05/08/2025

Lisbon School
:‘ : of Economics

& Management
Universidade de Lisboa

Master’s in Accounting

Sustainability,
Accountability and Ethics

Rita Fuentes Henriques

Pedro de Almeida Fernandes (pafernandes@iseg.ulisboa.pt)

School Year 2025/2026-1S

ICE
BREAKER

&Management



mailto:pafernandes@iseg.ulisboa.pt

05/08/2025

Assessment

In the regular season, the final grade results from the weighting of the

following items:

STUDENT ASSESSMENT

¢ Financial and non-financial reports analysis (20%) - “Group Work 1”;
» Non-financial reports analysis (20%) - “Group Work 1”;
¢ Ethical scenarios discussion (10%) “Group Work 2”;

e Final Test (50%) - last class.

In the re-sit season and special season, the final grade results from the
weighting of the following items:

e  Written exam (100%).
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Exponential growth in GDP has led to
exponential growth of the human impact

Earth system trends

World GDP over the last two millennia
Total output of the world economy; acsusted for inflation and expressed in intern

v intermational-§ in 2011 prices m
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W. Steffen, W. Broadgate, L. Deutsch, O. Gaffney and C. Ludwig (2015), The Trajectory of the

the Great A ion, The A Review v
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The exponential growth of human impact has
influenced the environmental balance with physical and

financial losses
Jvorld GDP over the 1ast kwo MillSnnia st e &=
- Between 2000 and 2016, climate-related
e disasters worldwide annually increased by
_— 46% while economic losses resulting from
extreme weather events worldwide increased
40 rion by 86% between 2007 and 2016 (EUR 117
billion in 2016) " European Comission (2018)
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During COVID19 lockdown...

Air pollution in the UK has fallen compared
with last year

- Average daily nitrogen dioxide (NO2) readings
40 pg/m?

o - 30 pg/m*

20 pg/m?
2019

10 pg/m?

2020
First day of UK
lockdown
0 pyg/m? .
17-Mar 24-Mar 31-Mar 5-Apr

pg/m® = micrograms per cubic metre
Source: Defra [B]B]C]
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Global risks according to WEF

FIGURE 1.7 \

e: an interconnections map

Intrastate violence .

Natural resource shortages Erosion of human rights.
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https://www.weforum.org/publications/global-risks-report-2024/
11

How does all this relate to companies?

https://www.youtube.com/watch?v=sq-yph0QSK4
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https://www.youtube.com/watch?v=sq-yph0QSK4
https://www.youtube.com/watch?v=sq-yph0QSK4
https://www.youtube.com/watch?v=sq-yph0QSK4
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What is Accountability?

Let’s do some brainstorming on this concept!
Please, go to: www.menti.com

A Mentimeter

g | sBon | s
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What Is Accountability?

Accountability is an acceptance of responsibility for honest and ethical
conduct towards others. In the corporate world, a company's accountability
extends to its shareholders, employees, and the wider community in which it
operates. In a wider sense, accountability implies a willingness to be judged on

performance.

Accountability has become an essential concept in corporate finance. It is
particularly relevant to the accounting practices that a company adopts when it
prepares the financial reports that are submitted to shareholders and the
government.

However, in recent years corporate accountability has come to encompass the
company's activities as they affect the community. A company's environmental
impact, its investment decisions, and its treatment of its own employees all have
come under public scrutiny.

@ g | LISBOA | 2
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The origins of sustainability

15

Profit: a limited vision

16

SYLVICVLTVRA Olz CONOMICA

Hans Carl von Carlowitz (1645-1714) is considered to be pn mmmmmmw

the founder of the sustainability principle. In his work

nogifin

“Sylvicultura oeconomica” from 1713, he demanded, due to :
the crisis in raw materials (wood), that one should only ma@ﬂ
lumber so many trees as can be grown by reforestation and .
planting. This was the demand of ‘sustainable’ usage and o S"”mmw’w“"ﬂwwmm
sustainable forest management. =

A . ‘g‘gunbmcn%ﬁ
The contemporary terms of sustainability and sustainable development were mnusmmmﬂmlw

coined in the early 1970s. The foundation of the definition of sustainability is the
Brundtland report according to which sustainable development is that
development which “...meets the needs of the present without [l AN

compromising the ability of future generations to meet their own needs”. e W

‘oerkeptd Johenn Friebeicy Bewan 1713
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Milton Friedman (1970) wrote that “The social responsibility of business
is to increase its profits”. This attitude has resulted in the focus on profit
and profitability, neglecting the way profit is generated as well as neglecting
the consequences of such perspective focus.

Focus on financial value and financial goal is a predominantly short-time and
a very narrow understanding of business fundamentals. It ignores the ways of
achieving it and all the consequences for people and the planet.

LISBOA | &
e
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From profitability toward sustainability

Business sustainability is often defined as the friple _ Holisticapproach  ~_
bottom line management, a process in which companies 7= ,\
manage their financial, social, and environmental VAR W 3
risks, threats, and opportunities. { involvement and |

\ development /

These three impacts are often called “Profit, People, and ,
the Planet” or 3P (Ekington, 1994). The concept of Corporate |
Social Responsibility (CSR) is being increasingly
replaced by another concept, Holistic Corporate
Responsibility (HCR).

