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Introduction


[image: ]




To know whether sustainability initiatives and their related commitments are actually improving the company’s performance it is necessary to have in place procedures for “communicating with stakeholders about a firm’s economic, environmental and social management and performance”.​[1]  These communications take the form of “sustainability reporting”, which is the preparation and dissemination of disclosures pertaining to “nonfinancial information” including information relating to climate change, water quality and quantity, ethical business practices, cybersecurity and supply chain management, as well as narrative discussions of what the company considers to be the material environmental, social, and governance (“ESG”) risks to its business and how the company is managing those risks.​​[2]  Recently, nonfinancial information has been expanded in some jurisdictions to include disclosures and discussions regarding how a company’s activities impact sustainable development in the society and environment beyond its immediate operations.​[3]

While certain corporate sustainability disclosures have now become minimum legal requirements in some jurisdictions, in general such disclosures are still a voluntary matter and directors have some leeway as to the scope of the disclosure made by their companies and how they are presented to investors and other stakeholders. Some companies continue to limit their disclosures to those are specifically required by regulators; however, most companies have realized that they need to pay attention to the issues raised by institutional investors and other key stakeholders and make sure that they are covered in the disclosure program.  At the other extreme, there are companies that have embraced sustainability as integral to their brands and have elected to demonstrate their commitment by preparing and disseminating additional disclosures that illustrate how they have woven sustainability into their long-term strategies and day-to-day operational activities.  These companies understand that not only are investors paying more attention but that more and more people everywhere are considering ESG performance when deciding whether to buy a company’s products and/or work for a particular company and that it is therefore essential to lay out their specific corporate sustainability goals and the metrics used to track performance and provide regular reports to all of the company’s stakeholders on how well they are doing against those goals.​[4]

The scope of the company’s reporting and verification efforts will depend on various factors including the size of the company, the stage of development and focus of its sustainability commitments, legal requirements, the financial and human resources available for investment in those activities and the degree to which companies want and are able to integrate sustainability indicators into their traditional reporting of financial results. Ceres, a non-profit organization advocating for sustainability leadership, has developed its Ceres Roadmap 2030 to help companies strategically navigate and thrive through an accelerated transition to a more equitable, just, and sustainable economy.  In the area of transparency and disclosure, Ceres proposed​[5]:


“Companies will recognize the value of sustainability disclosure and its ability to stimulate ingenuity and strategic thinking, improve sustainability performance, increase competitiveness in a resource-constrained economy and create value for shareholders. Companies will deliver both quantitative and qualitative information in ways that are consistent, decision-useful, and comparable, ensuring disclosures are accessible and relevant to shareholders and other stakeholders. Companies will embrace transparency and public disclosure to enable all stakeholders to understand and evaluate their sustainable business strategies, priorities, and approaches to both risk management and competitive differentiation.” 



In order to meet this vision, Ceres called on companies to consistently position sustainable business priorities as critical drivers of corporate strategy and decision-making across all corporate communications, including in both voluntary and financial reporting; disclose decision-useful information that includes both quantitative data and qualitative contexts; use globally accepted disclosure standards and frameworks and seek external assurance to create comparable and verified disclosures; and ensure sustainable business strategies, actions plans and related performance data are easily accessible and relevant to key stakeholder groups.​[6] 
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Purposes and Benefits of Sustainability Reporting
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While many businesses engage in sustainability initiatives because “it is the right thing to do”, in most cases a sustainability-related action is significantly driven, at least initially, by some regulatory dictate.  However, while regulators have been engaged in promulgating laws and regulations pertaining to the environmental aspects of the operational activities of companies for decades, they have been relatively slow to act with respect to mandatory sustainability reporting.  As a result, sustainability reporting has emerged along a path of voluntary commitment, something that generally does not occur in the business world unless and until there is a solid positive link between the activity and economic growth.  Moreover, sustainability reporting did not make sense unless companies had something material to report on, which met sustainable activities needed to be integrated into business models.  Absent a strategic commitment to sustainability, sustainability reporting risks being dismissed as a cynical marketing ploy (“greenwashing”) rather than a sincere effort to sustain economic, environmental, and social growth.​[7] 

