requires public companies and regulated companies to

378 Jean Rogers, “The Next Frontier In Sustainability”, 1 June 2016, Strategic Finance, at http://sfmagazine.com/post-
entry/june-2016-the-next-frontier-in-sustainability/.

379 See, Mike Scott “US companies urged to put natural capital in accounts”, Financial Times, 24 June 2012, at
http://www.ft.com/cms/s/0/78e36030-b93f-11e1-b4d6-00144feabdc0.html#axzz4IL7uEaVu.

380 Ed Crooks and Camilla Hall, “Banks pushed to report sustainability data”, Financial Times, 23 February 2014, at
http://www.ft.com/cms/s/0/d5ac1516-9ca8-11e3-b535-00144feab7de.html#.

381 The SASB’s Conceptual Framework (includes the objectives, guiding principles and methodologies) and Rules of
Procedure (process for development, codification and maintenance of the standards) governing the Codification
Phase were open for public comment until 6 July 2016. In 2017 SASB will enter a new phase with proposing new
changes, public comment, conclusion and codification of the standards. Id. 795.

382 Eccles, R., & G., Serafeim. 2013. The Performance Frontier: Innovating for a Sustainable Strategy. Harvard
Business Review 91, no. 5: 50-60.

383 Jean Rogers, “The Next Frontier In Sustainability”, 1 June 2016, Strategic Finance, at http://sfmagazine.com/post-
entry/june-2016-the-next-frontier-in-sustainability/.

384 See, Mike Scott “US companies urged to put natural capital in accounts”, Financial Times, 24 June 2012, at
http://www.ft.com/cms/s/0/78e36030-b93f-11e1-b4d6-00144feabdc0.html#axzz4IL7uEaVu.

385 The Sustainability Accounting Standards Board (SASB) differs from Global Reporting Initiative (GRI) reporting
guideleines, as SASB is not a reporting framework and does not translate in a sustainability report as it happens
with the GRI reporting framework. See, https://www.greenbiz.com/article/look-future-reporting-standards SASB
developed sustainability accounting standards to help companies to disclose sustainability information in their
annual reports which will be included in the SEC filings. It is however, possible to use the SASB standards in the
GRI reports. E.g Bloomberg.

386 See, Jean Rogers at http://www.huffingtonpost.com/jean-rogers/five-market-problems-the-_b_9959338.html.
387 See, Section 3.2 in chapter 4.
388 See, SASB’s conceptual framework (October 2013) at: https://www.sasb.org/wp-content/uploads/2013/10/SASB-

Conceptual-Framework-Final-Formatted-10-22-13.pdf pp. 25.
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prepare their financial reports according to the US Generally Accepted Accounting
Principles (US-GAAP). In more than 100 countries, including in the European
Union, companies prepare their financial reports using the IFRS. The use of
different financial standards has proved to be challenging for double listed
companies but also triggers difficulties for comparing financial performance of
companies based in different regions.

Despite the SEC’s intentions of making the US Generally Accepted Accounting
Principles compatible with the International Financial Reporting Standards, elim-
inating double and overlapping requirements for simplifying financial reporting
across different countries, the two reporting standards remain in use. Financial
reporting though the US-GAAP has developed in parallel with the development and
growth of accounting services and education curricula, has it happen with the
International Financial Reporting Standards in Europe. A potential merge of the
two standards would entail high costs and the low cost-effectiveness of this merge
should be considered.389

Considering this current state of the art of financial reporting standards we can see
the potential of the sustainability reporting standards developed by SASB to follow
a similar path to the one of the US-GAAP, this is being used only in the US. If the
SEC mandates the SASB, these standards are already developed and focusing
solely on the US market.390 A possible result from the SASB requirement by the
SEC would be the development and growth of these standards within the US
market, inclusion in the education curricula at universities and part of the US
accountancy profession practice. It’s relation with a possible international sustain-
ability reporting standard, as the International Financial Reporting Standards,
would therefore, be following a similar trajectory of development and practice.
Companies based in different regions, as in the US and in Europe, would not only
disclosure financial information using different reporting standards but also
reporting sustainability related information using different standards. This disparity
would reinforce the challenge for communicating effectively and in a consistent
manner to investors and other relevant stakeholders.

Independently of how good of a standard the US-GAAP and SASB are for the US
market and US investors, I am of the opinion of an international effort for
developing an integrated and international standard suitable to respond to the
constant evolving global market, and to respond to the rapid change of consumer’
needs.

Sustainability Indices
The most important sustainability indices in the US are the Dow Jones Sustain-
ability Indices, in which participation is voluntary. Another example is the MSCI

389 See, http://www.businessnewsdaily.com/5486-generally-accepted-accounting-principles-gaap.html.
390 The SEC did not yet declared any intention on incorporating the SASB standards into the current mandatory

disclosure requirements.
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KLD 400 Social Index (formerly Domini 400 Social Index).391 In addition, the
world’s largest stock exchanges and the most important exchanges in the United
States, NASDAQ and NYSE, have both become Partner Stock Exchanges within
the Sustainable Stock Exchanges by committing to promote improved Environ-
mental, Social and Governance disclosure and performance among their listed
companies.392

The Green Jobs Initiative – measuring sustainability
In 2010 the United States Bureau of Labor Statistics developed the Green Jobs
Initiative and started measuring green jobs. The Bureau of Labor Statistics (BLS)
collected information about i) the number of and trend over time in green jobs, ii)
the industrial, occupational, and geographic distribution of the jobs, and iii) the
wages of the workers in these jobs (BLS, 2012).393 394 395 Initiatives such as this
one can provide data on how green jobs are evolving in a country and therefore
give an indication of how sustainability is developing in that country. On March
2013, the US Federal Government ordered the across-the-board spending cuts,
commonly referred to as the US budget sequestration in 2013 or only sequestration,
required by the Balanced Budget and Emergency Deficit Control Act.396 Under
this order the BLS had to cut its budget by over USD $30 million, by 30 September
2013. In response to this requirement the BLS discontinued the Green Goods and
Services Industry Employment data, including the “measuring green jobs” pro-
ducts.397

4.3.1 Integrated reporting

The International Integrated Reporting Council (IIRC), a global coalition of
regulators, investors, companies, standard setters, accounting professionals and
civil society organizations, has developed an international integrated reporting
framework, also available to US companies.398 The IIRC has developed principles
built on the existing financial reporting framework to guide companies to integrate

391 See, https://www.unglobalcompact.org/docs/issues_doc/Corporate_Governance/legal-memo/us.pdf answer to
question 8, on pp. 9.

392 See, https://www.unglobalcompact.org/docs/issues_doc/Corporate_Governance/legal-memo/us.pdf answer to
question 27, on pp. 29.

393 See, http://www.huffingtonpost.com/steven-cohen/sustainability-by-the-num_b_2158104.html.
394 The United States Bureau of Labor Statistics (BLS) defines Green jobs as follows:

Green jobs are either:
A. Jobs in businesses that produce goods or provide services that benefit the environment or conserve natural
resources.
B. Jobs in which workers’ duties involve making their establishment’s production processes more environmen-
tally friendly or use fewer natural resources.
See, http://www.bls.gov/green/green_definition.pdf.

395 United States. Department of Labor. Bureau of Labor Statistics. “Measuring Green Jobs.” United States.
Department of Labor. Bureau of Labor Statistics, 10 Oct 2012.

396 Addressing the US growing national debt, the US Federal Government ordered a series of automatic spending cuts
to government agencies, in a total of $1.2 trillion over 10 years. See, http://edition.cnn.com/2013/02/06/politics/
cnn-explains-sequestration/.

397 See, http://www.bls.gov/news.release/pdf/ggqcew.pdf.
398 The International Integrated Reporting Council (IIRC) defines integrated reporting as “a process that results in

communication by an organization, most visibly a periodic integrated report, about how an organization’s strategy,
governance, performance, and prospects lead to the creation of value over the short, medium and long-term.”
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Environmental, Social and Governance risks into their annual reports and to
demonstrate how its strategy to creates value over time, with the particular focus
on the interests of investors.399 Globally, integrated reporting is in the early stages
and generally the global uptake has been slow, with the exception of South Africa,
where is already mandatory. Although since the seventies the US has required in
the SEC filings different environmental disclosures and since 2010 addressed
climate change related risks, board diversity, mine safety, conflict minerals and
payments to governments by resource extraction firms, US companies have been
slow in the uptake of the IIRC’s plea.400 401 In 2011, in the US only 6% of Global
Reporting Initiative-checked or self-declared sustainability reports were declared
by the reporters as “integrated reports”, in comparison to 20% globally.402 In 2013
only 1.4% of the S&P 500 companies have declared to have a fully integrated
financial and sustainability report. Among the S&P companies with an integrated
report was American Electric Power, Dow Chemical and Pfizer.403 A possible
reason for the slow uptake of the IIRC in the US is the highly litigious corporate
disclosure environment and reputation risk, which triggers concerns about director
liability.404 405

4.3.2 Assurance

Third-party assurance of sustainability reports is voluntary in the US.406 It is still
far from reaching the level of financial auditing in the US. Although the number of
sustainability reports is growing, assurance of these reports is not keeping up the
pace. However, the trend seem to be the continuous growth of both sustainability
reports and third party assurance of the information disclosed in the reports.407 In
the US the most common type level of assurance provided is the limited assurance
of sustainability reports, where the third party explains that nothing came to its
attention to suggest that, in all material respects, the information provided by the
reporting organization have been misstated, in accordance with the criteria.408

399 Of the 100 companies that joined the IIRC’s Pilot Programme, only seven were headquartered in the US, in 2013.
See, http://integratedreporting.org/wp-content/uploads/2014/03/IIRC-Pilot-Program-Business-Network-
backgrounder-Americas-March-2014.pdf.

400 See, http://irrcinstitute.org/wp-content/uploads/2015/09/FINAL_Integrated_Financial_Sustain_Reporting_
April_20131.pdf pp. 1.

401 Most US companies do not yet make the link between Environmental, Social and Governance risks, business
strategies and financial performance (quantification), in the short and long term. Id. 816 pp. 1.

402 GRI, “Trends in External Assurance of Sustainability Reports: Spotlight on the USA”, April 2013. Available at:
https://www.globalreporting.org/resourcelibrary/GRI-Assurance-Survey-2013.pdf pp. 6.

403 See, “Integrated Financial and Sustainability Reporting in the United States”, Investor Responsibility Research
Institute and Sustainable Investments Institute The report is available at: http://irrcinstitute.org/wp-content/
uploads/2015/09/FINAL_Integrated_Financial_Sustain_Reporting_April_20131.pdf See also, http://www.
environmentalleader.com/2013/04/29/only-1-4-of-sp-companies-have-fully-integrated-reporting/ April 29, 2013

404 Alex Malley, http://www.theaccountant-online.com/blog/integrated-reporting-delivering-market-resilience/.
405 See also, Jeffrey C. Thomson, “Integrated Reporting Needs a US Strategy” IFAC, 24 March 2015. Available at:

https://www.ifac.org/global-knowledge-gateway/viewpoints/integrated-reporting-needs-us-strategy.
406 See, https://www.unglobalcompact.org/docs/issues_doc/Corporate_Governance/legal-memo/us.pdf answer to

question 19, on pp. 21.
407 GRI, “Trends in External Assurance of Sustainability Reports: Spotlight on the USA”, April 2013. Available at:

https://www.globalreporting.org/resourcelibrary/GRI-Assurance-Survey-2013.pdf pp. 30.
408 See, https://www.unglobalcompact.org/docs/issues_doc/Corporate_Governance/legal-memo/us.pdf answer to

question 19, on pp. 21.
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Further development and uptake of assurance of the information disclosed in
sustainability reports would increase trust in the information disclosed, improve
data quality and help companies reduce risks associated with data inaccuracies.409

In 2002 the American Institute of Certified Public Accountants (AICPA) and the
Canadian Institute of Chartered Accountants (CICA) formed a joint task force on
sustainability reporting. Together they developed the first attestation engagement
on environmental reporting in the US, issuing the Statement of Position 03-2, Attest
Engagements on Greenhouse Gas Emissions Information, approved by the Amer-
ican Institute of Certified Public Accountants Auditing Standards Board.410 The
American Institute of Certified Public Accountants has developed the AT 101
assurance standard, adopted by the Public Company Accounting Oversight Board
(PCAOB) as AT Section 101, which although not initially developed for the
assurance of sustainability reports, it has been used in third-party assurance of
sustainability reports in the US.411 Currently, the American Institute of Certified
Public Accountants has established a Sustainability Assurance and Advisory Task
Force to develop a sustainability assurance standard in 2016.412

In 2011, the Global Reporting Initiative reported that in the US only 10% (26 out of
269) of Global Reporting Initiative -based sustainability reports obtained external
assurance, against 38% globally.413 Also in 2011, KPMG ranked the US in 32nd out
of 34 countries included in their International Survey of Corporate Responsibility
Reporting (2011), registering only 13% of US companies with assured reports.414

Within the 30 assurance statements in KPMG’s sample, 16 had limited assurance, 3
had reasonable assurance (e.g. UPS and Starbucks Coffee) and 11 did not mention
any type of assurance.415 In 2013, Global Reporting Initiative found that only 30%
of assured Global Reporting Initiative reports published by US companies were
extended to the full report. Other reports registered different levels of assurance, for
instance restricted specific sections.416 As for the S&P Global 1200 companies, in
2014 30% had seek third party assurance compared to 25% in 2013. In the S&P
500, in 2014 12% of the companies’ reports had third party assurance compared to
only 8% in 2013.417 In 2014, the Centre for Sustainability and Excellence (CSE)’s

409 See, http://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-corporate-governance/us-aers-ccg-
sustainability-practices-report-the-conference-board-050815.pdf pp. 6.

410 See, GRI carrots & sticks 2016 at https://assets.kpmg.com/content/dam/kpmg/pdf/2016/05/carrots-and-sticks-
may-2016.pdf referring to http://www.aicpa.org/Research/Standards/AuditAttest/DownloadableDocuments/AT-
00101.pdf.

411 See, https://www.unglobalcompact.org/docs/issues_doc/Corporate_Governance/legal-memo/us.pdf answer to
question 19 pp. 21 & 22.

412 See, https://www.unglobalcompact.org/docs/issues_doc/Corporate_Governance/legal-memo/us.pdf answer to
question 19 pp. 22.

413 GRI, “Trends in External Assurance of Sustainability Reports: Spotlight on the USA”, April 2013. Available at:
https://www.globalreporting.org/resourcelibrary/GRI-Assurance-Survey-2013.pdf.

414 GRI, “Trends in External Assurance of Sustainability Reports: Spotlight on the USA”, April 2013. Available at:
https://www.globalreporting.org/resourcelibrary/GRI-Assurance-Survey-2013.pdf pp. 14.

415 GRI, “Trends in External Assurance of Sustainability Reports: Spotlight on the USA”, April 2013. Available at:
https://www.globalreporting.org/resourcelibrary/GRI-Assurance-Survey-2013.pdf pp. 21.

416 See, http://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-corporate-governance/us-aers-ccg-
sustainability-practices-report-the-conference-board-050815.pdf pp. 6

417 See, http://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-corporate-governance/us-aers-ccg-
sustainability-practices-report-the-conference-board-050815.pdf

Chapter 3 177



report on sustainability trends in North America, reported that the percentage of
companies in North America seeking external assurance remained lower than the
global average, which raised questions about the level of transparency and
credibility of the data disclosed.418

Between 2015 and 2017 KPMG reported a 12% increase in assurance in the US.419

KPMG suggested that the assurance rate increase was linked to a having a high rate
of corporate reporting.420 In 2018, Sustainable Investments Institute (Si2) found
that among the US S&P 500, a total of 395 companies (78%) issue sustainability
reports.421 From these sustainability reports, only 36% were externally assured,
from which 90% of the external assurance applies ony to specific date, such as
greenhouse gas emissions.422 Only 3% of the reporters had their environmental and
social data performance completely externally verified.423

418 See, http://www.cse-net.org/article/805/sustainability-reporting-trends-north-america
419 See, https://assets.kpmg/content/dam/kpmg/be/pdf/2017/kpmg-survey-of-corporate-responsibility-reporting-

2017.pdf pp. 26 and see, https://home.kpmg/content/dam/kpmg/campaigns/csr/pdf/CSR_Reporting_2017.pdf
420 See, https://assets.kpmg/content/dam/kpmg/be/pdf/2017/kpmg-survey-of-corporate-responsibility-reporting-

2017.pdf pp. 26 and see, https://home.kpmg/content/dam/kpmg/campaigns/csr/pdf/CSR_Reporting_2017.pdf
421 See, https://www.weinberg.udel.edu/IIRCiResearchDocuments/2018/11/2018-SP-500-Integrated-Reporting-

FINAL-November-2018-1.pdf pp. 29 and https://corpgov.law.harvard.edu/2018/12/03/state-of-integrated-and-
sustainability-reporting-2018/

422 See, https://www.weinberg.udel.edu/IIRCiResearchDocuments/2018/11/2018-SP-500-Integrated-Reporting-
FINAL-November-2018-1.pdf pp. 29 and https://corpgov.law.harvard.edu/2018/12/03/state-of-integrated-and-
sustainability-reporting-2018/

423 See, https://www.weinberg.udel.edu/IIRCiResearchDocuments/2018/11/2018-SP-500-Integrated-Reporting-
FINAL-November-2018-1.pdf pp. 29 and https://corpgov.law.harvard.edu/2018/12/03/state-of-integrated-and-
sustainability-reporting-2018/
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Chapter 4: Which framework, mandatory or
voluntary and integrated or not, is most
suitable to contribute to the development and
implementation of sustainability reporting?1

1 Voluntary and mandatory approaches to sustainability
reporting – the debate

Chapter 4 focuses on the advantages and disadvantages of a mandatory (hard law)
and voluntary (soft law) approach to sustainability reporting and integrated
reporting, by looking at the developments taking place in Brazil, Sweden, The
Netherlands and in the United States.

1.1 Mandatory and voluntary instruments

In this chapter I introduce some of the arguments for which one can support or
oppose mandatory sustainability reporting. The arguments supporting mandatory
sustainability reporting come in response to the shortcomings of voluntary
sustainability reports. The latest developments in the EU, e.g the Non-financial
reporting Directive, show that there has been a growing demand for mandatory
sustainability reporting. The argument at the origin of the debate of mandatory or
voluntary sustainability reporting is that, if not required to report, companies may
either not do it or provide incomplete and/ or inaccurate information.2 Establishing
a minimum set of disclosure requirements could lead to the reduction of the
incompleteness of the information reported, including negative performance, to
facilitate comparability of information disclosed and to increase fair competition
among companies and investors. Moreover, stronger enforcement and account-
ability are expected.3

On the other hand, supporters of the voluntary approach mention the “one size does
not fit all”, it may hinder innovation and competitiveness, rigidness of regulation
and it becomes a “ticking the box” exercise. The answer to these arguments may lay

1 The research which enabled me to write chapter 4 is largely based on desk research and most importantly, on more
than 100 semi-structured interviews conducted in Brazil, Sweden, The Netherlands and in the US, in the period
between 2011 and 2016.

2 See, ACCA (2004) citing Doane, D. (2000), Corporate Spin: The Troubled Teenage Years of Social Reporting
(London: New Economics Foundation), page 25 at http://www.accountability.org/images/content/1/2/121/FOSA
%20-%20Full%20Report.pdf.

3 GRI Carrots and Sticks report 2010. Available at: https://www.globalreporting.org/resourcelibrary/Carrots-And-
Sticks-Promoting-Transparency-And-Sustainbability.pdf.



on the promotion of a “report or explain” approach (European Commission’s
current approach), which allows for innovation and fair competition while giving
flexibility to the reporter organizations to choose the reporting tools and to provide
an explanation when they decide not to report on certain issues.4

Hard law arises from the legislator, which is responsible for creating mandatory
regulations. These mandatory laws assemble legal rights and legal obligations to
the designated parties, which are accountable in case of breach of the legal
obligations and consequently, subject to sanctions. Soft law is a set of rules of
conduct which in principle have no legally binding force but which nevertheless
may have practical effects (Francis Snyder, 1995).5 Guidelines and codes of
conduct are examples of soft law instruments. These instruments are commonly
used by the European Commission, as a method of promoting flexibility and
mutual learning in European and International law.6 There is also an “in between”
hard and soft law system called “comply or explain”. The “comply or explain”
reporting system does not apply sanctions for breach.

The choice of hard and soft law instruments is controversial and it has been subject
of debate. Objections to the use of soft law have been identified in the literature,
among others, the lack of clarity and precision to provide predictability and a
reliable framework for action, its lack of effect but may be a “hidden” way to
enlarge the EU’s legislative hard law competence. Soft law is a device that is used
to have an effect but it avoids normal systems of accountability. On an EU context
it undermines the EU legitimacy because it creates expectations but cannot bring
about change.7

Hard-law has also been subject of criticism and some of the objections identified in
the literature are: the tendency towards uniformity of treatment while many current
issues demand tolerance for significant diversity among member states; the assump-
tion of a fixed condition based on prior knowledge while situations of uncertainty
may demand constant experimentation and adjustment; the difficulty of changing it
while in many cases frequent change of norms may be essential to achieve optimal
results; and the fact that when actors do not internalize the norms of hard law,
enforcement may be difficult, however, if they do, it may be unnecessary.

The Global Reporting Initiative (GRI), in their “Carrots and Sticks” report of 2010,
state that “an emerging emphasis on a combination of (complementary) voluntary
and mandatory approaches” is becoming increasingly perceived as the most

4 GRI Carrots and Sticks report 2010. Available at: https://www.globalreporting.org/resourcelibrary/Carrots-And-
Sticks-Promoting-Transparency-And-Sustainbability.pdf.

5 F. Snyder “The Effectiveness of EC Law,” in T. Daintith (Ed.) Implementing EC Law in the UK (1995).
6 “Rules of conduct that may have no legally binding force may nevertheless have practical effects for European

integration.” See, F. Snyder, ‘Soft Law and Institutional Practice in the European Community’, in S. Martin (ed.),
The Construction of Europe (Kluwer Academic Publishers, 1994), 198.

7 “Soft Law,” “Hard Law,” and European Integration: Toward a Theory of Hybridity” by David M. Trubek, Patrick
Cottrell, and Mark Nance, University of Wisconsin-Madison, 2005.
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appropriate way forward – with certain minimal reporting requirements on specific
sustainability issues, coupled with voluntary approaches that allow organizations to
work within.” Later in 2013, the “Carrots and Sticks” report, found that at that time,
72% of sustainability reporting policies were mandatory, as compared to 62% in
2010 and 58% in 2006.8 Arabesque Asset Management Ltd. found that in 2005,
only 300 companies published sustainability reports, compared to around 5000
companies in 2015, which includes 85% of the largest companies in the world.9

In their Carrots and Sticks report of 2010, GRI presented a table summing-up the
reasons for and against mandatory and voluntary approaches to reporting. See
below, in table 1.

Mandatory
approaches to
reporting

Voluntary
approaches to
reporting

Changing the corporate culture – leaders
will continue to innovate above minimum
requirements

Reasons for Reasons against

Knowledge gap between regulators and
industry

One size does not fit all
Inflexibility in the face of change and 
complexity

Lack of incentive for innovation
Constraints on efficiency and
competitiveness

Conflicts of interest•
•

•
•

•

•

•

•

•
•
•
•
•
•

•

•
•
•

•

•
•
•
•

•

Inadequate sanctions
Under-enforcement
Global competition
Insufficient resources

Incompleteness of voluntary reports
Comparability
Non-disclosure of negative performance
Legal certainty

Market failures – theory of regulation

Reduction of non-diversifiable market risk
free rider problem
Cost savings

Standardisation
Equal treatment of investors

Proximity
Compliance
Collective interest of industry

Flexibility

Table 1 - Reasons for and against mandatory and voluntary approaches to reporting
Source: GRI Carrots and Sticks report 2010.10

In the debate hard versus soft law, we are confronted with the questions whether we
should necessarily exclude one, or if in fact they can be both used and interact as an
“hybrid” combination of both (Trubek, Cottrell, and Nance, 2005)11 if both are
needed to achieve an optimal result; and in the case of positive answer to the latter
question, when and to what extent can one use more or less of one kind of

8 See, Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 15. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

9 See, Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 15. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1 pp. 3.

10 GRI Carrots and Sticks report 2010. Available at: https://www.globalreporting.org/resourcelibrary/Carrots-And-
Sticks-Promoting-Transparency-And-Sustainbability.pdf.

11 “Soft Law,” “Hard Law,” and European Integration: Toward a Theory of Hybridity” by David M. Trubek, Patrick
Cottrell, and Mark Nance, University of Wisconsin-Madison, 2005.
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instruments, and if hard law instruments prevail over soft law instruments. In this
regard, the European Commission has recommended that the integration of
Environmental, Social and Governance (ESG) concerns into business strategy
and operations is led by the corporate sector and that public authorities play a
supporting role through the implementation of, what the European Commission
calls, a “smart mix” of voluntary policy measures and, where necessary, comple-
mentary regulation.12 In October 2014, the European Commission adopted a
Directive on corporate disclosure of non-financial and diversity information by
large European companies (headquartered in the EU or with a large amount of
operations conducted in the EU).13 This Directive requires the disclosure of ESG
information, as environment, social and employee aspects, human rights, anti-
corruption and bribery issues, and diversity policy of board of directors by large
public-interest entities, including listed companies, banks, insurance undertakings
and other companies that are so designated by member states with more than 500
employees.14 Member States have two years to transpose the new EU legislation
into national law (by the 6th of December of 2016) and need to include ESG
information in their 2017 management reports onwards (or in a separate report as
long as it relates to the same financial year as the management report and it is
published together).15 The European Commission adopted a “comply or explain”
approach, allowing the reporting organizations to provide an explanation when they
decide not to report on certain required issues. The Directive does not provide a
disclosure methodology nor endorse any particular reporting guidelines.16 The
directive also requires member states to ensure that the statutory auditor or audit
firm verifies whether the non-financial statement (included in the management
report or in the separate report) has been provided.17 Between the 15th of January
and the 15th of April of 2016 the European Commission launched a public
consultation on the non-binding guidelines on methodology for reporting non-
financial information together the views of stakeholders on this matter.18 Later, on
the 26th of June of 2017 he European Commission has adopted non-binding
guidelines on the disclosure of non-financial information by companies.19 These
guidelines are voluntary and have the objective of helping companies to comply
with the reporting requirements set in the Directive. Also in the guidelines, the
European Commission maintains its flexible approach to the disclosure of relevant
information by the companies and allow for the use of multiple international or

12 See, http://ec.europa.eu/growth/industry/corporate-social-responsibility/index_en.htm.
13 Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014 amending Directive

2013/34/EU as regards disclosure of non-financial and diversity information by certain large undertakings and
groups. See, http://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:32014L0095&qid=1430238231690.

14 This Directive is expected to affect at least around 6,000 companies in the EU.
15 See, article 4 of Directive 2014/95/EU.
16 Including non-financial key performance indicators, general and sectoral, to facilitating relevant, useful and

comparable disclosure of non-financial information by the reporters. See, article 2 of Directive 2014/95/EU.
Available at: http://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:32014L0095&qid=1430238231690.

17 The Directive allows Member states to have the non-financial statement verified by an independent assurance
services provider.

18 See, http://ec.europa.eu/finance/consultations/2016/non-financial-reporting-guidelines/index_en.htm.
19 The non-binding guidelines on the disclosure of non-financial information by companies are available at:

https://ec.europa.eu/info/sites/info/files/170627-communication-non-financial-reporting-guidelines_en.pdf.
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national reporting guidelines such as the UN Guiding Principles on Business and
Human Rights, ISO 26000, or the German Sustainability Code.20

Several critics have been pointed out to the non-financial reporting Directive, such
as, the flexibility for choosing among a vast number of reporting guidelines, very
different in scope, the issues covered, and methodology used21 together with a
“report or explain” approach could possibly hinder reporting consistency and
comparability of the reports;22 the high costs of reporting the negative impacts
within the supply chain;23 the lack of specifying the Directive’s audience;24 the
ambiguous definition of materiality;25 and “substantial variation” of the imple-
mentation of the Directive in each of the member states.26

Accountants play an increasingly important role in the assurance of ESG informa-
tion.27 Although not an obligation in itself, as the European Commission uses
“shall” and “may” in the wording of the corresponding Directive’ paragraphs, this
legislation has triggered an increase of ESG assurance.28 Research has found that
even through a “comply or explain” approach, as chosen by the European
Commission, where regulation deliberately allows companies to choose not to
make greater disclosure, there was a 30%-50% average increase in ESG disclosure
as a result of the regulations being introduced (Ioannou & Serafeim).29 Regulation

20 See, http://europa.eu/rapid/press-release_MEMO-17-1703_en.htm.
21 Eccles, Robert G., and Birgit Spiesshofer (2015) referring to Speisshofer, B. (2014). Die neue europäische

Richtlinie über dir Offenlegung nichtfinanzieller Informationen – Paradigmenwechesel oder Papiertiger? [The
New European Directive on the Disclosure of Nonfinancial Information: Paragign Shift or Paper Tiger?]. Neue
Zeitschrift für Gesellschaftsrecht 33/2014 (A): 1281-87. Available at: https://dash.harvard.edu/bitstream/handle/1/
22824053/16-032.pdf?sequence=1.

22 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 18. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

23 Eccles, Robert G., and Birgit Spiesshofer (2015) referring to Speisshofer, B. (2014). Die neue europäische
Richtlinie über dir Offenlegung nichtfinanzieller Informationen – Paradigmenwechesel oder Papiertiger? [The
New European Directive on the Disclosure of Nonfinancial Information: Paragign Shift or Paper Tiger?]. Neue
Zeitschrift für Gesellschaftsrecht 33/2014 (A): 1281-87. Available at: https://dash.harvard.edu/bitstream/handle/1/
22824053/16-032.pdf?sequence=1.

24 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 19. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

25 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 19. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

26 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 19. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

27 See, chapter 2.
28 The Federation of European Accountants explains the practical implications of the European Commission’s

directive and how the European accountancy profession can add credibility and trust to the information reported.
See, http://www.fee.be/images/publications/1512_EU_Directive_on_NFI.pdf.

29 PRI Academic Network, “Unleashing Performance Through Reporting And Disclosure”, RI Quarterly, Vol.7,
April, 2015. Available at: http://2xjmlj8428u1a2k5o34l1m71.wpengine.netdna-cdn.com/wp-content/uploads/
RI-QUARTERLYvol7.pdf?dm_i=1PCE,3FDHW,B0N3YQ,C9GZM,1 See, page 9 about the article Ioannou,
Ioannis and Serafeim, George, The Consequences of Mandatory Corporate Sustainability Reporting: Evidence
from Four Countries (February 4, 2016). Harvard Business School Research Working Paper No. 11-100.
Available at SSRN: http://ssrn.com/abstract=1799589 or http://dx.doi.org/10.2139/ssrn.1799589.
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has also triggered higher third party assurance of reports, without even requiring it,
and the use of the GRI reporting guidelines without even endorsing it.30

Incentivized by regulation, companies voluntarily go beyond what they are
required to do, improving the credibility and comparability of the information
disclosed.31 The EU directive has influenced sustainability reporting globally. The
GRI has reported around 180 sustainability reporting initiatives in 45 different
countries and regions. This shows commitment to sustainability, and becoming
more effective in gaining a competitive edge.32

Companies are increasingly combining mandatory compliance (e.g following the
European Commission mandatory requirements in the EU) with voluntary commit-
ments, as e.g. third party assurance, using reporting guidelines as the GRI, the IIRC
and the Sustainability Accounting Standards Board (SASB, in the US market),
being signatories, among others, of the UN Global Compact, the UN-supported
Principles for Responsible Investment and the CDP (formerly, the Carbon Dis-
closure Project).33 This shows that the EU Directive was a fundamental step but
seem yet insufficient, as it appears to fall short of what is needed to correct and
improve companies ESG performance.34 Voluntary instruments still have an
incremental role to play. It is increasingly perceived that organizations experience
the best benefits of reporting, as improved performance, competitiveness and
internal costs savings, when mandatory reporting requirements are complemented
with voluntary reporting frameworks (See, Figure 1 below, GRI, 2010).35 When
organizations engage with voluntary frameworks beyond legally obliged, signals
their strong interest in sustainability reporting and it has an inductive effect on their
peers and on asset management (when organizations are large clients). Even if the
reporting is not yet perfectly structured and embedded within the organization it has
a multiplying effect on other reporters to follow their peers’ practices.

Moreover, the voluntary space given to the reporting organization allows them to
innovate (also recognized by the European Commission),36 to find solutions to the

30 Ioannou, Ioannis and Serafeim, George, The Consequences of Mandatory Corporate Sustainability Reporting:
Evidence from Four Countries (February 4, 2016). Harvard Business School Research Working Paper No. 11-100.
Available at SSRN: http://ssrn.com/abstract=1799589 or http://dx.doi.org/10.2139/ssrn.1799589.

31 Ioannou, Ioannis and Serafeim, George, The Consequences of Mandatory Corporate Sustainability Reporting:
Evidence from Four Countries (February 4, 2016). Harvard Business School Research Working Paper No. 11-100.
Available at SSRN: http://ssrn.com/abstract=1799589 or http://dx.doi.org/10.2139/ssrn.1799589.

32 PRI Academic Network, “Unleashing Performance Through Reporting And Disclosure”, RI Quarterly, Vol.7,
April, 2015. Available at: http://2xjmlj8428u1a2k5o34l1m71.wpengine.netdna-cdn.com/wp-content/uploads/
RI-QUARTERLYvol7.pdf?dm_i=1PCE,3FDHW,B0N3YQ,C9GZM,1 See, page 9 about the article Ioannou,
Ioannis and Serafeim, George, The Consequences of Mandatory Corporate Sustainability Reporting: Evidence
from Four Countries (February 4, 2016). Harvard Business School Research Working Paper No. 11-100.
Available at SSRN: http://ssrn.com/abstract=1799589 or http://dx.doi.org/10.2139/ssrn.1799589.

33 See, https://www.globalreporting.org/resourcelibrary/GoF47Para47-FAQs.pdf.
34 David Monciardini, ‘Regulating Accounting for Sustainable Companies: Some Considerations on the Forthcoming

EU Directive’ (2014) 11 European Company Law, Issue 2, pp. 121–124. See, https://www.kluwerlawonline.com/
abstract.php?area=Journals&id=EUCL2014024.

35 See, James Bonner, “Voluntary vs mandatory reporting”, ACCA Blog Insights, 5 October 2012. Available at:
http://blogs.accaglobal.com/2012/10/05/voluntary-vs-mandatory-reporting/ referring to GRI’s report “Carrots and
Sticks- Promoting Transparency and Sustainability”, 2010 available at: https://www.globalreporting.org/resourcelibrary/
Carrots-And-Sticks-Promoting-Transparency-And-Sustainbability.pdf.

36 See, http://ec.europa.eu/growth/industry/corporate-social-responsibility/index_en.htm.
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most pressing ESG risks and see opportunities where others see challenges (see
Figure 6 below, GRI, 2010). However, one may say that when codification requires
the same as voluntary reporting instruments do, then reporters would not have
anything to fear. Currently voluntary frameworks go beyond what is required by
law, frontrunners are using voluntary reports and setting the pace. This is a good
thing. The legislator does not set the pace, it follows the pace set by practice,
maximizing the usefulness of mandatory sustainability reporting. Practice has to
show that sustainability information is essential, equally to financial information, to
evaluate the overall performance and impact of a business on people and planet.
The same happens for sustainability assurance standards.37 New reporters have to
accommodate to the state of the art of reporting requirements.

Figure 6 – The interplay between the voluntary and regulatory spheres (as named
by the GRI, 2010)38 Figure 6 below, shows how the mandatory vs. voluntary
reporting has evolved until 2016.
Source: GRI, 201039

Figure 6, above, shows that in 2010 the regulatory sphere (which includes
mandatory sustainability reporting) was lower than the voluntary sphere. We see
in 2016 (in figure 7 below) that 65% of the reporting instruments in place are
mandatory (mostly Government regulation and European Commission’s Directive
requirements) compared to 35% of voluntary instruments. The GRI’s 2016 report
also registered the fast continuing growth of voluntary reporting instruments when
compared to the growth of mandatory instruments.40 See below in figure 7.

37 See ACCA (2004), page 12, http://www.accountability.org/images/content/1/2/121/FOSA%20-%20Full%20Report.
pdf.

38 See, GRI’s report “Carrots and Sticks- Promoting Transparency and Sustainability”, 2010 available at:
https://www.globalreporting.org/resourcelibrary/Carrots-And-Sticks-Promoting-Transparency-And-Sustainbability.pdf.

39 See, GRI’s report “Carrots and Sticks- Promoting Transparency and Sustainability”, 2010 available at:
https://www.globalreporting.org/resourcelibrary/Carrots-And-Sticks-Promoting-Transparency-And-Sustainbability.
pdf.

40 See, page 12 GRI Carrots & Sticks 2016 report.
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Figure 7 – mandatory vs voluntary instruments, 2016 vs 201341

Source: GRI, 201642

Already in 2010, GRI reported the complementarity of mandatory and voluntary
sustainability reporting as a growing trend. At that time GRI had explained that when
there is a complementary relationship between mandatory and voluntary approaches,
on the one hand, Governments need to determine the appropriate minimum level of
mandatory requirements, and on the other hand, the reporting entities have to decide
how willing are they to go beyond their mandatory compliance to gain a competitive
advantage.

Corporate reporting is meant to provide information about a company’s business to all
its stakeholders but also to seek engagement with its stakeholders, which can be
referred as the information and the transformation function of corporate reporting.43

The second function identified by Professor Robert Eccles and Professor George
Serafeim is the transformation function comprising the stakeholder engagement
carried out by a company, where it receives feedback from the stakeholders.
Regulation influences the two functions, it is important for an effective information
function, being comparable to accounting standards regulation but less relevant for
the transformation function or even inhibiting it. Avoluntary approach might be more
beneficial for stakeholder engagement, where a mandatory approach is more effective
in achieving the information function. These two functions can both be applicable to
sustainability reporting and financial reporting.44

41 See, GRI’s report “Carrots and Sticks- Promoting Transparency and Sustainability”, 2010 available at:
https://www.globalreporting.org/resourcelibrary/Carrots-And-Sticks-Promoting-Transparency-And-Sustainbability.
pdf.

42 See, GRI’s report “Carrots and Sticks- Promoting Transparency and Sustainability”, 2010 available at:
https://www.globalreporting.org/resourcelibrary/Carrots-And-Sticks-Promoting-Transparency-And-Sustainbability.
pdf.

43 Eccles & Serafeim, “Corporate and Integrated Reporting: A Functional Perspective”, HBS, 2014, pp. 3.
44 Eccles & Serafeim, “Corporate and Integrated Reporting: A Functional Perspective”, HBS, 2014, pp. 3.
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It is important to retain that to get a holistic view (Keith Ambachtsheer, 2016) of a
company’s business and strategy we need both financial and sustainability
information.45 Besides, the current reporting practices suggest that a combined
mandatory and voluntary approach work the best to bring the most material
information to the knowledge of stakeholders.46

1.2 Which elements could be part of sustainability reporting?47

In an optimal scenario, corporate reporting has well-defined objectives regarding
both financial and ESG materiality, disclosure’ tools, monitoring and enforce-
ment.48 Besides, in this same optimal scenario, corporate reporting is facilitated by
an effective legal framework, together with a strong supporting institutional and
financial market infrastructure. Moreover, a sound regulatory and supervisory
system for corporate reporting is in place to support these objectives. Stable and
transparent capital markets have the potential to bring the best of its intervenients
and trigger the efficient management of risks. Unfortunately, we do not have an
optimal capital market and an optimal context to assist with the setting-up of an
optimal corporate reporting framework. Unlike optimal reporting organizations,
regular reporting organizations have to control their self-discipline and skepticism
when implementing a long-term sustainability reporting business strategy.

However, an integrated corporate reporting framework, (better explained below in
section 2), seems to have the potential to strengthen financial markets and facilitate
long-term investments. Ideally, disclosed data should be accurate, timely provided
and reliable to trigger the interest and use of investors. The corporate reporting
framework should not impose unnecessary burden on reporting organizations, that
is why guidance and an educational ESG disclosure period may increase capacity
and practice before a mandatory framework is in place. In view of recent events, it
is natural to begin rethinking by considering the lessons of financial reporting (as
discussed in chapter 2) and evaluate the possible benefits of a mandatory corporate
reporting framework. The lessons derived from the financial reporting practice have
direct implications for the role and regulation of sustainability reporting, being
integrated or not. In chapter 2 we learnt that the slow standard-setting process can
be accelerated through legislation. The study of the development of financial
reporting standards showed us the importance of transparency for the well-

45 See also EC at: http://ec.europa.eu/finance/company-reporting/non-financial_reporting/index_en.htm “Financial
and non-financial reporting provides shareholders and other stakeholders with a meaningful, comprehensive view
of the position and performance of companies.”

46 Keith P. Ambachtsheer is an adjunct finance professor and director emeritus of the Rotman International Center
for Pension Management, and author of The Future of Pension Management: Integrating Design, Governance, and
Investing (April 2016) see, http://eu.wiley.com/WileyCDA/WileyTitle/productCd-1119191033.html.

47 Will the financial system as we know it need to be totally reformulated to include sustainability reporting and
assurance? Or will it be complementary to a new framework for non-financial reporting and assurance? Will a
new/ different taxation system involving non-financial reporting be developed?

48 As defined by Royal Dutch Shell “Scenarios are carefully crafted stories about the future, embodying a wide
variety of ideas and integrating them in a way that is communicable and useful. Scenarios help us link the
uncertainties we hold about the future to the decisions we must make today.”
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functioning of financial markets. In a transparent market oversight and centralized
uniform standards contributed to increasing trust in financial markets. We also
learnt that the mainstreaming of financial reporting standards increased transpar-
ency in capital markets. A mandatory set of principles for sustainability reporting,
similarly to the financial reporting regulation, it may also lead to increased
transparency. We also have seen in chapter 2 that the principles-based approach
of IFRS works, therefore we may also expect that a similar principles-based
approach for sustainability reporting would work. The principles-based approach
would probably allow for an easier adaptation to markets changes.49 Only then, the
ultimate goal of regulation (and consequent supervisory role) is ready to be
achieved, which is ensuring the protection of the rights and interests of the users
of the information disclosed (information beneficiaries, among others, the inves-
tors, Governments and society).

Another point analyzed in chapter 2 was the International Accounting Standards
Board’s Governance model and its remarkable capacity of maintaining its technical
expertise from national and international political interference, namely from the
EU, the Securities and Exchange Commission (SEC), the Financial Accounting
Standards Board and national Governments.50 51 The International Accounting
Standards Board’s Governance model allows it to be an independent standard
setter, yet accountable to the public interest, through the work of its Trustees and
the Due Process Oversight Committee, and to the monitoring board, to which the
trustees are accountable (maintaining a link between the latter and the public
authorities). As we have concluded in chapter 2 the key is to find the right balance
between International Accounting Standards Board’s legitimacy and efficiency,
through maintaining its independency, oversight and public accountability.52 This
is a valuable lesson from the financial reporting framework that is worth exploring
when developing a mandatory framework for sustainability reporting.

To develop sustainability reporting stakeholder engagement is key for redefining a
long-term strategy and setting long-term goals (Prof. Mervin King, 2015).53 Besides,
one of the keys to accountability is understanding stakeholders and integrating their
perspective into everyday decision-making processes, therefore, the creation of a new
function, the Corporate Stakeholder Relationship Officer, would contribute to tighten
the relationship between stakeholders and the reporting organization (Prof. Mervin

49 See, chapter 2, pp. 88.
50 See, Chapter 2, section 6.
51 However, it is a controversial matter, as some argue that the International Accounting Standards Board has been

very much under the influence of the SEC, the EU and/ or the Financial Accounting Standards Board.
52 See, Chapter 2, section 15, lesson 3.
53 “The corporate stakeholder relationship officer talks to stakeholders that are relevant to the business, about what

the company wants of them and to then learn about their needs, interests and expectations. The officer then
informs management of the findings, enabling them to develop strategy – short, medium and long term – on a
much more informed basis.” GRI interviews Prof. Mervin King for the Sustainability and Reporting 2025 project.
This project has been established to discover what the main issues will be in companies’ agendas – and
consequently in their public reports – 10 years from now https://www.globalreporting.org/resourcelibrary/
Reporting-2025-interview-15-Mervyn-King.pdf.
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King, 2015).54 Prof. King suggests the inclusion of a new item, the “stakeholder
relationships” in every board meeting to assure companies become duly informed
about their stakeholders ‘needs, interest and expectations.

Prof. King’s suggestion for creating a new function and inclusion of new agenda
items follows on the yet rudimentary sustainability reporting system under devel-
opment, where practice shows the way. Practice has showed that one other point for
improvement is the education of sustainability experts.55 Training is needed to
increase knowledge and skills.56 The CFA institute conducted a survey amongst
investment professionals and reported that 75% of the surveyed consider ESG
factors in their analysis for risk management.57 Regarding training, 53% said the
majority of the employees at their firms had received training through varied
sources such as research papers and conferences, others said to have learned on the
job, and a smaller proportion reported having taken a structured course, either in
person (31%) or online (13%).58

The corporate sector might sometimes be reluctant to academic training has it may
be a challenge to translate academic sustainability reporting insights into the world
of practicing corporate reporting. However, training is crucial to improve antici-
pation of ESG risks, efficiency and consistency to the practice of sustainability
reporting.59

There is a need for a common language, including generally accepted definitions of
sustainability and materiality, to facilitate comparability (Peter Bakker, 2014).60

The EU and national Governments could play a role in the development of a
globally accepted set of principles for sustainability reporting. Policy makers such
as the EU and national Governments may endorse a particular sustainability
reporting tool and incentivize the use of a common sustainability reporting

54 “The corporate stakeholder relationship officer talks to stakeholders that are relevant to the business, about what
the company wants of them and to then learn about their needs, interests and expectations. The officer then
informs management of the findings, enabling them to develop strategy – short, medium and long term – on a
much more informed basis.” GRI interviews Prof. Mervin King for the Sustainability and Reporting 2025 project.
This project has been established to discover what the main issues will be in companies’ agendas – and
consequently in their public reports – 10 years from now https://www.globalreporting.org/resourcelibrary/
Reporting-2025-interview-15-Mervyn-King.pdf.

55 See, Usman Hayat, CFA “ESG Education: Bridging the Gap for Better Informed Investment Decisions”,
19 November 2015 https://blogs.cfainstitute.org/marketintegrity/2015/11/19/esg-education-bridging-the-gap-for-
better-informed-investment-decisions/.

56 See, Carol J. Clouse, 24 December 2015, Institutional Investor, ËSG analysis might be popular, but not everyone’s
an expert”. Information from http://www.institutionalinvestor.com/article/3516900/asset-management-equities/
esg-analysis-might-be-popular-but-not-everyones-an-expert.html#/.VuvUBdJgWUk and UNGC & Accenture
study (2014).

57 Poll results available at ESG Issues in Investing: A Guide for Investment Professionals, October 2014.
58 See, Carol J. Clouse, 24 December 2015, Institutional Investor, ËSG analysis might be popular, but not everyone’s

an expert”. Information from http://www.institutionalinvestor.com/article/3516900/asset-management-equities/
esg-analysis-might-be-popular-but-not-everyones-an-expert.html#/.VuvUBdJgWUk and UNGC & Accenture
study (2014).

59 Usman Hayat, “ESG Education: Bridging the Gap for Better Informed Investment Decisions”, CFA Institute,
19 November 2015. Available at: https://blogs.cfainstitute.org/marketintegrity/2015/11/19/esg-education-bridging-
the-gap-for-better-informed-investment-decisions/.

60 See, Architects for a better world. Building the post – 2015 business engagement architecture. http://acuns.org/
wp-content/uploads/2013/10/ARCHITECTS-OF-A-BETTER-WORLD.pdf.
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language. Particularly useful for the development of responsible investment and for
the investment community, in 2018, the Technical Expert Group (TEG) on
Sustainable Finance started to work on proposals for an EU taxonomy for
sustainable economic activities, including an EU green bond label, low-carbon
indices and climate-related disclosure.61 The EU taxonomy is a EU-wide system
for determining whether an economic activity is environmentally sustainable. This
is may contribute to minimize language gaps in the field of responsible investment.
Sustainability reporting has been developing through initiatives from the EU,
national governments and also organizations such as the GRI, IIRC, UN Global
Compact and the Sustainability Accounting Standards Board. Looking at these
developments we may expect further progress of sustainability reporting in the
future. The development of common metrics for the different sectors, if treated with
similar rigor to financial measures of success, would allow a more precise
comparison of performance and identification of industry leaders (UNGC &
Accenture study, 2014).62

A sustainability framework has to be able to translate the ESG risks into a language
that all businesses understand and can relate to. The solution lays on building the
bridge between the corporate sector and Governments. The corporate sector takes
the lead as they have the necessary capabilities as the financial means and
technology to innovate. Innovation is at the heart of sustainability and is the key
for business development. Governments will write the policies to facilitate the
implementation of the innovative solutions created by businesses on a local level
but with global impact (Peter Bakker, 2014).63 64 Legislation usually is created
with, at least the intention, of facilitating and accommodating the needs of practice.

Literature has suggested Governments to use environmental taxes to finance the
implementation of sustainability reporting and to discourage negative environ-
mental impacts, and once in place, the sustainability reporting system could link the
application of taxes to sustainability performance.65 Others, have suggested the
establishment of economic incentives (for companies) and carbon pricing (Peter
Bakker, 2014).66 The “cost of inaction is bigger than the cost of action (Peter
Bakker, 2014).”67

61 See, https://www.climatebonds.net/files/reports/policy_taxonomy_briefing_conference.pdf.
62 See, The Investor Study: Insights from PRI Signatories. The UN Global Compact and Accenture CEO Study on

Sustainability in collaboration with the Principles for Responsible Investment. Available at: http://www.unpri.org/
press/investors-see-benefit-of-sustainability-but-at-odds-with-business-leaders-on-measuring-its-value/.

63 See, Architects for a better world. Building the post – 2015 business engagement architecture. http://acuns.org/
wp-content/uploads/2013/10/ARCHITECTS-OF-A-BETTER-WORLD.pdf.

64 As it happens with Human Rights, although anchored to local actions, human rights principals are universal in
application and in scope (Michel Doucin, 2008).

65 See p. 24, Lamberton, G. (2005). “Sustainability accounting–a brief history and conceptual framework”,
Accounting Forum, Vol. 29, No 1, March, pp. 7-26, ELSEVIER, http://dx.doi.org/10.1016/j.bbr.2011.03.031,
Retrieved: 31.03.2012.

66 See, Architects for a better world. Building the post – 2015 business engagement architecture. http://acuns.org/
wp-content/uploads/2013/10/ARCHITECTS-OF-A-BETTER-WORLD.pdf.

67 See, Architects for a better world. Building the post – 2015 business engagement architecture. http://acuns.org/
wp-content/uploads/2013/10/ARCHITECTS-OF-A-BETTER-WORLD.pdf.
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1.2.1 The “Statement of Significant Audiences and Materiality” and the
“Sustainable Value Matrix tool”

As an introductory note to this point, I do not intend to go into the topic of the “social
responsibilities of businesses” and the extensively debated shareholder versus
stakeholder primacy. However, the research conducted by Harvard’s professors
Robert Eccles and Tim Youmans have brought a new light into the stakeholder’s
view, showing that this view may favor sustainability. As explained below, the further
development of a sustainability reporting framework may be a subject to consider.

Friedman’s shareholder’s primacy has been the single corporate material focus and
responsible for inhibiting the inclusion of other stakeholders’ interests in a
company’s strategy and reporting. The boards of directors have long believed in
the idea that their fiduciary duty was primarily to the company’s shareholders.68

This is purely an ideology and not a legal requirement.69 In result, boards of
directors have been primarily focused on the short-term financial results of the
company. The generation of financial profit is not the main objective of the
corporation but solely an outcome of the corporation’s activities.70 This idea has
been replaced and recent research has shown that the corporation has the objective
to survive and when possible to thrive and not to increase shareholder value only.71

As explained below in section 2 of this chapter, the IIRC has identified six capitals,
the financial, manufactured, intellectual, human, social and relationship, and
natural capital. Each of these capitals has different audiences who have their
interests in each of the capitals. Recent research looked at varied jurisdictions and
found out that with no exception, the board of directors has a primary duty to the
corporation itself as a separate legal person, and not to the shareholders only.72

68 Those who manage other people’s money must act responsibly in the interests of the beneficiaries, rather than
acting in their own interests. Fiduciaries have the duty of being loyal to the beneficiary and have the duty of acting
with due care, and as an “ordinary prudent man” (PRI, Responsible investment and fiduciary duty, 2015).

69 See, Robert G. Eccles and Tim Youmans , “Why Boards Must Look Beyond Shareholders”, Big Idea:
Sustainability Blog, September 03, 2015, Available at: http://sloanreview.mit.edu/article/why-boards-must-look-
beyond-shareholders/.

70 See, Robert G. Eccles and Tim Youmans , “Why Boards Must Look Beyond Shareholders”, Big Idea:
Sustainability Blog, September 03, 2015, Available at: http://sloanreview.mit.edu/article/why-boards-must-look-
beyond-shareholders/.

71 Materiality in Corporate Governance: The Statement of Significant Audiences and Materiality September 3, 2015
By Robert G. Eccles and Tim Youmans, Harvard Business School http://www.hbs.edu/faculty/Publication%
20Files/16-023_f29dce5d-cbac-4840-8d5f-32b21e6f644e.pdf.

72 Prof. Robert G. Eccles and Tim Youmans of Harvard Business School led a collaboration of The UN Global
Compact, the American Bar Association’s Task Force on Sustainable Development and Linklaters, to gather legal
perspectives from leading global law firms about the fiduciary duty of the board of directors. Robert G. Eccles and
Tim Youmans are researching the possibility of developing a global, country‐by‐country legal framework that
allows directors to consider the universe of stakeholders in their materiality determination process. Their research
has found that in some jurisdictions, as the United States, directors have equally a duty to the corporation and a
duty to shareholders, what is called “primacy duality”. Moreover, they have found that in no jurisdiction is a duty
to shareholders a higher duty than to the corporate person. For example, in Brazil, stakeholders other than
shareholders, such as employees and NGOs are already part of the current legal definition of the corporate person;
also in the UK and China duties to society should be considered. See, Materiality in Corporate Governance: The
Statement of Significant Audiences and Materiality September 3, 2015 By Robert G. Eccles and Tim Youmans,
Harvard Business School http://www.hbs.edu/faculty/Publication%20Files/16-023_f29dce5d-cbac-4840-8d5f-
32b21e6f644e.pdf See also, http://www.economistinsights.com/business-strategy/opinion/and-corporate-directors-
report.
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Leading law firms in all the G20 countries together with 14 other countries have
published legal memos clarifying that the primary duty of the board is to the long-
term interests of the corporation as a separate legal entity and there are no legal
obstacles for the board to identify significant audiences that go beyond share-
holders.73 Legally it is actually in the interest of the directors to consider other
significant audiences if the board believes these audiences will affect the com-
pany’s long-term ability to survive and prosper.74 Once responsible for the
management of the company’s assets, the board of directors need to determine
which issues are relevant to the company’s strategy, in other words which issues are
material to the long-term viability of the business. Fiduciary duty has been
understood by directors has the duty of putting the interests of shareholders and
the corporation first (American Bar Association, 2015).75 The misperception of
shareholder primacy as a legal requirement, has led directors to concentrate on the
interests of the shareholders and consequently underestimating the interests of other
stakeholders. Materiality should ultimately be decided by the board of directors, as
it is sector specific and based on judgment.76 In the Ernst & Young’s survey
“Global Institutional investor survey 2015 – Investment rules 2.0: nonfinancial and
ESG reporting trends”, mandatory board oversight of sustainability reporting was
considered essential or important by 80% of the surveyed.77 Materiality is not a
static concept and it changes with the evolving needs of the reasonable investor and
how investors need to understand how a company is positioned (Jean Rogers,
SASB’s CEO).78

Harvard Professor Robert Eccles’ research has suggested a step to improve the
misperception of the board of directors’ fiduciary duty, by yearly publishing a one-
page “Statement of Significant Audiences and Materiality” and a Sustainable Value
Matrix tool that translates the statement into management decisions.79 In this one-

73 See, Materiality in Corporate Governance: The Statement of Significant Audiences and Materiality September 3,
2015 By Robert G. Eccles and Tim Youmans, Harvard Business School http://www.hbs.edu/faculty/Publication%
20Files/16-023_f29dce5d-cbac-4840-8d5f-32b21e6f644e.pdf See also, http://www.economistinsights.com/business-
strategy/opinion/and-corporate-directors-report.

74 See, Robert Eccles, Why It’s Time For Boards To Take A Stand On Sustainability, March 30, 2016 Forbes
http://www.forbes.com/sites/bobeccles/2016/03/30/why-its-time-for-boards-to-take-a-stand-on-sustainability/
#2a4858e61a65 The legal memos are available at: http://www.americanbar.org/groups/leadership/office_of_the_
president/sustainable_development_task_force.html.

75 See, http://www.americanbar.org/groups/leadership/office_of_the_president/sustainable_development_task_
force.html.

76 Robert Eccles, Why It’s Time For Boards To Take A Stand On Sustainability, March 30, 2016 Forbes
http://www.forbes.com/sites/bobeccles/2016/03/30/why-its-time-for-boards-to-take-a-stand-on-sustainability/
#2a4858e61a65.

77 According to E&Y, these numbers have increased from 36% in 2014 to 80% in 2015.
78 See, Bob Massie, 9 March 2016, pp.2, Institutional Investor’s article “Welcome to the ESG evolution”. Available at

http://www.institutionalinvestor.com/article/3535562/investors-pensions/welcome-to-the-esg-evolution.html?
ArticleId=3535562&p=2#/.Vuvam9JgWUk.

79 The Swedish company Atlas Copco was one of the first companies in the world to publish a statement of
significant audiences and a “Materiality Mapping Results” diagram showing the ESG issues it is facing and how
the company is tackling them in its 2015 integrated report. See, http://www.atlascopcogroup.com/content/dam/
atlas-copco/documents/Corporate/investors/financial-publications/english/20160310%20Annual%20report%
20incl.%20sustainability%20report%20and%20corporate%20governance%20report%202015.pdf. Also the
Dutch insurance company Aegon is amongst the first companies to publish a matrix of stakeholders in its
2014 Review. See, http://www.aegon.com/Documents/aegon-com/Sitewide/Reports-and-Other-Publications/
Annual-reviews/2014/Aegon-2014-Review-EN.pdf.
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page length statement the board of directors communicates whether sustainability is
important for the company, which are the significant audiences (other stakeholders)
beyond the shareholders and expected time frame.80 This document is the basis for
developing a long term sustainable strategy and to show how the company is
contributing to society.81 By concentrating their focus only on their significant
audiences, companies have better financial performance than those who don’t have
this governance focus (Harvard Business School Professor George Serafeim).82

The boards of directors of listed companies are called to publish an annual
Statement of Significant Audiences and Materiality by 2025.83

2 Integrated Reporting

2.1 The International Integrated Reporting Council and the integrated
report

The International Integrated Reporting Council (IIRC) developed the Integrated
Reporting framework, released in December 2013.84 The IIRC invites companies,
through integrated thinking, to communicate an integrated story, combining financial
and non-financial information, explaining how the organization creates value over
time, in an integrated report.85 86 Integrated Reporting is meant to “improve the
quality of information available to providers of financial capital to enable a more
efficient and productive allocation of capital.”87 The Integrated Reporting framework
is principles based and does not contain indicators. Through integrated thinking, an
organization will explain how it deals with the environment in which it operates,
considering the relationships and interconnectivity between all the capitals (e.g. all the
resources used by the organization)88 it uses or affects.89 The IIRC’s framework
suggests six categories of capitals, which are, the financial (e.g. funds available),
manufactured (e.g. physical infrastructure), intellectual (e.g. patents, copyrights,
intellectual property), human (e.g. skills and know-how), social and relationship

80 Stakeholders other than shareholders are not necessarily ignored, as materiality is constantly changing, however,
priorities must be set according to the company’s strategy. See, Why It’s Time For Boards To Take A Stand On
Sustainability, March 30, 2016 Forbes.