% Fair operating |
\ pratices

\—; y

From a reductionist focus on profit, toward a holistic " feerdperdine 2
perspective and a balance between economic, social,

and ecological aspects of company’s business

accountability.

Szekely N, vom Brocke J. (2017), What can we learn from corporate sustainability reporting?
Deriving propositions for research and practice from over 9,500 corporate sustainability reports
published between 1999 and 2015 using topic modelling technique,12(4). DOI: 10.1371/
journal.pone.0174807
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New concepts: social accounting

» ldentification and recording of an entity’s activities in terms of social responsibility.

» Method by which the entity seeks to place a value (positive or negative) on the impact its

activities produce on people, on the environment, and on society as a whole.

» Means of documenting an entity’s achievements and building a historical record of its

activities.

» Records the social performance of the entity for a subsequent evaluation of it.

g | LISBOA | 2
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New concepts: social auditing

>
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Evaluating, reporting and improving an organization’s
behaviour and its effects on society.

Produce a measure of the social responsibility of an
organization.

Takes into account any internal code of conduct as
well as the views of all stakeholders and draws on best
practices.

Requires an organization to identify what it is seeking
to achieve, who the stakeholders are, and how it wants
to measure performance.

Provides an assessment of the of an
organization’s nonfinancial objectives.

impact

Sustainability Approaches

20

Stakeholder theory

05/08/2025

FINANCIAL AUDIT

SOCIAL AUDIT

Performance dat are collected by
management/employees

Performance data are collected
through interviews,
observations/ and focus groups

Independent/external audit team reviews the
data

Independent/external audit team
reviews the data

Auditor/team issues a statement on whether
the dam are a fair presentation of the affairs
of the business

Audit team submits a report on
whether the data reflect the
gaal(s) of the project

Financial accounts

Social Auditaccounts

Shareholders

Stkeholders

S | T

a

Contingency approach - effective organizations must tailor their planning,

organizing, leading, and controlling to their particular circumstances. The ability to

adapt to external pressures and changes leverage the potential for learning.

Legitimacy theory (firms have to conform to societal norms in order to prosper)

Agency theory focuses on explaining the motivations and actions of both agents

(i.e., managers) and principals (i.e., investors).

Others: Resource-based view, institutional theory

A
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Stakeholder theory (Freeman, 1984)

Dominant paradigm of corporate social responsibility and sustainability.

The company should aim to satisfy the interests and needs of its
stakeholders, as opposed to merely focusing on maximizing profit for the
owners.

Companies need to create value for its owners, employees, customers,
suppliers, creditors, and the wider community, balancing their demands in
decision-making and defining priorities.

Freeman advocates the ethical principle (corporate responsibility implies
responsibility to all stakeholders).

To Freeman, stakeholders are individuals and groups affected by, or
affecting, directly or indirectly, policies, activities, and decisions of the
company.

Therefore, a company should not be viewed solely as an instrument of the
owner, but as an organizational unity with influence on several groups that

05/08/2025

Stakeholder
Theory

should function in symbiosis with one another.
1) uiseon | e
21
Accountability principles
(AA1000 Stakeholder Engagement Standard)

Inclusion principle: Relevance principle:
stakeholder participation in determining relevance s
the development and necessary to ensure balanced

\ O
):
/0

®
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implementation of a strategic
and responsible response in
relation to sustainability.

Accountability and
transparency

P

information that influences the
decisions of the organization
and its stakeholders.

Responsibility principle: an
organization must respond to
the concerns of stakeholders
that affect its sustainable
performance.  Stakeholders
participate in the development
of responses.

v
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Accountability and transparency

PARTICIPATION

ACCOUNTABILITY

TRANSPARENCY

Develop and implement

Standards and
commitments

Participate in development
#| of standards, data collection
and analysis

Callect dataon

Information
made publicly
available to
those concerned

If standards have not been
met / results have not been
achieved concemed
stakeholders can call for
explanations and adequate
Consequences

Decisions and
results

Follow up with

Consequences and
responsive actions

) usson | e
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Traditional performance measures

" Bloomberg

Exports - L y
. bd e

Goods 30d servie

Sales

Sircular

Companies

Dividends

REUTERS
Taxes paid Factars of prodoc™ FitCh R ati n gs

STANDARD
MoobDy’s &POOR’S
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EBITDA

RUALL

Q
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New performance measures
e
Environmental issues
| |
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DP

DRIVING SUSTAINABLE ECONOMIES

@

TRUCOST

Goods and servic

Social and
Ecological Rol

Water

EBITDA

Dividends Companies

®’ SUSTAINALYTICS

ESG ANALYTIC

Empowering
E Responsible
Investment

[ Biodiversity Protection J

[ Anti Corruption actions }

[ CO2 emisions }

[ Diversity in the Board }

25

Why sustainability reporting?

Pressure from
customers

Environmental
challenges

Deeper
awareness

26

€4 GMIRATINGS

Discover Key Measures of Value

MSCI
ESG Research A s

Pressure from
investors

1) useon | s
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Sustainability Reporting

WBCSD defines the sustainability
report as:

Economic

external shareholders in order to
disclose corporate positions and Social

activities on the economic, | responsability o
environmental and social fronts. In
short, the purpose of these reports is e 2a
to show the contribution of companies
to sustainable development. ”

‘.. reports on sustainable /é
development (produced by companies)
as publications for internal and °

m."w.,ﬂ ¥ Sustainability

Consumption

—-.