If companies have adopted sustainability-related related practices with respect to their operational activities and/or incorporated sustainability into their strategic decisions regarding products, services, and investments, they realize there are significant benefits and rewards from genuine sustainability reporting.  A literature survey conducted by Mink found evidence to support the proposition that consumers recognize organizations that are truly sustainable and reward those organizations with their business.​[8]  Other reasons for sustainability reporting that have been cited by the worlds’ largest companies include ethical and economic considerations, brand value, innovation and learning, employee motivation, organizational integrity and reputation, stakeholder inclusiveness and materiality, gaining competitive advantage, and cost savings through decreased resource consumption.  Organizations seeking to fend off the negative effects of unethical behavior often turn to sustainability reporting as a means for demonstrating a remedial commitment to transparency.​[9] 

One basic reason for sustainability reporting is to make sure that the sustainability initiative is properly managed, and that people involved understand they will be accountable for their actions.  Other good reasons for reporting include giving interested parties the information they need in order to make decisions about purchasing the company’s products and/or investing in the company (the level of funding from investors focusing their interest on ethical businesses is continuously increasing) or otherwise supporting the company’s community activities; collecting information that can be used to make changes and improvements to the company’s sustainability strategy and commitments; improving internal operations; managing and reducing risks; and strengthening relationships with stakeholders.  

Libit and Freier argued that sustainability reporting provides companies with an opportunity to communicate their sustainability efforts to the company’s stakeholders, discuss certain successes and challenges with respect to the company on a wide array of sustainability issues, demonstrate transparency which can ultimately help to improve the company’s reputation with certain stakeholders, provide existing and potential investors with sustainability information to assist in analyzing investment decisions and improve the effectiveness of ongoing shareholder relations campaigns such that activist shareholders are deterred from submitting sustainability-related shareholder proposals or pursuing or threatening litigation.​[10]  However, in order to achieve the greatest benefits from reporting and verification, companies need to carry out those activities in a rigorous and professional manner using tools and standards that are widely recognized and accepted among those interested in the results.  

A European Union (“EU”) publication encouraged companies to produce sustainability reports as a method for demonstrating transparency regarding sustainability that would ultimately build trust among customers, employees, and the local community, and help to strengthen the credibility of companies. The publication emphasized that this was important because trust binds existing customers and helps to win new ones in B2C (business to consumer) and B2B (business to business) transactions; trust increases the positive acceptance of the company by the local community and creates a good basis on which conflicts can be resolved constructively and successfully; and trust helps companies to attract the best brains and to keep employees.  In addition, transparency has an internal effect and can help to identify business risks and optimize processes.  The publication also noted that in the financial markets, a company’s social and environmental performances play an increasing role in establishing stock value.​[11]

According to Ernst & Young, sustainability reporting has emerged as a common practice of 21st-century business, moving well beyond a few unusually green or community-oriented companies to acceptance among companies worldwide (e.g., almost all the Global 250 issue sustainability reports) as a best practice.  Organizations have learned that focusing on sustainability as part of their information collection and reporting processes helps them manage their social and environmental impacts and improve operating efficiency and natural resource stewardship.  In addition, sustainability reporting is recognized as a vital component of shareholder, employee, and stakeholder relations and fosters investor confidence, trust, employee loyalty and enhanced corporate reputation. Analysts often consider a company’s sustainability disclosures in their assessment of management quality and efficiency, and reporting may provide firms with better access to capital.  Sustainability reporting is also an opportunity for companies to demonstrate that they are integrating a long-term perspective into their strategies and decision making, something that has become increasingly important to investors.​[12]

Libit and Freier argued that sustainability reporting​ provides companies with an opportunity to communicate their sustainability efforts to the company’s stakeholders, discuss certain successes and challenges with respect to the company on a wide array of sustainability issues, demonstrate transparency which can ultimately help to improve the company’s reputation with certain stakeholders, provide existing and potential investors with sustainability information to assist in analyzing investment decisions and improve the effectiveness of ongoing shareholder relations campaigns such that activist shareholders are deterred from submitting sustainability-related shareholder proposals or pursuing or threatening litigation.​[13]  However, in order to achieve the greatest benefits from reporting and verification companies need to carry out those activities in a rigorous and professional manner using tools and standards that are widely recognized and accepted among those interested in the results. 