81 Why It’s Time For Boards To Take A Stand On Sustainability, March 30, 2016 Forbes http://www.forbes.com/
sites/bobeccles/2016/03/30/why-its-time-for-boards-to-take-a-stand-on-sustainability/#2a4858e61a65.

82 See, http://www.brookings.edu/research/papers/2014/12/08-sustainability-corporate-performance-profit-serafeim.
83 See, Robert G. Eccles and Tim Youmans , “Why Boards Must Look Beyond Shareholders”, Big Idea:

Sustainability Blog, September 03, 2015, Available at: http://sloanreview.mit.edu/article/why-boards-must-look-
beyond-shareholders/.

84 See, www.theiirc.org/international-ir-framework.
85 The Integrated Reporting framework defines integrated report as “a concise communication about how an

organization’s strategy, governance, performance and prospects, in the context of its external environment, lead to
the creation of value over the short, medium and long-term.” See, http://integratedreporting.org/wp-content/
uploads/2014/07/Assurance-on-IR-an-exploration-of-issues.pdf pp. 9.

86 See, http://integratedreporting.org/what-the-tool-for-better-reporting/.
87 See, http://integratedreporting.org/wp-content/uploads/2014/07/Assurance-on-IR-an-introduction-to-the-discussion.

pdf pp. 5.
88 The meaning of the capitals is explored in more detail in the IIRC Background Paper for integrated reporting at:

http://integratedreporting.org/wp-content/uploads/2013/03/IR-Background-Paper-Capitals.pdf pp. 2, 3, 5-13.
89 See, http://integratedreporting.org/wp-content/uploads/2014/07/Assurance-on-IR-an-introduction-to-the-discussion.

pdf pp. 5.
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(e.g. community, government, customers and supply chain), and natural (e.g. “which
provides the environment in which the other capitals sit”90 resources that often cannot
be replaced, raw materials, such as the air, forests and oceans) capitals.91 92 The
organization will explain the interdependencies between the six capitals and how
these are affected or transformed by its activities (outputs and inputs), over time.93

The long-term success of an organization depends on all six capitals and not only the
financial capital.94 Through the process of integrated thinking and the application of
principles such as the connectivity of information, organizations will deliver a more
complete, interdependent and dynamic view of their business activity over time. The
principle of connectivity of information, as defined in the Consultation Draft, is one of
the guiding principles for the preparation of an integrated report. To apply this
principle, the organization “should show as a comprehensive value creation story, the
combination, interrelatedness and dependencies between the components that are
material to the organization’s ability to create value over time.”95

The IIRC is composed by different sector international leaders, among which are the
regulators, investors, companies, Non-Governmental Organizations and accountants. In
mid-2011 the IIRC launched a discussion paper “Towards Integrated Reporting –
Communicating Value in the 21st Century”. It was then available for public consultation
to receive the feedback of prospective users and interested organizations and investors.
In October 2011, the IIRC launched the Pilot Programme’s Business Network and
Investor Network, giving the opportunity to a selected group of companies to participate
and be the pioneers in testing the framework and issuing integrated reports.96 97 In July
2012 the IIRC published a draft outline and in November 2012 published a Prototype
Framework. After receiving input from the pilot companies, IIRC technical task force

90 See, Capitals Background Paper for Integrated Reporting at: http://integratedreporting.org/wp-content/uploads/
2013/03/IR-Background-Paper-Capitals.pdf pp. 3.

91 The IIRC built on the previous work of the SIGMA Project, launched in 1999 in a partnership between the British
Standards Institution (the leading standards organization), Forum for the Future (a leading sustainability charity
and think-tank), and AccountAbility (the international professional body for accountability). See, http://www.
projectsigma.co.uk/default.asp In 2003, the SIGMA Project developed guidelines to help organizations to meet
social, environmental and economic challenges. The SIGMA Guiding Principles are composed of five capitals,
the natural (environment), human (people), social (relationships and structures), manufactured (fixed assets) and
financial (profit and loss, sales, shares, cash, etc) capitals. See, http://www.projectsigma.co.uk/Guidelines/
Principles/Capitals/The5Capitals.asp
See also, http://integratedreporting.org/wp-content/uploads/2013/03/IR-Background-Paper-Capitals.pdf and
https://www.forumforthefuture.org/project/five-capitals/overview.

92 See also, http://www.ey.com/Publication/vwLUAssets/EY-Integrated-reporting/$FILE/EY-Integrated-reporting.
pdf pp. 15.

93 See, http://integratedreporting.org/what-the-tool-for-better-reporting/get-to-grips-with-the-six-capitals/.
94 See, Capitals Background Paper for Integrated Reporting at: http://integratedreporting.org/wp-content/uploads/

2013/03/IR-Background-Paper-Capitals.pdf pp. 2, 3.
95 See, the Connectivity Background Paper for Integrated Reporting July 2013 at: http://integratedreporting.org/wp-

content/uploads/2013/07/IR-Background-Paper-Connectivity.pdf pp. 4.
96 See http://www.theiirc.org/about/pilot-programme/.
97 Robert Eccles and Michael Krzus, the authors of “One Report” (2010) define the concept of integrated reporting

as follows: “… integrated reporting is a key part of the solution. Today, more and more companies are publishing
voluntary ‘Corporate Social Responsibility’ or ‘Sustainability’ reports to supplement their annual reports, which
contain the financial statements that every listed company must file. In most cases, there is very little linkage
between the information published in these separate reports. To have a real impact, these separate reports need to
be integrated with each other, thereby demonstrating that the company has a sustainable strategy based on a
commitment to corporate social responsibility that is contributing to a sustainable society that takes into account
the needs of all stakeholders, of which shareholders are one type.”
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and technical collaboration groups, in April 2013 the IIRCWorking Group and Council
endorsed the Consultation draft of the Integrated Reporting framework. The IIRC
received feedback from all stakeholders on the released draft and after launched the
initial version of the Integrated Reporting framework.

As already stated by Commissioner Michel Barnier back at the 2013 GRI
conference, to improve sustainability reporting, member states may use existing
financial reporting processes and tools.98 Organizations as the CDP (former Carbon
Disclosure Project), the GRI, the IIRC and the Sustainability Accounting Standards
Board (SASB) have the specific knowledge that can be used to add value to the
exiting financial reporting framework, through an integrated reporting framework.
Sustainability reporting does not need to invent a new framework separate from the
financial reporting framework to show how businesses can create value in the short,
medium and long term. That would be time consuming and counterproductive.

The idea of integrating financial with non-financial information and explaining how
a company is managing both financial and non-financial risks in the long term is, in
the interviews conducted for this research, seen as a sound idea. In the literature,
renowned authors and experts in the field recognize Integrated Reporting as the
future of corporate reporting. Among others, Eccles and Krzus, 2010, Eccles and
Armbrester, 2011, Eccles and Saltzman, 2011, Eccles and Serafeim, 2011, Serafeim
and Ioannou, 2012. The IFRS seems to be here to stay and in the way companies
report, IFRS does not need to be weakened, however, other requirements must be
added to the current reporting framework to increase long term value. A short and
concise document with what is relevant and material, meets strategic results,
sustainability risks and impacts is a very important and desirable thing. There
are 6 capitals in the current IIRC draft framework, not only the financial capital but
manufactured, intellectual, human, social and relationship, and natural, which
might be asking too much from investors. It can succeed if it stays to its original
aim that is to help investors to get comparable and strategic information.

2.2 The role of assurance in Integrated Reporting

Assurance99 of integrated reports may be crucial to bring credibility to the
information disclosed and to increase trust.100 The assurance of an integrated
report may be conducted by an independent third-party assurance practitioner, and

98 Commissioner Michel Barnier was responsible for the internal market and services.
99 The International Auditing and Assurance Standards Board (IAASB), a renowned international assurance

standard-setting body, defines an assurance engagement in its International Framework for Assurance Engage-
ments, as follows: “an assurance engagement is an engagement in which a practitioner aims to obtain sufficient
appropriate evidencing order to express a conclusion designed to enhance the degree of confidence of the intended
users other than the responsible party about the outcome of the measurement or evaluation of an underlying
subject matter against criteria.” See, https://www.iaasb.org/ and see, http://integratedreporting.org/wp-content/
uploads/2014/07/Assurance-on-IR-an-exploration-of-issues.pdf pp. 12.

100 See, http://integratedreporting.org/wp-content/uploads/2014/07/Assurance-on-IR-an-introduction-to-the-discussion.
pdf pp. 4.
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meant to ascertain if the organization “creates value the way it says it does and to
those for whom it claims it does;” where “material ESG risks, opportunities and
impacts are identified; the Board is involved in the reporting process;” and “there is
a culture of cooperation across silos.”101 Eccles, Krzus and Watson (2012) explain
that the “full value of integrated reporting will only be realized when integrated
assurance is provided on the report.” These authors believe in the integration of
standards and assurance methodologies for financial and non-financial information
in a way that provides a “true and fair view of an organization’s sustainability.”102

It will be necessary to further develop integrated assurance standards, methodol-
ogies and accountability procedures. However, this development could take
advantage of the current financial audit and assurance framework, together with
the expertise provided by the accounting firms and accounting professionals. In the
end it is expected that there will still be reasonable and limited assurance of reports;
and according to the audit firms when an accountant audits a report, be it financial
or non-financial, there will be no difference. An auditor has the competences to
carry-out both. The challenges include, methodology issues, arising from differ-
ences between the existing financial audit and sustainability assurance. As PwC
explains the current assurance model “assumes a mature reporting model, and not
all information is yet ‘assurable’ in that more traditional sense”, suggesting to
challenge current concepts and “to think differently about how trust can be built
into an organisation’s emerging and evolving reporting.”103 Another methodology
challenge is the difficulty to agree on a definition of materiality. In the financial
audit, materiality is a well-developed concept, the same is not true for non-financial
materiality. There is no guidance or standards on materiality. Besides further
guidance on how to determine materiality, is to develop sector-specific indicators
for the most relevant and strategic ESG issues, as the SASB’s indicators and GRI’s
reporting framework.104 Other challenges include, high costs, robustness of
reporters’ internal systems and the availability of skilled and experienced assurance
providers.105 If a financial auditor carries out a non-financial audit, there is no
fundamental difference when compared with the financial audit. There is also no
conflict between the two. However, the main fundamental concepts for non-
financial reporting and assurance must be developed.106

According to the IIRC, the International Standard on Assurance Engagements (ISAE
3000) issued in December 2013, has the most potential to be used in the assurance of

101 See, Dr. Carol Adams at: http://drcaroladams.net/panel-discussion-on-assurance-of-sustainability-and-integrated-
reports-at-the-gri-conference/.

102 See http://raw.rutgers.edu/docs/wcars/26wcars/26WCARS_Presentations/Liv%20Watson/Twenty-Sixth%
20World%20Continuous%20Auditing&%20Reporting%20Symposium%20Presentation%20by%20Liv%20
Watson.pdf.

103 See, PWC (2014) Inspiring Trust Through Insight, available at: http://www.pwc.com/gx/en/services/audit-
assurance/publications/inspiring-trust.html.

104 Commissioner Michel Barnier was responsible for the internal market and services.
105 See, See, http://integratedreporting.org/wp-content/uploads/2014/07/Assurance-on-IR-an-introduction-to-the-discussion.

pdf pp. 4 and pp. 7.
106 Interview with Jennifer Iansen-Rogers (former KPMG Senior Manager, current ERM Certification and Verification

Services UK Partner).
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an integrated report.107 However, the IIRC and some assurance practitioners question
if a new Integrated Reporting assurance standard should be developed.108 Corporate
reporting is constantly evolving (progressive reporting, forward–looking and more
integrated) and so should assurance mechanisms.109 Assurance of non-financial
information should also focus on management, governance processes and qualitative
statements about value creation (narrative reporting and future oriented informa-
tion).110 111 Independently of building on an existing assurance standard or devel-
oping a new assurance standard for Integrated Reporting, a few issues should be taken
into consideration, such as, the scope of the assurance engagement, materiality,
guidance and what constitutes appropriate evidence.112

2.3 Mandatory Integrated Reporting

According to Professor Robert Eccles if the goals of integrated reporting are to be
met, “integrated reporting needs to be mandatory, not voluntary, exercise.”113 The
question about which should be the regulating body remains. We have seen
developments on the EU level, with the European Commission’s non-financial
reporting Directive amending the existing Accounting Directives and the European
Parliament’s two reports calling on the European Commission to improve transpar-
ency and sustainability reporting. Some Governments and stock exchanges around
the world have introduced a “report or explain approach” but the answer of who
should be responsible for mandate sustainability reporting and or Integrated
Reporting is not a clear cut.114

The European Commission has referred in 2014 that Integrated Reporting was a
“step ahead” from what the non-financial reporting Directive requires and had
mentioned great interest in the evolution of the integrated reporting concept, in
particular, in the work of the IIRC.115 Two years after this declaration, there is a

107 See, http://integratedreporting.org/wp-content/uploads/2014/07/Assurance-on-IR-an-exploration-of-issues.pdf pp. 7.
108 See, http://integratedreporting.org/wp-content/uploads/2014/07/Assurance-on-IR-an-exploration-of-issues.pdf pp. 7.
109 See, http://integratedreporting.org/wp-content/uploads/2014/07/Assurance-on-IR-an-exploration-of-issues.pdf pp.

8 and see also, http://integratedreporting.org/wp-content/uploads/2014/07/Assurance-on-IR-an-exploration-of-
issues.pdf pp. 37 (section 6.17).

110 See, Dr. Carol Adams at: http://drcaroladams.net/panel-discussion-on-assurance-of-sustainability-and-integrated-
reports-at-the-gri-conference/.

111 See also, http://integratedreporting.org/wp-content/uploads/2014/07/Assurance-on-IR-an-exploration-of-issues.
pdf pp. 8.

112 See, Dr. Carol Adams at: http://drcaroladams.net/panel-discussion-on-assurance-of-sustainability-and-integrated-
reports-at-the-gri-conference/ and See also, http://integratedreporting.org/wp-content/uploads/2014/07/Assurance-
on-IR-an-exploration-of-issues.pdf pp. 8.

113 See http://sloanreview.mit.edu/article/get-ready-mandated-integrated-reporting-is-the-future-of-corporate-reporting/.
114 Duarte Correia (2012), also raises the possibility of involvement of the G20 together with the UN to foster

sustainability reporting and or integrated reporting.
115 See, http://europa.eu/rapid/press-release_MEMO-14-301_en.htm and see, Eccles, Robert G., and Birgit Spiesshofer.

“Integrated Reporting for a Re-Imagined Capitalism.” Harvard Business School Working Paper, no. 16-032,
September 2015. Pp. 19. Available at: https://dash.harvard.edu/bitstream/handle/1/22824053/16-032.pdf?
sequence=1.
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growing international support for Integrated Reporting and it seems natural that the
European Commission’s next step would be in line with heading to the requirement
of integrating financial and non-financial information in the annual report. The
question is no longer whether integrated reporting will be adopted, in fact, it is how
it will be adopted.116 The principles-based non-financial reporting Directive would
facilitate the adoption and implementation of integrated reporting.117 High-profile
representatives of the European Commission have said that “the future is some kind
of integrated report that will be referred to as corporate reporting”.118 In addition to
the recent developments on the EU level and particularly in countries such as South
Africa, Denmark, United Kingdom, the Netherlands and Sweden the tendency is of
mandating sustainability reporting.119 According to the GRI, South Africa, the
Netherlands, Brazil, Australia and Finland are amongst the countries leading
integrated reporting practices.120 As for integrated reporting, while voluntary
adoption is not enough to mainstream integrated thinking, it is unlikely that
integrated reporting becomes mandatory in the near future.121

However, recent developments at the EU level, with the EU Action Plan on
sustainable finance of 2018 (further explained in chapter 6), it is recommended that
ESG duties of institutional investors and asset managers are clarified, supporting
long-termism in the investment decision process.122 Also an EU taxonomy is
recommended to clarify ESG definitions and minimize language confusion.123

These developments suggest that ESG risk data is likely to become more integrated
with financial information and more embedded in the investment decision process
and in finance. This may represent a positive development for integrated reporting
as the EU policy and regulation may be on the way.

116 Richard Howitt (Member of the European Parliament, one of the originators of the non-financial reporting
Directive and IIRC Ambassador) spoke at the Federation of European Accountants (FEE) – IIRC event on
Corporate Reporting “Enhancing transparency and value: From the Non-Financial Information Directive to
Integrated Reporting”, on the 6th of April of 2016. See, http://integratedreporting.org/wp-content/uploads/2016/
05/FEE-IIRC-Event-2016.pdf.

117 See, http://integratedreporting.org/wp-content/uploads/2016/05/FEE-IIRC-Event-2016.pdf.
118 Erik Nooteboom (Head of Accounting and Financial Reporting, European Commission). Also, on a personal note,

Erik Nootboom said “ ‘…personally, I think integrated reporting is a necessity, it is unavoidable and it will come’
because it forces companies at board level to consider the messages they wish to convey to the outside world. In
an age of transparency, this is essential.” See, http://integratedreporting.org/wp-content/uploads/2016/05/FEE-
IIRC-Event-2016.pdf.

119 Among the integrated reporting pioneer companies, which started publishing integrated reports before the launch
of the IIRC Framework in December 2013, are, Novo Nordisk (Denmark), The Crown Estate (UK), the Port of
Rotterdam Authority (the Netherlands) and also Natura (Brazil).

120 E&Yat http://www.ey.com/Publication/vwLUAssets/EY-Integrated-reporting/$FILE/EY-Integrated-reporting.pdf pp.
8, citing: Global Reporting Initiative, “The sustainability content of integrated reports–a survey of pioneers” 2013.

121 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 20. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

122 See, https://europa.eu/rapid/press-release_MEMO-18-1424_en.htm?locale=en.
123 See, https://europa.eu/rapid/press-release_MEMO-18-1424_en.htm?locale=en.
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2.4 The difference between sustainability reporting and integrated
reporting

The IIRC explains the basic difference between sustainability and integrated
reporting lays in two factors, the target audience and impact focus; integrated
reporting is directed primarily at investors while sustainability reporting is directed
to a wider stakeholder audience; integrated reporting focuses on the effects (and
connectivity) of the six capitals on value creation over time while sustainability
reporting focuses on ESG impacts.124 A sustainability report is likely to provide
more information to respond to a wider audience of stakeholders, including
information “that would not be material for inclusion in an integrated report”,
while an integrated report will “focus on the connectivity between various capitals
or the strategic relevance of the capitals to value creation”.125

2.5 Integrated reporting critics

The integrated reporting framework as developed by the IIRC has been subject to
critics. To begin with, the IIRC’s legitimacy as a globally recognized body to
require integrated reporting from companies as been questioned. Despite support
from a few relevant institutions and signing a number of Memoranda of Under-
standing, recognizing complementarity between the different frameworks, with
organizations such as, the GRI, CDP (former Carbon Disclosure Project), Interna-
tional Federation of accountants (IFAC) and the International Accounting Stan-
dards Board,126 the IIRC lacks formal support from organizations such as, the
International Organization of Securities Commissions (IOSCO) or the European
Commission.

As we saw in chapter 2, the International Accounting Standards Board’s strong
governance structure backed by the International Organization of Securities
Commissions and the European Commission has empowered it with legitimacy
to become a globally accepted financial standard setter. Currently, the IIRC did not
prove to have a strong governance structure, such as the one of the International
Accounting Standards Board and therefore, does not enjoy such legitimacy as yet.

For the critics of the integrated reporting framework, it is thought that it sets the bar
unrealistically high,127 it is unclear for companies what exactly they are required to do
according to the framework and the costs are expected to be high (AFM, 2015). The

124 See, http://integratedreporting.org/wp-content/uploads/2013/03/IR-Background-Paper-Capitals.pdf pp. 18.
125 See, http://integratedreporting.org/wp-content/uploads/2013/03/IR-Background-Paper-Capitals.pdf pp. 18 and

also, C. A. (2014) The international integrated reporting council: a call to action. Critical Perspectives on
Accounting, 27, pp. 23-28. (doi:10.1016/j.cpa.2014.07.001) at: http://eprints.gla.ac.uk/95496/ pp.26

126 See, Humphrey, C., O’ Dwyer, B. and Unerman, J., “The Rise of Integrated Reporting: Understanding Attempts to
Institutionalize a New Reporting Framework”, 2014 pp. 18 and 19. Available at: http://www00.unibg.it/dati/corsi/
90010/67195-PROF_UNERMAN_SEMINAR_%20INTEGRATED%20REPORTING.pdf.

127 See, Johan Nylander at http://www.forbes.com/sites/jnylander/2015/11/11/why-integrated-reporting-attracts-
investors/#2562fa1e7671.
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IIRC itself acknowledged from the responses to the Discussion Paper in 2011, that there
was a “degree of confusion, about the definition of Integrated Reporting; about what
Integrated Reporting is, or is intended to become; and how Integrated Reporting should
relate to existing reporting strands (…)”.128 The concerns with the meaning and
practical content of integrated reporting was not clear, and continued when the
integrated reporting draft framework was launched in April 2013.129 Besides, Hum-
phrey, O’ Dwyer & Unerman, (2014) also refer to the limited evidence supporting the
urgent need for integrated reporting, and clarification about “how and why IR
[integrated reporting] was the answer for meeting the needs of the ‘emerging more
sustainable global economy’”.130 These authors summarize the launch of integrated
reporting as “promoted as an irresistible idea whose time had come”.131

John Flower has criticized the IIRC’s framework and pointed out four areas in
which the IIRC’s current approach contradicts its initial objectives.132 These are,
(1) the integrated report will not be the firm’s primary report, allowing firms to
choose how to report, therefore, being easier for the reporting organizations;
preparers of integrated reports may also differ from the IIRC’s framework in
respect of the six capitals (IIRC, 2013, 2.17)133 (2) the integrated report is not
meant to cover sustainability, as this part would be covered by other organizations,
as the GRI;134 (3) the integrated report does not need to include comprehensive
information about the firm’s impact on stakeholders;135 and (4) The IIRC places
very few specific obligations on the preparer of an integrated report.

3 The main drivers of sustainability reporting in Brazil, Sweden,
the Netherlands and the United States

On the base of the information exposed in chapter 3, below, in figure 8, I provide a
comparative diagram of the sustainability reporting’ drivers in Brazil, Sweden, the
Netherlands, and the US.

128 See, Humphrey, C., O’ Dwyer, B. and Unerman, J., “The Rise of Integrated Reporting: Understanding Attempts to
Institutionalize a New Reporting Framework”, 2014 pp. 14 Available at: http://www00.unibg.it/dati/corsi/90010/
67195-PROF_UNERMAN_SEMINAR_%20INTEGRATED%20REPORTING.pdf.

129 See, Humphrey, C., O’ Dwyer, B. and Unerman, J., “The Rise of Integrated Reporting: Understanding Attempts to
Institutionalize a New Reporting Framework”, 2014 pp. 14 Available at: http://www00.unibg.it/dati/corsi/90010/
67195-PROF_UNERMAN_SEMINAR_%20INTEGRATED%20REPORTING.pdf pp. 17 and pp. 26.

130 See, Humphrey, C., O’ Dwyer, B. and Unerman, J., “The Rise of Integrated Reporting: Understanding Attempts to
Institutionalize a New Reporting Framework”, 2014 pp. 14 Available at: http://www00.unibg.it/dati/corsi/90010/
67195-PROF_UNERMAN_SEMINAR_%20INTEGRATED%20REPORTING.pdf pp. 13.

131 See, Humphrey, C., O’ Dwyer, B. and Unerman, J., “The Rise of Integrated Reporting: Understanding Attempts to
Institutionalize a New Reporting Framework”, 2014 pp. 14 Available at: http://www00.unibg.it/dati/corsi/90010/
67195-PROF_UNERMAN_SEMINAR_%20INTEGRATED%20REPORTING.pdf pp. 15.

132 J. Flower “The international integrated reporting council: a story of failure” Crit Perspect Account (2014)
available at: http://www.sciencedirect.com/science/article/pii/S1045235414000744.

133 IIRC, The International integrated reporting Framework. (2013). Available of the IIRC’s web-site, www.theiirc.
org/international-ir-framework/.

134 J. Flower “The international integrated reporting council: a story of failure” Crit Perspect Account (2014)
available at: http://www.sciencedirect.com/science/article/pii/S1045235414000744 pp. 8.

135 J. Flower “The international integrated reporting council: a story of failure” Crit Perspect Account (2014)
available at: http://www.sciencedirect.com/science/article/pii/S1045235414000744 pp. 8.
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3.1 Comparative diagram
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Figure 8 – Drivers of sustainability reporting in Brazil, Sweden, the Netherlands, and
the US.

3.2 What are the main drivers?

Looking at the developments of sustainability reporting and integrated reporting in
Brazil, the Netherlands, Sweden and in the US, outlined in chapter 3, regulation has
been driving the uptake of sustainability reporting in Europe, contributing to
placing the Netherlands and Sweden amongst the leaders of sustainability reporting
developments.136 Despite operating in very diverse markets, the largest American,
Brazilian, Dutch and Swedish companies, which are also some of the largest
companies in the world, seem to have understood the benefits of long term value
creation and of enhanced ESG transparency in financial markets. All 4 countries are
moving in the same direction of developing sustainability reporting yet at different
speeds. Generally, the Netherlands and Sweden, besides their own progressive

136 Together with other European countries, as Denmark, France and the UK.
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national initiatives in sustainability reporting, they also benefit from the EU’s
progressive sustainability reporting disclosure requirements.

Swedish companies have been early adopters of international sustainability
reporting standards, e.g. the Organisation for Economic Cooperation and Devel-
opment (OECD) Guidelines on Corporate Governance of State-Owned Enterprises.
Environmental, social and governance concerns are imbedded in the Swedish social
and corporate culture, e.g the largest Swedish companies have been recognized,
among others, in the Dow Jones Sustainability Index and the Stockholm Stock
Exchange Index OMX30, indicating their high quality sustainability reporting.
Looking at the state of the art of sustainability and integrated reporting in Sweden
we could learn how the Government can be an important driver for practicing
sustainability reporting by endorsing a specific sustainability reporting framework,
the GRI guidelines. The examples of Sweden, as the Netherlands and also of South
Africa show how Governmental intervention can be influential in the uptake of
sustainability reporting and integrated reporting (KPMG, 2011).137

At this point, most of the US companies report on their ESG risks on a voluntary
basis, as there is no specific regulatory framework mandating sustainability reporting
in the US. According to the sustainable stock exchanges 2016 ranking, the NASDAQ
reached the 25th position (2014: 39th and 2015: 32nd) and the New York Stock
Exchange is at the 26th position (2014: 34th and 2015: 29th).138 These two exchanges
show a relatively slow but continuous rise over the period 2010–2014, showing a
growing influence on US listed companies.139 The SEC is the legitimate institution to
require financial and sustainability corporate disclosures in the US. Under the SEC
reporting requirements, US companies do have to report the risks that might affect
their businesses, which among others, includes risks related to climate change and
conflict minerals. The growth of investors and shareholders’ interest and demand for
non-financial information, has triggered the SEC’s initiative to propose amendments
to the current disclosures requirements in the US.140

If the SEC adopts its proposal on extending the disclosure requirements to non-
financial information, the US will move from a voluntary approach to a mandatory
approach to sustainability reporting. On a global scale, having the largest economy on
board tackling climate change and extending its sustainability reporting requirements
to all US listed companies, would mean that the trend of growth in the uptake of
sustainability reporting would have become the reality. Considering that the current
Trump’s Administration denies climate change and is against supporting any policy
developments on this topic, further developments seem unlikely on a short-term.
However, positives steps have been taken by thirteen US states, which have

137 See, https://www.kpmg.com/PT/pt/IssuesAndInsights/Documents/corporate-responsibility2011.pdf pp. 2.
138 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/2016-sustainable-stock-exchange-

report-released-14689620/.
139 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/2016-sustainable-stock-exchange-

report-released-14689620/ pp. 7.
140 See, section 2 above.
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individually made their own commitments to tackle climate change.141 We have seen
that in other regions, including the European Union and South Africa, regional and
national regulation, and also stock exchange listing requirements, as in Brazil and
Singapore, have triggered higher sustainability reporting.

The mandatory requirements existent in the EU since 2014 may affect US
companies operating in the EU. The EU Directive on non-financial information
requires large companies, with more than 500 employees to disclose ESG risks in
their annual reports. Globally mandatory sustainability reporting (regional, na-
tional and by stock exchanges), allied to an increase of the interest and demand of
sustainability information among investors and shareholders is responsible for the
higher number of reporting companies and also triggers the interest of national
regulators, as the SEC in the US.142 The recent developments and amendment
proposals to the SEC current corporate disclosures requirements show the clear
trend of mandatory sustainability reporting also in the US.

The US companies mostly use the GRI in their sustainability reports, however,
other frameworks used are the CDP (former Carbon Disclosure Project), IIRC and
the Sustainability Accounting Standards Board (SASB). The SASB has developed
sustainability accounting standards solely focusing on the US market, for 79
industries, compatible with US securities law, to guide companies in the disclosure
of material information in the SEC’s 10K form and regulation S-K, in the same way
the US GAAP is used for financial reporting.143 The SASB aims to become the
sustainability accounting standard used by US companies in the SEC’s filings side-
by-side with the US-GAAP, the current mandatory financial reporting standard.
Although SASB is in the early stages of adoption by US companies, if in the future,
there is a large uptake from companies using these accounting standards, triggered
by a strong investor’s demand, the SEC may consider to address the possibility of
mandating the SASB at a later stage when there is enough market demand.
Certainly this will be a positive sign for the development of sustainability reporting
in the US and also globally. As already explained in chapter 3 (section 4.3) the
combination of using the SASB and the US GAAP by US listed companies in their
SEC’s fillings is also a step towards integrated reporting, although not through the
IIRC’s framework. However, it will not contribute to developing an international
sustainability reporting standard suitable to be used in different regions.

In Brazil, the stock exchange B3, former BM&FBOVESPA, with a “report or
explain” approach from 2012 until 2015,144 on a voluntary basis, has been the main

141 See, section 4.2 in chapter 3.
142 See, KPMG 2015 report: https://www.kpmg.com/FR/fr/IssuesAndInsights/ArticlesPublications/Documents/

Survey-of-CR-Reporting-112015.PDF.
143 Jean Rogers at http://www.huffingtonpost.com/jean-rogers/five-market-problems-the-_b_9959338.html.
144 As explained in chapter 3, 2015 was the last year in which B3, former BM&FBOVESPA, recommended the

“report or explain” approach. Given the Brazilian securities regulator (CVM)’s initiative of recommending
environmental and social disclosure from listed companies, companies as of 2016 will deal directly with the
Brazilian securities regulator (CVM) and the stock exchange will only gather and disclose the information as
reported to CVM.
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driver of sustainability reporting disclosure for listed companies in Brazil.145 146

The B3, former BM&FBOVESPA, is in the 12th position in the 2016 sustainable
stock exchange ranking.147 In the ranking large Brazilian companies registered
high disclosure of environmental metrics energy, greenhouse gas, water and
waste.148 B3, former BM&F BOVESPA, has invited their listed companies to
publish a sustainability or integrated report, or explain why they had chosen not to
do so. More specifically, in 2015, 311 companies representing 71.65% of the total
number of companies listed on the B3, former BM&FBOVESPA, participated in
the initiative (against 71.17% in 2014), 160 publishing reports and 151 explaining
why not.149 The survey also revealed that 81 companies are already preparing their
reports using GRI’s G4 Guidelines.150

The B3, former BM&FBOVESPA, has disclosed that one of the lessons of the
“report or explain” experience is the effectiveness of voluntary self-regulation
sustainability reporting tools and policies in the Brazilian capital market. Another
lesson is, that these voluntary initiatives must have a “deadline”, this is a restricted
practice period, to avoid hindering the transformation effect within the reporting
organization. According to the stock exchange’s experience a few adhering
companies have explained that they did not see major changes within their
organization and therefore, stopped adhering. The stock exchange saw a lower
growth of adhering companies in the past two years (2014 and 2015), one of the
possible reasons appointed was the lack of penalties for non-adhering compa-
nies.151

On a final note, as discussed above in section 1.2.1, the misperception of share-
holder primacy as a legal requirement has led directors to concentrate on the
interests of the shareholders in detriment of the interests of other stakeholders.
Leading law firms in all the G20 countries together with 14 other countries have
clarified that the primary duty of the board is to the long-term interests of the
corporation as a separate legal entity and there are no legal obstacles for the board
to identify significant audiences that go beyond shareholders. Moreover, legally it

145 In Corporate Knights’ ranking report 2014, B3, former BM&FBOVESPA, which ranked in the 9th position in
2012, lowered to the 24th position in 2014. Only 37% of the overall 51 qualifying companies had disclosed
sustainability data by 1 July 2014. See, “Measuring Sustainability Disclosure: Ranking the World’s Stock
Exchanges” Aviva, Standards & Poor’s ratings services and ACCA, October 2014. Available at: http://www.
corporateknights.com/wp-content/reports/2014_World_Stock_Exchange.pdf pp. 32. The 2016 report is available
at: http://www.corporateknights.com/reports/2016-world-stock-exchanges/2016-sustainable-stock-exchange-
report-released-14689620/.

146 According to GRI, B3, former BM&FBOVESPA, is currently exploring further improvements to its existing
comply-or-explain regimes. See, https://www.globalreporting.org/information/news-and-press-center/Pages/
EXCHANGES-RAISING-THE-BAR-ON-TRANSPARENCY.aspx.

147 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/2016-sustainable-stock-exchange-
report-released-14689620/.

148 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/2016-sustainable-stock-exchange-
report-released-14689620/ pp. 8.

149 See in Portuguese, file:///C:/Users/aca310/AppData/Local/Temp/Anexo-4-Release-Relate-ou-Explique-2015.pdf.
150 See, https://www.globalreporting.org/information/news-and-press-center/Pages/EXCHANGES-RAISING-THE-

BAR-ON-TRANSPARENCY.aspx.
151 See, in Portuguese, file:///C:/Users/aca310/AppData/Local/Temp/Case-Relate-ou-Explique-por-Sonia-Favaretto.

pdf.
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is in the interest of the directors to consider other significant audiences if the board
believes these audiences will affect the company’s long-term ability to survive and
prosper.152 This clarification opens way to higher ESG disclosure.

3.2.1 Higher litigation involving Environmental, Social and Governance
statements

Sustainability reporting has grown significantly in recent years due to voluntary
(e.g. GRI, IIRC, the Sustainability Accounting Standards Board (SASB), the UN
Global Compact, the UN-supported Principles for Responsible Investment) and
mandatory initiatives (e.g. EU, Brazil, South Africa) around the world. In 2011 less
than 20% of the S&P 500 companies had issued sustainability reports compared to
70% in 2013 (Sara K. Orr, 2015).153 Social awareness of ESG risks has been also
on the rise given constant advancements in technology of communication.
Governments reflect increasing social demands by engaging in international
sustainability commitments. The corporate sector is increasingly required to report
about their long-term ESG strategies by consumers, Governments, peer competition
and investors demand. Different stakeholders are acting on the base of corporate
ESG disclosures.154 The quality of sustainability reports has grown but lack of
consistency, accuracy and comparability of the information disclosed still persist.
Besides, companies may provide false and misleading information regarding their
products quality, their ESG initiatives and long-term strategy, which increasingly
gives rise to litigation.155 156 Through greenwashing companies mislead consu-
mers and investors, and increasingly face potential liability in court to those who
relied on their wrongful statements.157 This new trend highlights the need for
accurate sustainability reporting and careful management of long-term ESG
strategy and engagement with relevant stakeholders. New legal demands also
give a sign to the increasing relevance of mandatory sustainability reporting and
suggest the future growth of sustainability reporting rule making. Increasing
litigation involving corporate ESG statements are an argument favoring mandatory
sustainability reporting.158 Companies are always afraid of lawsuits which could

152 See, Robert Eccles, Why It’s Time For Boards To Take A Stand On Sustainability, March 30, 2016 Forbes
http://www.forbes.com/sites/bobeccles/2016/03/30/why-its-time-for-boards-to-take-a-stand-on-sustainability/
#2a4858e61a65 The legal memos are available at: http://www.americanbar.org/groups/leadership/office_of_the
_president/sustainable_development_task_force.html.

153 Sara K. Orr, “Emerging Trends In Corporate Sustainability Reporting”, Law 360, New York, February 24, 2015.
See, https://www.lw.com/thoughtLeadership/Emerging-trends-in-corporate-sustainability-reporting-feb2015.

154 See, Sara K. Orr, 2015. See, https://www.lw.com/thoughtLeadership/Emerging-trends-in-corporate-sustainability-
reporting-feb2015.

155 Sara K. Orr, 2015. See, https://www.lw.com/thoughtLeadership/Emerging-trends-in-corporate-sustainability-
reporting-feb2015.

156 See, also explanatory diagram of my research proposal, in the book introduction.
157 See, the consumer suit of Stanwood v. Mary Kay Inc. involving misleading allegations about product testing in

animals; the investor suit of the security class action, In re Massey Energy Co. Secs. Litig. Involving misleading
statements and omissions in the company’s ESG statements regarding regulatory compliance and safety, and In re
BP PLC, Sec. Litig. Involving the Deepwater Horizon incident in 2010 and BP’s misleading ESG statements.
(Sara K. Orr, 2015) See, https://www.lw.com/thoughtLeadership/Emerging-trends-in-corporate-sustainability-
reporting-feb2015.

158 The examples of ESG litigation given in footnote 989 took place in the US, which has a very different legal
system and approach to litigation in general, as well as for financial reporting litigation.
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trigger higher ESG regulation and higher compliance. Globally sustainability
reporting remains mostly a voluntary practice159 however, it can be subject to
litigation, as they fall under “truth in advertising” (ACCA, 2004).160 In the US,
where sustainability reporting is a voluntary practice, the notorious case Nike vs
Kasky illustrates the possibility of litigation under consumer protection laws. In the
Nike vs Kasky case, Marc Kasky sued Nike, under Californian consumer laws,
accusing Nike of making false claims in its social report, and that these claims were
part of Nike’s “commercial speech”. Nike argued that those statements were
political and not part of their advertising. The case was mutually settled in 2003.161

In the EU, the non-financial reporting Directive recommends all member states to
facilitate the enforcement of compliance with the Directive, allowing individuals
and organizations with a “legitimate interest” to enforce compliance with the
Directive.162 This opens the possibility of lawsuits and private enforcement
actions.163 Litigation about misleading ESG disclosures opens the precedent and
is a driver for higher litigation on these matters. Therefore, higher litigation on
misleading ESG disclosures also represents a driver to create more regulation on
ESG disclosures.

3.3 What are the effects of the drivers of sustainability reporting?

In this section I explain the effects of the drivers of sustainability reporting,
described above in section 3.2. Generally, sustainability reporting disclosure’
differences are registered mainly between developed countries and emerging
markets. This difference is visible by looking at the different public (see chapter 3)
in Brazil, the Netherlands, Sweden and the US. In Europe, sustainability has
increasingly gained more relevance, through initiatives such as the non-financial
reporting directive, and it may have an effect on the increasing relevance of
sustainability reporting as well. In the US the tradition of minimal government
interference (strong capitalist society) on capital markets may have an effect on the
slower progress of sustainability reporting. Given the cultural, social and financial
differences between Brazil and, the Netherlands, Sweden and the US, the level of
awareness and activism towards sustainable development is different. As we saw in
chapter 3, Brazil has urgent priorities, as social and financial inequality, safety and
education. The level of concern with sustainability of the lower classes is therefore

159 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 3. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

160 See, http://www.accountability.org/images/content/1/2/121/FOSA%20-%20Full%20Report.pdf pp. 25.
161 See, Box 4 on page 26 at http://www.accountability.org/images/content/1/2/121/FOSA%20-%20Full%20Report.

pdf.
162 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard

Business School Working Paper, no. 16-032, September 2015. Pp. 17. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

163 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 17. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.
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diminished when compared with their urgency for satisfying basic needs. In the
Netherlands, Sweden and in the US, three developed economies, with high income,
high level of education and safety, their publics are generally more conscientious
about sustainability.

The information provided below was gathered in the greater part from the inter-
views held in Brazil, Sweden, the Netherlands and in the US. I have conducted
more than 100 interviews with sustainability reporting experts, part of the main
sustainability reporting stakeholders and in different levels of seniority. Among
others, large companies, financial institutions, big four accountancy firms, sustain-
ability indices, policy makers, pension funds, academia and non-governmental
organizations.164

Below, I explain the shortcomings of developing a sustainability framework based
on information retrieved from the interviews, and when possible supported by
relevant literature.

3.3.1 Shortcomings

We are globally experiencing an ESG bureaucratization phase, ongoing search of
the best framework and guidelines to report, and search of how to change the ESG
thinking process, management and strategy. The most advanced companies on ESG
integration are looking for a differentiation of their products through developing an
ESG strategy and a more sustainable product to increase market competitiveness.
The Brazilian Government should have the same differentiation ambition but that is
not the case at the moment. We can still not measure and quantify qualitative
information which can be a limitation. Reporting organizations often show their
ESG policies but do not show the results of these policies.

Having sustainability as part of a risk policy does not mean that the risk is actually
being measured and minimized. Companies usually organize meetings with their
stakeholders to bring them to this discussion and to hear their concerns, points of
view and suggestions for further action on ESG and on how they should move
forward. Stakeholders are not sufficiently informed about what the relevant ESG
questions for a certain business are and how they should analyze their impact and
minimize the risks. Their influence on the companies is often weak because of lack
of technical knowledge. Another challenge is to avoid conflicts of interest. It is

164 The interviews were conducted under the Chatham House Rule. The Chatham House Rule aims to provide
anonymity to speakers and to encourage openness and the sharing of information. This world-famous rule is used
worldwide as an aid to free discussion. It reads as follows: “When a meeting, or part thereof, is held under the
Chatham House Rule, participants are free to use the information received, but neither the identity nor the
affiliation of the speaker(s), nor that of any other participant, may be revealed.” More information is available at:
https://www.chathamhouse.org/chatham-house-rule.

A list of the experts interviewed is provided in Annex IV. As most of the experts interviewed preferred not to
be directly quoted, the transcripts of these interviews are not provided. A sample of the questions used in the semi-
structured nterviews is provided in Annex V.
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important to make sure that stakeholders are professional when choosing their
partnerships, as services providers, in evaluations, rankings and sponsoring.

a) Lack of regulation

Lack of regulation might not be seen as a shortcoming yet. This is a phase of raising
global awareness, engagement, experiment of reporting instruments and exploring
the potential of the frameworks developed until this day. Stakeholders are not all
aware and fully engaged with sustainability and integrated reporting. Despite some
early evidence of studies of, among others, Eccles, Ioannou, and Serafeim from
Harvard Business School165 and RobecoSAM,166 the link between financial
performance and sustainability reporting and integrated reporting might yet be
insufficient for convincing the reporting organizations and investment community.
Given data limitations, the business case is for some not strong enough were not
financially penalized for engaging with sustainability reporting practices.167 In
addition, companies show increased ESG management. In a later phase, and in
order to reach a harmonized and comparable set of guidelines, the lack of regulation
might be then considered a shortcoming. Law practitioners believe there is always
room for improvement of the legislation, and as it is the case in Brazil, the
challenge lays in the lack of monitoring and not in the lack of legislation.

In Europe, the European Commission’s Directive on non-financial disclosure gives
companies flexibility to choose the reporting guidelines and framework deemed
most suitable to their business. With this Directive the European Commission aims
at ensuring a level playing field lowering the fragmentation of the legislative
frameworks within the EU. However, the use of multiple reporting tools might slow
down the aimed goal of the European Commission of lowering the fragmentation of
the legislative frameworks used by EU companies.

Whilst the reality is that there is no globally accepted and mainstreamed sustain-
ability reporting set of guidelines, if we want sustainability reporting practices to be
mainstreamed and achieve comparability of information, in the future the European
Commission will need to require, or, at least, recommend a given standard-setter.
As referred above in section 2, the European Commission considered the endorse-
ment of the IIRC framework to be a step ahead. However, this may be about to
change with the recent development of the EU Action Plan on Sustainable Finance
of 2018.168 The European Commission endorsement of a particular sustainability
reporting tool at this moment would be too risky as financial market players,

165 See, Eccles and Serafeim (2013); “The Impact of Corporate Sustainability on Organizational Processes and
Performance,” by Robert G. Eccles, Ioannis Ioannou, and George Serafeim, Harvard Business School Working
Paper Series 12-035.

166 See, RobecoSAM’s “Alpha from Sustainability” study (2011) available at: http://www.robecosam.com/images/
Alpha_from_Sustainability_e.pdf.

167 See, Churet. Cécile and Eccles, Robert G., “Integrated Reporting, Quality of Management, and Financial
Performance”, Journal of Applied Corporate Finance, Volume 26 Number 1, 2014. Available at: http://www.
sustainablefinancialmarkets.net/wp-content/uploads/2014/03/JACF-Churet-Eccles.pdf pp. 14, 16.

168 See, https://europa.eu/rapid/press-release_MEMO-18-1424_en.htm?locale=en.
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particularly companies and investors, still did not agree upon the most suitable
framework to their interests. A flexible and non-intrusive approach is necessary as a
base for advancing to a next level as soon as there is an agreement between
companies and investors on which sustainability reporting framework directly
answers to their information accuracy and comparability demands.

b) Information quality and quantity169

For large investors, regulation comes with the risk of mandating too detailed
requirements, as the GRI guidelines or the questionnaires of Dow Jones Sustain-
ability Index (DJSI). Investors complain about the mismatch between the data
disclosed by companies in a sustainability report and the data which is material to
investors. If under legislative pressure, companies tend to provide a huge amount of
data without evaluating the materiality of the information they are disclosing.

The quality of sustainability reports in Brazil is raised only among the minority
represented by the largest Brazilian companies, who already report on ESG risks of
their business activities and show their interest for the topic. There is a discrepancy
between what readers expect from a sustainability report, from a sustainability index
or financial terminal, and what is actually reported. Cardoso, L. and Lemme, C.F.,
2011 researched the content of 31 sustainability reports and found that several
companies (even from different sectors) still do not make the link between corporate
financial advantage and sustainability practices. Regarding the quality of reports it is
also interesting to note that the lack of experience of companies in writing sustain-
ability reports makes them look for an example in other companies’ reports. Given the
fact that these companies may be from a different sector, providing different products
and responding to different challenges, the reports tend to provide very similar
information and to be disclosed in a similar way. Those writing sustainability reports
have a certain “degree of freedom” once they do not know precisely who the readers
are. External assurance is not yet common and the reports are written on a “free style”,
with a weak consistency of information and difficult to compare. Brazilian stake-
holders, mostly the writers and users of sustainability reports, explain that the problem
is not the use of a given framework but the single use of only a few key performance
indicators and principles taken from different frameworks and included in an
organization’s own methodology to write a report. The lack of knowledge about
who the readers of a sustainability report are and lack of accuracy and comparability
of information, is an urgent shortcoming to be overcome. When investors are
provided with high quality of information communicated in a comparable way,
they will use this information to make more responsible investment decisions.

In all the four countries part of this research, large investors look at the information
disclosed through sustainability indices and financial terminals, as Bloomberg.

169 Among others, in this research I investigated if sustainability reporting instruments are used or not. I did not
research the quality and nature of the sustainability reporting instruments.
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However, there is a limitation on the quality of the data and its coverage. Most of
the data available covers ESG housekeeping issues rather than strategic issues.
There is more information on the behavior of the companies than information
related to how companies manage their risks, and deal with the big currents of
change. A large index investor such as the Dutch pension fund PGGM,170 which
invests 40 billion Euros through the FTSE4GOOD Index (London Stock Exchange
Sustainability Index),171 cannot individually analyze all the companies’ part of the
index portfolio.172 For these companies, PGGM mostly uses information provided
by financial terminals, as Bloomberg. Differently, for active managed portfolios,
PGGM goes deeper in the analysis of the companies and looks at the individual
sustainability reports. However, a sustainability report often provides a very
selective reading of how a company positions itself in the market and how it
manages ESG risks. The information provided on a sustainability report is also hard
to compare, given the multiplicity of reporting tools used and flexibility of
sustainability reporting.

There are high expectations for the future developments of communication of
integrated reporting. With the technology we have today it seems to be easy to
separate information accordingly to the different stakeholder’s demand, easily
accessible at a low cost. Cloud computing allows a user to store, access and share
real time-data in an online platform. This means that data can be accessed through
the internet, via web browser from any location and any device.173 Professor
Robert Eccles and Mr. Kyle Armbrester, CEO of Glenelg Partners, explain how the
new technology of cloud computing can make a difference in the future of
integrated reporting.174 Through cloud computing, companies would benefit
from an efficient and cost-effective integrated website, make use of interactive
tools, real-time data, improved engagement with stakeholders through feedback
exchange. Due to a capacity limit, investors do not have the time to read immaterial
information, there is too much data but not enough intelligence. Investors want a
short report that concentrates on the financially material ESG risks and opportu-
nities combined with the ability to compare them. External assurance and cloud
computing can contribute to improving data quality and quantity.

c) Lack of assurance

Assurance can be defined as “an important means to enhance the credibility of
sustainability reports” (GRI in Carrots and Sticks, 2010 report); or as the term
“used to describe formal statements issued by independent professional assurance

170 PGGM manages the Dutch pension fund PFZW. See, https://www.pggm.nl/english/Pages/default.aspx and
https://www.pfzw.nl/en/about-us.html.

171 The FTSE4Good Index Series is an index which measures the ESG performance of companies. See, http://www.
ftse.com/products/indices/ftse4good.

172 More information about PGGM is available at: https://www.pggm.nl/english/Pages/default.aspx.
173 WebFilings, provides cloud-based solutions for business reporting through its “Wdesk” platform. See

https://www.webfilings.com/about; Software as a service (SaaS) is also a cloud provider. See http://www.saas.
com/.

174 See http://www.europeanbusinessreview.com/?p=5748.
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providers, including accounting, certification, and technical firms (…) to draw
conclusions on the quality of the report and its data (…). (KPMG, 2008); or as “an
evaluation method that uses a specified set of principles and standards to assess the
quality of an organization’s subject matter and the underlying systems, processes
and competencies that underpin its performance.”175 (The Association of Chartered
Certified Accountants and AccountAbility) The two most used assurance standards
worldwide, are the AA1000 Assurance Standard (AA1000AS), an assurance
standard developed in 2008 by AccountAbility to provide companies with
assurance on sustainability reporting;176 and the International Standard on Assur-
ance Engagements (ISAE) 3000, developed by the International Auditing and
Assurance Standards Board of the International Federation of Accountants
(IFAC).177 It was developed in 2003 and it is designed to guide companies
providing assurance on their sustainability reports. In the Netherlands the Standard
COS 3410N “Assurance Engagements relating to Sustainability Reports” is the
national assurance standard. It was launched on 1 January 2007 by the Royal Dutch
Institute for Registered Accountants (NIVRA).178 It is based on the International
Federation of Accountants Framework for Assurance Engagements and ISAE
3000. This standard complies with the most commonly used standard for indepen-
dent verification, the AA1000AS and also with the GRI guidelines. The
AA1000AS is flexible and allows a significant contribution of the organizations
in their reports, e.g. in the key issues of the engagement, for example, the scope and
level of assurance to be obtained by the practitioner. Brazil also developed two
national assurance standards, in 2004 the Federal Accounting Council issued the
NBC T 15 providing guidance for environmental and social reporting. In 2007, the
Independent Auditors Institute issued the NPO 1 provides an assurance standard for
other types of assurance besides the financial assurance.

Drivers for assurance of sustainability reports differ. In some countries, like the
Scandinavian the main driver is legislation while in others, as Brazil and the
Netherlands, reputation and marketing, is an important trigger national and
international credibility and boost market competition. Assured reports bring trust
and credibility to the data disclosed, and increase quality. Investors and other users
of the reports will be certain about the reliability and accuracy of the information
they are using (KPMG, Survey 2008).179 Companies have their reports assured
mostly by major accountancy firms and certification bodies. In 2008, 70% of the
G250 companies had hired an accountancy organization as an assurance provider
(KPMG, Survey 2008).180

175 “The future of sustainability assurance”, ACCA Research Report no. 86, ACCA working with Accountability.
176 AccountAbility is a UK based organization that help companies to embed ESG factors into their businesses. See

http://www.accountability.org/standards/index.html.
177 The IFAC is the body responsible for issuing international accounting and auditing standards for the accounting

profession.
178 See, www.nba.nl.
179 See, http://www.csrwire.com/press_releases/13790-KPMG-International-Survey-of-Corporate-Responsibility-

Reporting-2008.
180 See, http://www.csrwire.com/press_releases/13790-KPMG-International-Survey-of-Corporate-Responsibility-

Reporting-2008.
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Companies in general do not invest the same financial efforts and people on
sustainability assurance as they invest on financial assurance. Non-financial
information is covered by an assurance standard so it is called “assurance” and
you can still give the same level of comfort as for financial assurance. Reasonable
assurance is considered to be an audit. In a financial audit accountants focus on the
annual accounts (the numbers) and do not assure the whole report. In the audit of a
sustainability report it is different as for many sustainability assurance engagements
the whole report is assured, including data and numbers.

d) Innovative approaches

Brazilian companies must comply with the Brazilian securities regulator’s financial
reporting requirements which are very demanding and time consuming so they
believe it is a barrier to development and need to be stimulated with clear incentives
to support potential new legal requirements, in particular if they cannot see the
benefit of compliance. Companies reporting requirements’ overload are common
not only in Brazil. An alternative to compliance-only approach, could be the
development of incentives for reporting organizations.

In the Netherlands, FMO, the Dutch Entrepreneurial Development Bank, developed a
framework for offering a reduced interest rate to borrowers who complete ESG action
items within a set timeframe. FMO calls it a “margin reduction incentive” and it was
launched already 10 years ago in 2009. It is offered on an ad-hoc basis (not a
structural product) and it is meant for high environmental and social risk clients and/
or where investments are large enough to make improvements. The margin reduction
incentive is provided only once a client has achieved the outcome and it is checked by
a third party e.g. external consultant. It has proved to be a useful tool for clients to
invest more energy in completing ESG action items. However, further research is
needed to clarify whether this finding is applicable to all FMO’s clients or only true
for clients already interested in ESG. FMO’s initiative shows how a financial
institution can play a crucial role in promoting the benefits of the long-term view
through an ad-hoc incentive, encouraging sustainable practices among its clients.

Mainstream rating agencies could also play a role pushing companies to manage
ESG risks. If Bloomberg starts ranking companies on their ESG risk management,
we would play the game at a platform where finance happens. Credit rating
agencies together with financial terminals and stock exchanges can be a powerful
incentive to drive change. By rating companies on their financial and non-financial
performance as a whole this information would be taken into consideration by the
investment community, by the stock exchanges and by the corporate sector. This
could be an alternative to developing more regulation. Credit rating agencies would
change their company evaluation methodology by including ESG risks in the
evaluation of corporate performance. This would have an immediate impact on how
companies behave because they need good ratings. If companies would not show
full consideration of ESG risks in their strategy they would be downgraded.
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Besides, an integrated financial and non-financial analysis of companies could be
developed. E.g. development of integrated rating agencies.

Another alternative to regulation is the development of tax benefits for complying
companies. This could be allied with the new methodology required for rating
agencies (integrated rating agencies) also giving a tax benefit to better rated
companies, or by giving a tax benefit to companies producing an integrated
reporting duly audited by external audit firms.181

4 What motivates Governments to get involved?

There is a general understanding that Governments have a primary role to play in
moving society to a sustainable model of development (The Group of Friends of
Paragraph 47, 2012).182 The Group of Friends of Paragraph 47 is an example of a
group of countries who acknowledge the importance of sustainability reporting and
its inclusion in Paragraph 47 of the outcome document of the United Nations
Conference on Sustainable Development Rio+20 to advance corporate transpar-
ency, accountability and trust.183 184 The countries part of this group trust in their
joint efforts to promote best practices in sustainability reporting and making it a
reality. This trust was the reason of their commitment and motivation for getting
actively involved in promoting “an economically, socially and environmentally
sustainable future for our planet and for present and future generations.”185 The
number of Governments, market regulators and stock exchanges adopting sustain-
ability reporting policies and regulation around the world is growing.186 In 2016
stock exchanges have issued 44 reporting instruments, compared to 23 identified by
GRI in 2013.187 Governments and policy makers are increasingly acknowledging
the importance of sustainability reporting to promote transparency in capital
markets and closely following the trends set by the corporate sector and responsible

181 More research is need to develop this possibility as it requires the involvement of a whole chain of stakeholders.
182 Group Charter of The Group of Friends of Paragraph 47, published on the 7th of November of 2012. Available at:

https://www.globalreporting.org/SiteCollectionDocuments/para47/Group-of-Friends-of-Paragraph-47-Charter.
pdf.

183 The Resolution adopted by the General Assembly on 27 July 2012 “The Future We Want” is available at:
https://documents-dds-ny.un.org/doc/UNDOC/GEN/N11/476/10/PDF/N1147610.pdf?OpenElement.

184 The United Nations Conference on Sustainable Development Rio+20 was a follow-up conference to the first Earth
Summit, The United Nations Conference on Environment and Development in Rio de Janeiro in 3-14 June, 1992.
The Brundtland Commission’s report “Our Common Future” published in 1987 (built-up on the Stockholm
conference in 1972 which had called Governments to include environmental concerns in their political agenda)
defined the now widely accepted concept of sustainable development as “development that meets the needs of the
present without compromising the ability of future generations to meet their own needs.” and laid the ground work
for the conference in 1992.

185 See Annex I., section 1. of the Resolution adopted by the General Assembly on the 27th of July of 2012 “The Future
We Want”. Group Charter of The Group of Friends of Paragraph 47, published on the 7th of November of 2012.
Available at: https://www.globalreporting.org/SiteCollectionDocuments/para47/Group-of-Friends-of-Paragraph-47-
Charter.pdf.

186 For an overview of sustainability-related disclosure initiatives around the globe see, GRI compilation work at:
https://www.globalreporting.org/information/policy/initiatives-worldwide/Pages/default.aspx.