Management

Social Environment

Business performance is viewed as a function
of balance between economic, social, and The ultimate goal is to balance on all sides

ecological aspects of business activity.

LISBOA | &
e Yumn
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Sustainability and Performance

Five-Year Performance of the
S&P ESG Index vs. the S&P 500 Index

250
200
150
100
50
0
o N N N
BSIS S C SS=SS ARE LRES A C A S L
LA LSNPS LA CIRA LS LS LS AN LR UZSOA AR LR L LA LA
NIRRT R ot N v oo \,\to o\ WO o RN
O N S T N Y S, SN S S R AN
— S&P 500 ESG Index —— S&P 500 Index
Source: S&P Dow Jones Indices LLC. Data as of 1 May, 2024. A U - ‘ o
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Sustainability and Performance

Flow-Driven ESG Returns® Figure 2: Cumulative ESG Returns without Flow-Driven Price Pressure
The figure plots the cumulative return to the ESG portfolio wS%, the market portfolio w*. and the
cumulative ESG return in the absence of price pressure from total ESG flows F; &?G. The portfolios are
rebalanced quarterly based on the funds’ SEC filings.

Philippe van der Beck'

—— ESG Portfolio
Market Portfolio
ESG Portfolio without Flows

November 17, 2023 24

Abstract

[ show that the recent returns to ESG investing are strongly driven by price impact
from flows towards ESG funds g data on institutional trades, I estimate the
market’s ability to accommodate the demand of ESG funds, which is given by the
ceen ESG and other stocks. | show that every dollar
e by $0.7. Using
iven ESG return

elasticity of substitution bef
flowing towards ESG stocks increases their aggregate market v
a novel measure of total ESG fows, I estimate an annual flc
of 207%. In the absence of flows, ESG funds would have not outperformed the
market from 2017 to 2022,

2017 2018 2019 2020 2021 2022

Podcast https://open.spotify.com/episode/4XAzULF1UStxiz3VNu8WwI?si=3-DPBuvERXON5D1sfrSgew

-
v
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Sustainability and Performance

Five-Year Performance Attribution of the
S&P 500 ESG Index vs. the S&P 500
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Sustainability and Performance

= The S&P 500 ESG Index continues to be refined to reflect the sentiments of a
sustainability-minded investor. The updates to exclusions and eligibility
requirements reflect the growing need for index providers to properly account
for companies’ business activities, which ultimately ensures ESG investors
can accurately assess the behavior of those companies within the index.

= At this year’s rebalance, which occurred on May 1, Amazon and Netflix were
among the biggest names moved out, while Exxon Mobil Corp and Costco
Wholesale Corp were added in. This year, 57 stocks were added and 47
removed, bringing the total number of components in the rebalanced index to
324, up from 314 in 2023.

@1,5.:::@ LISBOA | i
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What is in the agendas? — Group Work in Class

. What is the European Green Deal and what are its objectives?

. What is the Paris Agreement and what are its objectives?

1
2
3. What is EU Directive 2022/2464 ?
4. What is EU Directive 2024/1760?
5

. What is the Omnibus Package? ?

32
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Firms ignoring climate crisis will go
bankrupt, says Mark Carney

Bank of England governor warns of financial collapse linked to
climate emergency

The Guardian, 13/10/2019

v | LISBOA | mie
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Sustainability studies — 3 research lines

Research Line 1: Valuation relevance of corporate environmental performance information and has
found that such information is valuable to investors seeking to assess environmental liabilities in
different settings.

Research Line 2: Factors affecting managerial decisions to disclose potential environmental
liabilities. This group of studies finds that there are strategic factors affecting firms’ decisions to
disclose environmental liability information, especially when disclosures are discretionary.

Research Line 3: Relation between environmental disclosures and environmental or economical
performance.

\J useon | wme
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Some research questions

I. What are the motivations and benefits for
companies and for whom do they publish
sustainability reports?

i What are the determinants for NFR? Are
size of the organization, Ilevel of
Broﬂtablllty, or gender diversity on the

N oard determinants?

‘ 7 i. What are the barriers for NFR?
y
—— i. Is there any relationship between NFR
and firm visibility/legitimacy?
4@ g | LsBOn | e

35

Motivation for NFR/ CSR

Firms disclose for two main reasons (Moser et al, 2012):

(1) to conform to societal expectations and thereby ensure continued access to resources, such as
capital, customer support (Legitimacy theory);

(2) to provide additional information that allows capital market participants to more accurately
assess firms’ financial prospects and risk profiles, potentially leading to higher share prices and
higher firm values (Agency theory).

g | LISBOA | 2
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Motivation for NFR / CSR

37

Other motivations (Kramer, 2006):

- a new level of consciousness;

- growing and visible pressure of the environment;

- avoid material risks (including the risk to reputation);

- new opportunities of value creation to ensure permanent business;
-distinguish themselves from less responsible companies.

Visionary entrepreneurs with social responsibility as their foundation (Baron, 2014).

A U

v

Benefits of NFR/CSR

38

Cost and risk reduction — compliance with environmental legislation and positive relationships with the
community reduce risks and costs (Berman et al., 1999).