Sustainability-related disclosures and reporting are also an important aspect of a company’s overall drive to attain and maintain legitimacy and preserve its social license to operation.  A study of Chinese firms conducted by Dai et al. found that companies that had issued high-quality sustainability reports were perceived as having greater legitimacy (operationalized by government endorsement and media endorsement) by the Chinese government and media, which in turn led to better financial performance.​[14]  Bachmann and Ingenhoff also found evidence to support the proposition that communicating sustainability through disclosure activities had a positive effect on corporate legitimacy; however, they noted that the impact would likely be mitigated to some extent by stakeholder skepticism and distrust with regard to sustainability disclosures.​[15]

A 2013 article published in The Guardian reported on interviews conducted with a several of the world’s sustainability reporting experts that were intended to collect their thoughts on the purpose of reporting in the then-current business environment.​[16]  One view was that the purpose of sustainability reporting was to answer the question of whether present practice can persist (i.e., continue to build more value than it destroys) and help companies find ways to become less unstainable. As such, it was essential that sustainability reporting measure progress toward achieving, and ultimately surpassing, sustainability by using real-world yardsticks such as the planetary boundaries.  Another perspective was that sustainability reporting was the bedrock of serious sustainability management systems and strategies and that reporting companies needed to be honest in their reporting and include negatives as well as positives for reporting to be carried out with integrity and become a driver of improved performance.  Sustainability reporting was also recognized and praised as playing a vital role in reframing the meaning of value into something that is rooted in multiple capitals that encompass human, social, natural alongside financial.  Another important purpose of sustainability reporting cited by the experts was achieving a better understanding of the environmental and social problems confronting society to facilitate engagement with them and conversations among stakeholders on the best approaches to achieving sustainability.
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Evolution of Sustainability Reporting
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Interest among investors in nonfinancial information was tepid during the 1970s; however, since then there has been a dramatic increase that has mobilized regulators and spawned and expansive sustainability reporting ecosystem.  Among the reasons for this transformation are the growth of sustainable, re­sponsible and impact investing; changing attitudes of investors, analysts and portfolio managers, a large majority of which had come to believe that nonfinancial information was pivotal in their investment decision-making; significant dissatisfaction among investors with the quantity and quality of disclosures of social and environmental information​[17]; and the greater presence of long-term oriented institutional investors as owners of the largest public companies in the US and the EU and the growing commitment of those investors to incorporating sustainable, responsible and impact principles into their investment analysis and decisions regarding allocation of capital.​[18]

Companies initially responded to these changes by launching voluntary sustainability reporting initiatives.  Proposals from shareholder activists often helped create the list of sustainability topics that garnered the most attention from companies and triggered movement toward greater transparency and disclosure.  In recent years, companies have frequently been required to respond to call for changes in corporate policies and activities with respect to political and lobbying activity, sustainability reporting, gender pay gap reporting, and child labor issues.​[19]  In many cases, companies have been able to calm the concerns of activists, sometimes getting them to withdraw their proposals, by promising to provide fuller disclosure; however, once a commitment is made to expanded disclosure, the company needs to fulfill its promises and allocate sufficient resources to the effort since activists will be watching to ensure their expectations are satisfied.  

The scope and sophistication of sustainability reporting has come a long way since the idea first came up in the mid-1990s, when only a handful of companies reported on social responsibility issues and activities in addition to their regular financial reports.  Today almost all the largest global companies produce reports on their environmental policies and activities, often providing interested parties with a whole range of documents that can be accessed in a separate yet highly visible section of the company website.  Other international standards, such as the UN Global Compact, explicitly incorporate reporting as a fundamental requirement for demonstrating a commitment to sustainability.  Specifically, companies participating in the Compact are required to make an annual “Communication on Progress” that outlines the actions they have taken with respect to integrating the Compact’s ten principles and to make the communication publicly available to stakeholders through annual financial, sustainability or other prominent public reports in print or on the company’s website.  The Compact recommends that companies follow the Global Reporting Initiative (“GRI”) Standards, described below, when preparing their reports, and the Compact and GRI have collaborated on several initiatives to enhance sustainability reporting.​[20]

Cleveland et al. noted that when companies get started with sustainability reporting they have several basic questions: “What are we legally required to communicate?”, “What are we permitted to communicate?”, “What can or should we say to stay competitive and protect business relationships, profitability, and our social license to operation?”, and “What standards should we use?”​[21]  They pointed out that many companies started down the path of sustainability reporting primarily as a marketing strategy, hoping to address the questions from customers and demonstrate corporate social responsibility (“CSR”) and philanthropy as part of an effort to build reputation.  However, as the information was made available, companies had to be prepared to defend it by responding to demands for verification and “ratings” released by organizations that often did not seek input from the companies they evaluated.  At the same time investors were likely to have questions regarding the matters covered in sustainability reports, and companies could expect to be asked to expand their reporting beyond their own activities to include their supply chains.  