187 See, page 14, GRI Carrots & Stick report 2016. In this report (page 15), GRI refers that, for-profit exchanges tend
to be more active in introducing ESG-related listing requirements.
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investment demands.188 However, scaling-up sustainability strategies by the world’s
largest companies and investors will also constitute a major contribution to sustain-
able development.189 Although there is unprecedented demand for corporate trans-
parency, accountability and sustainability reporting, less than 10% of large EU
companies report on their ESG risks on a regular basis (GRI, 2015).190 The potential
of Governments, companies and investors as been recognized in international
commitments as the Sustainable Development Goals191 ratified by the United
Nations in September 2015, and at the Paris COP21 climate change accords.192193

Apart from the positive examples of the joint efforts with the Paragraph 47,
Sustainable Development Goals and Paris COP21 climate change accords, Govern-
ments sustainability reporting’ initiatives have been disjointed and fragmented, as
reported by investors when describing policymakers intervention (UNGC and
Accenture study, 2014).194 The corporate sector and investors have expressed their
belief in a joint commitment to action between the private sector and policymakers to
reshape markets and systems to reward sustainability leaders. By engaging with
Governments and policymakers, the corporate sector can lead the way to promoting
and facilitating sustainability reporting best practices. The lack of commonly accepted
definition for sustainability may add to the Governmental fragmented action and it is
also at the origin of a fragmented global action.195 Alignment between Governments,
policy makers, corporate sector and investors is needed for further action.

Notwithstanding the conservative attitude of certain corporations, international
developments can push Governments to get involved. The resistance of the
corporate sector and of investors may contribute to push back Government
intervention. Amongst companies’ concerns are the high costs of implementing a
sustainability strategy into their business model and also struggle to communicate
with investors on the business value of sustainability. On the investors’ perspective,
they question the link between integrating sustainability into the investment process
and the return on investment. According to the UN Global Compact and Accenture
(2014) “investors see the benefit of sustainability but are at odds with business

188 See, page 14, GRI Carrots & Stick report 2016. In this report (page 15), GRI refers that, for-profit exchanges tend
to be more active in introducing ESG-related listing requirements.

189 In 2015, the world’s largest company, had a revenue of $486 billion. This amount is higher than the GDP of 86%
of the countries in the world. See, Robert Eccles, “Why It’s Time For Boards To Take A Stand On Sustainability”,
March 30, 2016 Forbes See, http://www.forbes.com/sites/bobeccles/2016/03/30/why-its-time-for-boards-to-take-
a-stand-on-sustainability/#2a4858e61a65.

190 See, https://www.globalreporting.org/information/policy/Pages/EUpolicy.aspx.
191 More information about the Sustainable Development Goals is available here: http://www.un.org/sustainable

development/.
192 More information about the Paris COP21 climate change accords is available here: http://www.cop21paris.org/.
193 Robert Eccles, “Why It’s Time For Boards To Take A Stand On Sustainability”, March 30, 2016 Forbes See,

http://www.forbes.com/sites/bobeccles/2016/03/30/why-its-time-for-boards-to-take-a-stand-on-sustainability/
#2a4858e61a65.

194 The Investor Study: Insights from PRI Signatories. The UN Global Compact Accenture CEO Study on
Sustainability in collaboration with the Principles for Responsible Investment. Available at: http://www.unpri.
org/press/investors-see-benefit-of-sustainability-but-at-odds-with-business-leaders-on-measuring-its-value/.

195 See, The Investor Study: Insights from PRI Signatories. The UN Global Compact Accenture CEO Study on
Sustainability in collaboration with the Principles for Responsible Investment. Available at: http://www.unpri.org/
press/investors-see-benefit-of-sustainability-but-at-odds-with-business-leaders-on-measuring-its-value/.

214 Chapter 4



leaders on measuring its value.”196 There is a gap between what companies say to
investors regarding the quantification and reporting of their sustainability commit-
ments. Investors believe companies overestimate their sustainability performance.
The same UN Global Compact and Accenture study (2014) reported that 74% of
business leaders say their company measures both positive and negative impacts of
their activities on sustainability outcomes; but only 17% of investors believe this to
be the case for the companies in which they invest. Moreover, 47% of CEOs report
that they routinely incorporate sustainability issues into discussions with financial
analysts, against just 27% of investors who believe this to be the case. Investors
also see challenges in short-termism is a concern for investors, 71% believe that
short-term financial investments are making sustainability efforts more difficult for
companies and 49% of the investors surveyed identified quarterly reporting
requirements as an important barrier to further progress. This is where Govern-
ments can help, by creating a long-term focused regulatory landscape favorable to
the investors’ long-term horizon.197

5 Conclusion

“Today consumers and investors want to make society fairer without reducing its
entrepreneurial vim.” (Kristi Mitchem, Institutional Investor, 2016 citing the
Economist in 2012)198 This is not easy. As we will see in chapter 5, looking at
the successful sustainability business cases in Brazil, with B3, former BM&FBO-
VESPA, in the US with the Dow Jones Sustainability Index, but also in other parts
of the world such as in South Africa, with the Johannesburg Stock Exchange, we
see the influence of positive regulatory change, with the support of the Govern-
ment. Companies are more likely to report specific information if such disclosure is
made mandatory by a stock exchange or regulator (UNCTAD, 2011; Ioannou and
Serafeim, 2012).

Mandatory reporting is likely to generate more disclosure in general, however,
well-designed voluntary frameworks can turn to be very helpful particularly for
jurisdictions introducing a sustainability reporting initiative for the first time.199

Voluntary tools may help building the educational process of disclosure. The
European Commission’s directive on non-financial disclosure is a key development
in corporate reporting and it has stimulated sustainability reporting beyond the EU,

196 See, The Investor Study: Insights from PRI Signatories. The UN Global Compact Accenture CEO Study on
Sustainability in collaboration with the Principles for Responsible Investment. Available at: http://www.unpri.org/
press/investors-see-benefit-of-sustainability-but-at-odds-with-business-leaders-on-measuring-its-value/.

197 See, The Investor Study: Insights from PRI Signatories. The UN Global Compact Accenture CEO Study on
Sustainability in collaboration with the Principles for Responsible Investment. Available at: http://www.unpri.org/
press/investors-see-benefit-of-sustainability-but-at-odds-with-business-leaders-on-measuring-its-value/.

198 Kristi Mitchem, “Toward ESG 2.0: How to Design a Truly Progressive Fund”, Institutional Investor, 18 March
2016. Available at: http://www.institutionalinvestor.com/gmtl/3538882/Toward-ESG-20-How-to-Design-a-Truly-
Progressive-Fund.html#.Vu_7jtJgWUk.

199 See, “Best practice guidance policymakers & stock exchanges by UNCTAD”, 2012, pp. 14. Available at:
http://unctad.org/en/PublicationsLibrary/diaeed2013d6_en.pdf.
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on a global level, with at least 180 different initiatives reported by GRI in 45
different countries and regions. However, the European Commission’s directive has
not been the single responsible for the change of corporate reporting, as technology
(global communication advancements) and the growing interest of Governments
(reflecting the public call for increased capital market’ transparency), corporate
sector and investors (particularly the pension funds and stock exchanges), although
still fragmented, have been all been driving forces. This interest has been
demonstrated through the international sustainable development agenda, commit-
ments at the December 2015 UN climate change meetings in Paris (COP21)
(acknowledging the critical role the investment community) and through the 17
Sustainable Development Goals ratified by the UN in September 2015, recognizing
the increased responsibility of the corporate sector to contribute to sustainable
development. The European Commission’s “report or explain” approach is a first
stage to prepare for further regulation. The report or explain approach is likely able
to give companies the freedom to innovate, find the solutions to the world’s most
pressing challenges. Companies are expected to be gradually engaged and will have
an adaptation period to improve their ESG performance. This initial voluntary
period may allow companies to develop capacity. Once capacity is in place
mandatory reporting can take place to ensure a harmonized approach. The
European Commission could then develop and require a next generation of stricter
ESG standards. Companies, encouraged by legislation, report or explain approach,
listing requirements and voluntary frameworks, are expected to report on the
positive financial impacts of their ESG impacts and initiatives. In turn, this
disclosure may contribute to mobilize large asset owners’ interest and capital,
such as pension funds, and mainstream sustainability reporting and foster respon-
sible investing practices. Regulation of sustainability reporting is a starting point
but in practice their effectiveness (usefulness) depends on the successful adoption
by the corporate sector, and on the use of the information disclosed by the
investors. The sustainability reporting regulatory objectives need to be supported
by a similar governance structure and auditing system to financial reporting and
eventually, as it happened with financial reporting, additional regulation will be
necessary.200 This will not happen from one day to another but maybe from the
millennials to Generation S.201 This seems to be where capital markets are heading
(Georg Kell, 2015 and Dr. Bob Eccles, 2015).202

200 Robert Eccles, “Why investors should care about the next generation of accounting standards?” 27 February 2016
http://www.institutionalinvestor.com/blogarticle/3533054/blog/why-investors-should-care-about-the-next-generation-of-
accounting-standards.html#.VuvUFNJgWUk.

201 Generation S is an idea introduced by Georg Kell (Founder of the United Nations Global Compact). Georg Kell
defines it as a growing group of people who understand the power of sustainability to create positive change, they
come from all walks of life, old and young, have different backgrounds and speak many languages. Generation S
is searching for new ways to conduct business, combining economic value creation with environmental
stewardship, social inclusion and sound ethics. See, Georg Kell, “Together We Are Generation S”, Forbes,
Dec. 1 , 2015 http://www.huffingtonpost.com/georg-kell/together-we-are-generatio_b_8682700.html.

202 See, Georg Kell, “Together We Are Generation S”, Forbes, Dec. 1 , 2015 http://www.huffingtonpost.com/georg-
kell/together-we-are-generatio_b_8682700.html and Dr. Bob Eccles, “Are You A Member Of Generation S?”,
Forbes, Dec. 4, 2015. Available at: http://www.forbes.com/sites/bobeccles/2015/12/04/are-you-a-member-of-
generation-s/#2bc5d8de2bb9.
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Integrated reporting is growing globally. Integrated thinking and the concept of
value creation has gained traction and more supporters than the IIRC itself. Critics
have pointed that the IIRC has taken up too many interests and it has not yet gained
the market and Governmental confidence to establish itself as the integrated
reporting standard-setter body. Integrated reporting is seen has a sound initiative,
appeared in a good timing, given the 2008 financial crisis, however, it is considered
a step ahead by the European Commission. This may however, be about to change
with the EU Action Plan on Sustainable Finance of 2018, in which integrated
thinking is incentivized and language miscommunication is minimized through the
recommendation of developing an EU taxonomy. Reporting organizations, despite
the examples set by the participants in the IIRC pilot program, are still confused
about what integrated reporting is and what is expected from the integrated
reporting framework. Several clarifying papers were published following the
launch of the integrated reporting framework in 2013, the IIRC has signed
important Memoranda of Understanding with institutional supporters has the
International Finance Corporation and the International Accounting Standards
Board but also GRI and CDP (formerly, the Carbon Disclosure Project), explaining
the complementarity of all the frameworks, and that the integrated reporting
framework is not meant to replace any of the existing frameworks. The idea of
value creation over the short, medium and long term, through integrating thinking
by analyzing the interdependencies of the six capitals makes good sense and it is
the future of corporate reporting. However, the conditions are not yet there. The
success of integrated reporting is dependent on the support of, among others, the
European Commission, the International Organization of Securities Commissions,
the SEC, investors’ community, the accounting profession and the corporate sector.
The support of these organizations will only happen when there is a legitimate body
with a strong Governance structure behind the framework.

Looking at the state of the art of sustainability reporting and integrated reporting in
four countries, Brazil, Sweden, the Netherlands and the US, it is evident that most
large and listed companies in these countries already report on the ESG risks of
their businesses. In 2015, around 5000 companies published sustainability reports,
which includes 85% of the world’s largest companies.203 The Netherlands and
Sweden are among the countries leading sustainability reporting, their companies
show more mature internal sustainability processes and systems, external assur-
ance, use the GRI reporting framework, use multiple channels to reach their
audiences and are moving towards integrated reporting.204 Amongst the most
relevant developments of sustainability reporting in the European Union, is the
2014 non-financial reporting Directive, requiring disclosure of non-financial

203 See, Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 15. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1 and See, Eccles, Robert G., and Birgit Spiesshofer.
“Integrated Reporting for a Re-Imagined Capitalism.” Harvard Business School Working Paper, no. 16-032,
September 2015. Pp. 15. Available at: https://dash.harvard.edu/bitstream/handle/1/22824053/16-032.pdf?
sequence=1 pp. 3.

204 See, page 4, https://www.kpmg.com/PT/pt/IssuesAndInsights/Documents/corporate-responsibility2011.pdf.
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information and diversity information by certain large undertakings and groups.
Since companies started publishing their reports in 2018, the full effectiveness of
the directive it is not yet known.205 There were a few delays in transposing the
Directive and although it may be suggested that increased awareness from the
Directive has perhaps triggered higher reporting, the exact effects and benefits are
yet hard to determine.206 According to the European Commission, the Directive’s
requirements were expected to affect nearly 6000 companies. In particular, in the
Netherlands, the most relevant developments were (1) since 2004, the Transparency
Benchmark which measures corporate ESG transparency amongst the largest 500
companies in the Netherlands.207 208 (2) Euronext Amsterdam ranked in first on
the Corporate Knights World’s Stock Exchanges ranking 2016.209 210 The 39 large
companies part of the stock exchange ranked above 50% in the disclosure of four
out of the seven ESG metrics analyzed;211 and (3) Royal NIVRA, the Dutch body
providing guidance for accountants, issued an assurance standard for sustainability
reports in 2007, the 3410N – “Assurance engagements relating to sustainability
reports”. In Sweden, since 2007, the Swedish Government’ issued the “Govern-
ment’s guidelines for external reporting”, requiring 55 state-owned companies to
publish a sustainability report on a ‘comply or explain’ basis according to the GRI
guidelines.212

The US and Brazil are part of what KPMG qualified as countries “scratching the
surface” in the quality of sustainability reports and maturity of reporting pro-
cesses.213 Since 2011 there have been some developments in sustainability
reporting in the US. The most relevant developments of sustainability reporting
in the US are (1) the SEC’s proposal to amend the current disclosure requirements
in the US, extending the disclosure requirements to non-financial information,
given the growth of investors and shareholders’ interest and demand for non-
financial information in the US.214 If the SEC adopts this proposal, the US will
move from a voluntary approach to a mandatory approach to sustainability
reporting. On a global scale, having the largest economy on board tackling climate
change and extending its sustainability reporting requirements to all US listed
companies, means that trend of growth in the uptake of sustainability reporting has

205 See, https://assets.kpmg/content/dam/kpmg/be/pdf/2017/kpmg-survey-of-corporate-responsibility-reporting-
2017.pdf pp. 12.

206 See, https://assets.kpmg/content/dam/kpmg/be/pdf/2017/kpmg-survey-of-corporate-responsibility-reporting-
2017.pdf pp. 15.

207 See, in Dutch, http://www.rijksoverheid.nl/documenten-en-publicaties/rapporten/2013/04/18/transparantiebenchmark-
2012.html.

208 See https://www.transparantiebenchmark.nl/en/about-transparency-benchmark.
209 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/.
210 In 2014 and in 2015, Euronext Amsterdam ranked in second. It has been part of the top ten since 2012, except in 2013,

when it ranked in the 13th position. See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/.
211 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/ pp. 9.
212 See, http://www.regeringen.se/contentassets/601a30d9e8d941d8b7d9e94b484bdac6/guidelines-for-external-

reporting-by-state-owned-companies and http://www.government.se/government-policy/state-owned-enterprises/
goals-for-state-owned-companies/.

213 See, page 4, https://www.kpmg.com/PT/pt/IssuesAndInsights/Documents/corporate-responsibility2011.pdf pp. 4, 5.
214 See, section 2 above.
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finally become the reality; (2) SASB, a private sector non-profit organization
created in July 2011, has, as of March 2016, issued provisional sustainability
accounting standards for 79 industries.215 The US listed companies may use SASB
standards to disclose sustainability information in their annual report to be included
in the SEC’s Form 10-K filing;216 217 218

Amongst the most relevant developments of sustainability reporting in Brazil, is
(1) the positive impact of the Brazilian stock exchange B3, former BM&F BOVESPA,
on the uptake of sustainability reporting in Brazil amongst listed companies. The B3,
former BM&F BOVESPA, is in the 12th position in the 2016 sustainable stock
exchange ranking.219 In the ranking large Brazilian companies registered high
disclosure of environmental metrics energy, greenhouse gas, water and waste.220

According to this ranking, the NASDAQ reached the 25th position (2014: 39th and
2015: 32nd) and the New York Stock Exchange is at the 26th position (2014: 34th and
2015: 29th).221 These two exchanges show a relatively slow but continuous rise over the
period 2010–2014;222 (2) the progressive legislation of the Brazilian Central Bank,
since April 2014, requiring the largest financial institutions to issue a socio-environ-
mental report and for all the financial institutions to develop a socio-environmental
responsibility policy, to adopt an action plan and make public their stand on these
issues; and (3) the Brazilian securities regulator (CVM)’s voluntary Rule 552/2014,
according to which listed companies are required since January 2016 to describe risk
factors that may influence an investment decision, in particular, if they disclose
environmental and social risks, methodology used, if these information is assured by
a third party and to provide a link to that information.223

215 SASB’s Conceptual Framework (includes the objectives, guiding principles and methodologies) and Rules of
Procedure (process for development, codification and maintenance of the standards), governing the Codification
Phase were open for public comment until the 6th of July of 2016. In 2017 SASB will enter a new phase with
proposing new changes, public comment, conclusion and codification of the standards. See also, Jean Rogers at
http://www.huffingtonpost.com/jean-rogers/five-market-problems-the-_b_9959338.html.

216 See, Mike Scott “US companies urged to put natural capital in accounts”, Financial Times, 24 June 2012, at
http://www.ft.com/cms/s/0/78e36030-b93f-11e1-b4d6-00144feabdc0.html#axzz4IL7uEaVu.

217 SASB differs from GRI standards, as SASB is not a reporting framework and does not translate in a sustainability
report as it happens with the GRI reporting framework. See, https://www.greenbiz.com/article/look-future-
reporting-standards SASB developed sustainability accounting standards to help companies to disclose sustain-
ability information in their annual reports which will be included in the SEC filings. It is however, possible to use
the SASB standards in the GRI reports. E.g Bloomberg.

218 See, Jean Rogers at http://www.huffingtonpost.com/jean-rogers/five-market-problems-the-_b_9959338.html.
219 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/2016-sustainable-stock-exchange-

report-released-14689620/.
220 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/2016-sustainable-stock-exchange-

report-released-14689620/ pp. 8.
221 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/2016-sustainable-stock-exchange-

report-released-14689620/.
222 See, http://www.corporateknights.com/reports/2016-world-stock-exchanges/2016-sustainable-stock-exchange-

report-released-14689620/ pp. 7.
223 See, Sections 4.1 and 7.8, respectively, of the reference form annex to Rule 480.
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Chapter 5: How can sustainability ratings
contribute to the development and
implementation of sustainability reporting?

1 Introduction to sustainability ratings: general dynamics

Given the increasing globalized world we live in, with technology developments
and increasing real-time spread of information, companies are in constant strict
scrutiny. Their impact in capital markets, environment and society have been
recognized and therefore, full attention is paid to their every move. Companies
have to manage their business and financial risks, relation with all its stakeholders,
their financial, environmental, social and governance (ESG) impacts created by
themselves and to others, and its own reputation. Corporate competition is
increasing and this is a result of a growing understanding of the advantages of
the value of ESG risks real-time data by their peers. Companies are increasingly
motivated to compete for the best sustainability disclosure and performance.1 Since
more than two decades ago, SustainAbility, a research provider, has observed the
growing number of ratings, rankings, indices and awards that aim to measure,
compare or reward corporate sustainability performance. At the time, it was
anticipated that socially responsible companies, in particular the frontrunners
included e.g. in a sustainability index, would outperform the laggards and therefore,
become more attractive to investors. Those companies who would be able to
demonstrate how well they manage their ESG risks would be included in a
sustainability index or in other ESG ranking. This inclusion would bring them
higher visibility, superior reputation, competitiveness, stimulate the demand for
their shares, and potentially increase their price.2 Who can provide stakeholders
with real-time ESG data? The ESG raters. The ESG raters have developed tools to
gather, analyze, qualify and rate corporate ESG risks and disclosure of ESG
information. They work to provide useful information to target audiences (e.g.
investors, consumers, companies) and contribute to make better-informed invest-
ment decisions. Away to help the management boards to be aware of and anticipate
the ESG risks, to increase their knowledge and add value to the decision making
process, is through sustainability ratings. Sustainability ratings are “a potentially
powerful but still underused tool for building a competitive, socially purposeful,

1 See, White, A.L., 2013.
2 See, IFC, “BM&FBOVESPA Sustainability Index & the Responsible Practices of Brazilian Corporations”, Issue

Brief, 2010, pp. 2. Available at: http://www.ifc.org/wps/wcm/connect/7bcb180048855365aedcfe6a6515bb18/
fly_BovespaBrief.pdf?MOD=AJPERES.



and financially sound enterprise.”3 These specialized ratings provide information
about the companies’ ESG risks and are still a quite underused tool amongst
companies and investors.4 Companies increasingly understand the value of
sustainability ratings and are increasingly using this information to the benefit of
not only their risk management but also of their reputation, to identifying new
market opportunities and to attract lower cost of capital.5

This chapter focuses particularly on the sustainability indices and sustainability rating
agencies. It provides an introduction to the general dynamics of sustainability ratings,
introduces a few lessons from the credit rating agencies and looks more thoroughly to
the role of sustainability indices and sustainability rating agencies.6 7 8 Among
the topics introduced are, the UN Sustainable Stock Exchanges (SSE) Initiative,
the CERES Investor Listing Standards Proposal, the WFE Sustainability Guidance
and Recommendations and the ratings process. It the lays a roadmap for the future of
sustainability ratings, considering policy and regulation and promising future devel-
opments as green bonds, the yield companies and the potential influence of China’s
ambitious environmental agenda. It follows with a look into frontrunner sustainability
indices based in Brazil and the US respectively, and two renowned sustainability
rating agencies, the CDP and MSCI. The chapter ends with the main challenges
driving the sustainability ratings agenda.

Stock exchanges are highly regulated markets where stocks, securities, commod-
ities, foreign exchange, futures, and options contracts are both bought and sold.
Quoting the London Stock Exchange, stock exchanges are meant “to provide
issuers, intermediaries and investors with attractive, efficient and well-regulated
markets in which to raise capital and fulfill investment and trading requirements.”
All companies listed on stock exchanges are obliged to disclose financial informa-
tion about their business activities. This information is meant to provide an
overview of a company’s financial performance but it says nothing about their
long-term ESG risks and opportunities and long-term strategy. As discussed in
previous chapters, financial information alone is not enough to make a decision
about a company’s long-term sustainability, operational and financial stability.9

3 Dr. Allen L. White is vice president and senior fellow at the Tellus Institute, Boston, Massachusetts, United States,
and directs the institute’s Program on Corporate Redesign. In 1997, he cofounded the Global Reporting Initiative
(www.globalreporting.org) and served as its acting CEO until 2002. See, White, A.L. “Redefining Value: The
Future of Corporate Sustainability Ratings” A Global Corporate Governance Forum Publication, Private Sector
Opinion, Issue 29, 2012.

4 See, White, A.L. “Redefining Value: The Future of Corporate Sustainability Ratings” A Global Corporate
Governance Forum Publication, Private Sector Opinion, Issue 29, 2012.

5 GISR, 2013, pp. 4.
6 Sustainability indices are specialized indices for ethical investment. They encourage socially responsible

investment (SRI) and include companies that respect and follow the ESG principles. The socially responsible
investors exclude from their portfolio companies that don’t meet certain ethical standards, e.g. the ones involved
with tobacco, armament, pornography, alcohol and gambling.

7 Sustainability rating agencies measure the company’s performance economically, environmentally and socially
and evaluate if a company not only satisfy the financial criteria but also meet the SRI.

8 European Parliament Report on CSR (13/05/2003): http://ec.europa.eu/employment_social/soc-dial/csr/sipade2.
pdf.

9 S&P An In-Depth Study on Sustainability Transparency Practices Around the Globe, June 2014.
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Stock exchanges are in a privileged position within the financial markets with the
possibility to positively influence their listed companies to adopt ESG policies.
They have the opportunity to advance the sustainability agenda.10 Stock exchanges
play a role pushing companies to do what is already in voluntary guidelines through
listing rules, implementation of national legislation and also acting as a “liaison”
between the listed companies, policy makers, investors and ESG organizations
(experts).11 12 They are powerful to driving change and may have a positive impact
on how companies manage their risks.

2 Brief history of credit rating agencies

The increasing number of raters has triggered serious questions about the role and
credibility of ratings, has there is, among others, lack of transparency in the ratings
process, inadequate focus on material issues, lack of comparability of companies
across industries, conflicts of interest in organizations that offer services, alongside
to conducting ratings.13 Ultimately, the following questions remain, are sustain-
ability ratings needed? For what purpose and in which form? Why do we need ESG
ratings? Are these ratings truly driving companies and society towards a more just
and sustainable world for present and future generations?14

These questions cannot be answered without briefly looking at the pioneer credit
ratings provided by the credit rating agencies. Credit rating agencies evaluate the
creditworthiness of borrowers (generally their financial capacity). Only the credit
risk is evaluated, market or liquidity risks are not part of the ratings.15 The
European Commission defined credit rating as “an opinion regarding the cred-
itworthiness of an entity, a debt or financial obligation, debt security, preferred
share or other financial instrument, or of an issuer of such a debt or financial
obligation, debt security, preferred share or other financial instrument, issued using
an established and defined ranking system of rating categories;” and defined credit
rating agency as “a legal person whose occupation includes the issuing of credit
ratings on a professional basis;”.

The first credit agency was “The Mercantile agency” created in 1841 by the Tappan
brothers.16 The Tappan brothers were in the silk business and had the habit of

10 World Federation of Exchanges – Sustainability Working Group, “Exchanges and ESG Initiatives – SWG Report
and Survey”, 23 July 2015.

11 World Federation of Exchanges – Sustainability Working Group, “Exchanges and ESG Initiatives – SWG Report
and Survey”, 23 July 2015, page 9.

12 Also see, Sustainable Stock Exchanges 2014 Report on Progress, page 5.
13 As identified by SustainAbility, in Values for Money 3, 2004.
14 SustainAbility, Rate the Raters Phase One, May 2010, pp.2 available at http://www.brevolutionconsulting.com/

assets/SustainAbility_ratethe_raters11.pdf.
15 De Haan, J. & Amtenbrink, F. “Credit Rating Agencies”, DNB Working Paper No. 278/ January 2011, pp. 3.
16 New York University professor Richard Sylla explains the business of credit ratings in this World Bank report

(PDF) http://www1.worldbank.org/finance/assets/images/historical_primer.pdf. More literature on the early
developments of the rating agencies business see, James D. Norris, R.G. Dun & Co., 1841-1900: The
Development of Credit Reporting in the Nineteenth Century (Westport, CT: Greenwood Press, 1978); Rowena
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keeping detailed credit information about current and prospective customers. After
the silk crisis in 1837, they decided to use all the information gathered during the
years they were active in business, by opening a mercantile credit agency. Later in
the 1900s John Moody, a Wall Street analyst developed interest in applying the
mercantile ratings’ methodology to bonds.

In 1909 John Moody published “Analysis of Railroad Investments” a book with the
first rating scheme for bonds.17 In 1914 started the Moody’s Investor’s Service and
in 1922 it had a formal rating department.18 The second rating agency was Poor’s
Publishing Company created in 1922 and the third was Fitch Publishing Company
created in 1924.19

In the 1920s rating agencies’ work consisted of gathering and synthetizing valuable
information and they were exclusively financed by investors’ subscription fees.20

According to Partnoy (1999) the ratings’ system and scales did not have a
substantial change since the 1930s, differently from their size and revenues, as
both exponentially grew since the seventies.21

In capital markets similar questions remain. Do we need credit ratings, why? Should
credit rating agencies exist? The credit rating industry is a monopoly of the three
largest credit rating agencies, US-based Standards & Poor’s, Moody’s and Fitch
ratings, often referred to as the Big Three, which is considered since 2000 to be the
main reason for the low quality of the credit ratings.22 From existing literature on
financial reporting I have learnt that credit rating agencies mostly repeat what is
already reported by financial news and downgrades are public after those news are
public (Partnoy, 1999; Coffee, 2011), they do not add new information to the market
(Macey, 2006; Fitzpatrick and Sagers, 2009; Rhee, R.J., 2015, pp. 163) and rely
mostly on publicly available information (Rhee, R.J., 2015, pp. 163). Credit rating
agencies have failed to predict financial crises and to provide valuable information
before a crisis.23 These agencies usually make their ratings public in reaction to an
already public event. In his research Partnoy (1999) has concluded that rating
agencies became more important and more profitable, not because they generated

Olegario, “Credit Reporting Agencies: What Can Developing Countries Learn from the U.S. Experience,” paper
presented at the World Bank Summer Research Workshop on Market Institutions, July 17-19, 2000. James H.
Madison, “The Evolution of Commercial Credit Reporting Agencies in Nineteenth-Century America,” Business
History Review 48 (Summer 1974), 164-86; Richard Cantor and Frank Packer, “The Credit Rating Industry,”
Federal Reserve Bank of New York Quarterly Review (Summer/Fall 1994).

17 Partnoy, 1999, pp. 638.
18 Partnoy, 1999, pp. 638.
19 Partnoy, 1999, pp. 639.
20 Partnoy, 1999, pp. 640.
21 Partnoy, 1999, pp. 648.
22 Association for Financial Professionals, 2002 & 2004. Rating agencies survey: accuracy, timeliness, and

regulation. Bethesda, Maryland. See also, Xia, H, “Can investor-paid credit rating agencies improve the
information quality of issuer-paid rating agencies?” November 2013, Journal of Financial Economics 111,
(2014) 450-468: Available at http://www.sciencedirect.com/science/article/pii/S0304405X13002778.

23 Partnoy, 1999; Coffee, 2011; See also, Xia, H, “Can investor-paid credit rating agencies improve the information
quality of issuer-paid rating agencies?” November 2013, Journal of Financial Economics 111, (2014) 450-468:
Available at http://www.sciencedirect.com/science/article/pii/S0304405X13002778.
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more valuable information but because they began selling more valuable regulatory
licenses.24 As a result of their failure in forecasting information, e.g. failing to predict
the Enron and WorldCom corporate scandals between 2001 and 2002 (Coffee, Jr.,
2014 pp. 247), they have come under intense scrutiny which led to two major
legislative Acts in the US, the Credit Rating Agency Reform Act of 2006 and the
Dodd–Frank Wall Street Reform and Consumer Protection Act of 2010, and in
Europe to the European Securities andMarkets Authority, created in 2011, to hold the
credit rating agencies accountable and to protect investors.25 26 27 Before 2006 in the
US, and before 2011 in Europe, credit rating agencies were not directly regulated
(Coffee, Jr., 2014 pp. 246).

Ratings have since then become a tool of regulation and this change originated a
new credit rating agencies’ selling product (introduced by US regulators) changing
the credit rating agencies business model, which has remained intact since then.28

Issuers have since started to buy a license from the regulators and this is the
fundamental reason for paying their rating fees (it is not to purchase credibility with
the investor community). Only the few rating agencies obtaining the Nationally
Recognized Statistical Ratings Organizations status are allowed to sell regulatory
licenses and this is regardless of their credibility within the investor community. A
Nationally Recognized Statistical Ratings Organizations benefits from a maximum
credibility within the Government and have their business safe irrespective from
their reputation and credibility within the investors, which contributes to the low
quality of the ratings.

24 Partnoy, 1999, pp. 690. In the same line of thought, also defending the regulatory license view see, Macey, 2006;
Listokin and Taibleson, 2010. “Given the continued role of regulation in promoting the use of credit ratings (the
Dodd–Frank Act notwithstanding), the root cause of the costs of rating agencies would be attributable to
ineffective government-sponsored creation and empowerment of the credit rating system” (Robert J. Rhee, “Why
Credit Rating Agencies Exist”, Economic Notes by Banca Monte dei Paschi di Siena SpA, vol. 44, no. 2-2015:
pp. 161–175, pp.162).

25 See, Robert J. Rhee, “Why Credit Rating Agencies Exist”, Economic Notes by Banca Monte dei Paschi di Siena
SpA, vol. 44, no. 2-2015: pp. 161–175, pp. 162.

26 In 1931 the United States Treasury Department enacted the first formal rule incorporating ratings, adopting credit
ratings as a measures of the quality of the national banks’ bond accounts (Partnoy, 1999, pp. 687). Later 1973,
following the credit crises of the early 1970s, the SEC adopted Rule 15c3-1,343 the first securities rule formally
incorporating credit ratings and approving the use of certain credit rating agencies as Nationally Recognized
Statistical Ratings Organizations (NRSROs) (Partnoy, 1999, pp. 690).
The US Government conferred a few rating agencies (e.g. S&P, Moody’s and Fitch) with the status of Nationally
Recognized Statistical Rating Organization (NRSRO). The rating agencies with the NRSRO status have a license
to regulate domains of investments by and capital structures of financial institutions, which reduces the net costs
of regulation by relieving investors and regulators from erecting an analytic infrastructure that would analyze
bond investments (Robert J. Rhee, “Why Credit Rating Agencies Exist”, Economic Notes by Banca Monte dei
Paschi di Siena SpA, vol. 44, no. 2-2015: pp. 161–175, pp.164).
A line of thought is that the regulatory license theory still does not fully explain why CRAs exist. This is because
of their market utility function and therefore, rating agencies may be able to exist independently of a regulatory
function (Robert J. Rhee, “Why Credit Rating Agencies Exist”, Economic Notes by Banca Monte dei Paschi di
Siena SpA, vol. 44, no. 2-2015: pp. 161–175, pp.165).

27 See also, CFR.org, “The Credit Rating Controversy”, February 19, 2015. Available at: http://www.cfr.org/
financial-crises/credit-rating-controversy/p22328.

28 See, Partnoy, 1999, pp. 703. See also, CFR.org, “The Credit Rating Controversy” February 19, 2015. Available at:
http://www.cfr.org/financial-crises/credit-rating-controversy/p22328.
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Partnoy (1999) recommends the elimination of the regulatory dependence on credit
ratings and suggests the use of credit spreads instead of including credit ratings in
regulation.29 Partnoy (1999) also explains that, as credit spreads are determined by
the market as a whole and not by any individual entity or entities, a credit spread-
based system would not create regulatory licenses for any approved agency.30

Besides, credit spreads already incorporate the information contained in credit
ratings and are as accurate as credit ratings.

3 Problems credit rating agencies may face

Generally, credit rating agencies may struggle with the problems introduced below.

a) Independency; as we saw above in the brief history of the development of
credit rating agencies, independent credit rating agencies seem to better
contribute to a healthier financial market. They are less subjected to Govern-
ment influence and still have the motivation to fight for their credibility. It leads
them to produce better quality ratings and find their place in the market. The
independence of rating agencies and the integrity of the rating process can be
compromised by potential conflicts of interest. In 2002, in response to the
Enron and WorldCom’s collapse in the US, additional regulatory intervention
was needed. The Sarbanes Oxley Act (Section 201 (g)) contributed to assure
credit rating agencies’ independence and avoid conflicts of interest.31

b) Monopolistic credit rating agencies; Credit rating agencies may benefit from
the development of a transparent and competitive credit ratings’ industry,
avoiding the creation of a monopoly. Known as the “Big Three”, the monopoly

29 Partnoy, 1999, pp. 704.
30 Partnoy, 1999, pp. 705.
31 Sarbanes-Oxley prohibited accounting firms from providing a specified list of non-audit services to their public

audit clients. See, http://www.sarbanes-oxley-act.biz/SarbanesOxleySection201.htm SEC. 201. Services Outside
The Scope Of Practice Of Auditors.

“(g) PROHIBITED ACTIVITIES.–Except as provided in subsection (h), it shall be unlawful for a registered
public accounting firm (and any associated person of that firm, to the extent determined appropriate by the
Commission) that performs for any issuer any audit required by this title or the rules of the Commission under this
title or, beginning 180 days after the date of commencement of the operations of the Public Company Accounting
Oversight Board established under section 101 of the Sarbanes-Oxley Act of 2002 (in this section referred to as the
‘Board’), the rules of the Board, to provide to that issuer, contemporaneously with the audit, any non-audit service,
including–

“(1) bookkeeping or other services related to the accounting records or financial statements of the audit client;
“(2) financial information systems design and implementation;
“(3) appraisal or valuation services, fairness opinions, or contribution-in-kind reports;
“(4) actuarial services;
“(5) internal audit outsourcing services;
“(6) management functions or human resources;
“(7) broker or dealer, investment adviser, or investment banking services;
“(8) legal services and expert services unrelated to the audit; and
“(9) any other service that the Board determines, by regulation, is impermissible.
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is formed by the credit rating agencies Moody’s, Standard & Poor’s and Fitch
Ratings.

It may become more problematic with the possibility of creating Nationally
Recognized Statistical Ratings Organizations, which gives a “licensing
power” (Coffee, Jr., 2014) to these agencies, it is believed to hinder innovation,
competition,32 ratings accuracy and standard’s quality. In any case, regulation
seems beneficial to set the basic common denominators for credit rating
agencies, its supervision/ monitoring and to avoid conflicts of interest. The
possibility of reducing the delegation of regulatory licensing authority status
to certain credit rating agencies by the regulator (national Governments or the
European Commission) may contribute to avoiding a monopoly formed by the
largest and most powerful credit rating agencies.

c) Lack of ratings accuracy; increased competition may favor the investors and
increase ratings accuracy (Coffee, Jr., 2014); As Coffee, Jr. (2014) explains,
competition and deregulation let alone might not be beneficial to increase
ratings’ accuracy (as it happened when Fitch ratings entered the ratings’ market
in 2000 and started competing with Standards & Poor’s and Moody’s, which is
considered since 2000 to be the main reason for the low quality of the credit
ratings.33 34 35

d) The “subscriber pays” model (where investors pay a subscription fee) avoids
the conflict of interest generated by the “issuer pays model” (where the issuer
chooses the rating agency and pays the rating agency’s fee), however, once the
information is provided, it becomes a “public good” and it starts having a
market utility function (Robert J. Rhee, 2015). When the information becomes
a public good it may trigger the “free rider” problem, allowing investors to
benefit from it without having to pay for the information. This may hurt credit
ratings revenues. This model might need the support and guidance of the
regulator (J.C. Coffee, Jr., 2014).36 Both models allow for conflicts of interest,

32 Higher competition does not necessarily means better performance of credit rating agencies. See, (Coffee, Jr.,
2014 pp. 241 explaining that Moody’s and S&P become more generous in their ratings when Fitch Ratings
business rose after the year 2000). See also, section 2 above.

33 See, http://www.hblr.org/wp-content/uploads/2014/09/Ratings-Reform.pdf pp. 272.
34 Association for Financial Professionals, 2002 & 2004. Rating agencies survey: accuracy, timeliness, and

regulation. Bethesda, Maryland. See also, Xia, H, “Can investor-paid credit rating agencies improve the
information quality of issuer-paid rating agencies?” November 2013, Journal of Financial Economics 111,
(2014) 450-468: Available at http://www.sciencedirect.com/science/article/pii/S0304405X13002778.

35 See above in section 2.
36 “…meaningful reform must encourage a “subscriber pays” model that can compete with the current “issuer pays”

model. Still, because of the “public goods” nature of financial information, a “subscriber pays” (or “platform
pays”) model will not arrive naturally, and regulatory interventions are necessary to prod it into existence. The
Franken Amendment is one (but not the only) means to this end, and a role for investor choice should be found.”
See, John C. Coffee, Jr., “Ratings Reform: The Good, The Bad, And The Ugly” available at: http://www.hblr.org/
wp-content/uploads/2014/09/Ratings-Reform.pdf. See, supra note.
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the “subscriber pays” model promotes the issuer’ power and the “issuer pays
model” may favor the investor’s power. Coffee, Jr., (2014) (pp. 273) suggests
encouraging a “subscriber pays” model, in the same line of the steps taken by
the SEC and European Commission to promote this model, adding that these
steps seem insufficient for bringing a “subscriber pays” market into existence.

e) Lack of factual verification of the information. Credit rating agencies have
reduced factual verification of information since the year 2000 (Coffee, 2014
pp. 241 and 266). This fact has contributed to the financial crisis in 2008.
Coffee (2014) has suggested rating agencies to require factual investigation to
independent experts (as they had done before the year 2000) as an alternative
for rating agencies’ own factual verification (Coffee, 2014 pp. and 266, 267). In
the US, the Dodd-Frank Act (Section 933 - State of Mind in Private Actions)
has promoted the use of due diligence.37 38

Also the lack of Governmental oversight may contribute to the reduced factual
verification of information. It is largely recognized that credit rating agencies
need to be registered and continuously monitored by a governmental agency
(Coffee, 2014 pp. 271). Self-regulation of credit rating agencies is no longer an
option (Coffee, 2014 pp. 271).

4 Sustainability indices and sustainability rating agencies

a) The ESG listing requirements of Sustainability Indices

With increased globalization and technology developments stock exchanges started
differentiating themselves. Fierce competition contributed to more entrepreneurial
stock exchanges (Aggarwal, 2012) as these had to include innovation in their new
business strategy to differentiate themselves and standout.39 The development of
sustainability indices within stock exchanges came as part of their new business
strategy, as they saw it as a new business opportunity. These are specialized indices,
with specific ESG disclosure listing requirements, combining multiple sources of
data, originated to respond to a new upcoming demand for non-financial information
coming from different stakeholders. Among others, large companies, non-govern-
mental organizations (NGOs), investors and stock exchanges themselves. Sustain-
ability indices are investment tools that provide a benchmark on corporate ESG risks.
It is a point of reference for assessing corporate ESG risks and opportunities. Investors

37 See, Dodd-Frank Act Section 933(b)(2)(B).
38 In Europe, the European Commission regulates credit rating agencies. More information is provided below under

section 6.2.
39 About competitive landscape see pages 11, 12 of Sustainable Stock Exchanges (2012).
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can use it to identify the frontrunners, trends and monitor progress. These indices are
both a business product (sustainable investment product),40 to generate profit for the
exchanges and are aimed at benchmarking ESG practices among their listed
companies.41 Each year companies are evaluated, a strict methodology (using
specific criteria, among others, industry, theme, geography) assesses the way they
manage and anticipate their risks and opportunities.42

In a context of market distrust and insecurity as a result of a number of crises, as
financial, environmental and social crisis, stock exchanges have been contributing
to ESG disclosure through the creation of sustainability indices. Through the
sustainability indices’ listing requirements they can guarantee increased sound and
reliable ESG disclosures to investors. Besides, their listing requirements are an
incentive to disclosure and ultimately to positive corporate change.

In order to capture a complete picture of a company’s true value, investors need
quantitative sustainability data that is both comparable and, ultimately, financially
relevant.43 Through sustainability indices companies are able to provide sustainability
information in a language that investors understand. “Increased transparency on
sustainability impacts is an essential means by which exchanges contribute to building
the trust needed to ensure well-functioning, stable and resilient capital markets.”44

Below in table 2 it is shown a compilation of sustainability indices part of a number
of the sustainable stock exchanges.45

40 As called by the Sustainable Stock Exchanges 2014 Report on Progress, page 5.
41 According to the Sustainable Stock Exchanges 2014 Report on Progress (pages 7 and 9) 23 of the 55 stock

exchanges part of the Sustainable Stock Exchanges initiative have at least one sustainability index, making it the
most popular sustainability initiative among the stock exchanges. As for sustainability reporting, it is only
required by 12 stock exchanges part of the SSE initiative, and 3 other exchanges recommend the disclosure of
ESG information, page 8.

42 See, Section 6.1 for more details on two sustainability indices, the Brazilian Corporate Sustainability Index (ISE)
and the Dow Jones Sustainability Index.

43 As we saw in chapter 4, research has been done about the link between ESG disclosures and profit.
44 Fogelberg, T., “A message to stock exchanges throughout Asia” Opinion, Eco-Business, 1 September 2015.

Available at http://www.eco-business.com/opinion/a-message-to-stock-exchanges-throughout-asia/. Teresa Fogel-
berg is the Deputy Chief Executive of GRI and heads the Government Relations, International Organizations,
Development and Advocacy Team, which works to enable smart policy on sustainability around the world.

45 See, information retrieved from: http://www.sseinitiative.org/sse-partner-exchanges/.
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Name Stock Exchange
provider

Country Year Theme

Corporate
Sustainability In-
dex (ISE)

B3, former
BM&F BOVE-
SPA

Brazil 2005 ESG & Eco-
nomic46

Carbon Efficient
Index (ICO2)

B3, former
BM&F
BOVESPA

Brazil 2010 Greenhouse
Gas Emissions
(GHGs)47

Special Corporate
Governance Stock
Index (IGC)

B3, former
BM&F BOVE-
SPA

Brazil 2001 Corporate
Governance48

FTSE/JSE
Responsible
Investment
Index Series 49

Johannesburg
Stock Exchange/
FTSE Russell
(London Stock
Exchange)

South Africa 2004 ESG (inte-
grated report-
ing)50

FTSE4 Good In-
dices

London Stock
Exchange

United
Kingdom

2001 ESG51

Dow Jones
Sustainability In-
dices (DJSI)

S&P Dow Jones
Indices

United States 1999 ESG & Eco-
nomic52

OMX GES
Sustainability
Sweden Index

NASDAQ United States 2008 ESG53

STOXX Global
ESG Leaders In-
dex family

Deutsche Börse
(German Ex-
change)

Germany 2011 ESG54

Table 2 – compilation of sustainability indices part of a number of the sustainable
stock exchanges
Source: Sustainable Stock Exchanges Initiative (SSE)55

46 More information available at: http://www.bmfbovespa.com.br/indices/ResumoIndice.aspx?Indice=ISE&Idioma=en-us.
47 More information available at: http://www.bmfbovespa.com.br/indices/ResumoIndice.aspx?Indice=ICO2&Idioma=en-us.
48 More information available at: http://www.bmfbovespa.com.br/indices/ResumoIndice.aspx?Indice=IGC&Op-

cao=0&idioma=en-us.
49 On the 12th of October of 2015 the FTSE/JSE Responsible Investment Index Series replaced the Johannesburg

Stock Exchange’s Socially Responsible Investment Index. The FTSE/JSE Responsible Investment Index Series
was launched by the Johannesburg Stock Exchange, Africa’s leading exchange, in partnership with FTSE Russell.
The JSE has adopted the FTSE ESG Ratings methodology. More information available at: https://www.jse.co.za/
articles/jse-launches-new-ftse-jse-responsible-investment-index-series.

50 More information available at: https://www.jse.co.za/services/market-data/indices/socially-responsible-investment-
index.

51 More information available at: http://www.londonstockexchange.com/exchange/prices-and-markets/stocks/indices/
ftse-indices.html.

52 More information available at: http://www.sustainability-indices.com/.
53 More information available at: https://indexes.nasdaqomx.com/Index/Overview/OMXSUSTAINSEPI.
54 More information available at: https://www.stoxx.com/esg-leaders.
55 See, information retrieved from: http://www.sseinitiative.org/sse-partner-exchanges/.
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The publication of sustainability or integrated reports by listed, privately held and
state-owned companies was made a listing requirement in 2010 by the Johannes-
burg Stock Exchange in South Africa. The Johannesburg Stock Exchange had the
support of the South African Government with three successive government-
mandated King reports on corporate governance.56 It is also mandatory for listed
companies in France and Denmark, and for state-owned enterprises in Sweden.
Moreover, the EU is studying the possible introduction of mandatory sustainability
reporting for all member states.57 58 59

b) Sustainability Rating Agencies

The Global Initiative for Sustainability Ratings (GISR) defines rating as a set of
methodologies, rules, and procedures, including, but not limited to, principles, issues,
and indicators, used to assess one or more aspects of the sustainability performance of
a company.60 And defines the rater as any entity that applies a rating to companies.
These may be the exclusive, principal, or minor activity of such entity and may be a
single or multi-issue coverage, encompassing both single and multi-issue rankings
and indices, developed by for-profit and not-for-profit enterprises.

Below in table 3 it is shown a compilation of sustainable raters, as provided by
GISR (2013).

56 Sustainable Stock Exchanges 2012 report on progress, pp. 13.
57 See, http://www.bmfbovespa.com.br/en-us/bmfbovespa/sustainability/at-companies/report-or-explain.aspx?Idioma=

en-us.
58 B3, former BM&FBOVESPA, has compiled in a list all companies listed at B3, former BM&FBOVESPA, that

either publish or do not publish sustainability or integrated reports. This list comprises a “report or explain”
approach and has the replies of the listed companies. This list is available at: http://www.bmfbovespa.com.br/en-
us/markets/download/Relate-ou-Explique-ingles.pdf.

59 The NYSE Euronext joined the Sustainable Stock Exchanges in 2013. See, http://www1.nyse.com/press/
1374575491991.html.

60 Global Initiative for Sustainability Ratings (GISR), “Standard and Accreditation Process, Component 1:
Principles”, Beta Version for Public Consultation, May 2013. Available at http://ratesustainability.org/pdfs/
GISR_Principles_Beta_Public_Consultation_050213_FINAL.pdf.
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Table 3 – sample of sustainable raters, as provided by GISR (2013)
Source: Compiled by the Global Initiative for Sustainability Ratings61

The number of raters is growing quickly, identified by the Network for Business
Sustainability’s Leadership Council as one of its 2013 challenges.62 According to
SustainAbility, there are approximately 100 sustainability raters who rank compa-
nies worldwide on their ESG impacts.63 Some raters are issue-specific, for example
addressing climate change or carbon footprint as the CDP (former Carbon
Disclosure Project) others address multiple ESG risks, as the investor-focused
sustainability indices, as for example the Dow Jones Sustainability Index (DJSI)
and the FTSE4Good (London Stock Exchange Sustainability Index). The raters
obtain their information, among others, requesting information directly to the
companies through questionnaires and surveys. Very often companies answer

61 See, www.ratesustainability.org.
62 The Network for Business Sustainability is a network of international academic experts and business leaders.

Working in the field of sustainability, producing resources on important sustainability issues. See, http://nbs.net/
knowledge/top-10-sustainability-challenges-for-canadian-business-in-2013/9/.

63 SustainAbility is a think tank and a sustainability advisory firm. More information is available at:
http://sustainability.com/ See, http://www.sustainability.com/library/rate-the-raters-phase-four#.UF3s8o1lQYE.
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several times the same information to satisfy all the raters’ requests.64 Among the
complaints is the fact that not always the requested information is material to the
companies’ business. The raters frequently measure similar things in different
ways. Possibly this happens as a consequence of the complex and qualitative nature
of the sustainability field. The growing proliferation of raters is a result of the lack
of a globally accepted set of sustainability rating standards.65

Ratings provide information about ESG risk management, strategy, new business
opportunities, long-term competitiveness and reputation, are amongst the most
important (GISR, 2013). However, there is according to GISR, from this investor-
rating relationship a lack of a trusted, external, non-commercial party that provides
guidance on what constitutes excellence in ratings.66 Such an entity would help
inform investor decisions regarding the use of various ratings products as well as
expand the global market for high-quality ratings. The GISR is a joint project of
CERES and the Tellus Institute, the founders of the GRI.67 The GISR works with a
group of investment managers, pension funds, companies, NGOs, accountancies,
academics, governments, raters and the public towards developing a globally
accepted ratings standard.68 It does not rate the companies; its mission is to certify
ratings organizations based on whether they follow GISR standards bringing
clarity, consistency and relevancy to the ratings. Its mission is to serve as a
standard of excellence for sustainability ratings and foster the harmonization of
ratings’ frameworks for assessing the sustainability performance of companies.69

Each of the market participants in the sustainability value chain has their own
interests, which may coincide or not between each other. When interests diverge
there is a need to reach a compromise, reconciling all the interests involved. Only
then, the ESG ratings will be relevant and useful to all the market participants
(GISR, 2013).

4.1 Is harmonization of sustainability listing requirements on the way?

Some of the efforts to harmonise sustainability listing requirements are the UN
Sustainable Stock Exchanges (SSE) Initiative, the CERES Investor Listing Stan-

64 A single large company may receive two dozen or more surveys annually and may be scored a sustainability
leader by some ratings and a laggard by others, creating difficulties for users to understand the causes of such
variability (GISR, 2013).

65 SustainAbility, Rate the Raters Phase One, pp.6. This report is available at: http://www.sustainability.com/library/
rate-the-raters-phase-one#.VfalsNLCSUk.

66 “By analogy, GRI is reporting standard; ISO 14000 is an environmental management systems standard; and FASB
and IASB create financial accounting standards for, respectively, national and international applications. In the
same mode, GISR will be a normative, best practice instrument tool for advancing sustainability performance
assessment.” See, http://www.ceres.org/files/report-fact-sheets/global-initiative-for-sustainability-ratings-faq.

67 The GISR is an independent, global, non-commercial, multistakeholder initiative whose mission is to design and
continuously improve a generally accepted ratings framework for assessing the sustainability performance of
companies.

68 Version 1 became available in 2015.
69 See, http://ratesustainability.org/email/GISR_Brochure_Final_Edits_11.10.11.pdf.
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dards Proposal and the sustainability guidance from the World Federation of
Exchanges (WFE).

a) The UN Sustainable Stock Exchanges (SSE) Initiative

Although markets are widely divergent, we are starting to see convergence among
stock exchanges. The discussion of the potential benefits of standardized ESG
disclosures has reached to the stock exchanges. A number of stock exchanges have
shown their interest in responsible investment and have joined the UN-affiliated
Sustainable Stock Exchanges Initiative (SSE) to promote responsible investment
policies and practices.70 In 2015 there were 24 stock exchanges part of the
Sustainable Stock Exchanges initiative.71 The Sustainable Stock Exchanges
initiative is co-organized by the United Nations Conference on Trade and Devel-
opment (UNCTAD), the UN-supported Principles for Responsible Investment, the
UN Global Compact and the UN Environment Programme – Finance Initiative
(UNEP-FI). It is also a volunteer peer-to-peer learning platform for exploring how
exchanges, in collaboration with investors, regulators, and companies, can enhance
corporate transparency – and ultimately performance – on ESG risks and encourage
responsible investment. The Sustainable Stock Exchanges was named by Forbes
magazine as one of the “World’s Best Sustainability Ideas” and was a finalist for the
2011 Katerva Sustainability Award.72 Forbes magazine named the Sustainable
Stock Exchanges initiative as one of the “world’s best sustainability ideas”. Created
by the United Nations in 2009 it is an initiative aimed at exploring how exchanges
can work together with investors, regulators and companies to enhance corporate
transparency, and ultimately performances, on environmental, social and corporate
governance (ESG) issues and encourage responsible long-term approaches to
investment.73 The Sustainable Stock Exchanges’ influence has grown both within
and beyond its membership. The World Federation of Exchanges have conducted
surveys amongst its members revealing that the number of stock exchanges
providing sustainability-related training to companies and investors has multiplied
between 2010 and 2014, while the number of exchanges requiring or encouraging
social and environmental reporting has increased fivefold (Responsible Research,

70 See, http://www.sseinitiative.org/. See also “Carrots and Sticks Promoting Transparency and Sustainability: An
update on Trends in Voluntary and Mandatory Approaches to Sustainability Reporting,” 2009, at https://www.
globalreporting.org/resourcelibrary/Carrots-And-Sticks-Promoting-Transparency-And-Sustainbability.pdf.

71 Among others, Borsa Istanbul, B3, former BM&FBovespa, Bombay Stock Exchange, Colombian Securities
Exchange, the Egyptian Stock Exchange, Johannesburg Stock Exchange, London Stock Exchange, NASDAQ
OMX, the Nigerian Stock Exchange, NYSE and Warsaw Stock Exchange. The earliest members include stock
exchanges in Brazil, Egypt, Turkey and South Africa. See, United Nations “Trends in Private Sector Climate
Finance”, 2015 http://www.un.org/climatechange/wp-content/uploads/2015/10/SG-TRENDS-PRIVATE-SECTOR-
CLIMATE-FINANCE-AW-HI-RES-WEB1.pdf pp. 30.

72 Katerva is a UK based NGO which promotes sustainability by recognizing initiatives around the world
(sustainability recognition). Looking for game changers and industry breakers. More information available at
www.katerva.net.

73 More information available at: www.sseinitiative.org.
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2010, 2012; UNCTAD, Principles for Responsible Investment, The Global Com-
pact, & UNEP Finance Initiative, 2014).74

b) The CERES Investor Listing Standards Proposal

On a mandatory level the NASDAQ OMX stock exchange and the CERES-led
Investor Network on Climate Risk are teaming-up in a pioneer initiative to develop
a uniform standard for the consistent integration of ESG data disclosure into the
listing requirements for all stock exchanges worldwide.75 This initiative is meant to
trigger the implementation of standardized ESG disclosure among global stock
exchanges. The Investor Network on Climate Risk’ Listing Standards Drafting
Committee was created in 2012 to develop a consultation paper seeking investor
comments on potential ESG listing requirements.76 More than 100 investors
provided comments to the consultation paper which resulted in the Investor Listing
Standards Proposal: Recommendations for Stock Exchange Requirements on
Corporate Sustainability Reporting, submitted to NASDAQ OMX on the 8th of
April 2013.77 In recognition of the essential role of ESG information to the
investment process, the proposal provides disclosure flexibility to companies and
provides investors with consistent information for helping them with evaluating
ESG risks and opportunities in their investment decision process. Three items of
ESG disclosure are proposed, i) a materiality assessment in annual financial filings
where management will discuss its approach to determining the company’s material
ESG issues; ii) ESG disclosure, on a “comply or explain” basis, on 10 key ESG
topics in the format and location of the company’s choosing; iii) a hyperlink in
annual financial filings to an ESG Disclosure Index (table), based on the Global
Reporting Initiative (GRI) Content Index or its Equivalent, indicating where
existing ESG information can be found.

The Investor Listing Standards Proposal was submitted to the World Federation of
Exchanges in March 2014.78 After which the CERES and the World Federation of
Exchanges collected feedback from more than 60 exchange members through a
survey of exchanges’ best practice on sustainability around the world and presented

74 See, United Nations “Trends in Private Sector Climate Finance”, 2015. Available at: http://www.un.org/
climatechange/wp-content/uploads/2015/10/SG-TRENDS-PRIVATE-SECTOR-CLIMATE-FINANCE-AW-HI-
RES-WEB1.pdf pp. 30.

75 See “Investors Announce Proposal for Sustainability Listing Standard for Global Stock Exchanges,” press release,
April 8, 2103, at http://www.ceres.org/press/press-releases/investors-announce-proposal-for-sustainability-listing-
standard-for-global-stock-exchanges.

76 The consultation paper is available at: http://www.ceres.org/resources/reports/investor-listing-standards-proposal-
recommendations-for-stock-exchange-requirements-on-corporate-sustainability-reporting/view.

77 The Investor Listing Standards Proposal is available at: http://www.ceres.org/resources/reports/investor-listing-
standards-proposal-recommendations-for-stock-exchange-requirements-on-corporate-sustainability-reporting/
view. See, Investor Listing Standards Proposal Recommendations for Stock Exchange Requirements on Corporate
Sustainability Reporting.pdf.

78 The WFE, which is the trade association for the operators of regulated financial exchanges, has approximately 60
members around the world, representing more than 44,000 listed companies and a total market capitalization of
US $64 trillion, trading value of US $76 trillion and equivalent to more than 75% of global GDP. More
information available at: http://www.world-exchanges.org/home/index.php/news/world-exchange-news/world-
exchanges-agree-enhanced-sustainability-guidance.
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the results to the consideration of the World Federation of Exchanges Sustainability
Working Group in September 2015.79 80

c) The Sustainability Guidance and Recommendations from the World
Federation of Exchanges81

Following the World Federation of Exchanges’ survey of sustainability policies
mentioned above in 4.1 a), through the Sustainability Working Group, the World
Federation of Exchanges has prepared a set of voluntary recommendations and
practical advice to its member exchanges on how to implement their sustainability
policies. The World Federation of Exchanges’ Guidance & Recommendations was
presented at the World Federation of Exchanges’ General Assembly in Doha on
20 October 2015, it provides material ESG metrics, with 34 key performance
indicators to measure the best sustainability practice.82 The stock exchanges can
incorporate these recommendations into their disclosure guidance to their listed
companies, and therefore meet their Sustainable Stock Exchanges’ commitments.