Competitive Advantage - increased consumer loyalty is often the result of the adoption of NFR (Pivato et al.,
2008). Socially responsible companies attract more investment (Smith et al., 2005). Business commitment to
stakeholder requirements creates competitive advantage (Kurucz et al., 2008).

Reputation Development — to be more socially responsible attracts investors, consumers and workers (Smith,

2003, Brammer and Pavelin, 2004).

Value creation - the involvement of all related parties allows greater financial performance (Carroll and Shabana,

2010). A

LISBOA | &
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19



05/08/2025

Determinants of NFR/CSR

39

Studies indicate that firm size, growth opportunities, profitability, gender diversity on the
board, or the assurance of nonfinancial reports positively correlate with the adoption of integrated
reporting (Reimsbach et al, 2018).

Several country-level determinants, such the legal system, value system, and the intensity of
market coordination, have been considered as potential determinants (Reimsbach et al, 2018).

Factors that influence sustainability reporting are corporate characteristics, general context
factors, country-specific impact factors, and internal factors (Putter, 2017).

In a comprehensive research study on sustainability reporting in European countries, economic
development, globalization level, civil society, cultural differences, and regional patterns are
examined as the determinants of sustainability reporting (Horvath et al., 2017).

Prior regulation, local institutional characteristics, ownership, industry, and auditors have an
impact on the quality of disclosures. On the contrary, pressures from the community or society at
large are not yet a determinant institutional factor (Dumitru et al., 2017).

Type of industry, the size of the company and profitability are determinants, whereas leverage is
not (Kilic et al., 2017)

g | sBon | s
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The Barriers (Osmanagic, 2016)

40

» the fear that sustainable business practice will increase business costs in

relation to competition;

> difficulties devising useful KPls, targets, measures, and controls to entrench

sustainability in the organization;

» problems aligning social and environmental efforts with financial ones.

A
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Sustainability and Legitimization

Legitimation strategies through
reporting

k4 h

Compliance with expectations Non-compliance with expectations

Substantial
legitimation
strategy

Symbolic
legitimation

strategy

CACCOL?\TABH.ITY )
More = [ Faithfull Information ] —
Khelil-Rhouma, Z. et al. (2020) 1) usson | s
41
Sustainability Packaging

PACKAGING
450 MATERIAL

IGLASS
PLASTIC

350 ——

WILLINGNESS TOCONSUME
]

300
ABSENT PRESENT

PRICE PREMIUM FOR GLASS

Hallez, L., Spruyt, B., Boen, F. and Smits, T. (2024), “How consumers value sustainable packaging: an
experimental test combining packaging material, claim and price”, British Food Journal, Vol. 126 9
pp. 3566-3583, doi: 10.1108/BFJ-01-2024-0069.

|J useok | 2

42

21



05/08/2025

& Management

Universidade de Lisboa

4 I | I!I Lisbon School
:‘ : of Economics

Master’s in Accounting

Sustainability,
Accountability and Ethics

Rita Fuentes Henriques

Pedro de Almeida Fernandes

Class 2
43
Agenda
%
o
ETHICS
ACCOUNTABILITY AND FINANCIAL REPORTING RESEARCH
SUSTAINABILITY NON-FINANCIAL REPORTING TOPICS

@ Upkonseol LISBOA | B

Sre= Uumn
44

22



05/08/2025

How financial reporting drives accountability?
(...and vice versa)

Agent versus principal

Auditing (accurate view of the company’s financial health)
Dialogue investors — management (channels of communication)
Curb possible errors

Safeguard legitimacy and maintain autonomy

Improve governance (reduces the chances of corporate mischief)
Strengthen a company’s performance

Improve the quality of financial reporting

a

L) LisBoa | mee
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What do investors look for in the financial
statements?

* Current and forecasted revenue
* Financial performance

* Long-term thinking

* Business cost drivers

* Growth opportunities

* Dividend history

*  Profit margins

* Risk

* Cash

1J uisBoA | s
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Accountability and Reporting

v Deeper dialogue
between business,
investors and
society

v Role of auditing
and assurance

47

Financial statements

Stewardship

The safe investment
of capital to create
sustainable value for
the long-term

Reporting

Officially promoted and
documented communication
from companies intended to

provide a comprehensive

picture of their

performance and
position to interested

external parties®

p://wwwdata.unibg.it/dati/ 02/79541

accaglobal.com/content/dam/ACCA_

Financial statements are

v 0,

e,
ks

critical pieces of information
about a company’s ability to

generate revenue/profit.

I:I¢ How stable is the company?

48

05/08/2025

Trust in business relies
upon an effective
accountability
framework

Governance

The system by which
companies are directed
and controlled

adbury%20Repo apier%20paper.pdf
orting/pi-tenets-good-corporate-reporting.pdf

L) LisBoa | mee

_rl How is the company
O managed?

/\7| How effective is the use of
Al

invested capital?

1J uisBoA | s
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What can be drawn from the financial statements?

49

1. Is purchasing this stock a good idea?

* If you’re considering investing in as an
individual or on behalf of your current
organization, financial reporting analysis
can give you some data that will help you
make your decision.

* This is also one way you can gain insight
into whether a company is potentially
under or overpriced in the stock market.

v

What can be drawn from the financial statements?