Very quickly what may have originally been a project in the marketing department expanded into a multi-disciplinary initiative requiring support from across the organization and development of a comprehensive communications program with all the company’s stakeholders to ensure that the sustainability reporting was adequately addressing all their reasonable needs and expectations.  At the same time, what began as voluntary was quickly becoming mandatory as stakeholders continued to pressure lawmakers and regulators to improve the quality and consistency of reporting on sustainability-related issues beyond what companies have been providing on a voluntary basis.  Surveys showed that more and more jurisdictions had or would be implementing mandatory ESG disclosure requirements and that there was “a clear trend towards an increasing number of environmental and social disclosure requirements around the world”.​[22]  Williams noted that to the extent that governments got involved in regulation of corporate responsibility per se, such regulation had focused on disclosure and during the period 2000-2015 over 20 countries enacted legislation to require public companies to issue reports including environmental and/or social information.​[23]  In addition, stock exchanges around the world began to require social and/or environmental disclosure as part of their listing requirements​[24], and pension funds in certain countries were required to disclose the extent to which the fund incorporates social and environmental information into their investment decisions.​[25]

Work on sustainability reporting at the international level began as early as 1983 when the United Nations Conference on Trade and Development (“UNCTAD”), the UN focal point on accounting and reporting issues, launched the Intergovernmental Working Group of Experts on International Standards of Accounting and Reporting (“ISAR”).​[26]  ISAR is dedicated to assisting member States to improve the quality and international comparability of financial reporting and non-financial disclosure and has issued a series of reports, case studies and guidance and training materials relating to sustainability-related reporting on environmental issues, corporate governance, and corporate social responsibility.​[27]  In addition, ISAR assists developing countries and economies in transition in the implementation of best practices for accounting and corporate governance with the goal of enhancing the investment climate in those countries and economies and promoting sustainable development.

In June 2012, the Group of Friends of Paragraph 47 was formed by a group of 10 countries with the support of the UN Environment Programme in a secretariat capacity following the acknowledgement of the importance of corporate sustainability reporting in Paragraph 47 of the outcome document of the United Nations Conference on Sustainable Development (Rio+20) “The Future We Want”.​[28]  The Group’s charter, which was published on November 7, 2012, included the following key points​[29]:


	The recognition that governments have a primary role to play in moving society towards a sustainable model of development, given their access to soft and hard instruments that can positively influence corporate behavior 

	The intention to bring governments and other stakeholders together to develop best practice examples of policy and regulation for promoting corporate sustainability reporting

	That corporate sustainability reporting should become a widespread practice to allow for a transparent, well-functioning market economy and for the private sector to contribute to sustainable development

	To promote the use of, and build upon, existing and widely used sustainability reporting guidance, such as principles, indicators, and frameworks

	Developing countries and small and medium enterprises will be given particular attention in progressing on sustainability reporting if needed



Three years later, in September 2015, the Sustainable Development Goals (“SDGs”) were adopted by the 2030 Agenda for Sustainable Development.​[30] Sustainability reporting had first been incorporated into the sustainable development agenda in 1993 following the UN Conference on Environment and Development, also known as the Rio Earth Summit, and SDG Goal 12 (“responsible production and consumption”) included SDG Target 12.6 to encourage companies, especially large and transnational companies, to adopt sustainable practices and to integrate sustainability information into their reporting cycle, and Indicator 12.6.1 to monitor progress through measurement of the number of companies publishing sustainability reports.​[31]  The SDGs generally focus on the actions of States, however, the private sector has an important role in achieving many of the SDGs and it is interesting that Target 12.6 and Indicator 12.6.1 are the only ones that specifically monitor the practices of private sector entities.  While the indicator counts the “number” of companies producing sustainability reports, the custodian agencies for Indicator 12.6.1 (the UN Environment Programme and UNCTAD, referred to herein as the “Custodian Agencies”) “consider the indicator an important opportunity not only to monitor and promote the growth in sustainability reporting globally, but also to monitor and promote high quality reporting that provides data on sustainability issues in a consistent and comparable manner as well as enhance the integration of sustainability information into the annual reporting cycle of companies and promote sustainability practices by companies”.​[32]  Sustainability reporting is tightly connected to the achievement of specific SDGs, such as SDG 1 (end poverty in all forms everywhere)​[33], and aspirations in other international agreements such as the Paris Agreement on climate change action because without reporting it is impossible to measure progress that has been made and what still needs to be done.  