Initiatives as the Sustainable Stock Exchanges, the CERES Investor Listing
Standards Proposal and the World Federation of Exchanges’ Sustainability Gui-
dance and Recommendations are pioneer initiatives paving the way towards
achieving a basic level of ESG disclosure through the stock exchanges’ listing
requirements. Harmonization of ratings standards is in the horizon but it is still not
concrete and stock exchanges can do more. Corporate Knights Capital’s report,
financially supported by Aviva Investors and ratings agency Standard & Poor’s,
recognizes that stock exchanges have yet done little to develop and expand ESG
disclosure policies, however they do have an enormous potential to do so.83 84 The
Sustainable Stock Exchanges have the power to contribute to solving current and
future ESG challenges by mandating companies to provide ESG information in a
comparable way and on a timely manner.85

79 The WFE Sustainability Working Group was created in 2014 by the World Federation of Exchanges (WFE). See,
WFE Sustainability Working Group, “Exchange Guidance & Recommendation”, October 2015, pp. 1. Available
at: http://www.world-exchanges.org/home/images/easyblog_articles/61/WFE_ESG_Recommendation_Guidan-
ce_Oct_2015.pdf.

80 See, http://www.world-exchanges.org/home/index.php/news/world-exchange-news/world-exchanges-agree-
enhanced-sustainability-guidance.

81 The WFE Sustainability Recommendation Guidance dated from October 2015 is available at: http://www.world-
exchanges.org/home/images/easyblog_articles/61/WFE_ESG_Recommendation_Guidance_Oct_2015.pdf.

82 The key performance indicators include energy consumption, water management, CEO pay ratio, gender
diversity, human rights, child and forced labour, temporary worker rate, corruption and anti-bribery and tax
transparency.

83 Corporate Knights Capital Report “Trends in Sustainability Disclosure: Benchmarking the World’s Stock
Exchanges” October 2013, pp. 6.

84 See also, Confino, J. “World’s stock exchanges fail to hold companies to account on sustainability.” The
Guardian, Wednesday 30 October 2013.

85 CK Capital, commissioned by Aviva Investors, “Trends in Sustainability Disclosure: Benchmarking the World’s
composite Stock Exchanges”, June 2012.
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The UNCTAD have suggested 5 ways of how stock exchanges can address
sustainability and ESG issues (UNCTAD 2014).86 These are: i) conditional on
regional and/ or regulatory requirements, exchanges can encourage the disclosure
of ESG information by the companies listed on their markets, whether on a
mandatory or voluntary basis; ii) exchanges or regulators can directly gather and/
or compile ESG metrics submitted by listed companies; iii) sustainability-themed
financial products can provide incentives to issuers and create opportunities for
capital allocation to ESG leaders or appropriate projects; iv) as companies
themselves, individual exchanges should themselves consider producing a sustain-
ability report; and v) participation in sustainability-related initiatives and events,
relevant engagements with stakeholders and collaboration with sustainability
experts in their markets.

There is a business opportunity for stock exchanges, investors and companies to
embrace ESG in their listing requirements. Academic research is backing up the
integration of sustainability into companies’ business strategy finding more robust
evidence that ESG factors materially impact corporate financial performance and stock
prices.87 Research to compare performance of companies integrating sustainability into
their business strategy with companies that do not, has been growing.88 89 Other
research suggested a positive relationship between ESG disclosure and a company’s
share price.90 Research shows that the corporate financial success is influenced on their
ESG risks and opportunities as these have the potential to significantly impact future
business operations, which ultimately will impact stock price performance.91

5 Sustainability ratings and the ratings’ process

Below in a figure created by the Global Initiative Sustainability Ratings (GISR)
(figure 9), the standard-setter who developed a benchmark of excellence for
corporate sustainability ratings in harmony with other standard setting entities,
we can see the different market participants involved in the world of ESG ratings
and how they relate to each other.92 In this figure, the GISR identified the

86 UNCTAD, U.N. (2014) “Best Practice Guidance for Policymakers and Stock Exchanges on Sustainability
Reporting Initiatives.” New York and Geneva: United Nations.

87 Calvert Investments “Perspectives on ESG Integration in Equity Investing: An opportunity to enhance long-term,
risk-adjusted investment performance”, 2014, pp. 6. Available at: http://www.calvert.com/NRC/literature/documents/
WP10010.pdf.

88 See, chapter 4, pp. 248.
89 Robert G. Eccles & Ioannis Ioannou & George Serafeim, 2014. "The Impact of Corporate Sustainability on

Organizational Processes and Performance," Management Science, vol. 60 (11), pages 2835-2857. Available at:
http://www.nber.org/papers/w17950.

90 Zuraida, Zuraida and Houqe, Noor and van Zijl, Tony, Value Relevance of Environmental, Social and Governance
Disclosure (January 9, 2014). Handbook of Finance and Sustainability, 2014. Available at SSRN: https://ssrn.
com/abstract=2376521.

91 Calvert Investments “Perspectives on ESG Integration in Equity Investing: An opportunity to enhance long-term,
risk-adjusted investment performance”, 2014, pp. 17. Available at: http://www.calvert.com/NRC/literature/
documents/WP10010.pdf.

92 Global Initiative for Sustainability Ratings (GISR), “Standard and Accreditation Process, Component 1:
Principles”, Beta Version for Public Consultation, May 2013, pp. 3. Available at http://ratesustainability.org/
pdfs/GISR_Principles_Beta_Public_Consultation_050213_FINAL.pdf.
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information sources (e.g. assurers, companies), the intermediaries (e.g. raters,
researchers) and the users (e.g. indices, investors, regulators) involved in the
sustainability information value chain.93 These organizations depicted by GISR
are part of a cycle where information is generated, gathered, translated, assured,
communicated and rated. All of the ratings market’ participants has their own
business model and different responsibilities. Who are the most influential in the
ratings industry? Which of these organizations contributes the most for commu-
nicating valuable information to capital markets? Is this information cycle working
well? Does it deliver material and valid information? Looking at the GISR figure
below, we can also see the standard setters. The standard-setters have been set-up to
bring a common ground of basic principles to be followed by the organizations to
guide them to deliver best practices. For example, the accounting firms are bound
by a set of accounting and assurance principles (IAASB) to guide them all in a
similar way to the deliver similar quality results; ARISTA does the same for the
information aggregators; for sustainability reporting there are different organiza-
tions developing standards. The GRI, the International Integrated Reporting
Council and the Sustainability Accounting Standards Board (mentioned in the
figure below) all work to provide global standards for sustainability reporting. Each
of these organizations specializes in different disclosures and different audiences.
As for the raters, the GISR is the only organization developing rating standards.
The final destination of all the information is the users, e.g. the investors, indices
and the regulators as shown in the figure below. These are the main reason for
which the information is generated going through a long process of translating it in
the most digestible and user friendly way for the users. In any cycle, it is important
to have the market participants, responsibilities and objectives clearly defined. In
the ratings’ business we often see more than one market participant providing the
same service and although intentionally working towards the same goal, not doing
it effectively as the tasks, responsibilities and objectives are often doubled. For
example, ratings are provided both by raters and by indices; consultancy is
provided not only by the researchers but also by the accounting firms (represented
as the assurers) and researchers as MSCI also have indices. To prevent double work
and miscommunication, the market would benefit from a detailed definition of
responsibilities, business models, individual and common objectives, standard-
setters and information users. This could be done with a minimum intervention of
the regulator as a starting point.

93 FASB stands for Federal Accounting Standards Board; GISR for Global Initiative for Sustainability Ratings; GMI
for Governance Metrics International; GRI for Global Reporting Initiative; IAASB for International Auditing and
Assurance Standards Board; IASB for International Accounting Standards Board; IIRC for International
Integrated Reporting Council and SASB for Sustainability Accounting Standards Board.
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Figure 9 - Sustainability information value chain, with illustrative players and
linkages (as provided by GISR).
Source: Global Initiative for Sustainability Ratings94

It will be interesting to understand who is driving the topic forward and fostering
the quality of both the ratings and the raters. For now, there are significant efforts
from the standard-setter organizations to drive the quality of the ratings and of the
raters’ services. In my perspective, all other participants in the ratings industry
although active and engaged still need to determine their core responsibilities, long-
term objectives and find their unique place in the sustainability information value
chain.

Raters gather information about the companies through public available informa-
tion, directly engaging with the companies, through questionnaires, ESG research
providers and also through cross checking information with other raters. The raters
develop their own methodologies and strict criteria through which they produce a
ranking of the best-positioned companies and sometimes of the worst ESG
performances. Different types of ranking have been developed, some are general
as the DJSI, and some are very specific, as the CDP (former Carbon Disclosure
Project). ESG research providers also play an important role in the ratings industry,

94 See, www.ratesustainability.org.
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providing ESG tools and information to the responsible investment industry.95

These may also include ratings of corporate ESG practices and performance, but
also countries’ ESG assessments in areas such as corruption, human rights and
environmental protection. This information is used by raters (e.g. sustainability
indices and sustainability rating agencies), investors and companies. Companies are
often clients of the ESG research providers.

According to the GISR, a rating should apply to all portions of a rated company’s
value chain over which the company exercises control or significant influence. The
data gathered and published during the rating process is supposed to generate value
to all the intervenient in this process. This is called the value chain principle,
represented in figure 10 below.

Figure 10 – Ratings Value Chain
Source: SustainAbility “Rate the Raters Phase Four”, pp. 6.96

In figure 10 above, as explained by SustainAbility, each market participant has a
clear function and specialization. This specialization is expected to increase
efficiency (for raters and companies) and competition in research, analysis and
ratings. The companies, research providers, raters and users are all dependent on
each other. If attracted by the potential added value of a rating, companies will
respond and engage more promptly. As investors are expected to increasingly
search for the information which would add more value to their investment

95 ESG research providers’ services include company, sectorial or country research, also on emerging issues, and
analysis of trends in ESG performance. Research providers also publish their reports as a form of marketing for
the research provider itself.

96 See, https://sustainability.com/our-work/reports/rate-the-raters-phase-four/.
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decisions. Raters should bring accurate, truthful and material information to capital
markets (also forecasting information), adding value through transparently provid-
ing this information.

6 Roadmap

6.1 Problems sustainability rating agencies may face

As we saw above in section 3, similarly to the problems credit rating agencies may
be confronted with, sustainability rating agencies seem to be confronted with
similar problems. Just as credit rating agencies evaluate the creditworthiness of
companies, sustainability rating agencies will evaluate the ESG performance of
companies. It is only natural to look at the development of credit rating agencies
and the problems they may face to withdraw a few lessons that may help the
development of the sustainability ratings market. Sustainability rating agencies may
be looking at problems such as the ones introduced below.

a) Lack of independence. Similarly to credit rating agencies, sustainability rating
agencies may be looking at potential independence issues. The independence of
sustainability rating agencies and the integrity of the sustainability rating
process can be compromised by potential conflicts of interest. The cause of
this potential problem is the nature of the relationship between the rater and the
company object of the rating. Sustainability rating agencies may be careful with
the division of the consulting and rating services they provide to companies.

b) Lack of standardization.97 Just as we saw in previous chapters, such as chapter
2, the sustainability market is less developed than the financial market. Among
others, the lack of globally accepted definitions and globally accepted sustain-
ability reporting standards contribute to the multiple and double disclosure of
information. The complexity of the information disclosed with the lack of
transparency (see below) may contribute to the challenging development of
globally accepted rating standards. Just as self-regulation of credit rating
agencies is no longer an option (Coffee, 2014 pp. 271), self-regulation of
sustainability rating agencies might not work well either. Governmental
intervention has proved beneficial to credit rating agencies it may also be a
viable option for sustainability rating agencies. However, looking at the
Nationally Recognized Statistical Ratings Organizations, which give a “licen-
sing power” (Coffee, Jr., 2014) to credit rating agencies, and to the fact that it is
believed to be the cause for lower innovation, competition,98 ratings accuracy

97 Windolph, Sarah Elena (2011) "Assessing Corporate Sustainability Through Ratings: Challenges and Their
Causes," Journal of Environmental Sustainability: Vol. 1 : Iss. 1 , Article 5. DOI: 10.14448/jes.01.0005 Available
at: http://scholarworks.rit.edu/jes/vol1/iss1/5.

98 Higher competition does not necessarily means better performance of credit rating agencies. See, (Coffee, Jr.,
2014 pp. 241 explaining that Moody’s and S&P become more generous in their ratings when Fitch Ratings
business rose after the year 2000). See also, section 2 above.
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and standard’s quality, this option may be reconsidered for sustainability rating
agencies.

c) Lack of transparency. This problem is related to the lack of standardization. As
there is no globally accepted set of rating principles, the raters may not disclose
their ratings’ methodology. Different rating methodologies may lead to differ-
ent results, even when the same companies, disclosing the same information are
rated by different sustainability rating agencies or sustainability indices.

d) Lack of credibility of information.99 This problem is related to the lack of
standardization, to the lack of transparency and to the lack of assurance of the
information disclosed by companies. Therefore, it is difficult for raters to gather
credible information and provide accurate ratings.

e) The “subscriber pays” model. By adopting this model, sustainability rating
agencies may avoid the conflicts of interest inherent of an “issuer pays” model,
where the rating agencies need the issuer’s loyalty more than the end-user’s
(Coffee, 2014).100 However, one cannot forget that the “subscriber pays”
model also allows for the “free-rider” problem, when the information provided
by the credid rating agencies becomes a “public good” (Robert J. Rhee, 2015).
As we saw above in section 3, both models allow for conflicts of interest.

Raters may benefit from the engagement with other stakeholders to align their
interests. Transparency is key to avoid conflicts of interest and ratings’ incon-
sistency (duplication of requests). With the rapid expansion of ESG ratings,
research demand and research providers, it is important to align the interests of
companies, investors and raters and balance those interests with the interest of other
stakeholders such as the ESG research providers, standard setters and accountancy
firms. Guidance will be needed to understand the quality and excellence of service
providers, as the raters, but also for the standard setters. Regulation might be
helpful to establish minimum standards and level the playing field.

6.2 Could the regulation of sustainability rating agencies be similar to
the regulation of the credit rating agencies?

Without making qualitative judgments to the content and purpose of the regulation
of credit rating agencies, my purpose is to use it as an example of an approach to
regulate a controversial and challenging topic within the capital markets. The

99 Windolph, Sarah Elena (2011) "Assessing Corporate Sustainability Through Ratings: Challenges and Their
Causes," Journal of Environmental Sustainability: Vol. 1: Iss. 1, Article 5.

DOI: 10.14448/jes.01.0005 Available at: http://scholarworks.rit.edu/jes/vol1/iss1/5.
100 See, Prof. Coffee at the ECOSOC meeting on “The Impact of Credit Rating Agencies on Financing for

Sustainable Development” 8th of December of 2014, at http://www.un.org/esa/ffd/events/event/ecosoc-meeting-
on-the-impact-of-credit-rating-agencies-on-financing-for-sustainable-development.html and http://www.un.org/
esa/ffd/wp-content/uploads/2015/01/CRA_summary.pdf.
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regulation of credit rating agencies although disperse has become better rounded,
more transparent and stricter.101

The European Commission regulates credit rating agencies.102 This regulation
followed the G20 commitments at the Washington Summit in November 2008. The
European Commission regulates the activity of the credit rating agencies to protect
“investors and European financial markets against the risk of malpractice, and to
guarantee the independence and integrity of the credit rating process and to
improve the quality of the ratings issued.” Since July 2011, the European Securities
and Markets Authority is the single direct supervisor of credit rating agencies
within the EU. The European Securities and Markets Authority has exclusive
supervisory powers over the credit rating agencies’ activities.103

Recently in December 2018, following on the recent EU Action Plan of 2018, the
European Securities and Markets Authority (ESMA) launched a consultation paper,
proposing credit rating agencies to be required in the future to disclose whether and
how ESG criteria have been considered as part of a credit assessment outlook.104

This is based on the fact that companies are increasingly integrating ESG risks in
their annual reports and also on the fact that non-financial information becomes
more quantifiable. With increased integration of non-financial information in
annual reports, credit rating agencies may be required to include ESG criteria in
their credit assessment.

The purpose of credit rating agencies is to analyze the creditworthiness of a
company, its debt capacity. The credit rating agencies do this on a short term,
usually on a three to five years span.105 The essence of analyzing corporate debt
capacity on a short term is fundamentally different from analyzing corporate long-
term ESG risks. Both credit and sustainability ratings are essential to the future of
healthy and sustainable capital markets. However, only credit ratings are subject to
regulatory supervision. ESG risks are increasingly brought to the attention of credit
rating agencies but not yet embedded in their methodologies. Credit rating
agencies’ failures are unfortunately well known, and reminded during the financial
crisis in 2008.

101 See, Regulation (EU) No 462/2013 of the European Parliament and of the Council of 21 May 2013 amending
Regulation (EC) No 1060/2009 on credit rating agencies. This regulation is meant to ensure high quality and
sufficient transparency of credit ratings and the rating process. Available at: http://eur-lex.europa.eu/legal-content/
EN/TXT/?uri=celex%3A32013R0462.

102 See, Regulation (EC) No 1060/2009 of the European Parliament and of the Council of 16 September 2009 on
credit rating agencies (Text with EEA relevance). OJ L 302, 17.11.2009, p. 1-31. Besides this regulation, there are
European Commission Delegated Regulations and the European Securities and Markets Authority Technical
Standards, which set out the more detailed rules for implementing the CRA regulation. Available at www.esma.
europa.eu.

103 See above, section 2.
104 See, https://www.esma.europa.eu/press-news/consultations/consulation-disclosure-requirements-applicable-

credit-ratings.
105 See, Allen L. White, founder and co-chair of the Global Initiative for Sustainability Ratings and a vice president

and senior fellow at the Tellus Institute, available at: http://www.theguardian.com/sustainable-business/2014/oct/
10/ratings-system-worldwide-markets-sustainable.
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Currently, more than 100 sustainability raters are not regulated and their activity is
not monitored by any national or international institution. Contrary to credit rating
agencies, sustainability raters are not accredited by any Governmental or indepen-
dent third party institution. The Global Initiative for Sustainability Ratings (GISR)
is working to become the rater of the sustainability raters.106

Regulation of sustainability ratings is an idea worth exploring, whether by requiring
ESG considerations into the scope of credit ratings or by developing a parallel
“rigorous, usable and responsive” sustainability rating system (Allen L White,
2014).107 As mentioned above (sections 3 b) and 6.1), regulation would level the
playing field by establishing minimum sustainability ratings’ standards. As ex-
plained above, credit ratings are fundamentally different from sustainability ratings
therefore, both need legislation tailored to their needs. However, looking at the way
that credit rating agencies are currently regulated may be a start for developing
legislation on sustainability ratings.

6.3 Future developments for the sustainability ratings market: Green
Bonds108 and the Climate Bond Initiative Standard and
Certification

Growing concerns with climate change have triggered the development of potential
solutions for its mitigation, in particular to guide the transition to a low-carbon
economy or green economy. It was in this context that climate-friendly investments
first appeared. The latest report about the role of green bonds in designing stable
financial markets for the European Commission, defined climate-friendly invest-
ments as investments that are aligned with the transition to a low-carbon economy
and society that reaches the policy target of limiting global warming to 2°C.109

The development of green bonds, green bonds indices, such as the S&P Green
Bond Index mentioned below in item a), the climate bond initiative standard and
certification are all part of the efforts to the transition to a low-carbon economy and

106 See, more information about the GISR’s work above in section 4 b).
107 See, Allen L. White, founder and co-chair of the Global Initiative for Sustainability Ratings and a vice president

and senior fellow at the Tellus Institute, available at: http://www.theguardian.com/sustainable-business/2014/oct/
10/ratings-system-worldwide-markets-sustainable.

108 See other relevant up-to-date literature:
– A voluntary set of guidelines, the Green Bond Principles, or GBP: http://www.ceres.org/resources/reports/
green-bond-principles-2014-voluntary-process-guidelines-for-issuing-green-bonds/view

– http://www.icmagroup.org/Regulatory-Policy-and-Market-Practice/green-bonds/green-bond-principles/
– http://www.ceres.org/resources/reports/green-bond-principles-2014-voluntary-process-guidelines-for-issuing-

green-bonds/view
– Bonds & Climate Change – The State of the Market in 2014, HSBC and Climate Bond Initiative, July 2014.
Available at: https://www.climatebonds.net/files/post/files/cb-hsbc-15july2014-a3-final.pdf.

109 “Shifting Private Finance towards Climate-Friendly Investments”, 6 March 2015, was a joint publication led by
Triple E Consulting – Energy, Environment & Economics B.V. in partnership with CDC Climate, Climate Bonds
Initiative, Climate Kos, Frankfurt School of Finance & Management, 2° Investing Initiative, CDP (former Carbon
Disclosure Project), Climate Policy Initiative and Get2C. Available at: http://ec.europa.eu/clima/policies/finance/
docs/climate-friendly_investments_en.pdf.
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ultimately, to mitigate climate change. These developments represent progress on
the sustainability ratings market.

a) The Green Bonds

In 2007 the European Investment Bank issued a €600 million “climate awareness
bond” that helped fund renewable energy and energy-efficient projects.110 The
World Bank and the Skandinaviska Enskilda Banken (SEB) developed the Green
Bond concept in 2007/2008 as a response to increased investor demand for
engagement in climate-related opportunities.111 They created the first labeled green
bond, a fixed income product to respond to demand from investors who wanted to
support projects that address climate change. As the World Bank and the SEB
define it, it is an investment vehicle that integrates the fiduciary element of fixed
income products with climate mitigation and adaptation awareness, giving main-
stream investors access to climate-related investment opportunities. The main
objective of a green bond is to invest in projects that are designed to achieve a
specific climate or environmental purpose.112 Although there is no standardized
approach of labeling a project as “green”, the World Bank and the SEB have
developed the Green Bond Principles, last updated in June 2018. 113 114 115 In a
publication in March 2019, the Climate Bonds Initiative has reffered to a number of
efforts under way that may contribute to the development of taxonomies to identify
green assets. For example, the Technical Expert Group (TEG) on Sustainable
Finance has been working on the development of proposals for the EU taxonomy
for sustainable economic activities, including an EU green bond label, low-carbon
indices and climate-related disclosure.116

The Green Bond Principles are voluntary guidelines promoting transparency,
disclosure and integrity in the development of the green bond market by clarifying
the approach for issuance of a green bond.117 The Green Bond Principles are
coordinated by the International Capital Markets Association, which provides
administrative support and guidance for the governance of the principles.118

According to the World Bank and the SEB, the principles provide guidance to
their issuers on the key components involved in launching a credible green bond;
help investors evaluating the environmental impact of their green bond investments

110 See, https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190618-
sustainable-finance-teg-report-green-bond-standard_en.pdf pp. 16 and https://www.ifc.org/wps/wcm/connect/
news_ext_content/ifc_external_corporate_site/news+and+events/news/perspectives/perspectives-i1c2.

111 See, http://sebgroup.com/corporations-and-institutions/our-services/markets/fixed-income/green-bonds.
112 See, RBC Capital Markets “Green Bonds, Fifty Shades of Green”, March 2014. Available at: http://www.rbc.com/

community-sustainability/_assets-custom/pdf/Green-Bonds-Fifty-Shades-of-Green.pdf at pp. 6.
113 See, https://www.icmagroup.org/green-social-and-sustainability-bonds/green-bond-principles-gbp/.
114 Often, the issuers of green bonds develop a framework for selecting the projects to invest in and hire a third party,

such as an environmental research agency, to review the internal project selection process. See, RBC Capital
Markets “Green Bonds, Fifty Shades of Green”, March 2014. Available at: http://www.rbc.com/community-
sustainability/_assets-custom/pdf/Green-Bonds-Fifty-Shades-of-Green.pdf at pp. 6..

115 See, also the Climate Bonds Initiative framework below, in section 5.2 b).
116 See, https://www.climatebonds.net/files/reports/policy_taxonomy_briefing_conference.pdf.
117 See, https://www.icmagroup.org/green-social-and-sustainability-bonds/green-bond-principles-gbp/.
118 See, https://www.icmagroup.org/green-social-and-sustainability-bonds/.
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by ensuring the necessary information is available; and assistance to the under-
writers by moving the market towards standard disclosures that will facilitate
transactions.119 For the World Bank eligible green projects may include projects
that target among others, mitigation of climate change including investments in
low-carbon and clean technology programs, such as energy efficiency and renew-
able energy programs and projects (“Mitigation Projects”), and adaptation to
climate change, including investments in climate-resilient growth (“Adaptation
Projects”).120 Since 2008, the World Bank raised more than US$13 billion through
almost 150 green bonds in 20 currencies for institutional and retail investors
worldwide.121 The Worldbank reported that by the end of the fiscal year 2018,
there were 91 eligible projects and a total of US$15.4 billion in commitments.122

Green bonds offer the same financial risk and return as a regular bond, with the
added assurance that the investment will finance the development of sustainable
business. By 2010, almost $4 billion of green bonds were being issued by a variety
of institutions such as the World Bank and the European Investment Bank. The
initial market for Green Bonds was with socially responsible investors, who seeked
to earn a return and to generate a positive social impact. The market’s growth has
encouraged mainstream investors to participate and has encouraged a wide array of
corporate and governmental entities to initiate Green Bond-fundable projects. With
more than $36 billion of green bonds issued in 2014, they have become a distinct
“asset class.”123 As for the unlabeled climate bond universe there were $532 billion
USD issued in 2015 (Climate Bonds Initiative, 2015).124 According to the yearly
report “Green Bonds: The state of the market” of the Climate Bonds Initiative, in
2018 the issuance of labelled green bonds reached $167.6 billion USD.125 The 3
top countries issueing green bonds were in 2018, the US with $ 118.6 billion USD,
followed by China ($77.5 billion USD) and France ($56.7 billion USD).126

Regarding a future outlook, in 2017, in the report “Mobilizing bond markets for
a low-carbon transition”, the OECD estimated that in a 2 degree scenario, the green
bond market could be between $4.7 a 5.6 trillion USD in outstanding bonds by

119 See, http://www.euromoney.com/Article/3491829/Green-Bonds-Survey-What-investors-want.html?single=true.
120 More about the World Bank Green Bonds projects see, http://treasury.worldbank.org/cmd/htm/MoreGreenPro-

jects.html and see, the World Bank Green Bond Impact Report, June 2015 at: http://treasury.worldbank.org/cmd/
pdf/WorldBankGreenBondImpactReport.pdf.

121 See, https://www.worldbank.org/en/news/immersive-story/2019/03/18/10-years-of-green-bonds-creating-the-
blueprint-for-sustainability-across-capital-markets.

122 See, https://www.worldbank.org/en/news/immersive-story/2019/03/18/10-years-of-green-bonds-creating-the-
blueprint-for-sustainability-across-capital-markets.

123 See, United Nations “Trends in Private Sector Climate Finance - Report Prepared By The Climate Change
Support Team Of The United Nations Secretary-General On The Progress Made Since The 2014 Climate
Summit”, 9 October 2015, pp. 22. See also, http://www.csrhub.com/blog/ and CSR Hub’s report “Green Bond
Issuers Appear to Have Higher Than Average Perceived Sustainability Performance” By Bahar Gidwani, October,
2015 pp. 1.

124 Unlabeled climate bonds finance climate mitigation without the green label. See, http://www.un.org/climatechange/
wp-content/uploads/2015/10/SG-TRENDS-PRIVATE-SECTOR-CLIMATE-FINANCE-AW-HI-RES-WEB1.pdf
pp. 22.

125 See, https://www.climatebonds.net/files/post/files/cbi_gbm_final_032019_web.pdf pp. 2.
126 See, https://www.climatebonds.net/files/post/files/cbi_gbm_final_032019_web.pdf pp. 2.
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2035, with annual issuance reaching between $620 and $720 billion UDS.127

Another important takeaway from the OECD report is that to “move from billions
to trillions”, “convergence towards commonly accepted definitions will be essential
to maximize the effectiveness, efficiency and integrity of the market.”128 As we
have seen, green bonds were initially issued by banks and Governments, now they
are also issued by a number of different companies in different sectors and it has
expanded to fast growing economies.129 An illustration of the Green Bonds’
market growth from 2007 until 2018, by the International Finance Corporation
(IFC), is provided below, in figure 11.130

127 See, OECD (2017), Mobilizing Bond Markets for a Low-Carbon Transition, Green Finance and Investmnet,
OECD Publishing, Paris. http://dx.doi.org/10.1787/9789264272323-en.

128 See, OECD (2017), Mobilizing Bond Markets for a Low-Carbon Transition, Green Finance and Investmnet,
OECD Publishing, Paris. http://dx.doi.org/10.1787/9789264272323-en.

129 E.g. South Africa, Brazil and Mexico. See, OECD (2017), Mobilizing Bond Markets for a Low-Carbon
Transition, Green Finance and Investmnet, OECD Publishing, Paris. http://dx.doi.org/10.1787/9789264272323-
en.

130 See, https://www.ifc.org/wps/wcm/connect/news_ext_content/ifc_external_corporate_site/news+and+events/
news/perspectives/perspectives-i1c2.

Chapter 5 247



Figure 11 – Growth of the Green Bond market from 2007 until 2018, by the
International Finance Corporation (IFC), World Bank Group131

Source: International Finance Corporation (IFC), World Bank Group132

131 See, https://www.ifc.org/wps/wcm/connect/news_ext_content/ifc_external_corporate_site/news+and+events/
news/perspectives/perspectives-i1c2.

132 See, https://www.ifc.org/wps/wcm/connect/news_ext_content/ifc_external_corporate_site/news+and+events/
news/perspectives/perspectives-i1c2.
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The green bonds were introduced in 2014 on a stock exchange. The S&P Green
Bond Index, was launched on the 31st of July of 2014, it was the first green bond
index from a global index provider. It is a market innovation that enables the
labeling of a bond as “green” based on relatively transparent and independently
verifiable qualifying criteria.133 It is an important step towards meeting the global
green bond market’s new needs. These bonds need to be qualified as green by
Thomson Reuters and CBI. A bond only qualifies as green if its proceeds are used
to finance environmental friendly projects. The issuer must publicly and clearly
state that is issuing a green bond and its purposes. By applying a rigorous set of
disclosure criteria to the labeled part of the green market, it promotes issuer
discipline and accountability. The S&P Green Project Bond Index has a public
methodology and it is designed to measure and provide transparency in the project
finance segment within the green bond market and independently track and report
its performance.

As the green bonds’ market develops, questions are raised about how green a bond
can be, being already referred to as how to “capture the varying shades of green” of
green bonds, depending on how environmentally friendly the results are.134

Currently, there is no specification about the quality and quantity of the environ-
mental benefits. Also the cost-benefit relation remains unanswered. To tackle some
of these pressing challenges the EU has developed an Action Plan on sustainable
finance, the EU Action Plan in 2018 (further explained below in chapter 6). This
Action Plan sets-up a road map to achieve the EU’s commitments to tackle climate
change and to foster sustainable finance. Part of the action Plan is a key action to
develop a voluntary EU Green Bond Standard, as recommended by the EU’s
Technical Expert Group. The EU Green Bond Standard would be linked to the EU
taxonomy for guidance on qualifying a bond as green. Developing an EU
taxonomy is also part of the key actions recommended by the EU’s Technical
Expert Group. The EU Green Bond Standard is expected to minimize the risks of
“greenwashing” and maximize transparency and the credibility of the green bond
market.135

The challenge of developing a global ESG stock exchange standard, and whether it
is desirable and feasible, is also part of the market’s agenda. It is seen as an
opportunity to collaborate, share best practice and act in concert. As a participant in
this process NASDAQ is aware of the challenges: “It’s going to be very difficult to
come up with a universal standard. Every stock exchange had localised rules,
localised customs, localised regulatory bodies in some cases. Whatever standard we
come up with that manages to span the globe is going to have to be extremely
adaptable to each exchange’s particular needs.”136

133 Climate Change, Green Bonds, and Index Investing: The New Frontier August 2014.
134 See, RBC Capital Markets “Green Bonds, Fifty Shades of Green”, March 2014. Available at: http://www.rbc.com/

community-sustainability/_assets-custom/pdf/Green-Bonds-Fifty-Shades-of-Green.pdf at pp. 6.
135 See, https://ec.europa.eu/info/publications/sustainable-finance-teg-green-bond-standard_en.
136 EIRIS, “Sustainability Initiatives: Insights from Stock Exchanges into Motivations and Challenges”, November

2013.
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China has been referred to as a possible be a game changer137 in the green bonds
arena. As reported by the Belfer Center for Science and International Affairs at
Harvard University, China’s carbon emissions equal the US and EU’s combined.138

Therefore, China has committed to reform its financial markets towards a greener
economy. China has set ambitious targets for reducing environmental impact (e.g.
pollution and carbon emissions). Among the measures to achieve its economic
development objectives, in August 2013 the State Council (Government’s cabinet)
of China has directed the banking sector to develop green financial products and
planned to grow a corporate green bonds market in China.139 140 141 The 13th Five-
Year Plan has a strong focus on tackeling environmental challenges, including
climate change and issuance of more green bonds, to be used mainly for green and
circular development’ projects, and also for low carbon growth. It can be a key
moment both for the national Chinese development as internationally.142 143

Below in figure 12 we can see some of the most important developments and
milestones of Green Bonds since 2008, according to the 2018 Green Bond Impact
report from the World Bank.144

137 See, http://www.forbes.com/sites/bobeccles/2015/11/18/gray-air-and-green-bonds-in-china/; http://www.
climatebonds.net/resources/publications/china-report; and http://www.iisd.org/sites/default/files/pdf/2014/
growing_green_bonds_en.pdf;.

138 See, http://belfercenter.ksg.harvard.edu/files/carbon-emissions-report-2015-final.pdf.
139 See, http://www.climatebonds.net/2014/05/china’s-state-council-chinese-govts-cabinet-has-decided-encourage-

green-corporate-bonds.
140 See, https://www.chinadialogue.net/UserFiles/File/PDF_ebook001.pdf.
141 See, Robert Eccles, 2015. Available at: http://www.forbes.com/sites/bobeccles/2015/11/18/gray-air-and-green-

bonds-in-china/.
142 See, http://en.ndrc.gov.cn/newsrelease/201612/P020161207645765233498.pdf.
143 See, https://assets.kpmg/content/dam/kpmg/cn/pdf/en/2016/10/13fyp-opportunities-analysis-for-chinese-and-foreign-

businesses.pdf pp. 50.
144 See, the 2018 Green Bond Impact report from the World Bank at: http://pubdocs.worldbank.org/en/

632251542641579226/report-impact-green-bond-2018.pdf.
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Figure 12 –Main Green Bond developments and milestones, according to the 2018
Green Bond Impact report from the World Bank145

Source: World Bank, 2018

b) The Climate Bonds Initiative146

In response to the growing concern with the credibility of labeling Green bonds, the
Climate Bonds Initiative, a not-for-profit international organization developed the
Climate Bonds Standard and Certification Scheme. The Climate Bonds Standard
and Certification Scheme is meant to improve confidence, transparency and foster
the growth of climate bonds. It is a public good labeling scheme for bonds to assess
whether an asset is green, prior to its issuing. The standard is a screening tool for

145 See, the 2018 Green Bond Impact report from the World Bank at: http://pubdocs.worldbank.org/en/
632251542641579226/report-impact-green-bond-2018.pdf.

146 See, http://www.businessgreen.com/bg/news/2433046/blackrock-to-promote-climate-bonds-in-impact-investment-
drive; http://fd.nl/binaries/33/52/85/krant-20151104-0-021-014.pdf ; https://cleantechnica.com/2015/11/04/worlds-
largest-investor-blackrock-eyes-green-bonds-market-partners-climate-bond-initiative/.
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helping investors and Governments to identify the environmental integrity of bonds
claiming to address climate change mitigation and adaptation. It is a multi-sector
standard that is certified by a third party verifier. The Climate Bonds Standards
Board (comprised of members representing $34 trillion of assets under manage-
ment) provides the final confirmation.

A first version of the Climate Bonds Standard, the prototype Standard (V1.0), was
released at the end of 2011 and was used for five certifications until August 2015. In
October 2015, a second version of the standard was released. It was called Version 2.0
and included a certification process,147 pre-issuance requirements, post-issuance
requirements and a set of sector-specific eligibility and guidance documents.148 149

The latest version of the Climate Bonds Standard was released in Jnauary 2017,
which included improvements on the range of debt instruments that can be certified
under the standard and also a programmatic certification directed to regular issuers
with large portfolios of eligible assets.150 The version 3.0 is under develelopment, and
is expected to be in line with the Green Bond Principles (2018), to be harmonized
other regional and international approaches, such as the Green Loan Principles, the
EU Green Bond Standard (draft) and the ASEAN Green Bond Standard. Moreover,
more clarity on reporting requirements and clarity on definitions is expected.151

Certification according to the Climate Bond Standard does not provide credit risks
nor returns’ assurance, however, it simplifies decision-making. It saves time and
money to investors when analyzing low-carbon credentials of investments across
sectors and asset classes. Besides, some of the benefits of certification of climate
bonds, as pointed out by the Climate Bonds Initiative, are: i) certifying the integrity
of the bond contributes appeals to a more diverse range of investors interested in
these bonds; ii) it allows potential investors to quickly find a credible climate bond
on e.g. Bloomberg; iii) enhances reputation of the issuer of green bonds; and iv)
certification is cheaper than asking for a second opinion, so issuers will have a
lower cost and investors avoid the cost of environmental due diligence. Having a
uniform and globally accepted set of standards for verifying the credentials of green
bonds creates more security for investors.152 It would also increase the speed of

147 The first step of certification is contracting an approved verifier by the issuer to confirm that the bond meets all the
requirements in the standard. A bond can be certified prior to its issuance, giving the opportunity to the issuer to
use the Climate Bond Certification Mark as a marketing tool. After issuance of the bond and after initiating the
allocation of the bond proceeds, the issuer must appoint a verifier, obtain an assurance report and provide it to the
Climate Bond Standards Board. More information available at: http://www.climatebonds.net/standards/certifica-
tion2.

148 The Sector-Specific Eligibility & Guidance Documents specify the technical criteria for sector-specific projects
and assets and includes solar, wind, Bus Rapid Transit (BRT) systems, low carbon buildings, low carbon
transport, bioenergy, water, agriculture & forestry, geothermal, infrastructure resilience, waste management,
industrial energy efficiency and other renewables. More information available at: http://www.climatebonds.net/
standards/about2.

149 The version V2.0 included the 2015 update of the Green Bond Principles. More information available at
https://www.climatebonds.net/standards/about2.

150 See, https://www.climatebonds.net/standard/download.
151 See, https://www.climatebonds.net/standard/download.
152 See, RBC, 2014. Available at: http://www.rbc.com/community-sustainability/_assets-custom/pdf/Green-Bonds-

Fifty-Shades-of-Green.pdf pp. 18.
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execution, reduce investment risk and lead to a progressive increase in green bond
issuance.153 Ultimately, it would also enhance liquidity.154

The certification process according to the Climate Bonds Initiative has two phases:
i) the pre-issuance certification, which takes place before issuing the bond, where
the internal processes of the issuance of the bond are assessed and certified. It
includes its selection process for projects and assets, internal tracking of proceeds,
and the allocation system for funds. The certification “Climate Bond Certified”
stamp of approval is only provided when an approved third-party verifier gives a
verification statement that the bond meets the Climate Bond Standards.155 Fist-time
issuers are required with a reasonable assurance from the verifier;156 and ii) the
post-issuance certification where the assessment and certification of the bond must
be undertaken after the allocation process is initiated. It includes reasonable
assurance from the verifier that the issuer and the bond conform to all of the
Post-Issuance Requirements in the Climate Bond Standard.157

After the second phase of the certification process, when the post-issuance is
completed and confirmed, the issuer will have to provide annual reports (no
external verification required but it is an option) to the Climate Bonds Initiative
secretariat during the term of the bond.158

Back in 2016, according to Sean Kidney, the CEO and co-founder of the Climate
Bonds Initiative, the Big 4 accountancy firms were not yet involved as there was no
clear standard to guide the third party review. However, the Big Four accounting firms
had formed a working group to support the Climate Bonds Standard and in
conformation with their internal governance and ethics recommendations, were
already auditing against this independent standard.159 Sean Kidney clarified that in
a meeting with the world’s biggest law firms, the Climate Bonds Initiative was
informed that “companies have a risk of being sued if they assert their own green
bond credentials. For example, if investors buy something on a green claim and find
out from an environmental group it wasn’t very green, they’re going to sue them.
Furthermore, the current model of getting an independent review, as proposed in the
Green Bond Principles, getting an assurance against vague concepts is indefensible
legally. They will not advise their clients to accept that as a risk mitigation tool. If
there are credible standards in the market and a company gets certified against those
standards, that is a reasonable risk mitigation measure.”160

153 See, RBC, 2014. Available at: http://www.rbc.com/community-sustainability/_assets-custom/pdf/Green-Bonds-
Fifty-Shades-of-Green.pdf pp. 18.

154 See, RBC, 2014. Available at: http://www.rbc.com/community-sustainability/_assets-custom/pdf/Green-Bonds-
Fifty-Shades-of-Green.pdf pp. 18.

155 The approved verifiers under the Climate Bonds Standard can be found here: https://www.climatebonds.net/
certification/approved-verifiers.

156 See, https://www.climatebonds.net/certification/get-certified#reporting.
157 See, https://www.climatebonds.net/certification/get-certified#reporting.
158 See, https://www.climatebonds.net/certification/get-certified#reporting.
159 See, http://www.greenbiz.com/article/inside-climate-bonds-initiative-sean-kidney.
160 See, http://www.greenbiz.com/article/inside-climate-bonds-initiative-sean-kidney.
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7 Two sustainability rating agencies

As an example, below I introduce two of the most used sustainability rating
agencies: the Carbon Disclosure Project (CDP) and the MSCI ESG Research.

a) The CDP (formerly, the Carbon Disclosure Project)

The CDP is a not-for-profit charity that runs the global disclosure system for
investors, companies, cities, states and regions to manage their environmental
impacts.161 The CDP is an issue-specific rater focusing on the disclosure of green-
house gas emissions, climate change, water security and deforestation to prevent
climate change and protect natural resources.162 For CDP the quality of the data
reported is key for delivering credible results. With the disclosure of greenhouse gas
emissions CDP aims at improving the management of environmental risk. The CDP
holds the largest collection of globally self-reported climate change, water and forest-
risk data. In 2011, around 3500 companies reported data to CDP. In 2014, the number
of companies rose to nearly 5000 companies reporting data to CDP. In 2015 CDP was
working with 822 institutional investors holding US$95 trillion in assets to help them
identifying environmental risk in their investment portfolios and making more
informed and sustainable investment decisions (CDP, 2015).163 In 2018, the number
of companies disclosing through CDP has rosen to 7,000.164

The CDP has a transparent scoring methodology publicly disclosed, including
information about eligibility requirements, an explanation of how scoring works,
all of the survey questions and their respective point allocations.165 The objective
of using the scoring methodology is to incentivize companies to measure and
manage environmental impacts through participation in CDP’s climate change,
water, forests and supply chain programs.166

b) MSCI ESG Research

The MSCI ESG Research is an independent provider of ESG ratings and also in-
depth research of the ESG business practices of companies worldwide. The MSCI’s
services help investors to identify ESG risks and opportunities not detectable with a
traditional investment research. It uses early warnings and timely updates on its
methodology to keep their clients up to date and help them to make more informed
investment decisions.167 The MSCI provides investment decision support tools

161 See, https://www.cdp.net/en.
162 See, https://www.cdp.net/en/info/about-us/what-we-do and http://www.cdsb.net/sites/cdsbnet/files/cdp-

cdsb_joint_consultation_response_-_bis_narrative_reporting_0.pdf pp. 2.
163 More information available at: https://www.cdp.net/en-US/WhatWeDo/Pages/investors.aspx.
164 See, https://www.cdp.net/en/companies/companies-scores.
165 CDP’s methodology is available at: https://www.cdproject.net/en-US/Respond/Documents/Rating_Methodology_

2010.xls.
166 See, https://6fefcbb86e61af1b2fc4-c70d8ead6ced550b4d987d7c03fcdd1d.ssl.cf3.rackcdn.com/cms/guidance_

docs/pdfs/000/000/233/original/Scoring-Introduction.pdf?
167 See, https://www.msci.com/esg-integration.
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(e.g. indexes, analytical models, data, real estate benchmarks and ESG research) to
investment institutions worldwide to support every part of the investment process
(e.g. portfolio construction and optimization, performance benchmarking and
attribution, risk management and analysis, index-linked investment product crea-
tion, asset allocation, investment manager selection and investment research).168

The MSCI defines its business model as highly flexible that enables clients to select
the individual products and services they need and integrate them into their own
investment processes and methodologies.

In August 2014, the MSCI acquired Governance Holdings Co. (GMI Ratings), a
provider of corporate governance research and ratings to institutional investors,
banks, insurers, auditors, regulators and corporations seeking to incorporate ESG
factors into risk assessment and decision-making.169 170

Through this issue-specific tool, the MSCI ESG GovernanceMetrics provides
institutional investors with corporate governance research and data on over 7,000
public companies worldwide to assess corporate governance risk and to identify
good governance leaders. Asset managers and asset owners can access company
profiles, governance scores and underlying governance and accounting metrics to
satisfy client investment guidelines, enhance engagement activities and manage
potential portfolio risks.171

8 Challenges in the sustainability ratings’ industry172

There are a number of pressing questions derived from the growing ESG disclosure
and ratings momentum. One of these questions is what is the role of raters to
improve the companies’ ESG disclosure? In particular, how can sustainability
indices and sustainability rating agencies contribute to advancing this agenda? How
can companies, investors, Governments and market regulators be involved? And
finally, how can raters promote sustainability reporting and the development of an
international sustainability reporting policy (also, should we seek such a policy)?

168 See, http://www.csrhub.com/CSR_and_sustainability_information/MSCI-Inc.
169 See, https://www.msci.com/our-story.
170 GMI Ratings was formed in 2010 through the merger of GovernanceMetrics International, The Corporate Library

and Audit Integrity. See, https://www.linkedin.com/company/gmi-ratings.
171 See, https://www.msci.com/documents/1296102/1636401/MSCI_ESG_Governance_Metrics_June2015.pdf/

8e21ce4c-4f50-4055-b7d8-9771e8e83c8a.
172 Additional literature (still to look at):

– There’s a problem with most major environmental rankings of businesses: too often, the ratings fail to
incorporate advocacy activities that influence environmental regulation: http://sloanreview.mit.edu/article/the-
factor-environmental-ratings-miss./

– Given the sparkle that environmental rankings lend to high-ranking companies, they should take into account a
business’s advocacy activities to influence environmental regulation in addition to the business’s internal
operations, argue Auden Schendler of the Aspen Skiing Company and Michael Toffel of Harvard Business
School: http://sloanreview.mit.edu/article/rupert-murdoch-hero-or-goat-what-environmental-ratings-miss/.

– Sustainability ratings can capture value that financial reporting systems overlook: http://sloanreview.mit.edu/
article/why-sustainability-ratings-matter/?utm_source=WhatCounts+Publicaster+Edition&utm_medium=
email&utm_campaign=SU+8%2f11%2f15+-+Simple+img+-+BP+Sustainability+Ratings&utm_content=Read
+the+new+article+.
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There is no globally accepted set of rating principles, as there is no global accepted
set of sustainability reporting principles. Learning from the ratings practice, there
are, however a number of commonly identified points for improvement. These
were identified by research providers as SustainAbility and organizations as the
PRI, GISR and the SSE Initiative.

First, One Size Does Not Fit All. As reported by SustainAbility (Rate the Raters
Phase One) it is difficult and not very useful to compare companies from different
sectors and geographies on the same set of criteria. Ranking organizations in
different industries, geographies and sizes against a common set of criteria is a
challenge and would likely not lead to meaningful results, as these organizations
will likely face a different set of key issues. Flexibility of the standards may
accommodate some of the most relevant particularities of different industries. In
response to this challenge more ratings are currently emerging, addressing specific
issues, on specific geographies, sectors and industries (e.g. FT Sustainable Banking
Awards and the Asian Sustainability Rating).173

Second, there is a multiplicity of ESG ratings and ESG research providers.174

SustainAbility found approximately 100 sustainability raters administering ques-
tionnaires to companies worldwide. Investors are challenged to select the ratings
most suitable to their investment needs. This has triggered the development of tools
and information requests by investors to respond accurately to their data needs.
Investors also add to the reporting burden of companies.

Third, the multiplicity of ESG ratings and research providers results in the
spamming of questionnaires and other requests for information from companies.
Companies struggle with replying to all requests of the raters and research
providers, even when the information requested is not material to their businesses
and when it does not contribute to improving their business model and practices.
They do it to avoid a low score and consequently a bad reputation result. Similarly
to companies, investors also struggle to understand the ratings, as the same
company may be scored a sustainability leader by one rater and a laggard by
other.175 Information duplication is a burden not only to companies but also to
investors, as it limits the access to relevant and material information.176

Fourth, incomplete information may increase the risk of publishing inaccurate
information. Transparency is also part of the key ingredients for a robust and
trusted rating. Credit ratings often use only public available information. Maybe it
would make sense to use a questionnaire e.g. DJSI. Companies refer that through
engagement raters could get to know the business better and understand which

173 SustainAbility, Rate the Raters Phase Two, pp. 11.
174 See, the table provided in section 4. b).
175 Global Initiative for Sustainability Ratings (GISR), “Standard and Accreditation Process, Component 1:

Principles”, Beta Version for Public Consultation, May 2013. Available at http://ratesustainability.org/pdfs/
GISR_Principles_Beta_Public_Consultation_050213_FINAL.pdf.

176 See, PRI, 2016.
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issues are material to the company. On the other side, sometimes raters try to
engage with the companies but for lack of time (given the high number of raters
requests) or even interest the raters do not receive a reply from the companies and
release the information as they have it (SustainAbility, Rate the Raters Phase Two,
pp. 12). This could be overcome with the public disclosure of the sources of the
information gathered by the raters (SustainAbility, Rate the Raters Phase Three, pp.
20). In SustainAbility’s survey (Rate the Raters Phase Two pp. 14) 92% of the
respondents ranked objectivity/ credibility of data sources as the most relevant for
determining the credibility of a rating, followed by the rater’s disclosure of its
methodology (88%).177 Approximately a quarter of the ratings disclose no
information publicly on their methodologies or approaches and a majority make
only partial disclosures (SustainAbility, Rate the Raters Phase Two, pp. 10), others
release this information only to the companies they rate.178 This is because the
raters too value their business methodologies as key to their competitive position.
They have to balance their interest in keeping a competitive position in the ratings’
market while being able to publish accurate and reliable data if they want to be seen
as a credible and trusted rater.

In order to save time to companies when responding to many raters’ questionnaires
and enquires, raters send draft reports to the companies so they only need to revise
and complete. Another method is cross checking of information between raters (e.g.
GS SUSTAIN uses Bloomberg information to spot check some of its data),
(SustainAbility, Rate the Raters Phase Three, pp. 19).179

To overcome the challenge of publishing accurate and truthful data, raters look for
external verification or assurance of their research process (e.g. DJSI, EIRIS,
Oekom, Vigeo) (SustainAbility, Rate the Raters Phase Three, pp. 29).180

Fifth, the raters must manage their conflicts of interest. SustainAbility defines
conflict management as how well a rater avoids and manages potential conflicts of
interest in the ratings process.181

177 SustainAbility, “Rate the Raters Phase Two” pp.14 Available at: http://www.sustainability.com/projects/rate-the-
raters#projtab-6.

178 This report is available at: http://www.sustainability.com/projects/rate-the-raters#projtab-6.
179 Another question is how can raters ensure that they are rewarding good performers over (or at least as well as)

good responders? (SustainAbility, Rate the Raters Phase Two).
180 The EIRIS has developed a formal quality management system which has been certified to CSRR-QS 2.1; DJSI

Deloitte provided reasonable assurance on the application of SAM’s corporate sustainability assessment
methodology and limited assurance on the accuracy of participants’ scores for inclusion in the DJSI (see
assurance report54 for more details on what these types of assurance entailed). Oekom has a formal Quality
Management System (QMS), which is described on the Oekom website, and a Quality Manager who is
responsible for the ongoing development of the QMS. Oekom’s Managing Board carries out spot checks on
adherence to the QMS standards and external auditors regularly conduct quality checks of the system. Oekom’s
research approach has also been certified56 to CSRR-QS 2.1. Vigeo has formally documented its quality control
procedures that include controls within the rating process (e.g. expert assistance, quality checks and validation)
and outside of the rating process (e.g. selective audits by Vigeo’s Methodology Department). Vigeo’s
methodology has been certified to CSRR-QS 2.1. (SustainAbility, Rate the Raters Phase Three, pp. 23).

181 SustainAbility, “Rate the Raters Phase Three”, pp.12 available at: http://www.sustainability.com/projects/rate-the-
raters#projtab-7.
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2 Conclusion

As discussed above, all the market participants involved in the ratings market, in
particular, the companies, investors and the raters (e.g. sustainability indices and
rating agencies) depend on each other. Increased engagement would possibly be in
their benefit, as the alignment of their common interests may contribute to working
together to address the most pressing challenges in a more coordinated and
beneficial way.182 Engagement seems important for exploring new ways for
cooperation, to understand the needs of companies and investors, on identifying
material ESG risks, and to find the ways in which the raters can help providing the
information (through new products and services) they need in real-time.183

Briefly looking at the history of credit rating agencies, we could identify five
potential problems credit rating agencies may face that sustainability rating
agencies may also have to deal with. The first is related to the independence of
rating agencies and the integrity of the rating process, which can be compromised
by potential conflicts of interest. Less Governmental intervention in the past of
credit rating agencies may also contribute to increasing credibility and better
quality sustainability ratings. The second problem credit rating agencies may face
is how to avoid a monopolistic credit ratings’ market. This problem may become
more challenging with the possibility of creating Nationally Recognized Statistical
Ratings Organizations (NRSROs). Third is managing the lack of ratings accuracy,
which could benefit from increased completion and would favor the investors.
Fourth is the “subscriber pays” model and the “free-rider” problem, which has
been used by credit rating agencies, and with the support of the regulator may also
benefit sustainability ratings. Fifth, managing the lack of factual verification which
could be overcome by hiring independent experts (Coffee, 2014 pp. and 266, 267)
and with increased Governmental oversight on rating agencies business operations.

Both credit rating agencies and sustainability rating agencies are needed in the
financial market. Credit rating agencies increase investor’s trust on the credit-
worthiness of issuers and reduce uncertainty (Coffee, 2014).184 Sustainability
rating agencies complement the credit rating agencies’ work by increasing
investors’ trust on the issuers’ ESG performance.

Market standards are still evolving. More education and awareness on the long-
term benefits of increased ESG disclosure and performance ratings could probably
be beneficial for the long-term development of this area. I have introduced five
challenges in the sustainability ratings’ industry. First, a one-size-fits-all approach
does not seem to be as beneficial as the ratings per industry, sector and size.
Engagement, through e.g. dialogue, will bring more clarity to the market partici-

182 See, Rate the Raters Phase Five, pp. 9.
183 See, EIRIS’ recommendations in response to the insights given by stock exchanges, in EIRIS “Sustainability

Initiatives: Insights from Stock Exchanges into Motivations and Challenges” pp. 17, November 2013.
184 See, http://www.un.org/esa/ffd/wp-content/uploads/2015/01/CRA_summary.pdf.
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pants’ needs and facilitate the response to challenges. Second, the multiplicity of
ESG ratings and research providers also triggers investors’ additional information
requests to companies. Third, another consequence of the multiplicity of ESG
ratings and research providers is the multiplication of information requests and the
duplication of information, which is a burden to companies and also to investors.
Fourth, managing insufficient information and publishing insufficient information;
transparent methodologies, criteria and policies can bring trust to the ratings’
provider and credibility to its products and services. Finally, the fifth, is the
successful management of conflicts of interest, which influences how raters keep
their independence and avoid being on the spotlight for the wrong reasons, as we
saw with the past financial crises.185

Involvement of the Government and market regulators in the process of main-
streaming of accurate, reliable and real-time rating principles could prove beneficial
for accelerating the process. As we have seen in chapter 2 with the mainstreaming
of IFRS, the involvement of the European Commission and national Governments
may have increased compliance and enforcement. There are over 100 raters in the
market who developed their own methodologies and often, rate the same issues.
Companies and investors are challenged to select which raters and information to
trust. It seems that the answer may not be to develop a new rating standard but
instead focus on a standard to rate the raters, which The GISR is trying to achieve.
The GISR works towards developing rating principles for the raters. The idea of
focusing on the raters and not just on the rated looks promising. Just as we saw with
financial reporting, all auditors and credit rating agencies are bound by the same
rules to audit and rate, respectively.186 It seems logic to have an independent
organization focusing on the rater’s performance. External assurance of the data
provided by ESG research providers using standards as the Arista 3.0 is also
considered to increase credibility in the data provided and in ratings.

Looking at the successful business cases in Brazil, with B3, former BM&FBO-
VESPA, and in the US with the DJSI (see chapter 3), but also in other parts of the
world as in South Africa, with the Johannesburg Stock Exchange, we see the
influence of positive regulatory change, through the support of the Governments.
Companies are more likely to report specific information if such disclosure is made
mandatory by a stock exchange or regulator (UNCTAD, 2011; Ioannou and
Serafeim, 2012). If there would be more clarity and more robust evidence about
the link between financial returns and ESG disclosure, stock exchanges could have
a financial incentive to change their listing requirements and include ESG listing
requirements. Otherwise, mostly Government regulations and political support
would drive interest in the field.

185 The Sarbanes Oxley Act, in response to the financial crises of 2002, has contributed to the higher independence of
credit rating agencies. Sarbanes Oxley Act of 2002, Section 201 (g) restricted auditors’ provision of non-auditing
services to their clients. See, http://www.sarbanes-oxley-act.biz/SarbanesOxleySection201.htm.

186 See, chapter 2.
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There is a long way between commitment to initiatives as the UN-supported
Principles for Responsible Investment and effective implementation, however, the
increasing number of signatories of responsible investment’ initiatives, the number
of ESG assets under management and the increasing use of ratings as an investment
tool, point towards the direction of growth of the responsible investment trend, as
ratings became an increasingly used tool amongst investors. Consequently, there
will be room for further innovation, in particular in personalized sustainability
indices that meet their investment objectives.187

There are great expectations in the recent developments of the green bond market,
such as the EU’s Technical Expert Group (TEG)’ recommendation to develop a
voluntary EU green bond standard. It looks like it is moving beyond the market’s
current early formative stage as it has reached a level of size and maturity, there can
be a basis for further improvements. Improvements in the development of green
bonds indices can attract attention from investors and contribute to enhancing the
benefits of environmental friendly projects. Green bonds are not yet an asset class
but have the potential to become one.188

The developments referred in this chapter highlight the potential of enhanced ESG
disclosure and performance ratings to contribute to mainstreaming sustainability
reporting practices and ultimately, to encourage changes in business culture and
practice. Also following on the recent EU Action Plan of 2018, the European
Securities and Markets Authority (ESMA) has launched a consultation paper,
proposing that in the future credit rating agencies may be required to disclose
whether and how ESG criteria have been considered as part of a credit assessment
outlook.189 This is based on the fact that companies are increasingly integrating
ESG risks in their annual reports and non-financial information becomes more
quantifiable.