2. Are we profitable? Will we be in
the future?

This is crucial information.

3. How much cash ‘runway’ do we
currently possess?

Cash is oxygen to a business

Some companies, like Apple, like to
sit on colossal amounts of cash.

50
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https://www.cnbc.com/2017/01/31/apples-cash-hoard-swells-to-record-24609-billion.html

05/08/2025

What can be drawn from the financial statements?

4. Do we have the capital to invest a o
in new lines of business? . ( l n tel
* Other companies prefer to invest & L

their money, sometimesin a
long-term basis. For instance,
Intel upgrade their factories and
equipment on a regular basis.

nnnnnnnnnnnn
nnnnnn

li LISBOA |
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“In a perfect world, investors, board members,
and executives would have full confidence in
companies’ financial statements... Unfortunately,

that’s not what happens in the real world, for
several reasons.”

Sherman and Young (2016). Where Financial Reporting Still Falls Short, Harvard Business Review.

52
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Investor dashboards

DEBT-EQUITY RATIO

RETURN ON ASSETS RETURN ON EQUITY

PARSY S 39,7% 28,6%
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SHARE PRICE

207 €

Industry Benchmari: 30,4

UNIVERSIDADE
DELISBOA

o
Gt b e e b g
@ " T o ¥ ¥ v 4.;‘:! SiEse U LISBOA

53

Revenue and customer overview

Revenue Actual vs Target Revenue compared to previous Year
€400k
€ 675.706
. Revenue
€200k
T t
€ 580-460 R::?eenue

€0k
January February March

o 1169/ Target
O Achievement Last Period Current Period

A s
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Revenue and customer overview

# of New Customers Actual vs Target

88

10

O 3s0%

55

40
New
Customers

Target
New Customers

January
Target

Achievement B Last Period

Revenue and customer overview

Avg. Revenue per Customer Actual vs Target

€ 5150

€ 5.006

Q 16%

56

€10k

Actual
Revenue

€5k
Target
Revenue .

€0k

January

Target

Achievement B Last Period

# of New Customers compared to previous Year

Olll

February March

B cCurrent Period

Avg. Revenue per Customer compared to previous Year

February March

B Current Period

a
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‘79% ‘58% ‘20%I 16%

GROSS PROFIT MARGIN OPEX RATIO OPERATING PROFIT MARGIN NET PROFIT MARGIN
OPEX INCOME STATEMENT
Month-to-Month | YTO
Revenue 567304 $
oo
COGS 19129 $
S EERREERE
» : i GROSS PROFIT 448170 $
AT A 0T BT ? OPEX 326519 $
; 9 i o
Sales 193760 $
Msses B Mateing [ Genersi&Adwin - OPEX Ratio
Marketing 66382 $
General & Admin 66358 $
Eaming before Interest and Taxes
Homeieito Other Income 1448 S
.
Other Expenses 6823 $
OPERATING PROFIT (EBIT) 16257 $
.
o o Interest and Tax 25015 $
NET PROFIT 91264 $

UNIVERSIDADE
DELISBOA

@ EBIT Actwal == EBIT Target
A gz ) LISBOA
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FINANCIAL PERFORMANCE DASHBOARD
RETURN ON ASSETS WORKING CAPITAL RATIO BALANCE SHEET
TOTAL ASSETS e 209m wun D011
16% 3.4 Current Assets € 1us3n wamnnll
Cash € 497683 m_-m=lm
Accounts Receivable € 015422 mmumill . I
Inventory € 532263 mmwmmmmil
Long-Term Assets € 880000 ~mm HHNN
RETURN ON EQUITY DEBT-EQUITY RATIO B ¢ 2080 wuuill]
Current Lisbillties € amoslllllll
31% 041 AccountsPayable € 418966 HmmBmllm
Other Liabilites € won AnRINNN
Shareholder Equity € 1446620 mmm BN NN
Commen Stock € oos7so mRRNNNIN
ot L \'nhw'f‘:,-" ‘m-";ﬂ‘b Current Eamings € 247870 mmm BB .
d g | LISBOA | e
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CASH DASHBOARD | last year

H QUICK RATIO
R CASH BALANCE CASH | at end of month
| ]
. $ 199.258
" CURRENT RATIO O seek I
P o
! OUT & 115569
I o 2,07 3 g i Tgal Tt W R R o e
E
DAYS SALES OUTSTANDING DAYS PAYABLE OUTSTANDING

c
A
s ~
" 25 30
c
(=]
N
: . AR TURNOVER VS AP TURNOVER ACCOUNTS PAYABLE BY PAYMENT TARGET
R
i 2
o B
: AN RREREREY I.