Even before the SDGs were adopted, and continuing throughout the years thereafter into the present, reporting was and remains an integral part of normative and management frameworks with respect to sustainability​[34]:


	The OECD Guidelines for Multinational Enterprises on Responsible Business Conduct has been declared the leading international instrument on responsible business conduct, and provide voluntary principles and standards for responsible business conduct by multinational enterprises in areas such as disclosure; human rights; employment and industrial relations; environment; combating bribery and other forms of corruption; consumer interests; science, technology and innovation; competition; and taxation.​[35]  

	The UN Global Compact, often referred to simply as the “Global Compact”, is a voluntary initiative launched in 1999 based on CEO commitments to implement universal sustainability principles and to take steps to support UN goals.​[36]  Signatories to the Global Compact commit to aligning their operations and strategies with ten universally accepted principles in the areas of human rights, labor, environment and anti-corruption derived from UN declarations and conventions, and are required to issue an annual Communication on Progress (“COP”), which is a public disclosure to their stakeholders on progress made in implementing the ten principles.  Failure to issue a COP can result in a signatory’s status being changed to “non-communicating” and can eventually lead to expulsion.

	
ISO 26000 Guidance on Social Responsibility (“ISO 26000”) is an example of a management standard that organizations can use with respect to their corporate social responsibility strategies, processes, and activities.​[37]  Although ISO 26000 is primarily a guidance standard on how business and organizations can operate in a socially responsible way, it does call on organizations to, at appropriate intervals, report about its performance on social responsibility to the stakeholders affected, which would mean reporting on each of the “core subjects” defined and described in ISO 26000: organizational governance, human rights, labor practices, the environment, fair operating practices, consumer issues, and community involvement and development.

	The “Guiding Principles on Business and Human Rights: Implementing the United Nations ‘Protect, Respect and Remedy’ Framework” were endorsed by the UN Human Rights Council in 2011 and include guiding principles on, among other things, the role of business enterprises as specialized organs of society performing specialized functions and their duties to comply with all applicable laws and to respect human rights.​[38]  The Guiding Principles call on business enterprises to communicate on how they address their human rights impacts, with communications ranging from informal engagement with affected stakeholders to formal public reporting, with formal reporting required in those instances where operations or operating contexts pose risks of severe human rights impacts.  The Guiding Principles also require States to encourage, or where appropriate require, such communications as important in fostering respect for human rights by business enterprises.​[39] 

	
Principles for Responsible Investment​[40] calls itself the world's leading proponent of responsible investment and works to understand the investment implications of environmental, social and governance (“ESG”) factors and to support its international network of investor signatories in integrating these factors into their investment and ownership decisions.  Signatories—over 5,300 as of early 2024—agree to follow and report on activities and progress toward principles  relating to incorporating ESG issues into investment analysis and decision-making processes; being active owners and incorporating ESG issues into ownership policies and practices; seeking appropriate disclosure on ESG issues by investee entities; promoting acceptance and implementation of the principles within the investment industry; and working with others to enhance effectiveness in implementing the principles.​[41]




_______________

The G20/OECD Principles of Corporate Governance on Disclosure

Elements of sustainability, including recognition of the rights of stakeholders along with shareholders and the need for regular and transparent reporting of the corporation’s governance practices and performance, have found their way into the G20/OECD Principles of Corporate Governance.  One of the main themes of the Principles has always been disclosure and transparency and requiring that corporate governance frameworks ensure that timely and accurate disclosure is made on all material matters including the financial position and performance of the company, the company’s policies and performance metrics relating to environmental and social matters (i.e., sustainability), foreseeable risk factors, and ownership and governance of the company (e.g., voting rights, composition of the board of directors, and governance structures and policies).  
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