As the Global Initiative for Sustainability Ratings (GISR) well explains it, the goal is
to put the principle of the information value chain in practice (see Figure 1, above in
section 5), where all the market participants in the rating process add value to each
other’s work and add value to capital markets, to society and to the environment.

187 S&P Dow Jones Indices, “Sustainability Indices: Investment Solutions for Future Generations”, January 2015, pp. 4.
188 Climate Change, Green Bonds, and Index Investing: The New Frontier August 2014
189 See, https://www.esma.europa.eu/press-news/consultations/consulation-disclosure-requirements-applicable-

credit-ratings
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Annex II - Corporate Sustainability Assessment Industry leaders as of 13
September 2019, as published by RobecoSAM190

Industry Group RobecoSAM Industry Leaders

Automobiles & Compo-
nents

Auto Components Pirelli & C SpA

Automobiles Peugeot SA

Banks Banks Banco Santander SA

Capital Goods Aerospace & Defense Leonardo SpA

Building Products Owens Corning

Construction & Engineering Ferrovial SA

Electrical Components &
Equipment

Signify NV

Industrial Conglomerates SK Holdings Co Ltd

Machinery and Electrical
Equipment

CNH Industrial NV

Trading Companies & Dis-
tributors

ITOCHU Corp

Commercial & Profes-
sional Services

Commercial Services &
Supplies

Waste Management
Inc

Professional Services SGS SA

Consumer Durables &
Apparel

Homebuilding Sumitomo Forestry
Co Ltd

Household Durables Arcelik AS

Leisure Equipment & Pro-
ducts and Consumer Electro-
nics

LG Electronics Inc

Textiles, Apparel & Luxury
Goods

Moncler SpA

Consumer Services Casinos & Gaming Star Entertainment
Grp Ltd

Diversified Consumer Ser-
vices*

Hotels, Resorts & Cruise
Lines

Hilton Worldwide
Holdings Inc

Restaurants & Leisure Facil-
ities

Sodexo SA

190 See, https://www.robecosam.com/csa/csa-resources/industry-leaders.html; to access the leaders’ reports please
request access at: https://www.robecosam.com/csa/csa-resources/industry-leaders-form.html.
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Industry Group RobecoSAM Industry Leaders

Diversified Financials Diversified Financial Ser-
vices and Capital Markets

UBS Group AG

Energy Coal & Consumable Fuels Banpu PCL

Energy Equipment & Services Saipem SpA

Oil & Gas Refining & Mar-
keting

Thai Oil PCL

Oil & Gas Storage & Trans-
portation

Enagas SA

Oil & Gas Upstream & Inte-
grated

PTT Exploration &
Production PCL

Food & Staples Retailing Food & Staples Retailing CP ALL PCL

Food, Beverage & To-
bacco

Beverages Thai Beverage PCL

Food Products Thai Union Group
PCL

Tobacco British American
Tobacco PLC

Health Care Equipment &
Services

Health Care Equipment &
Supplies

Abbott Laboratories

Health Care Providers &
Services

Cigna Corp

Household & Personal
Products

Household Products Colgate-Palmolive
Co

Personal Products Unilever NV

Insurance Insurance Allianz SE

Materials Aluminum Alcoa Corp

Chemicals PTT Global Chemi-
cal PCL

Construction Materials Grupo Argos SA/
Colombia

Containers & Packaging BillerudKorsnas AB

Metals & Mining Teck Resources Ltd

Paper & Forest Products UPM-Kymmene Oyj

Steel Hyundai Steel Co

Media & Entertainment Interactive Media, Services
& Home Entertainment

Alphabet Inc

Media, Movies & Entertain-
ment

Telenet Group Hold-
ing NV
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Industry Group RobecoSAM Industry Leaders

Pharmaceuticals, Biotech-
nology & Life Sciences

Biotechnology Biogen Inc

Life Sciences Tools & Ser-
vices

Agilent Technologies
Inc

Pharmaceuticals GlaxoSmithKline PLC

Real Estate Real Estate Dexus

Retailing Retailing Wesfarmers Ltd

Semiconductors & Semi-
conductor Equipment

Semiconductors & Semicon-
ductor Equipment

ASE Technology
Holding Co Ltd

Software & Services IT services Atos SE

Software SAP SE

Technology Hardware &
Equipment

Communications Equipment Cisco Systems Inc

Computers & Peripherals and
Office Electronics

Hewlett Packard En-
terprise Co

Electronic Equipment, In-
struments & Components

Delta Electronics Inc

Telecommunication Ser-
vices

Telecommunication Services True Corp PCL

Transportation Airlines Air France-KLM

Transportation and Transpor-
tation Infrastructure

Royal Mail PLC

Utilities Electric Utilities Terna Rete Elettrica
Nazionale SpA

Gas Utilities Naturgy Energy
Group SA

Multi and Water Utilities Engie SA

Disclaimer: Industry Leaders are based on the September score calculation. As per
its Media & Stakeholder Analysis process, RobecoSAM may make periodic
adjustments to company scores, rankings and index inclusion.

*No industry leader selected. No company in the Diversified Consumer Services
industry has been selected as a constituent of the DJSI as a result of not meeting the
minimum eligible score requirements.

Source: RobecoSAM1

1 See, https://www.robecosam.com/csa/csa-resources/industry-leaders.html.
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Annex III - Assurance statement from Deloitte to the DJSI 2015, as published
by RobecoSAM2

2 Every year, Deloitte conducts an external audit of the assessment process. See, http://www.sustainability-indices.
com/images/independent-assurance-report-by-deloitte-AG-to-robecosam-ag-2015.pdf.pdf.

264 Chapter 5



Chapter 5 265





Chapter 6: How can pension funds contribute
to the development and implementation of
sustainability and responsible investment
reporting?

1 Introduction

Pension funds are considered to be part of the most important institutional investors
in the world.1 The role of pension funds in financial markets is rooted to securing
financial income when retirees reach an old age, invalidity or death.2 Pension
Funds have a guarantee function.3 Employers and employees pay a monthly
contribution to a pension fund. These contributions are the assets that become
property of the pension fund.4 Pension funds have the obligation to invest the
assets and generate profits in benefit of the members of the fund, the beneficiaries.5

Investment risks are shared between generations which reduces risks.6 Pension
funds enjoy a reputable position in capital markets given the growing amount of
money involved in their retirement systems. Globally, pension funds are estimated
to hold USD $30,2 trillion in assets under management.7

1 See, http://www.oecd.org/investment/mne/38550550.pdf pp. 10.
2 See, Maatman, René, “Dutch Pension Funds, Fiduciary Duties and Investing”, Law of Business and Finance,

Volume 7, 2004. Pp. 15.
3 See, Maatman, René, “Dutch Pension Funds, Fiduciary Duties and Investing”, Law of Business and Finance,

Volume 7, 2004. Pp. 89.
4 See, Maatman, René, “Dutch Pension Funds, Fiduciary Duties and Investing”, Law of Business and Finance,

Volume 7, 2004. Pp. 15, 89.
5 See, Maatman, René, “Dutch Pension Funds, Fiduciary Duties and Investing”, Law of Business and Finance,

Volume 7, 2004. Pp. 15.
6 See, Maatman, René, “Dutch Pension Funds, Fiduciary Duties and Investing”, Law of Business and Finance,

Volume 7, 2004. Pp. 15.
7 See, http://www.oecd.org/daf/fin/private-pensions/2015-Large-Pension-Funds-Survey.pdf pp. 10.



Figure 13 – pension funds asset’ growth between 2001 and 20148

Source: OECD, 2015

The primary objective of pension funds systems is to provide adequate retirement
income to its beneficiaries.9 Generally pension funds collect retirement savings
from employees. To be able to provide financial security to retirees and in the long
term, to be able to pay them a pension, pension funds invest their savings. Many
questions arise from the way pension funds manage the vast amounts of money
collected from the employees. Pension funds are addressed from all fronts
regarding, among others, how they deal with the most pressing global challenges,
the profitability of their investments in the long-term, the structure of their
governance, the sustainability of their investments, fiduciary duty, their portfolio
and their responsibility as shareholders. The basic question always being, how will
a pension fund succeed to deliver a defined pension to retirees in the long-term?
There is nothing easy about answering this long debated question. This chapter
looks at how leading pension funds communicate their concerns about the
Environmental, Social and Governance (ESG) impact of their investments and of
the ESG impacts of the companies they invest in. Their involvement with
responsible investment indicates their efforts to increase their chances to succeed
in the future. Pension funds, as an example of the world’s largest investors, have the
power to influence the uptake of sustainability reporting and responsible invest-

8 See, http://www.oecd.org/daf/fin/private-pensions/2015-Large-Pension-Funds-Survey.pdf pp. 10.
9 See, http://www.mercer.com/content/dam/mercer/attachments/global/Retirement/gl-2016-mmgpi-impact-ageing-

populations-full-report.pdf pp.13 See also, the Pensioen Federatie’s “Response to the European Commission’s
public consultation on long term and sustainable investment”, 14 March 2016, available at: file:///D:/Book/
Chapter%206%20-%20pension%20funds/2017%20articles/20160324%20response%20EC%20consultation%
20long-term%20and%20sustainable%20investment.pdf.pdf.
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ment by committing themselves to responsible business practices and becoming an
example to their peers.

Among the most pressing challenges faced by pension funds, is the rapid ageing of
the population, unemployment and government debt.10 “Twenty-first Century
pension realities include aging populations, rising longevity, slower economic
growth, and lower investment returns.” (Keith Ambachtsheer, a Dutch pension fund
specialist).11 Without entering the realm of pension economics, Jan Tinbergen, the
Dutch economist and Nobel laureate has explained that to achieve the two
economic goals of (1) higher long-term returns, while (2) giving safety of pension’
payment to pensioners, two instruments are needed, one for each of the goals.12

This is of course easier said than done, and also, although may be the most
important challenge pension funds face, it is not the only one. Globally, pension
funds address this challenge in different ways. This chapter looks at the examples
of the the Brazilian pension fund PREVI, the Swedish AP funds, Dutch pension
funds such as ABP and the US pension fund CalPERS. These pension funds
represent the largest responsible pension funds in those four countries. This chapter
looks at the four different pension systems, of Brazil, Sweden, tthe Netherlands and
the US, and provides information about how different pension funds from different
pension systems address the topics of sustainability reporting and responsible
investment. As the Organization for Economic Cooperation and Development
(OECD) explains “Retirement-income systems are diverse and often involve a
number of different programmes. Classifying pension systems and different
retirement-income schemes is consequentially difficult.”13 Building on the same
understanding, the Melbourne Mercer Global Pension Index (MMGPI), explains
“(…) any comparison of systems is likely to be controversial as each system has
evolved from that country’s particular economic, social, cultural, political and
historical circumstances.”14 I argue that long term thinking and a responsible
investment strategy, through the integration and disclosure of Environmental,
Social and Governance (ESG) risks, may increase the chances of succeeding in
achieving Jan Tinbergen’s two economic goals of higher long-term returns and
securing the safety of pension’ payment to pensioners in the future.

Generally, pension funds are based on a three pillar structure. The first pillar
comprises the mandatory and public basic state pension under a statutory insurance
scheme; the second pillar comprises the mandatory and private supplementary

10 See, http://www.mercer.com/content/dam/mercer/attachments/global/Retirement/gl-2016-mmgpi-impact-ageing-
populations-full-report.pdf pp. 3.

11 Keith Ambachtsheer is Director Emeritus, International Centre for Pension Management, Rotman School of
management, University of Toronto.

12 See, “Pension solution lies in long-term thinking”, Keith Ambachtsheer, Financial Times, 30 August 2016.
Available at: https://www.ft.com/content/9cc892c6-6526-11e6-8310-ecf0bddad227.

13 Cited by the MMGIP 2016 report at http://www.mercer.com/content/dam/mercer/attachments/global/Retirement/
gl-2016-mmgpi-impact-ageing-populations-full-report.pdf pp. 5. See, OECD (2015), Pensions at a Glance 2015:
OECD and G20 Indicators, OECD Publishing, updated 2016, pp. 124.

14 See, http://www.mercer.com/content/dam/mercer/attachments/global/Retirement/gl-2016-mmgpi-impact-ageing-
populations-full-report.pdf pp. 6.
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pension schemes through the employer; and the third pillar comprises the voluntary
and private savings for retirement.15 This chapter focuses mainly on the second
pillar (with the exception of Sweden, in which the focus is on the AP funds part of
the first pillar) which is the mandated and fully funded occupational pension plans
with financial assets, as it is important for employers to deal responsibly with their
employees’ money and it is part of their fiduciary duty.16 Some of the character-
istics and rules that apply to industry wide pension funds, although it is not this
chapter’s focus, also apply to corporate pension funds and life insurance under-
takings. The focus will further be in the four countries studied, Brazil, Sweden, the
Netherlands and the US, and it is illustrated with a domestic pension fund example,
as mentioned above.

2 Sustainability and responsible investment reporting

In this book I address the topic of sustainability reporting. However, when we look
at the investors, and in this chapter, particularly to the pension funds, we can see
that they communicate their sustainability initiatives and ESG investments differ-
ently. For example, the Dutch pension fund ABP chooses to publish a Sustainable
and Responsible Investment report, the Dutch pension fund manager PGGM
publishes an annual responsible investment report, the Swedish pension fund
AP4 publishes a Sustainability and Corporate Governance report, the US pension
fund CalPERS publishes a report called “Towards Sustainable Investment &
Operations” and PREVI, the largest Brazilian pension fund publishes an annual
report with both financial and sustainability information in the same report. Other
investors, also choose to publish an annual responsible investment report, such as,
Nordea Asset Management and Aegon.17

As you may read further, similarly to sustainability reporting, there is no globally
harmonized responsible investment regulation. As explained in the previous
chapters, the lack of harmonized regulation on sustainability reporting and
sustainability ratings has led to a variety of lexicon and approaches to communicate
and rate ESG risks. Investors in general, including pension funds, deal with
sustainability reporting and responsible investment reporting differently.

It is important for this book to look at the potential impact of investors, in particular the
impact of pension funds promoting sustainability reporting and therefore, look at how
pension funds are communicating their ESG investment commitments. Often, the ESG
investment commitments of pension funds are part of a responsible investment

15 See, “Resource efficiency and fiduciary duties of investors - Final Report”, EC DG Environment, produced by
Ernst & Young Cleantech and Sustainability Services (France) on behalf of the European Commission, 2014.
Available at: https://op.europa.eu/en/publication-detail/-/publication/439d9fcf-9fd2-11e5-8781-01aa75ed71a1.

16 World Bank (2008), The World Bank Pension Conceptual Framework. World Bank Pension Reform Primer
Series, Washington DC.

17 In addition to the annual responsible investment report, Aegon also publishes an integrated report, through a
Review & Reporting Supplement. See, https://www.aegon.com/en/Home/Sustainability/Reports-and-Reviews/.
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strategy. The disclosure of ESG risks of pension funds’ investments are made in a
responsible investment context. Consequently, this chapter looks at the sustainability
reporting approach of pension funds through a responsible investment lenses.

Differences start with the definition of responsible investment. For example, the
UN-supported PRI, defines it as “(…) an approach to investing that aims to
incorporate environmental, social and governance (ESG) factors into investment
decisions, to better manage risk and generate sustainable, long-term returns.”18 The
European Social Investment Forum (Eurosif) defines Socially Responsible Invest-
ment (SRI) as “combining (…) investors’ financial objectives with their concerns
about social, environmental, ethical (SEE) and corporate governance issues.”
Eurosif believes both are relevant to SRI. SRI is based on a growing awareness
among investors, companies and governments about the impact that these risks may
have on long-term issues ranging from sustainable development to long-term
corporate performance.19

Generally, investors can practice responsible investment by including it in their
strategy. As explained by the UN-supported PRI “it simply involves including ESG
information in investment decision-making, to ensure that all relevant factors are
accounted for when assessing risk and return.”20 How can this be done? Investors
can practice responsible investment by using a variety of instruments. Organiza-
tions such as the UN-supported PRI and the VBDO have identified and usefully
complied some of the responsible investment instruments used by investors.21 22 A
few examples are: exclusions, having an exclusion list with e.g. the activities,
sectors and/or products, by companies or countries, that are excluded from the
investors’ portfolio; ESG integration in quantitative and qualitative analysis;
engagement with investee companies to influence and improve their ESG impacts,
and align their activities with the investor’s interests;23 best-in-class, where
investors choose the best ESG performing organization out of a group of
organizations ranked either by sector, industry or class and, voting, through their
shareholder voting rights to influence the company’s ESG impact and also aligning
their activities with investor’s interests.24 25

Through e.g. engagement and voting, investors can also drive sustainability
reporting in their investee companies. As explained by Jeroen Bos, head of Global

18 See, https://www.unpri.org/about/what-is-responsible-investment.
19 As defined by Eurosif itself, “the European Sustainable Investment Forum (Eurosif) is the leading European

association for the promotion and advancement of sustainable and responsible investment across Europe, for the
benefit of its members.” See, http://www.eurosif.org/ See also, http://www.eurosif.org/sri.

20 See, https://www.unpri.org/about/what-is-responsible-investment.
21 See, https://www.unpri.org/about/what-is-responsible-investment.
22 See, http://www.vbdo.nl/files/report/BenchmarkResponsibleInvestmentbyPensionFundsintheNetherlands2014.

pdf pp. 36.
23 See, http://www.worldpensionsummit.com/Portals/6/Sustainalytics_TrendsResponsibleInvestment_October2013.

pdf pp. 5.
24 See, http://www.worldpensionsummit.com/Portals/6/Sustainalytics_TrendsResponsibleInvestment_October2013.

pdf pp. 5.
25 About the topic pension funds as shareholders, see section 6.4 further below.
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Equity Research at ING Investment Management, it is similar to the “chicken-and-
egg problem”, as companies disclose more ESG information when they see the
investors’ interest in ESG. On the other hand, investors’ interest in ESG is often
triggered when they have the companies’ ESG information.26 Engagement with
investee companies can drive corporate sustainability reporting and investors’
responsible investment reporting.

Responsible investment practices allow investors to identify more sustainable
companies for potential investment and to improve the ESG integration and
performance of investee companies.27 Listed companies also have an increasing
interest in SRI funds to promote their ESG best practices. The responsible
investment arena is growing rapidly. The UN-supported PRI have as of 31st of
March of 2016, a total number of asset owner signatories of 304, representing
US$16.6 trillion in assets under management.28

The Global Sustainable Investment Review (2014) published by the Global
Sustainable Investment Alliance, has concluded that assets under management
incorporating sustainability investment strategies reached $21.4 trillion globally in
2014. It grew 61% from 2012.29 In this review the largest responsible investment
strategy in Europe was the negative screening, while in the US it was ESG
integration.30 31 Finally, the review explained that most of the SRI assets referred
in the report were located in Europe (63.7 percent) but the relative contribution of
the US has increased to 30.8 percent from 28.2 percent in 2012.32

Below, this chapter looks at the regulatory setting in which pension funds in Brazil,
in the EU, in particular in Sweden and in the Netherlands, and in the US, are
developing their sustainability and responsible investment reporting. For each of
the countries, I briefly introduce the basic regulatory framework, including the
prudent person rule and the fiduciary duty, which combined are responsible for
requiring pension funds to act diligently and within the stipulated investment limits.
In each of the countries I finalize with an example of a large national pension fund
and point out a few organizations active in the promotion of, among others,
sustainability and responsible investment reporting.

26 Jeroen Bos is also amember of the board of directors of the CFA Society Netherlands. See, https://blogs.
cfainstitute.org/investor/2014/01/20/how-to-integrate-esg-considerations-in-investments/.

27 The UN-supported PRI defines ESG integration as “the systematic and explicit inclusion of material ESG factors
into investment analysis and investment decisions.” See, PRI Reporting Framework 2016 Main Definitions:
https://www.unpri.org/page/pri-launches-esg-integration-guide-for-equity-investors.

28 See, http://annualreport.unpri.org/asset-owners.html.
29 See, http://www.gsi-alliance.org/wp-content/uploads/2015/02/GSIA_Review_download.pdf pp. 7.
30 See, http://www.forbes.com/sites/advisor/2016/04/26/the-changing-face-of-socially-responsible-investing/

#75e6a8c966d0.
31 See, http://www.gsi-alliance.org/wp-content/uploads/2015/02/GSIA_Review_download.pdf pp. 8.
32 See, http://www.gsi-alliance.org/wp-content/uploads/2015/02/GSIA_Review_download.pdf pp. 11.
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3 Pension funds as responsible investors in Brazil

Brazilian pension funds, similarly to other pension funds globally, also face
challenges such as rapid population’ growth and unemployment.33 Brazil has a
young population. 62% of Brazilians are aged 29 or under. However, the birth rate
is decreasing and it is estimated to fall further from 1.77 births per woman (lower
than the US rate) to 1.5 births per woman in 2034 (ABRAPP, 2014).34 Life
expectancy is also growing and it is estimated that, on average, the Brazilian
population will live longer than 80 year by 2041. Therefore, an ageing population is
also on the horizon (ABRAPP, 2014).35

Given the large income inequality (see Chapter 3) the Brazilian population relies
mostly on the benefits provided by the social security system, in the first pillar.
However, the number of high income earners is growing rapidly. The Brazilian
Ministry of Social Security estimated this growth to continue until 2021, which will
scale-up growth on the second pillar pensions as well.36

The Brazilian pension system is in the overall 16th position of the 2016 MMGPI.37

The Brazilian pension system is classified by the MMGPI as a C-grade system “A
system that has some good features, but also has major risks and/or shortcomings
that should be addressed. Without these improvements, its efficacy and/or long-
term sustainability can be questioned.”38

Investors’ demand for ESG disclosure had a significant increase in 2014 and 2015.
Reasons included environmental, social and political crisis, such as the water
draught in São Paulo, the collapse of Samarco’s mine tailings dam, the Petrobras/
Lava Jato corruption scandals and former President Dilma Rousseff’s impeach-
ment.39 This setting of environmental, social and political unrest triggered
investor’s interest (client demand) about ESG disclosure and risk management
but also regulatory change towards the encouragement of ESG best practices.40 41

Brazilian pension funds, especially the closed pension funds, are increasingly
aware of ESG risks and integration. According to SITAWI’s research (2016) 94%

33 In 2015, Brazil had 207,8 million inhabitants and in 2016 Brazil’s unemployment rose to 10,9%, from 9%
registered in 2015. See, Chapter 3, section 1.1.

34 See, http://www.abrapp.org.br/Documentos%20Pblicos/The%20Brazilian%20Pension%20System.pdf.
35 See, http://www.abrapp.org.br/Documentos%20Pblicos/The%20Brazilian%20Pension%20System.pdf.
36 See, http://www.previdencia.gov.br/arquivos/flash/3_090416-152304-068.swf.
37 See, http://www.mercer.com/our-thinking/mercer-melbourne-global-pension-index.html.
38 See, http://www.mercer.com/content/dam/mercer/attachments/global/Retirement/gl-2016-mmgpi-impact-ageing-

populations-full-report.pdf pp. 7.
39 See, http://www.sitawi.net/wp-content/uploads/2016/08/ESG-Brazil.pdf pp. 2.
40 See, http://www.sitawi.net/wp-content/uploads/2016/08/ESG-Brazil.pdf pp. 2.
41 52% of pension funds in Brazil considered ESG information disclosure by their fund manager, on how companies

in their funds deal with ESG issues such as climate change, to be very helpful. See, “Greening Institutional
Investment”, 2015, pp. 12. Available at: https://www.google.nl/url?sa=t&rct=j&q=&esrc=s&source=
web&cd=10&cad=rja&uact=8&ved=0ahUKEwio8_KmgL_QAhWrI8AKHXf-AMUQFghqMAk&url=https%3A
%2F%2Fwww.unpri.org%2Fdownload_report%2F22444&usg=AFQjCNE33ULvAUu3rl242ooRLfRlW7Tc
MA&bvm=bv.139782543,d.ZGg.
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of the top 50 pension funds (by net asset value) mention ESG in investment
policies, an increase from 67% in 2014.42 Similarly to Sweden, the Netherlands
and to the US, as there is no globally accepted guidance for ESG integration and
implementation in investment processes, Brazilian pension funds are also learning
by doing. The PRI highlights the potential role of key organizations in the Brazilian
financial markets have in promoting ESG best practices. Organizations such as, the
Brazilian Association for Closed Supplementary Social Security Entities (in
Portuguese, “Associação Brasileira das Entidades Fechadas de Previdência Com-
plementar” – ABRAPP) and the Brazilian Financial and Capital Markets Associa-
tion (ANBIMA), and also industry associations.43

a) Regulatory framework

The Brazilian pension system is based on a three-pillar pension model. Since the
nineties it has been subject to reforms to restructure an “overgenerous” pension
system created after the end of the military rule in 1988.44 45 The first pillar
consists of a pay-as-you-go social security system.46 This system is called the
General Social Security Regime. It is a public and mandatory system which
provides for defined benefit pensions for private sector employed workers, self-
employed professionals and elected civil servants.47 It is financed by the payroll
taxes, which are shared by the employer and the employee, revenues from sales
taxes and federal transfers.48 The second pillar consists of voluntary Pension
Regimes for Government Workers for public-sector employees. These are generally
financed on a pay-as-you-go basis by the employees’ contribution through the
payment of a percentage of their salary.49 The third pillar consists of the voluntary
Complementary Pension regime, also called private pension regime. It comprises
voluntary occupational corporate and individual pension plans, which may be
offered by employers (single or multi-employer basis), insurance companies,
pension funds, labor unions and class associations. It has the objective of
generating additional income to the beneficiary in the future.50 51 52 Closed
pension funds in Brazil are non-profit organizations set with the single purpose
of financing retirement pension and related death and disability benefits.53

42 See, Responsible Investment in Brazil 2016: ESG incorporation by pension funds., Sitawi (May 2016) cited by
PRI at http://www.fiduciaryduty21.org/uploads/8/0/3/0/80301594/brazil_engagement_draft_final.pdf.

43 See, http://www.fiduciaryduty21.org/uploads/8/0/3/0/80301594/brazil_engagement_draft_final.pdf pp. 6, 7.
44 See, http://www.abrapp.org.br/Documentos%20Pblicos/The%20Brazilian%20Pension%20System.pdf.
45 See, http://www.pensionfundsonline.co.uk/content/country-profiles/brazil/123.
46 In Portuguese, Regime Geral de Previdência Social (RGPS).
47 See, http://www.abrapp.org.br/Documentos%20Pblicos/The%20Brazilian%20Pension%20System.pdf.
48 See, http://www.pensionfundsonline.co.uk/content/country-profiles/brazil/123.
49 See, http://www.abrapp.org.br/Documentos%20Pblicos/The%20Brazilian%20Pension%20System.pdf.
50 See, See, http://www.mercer.com/content/dam/mercer/attachments/global/Retirement/gl-2016-mmgpi-impact-

ageing-populations-full-report.pdf pp. 36.
51 See also, http://www.previ.com.br/quemsomos/balanco_social2009/eng/previ_and_the_complement-10.htm.
52 See, http://www.abrapp.org.br/Documentos%20Pblicos/The%20Brazilian%20Pension%20System.pdf.
53 See, http://www.oecd.org/finance/private-pensions/43920149.pdf pp. 2.
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The occupational pension system is offered by two types of institutions, (1) the
open pension funds (in Portuguese, Entidade Aberta de Previdência Complemen-
tar); and (2) the closed pension funds (in Portuguese, Entidade Fechada de
Previdência Complementar).54 The open pension funds resemble the private
pension plans of the third pillar in other countries, as in the Netherlands, which
is open to all individuals. In Brazil, these are supervised by the Insurance
Supervisory Authority (Superintendencia de Seguros Privados), which is a semi-
autonomous body subordinated to the Ministry of Finance.55 The closed pension
funds are similar to the foundations in the Netherlands (see below in section 4.3),
and they are supervised by the Complementary Pensions Secretariat (Secretaria da
Previdência Complementar, SPC) part of the Ministry of Social Security.56 Closed
pension funds, like the PREVI, are restricted to certain professional groups that are
part of companies, union labors or class entities. The pension regulator for the
occupational pension in Brazil is the National Superintendence of Complementary
Social Security (or PREVIC). The PREVIC was created in 2009, it is an
autonomous organization and it is financed by fees paid by the pension funds
based on their assets under management.57 58

The supervision, regulation and policy development of pension funds in Brazil is
under the responsibility of different entities. The supervision of pension funds in
Brazil is of the responsibility of the National Superintendence of Private Pension
Funds (“PREVIC”) established in 2009 and subordinated to the Ministry of Social
Security.59 The PREVIC supervises, among others, the governance, disclosure,
investments and fees of closed pension funds.60 The PREVIC is a semi-autono-
mous agency and administered by a board. The regulation of the Brazilian pension
system is part of the responsibilities of the National Board of Complementary
Pensions whereas policy development is part of the responsibilities of the
Secretariat of Complementary Pensions Policies.61 As for the investment regula-
tion, Resolution n. 3.792/2009 of pension funds, was passed by the Brazilian
Monetary Council (Conselho Monetario Nacional – “CMN”) in 2009, requiring
closed pension funds to use due diligence, comply with the law and adopt high
ethical standards in investment process and decision-making.62 63 Article 16,
chapter V (investment policy), paragraph 3, section VIII of the Resolution requires
closed pension funds to inform through their investment policy whether they

54 See, http://www.oecd.org/finance/private-pensions/43920149.pdf pp. 2.
55 See, http://www.oecd.org/finance/private-pensions/43920149.pdf pp. 2.
56 See, http://www.oecd.org/finance/private-pensions/43920149.pdf pp. 2.
57 See, http://www.pensiondevelopment.org/49/brazil.htm.
58 See also, http://www.pensionfundsonline.co.uk/content/country-profiles/brazil/123.
59 See, http://www.abrapp.org.br/Documentos%20Pblicos/The%20Brazilian%20Pension%20System.pdf.
60 See, http://www.uniabrapp.org.br/eng/uni_sistema.htm.
61 The Superintendence of Private Insurance (Susep), linked to the Ministry of Finance, is responsible for the

supervision of open private pension entities. See, http://www.uniabrapp.org.br/eng/uni_sistema.htm.
62 The text of the Resolution is available in Portuguese at: http://www.bcb.gov.br/pre/normativos/res/2009/pdf/

res_3792_v3_P.pdf.
63 See, http://www.fiduciaryduty21.org/uploads/8/0/3/0/80301594/brazil_engagement_draft_final.pdf pp. 4.
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integrate environmental and social risks in their investment practices.64 The
PREVIC, as part of its supervisory duties requires pension funds to include in
their annual reports if they comply with Article 16 of the Resolution.65

Resolution n. 3.792/2009 has been criticized (PRI, Fiduciary Duty in the 21st
Century, 2015) given the recent developments of political uncertainty and in-
stability caused by the impeachment crisis.66 The PREVIC has started to review
Resolution 3.792.67 This revision has been carried out by the PREVIC in
consultation with the Ministry of Finance, the ABRAPP and other relevant entities
in the Brazilian financial markets.68 The objectives of the new Resolution include,
a new model more adequate to the integration of ESG risks in the pension funds
investment policies, similar to the Brazilian Central Bank’s Resolution No.43275
requiring financial institutions to adopt a Social-Environmental-Responsibility
Policy since 2014 (see Chapter 3). The PREVIC was expected to pick up the
revision works in the second quarter of 2017 but no updates have been made
public. In May 2017, the PREVIC has published Instruction nr. 5, 29/05/2017,
creating a new pension fund category, the “Systemically Important Entity” (in
Portuguese, Entidades Sistemicamente Importantes - ESI), differentiating pension
funds according to their size and relevance for the pension system.69 70 In May
2017, the PREVIC categorized 17 pension funds as Systemically Important
Entities. In an effort to strengthen the Brazilian pension system, these Systemically
Important Entities will therefore, be subject to higher scrutiny on monitoring,
governance, reporting and to a permanent supervision of their activity.71

Other relevant regulation pertaining pension funds in Brazil include, the Comple-
mentary Pension Law No. 108/2001 (“LC 108/2001”) covering pension funds’
governance structure and the Complementary Pension Law No. 109/2001 (“LC
109/2001”) together with the Complementary Pension Law (“Conselho de Gestão
de Previdência Complementar” - CGPC) CGPC Resolution 28/2009 covering the

64 See, http://irlatam.com/wp-content/uploads/2016/docs/IRLATAM-presentaciones-2016/SITAWI-RI-Brazil-2016-
EN-2016-09-12.pdf.

65 See, http://www.fiduciaryduty21.org/uploads/8/0/3/0/80301594/brazil_engagement_draft_final.pdf pp. 4. See
also, in Portuguese, http://diario.abrapp.org.br/Paginas/Detalhes.aspx?nId=39634.

66 See, http://www.fiduciaryduty21.org/uploads/8/0/3/0/80301594/brazil_engagement_draft_final.pdf pp. 2.
67 See, in Portuguese, http://diario.abrapp.org.br/Paginas/Detalhes.aspx?nId=39634.
68 See, in Portuguese, http://diario.abrapp.org.br/Paginas/Detalhes.aspx?nId=39634.
69 See, in English, pp. 20, https://www.editoraroncarati.com.br/v2/phocadownload/SBA_newsletter_may_2017.pdf

and in Portuguese, http://www.fcopel.org.br/noticias/2017/6/13/previc-classifica-fundos-de-pensao-em-entidade-
sistematicamente-importante-esi.

70 The text of PREVIC’s Instruction No. 005, of the 29th of May of 2017 is available at https://www.editoraroncarati.
com.br/v2/phocadownload/SBA_newsletter_may_2017.pdf.
“3) PREVIC INSTRUCTION No. 005, OF 05/29/2017.
Provides for the framework of closed private pension entities as Systemically Important Entities (ESI) and
provides other measures. This Instruction establishes criteria for the framework of Closed Supplementary Social
Security Entities (EFPC) operating as Systemically Important Entities (ESI), for purposes of prudential super-
vision and regulatory proportionality. The classification criteria consider the size and relevance of the EFPC for
the system from indicators of the volume of mathematical provision and classification as entities of public
servants, created based on article 40, §§ 14 and 15 of the Federal Constitution. The list of ESI can be found in
PREVIC Administrative Rule No. 580, of 5/29/2017.”

71 See, http://www.pensiondevelopment.org/49/brazil.htm.
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accounting aspects. These complementary laws aligned Brazilian pension system to
international pension systems.72

Brazilian pension funds do not follow the prudent person rule; they are required to
follow the investment quantitative limitations set by the Brazilian Monetary
Council (CMN) Resolution No. 3.792/2009 (Articles 35 to 40, Chapter VII,
Section I).73 74 E.g. 100% for fixed income, 20% structured investments and
70% listed companies. Brazil has, however, been moving from a strict quantitative
limitations to the prudent person rule.75

In Brazil, fiduciaries have to comply with their duties under Article 4 (I, II, III and IV)
of the Brazilian Monetary Council (CMN) Resolution No. 3,792/2009. This article 4
establishes that pension funds’ managers, in their administration duties, shall observe
the principles of transparency, among others, carry out their activities in good faith,
with loyalty and diligence, follow high ethical standards and adopt practices that
ensure the compliance with their fiduciary duty towards the beneficiaries.76

b) “Banco do Brasil” Employees’ Pension Fund (PREVI)

The Brazilian National Bank Employees Pension Fund (PREVI) is a non-profit
closed pension fund entity, based in the city of Rio de Janeiro, in Brazil.77 The
PREVI is the largest pension fund in Latin America with USD$ 62,7 of investments
or assets under management in 2014 and USD $55,6 as of 2015.78 In 2016 was
ranked, by SITAWI, Finance For Good,79 in the first position as the top pension
fund in Brazil and reported to have USD 48.71 billion (R$ 166.593.634.000) of
assets under management.80 The PREVI is a pioneer investor integrating ESG risks
into their investment processes. The PREVI’s commitment to responsible invest-
ment has not been yet influenced by its members’ demand. The communication

72 See, http://www.previ.com.br/quemsomos/balanco_social2009/eng/previ_and_the_complement-10.htm.
73 See, in Portuguese, http://www.bcb.gov.br/pre/normativos/res/2009/pdf/res_3792_v3_P.pdf.
74 For the summary of the Brazilian asset allocation limits, under CMN Resolution 3,792/2009, see, http://irlatam.

com/wp-content/uploads/2016/docs/IRLATAM-presentaciones-2016/SITAWI-RI-Brazil-2016-EN-2016-09-12.
pdf annex 6, pp. 32.

75 Russell Galer, “Prudent person rule standard for the investment of pension fund assets‟ (OECD, Financial Affairs
Division of the Directorate of Financial, Fiscal and Corporate Affairs Global Forum) pp. 2 http://www.oecd.org/
finance/private-pensions/2763540.pdf.

76 See, in Portuguese, http://www.bcb.gov.br/pre/normativos/res/2009/pdf/res_3792_v3_P.pdf
Art. 4º Na aplicação dos recursos dos planos, os administradores da EFPC devem:
I - observar os princípios de segurança, rentabilidade, solvência, liquidez e transparência;
II - exercer suas atividades com boa fé, lealdade e diligência;
III - zelar por elevados padrões éticos; e
IV - adotar práticas que garantam o cumprimento do seu dever fiduciário em relação aos participantes dos
planos de benefícios.

77 See, http://www.previ.com.br/quemsomos/balanco_social2009/eng/institutional_profile-09.htm.
78 See, http://www.oecd.org/daf/fin/private-pensions/2015-Large-Pension-Funds-Survey.pdf (table 1 on pp. 8).
79 Finance For Good is a non-profit founded in 2008, managed by entrepreneurs with background in business, finance

and sustainability, acquired in management consulting firms (McKinsey, Accenture), banks (BankBoston, ABN
AMRO), NGOs (Ashoka, Friends of the Earth) and international MBAs (HBS, IE). See, http://irlatam.com/wp-
content/uploads/2016/docs/IRLATAM-presentaciones-2016/SITAWI-RI-Brazil-2016-EN-2016-09-12.pdf pp. 2.

80 See, http://irlatam.com/wp-content/uploads/2016/docs/IRLATAM-presentaciones-2016/SITAWI-RI-Brazil-2016-
EN-2016-09-12.pdf.
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department conducted research to ascertain whether ESG was considered relevant
to its members. Although the result was positive, as members recognized the
importance of these themes they did not make any related demands.81 Part of
PREVI’s strategy as a responsible investor and showing the commitment of the
pension fund to responsible investment, it has developed a Social and Environ-
mental Responsibility Policy and a Code of Corporate Governance Practices
(Yamahaki & Gaban, 2015).82 This two responsible investment tools help PREVI
to incorporate ESG risks in its investment policy, to select sustainable investee
companies, fosters ESG practices within the investee companies and promotes
responsible investment to its peers.

The PREVI is the most sophisticated Brazilian (and Latin American) pension fund
in terms of ESG practices and responsible investment.83 It incorporates ESG risks
across different asset classes and participates in numerous national and interna-
tional sustainability and responsible investment initiatives. As an example, PREVI
is a signatory of the PRI84 part of the PRI board, is very active the engaging with its
Brazilian peers and frequently participates in debates, conferences and other circles
on responsible investment and sustainability reporting.

c) Relevant organizations for promoting sustainability and responsible invest-
ment reporting in Brazil

Besides the relevant work of the Ethos Institute,85 Global Reporting Initiative, UN-
supported Principles for Responsible Investment, UN Global Compact and the
Stock Exchange B3, former BM&F BOVESPA, in Brazil, which have greatly
driven awareness of responsible investment and ESG best practices along the
Brazilian responsible investment chain, there are three other organizations who
have contributed to scale-up ESG best practices amongst investors. 1) The
PREVIC, the pension funds’ supervisory authority, which have encouraged re-
sponsible investment through guidelines such as, the Guides for Best Practices in
Pension Funds; 2) The ABRAPP, the Brazilian Association of Pension Funds which
have also published relevant engaging principles such as, the Basic Principles of
Social Responsibility. Another initiative of the ABRAPP is the Social Report
(“Relatório Social”), which was developed in collaboration with the Brazilian
Union of Pension Funds (SINAPP). The Social Report was published for the first
time 2007, and the latest report was published in 2010.86 It was published

81 Information retrieved from an interview conducted on the 28 November of 2012, in São Paulo.
82 Yamahaki, Camila & Gaban, Cinthia S. “Responsible Investment in South America” pp. 89, 90, part of Chapter of

the book “The Routledge Handbook of Responsible Investment”, edited by Tessa Hebb, James P. Hawley,
Andreas G.F. Hoepner, Agnes L. Neher, David Wood, 2016.

83 Other pension funds engaged in ESG best practices in Brazil are Infraprev and Fundação Real Grandeza. See, in
Portuguese, http://diario.abrapp.org.br/Paginas/Detalhes.aspx?nId=39634.

84 See, http://www.pensionfundsonline.co.uk/content/country-profiles/brazil/123.
85 In 2004 the Ethos Institute together with ABRAPP developed 11 Basic Principles for Social Responsibility

launched at the Annual Congress of Brazilian Pension Funds. See, in Portuguese, http://www.abrapp.org.br/
Documentos%20Pblicos/Responsabilidade_Social.pdf.

86 See, in Portuguese, http://www.abrapp.org.br/SitePages/RelatorioSocial2013.aspx.
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representing the common interest of pension funds and to aid pension funds to
integrate ESG risks in their investment processes. In 2014 ABRAPP published the
Guide for Writing Sustainability Reports directed at the closed pension funds in
Brazil.87 In this guide the ABRAPP recommends the GRI reporting guidelines, as a
benchmark, to be used by pension funds and their investee companies in their
sustainability reports.88 And, 3) the Brazilian Financial and Capital Markets
Association (ANBIMA)89 founded in 2009. The ANBIMA published the first
sustainability report in 2016, in this report the ANBIMA addresses ESG risks in
the investment processes by asset managers.90 This report is a landmark in the
Brazilian responsible investment arena. It recognizes the growing ESG risk
awareness among pension funds and the responsible investment chain in Brazil,
different maturity levels of implementation, a significant number of pension funds
not yet engaged, a trend of continuous growth of ESG risk integration in the
pension funds investment strategies, the direct link between ESG interest from ESG
asset managers and consultants and the investors, the similarity of the development
of ESG integration among Brazilian pension funds to others, internationally, the
relevance of international commitments such as the COP 21 to drive responsible
investment, also in Brazil.91

4 Pension funds in the EU: the regulatory opening for
sustainability reporting

4.1 The Directive on the activities and supervision of institutions for
occupational retirement provision (IORP Directive) and the EU
Action Plan on Sustainable Finance (2018)

Occupational pension funds in Europe operate under the EU pension regulation.
Since 2003 the Occupational pension funds Directive (Directive 2003/41/EC)92

applies to all European Institutions for Occupational Retirement Provision93

(IORPs). This Directive, known as the IORP Directive, regulates the IORPs’
activities and supervision with the main objective to “ensure a high level of

87 See, in Portuguese, http://www.abrapp.org.br/Documentos%20Pblicos/rel2014.pdf.
88 See, in Portuguese, http://www.abrapp.org.br/Documentos%20Pblicos/Cartilha_GRI.pdf pp. 3.
89 The ANBIMAwas created by the merger of ANBID - National Association of Investment Banks and ANDIMA -

National Association of Financial Market Institutions, the two most important representatives of financial and
capital markets players in Brazil. See, http://www.bestbrazil.org.br/media/ANBIMA.pdf pp. 2.

90 See, in Portuguese, http://portal.anbima.com.br/informacoes-tecnicas/estudos/Sustentabilidade/Documents/_anbima_
relatoriosustentabilidade_final.pdf.

91 See, in Portuguese, http://portal.anbima.com.br/informacoes-tecnicas/estudos/Sustentabilidade/Documents/_
anbima_relatoriosustentabilidade_final.pdf pp. 3.

92 Directive 2003/41/EC of the European Parliament and of the Council of 3 June 2003 on the activities and
supervision of institutions for occupational retirement provision (IORPs).

93 The IORP Directive defines Institutions for Occupational Retirement Provision as “financial institutions that
manage collective retirement schemes for employers to provide retirement benefits to their employees (i.e.
pension scheme members and beneficiaries).” See, http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=
URISERV%3Al24038b and, http://ec.europa.eu/finance/pensions/docs/iorp/memo-14-239_en.pdf answer to
question nr. 1.

Chapter 6 279



protection for future pensioners (members and beneficiaries of pension funds)
while guaranteeing efficient investment”.94 The significant changes in the financial
markets that took place since 2003, among which, the 2008 financial crisis and
continued growth of an ageing population in Europe, triggered a call for long-term
investment in Europe.95 Pension funds, given their privileged position in capital
markets, deep-rooted in their capacity of long-term investors allied to the fact that
they are part of the group of largest European institutional investors, marked them
as key players in the path for responsible investment.96

The above-mentioned reasons were in the base of the EU’s initiative to revise the
IORP Directive. On the 30th of June of 2016, the European Parliament, the Council
and the Commission have agreed on a proposal (based on the European Commis-
sion’s proposal of 2014)97 for revising the 2003 IORP Directive on occupational
pension funds, known as the IORP II Directive.98 The IORP II Directive aims at
improving pension funds’ governance, the clarity of the information provided to
members and beneficiaries and it will support responsible investment.99 After
formal approval of the European Parliament, Member States will have 2 years to
transpose the Directive into their national legislation. Consequently, European
pension funds will be required to integrate ESG risks in their investment decisions
and report the way they are doing it in their three-yearly statement of investment
policy principles. These key improvement objectives of the IORP II will contribute
to strengthening the role pension funds can play in the European financial
market.100

The Directive (EU) 2016/2341 of the European Parliament and of the Council of
the 14th of December of 2016 on the activities and supervision of institutions for
occupational retirement provision (IORPs), was formally published in the Official
Journal of the EU on the 23rd of December of 2016. The Directive, often referred to
as the IORP II Directive, entered into force on the 13th of January of 2017 and
applicable from the 13th of January of 2019 when the member states have
transposed the directive into domestic legislation.101 The Directive applies to the
European occupational pensions market, which has over € 2.5 trillion of assets
under management on behalf of around 75 million Europeans.102 Currently the
Netherlands holds 30,7% of IORPs and the UK holds 55,9% of the occupational

94 See, http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=URISERV%3Al24038b.
95 See, http://ec.europa.eu/finance/pensions/docs/iorp/memo-14-239_en.pdf answer to question nr. 2.
96 See, http://ec.europa.eu/finance/pensions/docs/iorp/memo-14-239_en.pdf answer to question nr. 2.
97 On 27 March 2014 the European Commission put forward a legal proposal for revision of the IORP Directive

(2014/0091 (COD)). See, https://www.ecb.europa.eu/pub/pdf/scpops/ecbop154.pdf?402378bdd94da2a82-
b4113a9b4eb8bd7 pp. 7.

98 See, http://europa.eu/rapid/press-release_IP-16-2364_en.htm.
99 The provisory text of the Directive IORP II is available at: http://data.consilium.europa.eu/doc/document/

ST-10557-2016-ADD-1/en/pdf.
100 See, http://ec.europa.eu/finance/pensions/docs/iorp/memo-14-239_en.pdf answer to question nr. 3.
101 The full text of the Directive (EU) 2016/2341 of the European Parliament and of the Council of 14 December

2016 on the activities and supervision of institutions for occupational retirement provision (IORPs) is available at:
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32016L2341.

102 See, http://www.europarl.europa.eu/RegData/etudes/BRIE/2017/595899/EPRS_BRI(2017)595899_EN.pdf.
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pensions market in Europe.103 These imminent developments mark a crucial
change in the European financial markets, where responsible investment is
recognized as essential to respond to clients’ demands and to secure the payment
of pensions in the long-term. This regulatory change sets a new direction, one that
positions pension funds in the center for achieving sustainable financial growth,
respecting the environment, society and the financial markets. The reporting
requirement of the IORP II will have direct influence on how investee companies
will manage ESG risks and also how they will report this information to pension
funds and other stakeholders.

Following the international commitments on climate (COP 21) and the sustainable
development goals (UN 2030 Agenda for Sustainable Development) in 2015, in
March 2018 the EC developed an Action Plan on Sustainable Finance, the EU
Action Plan to achieve these goals and commitments.104 The EU Action Plan
builds upon the report of the High-Level Expert Group (HLEG) (from January
2018) on sustainable finance created at the end of 2016, and sets a road map with
the EU’s strategy to pursue a financial system that supports the EU’s climate and
sustainable development agenda. It provides a regulatory framework to support and
promote sustainable investment in the EU in line with the climate change
commitments.105 The EU Action Plan has 3 main objectives, i) reorient capital
flows towards sustainable investment, in order to achieve sustainable and inclusive
growth; ii) manage financial risks stemming from climate change, environmental
degradation and social issues, and iii) foster transparency and long-termism in
financial and economic activity.106

The upcoming key actions of the EU Action Plan, were developed by the EU’s
Technical Expert Group on sustainable finance (TEG) formed in July 2018 by
request of the European Commission. To develop a codified sustainable finance
market, the Technical Expert Group on sustainable finance (TEG) advises on the
following key actions: to establish a common language for sustainable finance, an
EU sustainability taxonomy, providing a classification system of climate, envir-
onmentally and socially-sustainable activities; to create an EU Ecolabel for green
financial products and standards; given the fact that the duties of care, loyalty and
prudence laid down in various EU Directives, such as IORP II, are not always clear
on how institutional investors and asset managers should consider ESG risks in the
investment decision process, the EU aims at clarifying the ESG duties of institu-
tional investors and asset managers, foster transparency and long-termism in the
investment decision process; develop an EU green bond standard and to strengthen
sustainability reporting and improve accounting rule-making.107 These key actions

103 See, http://www.europarl.europa.eu/RegData/etudes/BRIE/2017/595899/EPRS_BRI(2017)595899_EN.pdf refer-
ring to the EIOPA’s Financial Stability Report May 2015, pp. 40, see also, https://eiopa.europa.eu/Publications/
Reports/Financial_Stability_Report_May_2015.pdf.

104 See, http://europa.eu/rapid/press-release_IP-18-1404_en.htm?locale=en.
105 See, https://www.whitecase.com/publications/alert/eu-sustainable-finance-regulation.
106 See, https://ec.europa.eu/info/publications/180308-action-plan-sustainable-growth_en.
107 See, https://europa.eu/rapid/press-release_MEMO-18-1424_en.htm?locale=en.
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of the EU Action Plan are expected contribute to mainstreaming responsible
investment and responsible investement reporting and minimizing misperceptions
in e.g. language, definitions and responsible investement product and project’
classifications. More importantly these developments indicate the growing interest
and understanding of the benefits of integrating non-financial information with
financial information. Moreover, it may suggest that integrated reporting EU policy
and regulation may be a step closer afterall.

Although the EU regulation contributes to the harmonization of pensions’ regula-
tion among the member states, given the differences in their national legal and
cultural practices the European pension funds differ largely.108

a) Prudent Person Rule

The Prudent Person Rule is also relevant for sustainability and responsible
investment reporting. This relevance is showed below in the partial translation of
article 19 of the IORP II Directive. Generally in Europe all member states follow
the Prudent Person Rule, as required by the IORP Directive, and more recently
required by the IORP II Directive. This rule can be defined as follows:

“A fiduciary must discharge his or her duties with the care, skill, prudence and diligence
that a prudent person acting in a like capacity would use in the conduct of an enterprise
of like character and aims.”109

This definition includes three duties, the duty to act prudently and diligently, the
duty of loyalty to the members and to the pension fund, and the principle of
diversification, which requires a diversified portfolio and that unnecessary risk to
be avoided.110

The relevance of looking at whether a country follows the prudent person rule or
not lays in the importance of determining who is responsible for setting limits to the
pension funds investment activities, if the pension fund or the Government.
Research and practice has recognized the relevance of this debate for the long-
term investment performance of pension funds.111

The prudent person rule is part of the IORP II Directive, in article 19, as partially
translated below. Article 19 b) shows that prudent person rule is relevant for
sustainability and responsible investment reporting (e.g. environmental, social and
governance risks).

108 See, https://www.ecb.europa.eu/pub/pdf/scpops/ecbop154.pdf?402378bdd94da2a82b4113a9b4eb8bd7 pp. 9.
109 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 3.
110 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 28.
111 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 2.

282 Chapter 6



Article 19

Investment rules
1. Member States shall require IORPs registered or authorised in their territories to
invest in accordance with the ‘prudent person’ rule and in particular in accordance with
the following rules:

(…)

(b) within the prudent person rule, Member States shall allow IORPs to take into
account the potential long-term impact of investment decisions on environmental, social,
and governance factors;

(…)

According to the OECD, prudent investing by institutional investors “gives
appropriate consideration to any factor which may materially affect the sustainable
long-term performance of its assets, including factors of an environmental, social,
and governance character.”112

In the countries part of this research, both Sweden and the Netherlands follow the
IORP II directive. In Sweden the prudent person rule is part of SOU 2004:101 and
in the Netherlands is part of article 135 of the Pension Act (PW).113 114

b) Fiduciary Duty

In Europe, with the exception of common law jurisdictions such as the UK, there is
no official definition of fiduciary duty, and it is seldom explicitly referred to. As a
reaction to the financial crisis in 2008, only the Markets in Financial Instruments
(MiFID 2) Directive (Directive 2014/65/EU), with a strong focus on strengthening
the protection of investors, indirectly, article 24 of MiFID 2 requires institutional
investors to “act honestly, fairly and professionally in accordance with the best
interests of its clients”.115 116

Generally in Europe, all jurisdictions impose fiduciary and prudential responsi-
bilities, however, these may vary. The member-states have pension investment
regulations (e.g. IORP Directive), which provisions limit the risk taking of the
pension funds.117 Fiduciary duties remain largely unregulated in the EU, the IORP

112 See, http://www.oecd.org/daf/fin/private-pensions/G20-OECD-LTI-Principles-Effective-Approaches-Report.pdf
pp. 6.

113 See, http://www.svenskforsakring.se/PageFiles/4130/AnnualReport2005.pdf pp. 6.
114 See, http://wetten.overheid.nl/BWBR0020809/geldigheidsdatum_21-05-2015.
115 See, http://ec.europa.eu/environment/enveco/resource_efficiency/pdf/FiduciaryDuties.pdf pp. 27 , 29.
116 As part of the EU Action Plan, the European Securities and Markets Authority ("ESMA") published in July 2019,

a consultation paper setting out proposals requiring the integration of sustainability risks into investment decisions
or advisory processes under MiFID II. See, https://www.esma.europa.eu/sites/default/files/library/cp_on_
compliance_function_guidelines_for_publication.pdf.

117 See, http://www.oecd.org/daf/fin/private-pensions/G20-OECD-LTI-Principles-Effective-Approaches-Report.pdf
pp. 23, 24.
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Directive itself does not explicitly impose a fiduciary duty, and therefore, national
legislations differ on this matter.

Fiduciary duty discussions regarding the potential conflict with responsible
investment have been clarified by the publication Fiduciary Duty in 21st Century
(September 2015). This publication was the result of the work of the UN-supported
PRI, UN Environment Programme – Finance Initiative (UNEP-FI), UN Environ-
ment Programme (UNEP) Inquiry and UN Global Compact. It concluded, “failing
to consider long-term investment value drivers, which include ESG issues, in
investment practice is a failure of fiduciary duty”.118 This report was based on a
legal analysis of policy and investment practice in eight countries: US, Canada,
Germany, UK, Japan, Australia, South Africa and Brazil. At the time it also
concluded that there is a need to clarify investors’ obligations and duties.

In January 2016, following-up on the 2015 report, the UNEP-FI together with the
UN-supported Principles for Responsible Investment and the Generation Founda-
tion announced a three-year project to engage investors to fully support fiduciary
duty and integrate ESG risks in their investment practices. The project’s objectives
are, among others to harmonize the concept and practices of fiduciary duty;
encourage governments and regulatory agencies in the eight jurisdictions covered
in the 2015 report (Australia, Brazil, Canada, Germany, Japan, South Africa, the
UK and US) to clarify the scope of fiduciary duty and to provide guidance on what
ESG risks to report and how; and to develop an international statement on fiduciary
duty and sustainable development.119 This international statement calls on inter-
national and supranational policymakers to clarify investors’ obligations and duties,
in particular, in relation to the integration of ESG issues into investment prac-
tice;120 and calls on national policymakers to ensure that their national policies
align with this clarification of investors’ obligations and duties and to ensure that
these policies are effectively implemented.121

In Sweden, the AP funds have their fiduciary duties stated in the National Pension
Insurance Funds Act, as goals.122 The funds are required by law to act in the sole
interest of their beneficiaries and maximize risk-adjusted returns.123 Please see the
goals of the investment activities, as stated in the Swedish National Pension
Insurance Funds Act translated below.124

118 See, http://www.unepfi.org/publications/investment-publications/fiduciary-duty-in-the-21st-century/.
119 See, https://www.unpri.org/press-releases/fiduciary-duty-in-the-21st-century-announced-a-three-year-programme-

to-integrate-sustainability-into-investors-fiduciary.
120 See, http://www.fiduciaryduty21.org/uploads/8/0/3/0/80301594/pri_fiduciary-duty-21st-century-statement.pdf.
121 See, http://www.fiduciaryduty21.org/investor-statement.html.
122 Ian Hamilton “Fiduciary Duty Obligation and Responsible Investment Models in Swedish National Pension

Funds”, SIRP Working Paper 11-06, 2011. Available at: http://www.sirp.se/web/page.aspx?refid=41 pp. 3, 9, 16.
123 Ian Hamilton “Fiduciary Duty Obligation and Responsible Investment Models in Swedish National Pension

Funds”, SIRP Working Paper 11-06, 2011. Available at: http://www.sirp.se/web/page.aspx?refid=41 pp. 3, 9, 16.
124 See the full text of the Swedish National Pension Insurance Funds Act , in English at: http://www.ap1.se/upload/

reports/The%20National%20Pension%20Insurance%20Funds%20Act.pdf.
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Chapter 4. Management of Funds

Goals of investment activities
Section 1. The First to Fourth AP Funds shall manage fund assets in such a manner so
as to achieve the greatest possible return on the income-based retirement pension
insurance.

The total risk level of the investments made by the Funds must be low. In conjunction
with the selection of risk level, fund assets must be invested in such a manner that high
returns are achieved in the long term.
In their investment activities, the Funds shall possess the necessary preparedness in
order to be able to transfer funds to the Swedish Social Insurance Agency in accordance
with Chapter 2, section 2. (SFS 2004:847).

Differently for the Seventh AP Fund, the fiduciary duties refer to the duty of the
management team to act exclusively in the interest of the beneficiaries (National
Pension Insurance Funds Act, 2000:5).125

In the Netherlands, fiduciary duty is not explicitly mentioned as such in Dutch law,
similarly to current the EU’ requirements. It is however, part of the Pension Act
(article 135), on reporting requirements, which refers that the fiduciary duty of the
pension fund “always takes priority. At all times you [the board] must make every
effort to fulfil your fund’s principal commitment: to take account of pension
liabilities and ensure optimum returns at acceptable risk exposure.”126

Below I look at pension funds in Sweden and in the Netherlands, to provide
examples of how European pension funds are leading responsible investment and
why, and after follows an overview of this topic in the US.