Accounts Recewable Tumover [l Accounts Payabie Tumover M rotave Bl <30deys [l <s0cays Ml <90 days

Financial statements

Financial collecting, organizing, and presenting financial information

There are three primary financial accounting statements prepared
according to accounting standards:

the balance sheet

the income or profit and loss (P&L) statement
the statement of cash flows

Two prevailing systems of accounting standards:

Generally Accepted Accounting Principles (GAAP)
International Financial Reporting Standards (IFRS)

4.::! gmze ) LISBOA |
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Accounting principles

Two basic principles of accrual accounting:

 Realization ﬁrinciple: a revenue is recorded when the
transaction takes place, not when the cash is received

« Matching principle: an expense associated with a revenue
is recognized along with the revenue, not when paid

nnnnnnnnnnn

61

Reconciling financial statements

Balance Sheet Income Statement Balance Sheet
[ v
Liabilities
$100 Liabilities
- $113
Expenses Assots
$460.8 $100
Owners' Revenues
equity $480
$70
Owners’
s'r";’
/
$102
Addition to retained earnings
A $7
Dividends

62

31



05/08/2025

The Managerial Balance Sheet The Standard Balance Sheet
Liabilities
Invested Capital Capital Employed Assets and Owners’ Equity
Cash Short-term debt Cash Short-term debt
I .
S The managerial statement
wen Oprating labilis of financial position
Opsral;;ngs assets . . Aocour:f J:ayab/e
Operating liabilities financing Operating assets  § Accrued expenses
Accounts receivable
Long-term debt plus ‘
plus Inventories
s Pre ig Ielf nses . .
S e The 3 financial cycles
e & Financing strategy
nancing
Long-term debt
plus
Owners’ equity

Net fixed assets

v
63
THE MANAGERIAL BALANCE SHEET
INVESTED CAPITAL:
¢ CASH AND CASH-EQUIVALENT ASSETS
* INVESTMENT IN FIXED ASSETS
* WORKING CAPITAL REQUIREMENT
Working capital requirement (WCR)
[Operating assets] -TOperating liahilities] (3.3)
[Accounts receivable + hve_ntories + Prepaid expenses|
—|Accounts payable + Accrued expenses] ! e ) U0 | 2
O ghasmen U LIODUR | tetsior
64
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THE MANAGERIAL BALANCE SHEET

CAPITAL EMPLOYED:
+ SHORT-TERM DEBT

* LONG-TERM FINANCING

* LONG-TERM DEBT

- OWNERS’ EQUITY

65

THE MANAGERIAL BALANCE SHEET
WC REQUIREMENT

Exmrerr 3.3 Tre Frum's Operatmic Cycie anp Its EFrecr on THE FRM's BALANCE SHEET.

A = CHANGE IN THE BALANCE SHEET ACCOUNT

_______ - Payments for non-operating
- activities
e s
¥
Impact on the balance sheet Impact on the balance shest:
A Accounts receivable Sales A Accounts payable
A Finished goods imventory

£
§
&

A Raw materials inventory

A Work in process inventory

Impact on ihe balance sheet:
A Raw matarials imventory
A Finished goods inventory

66
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THE MANAGERIAL BALANCE SHEET
WC REQUIREMENT

The Fmm’s Orerating Cycie, SHOWING THE CasH-To-CasH PERIOD.

Raw material Raw material Sales of finished Cash collected
ordered delivered goods from customers
i _ _ NP |
- Inventory period | Collection pericd o
=t - o=
Pwymant period - Cash-to-cash period
\J pas
Irvoice recaived Cash paid
from suppher to suppliers
- v | LSBOA | e
v

67

The matching strategy

According to the matching strategy, long-term (short-term) investments
should be financed by long-term (short-term) funds

A firm willing to take on some risk by having long-term investments
funded short term will be exposed to higher risks

A risk-averse firm should carry more long-term funds than necessary to
finance its long-term investments

The matching strategy is not necessarily the optimal strategy

68
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The matching strategy

Tue Beravior oF WorkmG CamiTal RequeMent (WCR) over
Time FOR & FIRM WITH SEASONAL SALES,

WCR 15 ASSUMED TO BE SET AT 25 PERCENT OF SALES

Sales and WCR
L

Seasonal, growing sales

Seasonal, short-term
imvestment in WCR

E WCR
0.25 Sales i
Long-term investment
inWCR !
Time ¢ :';5 vezm ) Useon | s

69

The matching strategy

The WCR of a firm with seasonal sales has a long-term growth (permanent
WCR) component and a short-term seasonal component. According to the
matching strategy, the permanent component should be financed with long-
term funds and the seasonal component with short-term funds.

&Management

70
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THE EFFECT OF SALES GROWTH

. Higher sales will require additional investments in the firm’s operating
cycle because the firm will need more receivables, more inventories and
more payables to support its additional sales

. Working capital requirement and sales have a direct relation

. The working capital requirement increases with inflation

nnnnnnnnnnn
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Traditional measures of liquidity

= THE CURRENT RATIO

Current assets

Clll‘l't‘.nt rato = m

= THE AcID TEST OR QUICK RATIO

Cash + Accounts receivable
Current liabilities

Acid test or quick ratio =

= Note that these ratios emphasize a liquidation view of the firm as opposed to
a going-concern approach Mo Y|

72
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Measures of liquidity based on the WCR

= Net Long-Term Financing
Net long-term financing = Long-term financing — Net fixed assets

= Net Short-Term Financing

Net short-term fmancing = Short-term debt - Cash

= Liquidity Ratio

Long-term financing — Net fixed assets
Working capital requirement
_ Net long-term financing
~ Working capital requirement (36) AW
v

nnnnnnnnnnn

Liquidity ratio =

73

Measures of liquidity based on the Cash-flow

=Cash flow from assets or Free cash flow is the cash flow
generated by the firm’s assets. It is a measure of the cash flow
available to those who finance the firm’s activities:

Free cash flow = EBIT(1 - T¢) + Depreciation expense - AWCR

= Net capital expenditure el

&Management

74
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Improving liquidity through a better management of the
operating cycle

= Afirm’s liquidity will improve when:

long-term financing increases, and/or
net fixed assets decrease and/or

WCR decreases
= The factors affecting WCR:

* the nature of the economic sector
+ the efficiency with which the operating cycle is managed
* the level and growth of sales

75

MEASURING MANAGERIAL EFFICIENCY

o« INVENTORY TURNOVER

Cost of goods sold
Ending mventories

Inventory turnover =

The higher the inventory turnover, the lower the
firm’s investment in inventories, and the lower the

working capital requirement

‘:]:!, vz | LsBOA | s
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MEASURING MANAGERIAL EFFICIENCY

« AVERAGE COLLECTION PERIOD'

Accounts receivablegg
Average daily sales

Average collection period =

The shorter the average collection period, the lower
the firm’s investment in receivables, and the lower
the working capital requirement

nnnnnnnnnnn

" also called days of sales outstanding (DOS) or average age of accounts receivable

77

MEASURING MANAGERIAL EFFICIENCY

« AVERAGE PAYMENT PERIOD

Accounts payable, 4
Average daily purchases

Average payment period =

The longer the average payment period, the higher
the firm’s payables, and the lower the working capital
requirement

78
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SOLVENCY

» Debt-to-equity = Debt / Equity
» Debt-to-assets = Debt / Assets (indebtedness ratio)
» Solvency = (EAT + Depreciation expenses) / Liabilities

» Interest coverage ratio = EBIT / Interest expenses

Note: Solvency and liquidity are both terms that refer to an enterprise's state of financial health, but with some
notable differences.

Solvency refers to an enterprise's capacity to meet its long-term financial commitments.

nnnnnnnnnn

Liquidity refers to an enterprise's ability to pay short-term obligations (ability to sell assets to quj@ raise caswusw | s
SECE

79
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81
Profitability
=Net profit is not a relevant measure of profitability. Higher profits are
often accompanied by an increase in size of the balance sheet.
= A larger balance sheet means more capital needed to finance the firm’s
activities and a lower ratio profit-to-capital employed
@ gz | LISBOA | e
82
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MEASURES OF PROFITABILITY

= Return on sales (ROS)
EBIT/sales or Earnings after tax/sales
= Return on assets (ROA)
EBIT/total assets or Earnings after tax/ total assets
= Return on invested capital (ROIC)
EBIT/invested capital
= Return on equity (ROE)
Earnings after tax/owners’ equity

ROE is the most comprehensive measure of profitability.

83

@ gmze ) LISBOA |
v
RETURN ON INVESTED CAPITAL (ROIC)
v Measure of efficiency in the use of total resources;
v Operational performance measure;
v Not sensitive to leverage;
v" Return for all investors (shareholders and creditors);
v Used for comparison of firms with the same business risk;
v Used in planning and management control.
@ g | LISBOA | e
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RETURN ON EQUITY (ROE)

= Measures the firm’s profitability from the perspective of the
owners. Their investment is the firm’s equity capital. Their
reward is the firm’s net profit. ROE is sensitive to leverage.

Earnings after tax (EAT)

Return on equity (ROE) = , (5.1)
Owners’ equity
@ gmze ) LISBOA |
85
RETURN ON EQUITY
PUTTING IT ALL TOGETHER: THE STRUCTURE OF A
FIRM’S PROFITABILITY
'THE DRIVERS OF OPERATING PROFITABILITY (DuPont Model)
EAT
E=—— —
ROE = Grers equity
_ EBIT ) Sales . EBT Invested capital EAT
" Gles  Tnvested capital ~ EBIT =~ Owners equity EBT
A A A
’ \ [ Y I A}
Operating profitability Financial leverage Tax effect
ROICgr multiplier
@ g | LISBOA | e
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RETURN ON EQUITY
PUTTING IT ALL TOGETHER: THE STRUCTURE OF A FIRM’S PROFITABILITY

THE Drivers oF RETurn onN EquiTy.

87

RETURN ON EQUITY & INDUSTRY
THE STRUCTURE OF ROE ACROSS INDUSTRIES

Profit Capital Invested  Leverage  Returnon  Tax Return
Magi' Turnover'  Capita’  Mukiplier®  Equiy’  Effec®  on Equiny’
Firm* (1) @ Ql=x@ W E=0xd (6 (=[5

1 75.9% 082 3%  TT%  453%
2 %1% Q5D 40%  05%  B0%
3 8% Q) N% 6% A%
4 28.0% 120 6% TIA%  260%
; 197% Sh 6% 6%
Gza g | LISBOA | e
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FINANCIAL LEVERAGE

= Financial leverage magnifies a firm’s business risk

- Errect oF FiNanaNG oN Prommasnrry For Dirrerent Leveis oF EBIT.

Alternative Levels of Profitablity of the Firm Profitabliy of the Firm
Pre-tax with with
Operating Profit 100% Equity Financing 50% Equity Financing
EBIT ROIC, ROE, ROIC,, ROE,
$14 million 14% 14% 14% 18%
$10 million 10% 10% 10% 10%
$8 million 8% 8% 8% 6%

= How does financial leverage work?