4.2 Pension funds as responsible investors in Sweden127

The Swedish pension system is based on three pillars.128 A guaranteed basic
pension in the first pillar, an income-related pension in the second pillar and a
premium fund in the third pillar. Generally, 18.5% of the income is allocated to the
pension system, from which 16% of the contributions are directly allocated to

125 Ian Hamilton “Fiduciary Duty Obligation and Responsible Investment Models in Swedish National Pension
Funds”, SIRP Working Paper 11-06, 2011. Available at: http://www.sirp.se/web/page.aspx?refid=41 pp. 3, 9, 16.

126 See, http://www.pensioenfederatie.nl/Document/Publicaties/English%20publications/Servicedocument_Responsible_
Investment.pdf pp. 2.

127 See, http://www.belsif.be/default.aspx?page_id=715.
128 See, http://www.pensionfundsonline.co.uk/content/country-profiles/sweden/90.
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current pensioners (to the First trough Fourth AP Funds), and 2.5% of the
contributions go to the premium fund (Seventh AP Fund).129 130 131 132

The First through Fourth AP funds, together with the Seventh AP fund are
independent governmental authorities, which manage insurance funds for income-
based retirement pensions (Chapter 1, Section 1, SFS 2000:192).133 The Sixth AP
Fund manages insurance funds for income-based retirement pensions (Chapter 1,
Section 1, SFS 2000:192). The First through Fourth AP Funds together with the Sixth
AP Fund are buffer funds, given their role to “cover the deficit when disbursements
from the pension system exceed contributions to the system”.134 135 136 The Seventh
AP Fund is not a buffer fund, only composed by shares, it operates under different
investment rules.137

The Swedish pension system is independent from the national budget and from the
second pillar occupational pensions, and the contributions are transferred to the
buffer funds, which manage their own finances, and avoids Government interven-
tion by raising contributions or borrow money to fund pensions.138

129 The pension contributions are part of the Pension Act (Ds 2009:53), section 1.4. See, http://www.government.se/
contentassets/3d321fd499da48928de201abe43a558b/the-swedish-pension-agreement-and-pension-reform-ds-
200953 pp. 17.

130 See, SOU, (2008). ‘Swedish Government Official Reports, Ethics, Environment and Pensions’, SOU 2008:107.
Stockholm, pp. 50, available at: http://www.government.se/contentassets/8ee57c72d0184f7ea465166750c46876/
ethics-environment-and-pensions-sou-2008107.

131 See, https://www.justlanded.com/english/Sweden/Sweden-Guide/Jobs/Old-age-pensions-in-Sweden.
132 In the website www.minpension.nu it is possible to get an estimation of the occupational pension together with the

public pension. It is, however, not available to everyone. See, http://www.google.nl/url?sa=t&rct=j&-
q=&esrc=s&source=web&cd=8&cad=rja&uact=8&ved=0ahUKEwj_2K_hltDQAhVVF8AKHWNLCMcQFghY-
MAc&url=http%3A%2F%2Fec.europa.eu%2Fsocial%2FBlobServlet%3FdocId%3D8390%26langId%3Den&us-
g=AFQjCNFOIxTPuA2Bl1SGhKwDxER9bjTl6Q&bvm=bv.139782543,d.bGs pp. 8.

133 In 2014 the Swedish Government had intentions to close one of the buffer funds and to merge the Sixth with the
Second AP Fund, as part of the Government’s ambition to reform the AP Fund system. This reform was mainly
aimed at reducing costs and at strengthening the buffer funds’ responsible ownership. See, Rob Kozlowski,
“Sweden to consolidate AP buffer funds; AP6 to be merged into AP2”, 18 June, 2015, Pensions & Investments.
Available at: http://www.pionline.com/article/20150618/ONLINE/150619833/sweden-to-consolidate-ap-buffer-
funds-ap6-to-be-merged-into-ap2 See also, Jonathan Williams “Sweden to close AP6 buffer fund, consolidate
unlisted assets into AP2”, 18 June, 2015, Pensions & Investments. Available at: https://www.ipe.com/countries/
nordic-region/sweden-to-close-ap6-buffer-fund-consolidate-unlisted-assets-into-ap2/10008576.article However,
the AP Funds reform was cancelled in 2015, although the plan of merging the Sixth with the Second AP Funds
has been put on hold. Among the reasons were, the high costs and the reforms would open the way for political
interference and therefore hinder long-term investing (the latter was a concern raised by Riksbank, the Swedish
central bank, see, Jonathan Williams “AP fund reform must not hinder long-term investing, Riksbank warns”,
26 October Pensions & Investments. Available at: https://www.ipe.com/news/regulation/ap-fund-reform-must-
not-hinder-long-term-investing-riksbank-warns/10010426.article See, Jonathan Williams, “Sweden: AP fund
project runs out of steam”, September 2016. Available at: https://www.ipe.com/reports/special-reports/top-
1000-pension-funds/sweden-ap-fund-project-runs-out-of-steam/10015006.article.

134 See, AP1’s definition of buffer funds at: http://www.ap1.se/en/About-AP1/.
135 See, SOU, (2008). ‘Swedish Government Official Reports, Ethics, Environment and Pensions’, SOU 2008:107.

Stockholm, pp. 51, available at: http://www.government.se/contentassets/8ee57c72d0184f7ea465166750c46876/
ethics-environment-and-pensions-sou-2008107.

136 In 2015, The First AP Fund had 290,2 billion SEK ($34.6 billion) in assets under management, the Second AP
Fund 293.9 billion SEK, the Third AP Fund, 272.6 billion SEK, the Fourth AP Fund, 295 billion SEK and the
Sixth AP Fund, 23.6 SEK. See, http://www.pionline.com/article/20150618/ONLINE/150619833/sweden-to-
consolidate-ap-buffer-funds-ap6-to-be-merged-into-ap2.

137 See, SOU, (2008). ‘Swedish Government Official Reports, Ethics, Environment and Pensions’, SOU 2008:107.
Stockholm, pp. 53, 54 & 55, available at: http://www.government.se/contentassets/8ee57c72d0184-
f7ea465166750c46876/ethics-environment-and-pensions-sou-2008107.

138 See, http://www.pensionfundsonline.co.uk/content/country-profiles/sweden/90.
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One quarter of the social security contributions is made to each of the first through
fourth AP funds, (Second Part, Provisions Regarding the First to Fourth AP Funds,
Chapter 2, Section 1 “Allocation of Assets”, SFS 2000:192), and therefore, each of
these funds pay a quarter of the benefits due from the state pension system (Second
Part, Provisions Regarding the First to Fourth AP Funds, Chapter 2, Section 2
“Pension Payments”, SFS 2000:192, and SFS 2004:847).139 140 The Sixth AP
Fund does not receive contributions and therefore, does not pay benefits.141 The
Sixth AP Fund invests exclusively in private equity.142 According to Chapter 5,
Section 1 of the SFS 2000:192, the Seventh AP fund manages the Premium
Savings Fund and the Premium Choice Fund, for citizens who have not chosen
private fund managers in the Premium Pension Authority system.143 144 In 2014
the AP funds had a total of USD $153,2 of assets under management and in 2015, a
total of USD $151,0.145

Occupational pension schemes, based on collective bargaining agreements, cover
more than 90% of the Swedish workforce.146 147 In Sweden quasi-mandatory
occupational defined benefit agreements are established between trade unions and
employers.148 149

In terms of responsible investment the Swedish pension funds occupy the 5th

position of the MMGPI.150 151The Swedish pension system is classified by the
MMGPI as a B-grade system “A system that has a sound structure, with many good
features, but has some areas for improvement that differentiates it from an A-grade
system.”152

Sweden’s retirement income system was reformed in 1999.153 The main reason was
the financial instability of the supplementary (ATP) system.154 The pension system

139 See the full text of the Swedish National Pension Insurance Funds Act, in English at: http://www.ap1.se/upload/
reports/The%20National%20Pension%20Insurance%20Funds%20Act.pdf.

140 See, http://www.oecd.org/finance/private-pensions/50192210.pdf pp. 10.
141 See the full text of the Swedish National Pension Insurance Funds Act, in English at: http://www.ap1.se/upload/

reports/The%20National%20Pension%20Insurance%20Funds%20Act.pdf.
142 See the full text of the Swedish National Pension Insurance Funds Act, in English at: http://www.ap1.se/upload/

reports/The%20National%20Pension%20Insurance%20Funds%20Act.pdf.
143 See the full text of the Swedish National Pension Insurance Funds Act, in English at: http://www.ap1.se/upload/

reports/The%20National%20Pension%20Insurance%20Funds%20Act.pdf.
144 The premium pensions are regulated in the Income-Based Retirement Pension Act (SFS 1998:674).
145 See, http://www.oecd.org/daf/fin/private-pensions/2015-Large-Pension-Funds-Survey.pdf (table 2 on pp. 9).
146 See, http://www.oecd.org/els/public-pensions/PAG2013-profile-Sweden.pdf pp. 343.
147 See, https://www.findyourpension.eu/en/pension_systems/sweden/.
148 See, https://www.ecb.europa.eu/pub/pdf/scpops/ecbop154.pdf?402378bdd94da2a82b4113a9b4eb8bd7 pp. 9.
149 See, http://library.fes.de/pdf-files/id/12113.pdf.
150 See, http://www.mercer.com/our-thinking/mercer-melbourne-global-pension-index.html.
151 Sweden’s Forum for Sustainable Development defines Socially Responsible Investment as an “investment that in

addition to financial criteria, also takes social, ecological, and ethical factors into investment decision-making
processes.” See, http://www.swesif.org/eng/index.html as cited by http://www.oecd.org/investment/mne/
38550550.pdf.

152 See, http://www.mercer.com/content/dam/mercer/attachments/global/Retirement/gl-2016-mmgpi-impact-ageing-
populations-full-report.pdf pp. 7.

153 See, http://www.telegraph.co.uk/finance/personalfinance/pensions/9902745/The-best-pensions-in-the-world.html.
154 See, http://www.government.se/contentassets/3d321fd499da48928de201abe43a558b/the-swedish-pension-agreement-

and-pension-reform-ds-200953 pp. 27.
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is in transition from a pay-as-you-go system to a funded approach and it changed
from a defined benefit system to a defined contribution system.155 The reform
introduced (for the first time) responsible investment related investment legislation
on its approximately € 65 billion Swedish National Pension Funds (first pillar), the
buffer AP Funds (AP 1, AP 2, AP 3, AP 4 and AP 7) in January 2001.156

The Swedish National Pension Insurance Funds Act (SFS 2000:192) does not refer
to environmental and ethical investment considerations by the AP Funds. This
requirement was included in the preparatory documents that led to the SFS
2000:192, as the Government Bill 1999/2000.157 The Government Bill states
that the AP Funds must “in the long term maximise the return in relation to the
investment risk” and that “the total level of investment risk must be low” and that
“Given their role as managers of public pension funds, the (AP) funds must act in
such a way as to promote public trust. Ethics and environment are to be taken into
consideration in investment activities without deviating from the overall objective
of a high rate of return”.158 159 160 The AP funds are therefore, required by law to
integrate ESG risks without compromising the achievement of high returns to the
beneficiaries.161 However, no further guidance on how to do it is given, leaving the
AP funds with freedom to implement the new policies differently.162 The Swedish
Government gave the AP funds similar investment rules to foster competition
between them, expecting higher competition to deliver higher returns.163

The AP funds responsible investment’ compliance and engagement is closely
evaluated by the Government and by the Ethical Council. The Ethical Council has
the responsibility of advising the first four AP funds.164 Since 2007, the First
through Fourth AP Funds coordinate their ESG approach through their jointly

155 See, http://www.telegraph.co.uk/finance/personalfinance/pensions/9902745/The-best-pensions-in-the-world.html,
http://www.government.se/contentassets/3d321fd499da48928de201abe43a558b/the-swedish-pension-agreement-
and-pension-reform-ds-200953 and http://www.eurosif.org/wp-content/uploads/2014/06/eurosif_pension_
toolkit_2004_2005.pdf.

156 See, http://www.government.se/contentassets/3d321fd499da48928de201abe43a558b/the-swedish-pension-agreement-
and-pension-reform-ds-200953.

157 Government Bill 1999/2000 The AP Funds in the Reformed Pension System, FiU 1999/2000:19. See, “SOU,
(2008). ‘Swedish Government Official Reports, Ethics, Environment and Pensions’, SOU 2008:107. Stockholm.
Pp. 57, available at: http://www.government.se/contentassets/8ee57c72d0184f7ea465166750c46876/ethics-
environment-and-pensions-sou-2008107.

158 Government Bill 1999/2000 The AP Funds in the Reformed Pension System, FiU 1999/2000:19. See, “SOU,
(2008). ‘Swedish Government Official Reports, Ethics, Environment and Pensions’, SOU 2008:107. Stockholm.
Pp. 57, available at: http://www.government.se/contentassets/8ee57c72d0184f7ea465166750c46876/ethics-
environment-and-pensions-sou-2008107.

159 See, http://www.government.se/contentassets/3d321fd499da48928de201abe43a558b/the-swedish-pension-agreement-
and-pension-reform-ds-200953.

160 See, AP3’ investment rules at: http://www.ap3.se/en/forvaltning/placeringsregler/.
161 SOU, (2008). ‘Swedish Government Official Reports, Ethics, Environment and Pensions’, SOU 2008:107.

Stockholm., pp. 58, available at: http://www.government.se/contentassets/8ee57c72d0184f7ea465166750c46876/
ethics-environment-and-pensions-sou-2008107.

162 The AP Funds have given the freedom to adopt the Responsible Investment policies, developed different
strategies to meet the legal objectives. For example the AP1 has implemented a norms-based approach; The AP2
is more active on corporate governance and uses a best-in-class approach on € 76 million of its assets; the AP3 is
very active on its engagement strategy and the AP4 also uses a corporate governance approach. See, http://www.
belsif.be/default.aspx?page_id=715.

163 See, http://www.diva-portal.org/smash/get/diva2:756700/FULLTEXT01.pdf pp.23.
164 See, http://etikradet.se/?lang=en.
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formed Ethical Council. The AP Funds are represented at the Ethical Council by an
appointed member each.165 The Ethical Council engages directly with investee
companies on ESG risk integration and disclosure. Each fund appoints one ordinary
member to the Ethical Council. This structure of the funds coordination with the
Ethical Council allows for greater scope for influence, they become a more
attractive investment partner and cost efficiency.166

The AP Funds and the Ethical Council are signatories of the UN-supported PRI and
actively cooperate international with organizations such as the CDP, the Institu-
tional Investors Group on Climate Change and the International Council on Mining
and Metals.167

a) Regulatory framework

Swedish pension funds are subject to the European requirements of the IORP
Directive (2003/41/EC), and more recently of the IORP II Directive (2016/2341)
which was not yet transposed into Swedish national law. The transposition of the
IORP II Directive expected in early 2019 was delayed, similarly to other EU
countries.168 Furthermore, as part of the EU, Sweden will be part of any upcoming
regulatory framework to support and promote sustainable investment in the EU, in
line with the EU Action Plan to achieve their climate change commitments.169

The National Pension Insurance Funds Act, 2000 (SFS 2000:192) is the most
important Swedish pension legislation. It states the goal of the income pension
system, from the first through the fourth AP funds and defines the management
objectives of the premium pension system, the Seventh AP Fund.170 The opera-
tions of the Sixth AP Fund is governed under the Sixth AP funds Act (SFS
2000:193).

As the National Insurance Pension Funds Act (SFS 2000:192) best puts it in
Chapter 1, section 2, please see the translation below:

The First to Fourth AP Funds manage assets which, pursuant to section 6 of the Social
Security Fees Allocation Act (SFS 2000:981), section 8 of the State Retirement Pension
Fees Act (SFS 1998:676), and section 6 of the National Pension Fees Act (SFS
1994:1744) are to be allocated to the First to Fourth AP Funds.

165 See, http://etikradet.se/om-etikradet/?lang=en.
166 See, http://etikradet.se/om-etikradet/?lang=en.
167 See, http://etikradet.se/etikradets-arbete/internationella-samarbeten-och-initiativ/?lang=en.
168 See, https://www.ipe.com/news/regulation/swedish-pensions-lobby-says-new-iorp-ii-rules-too-close-to-solvency-

ii/www.ipe.com/news/regulation/swedish-pensions-lobby-says-new-iorp-ii-rules-too-close-to-solvency-ii/
10033255.fullarticle.

169 See, https://www.whitecase.com/publications/alert/eu-sustainable-finance-regulation.
170 The National Pension Insurance Funds (AP Funds) Act (SFS 2000:192) is available at: http://www.ap1.se/upload/

reports/The%20National%20Pension%20Insurance%20Funds%20Act.pdf.
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The Seventh AP Fund manages assets which, pursuant to Chapter 8, section 2, first
paragraph, sub-section 2 of the Retirement Pension (Income-Based) Act (SFS 1998:674)
are to be allocated to the Premium Savings Fund or Premium Choice Fund. (SFS
2000:998).

The Swedish Pension Agreement and Pension Reform (Ds 2009:53) provides the
content and scope of the pension agreement, the causes and principles of the reform
and how the pension system works.171

The supervision of public pensions is the responsibility of the Social Insurance
Agency.172 The Swedish Financial Supervisory Authority is Sweden’s financial
regulator, responsible for regulating insurance companies, also regulates and
supervises the activities of the pension funds.173

New investment rules are expected in 2019, requiring the AP funds to integrate
“responsible investments and responsible ownership”.174

b) The Fourth Swedish National Pension Fund (AP4)

As mentioned above in section 4.2 (above) the Fourth Swedish National Pension
Fund (AP4) is one of five buffer funds in the Swedish pension system. Together the
AP-funds represent around 14% of the national pension system and act as a buffer
to cover future pension payments.175 176 The AP4, together with the first three AP
funds and in cooperation with the Ethical Council, implements the Swedish legal
requirements of responsible investment without compromising the high returns.177

It has the mission to maximize shareholder value over time, and is active in the
areas of climate change and corporate governance.178 As of June 2016 it has an
estimated SEK 312 billion of assets under management.179 The AP4 is a govern-
mental authority regulated by the Swedish National Pension Funds Act
(2000:192).180 The Investment rules for the first four AP Funds are part of the
National Pension Funds Act (2000:192).181

171 See, an English translation of the Swedish Pension Agreement and Pension Reform (Ds 2009:53), at: http://www.
government.se/contentassets/3d321fd499da48928de201abe43a558b/the-swedish-pension-agreement-and-pension-
reform-ds-200953 pp. 12.

172 See, www.forsakringskassan.se and http://www.oecd.org/finance/private-pensions/42575076.pdf.
173 See, www.fi.se and http://www.oecd.org/finance/private-pensions/42575076.pdf.
174 Sarr, Mamadou-Abou, Kochetygova, Julia, “The Push and Pull of ESG Regulation”, Nothern Trust Asset

Mangement, 2019.
175 See, http://www.ap4.se/en/about-ap4/the-ap-funds—a-part-of-the-pension-system/.
176 According to forecasts by the Swedish Pension Agency, it will be required to take capital from the AP funds over

the next 25 to 30 years to cover pension payments. See, http://www.ap4.se/en/about-ap4/the-ap-funds—a-part-of-
the-pension-system/.

177 See, http://www.ap4.se/en/about-ap4/.
178 See, http://www.ap4.se/en/about-ap4/.
179 See, http://www.diva-portal.org/smash/get/diva2:756700/FULLTEXT01.pdf pp.23.
180 See, http://www.ap4.se/en/about-ap4/mission-and-activities/.
181 See, http://www.ap4.se/en/about-ap4/mission-and-activities/.
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The AP funds in general follow the Swedish constitutional principles and also
follow closely all the international conventions signed by Sweden (e.g. human
rights, anticorruption, environment, weapons.182 They reflect the Swedish basic
cultural principles.183 ESG risk consideration is enshrined in the Swedish culture
and embedded legally. As stated in AP 4 Ownership Policy:

“Democracy, the equality of all people, individual freedom and dignity, and sustainable
development are core values faithful to the letter of the Swedish constitution.”184

‘The fundamental values of the Swedish state are also expressed in the international
conventions that Sweden has signed, including conventions on human rights, labour,
corruption, and inhumane weapons, partly in the support Sweden gives to initiatives
such as the UN Global Compact and the OECD Principles for Multinational Corpora-
tions, but also in Sweden’s standpoints on questions of international law.”185

Public policy has scaled-up responsible investment among Swedish pension funds
and show how a supportive regulatory environment can make a difference. In any
case, lack of guidance about what to report and how to report ESG risks, and how
to implement responsible investment strategies also exists in Sweden. Although
considered frontrunners when compared to other pension funds globally, the AP
Funds and the Ethical Council have been criticized for engaging with mining
companies linked to human rights violations and environmental abuse in Latin
America, rather than excluding them from their portfolios.186 Pressure has come
mostly from the social media, NGO’s and general public, rather than from the
members.

c) Relevant organizations for promoting sustainability and responsible invest-
ment reporting in in Sweden

In addition to the relevant work of organizations active in ESG disclosure
awareness globally and also in Sweden, such as the CDP, the GRI, the IIRC, the
UN Global Compact and the UN-supported PRI, there are other relevant respon-
sible investment organizations in Sweden. These include the Sveriges Forum För
Hållbara Investeringar (Swesif) which is Sweden’s Sustainable Investment Forum,
the Swedish equivalent of the Eurosif, the Sustainable Investment Research
Platform and the Global Engagement Services. These organizations were explained
in Chapter 3 (see section 2.3).

182 See, http://www.diva-portal.org/smash/get/diva2:756700/FULLTEXT01.pdf%20 pp. 30.
183 See, http://www.diva-portal.org/smash/get/diva2:756700/FULLTEXT01.pdf%20 pp. 30.
184 See, http://www.ap4.se/globalassets/formular/rapportarkiv/ovriga-rapporterdok/ap4_ownershippolicy.pdf pp. 6.
185 See, http://www.ap4.se/globalassets/formular/rapportarkiv/ovriga-rapporterdok/ap4_ownershippolicy.pdf pp. 6.
186 See, Swedwatch Report 42, “Swedish Pensionfunds’ investments in Latin American mines”, 2011.
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4.3 Pension funds as responsible investors in the Netherlands

The Dutch pension system is internationally regarded as one of the most prepared
to deal with financial pressures and to be one of the most adequate, sustainable and
trusted systems. In 2016 the Dutch pension system was placed on the second top
position of the Melbourne Mercer Global Pension Index (MMGPI).187 188 It is
classified as an A-grade system “A first class and robust retirement income system
that delivers good benefits, is sustainable and has a high level of integrity.”189

In 2016 the MMGPI has looked at the impact of rapidly ageing populations, and the
preparedness of countries’ retirement systems to deal with the significant financial
pressures this presents. Without changes to retirement and eligibility ages for social
security and private pensions, there will be increasing pressure on our retirement
systems to the detriment of the older members of society. The major causes of this
demographic shift are lower fertility rates and longer life expectancy. The very
significant impact of this change is further explored in Chapter 4 of the full report.

Some of the largest pension funds in the world are Dutch: ABP with total
investment or assets estimated at USD $473,6 billion in 2014 and exactly the
same in 2015.190 191 The second largest Dutch pension fund is PFZW, managed by
PGGM, with investment or total assets estimated at USD $196,3 billion in 2014
and 186,0 in 2015.192 Dutch pension funds are respected internationally, both given
their large size and also given their funding system, with which they tackle the
global challenge of ageing, common among other pension funds.193 In a funding
system the pension is funded by the contributions and investment’ returns.194 195

“Each generation pays in advance the contributions from which it will benefit.”196

Here each generation is responsible for their pensions.

187 The Melbourne Mercer Global Pension Index (MMGPI) is produced through collaboration between Mercer and
Australian Centre for Financial Studies (ACFS), a research centre with the Monash Business School, with funding
provided by the Victorian Government as part of its ongoing support for leadership in the financial services sector.
More information is available at: http://www.mercer.com/our-thinking/mercer-melbourne-global-pension-index.
html.

188 See, http://www.mercer.com/our-thinking/mercer-melbourne-global-pension-index.html.
189 See, http://www.mercer.com/content/dam/mercer/attachments/global/Retirement/gl-2016-mmgpi-impact-ageing-

populations-full-report.pdf pp. 7.
190 See, http://www.oecd.org/daf/fin/private-pensions/2015-Large-Pension-Funds-Survey.pdf (table 1 on pp. 8).
191 At the end of 2001 pension funds reached a record level of assets under management of €480 billion. See,

Maatman, René, “Dutch Pension Funds, Fiduciary Duties and Investing”, Law of Business and Finance, Volume
7, 2004. Pp. 1.

192 See, http://www.oecd.org/daf/fin/private-pensions/2015-Large-Pension-Funds-Survey.pdf (table 1 on pp. 8).
193 See, Maatman, René, “Dutch Pension Funds, Fiduciary Duties and Investing”, Law of Business and Finance,

Volume 7, 2004. Pp. 1.
194 See, Maatman, René, “Dutch Pension Funds, Fiduciary Duties and Investing”, Law of Business and Finance,

Volume 7, 2004. Pp. 37, 38.
195 See also, http://www.pensioenfederatie.nl/Document/Publicaties/English%20publications/Nederlandse_pensioen-

systeem_Engelstalige_versie.pdf pp. 10.
196 See, Maatman, René, “Dutch Pension Funds, Fiduciary Duties and Investing”, Law of Business and Finance,

Volume 7, 2004. Pp. 37, 38.
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Although not mandatory,197 90% of employees are covered by the second pillar in
the Netherlands.198 The second pillar is the largest in the Netherlands, differently
from Brazil, where the population relies mostly on the benefits provided by the first
pillar (social security).199 The Dutch pension funds are non-profit organizations;
they operate as foundations that are legally and financially independent from the
companies. In this way, if a company gets into financial debt the pension fund will
not be directly affected.200 201 As funding occurs through the pension fund, the
rights of the beneficiaries are protected, as the assets are not included in the
company’s risk capital.202

Occupational pension schemes complement the state pension provided by Govern-
ment (first pillar).203 204 The amount of the contributions does not depend on age,
gender, health and income; all members pay the same contributions to the pension
fund.205 According to the Dutch pension funds investment policy all beneficiaries
are treated in the same way.206

The Netherlands applies the prudent person rule, similarly to the US.207 Although
most countries applying the prudent person rule have a common law background,
the Netherlands with a civil law legal tradition also uses the prudent person rule.208

a) Regulatory framework

Dutch pension funds are subject to the European requirements of the IORP
Directive (2003/41/EC), transposed to Dutch national legislation on the 8th of
February of 2006, and more recently of the IORP II Directive (2016/2341) which
was transposed into Dutch law in early 2019.209 210 In addition, as part of the EU,
the Netherlands will be part of any upcoming regulatory framework to support and

197 The Dutch pension system is characterized as quasi-mandatory through collective agreements between employers and
trade unions. E.g. the ABP for the public and educational sector or occupational pension funds for a specific
profession, e.g. medical specialist. See, http://www.mercer.com/content/dam/mercer/attachments/global/Retirement/
gl-2016-mmgpi-impact-ageing-populations-full-report.pdf pp.44 And See, also https://www.findyourpension.eu/en/
pension_systems/netherlands/.

198 See, http://docs.minszw.nl/pdf/135/2009/135_2009_1_23649.pdf pp. 6.
199 See above, in section 3.
200 See also, http://www.pensioenfederatie.nl/Document/Publicaties/English%20publications/Nederlandse_pensioen-

systeem_Engelstalige_versie.pdf pp. 10.
201 What happened with Enron in the US would not happen in the Netherlands given their pension funds’ funding

rules.
202 See, http://docs.minszw.nl/pdf/135/2009/135_2009_1_23649.pdf pp. 9.
203 See, https://www.findyourpension.eu/en/pension_systems/netherlands/.
204 See, http://docs.minszw.nl/pdf/135/2009/135_2009_1_23649.pdf pp. 12.
205 See, http://www.pensioenfederatie.nl/Document/Publicaties/English%20publications/Nederlandse_pensioensysteem_

Engelstalige_versie.pdf pp. 19.
206 See, http://docs.minszw.nl/pdf/135/2009/135_2009_1_23649.pdf pp. 9.
207 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 3, 5.
208 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 12.
209 See, http://www.toezicht.dnb.nl/en/4/1/51-203920.jsp.
210 European Commission, Proposal for a Directive of the European Parliament and of the Council on the activities

and supervision of institutions for occupational retirement provision (IORP Directive)’ COM(2014) p. 2 http://ec.
europa.eu/internal_market/pensions/docs/directive/140327_proposal_en.pdf.

Chapter 6 293



promote responsible investment in the EU, in line with the EU Action Plan 0f 2018
to achieve climate change commitments.211

Besides the EU requirements, voluntary codes of ethic and socially responsible
investment principles, the Dutch pension system is regulated by the Pensions Act
(PW),212 the Industry-Wide Pension Fund Act (mandatory participation) (Wet Bpf
2000), Mandatory pension Act for professional Groups (WVB) and the Equaliza-
tion of Pension Rights in the Event of a Divorce Act (WVPS).213

Nationally, under section 150 of the Pension Act Dutch pension funds are part of
the political responsibilities of the Ministry of Social Affairs and Employment and
supervised by the Dutch Central Bank (DNB),214 responsible for the prudential and
material supervision, and the Dutch Authority for the Financial Market (AFM),
responsible for conduct of business supervision.215 As explained in chapter 3
(section 1.3.1), the AFM has supervisory role, under the Financial Reporting
Supervision Act (Wtfv). The AFM regulates the behavior within the Dutch
financial markets. The supervision of the Dutch financial sector is based on the
“Twin Peaks” model. This is a bipartite model in which the macroeconomic
stability of the financial system falls under the competence of the Dutch Central
Bank. The DNB has a prudential supervisory role regarding pension funds (in
Dutch, “prudentieel toezicht”) and it is the supervisor of the pensions’ fiduciary
duty. The DNB analyzes the financial position of pension funds, this is if they are
financially sound, if they are able to fulfill their financial obligations in the future
and the relationship between employees, employer and the pension fund (material
supervision).216 The microeconomic stability of the Dutch financial system falls
under the competences of the AFM.217 218 The AFM monitors the conduct of
pension funds (article 151 PW).219

Since 2014, under article 135 (paragraph 4) of the Pensions Act (PW), and in
accordance to the prudent person rule, pension funds are required to disclose in
their annual reports how their investment policies manage environmental (including
climate change), human rights and social risks. Please see the text, in Dutch of
article 135, paragraph 4, below:220

211 See, https://www.whitecase.com/publications/alert/eu-sustainable-finance-regulation.
212 Section 135 (paragraph 4) of the Pensions Act (PW) was introduced in 2013 through the Strengthening Pension

Fund Board Act (Wet versterking bestuur pensioenfondsen).
213 See, http://docs.minszw.nl/pdf/135/2009/135_2009_1_23649.pdf pp. 14.
214 See, http://docs.minszw.nl/pdf/135/2009/135_2009_1_23649.pdf pp. 17.
215 See, http://docs.minszw.nl/pdf/135/2009/135_2009_1_23649.pdf pp. 17.
216 See, De Brauw Blackstone Westbroek, “INSOL’s publication Pensions & Insolvency – an International Survey”,

The Netherlands chapter, answer to question 2, pp. 6. Available at: http://www.debrauw.com/publication/insol-
pensions-insolvency-netherlands-survey/.

217 See, AFM, Home, http://www.afm.nl/en.
218 See, http://docs.minszw.nl/pdf/135/2009/135_2009_1_23649.pdf pp. 17.
219 See, De Brauw Blackstone Westbroek, “INSOL’s publication Pensions & Insolvency – an International Survey”,

The Netherlands chapter, answer to question 2, pp. 6. Available at: http://www.debrauw.com/publication/insol-
pensions-insolvency-netherlands-survey/.

220 See, the full text, in Dutch, of the Pensions Act at: http://wetten.overheid.nl/BWBR0020809/2017-01-01.
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Artikel 135. Eisen ten aanzien van beleggingen
4. Een pensioenfonds vermeldt in zijn bestuursverslag op welke wijze in het beleggings-
beleid rekening wordt gehouden met milieu en klimaat, mensenrechten en sociale
verhoudingen.

The DNB’s 2016 report has found that 88% of the pension funds comply with the
new legal requirement. However, there are differences in how and what the pension
funds report and different levels of transparency.221 The DNB has justified the
addition of section 135 with the increasing public demand, and growing ESG
awareness of society and Governmental. Pension funds significant asset size has
changed their role in society, it has moved it beyond their basic function of securing
a retirement pension in the long-term. Pension funds are now expected to disclose
how they integrate ESG risks in their investment strategies and policies. However,
pension funds have the freedom to choose what to report and how to report.222

Additionally, the Dutch Code for Pension Funds (Code Pensioenfondsen) has since
2014 set forth sustainability management standards, including three covering
responsible investment.223 224 According to standards 27, 28 and 29, on a “comply
or explain” approach, all pension fund boards must publicly disclose their ESG
considerations.225 Please see a translation of standards 27, 28 and 29 as written in
the Code for Pension Funds (pp. 29) below:226

Standard 27
Sustainable investment
The board of trustees will lay down its considerations concerning sustainable invest-
ments and ensure these are available to stakeholders. In this regard, the board will also
take account of good corporate governance.

Clarification
On the basis of article 135, subsection 4, of the Pensions Act, the Board of Trustees is
responsible for ensuring the investment policy includes an explanation of how the fund
takes account of the environment and climate, human rights and social relationships. In
addition - within the framework of the corporate governance code - it is also appropriate
for pension funds as investors to promote good corporate governance in the under-
takings in which they invest.

221 See, DNB 2016 report at: Artikel 135 Pensioenwet https://www.dnb.nl/en/binaries/Sustainable%20investement%
20in%20the%20Dutch%20pension%20sector_tcm47-346418.pdf?2016101812 pp. 27 DNB has reminded the
12% of pension funds who did not report and highlighted the important role the auditors may play.

222 See, DNB 2016 report at: https://www.dnb.nl/en/binaries/Sustainable%20investement%20in%20the%20Dutch%
20pension%20sector_tcm47-346418.pdf?2016101812 pp. 30.

223 The full text of the Code for Pension Funds, in English is available at: https://www.pensioenfederatie.nl/
zoekresultaat.

224 On 24 September 2018, a new version of the Dutch Pension Funds Code entered into effect. See, https://www.
pensioenfederatie.nl/website/publicaties/servicedocumenten/code-pensioenfondsen-2018.

225 See, DNB 2016 report at: https://www.dnb.nl/en/binaries/Sustainable%20investement%20in%20the%20Dutch%
20pension%20sector_tcm47-346418.pdf?2016101812 pp. 27.

226 See, the original version of the standards in the Code for Pension Funds at: https://www.pensioenfederatie.nl/
zoekresultaat pp. 26.
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Standard 28
In determining its policy, the board of trustees will take account of the fund’s liabilities.
In addition, account must also be taken of its responsibilities vis-à-vis stakeholders to
ensure an optimal return at an acceptable level of risk.

Standard 29
The board of trustees must ensure that the stakeholders support the choices being made
regarding sustainable investment.

Clarification
Regarding the sustainable investment policy, it is essential that support is created
through dialogue with the VO or BO.

The code also leaves pension funds with freedom to decide what and how to disclose
this information to stakeholders. The monitoring committee believes the code is
followed by a “large number” of pension funds on an “implicit compliance”.227

b) The General Pension Fund for Public Employees (ABP)

The General Pension Fund for Public Employees (ABP) is the industry-wide pension
fund for employees working in the government and in educational sectors in the
Netherlands.228 It is the largest pension fund in the Netherlands; ABP has 2.8 million
participants and 356 billion euros in available assets, as of June 2016.229 According to
DBN’s report (2016), the ABP is one of the few Dutch pension funds able to quantify
their sustainable investments, estimating it to be around 10%, as of June 2016.230

The ABP found out arduously how client demand is a crucial driver for responsible
investment practices. In 2010 in a public television program, it was announced that
ABP had been investing the Government and educational sectors’ employers and
employees’ money in land mines. It triggered immediate attention from different
fronts, including participants, beneficiaries, and asset managers, besides the Dutch
society at large and political attention. The ABP has since then consistently
changed their approach to ESG risk integration into their investment processes
and along the chain. ABP is considered among the most progressive pension funds
in terms of responsible investment practices globally, not only in the Netherlands.

In October 2015, the ABP announced a new responsible investment policy.231 This
new policy once again had its root in the wishes of ABP’s members. After

227 See, DNB 2016 report at: https://www.dnb.nl/en/binaries/Sustainable%20investement%20in%20the%20Dutch%
20pension%20sector_tcm47-346418.pdf?2016101812 pp. 28.

228 See, “Greening Institutional Investment”, 2015, pp. 30. Available at: https://www.google.nl/url?sa=t&rct=j&
q=&esrc=s&source=web&cd=10&cad=rja&uact=8&ved=0ahUKEwio8_KmgL_QAhWrI8AKHXf-AMUQF
ghqMAk&url=https%3A%2F%2Fwww.unpri.org%2Fdownload_report%2F22444&usg=AFQjCNE33UL
vAUu3rl242ooRLfRlW7TcMA&bvm=bv.139782543,d.ZGg. See also page 12, DNB 2016 report.

229 See, https://www.abp.nl/images/press-release-new-responsible-investment-policy-14102015.pdf.
230 See, DNB 2016 report pp. 10.
231 See, https://www.abp.nl/english/press-releases/new-responsible-investment-policy.aspx.
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conducting a series of surveys on their future socially responsible investment’
policy ambitions, ABP found that almost all of its 3 million participants supported
the proposed changes.232 It is more ambitious with the objective of raising the
standards for responsible investment.233 Among others, ABP expects to be able to
have a maximum influence as a shareholder and in this way have a direct influence
on the ESG risk approach of their investee companies. ABP clarifies that, with this
new responsible investment policy, the members’ best returns are at the core of
their investment processes and choices. In addition, other concrete objectives are,
by 2020, ABP will cut 25% of CO2-related investments from the overall share
portfolio, will double responsible investments including clean technology from
€29 billion to €58 billion euro;234 investments in renewable energy will increase
five times to more than €5bn;235 engagement under the new policy will continue
but it will be extended worldwide in the areas of human rights, security and
education.236 237 Under the new policy, ABP expects to divest more than 1,500
holdings,238 which is expected to result in a €30bn shift to more sustainable
companies.239 240 ABP announced that during the implementation of the new
policy it will continue to consult with their members, society and the corporate
sector. Finally, has committed to be accountable for the implementation of the
policy and for the results achieved.

c) Relevant organizations for promoting sustainability and responsible invest-
ment reporting in the Netherlands

Among others, VBDO (in Dutch, Vereniging van Beleggers voor Duurzame
Ontwikkeling) is the Dutch Association of Investors for Sustainable Development.
Established in 1995, it represents both institutional and individual sustainable
investors. It aims to create a sustainable capital market and increase sustainability
awareness among investors but also companies.241 The VBDO has been publishing
a yearly responsible investment pension fund benchmark study since 2007. It has

232 See, https://www.ipe.com/countries/netherlands/abp-expects-to-divest-more-than-1500-holdings-with-new-sri-
policy/10010262.fullarticle.

233 See, https://www.abp.nl/images/press-release-new-responsible-investment-policy-14102015.pdf.
234 ABP announced the commitments under the new policy at the Climate Change conference in Paris, COP 21, in

December 2015. See, Figure 16, G20 investor leadership on green finance.
235 See, https://www.ipe.com/countries/netherlands/abp-expects-to-divest-more-than-1500-holdings-with-new-sri-

policy/10010262.fullarticle.
236 See, https://www.ipe.com/countries/netherlands/abp-expects-to-divest-more-than-1500-holdings-with-new-sri-

policy/10010262.fullarticle.
237 See, https://www.ipe.com/countries/netherlands/abp-expects-to-divest-more-than-1500-holdings-with-new-sri-

policy/10010262.fullarticle.
238 See, https://www.ipe.com/countries/netherlands/abp-expects-to-divest-more-than-1500-holdings-with-new-sri-

policy/10010262.fullarticle.
239 See, https://www.ipe.com/countries/netherlands/abp-expects-to-divest-more-than-1500-holdings-with-new-sri-

policy/10010262.fullarticle.
240 See, https://www.ipe.com/countries/netherlands/abp-expects-to-divest-more-than-1500-holdings-with-new-sri-

policy/10010262.fullarticle.
241 See, http://www.vbdo.nl/en/.
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published the 10th edition of this study in 2016.242 Every year the study gives an
overview of the state and trends of responsible investment by pension funds in the
Netherlands. The study ranks the top 50 pension funds in the Netherlands,
assessing them on governance, policy, implementation and accountability. This
year, in 2016, Pensioenfonds Zorg en Welzijn (PWFZ) is in the top position,
followed by ABP.243

The VDBO’s report found that 98% of all pension funds boards actively discussed
responsible investment at least twice per year, a significant growth from 2015, as it
was only 46%. This finding shows how responsible investment’ best practices
among Dutch pension funds is rapidly increasing and signals the trend towards
continuing growth; 100% of the pension funds have a responsible investment
policy; 94% of the largest 50 pension funds have a responsible investment policy
applicable to the majority of their portfolio; 48% have key performance indicators
to measure the effectiveness of their policy.244 As a recommendation for further
improvement VBDO believes transparency could be improved.245 The VBDO
benchmark is a landmark study in the Dutch responsible investment arena, it
increases transparency among Dutch pension funds, encourages further ESG risk
integration improvements and fosters dialogue between peers and other relevant
responsible investment’ stakeholders.

Another relevant and recent initiative with potential for promoting dialogue and
responsible investment’ best practices is the Sustainable Pension Investment Lab
(SPIL).246 The SPIL is an initiative from the Dutch Sustainable Business and the
Sustainable Finance Lab, together with pension funds’ directors and other pension
experts, aimed at supporting the pension sector in the Netherlands.247 At the
request of the Ministries of Foreign and Economic Affairs in 2016, the Dutch
Sustainable Business and the Sustainable Finance Lab conducted research on
responsible investment by pension funds. Among others, they found that the

242 See, the 10th edition of the VBDO benchmark study at: file:///D:/Book/Chapter%206%20-%20pension%20funds/
EU/VBDO%20Benchmark%20PensionFunds%202016.pdf.

243 Pensioenfonds Zorg en Welzijn (PFZW) is the second largest pension fund in the Netherlands, for the Dutch
health and welfare sector. It has €178bn in assets under management and around 2million members. See,
https://www.pfzw.nl/Documents/About-us/an-insight-into-pensioenfonds-zorg-en-welzijn.pdf, https://www.ipe.
com/pensions/investors/how-we-run-our-money/how-we-run-our-money-pfzw/10008208.fullarticle and
https://www.pfzw.nl/over-ons/about-us/Investments/Paginas/Responsible-investments.aspx.

244 See, file:///D:/Book/Chapter%206%20-%20pension%20funds/EU/VBDO%20Benchmark%20PensionFunds%
202016.pdf pp. 8, 9.

245 See, file:///D:/Book/Chapter%206%20-%20pension%20funds/EU/VBDO%20Benchmark%20PensionFunds%
202016.pdf pp. 8, 9.

246 See, http://dutchsustainablebusiness.com/case/sustainable-pension-investment-lab/.
247 The Dutch Sustainable Business (DSB) (in Dutch,De Groene Zaak) is the Dutch representative of the World

Business Council for Sustainable Development (WBCSD), a CEO-led organization of over 200 leading
businesses and partners working together to accelerate the transition to a sustainable world. See, http://www.
wbcsd.org/Overview/About-us The DSB follows the business principle “transforming our current economic order
to a sustainable and circular one as fast as possible.” See, http://dutchsustainablebusiness.com/ The Sustainable
Finance Lab defines itself, as an “informal interdisciplinary network of mostly academics of different Dutch
universities. Funding is organized through the SFL Foundation that receives support from Triodos Bank and the
Dutch central bank DNB and project funding from different ministries and financial institutions.” See,
http://sustainablefinancelab.nl/en/.
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barriers for further improvement include, lack of guidance in the implementation of
responsible investment’ policies, lack of knowledge about the existing standards,
available responsible investment’ products, costs, lower returns and also lack of a
supportive regulatory environment.248

The Pensioenfederatie, the Federation of Dutch Pension Funds, has recognized the
need of responsible sustainable investment, and has included it in the agenda.249 The
Federation has announced to examine the development of generally accepted
standards and definitions to contribute to fostering responsible investment, and to
promote dialogue with investee companies to encourage sustainable business
practices.250 In June 2016 the Federation published a “Service Document on
Responsible Investment”, with guidelines for pension funds’ responsible investment
policies to help pension funds to develop, implement, monitor, and evaluate
responsible investment’ policies.251 252 Previously, the Federation wrote a code for
good governance among pension funds, on a “comply or explain” approach, the code
advises and guides pension funds to develop a responsible investment policy. This
code, written by the Federation and compiled together with the Labour Federation,
was the Code of the Dutch Pension Funds in effect from January 2014 until
September 2018, when the new code came into effect in the Netherlands.253 254 255

This is an example how a soft law agreement such as the code for good governance of
pension funds was widely accepted by the pension market participants and eventually
became part of the Dutch pension legislation. Policy makers in the Netherlands, after
the code was widely accepted by the market, created a supportive regulatory
environment.

5 Pension funds as responsible investors in the United States

The US Social Investment Forum (SIF) defines Socially Responsible Investment
(SRI) as “Integrating personal values and societal concerns with investment
decisions.” This definition considers the interests of the investors and the interests

248 See, http://degroenezaak.com/wp-content/uploads/2016/05/DGZ-Press-release-English-version-site.pdf.
249 The Federation of the Dutch Pension Funds (Pensioenfederatie) represents aroud 260 pension funds, it promotes

the pension interests of 5.6 million participants, 2.9 million pensioners and 8.3 million early leavers. Its members
have around 1.0 trillion euros of assets under management. See, http://www.pensioenfederatie.nl/english/Pages/
default.aspx.

250 See, http://degroenezaak.com/wp-content/uploads/2016/05/DGZ-Press-release-English-version-site.pdf.
251 The guidelines are available in English at: http://www.pensioenfederatie.nl/Document/Publicaties/English%

20publications/Servicedocument_Responsible_Investment.pdf.
252 See, http://www.pensioenfederatie.nl/english/news/Pages/Guidelines_Responsible_Investment_for_pensionfunds_

now_available_in_English_32.aspx.
253 See, http://www.pensioenfederatie.nl/Document/Publicaties/English%20publications/Servicedocument_Responsible_

Investment.pdf.
254 This code replaced the previous Principles of Good Pension Fund Governance published in 2005 by the Labour

Foundation.
255 See, https://www.pensioenfederatie.nl/website/publicaties/servicedocumenten/code-pensioenfondsen-2018; the

new Dutch Code of Pension Funds (De Code Pensioenfondsen 2018) was published in the Staatscourant on
the 3rd of October 2018.
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of society at large.”256 257 Among the first SRI practices, were the exclusion of
companies in the business of tobacco, alcohol, or gambling, from US investors’
portfolios in the 1900s.258 At the time the exclusions had a religious motive.259

Responsible investment is growing in the US responsible investment’ market
accounted for $8,72 trillion of assets under management, representing a 33%
increase since 2014260 when more than $6.57 trillion in assets were under
management.261 Sustainable investment options are growing among retirement
plans both in the public and private sector. In 2011 the US SIF together with Mercer
found that 14% of the 421 defined contribution plan sponsors surveyed offered one
or more SRI options. Social (k), a provider of ESG-screened retirement investment
options, estimated that at the end of 2014, 15% to 20% of 401(k) plans were
offering SRI options.262 263 According to Calvert Investments 2015 survey of
retirement plan participants on SRI 87% of respondents want investment options
that are aligned with their values.264

However, SRI options do not exist for federal employees.265 This situation might
change in the future, as a result of engagement by the US SIF, the Federal
Retirement Thrift Investment Board agreed to develop a mutual fund window
option for the 4.7 million federal employees and military personnel served by the
Thrift Savings Plan.266 The Thrift Savings Plan is the US largest defined
contribution plan and this decision may open the way SRI options.267

In terms of responsible investment practices the US pension system was ranked in
the 13th position of the 2016 MMGPI.268 It was classified by the MMGPI as a
C-grade system “A system that has some good features, but also has major risks

256 See, http://www.socialinvest.org/Areas/SRIGuide/.
257 European Social Investment Forum (Eurosif) defines SRI: “Socially Responsible Investment (SRI) combines

investors’ financial objectives with their concerns about social, environmental, ethical (SEE) and corporate
governance issues. Eurosif believes both are relevant to SRI. SRI is based on a growing awareness among
investors, companies and governments about the impact that these risks may have on long-term issues ranging
from sustainable development to long-term corporate performance. See, http://www.eurosif.org/sri.

258 See, http://www.oecd.org/investment/mne/38550550.pdf pp. 4.
259 See, http://www.oecd.org/investment/mne/38550550.pdf pp. 4.
260 See, Robert G. Eccles “The Risk And Opportunity For America’s Corporate Pension Plans”, 10 January 2017,

Forbes. Available at: https://cdn.ampproject.org/c/www.forbes.com/sites/bobeccles/2017/01/10/the-risk-and-
opportunity-for-americas-corporate-pension-plans/amp/.

261 See, http://www.ussif.org/files/SIF_Trends_16_Executive_Summary(1).pdf pp. 5, 12, 13. See also, http://www.
ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp. 4.

262 See, Liz Skinner, “Demand for Socially Responsible Investing Options in 401(k)s on the Rise,” Investment News,
November 14, 2014 Available at http://www.investmentnews.com/article/20141114/FREE/141119944/demand-
for-socially-responsible-investingoptions-in-401-k-s-on-the as cited by http://www.ussif.org/files/Publications/
USSIF_ImpactofSRI_FINAL.pdf pp. 22.

263 See, https://socialk.com/about/.
264 See, Calvert Investments, New Survey: Responsible Investment Options Could Boost Retirement Plan Participation,

Contribution Rates, Available at http://www.calvert.com/resources/advisor-resources/retirement-plan-advisors/
retirement-plan-survey as cited by http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp. 22.

265 See, http://www.ussif.org/blog_home.asp?Display=60.
266 See, http://www.ussif.org/blog_home.asp?Display=60.
267 See, http://www.ussif.org/blog_home.asp?Display=60.
268 See, http://www.mercer.com/our-thinking/mercer-melbourne-global-pension-index.html.
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and/or shortcomings that should be addressed. Without these improvements, its
efficacy and/or long-term sustainability can be questioned.”269

The US pension system is divided in three pillars. The first pillar comprises the
social security system which provides the basic retirement benefits, it is based on a
progressive benefit formula based on lifetime earnings; the second pillar is formed
by the occupational pension plans. It is an employer-sponsored pension plan, which
provides a significant increase in the total pension. The third pillar is the voluntary
private pension system, in which employees can deposit retirement savings into an
Individual Retirement Account.270 Defined contribution plans are the most
common among the occupational pensions,271 covering around 43% of the work-
force, while defined benefit plan covers only 20% of the private sector work
force.272

Similarly to the scenario of pension funds responsible investment strategies,
including in Europe, in the US the trend is towards growing recognition that there
is a need for enhanced disclosure of material ESG information. Among others, the
lack of standardization of sustainability reporting increases costs and limits the
usefulness of the information disclosed to investors. In this regard, the UN-
supported PRI has recommended the update of the SEC Regulation S-K to ensure
high quality disclosure of ESG factors.273 More guidance on ESG risk integration
is needed.274 Another significant trend found by the US SIF in 2016, is the growing
client demand, 85% of the money managers inquired, pointed out client demand as
the top reason for incorporating ESG factors, and 64% reported to be their fiduciary
duty.275

In January 2017, Prof. Robert Eccles referred to the current different levels of
commitment to ESG integration practices between companies and their pension
plans.276 277 Although companies are increasingly integrating ESG into their
business practices and they are also increasingly demanding higher responsible
investment practices from investors, their pension funds are not yet following their

269 See, http://www.mercer.com/content/dam/mercer/attachments/global/Retirement/gl-2016-mmgpi-impact-ageing-
populations-full-report.pdf pp. 7.

270 See, http://www.apapr.ro/images/BIBLIOTECA/reformageneralitati/azgi%20usa%202008.pdf pp. 13, 17.
271 The most important DC plan is the 401(k) and similar plans, under which employees are allowed to make before-

tax contributions from their salaries. See, http://www.oecd.org/finance/private-pensions/42575094.pdf pp. 298.
272 See, http://www.pensionfundsonline.co.uk/content/country-profiles/usa/122.
273 See, https://corpgov.law.harvard.edu/2016/11/01/esg-and-fiduciary-duties-a-roadmap-for-the-us-capital-market/.
274 See, https://corpgov.law.harvard.edu/2016/11/01/esg-and-fiduciary-duties-a-roadmap-for-the-us-capital-market/.
275 See, http://www.cii.org/files/events/2016/CII%20and%20US%20SIF%20Trends%202016%20presentation.pdf

pp. 10 and see also, http://www.ussif.org/files/Trends/US%20SIF%202016%20Trends%20Overview.pdf pp. 2.
276 See, Robert G. Eccles “The Risk And Opportunity For America’s Corporate Pension Plans”, 10 January 2017,

Forbes. Available at: https://cdn.ampproject.org/c/www.forbes.com/sites/bobeccles/2017/01/10/the-risk-and-
opportunity-for-americas-corporate-pension-plans/amp/.

277 US corporate pension plans represented approximately 40% of the total $24 trillion of US retirement assets. See,
Robert G. Eccles “The Risk And Opportunity For America’s Corporate Pension Plans”, 10 January 2017, Forbes.
Available at: https://cdn.ampproject.org/c/www.forbes.com/sites/bobeccles/2017/01/10/the-risk-and-opportunity-
for-americas-corporate-pension-plans/amp/.
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companies’ example, lagging behind (Gavin Power, Deputy Director of the UN
Global Compact, as cited by Prof. Robert Eccles).278

a) Regulatory framework

The most important pieces of pension legislation in the US are the following. The
Employee Retirement Income Security Act of 1974 (ERISA) is the most important law
for occupational pension plans in the US.279 The ERISA defines minimum legal
standards for voluntary pension plans in the private industry, including rules on
reporting, disclosure, participation, funding, fiduciary duties, administration and
enforcement.280 In 1978 the Revenue Act established the 401 (k) plans.281 Then in
2001 the Economic Growth and Tax Relief Reconciliation Act is an income tax cut law,
it lowered tax rates and simplified retirement plans, as the IRA 401 (k) plans.282 283

Later in 2006, the Pension Protection Act of 2006 (PPA) brought the most significant
changes to occupational pension plans since 1974. The Pension Protection Act’s main
contributions were changes on the funding of defined benefit pension plans, however,
it also influenced the operation of defined contribution plans.284

The Social Security Administration is responsible for the administration of the public
pension system. The Department of Labor regulates and supervises the occupational
pension system.285 The Internal Revenue Service administers the Internal Revenue
Code, namely the eligibility, vesting, and funding requirements under the ERISA. The
Employee Benefits Security Administration is part of the Department of Labor and it
has the responsibility for ensuring the enforcement of the ERISA’s standards covering
reporting, disclosure, and fiduciary matters. It is part of the Department of Labor.286

In the US, the prudent person rule is set forth by the Employee Retirement Income
Security Act of 1974 (“ERISA”) on Section 404.287 288 It is part of the judiciary
responsibilities to define, interpret and apply the rule.289 However, characterized by
solely adopting the prudent person rule, pension funds also have to respect

278 See, Robert G. Eccles “The Risk And Opportunity For America’s Corporate Pension Plans”, 10 January 2017,
Forbes. Available at: https://cdn.ampproject.org/c/www.forbes.com/sites/bobeccles/2017/01/10/the-risk-and-
opportunity-for-americas-corporate-pension-plans/amp/.

279 See, http://www.oecd.org/finance/private-pensions/42575094.pdf pp. 301.
280 See, http://www.apapr.ro/images/BIBLIOTECA/reformageneralitati/azgi%20usa%202008.pdf pp. 13.
281 See, http://www.oecd.org/finance/private-pensions/42575094.pdf pp. 301.
282 See, http://www.oecd.org/finance/private-pensions/42575094.pdf pp. 301.
283 See, https://www.thebalance.com/economic-growth-and-tax-relief-reconciliation-act-3305764.
284 See, http://www.apapr.ro/images/BIBLIOTECA/reformageneralitati/azgi%20usa%202008.pdf pp. 13.
285 See, www.dol.gov.
286 See, www.dol.gov/ebsa.
287 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 11.
288 See, in particular Section 404, which sets the general standards of fiduciary conduct in the US. E.g. “solely in the

interest of plan participants and beneficiaries”; “With the care, skill, prudence and diligence under the
circumstances then prevailing that a prudent man acting in a like capacity and familiar with such matters would
use in the conduct of an enterprise of a like character with like aims”. See, also http://www.oecd.org/finance/
private-pensions/2763540.pdf pp. 11.

289 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 5.
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quantitative limitations to their investments.290 291 Under the prudent person rule,
fiduciaries are required to perform their duties “Solely in the interest of plan
participants and beneficiaries” and, despite encouraged by the US Department of
Labor, they are not required to have an investment policy.292

The Department of Labor has clarified, through the ESG Bulletin, that ESG factors
can be part of the “primary analysis” of prudent investment decision-making by the
ERISA fiduciaries.293 Under the US law, on Section 404 of the ERISA, the Prudent
Person Rule is stated as follows.294

“A fiduciary must discharge his or her duties with the care, skill, prudence and diligence
that a prudent person acting in a like capacity would use in the conduct of an enterprise
of like character and aims.”

In the US, the discussion of whether there is a conflict of interest between the
fiduciary duty and responsible investment is also debated. This debate seems to also
be influenced by politics. Given the impact of the discussion nationally but also
globally, the US regulators have been compelled to evaluate the implications of the
ERISA on the potential conflict between responsible investment and fiduciary
duty.295 296 The Department of Labor (DOL) has the responsibility of interpret and
enforce the ERISA’s provisions.297 The ERISA itself did not change since 1974,
when it was issued but the DOL has published several bulletins for guidance. In
October 2008 the DOL had issued the Labor Bulletin on Economically Targeted
Investments (29 CFR 2509.08-1). This Bulletin discouraged investors from con-
sidering environmental and social risks and opportunities in investee companies. In
October 2015, the US Department of Labor rescinded the bulletin published in
2008 and, in replacement of the latter, published a new Interpretive Bulletin.298 The
interpretative bulletin clearly states, “fiduciaries need not treat commercially
reasonable investments as inherently suspect or in need of special scrutiny merely
because they take into consideration environmental, social, or other such fac-
tors.”299 300 This measure came to reinforce the ERISA leaving no doubt that

290 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 2.
291 For example, the limitation of 10% on a pension plan’s acquisition and holding of employer securities and real

property. See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 11, 12.
292 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 11.
293 Interpretive Bulletin Relating to the Fiduciary Standard under ERISA in Considering Economically Targeted

Investments–also known as the ETI Bulletin as cited by https://corpgov.law.harvard.edu/2016/11/01/esg-and-
fiduciary-duties-a-roadmap-for-the-us-capital-market/.

294 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 3.
295 See, https://corpgov.law.harvard.edu/2016/11/01/esg-and-fiduciary-duties-a-roadmap-for-the-us-capital-market/.
296 See, https://www.unpri.org/news/pri-presents-legal-perspectives-on-addressing-esg-factors-under-erisa.
297 See, https://www.unpri.org/news/pri-presents-legal-perspectives-on-addressing-esg-factors-under-erisa pp. 4.
298 In February 2016, the PRI released guidance by Morgan, Lewis and Bockius and Groom Law Group on fiduciary

duty in the US about the content of the DOL’s Bulletin. See, https://www.unpri.org/news/pri-presents-legal-
perspectives-on-addressing-esg-factors-under-erisa.

299 See, http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp. 8.
300 See, Department of Labor, Employee Benefits Security Administration, Interpretive Bulletin Relating to the

Fiduciary Standard under ERISA in Considering Economically Targeted Investments, October 26, 2015.
Available at https://www.federalregister.gov/articles/2015/10/26/2015-27146/interpretive-bulletin-relating-to-the-
fiduciary-standard-under-erisa-in-considering-economically.

Chapter 6 303



fiduciaries may incorporate “ESG-related tools, metrics and analyses to evaluate an
investment’s risk or return or choose among otherwise equivalent investments.”301

This is a landmark initiative as privately retirement plans in the US are obliged to
follow the fiduciary responsibility provisions of the ERISA in their investment
decisions.302 However, in April 2018, the DOL issued a Field Assistance Bulletin
updating previous DOL Interpretative Bulletins (namely the one issued in 2015).
This Field Assistance Bulletin from 2018 suggests that sustainable investments
should be balanced with economic benefits.303 This update may raise the question
of whether an ERISA fiduciary may consider ESG factors when evaluating
investments for employee benefit plans, voting proxies and exercising shareholder
rights.304 This development may, in my opinion, send-out a confusing message to
investors. Although this new bulletin from 2018 may be seen as more restrictive, its
impact is not yet known.305 Given the threat of climate change, I believe the ESG
debate and ESG risk management is here to stay, and besides we should not discard
the possibility of a change of direction when there is another presidential shift.306

b) The United States Public Employee Pension Fund (CalPERS)

The CalPERS is the US Public Employee Pension Fund, a health care services
provider and insurer located in the state of California, established in 1932 by state
law.307 With USD $301,9 billion of assets under management in 2015, €270 billion
in 2016.308 It is the largest state pension fund in the US.309 310 Given its asset size
it is also one of the largest pension funds in the world. In terms of responsible
investment, the CalPERS is in the forefront of ESG best practices, it is active in the
field, cooperates with organizations such as the Investor Network on Climate Risk
(which is under Ceres’ management), the CDP (former Carbon Disclosure Project)
and Water Disclosure Project.311 It is also a signatory of the PRI.312 313 In 2016

301 See, http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp. 51.
302 See, https://www.unpri.org/addressing-esg-factors-under-erisa/297.article pp. 4.
303 Sarr, Mamadou-Abou, Kochetygova, Julia, “The Push and Pull of ESG Regulation”, Nothern Trust Asset

Mangement, 2019.
304 See, https://www.morganlewis.com/blogs/mlbenebits/2018/04/dol-issues-more-guidance-on-esg-investments-

shareholder-activities.
305 See, https://www.groom.com/wp-content/uploads/2018/05/ESGs_Perspectives_of_the_OECD_and_New_US_

Guidance.pdf.
306 Also in line with this thought, see, https://www.groom.com/wp-content/uploads/2018/05/ESGs_Perspectives

_of_the_OECD_and_New_US_Guidance.pdf and see, https://www.plansponsor.com/in-depth/2019-banner-year-
esg-erisa-plans/.

307 See, http://www.sustainabilityhq.com/sustainabilityhq-home/usppf-matters/california-public-employees-retirement-
system-calpers/calpers-profile/browse/2063/.

308 See, http://moderninvestor.com/news/calpers-adopts-new-esg-strategic-plan/a942532.
309 See, http://www.oecd.org/daf/fin/private-pensions/2015-Large-Pension-Funds-Survey.pdf (table 1 on pp. 8).
310 The California economy alone - separate of the US - is among the 10 largest economies in the world.
311 See, https://www.calpers.ca.gov/page/investments/governance/sustainable-investing/esg.
312 CalPERS released the results of their PRI Assessment Report, in which received an A+ for the 2015 Overarching

Approach Module. A+ is the highest grade a signatory can receive under the PRI assessment scheme. See,
https://www.calpers.ca.gov/page/newsroom/calpers-news/2015/2015-pri-assessment-report-results.

313 See also, “Greening Institutional Investment”, 2015, pp. 8. Available at: https://www.google.nl/url?sa=t&rct=j&
q=&esrc=s&source=web&cd=10&cad=rja&uact=8&ved=0ahUKEwio8_KmgL_QAhWrI8AKHXf-AMUQFghq
MAk&url=https%3A%2F%2Fwww.unpri.org%2Fdownload_report%2F22444&usg=AFQjCNE33ULvAUu3rl
242ooRLfRlW7TcMA&bvm=bv.139782543,d.ZGg.
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CalPERS adopted a five-year ESG strategic plan,314 which considers to be “the
next stage of evolution of CalPERS’ work on sustainable investing”.315 Among
others, the five-year plan includes, benchmark and track the progress of integrated
reporting globally,316 manage climate risk and opportunity by engaging 80
Montreal Pledge companies317 and Strengthen understanding of ESG factors
relevant to risk and return specific to CalPERS’ investment objectives.318 CalPERS
has key partnerships with organizations including, CERES, International Corporate
Governance Network, UN-supported Principles for Responsible Investment, Sus-
tainability Accounting Standards Board and UN Global Compact.319

Showing its commitment to responsible investment, as part of its investment policy,
CalPERS has developed investment beliefs to manage investments and has
included ESG concerns.320 321 322 323 See below.

Pension Belief 7
Retirement system decisions must give precedence to the fiduciary duty owed to members
but should also consider the interests of other stakeholders.

Investment Belief 4
Long-term value creation requires effective management of three forms of capital:
financial, physical and human

Sub-beliefs:

• Governance is the primary tool to align interests between CalPERS and managers
of its capital, including investee companies and external managers

• Strong governance, along with effective management of environmental and human
capital factors, increases the likelihood that companies will perform over the
long-term and manage risk effectively

• CalPERS may engage investee companies and external managers on their govern-
ance and sustainability issues, including:
» Governance practices, including but not limited to alignment of interests
» Risk management practices
» Human capital practices, including but not limited to fair labor practices,

health and safety, responsible contracting and diversity

314 See the five-year plan in detail at: https://www.calpers.ca.gov/docs/board-agendas/201608/invest/item05a-01.pdf.
315 See, http://moderninvestor.com/news/calpers-adopts-new-esg-strategic-plan/a942532.
316 See, https://www.calpers.ca.gov/docs/board-agendas/201608/invest/item05a-01.pdf pp. 9.
317 See, https://www.calpers.ca.gov/docs/board-agendas/201608/invest/item05a-01.pdf pp. 10.
318 See, https://www.calpers.ca.gov/docs/board-agendas/201608/invest/item05a-01.pdf pp. 13.
319 See, https://www.calpers.ca.gov/docs/board-agendas/201608/invest/item05a-01.pdf pp. 23-25.
320 See CalPERS beliefs (in particular, pension belief 7 on pp. 2, investment belief 4 on pp. 6 and the sub-beliefs on

pp. 6) at https://www.calpers.ca.gov/docs/forms-publications/calpers-beliefs.pdf.
321 See, “Greening Institutional Investment”, 2015, pp. 11. Available at: https://www.google.nl/url?sa=t&rct=j&-

q=&esrc=s&source=web&cd=10&cad=rja&uact=8&ved=0ahUKEwio8_KmgL_QAhWrI8AKHXf-AMUQFghq-
MAk&url=https%3A%2F%2Fwww.unpri.org%2Fdownload_report%2F22444&usg=AFQjCNE33ULvAUu3r-
l242ooRLfRlW7TcMA&bvm=bv.139782543,d.ZGg.

322 See, https://www.calpers.ca.gov/docs/forms-publications/calpers-beliefs.pdf.
323 See, https://www.towerswatson.com/en-GB/Insights/IC-Types/Survey-Research-Results/2015/09/The-worlds-

300-largest-pension-funds-year-end-2014.
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» Environmental practices, including but not limited to climate change and
natural resource availability

Research conducted by Kees Koedijk (Tilburg University, CEPR) & Alfred Slager
(Tilburg University, Stork Pension Fund), and Rob Bauer (Maastricht University,
Netspar) has found that “the beliefs to which a fund adheres affect its success; the
thorough consideration of the relationships between beliefs is equally impor-
tant.”324 Among others, Koedijk, Slager and Bauer (2010) found it “makes sense
to explore which strategic investment choices have been made and why”;325

formulating investment beliefs benefits both small and large pension funds.326

These authors define investment beliefs as “assumptions regarding how to view the
financial markets and regarding what works best for the organization.”327 Although
investment beliefs are implicit in every investment decision or strategy, they are not
always made public (Raymond, 2008).328

c) Relevant organizations for promoting sustainability and responsible invest-
ment reporting in the United States

Given the growing recognition of the relevance of responsible investment and long-
term value creation in the US, more organizations active in this field have
emerged.329 One example is the US Social Investment Forum (SIF) Foundation’s
Center for Sustainable Investment Education, which since 2013, has been active in
providing further guidance and education to investment professionals. E.g. the
introductory course for investment professionals on the Fundamentals of Sustain-
able and Responsible Investment. The US SIF often cooperates with the CFA
Institute, a global non-profit association of investment professionals, it sets
standards for financial professional excellence, providing different programs and
giving the Chartered Financial Analyst (CFA) designation. The Institute has taken
interest in ESG education and has relevant publications in the subject. E.g.
Environmental, Social, and Governance Factors at Listed Companies: A Manual

324 See, Koedijk, Kees C. G. and Slager, Alfred and Bauer, Rob, Investment Beliefs that Matter: New Insights into the
Value Drivers of Pension Funds (May 8, 2010). Available at SSRN: https://ssrn.com/abstract=1603262 or
http://dx.doi.org/10.2139/ssrn.1603262 See also, https://www.ft.com/content/e2f97a1e-6503-11df-b648-00144feab49a.

325 See, Koedijk, Kees C. G. and Slager, Alfred and Bauer, Rob, Investment Beliefs that Matter: New Insights into the
Value Drivers of Pension Funds (May 8, 2010). Available at SSRN: https://ssrn.com/abstract=1603262 or
http://dx.doi.org/10.2139/ssrn.1603262 See also, https://www.ft.com/content/e2f97a1e-6503-11df-b648-
00144feab49a pp. 10.

326 See, Koedijk, Kees C. G. and Slager, Alfred and Bauer, Rob, Investment Beliefs that Matter: New Insights into the
Value Drivers of Pension Funds (May 8, 2010). Available at SSRN: https://ssrn.com/abstract=1603262 or
http://dx.doi.org/10.2139/ssrn.1603262 See also, https://www.ft.com/content/e2f97a1e-6503-11df-b648-
00144feab49a pp. 10.

327 See, Koedijk, Kees C. G. and Slager, Alfred and Bauer, Rob, Investment Beliefs that Matter: New Insights into the
Value Drivers of Pension Funds (May 8, 2010). Available at SSRN: https://ssrn.com/abstract=1603262 or
http://dx.doi.org/10.2139/ssrn.1603262 See also, https://www.ft.com/content/e2f97a1e-6503-11df-b648-
00144feab49a pp. 10.

328 See, Koedijk, Kees C. G. and Slager, Alfred and Bauer, Rob, Investment Beliefs that Matter: New Insights into the
Value Drivers of Pension Funds (May 8, 2010). Available at SSRN: https://ssrn.com/abstract=1603262 or
http://dx.doi.org/10.2139/ssrn.1603262 See also, https://www.ft.com/content/e2f97a1e-6503-11df-b648-
00144feab49a pp. 12.

329 See, CFA Institute, Environmental, Social, and Governance Factors at Listed Companies: A Manual for Investors
(2008). Available at http://www.cfapubs.org/toc/ccb/2008/2008/2.
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for Investors, published in 2008, giving guidance on ESG factors and fiduciary
responsibilities;330 more recently in 2015, published Environmental, Social, and
Governance Issues in Investing: A Guide for Investment Professionals.331

Also organizations active globally, such as the CDP, Global Reporting Initiative,
International Integrated Reporting Council, Sustainability Accounting Standards
Board, UN Global Compact and UN-supported Principles for Responsible Invest-
ment have been active fostering responsible investment best practices and dialogue
among the responsible investment chain. These organizations offer a wide range of
guidance principles, key performance indicators, workshops, courses and confer-
ences on responsible investment and sustainability reporting. Their work is key for
raising awareness, developing knowledge, developing soft law national and
international agreements and contributes to policy making.332

Finally, in 2016, the UN-supported Principles for Responsible Investment, the UN
Environment Programme – Finance Initiative and the Generation Foundation
launched a three-year project following-up to the publication of the Fiduciary
Duty in the 21st Century Stakeholder Feedback in 2015.333 Part of this project is the
publication of roadmaps on policy changes on ESG risk integration in investment
practices across eight countries including the US. In the US roadmap (2016) UN-
supported Principles for Responsible Investment and Generation Foundation have
acknowledged that in the US, ESG integration is growing rapidly given rising client
demand for ESG services (US SIF Foundation, 2016);334 there is a need for
comparable and material ESG disclosure by investee companies; ESG risk
integration by investors in their responsible investment processes and along the
responsible investment chain; and “well-framed” regulatory guidance could foster
the improvement of governance structures and investment processes.

6 Analysis

6.1 What do the four pension systems of Brazil, Sweden, the
Netherlands and the United States have in common?

As mentioned above, this chapter does not compare the pension systems part of the
four different countries, Brazil, Sweden, the Netherlands and the US. The cultural,
political, economic and financial differences are widely known and understood
globally. All these differences play a role in the current pension funds’ regulatory

330 See, CFA Institute, Environmental, Social, and Governance Factors at Listed Companies: A Manual for Investors
(2008). Available at http://www.cfapubs.org/toc/ccb/2008/2008/2.

331 See, CFA Institute, Environmental, Social, and Governance Issues in Investing: A Guide for Investment
Professionals (2015). Available at http://www.cfapubs.org/doi/pdf/10.2469/ccb.v2015.n11.1.

332 See, http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp. 8, 9.
333 See, https://corpgov.law.harvard.edu/2016/11/01/esg-and-fiduciary-duties-a-roadmap-for-the-us-capital-market/.
334 Client demand is the most cited motivation for ESG incorporation by money managers (US SIF Foundation,

2016). See, http://www.ussif.org/files/SIF_Trends_16_Executive_Summary(1).pdf pp. 5, 15.
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framework. It is in my opinion interesting for the topic of sustainability and
responsible investment reporting, that independently of belonging to different
countries and backgrounds, pension funds in the four countries analyzed in this
book show that they are all moving towards greater recognition of the relevance of
ESG integration in the investment processes. At difference paces, the four pension
systems are driven by similar motivations and affected by similar barriers to
sustainability and responsible investment reporting. Below, I outline some of the
characteristics that make these four pension systems closer in terms of the
communication of ESG risks and responsible investment.

a) In the four countries there is a growing recognition that fiduciary duty requires
the integration of ESG risks into investment policies and processes;

b) Prudent person rule in Sweden, the Netherlands and in the US. Although not yet
in practice, the Brazilian pension system is moving from a quantitative limitations
approach to investment, to a prudent person rule, getting closer to European and
the US pension systems. This means that, among the four pension systems, the
trend is that it is the pension fund’s governing body the one responsible for
establishing the asset allocation parameters, and not the Government;335

c) Regulation in the four countries is favorable to ESG integration into the
investment processes and in the responsible investment chain. Although Sweden
and the Netherlands are culturally similar, and these two more similar to the US
than to Brazil, all these countries lack in providing sufficient regulatory guidance
to the pension funds regarding to what and how to report ESG risks;

d) In the four countries the regulator and the supervisory authorities recognize the
importance of creating a favorable environment for ESG risk integration in
pension funds’ investment policies;

e) In the four countries regulation and supervision of pension assets has two main
goals. As identified by the OECD, to assure the safety and security of the assets
under management and to create support the generation of best returns at an
acceptable level of risk.336

f) Brazilian pension funds such as the PREVI, Swedish pension funds such as the
AP funds and the Church of Sweden, Dutch pension funds such as the ABP and
the PFZW, and US pension funds such as CalPERS, are in the forefront of
responsible investment;

g) Drivers for responsible investment in the four countries are: legislation,
growing recognition of ESG integration as part of the fiduciary duties of the
asset managers, and the work of organizations such as the UN-supported PRI
and sustainability indices in the four countries, including soft law agree-
ments;337 In the Netherlands and in the US client demand has also been
identified as a driver, in response to political, environmental and financial crises

335 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 2.
336 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 1.
337 See, “Greening Institutional Investment”, 2015, pp. 9, 10. Available at: https://www.google.nl/url?sa=t&rct=j&

q=&esrc=s&source=web&cd=10&cad=rja&uact=8&ved=0ahUKEwio8_KmgL_QAhWrI8AKHXf-AMUQFghq
MAk&url=https%3A%2F%2Fwww.unpri.org%2Fdownload_report%2F22444&usg=AFQjCNE33ULvAUu3rl
242ooRLfRlW7TcMA&bvm=bv.139782543,d.ZGg.
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or uncertainties. Client demand has however, been identified as a global trend
as explained below.

6.2 Drivers of sustainability and responsible investment reporting

There is a growing interest in the long-term value creation by investors. Among the
reasons that have contributed to this increase are, the financial crisis, environmental
disasters, growing concerns with climate change, international soft law agreements
(e.g. COP 21, 2015 and UN 2030 Agenda and Sustainable Development Goals),338

the growing interest of the G20339 340 and more recently, the EU Action Plan of
2018 setting the road map to achieve climate change commitments and sustainable
finance.341 These developments give a signal to investors and to the investment
chain of the growing importance of ESG risks and responsible investment.
Investors representing US$10 trillion called for 77 stock exchanges to provide
ESG guidance for issuers by the end of 2016, and encouraged credit rating agencies
to formally integrate ESG factors into credit ratings.342

a) Prudent person rule343

Under the prudent person principle, as long as not deterring pension funds from the
basic interests of their members and beneficiaries, not conflicting with the pension
fund’s objectives and when the investment portfolio is sufficiently diversified, pension
funds are free to integrate ESG risks in their investment processes and explain how they
do that in their responsible investment policies and beliefs (DNB, 2016).344 The
prudent person rule is favorable to responsible investment by pension funds.

338 Investors have welcomed the Paris Agreement giving a clear signal of support to long-term global and national
policies on green issues. The 17 Sustainable Development Goals (SDGs) were adopted by 193 countries at the UN
Sustainable Development Summit in September 2015. See, “Sustainable Investing: Revolutions in theory and
practice”, 2016, edited by Krosinsky, Cary & Purdom, Sophie. See, “Greening Institutional Investment”, 2015,
pp. 12. Available at: https://www.google.nl/url?sa=t&rct=j&q=&esrc=s&source=web&cd=10&cad=rja
&uact=8&ved=0ahUKEwio8_KmgL_QAhWrI8AKHXf-AMUQFghqMAk&url=https%3A%2F%2Fwww.unpri.
org%2Fdownload_report%2F22444&usg=AFQjCNE33ULvAUu3rl242ooRLfRlW7TcMA&bvm=bv.
139782543,d.ZGg See, as cited, http://www.parispledgeforaction.org/. See also, United Nations (2015) Transforming
our World: the 2030 Agenda for Sustainable Development A/RES/70/1 https://sustainabledevelopment.un.org/
post2015/transformingourworld/publication.

339 Within the G20, this includes the French Energy Transition Law and SRI fund labelling, as well as Stewardship
codes and developments underway at the EU to improve company and investor transparency. Eight countries
within the G20 have pension fund regulation covering ESG disclosure and seven stock exchanges have a
sustainability-listing rule. See, http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp. 8, 9.

340 See, “Greening Institutional Investment”, 2015, pp.3 Available at: https://www.google.nl/url?sa=t&rct=j&q
=&esrc=s&source=web&cd=10&cad=rja&uact=8&ved=0ahUKEwio8_KmgL_QAhWrI8AKHXf-AMUQFghq
MAk&url=https%3A%2F%2Fwww.unpri.org%2Fdownload_report%2F22444&usg=AFQjCNE33ULvAUu
3rl242ooRLfRlW7TcMA&bvm=bv.139782543,d.ZGg.

341 See, https://europa.eu/rapid/press-release_MEMO-18-1424_en.htm?locale=en.
342 See, “Greening Institutional Investment”, 2015, pp. 4. Available at: https://www.google.nl/url?sa=t&rct=j&q

=&esrc=s&source=web&cd=10&cad=rja&uact=8&ved=0ahUKEwio8_KmgL_QAhWrI8AKHXf-AMUQFghq
MAk&url=https%3A%2F%2Fwww.unpri.org%2Fdownload_report%2F22444&usg=AFQjCNE33ULvAUu3rl
242ooRLfRlW7TcMA&bvm=bv.139782543,d.ZGg.

343 The prudent person rule is explained above in section 4.1 a).
344 See, https://www.dnb.nl/en/binaries/Sustainable%20investement%20in%20the%20Dutch%20pension%20sector

_tcm47-346418.pdf?2016101812 pp. 32.
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Pension funds with the prudent person rule, such as Sweden, the Netherlands and
the US, which intend to follow a responsible investment policy, are expected to
include this principle in their investment policies and to be transparent about their
sustainable investment activities (DNB, 2016).345

b) Growing clarity on fiduciary duty 346

The publication of the report “Fiduciary Duty in 21st Century, September 2015” by
the UN-supported Principles for Responsible Investment, UN Environment Pro-
gramme – Finance Initiative, UN Environment Programme Inquiry and UN Global
Compact have contributed to clarify that there is no conflict of interest between
fiduciary duty to the beneficiaries and members, and the integration of ESG issues
in the investment processes and the focus on long-term value creation.347 A
pension fund must give priority to their beneficiaries and members’ interests but
they may also consider other stakeholders’ interests as well.348

c) Client demand

Globally, client demand is on the rise given the widespread of political, environ-
mental and financial crises or uncertainties on social media. Globalization has
driven awareness of the negative impacts on the environment by businesses and
investments among society at large.349 Therefore, beneficiaries, as in the example
of ABP provided above, has shown how client demand has a direct impact in the
development of responsible investment pension policies.350 Also in the US, the US
SIF has found in their 2016 survey that 85% of money managers points out client
demand as the main reason for ESG integration.351 352 Globally, the beneficiaries
concern and demand for ESG integration in investment decisions has been
identified by the UN-supported PRI.353

d) Engagement and voting

Pension Funds can influence an investee company through engagement and
through their voting rights as shareholders.354 It is also called shareholder

345 See, https://www.dnb.nl/en/binaries/Sustainable%20investement%20in%20the%20Dutch%20pension%20sector
_tcm47-346418.pdf?2016101812 pp. 32.

346 The fiduciary duty is explained above in section 4.1 b).
347 See, http://www.unepfi.org/publications/investment-publications/fiduciary-duty-in-the-21st-century/.
348 See above in section 4.1 b).
349 See, Maria Laura Tinelli, “Reflection. Responsible Investment Around The World”, The Routledge Handbook of

Responsible Investment, edited by Tessa Hebb,James P. Hawley,Andreas G.F. Hoepner,Agnes L. Neher and
David Wood.

350 See above, section 4.3 b).
351 See above, section 5.
352 See, http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp. 19.
353 See, https://www.unpri.org/about/what-is-responsible-investment.
354 See, Kreibohm, Eva Maria, “The Performance of Socially Responsible Investment Funds in Europe: An Empirical

Analysis” (2016) pp. 38.
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activism.355 Through engagement, pension funds may start a dialogue with their
investee companies in order to positively influence their ESG commitment,
improve their ESG performance in the long term and increase ESG disclosure.356

Engagement and voting can be an influential ESG driver, contribute to sustain-
ability and responsible investment reporting and ultimately, contribute to a more
sustainable way of conducting business.

e) Growing studies about the link between Environmental, Social and Governance
(ESG) and financial returns

There is a growing number of studies indicating the positive relation between ESG
risk consideration and positive returns. In general, these studies have shown that
companies with good ESG policies and indicators perform better financially.357

Among the most relevant studies is the Deutsche Asset & Wealth Management and
the University of Hamburg (2016), it concluded that 62.6% of meta-analyses find a
positive correlation between ESG and corporate financial performance and 90% of
studies a nonnegative relation, with a strong correlation between ESG and
corporate financial performance in emerging markets.358

There are two other relevant studies, the “ESG and financial performance:
aggregated evidence from more than 2,000 empirical studies”;359 and The Impact
of a Corporate Culture of Sustainability on Corporate Behavior and Performance
from Harvard Business School (2013) Robert Eccles, Ioannis Ioannou, & George
Serafeim.

f) Peer pressure and the potential of pension funds’ coalitions

Some of the largest asset owners, such as pension funds are teaming up to support and
scale up responsible investment.360 Cooperation between pension funds, combining
forces, places them in a stronger position to engage with investee companies, to drive
company ESG disclosure and responsible investment.361 Together, pension funds
coalitions have the power to also encourage ESG engagement to other pension funds,
which are not yet on board, increasing peer pressure.

355 Eurosif.
356 See, Clarke, Thomas, ”International Corporate Governance: A Comparative Approach” (2017) Routledge, 2nd

Edition.
357 See, http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp. 8.
358 See, https://institutional.deutscheawm.com/globalResearch/investment_strategy_3540.jsp and also “Greening

Institutional Investment”, 2015, pp. 10. Available at: https://www.google.nl/url?sa=t&rct=j&q=&esrc=s&source
=web&cd=10&cad=rja&uact=8&ved=0ahUKEwio8_KmgL_QAhWrI8AKHXf-AMUQFghqMAk&url=https%
3A%2F%2Fwww.unpri.org%2Fdownload_report%2F22444&usg=AFQjCNE33ULvAUu3rl242ooRLfRlW7Tc
MA&bvm=bv.139782543,d.ZGg.

359 See, http://www.tandfonline.com/doi/full/10.1080/20430795.2015.1118917.
360 See, http://moderninvestor.com/news/world-s-largest-asset-owners-team-up-to-bolster-esg-investments/a936964.
361 Participation in global forums such as the Global Asset Owners’ Forum gives a signal to “skeptical” pension funds

that their competitors are engaging with responsible investment, are committed to support long-term value
creation and driving sustainable growth amongst investee companies. See, http://moderninvestor.com/news/
world-s-largest-asset-owners-team-up-to-bolster-esg-investments/a936964.
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In general pension funds face the same challenges, as ageing of the population,
financial pressure to deliver the pensions in the long-term, risk management and client
demands. In terms of responsible investment strategies, these tend to be similar
among the largest pension funds, therefore, once pension funds do not compete with
each other, cooperation may be an important next step (VBDO, 2016).362

A recent example is the Responsible Business Conduct Agreement on responsible
investment signed by Dutch pension funds on the 20th of December of 2018.
Around 73 pension funds (with combined assets of almost € 1.2trillion EUR), the
Federation of the Dutch Pension Funds, trade unions, non-governmental organisa-
tions (NGOs) and the Dutch government committed to work towards achieving the
agreement’s objectives on responsible investment.363 E.g. related to human rights,
labour conditions and the environment. The signatories have committed to follow
the OECD Guidelines for Multinational Enterprises and the UN Guiding Principles
on Business and Human Rights (UNGPs) for guidance on how pension funds may
identify and report ESG risks.364 Pension funds are expected to integrate their
commitments into their ESG policy within two years.365 Pension funds’ commit-
ments will be evaluated by a “yet-to-be-established” monitoring committee.

g) Work of organizations such as the UN-supported PRI and sustainability
indices

The UN–supported PRI (see chapter 1) are an investor initiative developed in
partnership with the UNEP-FI and the UN Global Compact.366 They have
developed six voluntary principles with the objective of fostering the integration
of ESG issues into investment practices.367 The PRI encourages the adoption of the
Principles to over 1500 signatories with over USD 60 trillion of assets under
management as of April 2016 (figure 14, below).368 Their work has been
fundamental in impacting the responsible investment performance of an estimated

362 See, VBDO latest report “10th edition, Benchmark Responsible Investment by Pension Funds in the Netherlands
2016 Ready for the next step?” available at: https://www.metalektropensioen.nl/client/pme/upload/nieuws/08-11-
2016/Benchmark_Verantwoord_Beleggen_door_Pensioenfondsen.pdf pp. 8.

363 See, https://www.imvoconvenanten.nl/en/pension-funds and https://www.ipe.com/countries/netherlands/more-than-
70-dutch-schemes-back-sustainable-investment-covenant/www.ipe.com/countries/netherlands/more-than-70-dutch-
schemes-back-sustainable-investment-covenant/10028768.fullarticle.

364 See, https://www.ipe.com/countries/netherlands/more-than-70-dutch-schemes-back-sustainable-investment-covenant/
www.ipe.com/countries/netherlands/more-than-70-dutch-schemes-back-sustainable-investment-covenant/10028768.
fullarticle.

365 See, https://www.ipe.com/countries/netherlands/more-than-70-dutch-schemes-back-sustainable-investment-covenant/
www.ipe.com/countries/netherlands/more-than-70-dutch-schemes-back-sustainable-investment-covenant/10028768.
fullarticle.

366 See, https://www.unpri.org/about.
367 See, http://www.unpri.org/about-pri/the-six-principles/.
368 See, “From Principles to Performance – An Independent Evaluation Of The PRI’s Achievements And Challenges

At Ten Years” Available at: http://10.unpri.org/wp-content/uploads/2016/04/PRI-final-report_-single-pages.pdf
pp. 7.
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70% of the UN–supported PRI’s signatories.369 In addition the UN–supported PRI
has been strengthening relationships between asset owners, investment managers, ESG
consultants and policy makers, through active engagement.370 The UN–supported PRI
has partnered with different organizations such as, the UNEP-FI and UN Global
Compact and has contributed to the discussion of fiduciary duty, among others.371

Figure 14 – The PRI’s growth from 2006 until 2016.372

Source: PRI, 2016373

Launched on the 21st of January of 2016, the S&P Long-Term Value Creation
(LTVC) Global Index captures companies with the potential to generate long-term
value based on sustainability criteria and on financial quality.374 This index got the
immediate support of a heavyweight group of investors, including the Dutch
PGGM with €183 billion in assets under management.375 This group of supportive
investors have invested an initial €1.85 billion in funds tracking the S&P LTVC
Global Index.376 This initiative shows how large investors such as pension funds
can support long-term value creation by tracking companies based on sustainability
criteria.377 Besides, pension funds support drives corporate ESG integration and
reporting and it shows how pension funds’ demand for responsible investment and
ESG benchmarking is growing.378

369 See, “From Principles to Performance – An Independent Evaluation Of The PRI’s Achievements And Challenges At
Ten Years” Available at: http://10.unpri.org/wp-content/uploads/2016/04/PRI-final-report_-single-pages.pdf pp. 7.

370 More information about the influence of PRI on fostering responsible investment see, “Greening Institutional
Investment”, 2015, pp. 6. Available at: https://www.google.nl/url?sa=t&rct=j&q=&esrc=s&source=
web&cd=10&cad=rja&uact=8&ved=0ahUKEwio8_KmgL_QAhWrI8AKHXf-AMUQFghqMAk&url=https%3A
%2F%2Fwww.unpri.org%2Fdownload_report%2F22444&usg=AFQjCNE33ULvAUu3rl242ooRLfRlW7Tc
MA&bvm=bv.139782543,d.ZGg.

371 See, PRI (2015), Fiduciary Duty in the 21st Century (UN Global Compact, UNEPFI, PRI and UNEP Inquiry into
the Design of a Sustainable Financial System, London). Available at: http://unepinquiry.org/publication/fiduciary-
duty-in-the-21st-century/.

372 Retrieved from https://www.unpri.org/about.
373 Retrieved from https://www.unpri.org/about.
374 See, http://moderninvestor.com/news/six-top-institutional-investors-back-new-sandp-long-term-index/a875685.
375 See, http://moderninvestor.com/news/six-top-institutional-investors-back-new-sandp-long-term-index/a875685.
376 See, http://moderninvestor.com/news/six-top-institutional-investors-back-new-sandp-long-term-index/a875685.
377 See, http://moderninvestor.com/news/six-top-institutional-investors-back-new-sandp-long-term-index/a875685.
378 See, http://moderninvestor.com/news/six-top-institutional-investors-back-new-sandp-long-term-index/a875685.
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h) International soft law agreements and best-practice guidelines and principles

As we saw in the Swedish pension system, the AP funds place great importance on
the international agreements signed by their Government to elaborate their
responsible investment policies. National Governments tend to follow international
developments before taking regulatory initiative. International standards often
provide governments with the confidence to take action, help reduce inconsisten-
cies between jurisdictions and reduce the research and transaction costs associated
with developing national policies and instruments.379

This driver is associated to the “other side of the coin” of the obstacle to responsible
investment, the lack of guidance on ESG risk integration (see below section 6.3 g).

To fill the gap of policy guidance in these matters, the UN–supported PRI has
launched “A practical guide to ESG integration for equity investing” to guide
investors, including asset owners and investment managers, on how to implement
ESG risks, informing about integration techniques they can use in their investment
process.380 Publications as such can contribute to the general understanding and
spread of ESG disclosure best practices and serves as an example to policy makers.381

6.3 Obstacles to sustainability and responsible investment reporting

a) The misperception of fiduciary duty

In spite of efforts from organizations such as the UN–supported PRI, the UNEP and
the UN Global Compact in the report “Fiduciary Duty in the 21st Century”
clarifying that “fiduciary duty creates positive duties on investors to integrate
ESG risks, to mitigate risk and identify investment opportunities.” practice does not
yet follow.382 (See, section 3.1 b) above.

b) Miscommunication and lack of guidance on ESG risk integration

ESG integration is still new, regulation is in its infancy, definitions and require-
ments are unclear. Clear communication is key between the whole responsible
investments’ chain. All participants, from investors, to asset managers, consultants

379 See, Fiduciary Duty Scoping Paper at https://www.google.nl/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&
cad=rja&uact=8&ved=0ahUKEwizp6jG5svQAhVJKMAKHUk2BU8QFggiMAA&url=https%3A%2F%
2Fwww.unpri.org%2Fdownload_report%2F6091&usg=AFQjCNEcs0Tvo0jxOuQ0mmzveFrwolafGg&
bvm=bv.139782543,d.bGs.

380 See, the PRI practical guide at: https://www.unpri.org/news/pri-launches-esg-integration-guide-for-equity-investors.
381 See, the PRI practical guide at: https://www.unpri.org/news/pri-launches-esg-integration-guide-for-equity-investors.
382 See, Fiduciary Duty In The 21st Century - Scoping Paper 2016-2018 at: https://www.google.nl/url?sa=t&rct=j&

q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwizp6jG5svQAhVJKMAKHUk2BU8QFggi
MAA&url=https%3A%2F%2Fwww.unpri.org%2Fdownload_report%2F6091&usg=AFQjCNEcs0Tvo0jx
OuQ0mmzveFrwolafGg&bvm=bv.139782543,d.bGs.
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and policy makers need to accurately state their responsible investment demands so
that the responsible investment circle is well informed to respond to each other
demands.

There is lack of guidance on what to report and how to report about ESG risks. In
examples provided above (see for example, Brazilian pension system above on
section 5) the investor community together with key investors’ representative
organizations have made public their demand for further guidance.

To fill the gap of policy guidance in these matters, the UN–supported PRI has
launched “A practical guide to ESG integration for equity investing” to guide
investors, including asset owners and investment managers, on how to implement
ESG risks, informing about integration techniques they can use in their investment
process.383 Publications as such can contribute to the general understanding and
spread of ESG disclosure best practices and serves as an example to policy
makers.384 More research in this line should be done to contribute to eliminate
ESG miscommunication.

More recently, the EU Action Plan of 2018 setting the road map to achieve climate
commitments and sustainable finance is a promising development that has the
potential to minimize miscommunication and provide more guidance on ESG risk
integration.385 In particular, as we saw above in section 4.1, as reported by the EU’s
Technical Expert Group on sustainable finance (TEG) formed in July 2018, to
develop a codified sustainable finance market, the following key actions will be
necessary: to establish a common language (EU sustainability taxonomy) for
sustainable finance, to create an EU Ecolabel for green financial products and
standards; to clarify the ESG duties of institutional investors and asset managers,
foster transparency and long-termism in the investment decision process; develop
an EU green bond standard and to strengthen sustainability reporting and improve
accounting rule-making.386 These key actions of the EU Action Plan have the
potential contribute to mainstreaming responsible investment and responsible
investement reporting.

c) Short-termism in the financial market

One policy development under way that could help fostering long-term investment
is the revision of the European Shareholder Rights Directive, or the Long-term
Shareholder Engagement and Corporate Governance Statement.387 This directive
aims precisely to encourage long-term shareholder engagement. The European

383 See, the PRI practical guide at: https://www.unpri.org/news/pri-launches-esg-integration-guide-for-equity-investors.
384 See, the PRI practical guide at: https://www.unpri.org/news/pri-launches-esg-integration-guide-for-equity-investors.
385 See, https://europa.eu/rapid/press-release_MEMO-18-1424_en.htm?locale=en.
386 See, https://europa.eu/rapid/press-release_MEMO-18-1424_en.htm?locale=en.
387 See, http://www.debrauw.com/newsletter/ep-tones-proposed-amendments-shareholder-rights-accounting-directives/#;

https://www.equatex.com/en/article/european-shareholder-rights-directive-explained/ ; http://www.lexology.com/library/
detail.aspx?g=5814715f-152d-4e5e-b57a-42275d8a5b85.
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Commission issued a proposal in April 2014. In July 2015 the European Parliament
accepted the amended proposal.388 389 The directive encourages EU listed com-
panies to allow their shareholders to focus in the long-term.390 Moreover, this
Directive aims at increasing the level and quality of engagement of institutional
investors and asset managers in investee companies in order to improve corporate
governance and reduce short-termism.

Also there are high expections on the EU Action plan’s key action on clarifying the
ESG duties of institutional investors and asset managers, foster transparency and
long-termism in the investment decision process, as proposed by the EU’s
Technical Expert Group on sustainable finance (TEG).

d) Lack of policy and supervisory support

This obstacle is linked to the lack of policy support. Could the current supervisory
legislation hinder sustainability and responsible investment reporting among
pension funds? (DNB, 2016)391 Looking at the four countries analyzed, although
current legislation does not hinder sustainability and responsible investment
reporting by pension funds, when e.g. compared to financial reporting, it is not
very stimulating. For example, in the EU regulation is favorable to sustainability
and responsible investment reporting however, it lacks in providing sufficient
regulatory guidance to the pension funds regarding to what to report and how to
report. The market participants are learning by doing, using the multiple voluntary
guidance instruments in the market e.g. GRI, IIRC, UN-supported PRI and the
SASB. In the Netherlands, the Central Bank (DNB) pointed out the lack of
“accessible and marketable investments” as an obstacle to responsible investment,
however, the DNB clarifies that it does not stop them for having a responsible
investment policy; also the high costs of tracking “tailor-made sustainable invest-
ment index”, in particular for smaller pension funds prevents them for pursuing
responsible investments, with which the DNB agrees that the pension funds must
weigh the costs and expected returns and it expects transparency.392

388 See, http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P8-TA-2015-0257+0+DOC
+XML+V0//EN.

389 See, http://www.lexology.com/library/detail.aspx?g=10cdafcd-9dea-43fc-9016-a96ae6952489.
390 See, https://www.equatex.com/en/article/european-shareholder-rights-directive-explained/.
391 This was a concern from the Dutch Central Bank exposed in their report “Sustainable Investment in the Dutch

Pension Sector”, De Nederlandsche Bank, 2016, pp.32, 33. Available at: https://www.dnb.nl/en/binaries/Sustainable
%20investement%20in%20the%20Dutch%20pension%20sector_tcm47-346418.pdf?2016101812.

392 See, DNB 2016 report “Sustainable Investment in the Dutch Pension Sector”, De Nederlandsche Bank, 2016,
pp. 33. Available at: https://www.dnb.nl/en/binaries/Sustainable%20investement%20in%20the%20Dutch%
20pension%20sector_tcm47-346418.pdf?2016101812.
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6.4 What are the pension funds doing as shareholders? How can
pension funds influence the general meetings and the long-term
strategy of the company?

Pension funds, in their quality of shareholders have the power to influence
companies’ ESG risk management and drive sustainability reporting.393 Among
shareholder engagement strategies and tools are filing shareholder resolutions,
voting proxies, meeting and communicating with company executives, publishing
research reports or industry analyses, conducting letter-writing and e-mail cam-
paigns and participating in dialogues (US SIF, 2016).394

An example of shareholder engagement took place in 2014, when a coalition of SRI
firms and public pension funds teamed up to pressure large natural gas companies,
such as Chevron, ExxonMobil, EQT, and Occidental Petroleum, to address the
impact of their hydraulic fracturing operations.395 The investors filed shareholder
proposals at those companies, among others, expressing their concerns with the
ESG risk management of the companies regarding their hydraulic fracturing
operations. As a result, ExxonMobil, EQT, and Occidental Petroleum, among
others, agreed to report on how they are managing the risk associated to their
hydraulic fracturing operations.396

Associated to this shareholder activism on corporate hydraulic fracturing opera-
tions, in addition, investors launched a scorecard report benchmarking companies
involved in this particular business activity, against investors ESG disclosure
demands.397 398 The results are not yet overwhelming, in 2014, the 30 oil and
gas companies assessed underperformed against the 35 key performance indica-
tors.399 However, a group of engaged companies did improve disclosure, addres-
sing ESG risks and started reporting on how they are mitigating those risks.400 401

In 2015, 70% of 30 oil and gas companies do not adequately disclose fracking risks
to investors.402 This latest 2015 report concludes that improvements are mostly
noted amongst top ranked companies, who are engaged and continue to put their
efforts in improving both their performance and disclosures.403

393 See, http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf, pp. 33, 34.
394 See, http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp. 23.
395 See, http://www.asyousow.org/wp-content/uploads/2014/06/Investor-Coalition-Successfully-Urges-Natural-Gas-

Companies-to-Address-Impacts-of-Hydraulic-Fracturing-Operations.pdf.
396 See, http://www.asyousow.org/wp-content/uploads/2014/06/Investor-Coalition-Successfully-Urges-Natural-Gas-

Companies-to-Address-Impacts-of-Hydraulic-Fracturing-Operations.pdf.
397 See, the 2014 edition of the “Disclosing the Facts 2014” report at: http://disclosingthefacts.org/ An earlier version

of this report, the 2015 edition, is also available at the same link.
398 See, http://www.asyousow.org/wp-content/uploads/2014/06/Investor-Coalition-Successfully-Urges-Natural-Gas-

Companies-to-Address-Impacts-of-Hydraulic-Fracturing-Operations.pdf.
399 See, http://disclosingthefacts.org/2014/.
400 Engagement and shareholder activism is of course, many times not successful, and Chevron is one example of

failing to address investors’ demands for ESG risk management, transparency and improved ESG disclosure. See,
http://www.asyousow.org/wp-content/uploads/2014/06/Investor-Coalition-Successfully-Urges-Natural-Gas-
Companies-to-Address-Impacts-of-Hydraulic-Fracturing-Operations.pdf.

401 See also, http://disclosingthefacts.org/2014/.
402 See, http://disclosingthefacts.org/2015/.
403 See, http://disclosingthefacts.org/2015/.
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In countries like the Netherlands,404 pension funds are the main shareholders,
holding over one fifth of stock market capitalization as well as holding assets
totaling a significant share of GDP.405 Pension funds may significantly impact
companies ESG integration and reporting practices through voting at shareholder
meetings. “More than half (60%) of all Dutch pension funds use their voting rights
at shareholder meetings to promote sustainable investments at the companies they
invest in.”406 Engagement is more common in publicly traded companies however,
it can also occur in privately held companies.407 408

The EU Shareholder Rigts Directive II (SRD II) from 2017, which will come into
force in 2019, has the objective of strengthening the position of shareholders and to
ensure that decisions are made for the long-term stability of a company.409 On a
comply-or-explain basis, investors will be required to publicly report on their
engagement activities and voting decisions.410 It may therefore, increase transpar-
ency, promote long-term investment strategies, stewardship activities and will have
an impact on sustainability and responsible investment reporting.411 412 Although it
applies to European member states and is directed to asset owners and asset
managers operating in Europe it may influence global investors as well.413

7 Conclusion

Pension funds, Governments and International organizations such as the OECD,
have long debated how pension funds could best achieve the goals of securing the
payment of a retirement pension to retirees, and obtain the best returns at an
acceptable level of risk.414 International developments have shown that there is a
growing recognition of the relevance of ESG risk integration into investment
processes by pension funds and in the responsible investment chain. These
developments have taken place at different levels, corporate, investor community,
society, international organizations and the EU, which ultimately has a significant

404 More than half (60%) of all Dutch pension funds use their voting rights at shareholder meetings to promote
sustainable investments at the companies they invest in. They do so themselves or engage special – often
international – voting agencies to vote for them on the basis of a set of criteria established by the pension fund
(DNB report pp. 19).

405 See, http://www.oecd.org/investment/mne/38550550.pdf pp. 10.
406 See, DNB Sustainable Investment Dutch Pension Sector, 2016, pp. 19.
407 See, http://www.ussif.org/files/Publications/USSIF_ImpactofSRI_FINAL.pdf pp. 23.
408 No Small Change: Pension Funds and Corporate Engagement, Tessa Hebb, 2008. Book sample available at:

https://books.google.pt/books?id=WKaEQ4UXZcoC&pg=PA14&lpg=PA14&dq=no+small+change+pension
+funds+and+corporate+engagement&source=bl&ots=NyF1rO001Q&sig=HaExpsXjsu5IN0EG2Qg7MJA6y-
DU&hl=nl&sa=X&ved=0ahUKEwjJo62Dhv_KAhXGCBoKHaX2CZUQ6AEIRTAG#v=onepage&q=no%
20small%20change%20pension%20funds%20and%20corporate%20engagement&f=false See also sample at:
http://digitalcommons.ilr.cornell.edu/cgi/viewcontent.cgi?article=1039&context=books.

409 Directive (EU) 2017/828 of the European Parliament and of the Council of 17 May 2017 amending Directive
2007/36/EC as regards the encouragement of long-term shareholder engagement. See, https://eur-lex.europa.eu/
legal-content/EN/TXT/?uri=CELEX%3A32017L0828.

410 See, https://corpgov.law.harvard.edu/2019/04/04/the-shareholder-rights-directive-ii/.
411 See, https://www.sustainalytics.com/esg-blog/shareholder-rights-directive-ii-director-remuneration/.
412 See, https://corpgov.law.harvard.edu/2019/04/04/the-shareholder-rights-directive-ii/.
413 See, https://corpgov.law.harvard.edu/2019/04/04/the-shareholder-rights-directive-ii/.
414 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 1.
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impact on a national level. At different speeds but consistently, the four pension
systems analyzed in this chapter show to be increasing ESG integration in their
investment policies, therefore, it is positive that sustainability reporting is devel-
oping further. Besides, we can also notice an increasing awareness on ESG risks
among asset managers, consultancies and to policy makers.415 Among the main
drivers identified were, client demand, engagement and voting, clarity on fiduciary
duty, supportive regulation, work of organizations such as the UN-supported PRI,
the OECD, the UN Global Compact, the CDP, the GRI, the International Integrated
Reporting Council and the Sustainability Accounting Standards Board which have
played an important role engaging with pension funds and their responsible
investment chain to create awareness and drive long term value creation. Barriers
identified were the lack of regulatory guidance, particularly on how to report and
what to report regarding ESG risk integration into investment processes, miscom-
munication in the responsible investment chain about the growing relevance of the
role of ESG risk integration for pension funds, short-termism and the lack of trust in
the link between ESG risk integration and financial returns.

Regardless of their patent cultural, political and financial different traditions, the
four pension systems show similar challenges, and more importantly, they show
that despite the differences in their structure and organization, they all show that
ESG risk integration in their investment strategies is important. The four pension
systems signal their growing interest and engagement with responsible investment
best practices. Despite the diversity of responsible investment approaches across
the different pension systems, the four pension funds given as examples are in the
forefront of responsible investment globally (Rob Lake, 2016). As put by Rob
Lake, “just as there is no single, universally ‘correct’ way to invest, there is no
single, universally ‘correct’ way to be a responsible investor.” It will certainly take
time to reach a mainstream but the horizon looks positive.

As stated by the OECD (Principle 6: Investment Restrictions)416 “The core
objective of investment regulations of insurers and pension funds is to ensure
that the “promise” given to policyholders or beneficiaries can be kept through
prudent investment activities, and avoidance of investments that may be exces-
sively risky.”417 Moreover, given their major asset size, pension funds need to
manage ESG risks in parallel to deliver retirement benefits. Therefore, pension
funds would benefit from a good system of sustainability reporting. Renowned
organizations have made recommendations on how pension funds can best improve
ESG best practices. Among others, agree on generally accepted definitions, draw
parameters and set clear guidelines on what to report, how to report and how to
implement ESG risks into investment strategies, clarify ESG integration as part of

415 PRI, “How Asset Owners Can Drive Responsible Investment – Beliefs, Strategies and Mandates” 2016.
416 See, http://www.oecd.org/daf/fin/private-pensions/G20-OECD-LTI-Principles-Effective-Approaches-Report.pdf

pp. 23.
417 See, http://www.oecd.org/daf/fin/private-pensions/G20-OECD-LTI-Principles-Effective-Approaches-Report.pdf

pp. 23.
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the fiduciary duties (PRI, Fiduciary Duty in the 21st Century, 2015) and create a
supportive regulatory framework. The EU Action Plan of 2018 may contribute to
minimize the above mentioned shortcomings and mainstream a common language
on ESG risks and responsible investment and integrating ESG risk management
into the investment decision process. Also the EU Shareholder Rights Directive II
(SRD II) from 2017 that will come into force in 2019, is expected to contribute to
long-term investment strategies, to increase transparency and improve sustainabil-
ity and responsible investment reporting.
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Summary & Conclusion

This research aims to contribute to the development of sustainability reporting
within the capital markets. The main purpose is to investigate whether sustain-
ability reporting regulation and policies can contribute to the development and
implementation of sustainability reporting of corporations operating in the capital
markets. To answer this main research question, I wrote six chapters based on the
outcome of desk research, literature review and more than 100 interviews
conducted in the period between 2011 and 2016, in four countries object of this
research, Brazil, Sweden, The Netherlands and the United States (US). The sharp
growth of sustainability reporting in the period between 2011 and 2015 makes this
period particularly interesting and relevant for conducting this research. Given the
methodology chosen and the relevance of the period between 2011 and 2015 for the
research of the development of sustainability reporting, this book mostly reflects
upon the developments that took place in that period in the four countries.

Below I provide the answers, first to the sub-questions and second to the main
research question. The answers provided take into consideration all the information
acquired through the previous six chapters.

Research question: can sustainability reporting regulation and policies contribute
to the development and implementation of sustainability reporting of corporations
operating in the capital markets?1

Sub-questions:

• What is the state of the art of sustainability reporting?

The answer to this question is mainly addressed in the first chapter, which provides
an overview of the state of the art of sustainability reporting.

Sustainability reporting has become more common amongst the world’s largest
companies. There has been a continuous growth in sustainability reporting since
2011. From 2011 to 2015 there was a sharp increase in sustainability reports of

1 In this research I investigated if sustainability reporting instruments are used or not. I did not research the quality
and nature of the sustainability reporting instruments.



companies in the S&P 500 companies. It rose from 20% in 2011 to 81% in 2015.2

From 2015 to 2018 this increase was less accentuated, with an increase from 81%
in 2015 to 86% in 2018.3 According to KPMG, in 2015, the rate of reporting on
corporate responsibility among the largest 100 companies (N100) is 71%; among
the G250, 92% of the companies report on corporate responsibility.4 5 In 2017,
75% of the N100 companies report on corporate responsibility and 93% of the
G250 companies report on corporate responsibility.6

As reported by KPMG in their annual survey in 2015, formal third party assurance
of the G250 reports has increased from 59% to 63% from 2013 to 2015. In 2017,
this percentage rose to 67% among the G250 companies.7 KPMG also refers that in
the N100 reports third party assurance increased from 38% in 2013 to 42% in
2015.8 In 2017, this percentage rose only to 45%.9 KPMG’s data suggested that
assurance rate tend to increase most rapidly in countries where reporting has also
increased, such as in the US.10 The ISAE 3000 and the AA1000AS are the most
used assurance standards (KPMG, 2008). Sustainability reporting has grown and it
is happening globally, yet at different paces. Sustainability reporting is in the
agenda of the world’s largest companies and growing between listed midcap and
smallcap companies.

Yet currently, there is no global accepted voluntary or mandatory set of principles
for sustainability reporting. Instead, there is a multiplicity of organizations that
develop sustainability standards and principles, such as, the Global Reporting
Initiative (GRI), the CDP (former Carbon Disclosure Project), the International
Integrated Reporting Council (IIRC), the Organization for Economic Cooperation
and Development (OECD) guidelines, the Sustainability Accounting Standards
Board (SASB), the United Nations Global Compact (UNGC) and the United
Nations (UN)-supported Principles for Responsible Investment (PRI). Although
these standards are compatible with each other, they have different features and
have been used in an ad-hoc manner, as there are no legal rules or enforcement.

2 See, https://www.ga-institute.com/press-releases/article/flash-report-86-of-sp-500-indexR-companies-publish-
sustainability-responsibility-reports-in-20.html and https://www.environmentalleader.com/2016/06/81-of-sp-500-
companies-published-sustainability-reports-in-2015/.

3 See, https://www.ga-institute.com/press-releases/article/flash-report-86-of-sp-500-indexR-companies-publish-
sustainability-responsibility-reports-in-20.html.

4 KPMG, “International Corporate Responsibility Survey”, 2015. Available at: https://assets.kpmg.com/content/
dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf.

5 See also, Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 18. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

6 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 9. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

7 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 26. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

8 See, KPMG International Survey 2015. Available at: https://assets.kpmg.com/content/dam/kpmg/pdf/2016/02/
kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf pp. 40.

9 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 26. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

10 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 26. https://integratedreporting.org/wp-content/
uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.
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From the interviews conducted for this research I have learned that sustainability
reporting can be a challenge for many reporting organizations and responding to
different reporting requests puts pressure and time constraints on these organiza-
tions. Already in 2010, the GRI referred to the challenge that the growing
multiplicity of sustainability reporting standards represented and how to avoid
“(…) a decline in popularity for sustainability reporting.” (Carrots and Sticks
report, 2010) Since then, the multiplicity of sustainability reporting standards did
not decline, as the practice and interest of sustainability reporting did not decline
either. In response to this challenge a number of sustainability standard-setters have
partnered with each other and coordinated their efforts, which has been beneficial
both for reporters and standard setters. Organizations such as the GRI, the CDP, the
Global Initiative for Sustainability Ratings (GISR), IIRC, the SASB, the UNGC
and the UN-supported PRI have also partnered with the financial sector, including
corporations and investors. Voluntary standards have gained a growing acceptance
and impact globally, however, GRI is the leading sustainability reporting standard-
setter used globally. Already in 2013, 81% of the G250 has used the GRI guidelines
and in 2015 this number declined to 74% of the G250 using the GRI Framework
(KPMG, International Survey of Corporate Responsibility Reporting, 2015).11 In
2017, the percentage rose to 75% in the G250 companies.12 The GRI Guidelines
have been the leading sustainability reporting framework used.13 Wim Bartels,
KPMG’s Global Head of Sustainability Reporting and Assurance, has explained in
KPMG’s report (2015) the possibility of the decline in the use of the GRI guidelines
among the largest companies may be because those companies are increasingly
required to report on sustainability in their annual reports.14 Wim Bartels continues,
explaining that the GRI is designed historically for stand-alone sustainability
reporting.15

This research focuses on Brazil, Sweden, the Netherlands and the United States.
These four countries were chosen given their duality of approaches to sustainability
reporting but also because of their progressive initiatives in sustainability reporting
(EU), the curiosity of the US approach as the largest economy in the world and the
contrast with the role of of an emerging market in the development of this topic.
Sweden and The Netherlands have a mandatory approach to sustainability reporting
while Brazil and the United States have a voluntary approach to sustainability
reporting. The four countries have different legal and financial backgrounds, and

11 See, KPMG International Survey of Corporate Responsibility Reporting 2015, available at: https://assets.kpmg.
com/content/dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf
pp. 42.

12 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 28. Available at: https://integratedreporting.org/
wp-content/uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

13 KPMG Survey of Corporate Responsibility Reporting, 2017, pp. 28. Available at: https://integratedreporting.org/
wp-content/uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.

14 See, KPMG International Survey of Corporate Responsibility Reporting 2015, available at: https://assets.kpmg.
com/content/dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf
pp. 42.

15 See, KPMG International Survey of Corporate Responsibility Reporting 2015, available at: https://assets.kpmg.
com/content/dam/kpmg/pdf/2016/02/kpmg-international-survey-of-corporate-responsibility-reporting-2015.pdf
pp. 42.
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different economic growth. These differences have influenced their approaches to
sustainability reporting.

• What can sustainability reporting learn from the development of international
financial accounting standards?

The answer to this question is addressed in the chapter 2. Chapter 2 presented the
lessons we can learn from the development and practice of financial standards and
how these lessons can help shaping the future implementation of a globally
recognized set of principles for sustainability reporting. The experience of developing
a set of internationally recognized and harmonized financial reporting standards may
be helpful to the development of a set of internationally recognized sustainability
reporting standards. This is due to facing similar challenges, for example, on how to
provide credibility to the information disclosed through effective oversight and
governance and how to communicate clearly to ensure transparency. Also due to
the accountants skills and expertise in financial measurement, financial reporting,
assurance and how to link a business strategy to financial performance and creation of
value for stakeholders.16 I reached 10 lessons, listed below.

1. The slow standard-setting process can be accelerated through legislation. We
could see this through the development of financial regulation, in particular at
the influence that Regulation 1606/2002 in the global acceptance of the IFRS.
Regulation 1606/2002 was responsible for directly requiring European listed
companies to apply the IRFS on a mandatory basis. If a framework for
sustainability reporting is to be widely implemented by the corporate and
financial sectors, similarly to the necessity to develop a legal framework for
financial reporting in the EU, mandatory sustainability reporting is funda-
mental to drive harmonization and mainstream practice.

2. Building trust through transparency; the study of the development of financial
reporting standards showed us that through a transparent market we can
understand how oversight and centralized uniform standards contributed to
increasing trust in financial markets. The mainstreaming of financial reporting
standards facilitated transparency in capital markets.

3. Maintaining experts’ independence while mindful of necessary political, corpo-
rate and social engagement; we saw that the key for the International Accounting
Standards Board’s independence is its Governance model. It has the remarkable
capacity of maintaining its technical expertise from national and international
political interference, e.g. EU, SEC, Financial Accounting Standards Board and
national Governments, yet it is accountable to the public interest, through the
work of its Trustees and the Due Process Oversight Committee.

16 See, https://www.aicpa.org/InterestAreas/FRC/AssuranceAdvisoryServices/DownloadableDocuments/Sustain-
ability/Whitepaper_Accounting_for_the_Sustainability_Cycle.pdf and https://www.icas.com/ca-today-news/
eight-ways-accountants-can-contribute-to-sustainability.
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4. Continue without the support of a major economy, such as the US; despite the
US influence on the developments of financial accounting in Europe, and the
fact that they did not adopt IFRS until today, did not stop IFRS from becoming
the world’s mainstream financial reporting standard. The success of a frame-
work for sustainability reporting is not necessarily dependent of the support of
any major economy, such as the US and of its national sustainability reporting
regulatory developments.

5. The investors are the key audience of financial reporting and are also one of the
main stakeholders of sustainability reporting. Investors are calling for more
Environmental, Social and Governance information. Sustainability reporting
also focuses on the protection of investors therefore, the disclosure of reliable,
credible and comparable Environmental, Social and Governance information is
in the interest of investors.

6. Higher harmonization leads to higher comparability; increased harmonization
of financial reporting standards with the use of the IFRS resulted in increased
comparability of international financial reporting practices, reduced informa-
tion costs and reduced information risk for investors. However, concerns with
the uneven implementation and enforcement of the IFRS remains as it might
jeopardize comparability and information and risk reduction.

7. Principles-based framework is the way to go; looking at the development and
use of the IFRS in financial reporting we saw that principles have worked better
than rules. The IFRS’ principles-based nature, openness and flexibility are the
conditions responsible for its large global acceptance as the mainstream
financial reporting tool. The US-GAAP’ rules are not appealing to companies
and IFRS is largely preferred globally.

8. National legislation needs international guidance; the implementation and
enforcement of IFRS is dependable of national judgments, which are influenced
by national and international politics, economics, regulation, society and culture.
International standards mainly reach to the largest companies which are also the
most financial capable to respond to regulatory change. This is still beneficial
because the largest companies can become an example of how to conduct a
profitable business in a responsible way. Therefore, until a certain degree,
inconsistent implementation and enforcement of standards may be expected.

9. Integrated reporting; providing authentic financial and non-financial information
in the same report and in a timely manner would benefit investors the most.
Investors would then be equipped with all relevant information about a company
in a single document to help them to better evaluate how agile a business is when
responding to change and make better-informed investment decisions.
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10. Mandatory sustainability assurance; with the inherent limitations of what
sustainability assurance is and how it can be best carried-out, as we have
seen with financial reporting, sustainability assurance is also meant to increase
investors’ trust on the reliability of the information disclosed. For account-
ability to take place mandatory sustainability assurance is needed. Sustain-
ability assurance principles should be mandatory and used by accountancy
firms as for example, the Big 4 accountancy firms.

• How is sustainability reporting developing in Brazil, Sweden, The Netherlands
and the United States?

The answer to this question is mainly addressed in the chapter 3, which provides an
overview of the state of the art of sustainability reporting with a focus on Brazil,
Sweden, the Netherlands and the US.

As outlined in chapter 3, regulation has been driving the uptake of sustainability reporting
in Europe, contributing to the advancement of sustainability reporting in Sweden and in
the Netherlands. Another relevant driver of sustainability reporting in Sweden and in the
Netherlands is the Government. The examples of Sweden, the Netherlands and also of
South Africa show how Governmental intervention can be influential in the uptake of
sustainability reporting and integrated reporting (KPMG, 2011). Swedish companies
have been early adopters of international sustainability reporting standards and ESG
concerns are part in the Swedish social and corporate culture.

Companies in the four countries are advancing in their sustainability reporting
practices yet at different speeds. The fact that the largest companies in Brazil,
Sweden, the Netherlands and the United States, which are also some of the largest
companies in the world, are publishing sustainability reports shows the positive
impact of the EU’s mandatory sustainability reporting requirements and may also
indicate that they have understood the benefits of long term value creation and of
enhanced ESG transparency in financial markets. Generally, Sweden and the Nether-
lands, besides their own progressive national initiatives in sustainability reporting,
also benefit from the EU’s sustainability reporting disclosure requirements. In the EU,
the non-financial reporting Directive requires around 6000 large listed companies, or
operating in the banking and insurance sectors, with more than 500 employees,
operating in the EU to disclose ESG risks about their business activities, in their
annual reports. The first reports are expected in 2018 referring to fiscal year of 2017,
and Member States were required to transpose the non-financial reporting Directive
into their domestic legislation by the 6th of December of 2016.17

At this point, according to US legislation, most US companies report on their ESG
risks on a voluntary basis, as there is no specific regulatory framework mandating
sustainability reporting in the US. The SEC is the legitimate institution to require

17 See, http://ec.europa.eu/finance/company-reporting/non-financial_reporting/index_en.htm#news.
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financial and sustainability corporate disclosures in the US. Under the SEC
reporting requirements, US companies do have to report the risks that might affect
their businesses, which among others, includes risks related to climate change and
conflict minerals. The growth of investors and shareholders’ interest and demand
for non-financial information, has triggered the SEC’s initiative to propose
amendments to the current disclosures requirements in the US. If the SEC adopts
its proposal on extending the disclosure requirements to non-financial information,
the US will move from a voluntary approach to a mandatory approach to
sustainability reporting. On a global scale, having the largest economy on board
extending its sustainability reporting requirements to all US listed companies,
means that trend of growth in the uptake of sustainability reporting may accelerate.
The mandatory requirements existent in the EU since 2014 may affect US
companies operating in the EU. Globally mandatory sustainability reporting
(regional, national and by stock exchanges), allied to an increase of the interest
and demand of sustainability information among investors and shareholders is the
reason for the increase of reporting companies in the US. For example, the EU non-
financial reporting Directive also triggers the interest of national regulators, as the
SEC in the US.

In a totally different way from Sweden and the Netherlands, where the European
Commission and national Governments have been the main drivers of sustainability
reporting, in Brazil, the stock exchange B3, former BM&FBOVESPA, has since
2012 been the number 1 driver of sustainability reporting among Brazilian listed
companies. The former BM&FBOVESPA has disclosed a lesson from their
experience with the voluntary “report or explain” approach; according to B3,
voluntary self-regulation sustainability reporting tools and policies in the Brazilian
capital market have proven to be effective. According to the stock exchange’s
experience a few adhering companies have explained that they did not see major
changes within their organization and therefore, stopped adhering. The stock
exchange saw a lower growth of adhering companies in the past two years (2014
and 2015), one of the possible reasons appointed was the lack of penalties for non-
adhering companies.18 These results from the former BM&FBOVESPA’s experi-
ence follow in line with the shortcomings identified in chapter 4 and their opinion,
that as it is the case in Brazil, the challenge lays in the lack of monitoring and in the
lack of legal accountability. This is also my opinion, as companies, not monitored
and without incentives may feel tempted to not comply.

There are sustainability reporting disclosure’ differences between developed
countries, from which Sweden, the Netherlands and the US are part, and emerging
markets, from which Brazil is part. This difference is visible by looking at the
public’s different concerns (see chapter 3) in Brazil, Sweden, the Netherlands and
the US. The European public is generally more engaged with ESG responsible

18 See in Portuguese, Sonia Favaretto, “Relate ou Explique para Relatório de Sustentabilidade ou Integrado: um case
brasileiro de sucesso”, Business case.
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practices and risks consideration, when compared to the American public. The US
tradition of minimal government interference (strong capitalist society) on capital
markets contributes to this difference. Given the cultural, social and financial
differences between the four countries, the level of awareness and activism towards
sustainable development is different. As we saw in chapter 3, Brazil has urgent
priorities, as social and financial inequality, safety and education. The level of
concern with sustainability is therefore, diminished when compared with their
urgency for satisfying basic needs. In Sweden, the Netherlands and in the US, three
developed economies, with high income, high level of education and safety, their
publics are generally more conscientious about sustainability.

• Which framework, mandatory or voluntary and integrated or not, is most suitable
to contribute to the development and implementation of sustainability reporting?

The answer to this question is mainly addressed in the chapter 4, which discusses
the information provided in chapter 3 and elaborates on this particular sub-question.

From the research conducted, the co-existence of mandatory and voluntary
sustainability reporting instruments seems to be the most beneficial option at the
moment. The moment is not yet right for a sudden and strict change to legally
required sustainability reporting, it would be too early. As explained below,
organizations need to build capacity and develop knowledge to understand the
internal and external benefits of sustainability reporting. The EU is following the
sustainability reporting developments on a global and regional scale and has
steeped-in to set minimum sustainability disclosure standards to level the playing
field among the member states (2014 EU non-financial reporting Directive). This is
an important development not only within the EU but globally. Amongst the most
significant developments of sustainability reporting in the European Union, is the
2014 non-financial reporting Directive (amending the Accounting Directive (2013/
34/EU) adopted in 2013), requiring for the financial year of 2017, the disclosure of
non-financial information by large public-interest entities as listed companies,
banks and insurance undertakings. The Directive’s requirements are expected to
affect nearly 6000 companies. The European Commission’s directive has scaled-up
sustainability reporting beyond the EU, on a global level, with at least 180 different
initiatives reported by GRI in 45 different countries and regions. The European
Commission’s Directive is not the only driver for sustainability reporting. Among
others, the growing innovation technology (global communication advancements),
the growing interest of Governments (reflecting the public call for increased capital
market’ transparency), the growing engagement of the corporate sector and
investors (particularly the pension funds and stock exchanges) and the stock
exchanges are all drivers for sustainability reporting. Besides the EC, stock
exchanges are amongst the best-positioned stakeholders to drive mandatory ESG
disclosures for listed companies. Even though the large majority of companies is
not listed, what happens on the stock markets is relevant. Stock exchanges play a
role pushing companies to do what is already in voluntary guidelines through
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listing rules, implementation of national legislation and also acting as a “liaison”
between the listed companies, policy makers, investors and ESG organizations
(experts). Listed companies are pacesetters in sustainability reporting. Although
still fragmented, the developments mentioned above, have all been driving forces.
This global interest towards enhanced sustainable practices has been demonstrated
through the international sustainable development agenda, better explained in
chapter 4. The global context has therefore, become more favorable for the
development of sustainability reporting, either mandatory or voluntary.

Well-designed voluntary sustainability reporting standards have been particularly
helpful for jurisdictions introducing a sustainability reporting initiative for the first
time. Voluntary instruments help building the educational process of disclosure as
the reporters learn how to use these tools and learn the benefits of reporting on the
job. The EU mandatory “report or explain” approach from the non-financial
reporting Directive gives companies the freedom to innovate and to find the new
solutions to some of the world’s most pressing challenges. Companies will have the
opportunity to engage gradually and will have the opportunity to adapt and improve
their ESG performance. This initial voluntary period allows companies to develop
capacity, both of reporting experience and to improve ESG performance. Once
capacity is in place mandatory reporting can take place to ensure a harmonized
approach. The European Commission could then develop and require a next
generation of stricter ESG standards. Companies, encouraged through legislation,
report or explain approach, listing requirements and voluntary frameworks, are
expected to report on the impacts (e.g. financial impact) of their ESG risk
management. In turn, as I see it, this disclosure may contribute to mobilize large
asset owners’ interest and capital, such as pension funds, and mainstream sustain-
ability reporting and foster responsible investing practices. Standards are a
necessary starting point but in practice their effectiveness (usefulness) depends
on the successful adoption by the corporate sector, and on the use of the
information disclosed by the investors. The sustainability reporting regulatory
objectives need to be supported by governance structure and auditing system that is
similar to the one of financial reporting and eventually, as it happened with
financial reporting, additional regulation may be necessary.19 The development
of integrated reporting is promising. This is due to the possibility to deliver the type
of information that is most representative of a company’s situation and future
viability. Sustainability reporting can take advantage of the existing financial
reporting infrastructure, including the reporting framework, accounting setting,
comprising the accounting firms and accountant professionals. Given their specia-
lized financial expertise, accountants are in a privileged position to understand and
link the ESG risk management strategy to financial impact.20 Accountants’
knowledge about financial reporting, auditing, key performance indicators, risk

19 See, https://dash.harvard.edu/bitstream/handle/1/22824053/16-032.pdf?sequence=1.
20 See, https://www.aicpa.org/InterestAreas/FRC/AssuranceAdvisoryServices/DownloadableDocuments/Sustainability/

Whitepaper_Accounting_for_the_Sustainability_Cycle.pdf See also, http://www.icaew.com/-/media/corporate/files/
technical/sustainability/sustainability-the-role-of-accountants-2004.ashx?la=en.
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management and measurement can be particularly helpful to measuring ESG
impact and to assuring the information disclosed, and therefore increasing relia-
bility of ESG information.21 Some of the key successes of financial reporting
include, the International Accounting Standards Board Governance structure and
the independence of financial expertise of political influence.

Integrated reporting is growing globally, although the EU has affirmed it to be a
step ahead, both on a practitioner level and on a policy development level.
However, the recent EU development of the EU Action Plan on Sustainable
Finance of 2018 may contribute to the further development of integrated reporting.
Integrated thinking and the concept of value creation have gained traction and more
supporters than the International Integrated Reporting Council itself. Critics have
pointed that the International Integrated Reporting Council has taken up too many
interests and it has not yet gained the market and Governmental confidence to
establish itself as the integrated reporting standard-setter body. Cost-efficiency of
ESG integration and consequent communication of corporate sustainability strate-
gies, through a sustainability report or an integrated report, is fundamental.

If the Global Reporting Initiative (GRI) standards or the International Integrated
Reporting Council (IIRC) framework were to be mandated, it is not clear which one
would be the most appropriate choice at the moment. We may only speculate. As I
see it, if one of the standard-setters were to be endorsed at the present day, GRI
could be an appropriate choice. The GRI sustainability reporting standards are
currently the most used globally. Accordingly to chapter 4, gradually, integrated
reporting is expected to gain traction and therefore, become more used by reporting
organizations.22 The trend seems to be that the GRI is more refferenced in
sustainability reports while the IIRC is increasingly mentioned in integrated
reports.23 If we consider that the disclosure of sustainability reporting information
only makes sense when integrated with financial reporting information, then the
endorsement of the IIRC could be a possibility considering the possible demand for
a standard-setter that responds to the demand for integrated sustainability and
financial information.

The four countries analyzed in this research, Brazil, Sweden, the Netherlands and
the US, have contributed to a better understanding of the advancements of
sustainability reporting in the EU, in Brazil, in the US, but also globally. The
EU sets the example to other advanced economies such as the US, Canada and
Japan. Through the non-financial reporting Directive, the ESG disclosure require-
ments reach out beyond EU companies to other non-EU public interest entities;

21 See, https://www.aicpa.org/InterestAreas/FRC/AssuranceAdvisoryServices/DownloadableDocuments/Sustainability/
Whitepaper_Accounting_for_the_Sustainability_Cycle.pdf See also, http://www.icaew.com/-/media/corporate/files/
technical/sustainability/sustainability-the-role-of-accountants-2004.ashx?la=en.

22 See, Chapter 4 pp. 232, 233 and 258.
23 See, https://www.greenbiz.com/article/battle-continues-gri-vs-sasb-vs-ir.
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Brazil is setting the example in Latin America and to other emerging economies,
together with South Africa.

• How can sustainability ratings contribute to the development and implementa-
tion of sustainability reporting?

The answer to this question is addressed in chapter 5. Looking at the sustainability
ratings market, through the interviews conducted in the four countries and also
from the desk research conducted, I found that companies, investors and raters
depend on each other’s communication and exchange of information. Therefore,
increased engagement between them would possibly benefit companies and
investors. Through engagement, companies and investors could explore new
ways for cooperation, to understand their needs, on identifying material ESG risks,
and to find the ways in which the raters can help providing real-time information
through new products and services.24

By looking at the history of credit rating agencies, we can identify five potential
problems credit rating agencies may have to manage, similarly to those that
sustainability rating agencies may have to deal with. The first is related to the
independence of rating agencies and the integrity of the rating process, which can
be compromised by potential conflicts of interest. Less Governmental intervention
in the past of credit rating agencies may also contribute to increasing credibility and
better quality of sustainability ratings. The second problem relates to how credit
rating agencies manage to avoid a monopolistic credit ratings’ market. This
situation may become more challenging with the possibility of creating Nationally
Recognized Statistical Ratings Organizations (NRSROs). Third, how to manage
the lack of accuracy of the ratings, which could benefit from increased competition
and would be in the interest of investors. Fourth is the “subscriber pays” model and
the “free-rider” possibility; this model has been used by credit rating agencies and
with the support of the regulator may also benefit sustainability ratings. Fifth, how
to manage the lack of factual verification; a solution to this problem could be hiring
independent experts (Coffee, 2014 pp. and 266, 267) and increased Governmental
oversight on rating agencies business operations.

Both credit rating agencies and sustainability rating agencies are needed in the
financial market. Credit rating agencies increase investor’s trust on the credit-
worthiness of issuers and reduce uncertainty (Coffee, 2014).25 Sustainability rating
agencies complement the credit rating agencies’ work by increasing investors’ trust
on the issuers’ ESG performance.

Market standards are still evolving. More education and awareness on the long-
term benefits of increased ESG disclosure and performance ratings could probably

24 See, the EIRIS’ recommendations in response to the insights given by stock exchanges, in EIRIS “Sustainability
Initiatives: Insights from Stock Exchanges into Motivations and Challenges” pp.17 November 2013.

25 See, http://www.un.org/esa/ffd/wp-content/uploads/2015/01/CRA_summary.pdf.
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be beneficial for the long-term development of this area. I have introduced five
challenges in the sustainability ratings’ industry. First, a one-size-fits-all approach
does not seem to be as beneficial as the ratings per industry, sector and size.
Engagement, through e.g. dialogue, will bring more clarity to the market partici-
pants’ needs and facilitate the response to challenges. However, the other side of
the coin is, second, that the multiplicity of ESG ratings and research providers also
triggers investors’ additional information requests to companies. Third, another
consequence of the multiplicity of ESG ratings and research providers is the
multiplication of information requests and the duplication of information, which is
a burden to companies and also to investors. Fourth, how to deal with incomplete
information and the risk of publishing inacurate information; transparent meth-
odologies, criteria and policies bring trust to the ratings’ provider and credibility to
its products and services. Finally, the fifth is the successful management of
conflicts of interest, which influences how raters keep their independence and
avoid being on the spotlight for the wrong reasons, as we saw with the past
financial crises.26

Involvement of the Government and market regulators in the process of main-
streaming of accurate, reliable and real-time rating principles could prove beneficial
for accelerating the process. As we have seen in chapter 2 with the mainstreaming
of IFRS, the involvement of the European Commission and national Governments
may have increased compliance and enforcement. There are over 100 raters in the
market who developed their own methodologies and often, rate the same issues.
Companies and investors are challenged to select which raters and information to
trust. It seems that the answer to overcome the challenges listed above, may not be
to develop a new rating standard but instead focus on a standard to rate the raters,
which the GISR is trying to achieve. The GISR works towards developing rating
principles for the raters. The idea of focusing on the raters and not just on the rated
looks promising. Just as we saw with financial reporting, all auditors and credit
rating agencies are bound by the same rules to audit and rate, respectively.27 It
seems logic to have an independent organization focusing on the rater’s perfor-
mance. External assurance of the data provided by ESG research providers using
standards as the Arista 3.0 is also considered to increase credibility in the data
provided and in ratings.

Looking at the successful business cases in Brazil, with B3, the former BM&FBO-
VESPA and in the US with the DJSI (see chapter 3), but also in other parts of the
world such as, in South Africa, with the Johannesburg Stock Exchange, we see the
influence of positive regulatory change, through the support of the Governments.
Companies are more likely to report specific information if such disclosure is made
mandatory by a stock exchange or regulator (UNCTAD, 2011; Ioannou and

26 The Sarbanes Oxley Act, in response to the financial crises of 2002, has contributed to the higher independence of
credit rating agencies. Sarbanes Oxley Act of 2002, Section 201 (g) restricted auditors’ provision of non-auditing
services to their clients. See, http://www.sarbanes-oxley-act.biz/SarbanesOxleySection201.htm.

27 See, chapter 2.
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Serafeim, 2012). If there would be more clarity and more robust evidence about the
link between financial returns and ESG disclosure, stock exchanges could have a
financial incentive to change their listing requirements and include ESG listing
requirements. Otherwise, mostly Government regulations and political support
would drive interest in the field. Academic research has been done about the link
between financial returns and ESG disclosure. However, further research is
necessary to finding a more robust evidence of the link between ESG disclosure
and increased ESG performance, with increased financial returns.

There is a long way between commitment to initiatives as the UN-supported
Principles for Responsible Investment and effective implementation, however, the
increasing number of signatories of responsible investment’ initiatives, the number
of ESG assets under management and the increasing use of ratings as an investment
tool, point towards the direction of growth of the responsible investment trend, as
ratings became an increasingly used tool amongst investors. Consequently, there
will be room for further innovation, in particular in personalized sustainability
indices that meet their investment objectives.28

The developments referred in chapter 5 highlight the potential of enhanced ESG
disclosure and performance ratings to contribute to mainstreaming sustainability
reporting practices and ultimately, to encourage changes in business culture and
practice. The goal is to put the GISR principle of the information value chain in
practice (see, figure 1 in section 5 of chapter 5), where all the market participants in
the rating process add value to each other’s work and add value to capital markets,
to society and to the environment.

Following on recent developments in the EU (EUAction Plan of 2018), as companies
are increasingly integrating ESG risks in their annual reports and as non-financial
information become more quantifiable, the European Securities and Markets Author-
ity (ESMA) has launched a consultation paper, proposing that in the future credit
rating agencies may be required to disclose whether and how ESG criteria have been
considered as part of a credit assessment outlook.29 This development suggests the
interest in the further integration of ESG risks’ consideration into the financial sector.

• How can pension funds contribute to the development and implementation of
sustainability and responsible investment reporting?

The answer to this question is addressed in chapter 6. The pension funds analysed
in the four countries have recognized the relevance of responsible investment for
their own business model. Pension funds, Governments, international organizations
such as, the OECD, have long debated how pension funds could best achieve the

28 S&P Dow Jones Indices, “Sustainability Indices: Investment Solutions for Future Generations”, January 2015,
pp. 4.

29 See, https://www.esma.europa.eu/press-news/consultations/consulation-disclosure-requirements-applicable-
credit-ratings.
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goals of securing the payment of a retirement pension to retirees, and obtain the
best returns at an acceptable level of risk.30 International developments have shown
that there is a growing recognition of the relevance of ESG risk integration into
investment processes by pension funds and in the responsible investment chain.
These developments have taken place at different levels, corporate, investor
community, society, international organizations and the EU, which ultimately has
a significant impact on a national level. At different speeds but consistently, the
four pension systems analyzed in this chapter show to be increasing ESG
integration in their investment policies and strategy, therefore, it is positive that
sustainability reporting is developing further. Besides, we can also notice an
increasing awareness about ESG risks among asset managers, consultancies and
policy makers.31 Investors can practice responsible investment by using a variety
of instruments, for example, exclusions, ESG integration, engagement, best-in-
class and voting. Responsible investment practices have an added value to
investors, such as pension but also to companies and governments, as it increases
awareness about the impact of ESG risks may have on long-term issues ranging
from sustainable development to long-term corporate performance. Responsible
investment practices allow investors to identify more sustainable companies for
potential investment and to improve the ESG integration and performance of
investee companies.

Among the main drivers identified were, client demand, clarity on fiduciary duty,
supportive regulation, work of organizations such as the CDP, GRI, the Interna-
tional Integrated Reporting Council (IIRC), the OECD, the Sustainability Account-
ing Standards Board (SASB), the UN Global Compact and the UN-supported PRI,
which have played an important role engaging with pension funds and their
responsible investment chain to create awareness and drive long-term value
creation. Barriers identified were the lack of regulatory guidance, particularly on
how to report and what to report regarding ESG risk integration into investment
processes, miscommunication in the responsible investment chain about the
growing relevance of the role of ESG risk integration for pension funds, short-
termism and the lack of trust in the link between ESG risk integration and financial
returns.

Regardless of their cultural, political and financial different traditions, the four
pension systems show similar challenges, and more importantly, they show that
despite the differences in their structure and organization, they all show that it is
important to integrate ESG risk in their investment strategies. The four pension
systems signal their growing interest and engagement with responsible investment
reporting and best practices. Despite the diversity of responsible investment
approaches across the different pension systems, the four pension funds given as
examples, are in the forefront of responsible investment globally (Rob Lake, 2016).

30 See, http://www.oecd.org/finance/private-pensions/2763540.pdf pp. 1.
31 PRI, “How Asset Owners Can Drive Responsible Investment – Beliefs, Strategies and Mandates” 2016.
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As put by Rob Lake, “just as there is no single, universally ‘correct’ way to invest,
there is no single, universally ‘correct’ way to be a responsible investor.” It will
certainly take time to reach a mainstream but the horizon looks positive.

Given their major asset size, pension funds need to manage ESG risks in parallel to
deliver retirement benefits. Therefore, pension funds would benefit from a good
system of sustainability reporting. Renowned organizations have made recommen-
dations on how pension funds can best improve ESG best practices. Among others,
agree on generally accepted definitions, draw parameters and set clear guidelines on
what to report, how to report and how to implement ESG risks into investment
strategies, clarify ESG integration as part of the fiduciary duties (PRI, Fiduciary
Duty in the 21st Century, 2015) and create a supportive regulatory framework.

Pension funds’ responsible investment interest has sent a signal to policy makers to
level the playing field, to increase transparency and foster sustainability and
responsible investment reporting. In Europe, there are three main initiatives that
have the potential to scale-up sustainability and responsible investment reporting:
i) the revision of the IORP Directive for the occupational pension sector; ii) the EU
Shareholder Rights Directive II (SRD II) from 2017, that will come into force in
2019, which promotes transpaenrency and long-term investment strategies; and
iii) the recent EU Action Plan on Sustainable Finance of 2018, which may
contribute to mainstream sustainability and responsible investment’ definitions,
provide guidance on ESG risk management, clarifying the duties of institutional
investors and asset managers to improve the responsible investment decision
process, to improve sustainability, responsible investment and integrated reporting.

After answering the sub-questions and keeping in mind the information gathered
above, the answer to the main research question is provided below.

Research question: can sustainability reporting regulation and policies contribute
to the development and implementation of sustainability reporting of corporations
operating in the capital markets?32

The answer is yes, sustainability reporting regulation and policies can contribute to
the development and implementation of sustainability reporting of corporations
operating in the capital markets. Through my research I found that regulation and
policies, both mandatory and voluntary sustainability reporting can together
contribute to the development and implementation of sustainability reporting of
corporations operating in the capital markets. In my opinion, it is not an either/ or
question as they both have an important part to play. Withdrawn from the extensive
interviewing in four countries, with among others, sustainability reporting’ experts,
and from the supportive desk research conducted, the European Commission’s non-

32 Among others, in this research I investigated if sustainability reporting instruments are used or not. I did not
research the quality and nature of the sustainability reporting instruments.
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financial reporting Directive was an important positive step towards the develop-
ment of sustainability reporting’ best practices. This regulatory initiative has driven
sustainability reporting change in member states national legislation, as they were
required to transpose the non-financial reporting Directive into their domestic
legislation by the 6th of December of 2016. As a direct consequence of the
transposition of the Directive, large undertakings are expected to publish their first
reports in 2018, referring to financial year 2017. The full effects of the Non-
Financial Reporting Directive are expected only later in 2019 or 2020.33 The
European Commission’s initiative may contribute to a higher number of reports;
however, the question remains, what will be its influence on generating more
truthful, accurate and comparable disclosure. This is when voluntary instruments
can play a role. Voluntary sustainability reporting standard-setters are currently
partnering with each other and trying to work towards minimising “double”
requests for ESG information, sometimes accepting to be referred to other
standard-setters guidelines and reports. If reporter organizations use the same
sustainability reporting guidelines, chances are that comparability of information
will increase. Through the development of transparent methodologies, criteria and
policies assurance providers, such as accountancy firms, may bring trust and
credibility to the ESG information disclosed in the sustainability reports.

Sustainability ratings and stock exchanges can play a role too. As we saw on
chapter 5, the companies, investors and the raters (e.g. sustainability indices and
rating agencies) depend on each other. Engagement is crucial for exploring new
ways for cooperation, to understand the needs of companies and investors, on
identifying material ESG risks, and to find the ways in which the raters can help
providing the information (through new products and services) they need in real-
time. However, there are over 100 raters in the market who developed their own
methodologies and often, rate the same issues. Companies and investors are
challenged to select which raters and information to trust. Assurance providers
can make a difference by increasing trust in the data disclosed and in the ratings.
The publicity given to the sustainability reporting engagement and reporting of
listed companies generates, triggers but also responds to increased interest from
investors. As for the investors, as pension funds, have the power to influence how
money is invested and therefore, have the potential to drive change too. In this large
circle of divergent interests, a common effort towards sustainability reporting best
practices, from the EU and governments developing favourable sustainability
reporting disclosure policies and enforcement, engaged companies, investors
demanding ESG disclosures, raters and stock exchanges requiring sustainability
reporting through their listing requirements, assurance providers increasing trust,
and voluntary sustainability reporting standard-setters aligning their guidelines, can
drive change and contribute to the mainstream of ESG disclosures.

33 KPMG Survey Corporate Responsibility Reporting, 2017, pp. 12. Available at: https://integratedreporting.org/
wp-content/uploads/2017/10/kpmg-survey-of-corporate-responsibility-reporting-2017.pdf.
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These tasks are far from being easy, however, looking at the long and “bumpy”
development of financial reporting, the development of sustainability reporting
could benefit from the 10 lessons identified on chapter 2 and be a step closer to the
mainstream of sustainability reporting.

Corporate reporting has evolved from only financial reporting to coexisting with
sustainability reporting and integrated reporting. Financial reporting aims to
accurately reflect how financially sound a business is and its potential to thrive
in the future, and it assures that investors are timely provided with this information
(Eccles and Spiesshofer).34 Sustainability reporting, on a voluntary basis, aims to
provide stakeholders in general (not only investors) with material ESG information
(Eccles and Spiesshofer).35 Finally, also on a voluntary basis, integrated reporting
aims at providing, stakeholders, in particular the investors, with material informa-
tion about how an organization creates value over time (Eccles and Spiesshofer).36

The sustainability movement is growing; the advancement is global but at different
paces. All over the world, developed and emerging economies, large companies,
small and medium enterprises and investors are becoming more involved, which is
positive. It indicates that we are passed the sustainability reporting awareness
phase. Regulation allied with efforts from policy makers, international organiza-
tions such as the UN Global Compact and the OECD, voluntary standard setters but
also from the investment and business community, may have contributed to pass
the sustainability reporting awareness phase.

In principle, it seems difficult to be against sustainability reporting and also
unconvincing to invoke unawareness of the development of sustainability reporting
in pursuit of sustainable development. The challenge goes beyond one’s belief in
the inherently goodness associated to sustainability. Corporations moved by the
prospect of short-term profitability may be driven by self-interest rather than an
altruistic consideration of ESG impact of their business. The lack of regulation
could motivate companies to hide or manipulate ESG information. Regulation
leveling the playing field can play a role to incentivize companies to be more
transparent about their ESG risk management and long-term strategy. Coordinated
efforts to address ESG risks, combined with adequate policy seem to promote
sustainable business practices among the corporate and investment sectors. The
world is constantly changing and businesses need to be resilient, forward-looking,

34 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 18. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

35 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 18. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.

36 Eccles, Robert G., and Birgit Spiesshofer. “Integrated Reporting for a Re-Imagined Capitalism.” Harvard
Business School Working Paper, no. 16-032, September 2015. Pp. 18. Available at: https://dash.harvard.edu/
bitstream/handle/1/22824053/16-032.pdf?sequence=1.
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and be prepared, to be able to take advantage of the opportunities that arise from
change (World Development Report 2014).37

“With these desirable outcomes in mind, the (…) emphasis [should be] on
managing risks in a proactive, systematic, and integrated way. (…) From a policy
maker’s perspective, a proactive, systematic, and integrated approach to managing
risks involves striking a proper balance between the contribution from the state and
the contribution from individuals, civil society, and the private sector, with the goal
of ensuring that these contributions are coordinated and complementary.” (World
Development Report 2014).38 Although challenges arise from different fronts, in a
fragmented way, efforts to overcome these challenges could be more successful if
integrated and addressed holistically. Raising the bar of ESG transparency is not
only a responsibility of the regulators, it is up to a chain of different stakeholder
groups, such as companies, investors, raters, accountants or governments, to
demand transparency, trust and accountability in capital markets.

On a final note, inclusion of sustainability reporting and responsible investment
reporting in academic curricula is key for the education of, among others, the legal
and the financial professionals of the future. Subjects as accounting, management
and risk, business ethics and law could further introduce those topics to prepare
future professionals to address the current and future sustainability and global
challenges.

Today just as in 2011, I look to the challenge of further development of
sustainability reporting as something incredibly positive and necessary. However,
today I add that it looks possible and also inevitable. Gladly, the “black box” is
increasingly getting lighter shades of green.

37 See, http://siteresources.worldbank.org/EXTNWDR2013/Resources/8258024-1352909193861/8936935-
1356011448215/8986901-1380046989056/WDR-2014_Complete_Report.pdf pp. 3.

38 See, http://siteresources.worldbank.org/EXTNWDR2013/Resources/8258024-1352909193861/8936935-
1356011448215/8986901-1380046989056/WDR-2014_Complete_Report.pdf pp. 3.
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Samenvatting

Dit onderzoek tracht bij te dragen aan de ontwikkeling van duurzaamheidsrappor-
tage bij ondernemingen die een beroep doen op de kapitaalmarkten. Het belan-
grijkste doel is om te onderzoeken of duurzaamheidsrapportage regulering en
beleid kan bijdragen aan de ontwikkeling en implementatie van duurzaamheids-
rapportage van dergelijke ondernemingen. De hoofdonderzoeksvraag wordt beant-
woord in zes hoofdstukken die gebaseerd zijn op de uitkomsten van
literatuuronderzoek en meer dan 100 interviews in 4 landen tussen 2011 en
2016; Brazilië, Nederland, de Verenigde Staten en Zweden. Het onderzoek richt
zich op deze landen vanwege hun verschil in aanpak en internationale positie. Het
onderzoek richt zich specifiek op de ontwikkelingen in deze periode omdat in dat
tijdvak duurzaamheidsrapportage een snelle groei heeft doorgemaakt

Onderzoeksvraag: Kan regulering en beleidsvorming bijdragen aan de ontwikkel-
ing en implementatie van duurzaamheidsrapportage van ondernemingen die een
beroep doen op de kapitaalmarkten?

Deelvragen:

• Wat is de huidige status van duurzaamheidsrapportage?

Het gebruik van duurzaamheidsrapportages wordt steeds meer de standaard. In
2018 publiceerde 86% van de S&P500 bedrijven duurzaamheidsrapportages; 14%
publiceerde geen duurzaamheidsrapportage. In 2015 publiceerde 81% van de
S&P500 bedrijven duurzaamheidsrapportages, tegen 20% in 2011. Dit maakt het
tijdvak 2011-2016 interessant voor onderzoek. Want in deze periode is geen
internationaal unaniem geaccepteerde vrijwillige of verplichte set van principes
voor duurzaamheidsrapportage tot stand gekomen. Er is een scala aan organisaties
die duurzaamheidsstandaarden en principes ontwikkelen zoals het CDP (formerly,
Carbon Disclosure Project), het Global Reporting Initiative (GRI), de International
Integrated Reporting Council (IIRC), de Organization for Economic Cooperation
and Development (OECD), de Sustainability Accounting and Standards Board
(SASB), de United Nations Global Compact (UNGC) and de United Nations-
supported Principles for Responsible Investment (PRI). Uit de interviews blijkt dat
het een uitdaging is voor ondernemingen aan deze ontwikkelingen te voldoen.



• Wat kan de ontwikkeling van duurzaamheidsrapportage leren van de ontwik-
keling van de internationale accounting standaarden?

Reeds eerder is internationaal een standaard ontwikkeld voor verslaglegging; de
internationale accounting standaarden IFRS. Uit het totstandkomingsproces van
IFRS kunnen we een tiental lessen trekken die bruikbaar kunnen zijn voor de
ontwikkeling van algemeen aanvaarde standaarden voor duurzaamheidsrapportage.

1. Het langzaam ontwikkelen en convergeren van standaarden kan versneld
worden door wetgeving;

2. Vertrouwen groeit door transparantie;
3. De onafhankelijkheid van experts behouden en tegelijkertijd betrokken blijven

bij de politieke, sociale en zakelijke ontwikkelingen;
4. Doorgaan met ontwikkeling kan ook zonder steun van een grote economische

macht;
5. Wat de investeerders willen – transparantie en betrouwbare informatie – is

doorslaggevend;
6. Meer harmonisatie zorgt voor betere vergelijkbaarheid;
7. Standaarden gebaseerd op principes werkt beter dan gebaseerd op regels;
8. Nationale wetgeving heeft internationale sturing nodig;
9. Integratie van financiële en niet financiële informatie werkt beter;
10. Rapportage werkt als het verplicht is.

• Hoe heeft duurzaamheidsrapportage zich in Brazilië, Nederland, de Verenigde
Staten en Zweden ontwikkeld?

In alle vier de landen neemt het gebruik van duurzaamheidsrapportage toe maar de
snelheden verschillen. In het algemeen zie je dat Nederland en Zweden, naast eigen
progressieve nationale initiatieven, beïnvloed worden door de Europese Unie. In de
EU moeten alle beursgenoteerde bedrijven en bedrijven met meer dan 500fte in de
financiële- en verzekeringswereld, Environmental, Social and Governance (ESG)
risico’s publiceren in hun jaarverslagen. In de Verenigde Staten is de verslaglegging
van ESG-risico’s vrijwillig, al moeten bedrijven wel rapporteren over risico’s in den
brede zoals risico’s in relatie tot klimaatverandering en conflictmineralen. Onder
druk van investeerders is de SEC een initiatief gestart om meer niet financiële
informatie verplicht in de rapportages op te nemen. In Brazilië is ook gekozen voor
een vrijwillige aanpak van zelfregulering. Ondanks een snelle groei van rapportage
in 2012 lijken Braziliaanse bedrijven in 2014 en 2015 af te haken omdat ze te
weinig toegevoegde waarde zien in de rapportage.

• Welk raamwerk, verplicht of vrijwillig, geïntegreerd of niet, zal het meest bijdragen
aan de ontwikkeling en implementatie van duurzaamheidsrapportage?

Uit het onderzoek blijkt dat een co-existentie van verplichte en vrijwillige
instrumenten het beste in de besproken periode heeft gewerkt. Uit de interviews
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blijkt niet overtuigend dat een snelle verandering naar strikte regulering past bij de
capaciteitsopbouw en kennisopbouw die nodig is om duurzaamheidsrapportage uit
te voeren. Ondanks dat de initiatieven nog gefragmenteerd zijn, dragen ze allen bij
aan de verspreiding en ontwikkeling van duurzaamheidsrapportages. Goed ont-
wikkelde vrijwillige duurzaamheidsrapportage heeft in het bijzonder een nuttige rol
in jurisdicties die duurzaamheidrapportage voor het eerst introduceren en waar
bedrijven nog capaciteit op moeten bouwen. De ontwikkeling van geïntegreerde
rapportages lijkt veelbelovend. Duurzaamheidsrapportage maakt dan gebruik van
de bestaande infrastructuur van financiële rapportage en accountants. Het gebruik
van geïntegreerde rapportages neemt wereldwijd toe, waarbij de EU zowel wat
betreft beleid als uitvoering duidelijk vooroploopt. Het is nog speculeren welke
standaarden, GRI of IIRC het mandaat zullen krijgen.

• Hoe kunnen duurzaamheidsratings bijdragen aan de ontwikkeling en imple-
mentatie van duurzaamheidsrapportage?

Een aantal bekende problemen van de credit rating agencies lijken ook te gelden
voor sustainability rating agencies. De onafhankelijkheid van de rating agency en
de integriteit van het proces kan onder druk staan door de opdrachtgeversrelatie
tussen de beoordelaar en het te beoordelen bedrijf. Mochten de investeerders de
kosten dragen voor de beoordeling dan is er een “free riders” dilemma. Daarnaast
moet voorkomen worden dat de rating agencies een monopolie vormen waardoor
de onafhankelijkheid in het geding zou kunnen komen. Ander bekend probleem bij
rating agencies is de nauwkeurigheid van de rapportages en de verificatie van
rapportages; een reden om overheidstoezicht op credit rating agencies te versterken.

• Op welke wijze kunnen pensioenfondsen bijdragen de ontwikkeling en
implementatie van duurzaamheidsrapportages?

In alle vier de onderzochte landen wordt duurzaamheidsrapportage bij onderne-
mingen door pensioenfondsen omarmd als relevant voor hun eigen business model.
De belangrijkste redenen hiervoor zijn de vraag van klanten, duidelijkheid over het
beleggingsbeleid, regulering en het werk van organisaties als CDP, GRI, IIRC,
OECD, PRI, SASB en UN Global Compact. Als belangrijkste remmende krachten
zijn onduidelijkheid over regelgeving, met name over hoe te rapporteren, alsook
korte termijn denken en beperkt vertrouwen in de relatie tussen ESG risico’s en
winst te noemen. De interesse die pensioenfondsen tonen in verantwoord onderne-
men en duurzaamheid blijken een belangrijk signaal naar de beleidsmakers op
nationaal en internationaal niveau zoals de EU en de VN.

De onderzoeksvraag: Kan regulering en beleidsvorming bijdragen aan de ont-
wikkeling en implementatie van duurzaamheidsrapportage van ondernemingen die
een beroep doen op de kapitaalmarkten?
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De onderzoeksvraag moet op basis van mijn onderzoek in positieve zin worden
beantwoord; regulering en beleidsvorming kan bijdragen aan de ontwikkeling en
implementatie van duurzaamheidsrapportage bij ondernemingen die een beroep
doen op de kapitaalmarkt. Uit onderzoek blijkt dat juist de combinatie van
verplichte regulering en vrijwillige standaarden bijdraagt aan die ontwikkeling.
Het is daarmee geen vraag van het een of het ander, maar het goed combineren van
beide processen waardoor enerzijds capaciteitsopbouw plaatsvindt en anderzijds
druk. Met name de Europese Commissie Non-Financial Reporting Directive was
een belangrijke stap in de ontwikkeling van duurzaamheidsrapportage. Daarnaast
speelt samenwerking tussen de bedrijven, investeerders en rating agencies een
belangrijke rol in de ontwikkeling. De internationale convergentie en implementatie
van standaarden is geen gemakkelijke opgave zoals ook zichtbaar is bij de lange en
moeizame weg die IFRS heeft gekend. Duidelijk is dat we voorbij de awareness
fase van duurzaamheid zijn en – weliswaar in verschillende snelheden – wereldwijd
bedrijven en investeerders meer betrokken raken bij het onderwerp. Zowel
regulering als vrijwillige initiatieven hebben dit veroorzaakt.

Onderzoek en publicatie over duurzaamheidsrapportage en maatschappelijk ver-
antwoord ondernemen in de academische wereld is cruciaal voor het onderwijzen
van juridische, financiële en management professionals van de toekomst.

Vandaag, net zoals in 2011, zie ik de uitdaging van het verder ontwikkelen van
duurzaamheidsrapportage zowel positief als noodzakelijk. Maar vandaag zie ik het
vooral als onomkeerbaar en onvermijdelijk. Gelukkig wordt daarmee de “black
box” langzaamerhand steeds lichter groen.
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Annex IV – List of Interviewees (2011-2016)

Name Organization Country Date

Alma, Marjella GRI Focal Point US The Netherlands/
US

07-02-2014

Backstrom, Ase KPMG Sweden 28-11-2013

Baptista, Adriana Tozzini Freire law firm Brazil 08-11-2012

Bartels, Wim KPMG The Netherlands 16-04-2013

Bauer, Rob University of Maastricht The Netherlands 22-03-2013

Bernier, Nicolas European Commission Belgium 25-06-2016

Borgerth, Vânia BNDES & IIRC Brazil 16-01-2013
28-01-2013

Braaksma, Simon Philips The Netherlands 04-04-2013

Brand, Mark IIRC & Deloitte The Netherlands 25-04-2013

Brandão, Carlos
Eduardo

IBGC Brazil 30-01-2013

Bruck, Sônia B3, former
BM&FBOVESPA

Brazil 13-12-2011

Cardoso, Sónia EDP Brazil 30-01-2013

Carvalho, Nelson USP & IIRC Brazil 22-11-2012

Castro, Rafael PREVI Brazil 17-12-2012

Chakraborti, Mala Atlas Copco Sweden 22-11-2013

Dezelan, Silva Rabobank The Netherlands 21-03-2013

Diggelen, Emile van AFM The Netherlands 03-05-2013

Ekdhal, Ossian AP1 Sweden 30-10-2013

Engler, Mário FGV Law Brazil 24-10-2012

Everts, Gerben AFM The Netherlands 03-05-2013

Fátima Tozini, Maria Brazilian Central Bank Brazil 01-11-2012

Favaretto, Sónia B3, former
BM&FBOVESPA

Brazil 10-01-2013



Name Organization Country Date

Ferraz de Campos,
Juarez José

Gestão Origami Brazil 01-11-2012

Ferreira, Meire E&Y Terco Brazil 05-12-2012

Figueiredo,
Fernando

CDP Brazil 07-02-2013

Flening, Birgit E&Y Sweden 05-11-2013

Florén, Johan AP7 Sweden 08-11-2013

Funcia Lemme,
Celso

Professor at COPEEAD,
UFRJ

Brazil 05-02-2013

Gallopi, Pedro PRI Brazil 28-01-2013

Garzillo, Josefa IBGC Brazil 15-01-2013

Gelman, Marina FGV Law Brazil 24-10-2012

Giantomassi,
Thiago

Demarest e Almeida law
firm

Brazil 13-11-2012

Gomes, Amanda Infraprev Brazil 18-01-2013

Grau, Werner Pinheiro Neto Law Firm Brazil 03-12-2012

Grüeninger, Beat BSD consulting Brazil 09-11-2012

Guerra, Sandra IBGC & IIRC Brazil 11-01-2013

Harchaoui,
Mohamed El

AFM The Netherlands 17-10-2016

Hassel, Lars Umeå University Sweden 14-11-2013

Hedén, Flemming GES Invest Sweden 23-10-2013

Helm, Giuseppe van
der

Eurosif & VBDO The Netherlands 28-03-2013

Howchin, John Ethical Council Sweden 22-11-2013

Huiskamp, Udeke Deloitte The Netherlands 26-03-2013

Hummels, Harry SNS Impact Investing &
Maastricht University &

The Netherlands 20-02-2015

Hurk, Frank van der Rabobank The Netherlands 21-03-2013

Iansen-Rogers, Jen-
nifer

KPMG/ ERM CVS The Netherlands 16-04-2013

Ihré, Emma Ministry of Finance Sweden 29-10-2013

Johansson, Bengt Ambassador, Ministry
of Foreign Affairs

Sweden 04-11-2013

Kamp Roelands,
Nancy

E&Y & IAASB The Netherlands/
US

05-02-2014

Klop, Piet PGGM The Netherlands 11-04-2013
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Name Organization Country Date

Laan, Robert van
der

PwC The Netherlands 01-05-2013

Larsson, Lars-Olle Swedfund Sweden 25-10-2013

Lian, Henrique Ethos Institute Brazil 14-12-2012

Lins, Clarissa FBDS Brazil 08-02-2013

Ljungdhal, Fredrik PwC Sweden 24-10-2013

Lopes, Juliana CDP Brazil 07-02-2013

Maatman, René De Brauw Law Firm The Netherlands 19-04-2013

Macedo, Fernanda GVces Brazil 10-12-2012

Magalhães,
Fernando

E&Y Terco Brazil 05-12-2012

Magalhães,
Reginaldo

Uniethos & FGV Brazil 14-12-2012

Malmsten, Henrik Sweden’s Sustainable
Investment Forum &
Durable Vision Invest

Sweden 26-11-2013

Manzione Filho,
Vicente

Gestão Origami Brazil 01-11-2012

Miranda, Milena Valia Brazil 18-01-2013

Monzoni, Mário GVces Brazil 29-11-2012

Moura Ricardo,
Márcio

Demarest e Almeida
Law Firm

Brazil 13-11-2012

Mouta, Flávia CVM Brazil 18-01-2013

Muller,Viviane FGV Law Brazil 21-11-2012

Nassim de Saboya,
Gabriel

CVM Brazil 18-01-2013

Nilsson, Anna Swedbank Robur Sweden 20-11-2013

Nordbrand, Sara Church of Sweden Sweden 26-11-2013

O’Dwyer, Brendan University of
Amsterdam

The Netherlands 09-04-2013

Ortiz de Haas,
Angelica

FMO The Netherlands 17-04-2013
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Affairs
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Company

US 25-07-2014

Penteado, Hugo Santander Bank Brazil 07-02-2013
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Development, Ministry
of Foreign Affairs
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Rauschenbach,
Whitney

MSCI US 26-02-2014

Rodrigues, Roberto Former Minister of
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Roobeek, Anne-
mieke

MeetingMoreMinds &
Nyenrode University
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Sampaio, Izana Infraprev Brazil 18-01-2013

Santana, Maria
Helena

CVM Brazil 11-12-2012

Scabin, Flávia FGV Law Brazil 30-11-2012

Serapião, Sérgio Via Gutemberg Brazil 18-12-2012

Simonetti, Roberta GVces Brazil 10-12-2012

Sirgado, Pedro EDP Brazil 30-01-2013

Söderlund,
Charlotte

E&Y Sweden 05-11-2013

Stockenstrom, Anne
von

Sandvik Sweden 21-11-2013

Strandqvist, Kersti SCA Sweden 19-11-2013

Sweet, Susanne Stockholm School of
Economics

Sweden 22-10-2013

Teixeira Júnior,
Darcy

Tozzini Freire law firm Brazil 08-11-2012

Terreo, Gláucia GRI Focal Point Brazil Brazil 14-12-2011

11-01-2013

Verdam, Albert Philips The Netherlands 03-02-2016

Vitorino Fuleky,
Eszter

GRI The Netherlands 17-07-2013

Waard, Dick de University of Groningen The Netherlands 25-03-2013

Weidacher,
Reinhilde

Ethix Sweden 27-11-2013
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Wells, Christopher Santander Bank Brazil 07-02-2013

Wideback-West,
Cecilia

Skandinaviska Enskilda
Banken (SEB)

Sweden 18-11-2013

Wightwick, Richard Gestão Origami Brazil 01-11-2012

Zibas, Ricardo KPMG Brazil 09-01-2013

Zonis, Marcela PRI Brazil 14-12-2011
29-11-2012

Total 104 5 –
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Annex V – Questionnaire examples of the
semi-structured interviews

1 - To companies

1. Does your company has a sustainability or integrated reporting? What are/ were
the reporting instruments used? Which department has the responsibility of
writing the report? Is top management involved? In the end, does top manage-
ment approve the report?

2. As a sustainability reporter, what is your experience (positive & negative
aspects) with the existent sustainability reporting instruments? What would
make your job easier? Would regulation help?

3. Which are the organizations with greater potential to become the mainstream
sustainability reporting standard: GRI, IIRC and SASB? Should there only be
one global standard, as IFRS?

4. Does your company organize stakeholder meetings? Who reads your report?
Does your company’s sustainability report answer shareholders and investors
demand of information?

5. There is a multiplicity of voluntary organizations and voluntary sustainability
reporting instruments, is there a place in the market for all? Does sustainability
reporting need to be further regulated?

6. What is the state of the art of sustainability reporting and integrated reporting in
Europe, US and in emerging markets, such as Brazil?

a) On a legal level?
b) On a voluntary level?

7. Do you think more regulation would increase transparency in the market?
Would it help or become a barrier to corporate reporting? Would you welcome
more regulation on ESG reporting? Why (not)?

8. What is your opinion about the EC non-financial reporting Directive?



9. What are for you the main tendencies of sustainability reporting and integrated
reporting in Europe, US and emerging markets such as Brazil?
9.1 Mandatory or voluntary sustainability reporting?
9.2 Sustainability reporting or integrated reporting?
9.3 In the development and mainstreaming of sustainability/ integrated report-

ing, what is the role of:
a) Companies;
b) Audit firms;
c) Sustainability rating agencies and sustainability indices:
d) Investors;
e) Stock exchanges;
f) European Commission

10. From a corporate point of view, what are the main obstacles for the harmoniza-
tion of a set of principles for sustainability reporting/ integrated reporting?

11. What are the main challenges for reporting, audit and assurance of non-
financial information?

12. What are the main lessons that we can learn from the development of financial
accounting regulation, such as the IFRS and the US-GAAP?

13. Who should take the initiative to further develop sustainability and integrated
reporting?

14. Would the intervention of the UN or G20 be beneficial and promote the
development of a framework for sustainability/ integrated reporting? Would it
foster the international and national harmonization of sustainability/ integrated
reporting?

15. From a corporate point of view, what is more effective to integrate ESG
concerns in a company’s strategy and culture: “top-down approach” or
“bottom-up” approach?

16. What was/ is your motivation for starting to report on your ESG impacts? Do
you see a link bewtween engaging with sustainability and financial return?
What are you expectations in the long-term?

17. How relevant is comparability of sustainability reports and of the information
disclosed? How to overcome the lack of quality and mismatch of information
disclosed and material information?

18. What is your opinion about the quality and accuracy of the information
provided by financial terminals, sustainability indices and sustainability rating
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agencies? Does this information contributes positively to make investment
decisions more responsible? How?

19. Why are the majority of companies not reporting yet?

20. Would the intervention of the UN or G20 be beneficial and promote the
development of a framework for sustainability/ integrated reporting? Should
sustainability/ integrated reporting be first developed on a national or interna-
tional level?

2. To the regulator

1. How effective can the regulator be in its role of supervising the financial
market, in respect of sustainability and/ or integrated reporting?

2. If we consider that the stability of the financial market is not yet directly
impacted by sustainability and integrated reporting, than which role can the
regulator play in this current context?

3. When and under which conditions could the regulator supervise sustainability
and/ or integrated reporting in the future?

4. Does the regulator consider ESG risk management to be part of the investors’
duty of care?

5. How could regulation address sustainability and responsible investment?

6. Should sustainability and responsible investment be voluntary or mandatory?

7. Should sustainability and responsible investment be regulated by a set of
international principles?

8. What is your opinion about the current state of the art of sustainability and
responsible investment reporting?

General questions:

9. What are for you the main tendencies of sustainability and responsible
investment in Europe, US and emerging markets such as Brazil?

10. What are the drivers of sustainability and responsible investment reporting?

11. What are the current shortcomings to sustainability and responsible investment
reporting? What are in your opinion the main obstacles for harmonization of a
framework for sustainability and responsible investment reporting?
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12. There is a multiplicity of voluntary organizations and voluntary sustainability
and responssible investment instruments, will there be place in the market for
all? Is regulation needed?

13. What is your opinion about the EC Non-Financial Reporting Directive?

14. Could we learn from the development of financial accounting regulation, such
as the IFRS and the US-GAAP?

15. Who should take the lead to further develop sustainability and responsible
investment?

16. Would the intervention of the UN or G20 be beneficial and promote the
development of a framework for sustainability and responsible investment?
Should sustainability and responsible investment be first developed on a
national or international level?

17. What are for you the main sustainability and responsible investment trends in
Europe, US and emerging markets, such as Brazil?
17.1 Mandatory or voluntary sustainability reporting and responsible invest-

ment?
17.2 Sustainability reporting or integrated reporting?
17.3 In the development and mainstreaming of sustainability/ integrated

reporting, what is the role of:
a) Companies;
b) Audit firms;
c) Sustainability rating agencies and sustainability indices;
d) Investors;
e) Stock exchanges;
f) European Commission

3 – To investors

1. Do you have a responsible investment policy? How did the process of
developing and implementing a responsible investment policy started?

2. Do you have a sustainability/ responsible investment report? Which responsible
investment instruments do you use and why?

3. Are you a signatory of the PRI? Tell me about your experience.

4. What is the benefit of having a responsible investment policy? Is it part of your
fiduciary duty?
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5. Do you do negative screaning of companies? And target investments?

6. What is the percentage of of responsible investment at your fund? How much
do you invest and how much is invested responsibly?
6.1 Does responsible investment pay-off? Do you notice higher returns?
6.2 As an investor, where do you look for information concerning how

sustainable a company is? Sustainability rating agencies? Sustainability
indices? Bloomberg & Reuters? Only public available information?

6.3 As an investor, how would you evaluate the information provided by
financial terminals, sustainability indices and sustainability rating agen-
cies? Is the information provided comparable? Does this information
contribute positively to make your invesment decisions more responsible?
How?

6.4 What is your motivation to engage with responsible investment? How do
you balance responsible investment and the maximization of profit in the
long term?

6.5 Whithin your fund you have “top-down approach” or “bottom-up”
approach?

6.6 How do you position your fund in the responsible investment market when
compared with other funds?

7. Do you think responsible investment affect the long-term performance of your
fund?

8. What are you doing as active owners and shareholders? How can investors
influence the corporations’ general meetings and their long-term strategy?

General questions:

9. What are for you the main tendencies of sustainability and responsible
investment in Europe, US and emerging markets such as Brazil?

10. What are the drivers of sustainability and responsible investment reporting?

11. What are the current shortcomings to sustainability and responsible investment
reporting? What are in your opinion the main obstacles for harmonization of a
framework for sustainability and responsible investment reporting?

12. Multiplicity of voluntary organizations and voluntary sustainability and re-
sponssible investment instruments: will there be place in the market for all? Are
these initiatives sufficient or will/ is there a need for developing further
regulation?
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13. Could we learn from the development of financial accounting regulation, such
as the IFRS and the US-GAAP?

14. Who should take the lead to further develop sustainability and responsible
investment?

15. Would the intervention of the UN or G20 be beneficial and promote the
development of a framework for sustainability and responsible investment?
Should sustainability and responsible investment be first developed on a
national or international level?

16. What are for you the main sustainability and responsible investment trends in
Europe, US and emerging markets, such as Brazil?
16.1 Mandatory or voluntary sustainability reporting and responsible invest-

ment?
16.2 Sustainability reporting or integrated reporting?
16.3 In the development and mainstreaming of sustainability/ integrated

reporting, what is the role of:
a) Companies;
b) Audit firms;
c) Sustainability rating agencies and sustainability indices;
d) Investors;
e) Stock exchanges;
f) European Commission
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Alexandra Duarte Correia 

Can sustainability reporting regulation and policies contrib-
ute to the development and implementation of sustainability 
reporting of corporations operating in the capital markets? 
To answer this question, I wrote six chapters based on the 
outcome of desk research, literature review and more than 
100 interviews. The interviews were conducted in the period 
between 2011 and 2016, in Brazil (Getulio Vargas Foundation), 
Sweden (Stockholm School of Economics), The Netherlands 
(VU University Amsterdam) and the United States (Columbia 
Law School). I interviewed sustainability reporting experts 
and management professionals, working in e.g. compa-
nies, sustainability indices, rating agencies, pension funds, 
government and fi nancial institutions. The sharp growth 
of sustainability reporting in the period between 2011 and 
2015 makes this period particularly interesting and relevant 
for conducting this research. This book mostly refl ects upon 
the developments that took place in that period in the four 
countries.

Het ZIFO is een wetenschappelijk platform voor onderzoekers, 
talentvolle studenten en wetenschappelijk georiënteerde ju-
risten werkzaam in de rechtspraktijk en het bedrijfsleven. Het 
stelt zich ten doel om actuele, voor de rechtspraktijk relevante 
onderwerpen te behandelen op het terrein van het fi nanciële 
recht en het ondernemingsrecht, in het bijzonder die welke 
(nog) niet in wetgeving zijn vervat of waarvoor wetgeving of 
wetswijziging in voorbereiding is. Hierbij stelt ZIFO de maat-
schappelijke rol van het recht centraal alsook de vraag in wel-
ke richting het recht zich zou dienen te ontwikkelen. 

In de ZIFO-reeks worden publicaties opgenomen die de neer-
slag vormen van de debatmiddagen, congressen en andere 
onderzoeksactiviteiten van het ZIFO.

www.wolterskluwer.nl
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