D
ROE= ROICer{1= Te) + ROICr = Costof deb = Te| ¥ e
e " - v | LSBOA | e

v
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OTHER MEASURES OF PROFITABILITY
= EARNINGS PER SHARE (EPS)
. Earnings afer tax
Eamings per share (EPS) = ;i .
Number of shares oustanding
= THE PRICE-TO-EARNINGS RATIO (P/E)
A Share price
Price-to-¢armngs raio (P/E) = _p
Earings per share
» THE MARKET-TO-BOOK RATIO
. Share price
Mill'kﬂ'iﬂ-boﬂk ratio= m
@ g | LISBOA | e
v
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MEASURING VALUE CREATION

= Value is created by a firm if its market value (equity plus debt) is higher than its
capital employed (capital that equity holders and debt holders have invested). The
difference is called market value added (MVA)

Market value added (MVA) = Market value of capital — Capital employed

= MVA measures value creation or destruction at a particular point in time. The

change in MVA during a period measures value created or destroyed during that

period of time.

91

MEASURING VALUE CREATION

EVA
Market Value
Added
(MVA)
>
Future Expected EVA
T

1J uisBoA | s
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MEASURING VALUE CREATION
ESTIMATING MARKET VALUE ADDED

ESTIMATING THE MARKET VALUE OF CAPITAL

The market value of capital can be obtained from financial markets for firms whose
equity and debt capital are publicly traded and can be estimated for non traded.

ESTIMATING THE AMOUNT OF CAPITAL EMPLOYED

A firm’s capital employed is measured from its balance sheet. However, since
accounting estimates of capital employed are biased by accounting conventions,
some adjustments are necessary.

L) LisBoa | mee

93

MEASURING VALUE CREATION
INTERPRETING MARKET VALUE ADDED

MAXIMIZING THE MARKET VALUE OF CAPITAL DOES NOT NECESSARILY IMPLY
VALUE CREATION

Suppose InfoSoft retains €M15 of profit and borrows €MS5 to invest in a €M20 project with a
present value of expected EVAs of -€M4. Although its market value has increased, it has

destroyed €M4 of value.

= Before investment: = After investment:

Market value (equity plus debt) = €M500 Market value (equity plus debt) = €M516
Capital employed = €M380 Capital employed = €M400

So that: MVA = €M120 So that: MVA = €M116

1J uisBoA | s
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MEASURING VALUE CREATION
INTERPRETING MARKET VALUE ADDED

95

MVA INCREASES WHEN THE FIRM UNDERTAKES POSITIVE NET PRESENT
VALUE PROJECTS

A investment project NPV is the difference between the present value of its future expected
cash flows and the amount of capital spent to finance it.

The present value of future cash flows is the market value of a firm’s capital and the amount of
capital invested is the firm’s capital employed.

MVA is thus the sum of NPVs of all the past and current projects the firm has undertaken and
is undertaking

Saying that a firm has raised (reduced) its MVA is the same as saying that it has invested in
positive (negative) NPV projects

«‘ﬂ; 1J LsBoA |
v
MEASURING VALUE CREATION
A LOOK AT THE EVIDENCE
Market Value of Capital Value created

Top Value Creators Capital s (MVA)

1. Apple Inc. 506.3 135.1 371.2

2. Google Inc. 330.6 49.3 281.3

3. Exxon Mobil 529.6 300.0 229.6

4. Wal-Mart Stores Inc. 340.5 160.3 180.2

5. Johnson & Johnson 249.3 104.2 145.1

6. Procter & Gamble Co. 2771.7 133.6 1441

7. General Electric Co. 302.0 170.4 131.6

8. AT&T Inc. 356.2 267.4 88.8

9. Chevron Corp. 2722 200.0 722

10. Berkshire Hathaway 2924 221.8 70.6

Market Value of Capital Value created

Bottom Value Destroyers Capital Employed (MVA)

492. Patterson Companies Inc. 5.0 22 2.8

493. Hudson City Bancorp Inc. 5.0 2.6 24

494. Flir Systems Inc. 4.3 1.9 24

495. First Solar Inc. 4.1 4.2 -0.1

496. People’s United Financial Inc. 4.2 4.8 -0.2

497. Assurant Inc. 4.8 54 -0.6

498. Goodyear Tire & Rubber Co. 3.0 13.3 -10.3

499. Ford Motor Co. 2.7 335 -30.8

500. General Motors Co. -42.6 371 -79.7 @ . U LISBOA ‘ psgnoc

FIGURESEPBILLIONS $

96
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IDENTIFYING THE DRIVERS OF VALUE CREATION

VALUE CREATION, OPERATING PROFITABILITY, COST OF CAPITAL, AND GROWTH OPPORTUNITIES

= Afirm’s capacity to create value depends on:

1) After-tax return on invested capital:

EBIT x (1 — Tax rate) NOPAT
ROIC = . = -
Invested capital Invested capital

-EBIT: earnings before interest and tax
-Invested capital: cash + WCR + net fixed assets
-NOPAT: net operating profit after tax

2) Weighted average cost of capital:

3) Its ability to grow

L) LisBoa | mee
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IDENTIFYING THE DRIVERS OF VALUE CREATION

VALUE CREATION, OPERATING PROFITABILITY AND COST OF CAPITAL

= Accounting profits are measures of performance derived from income statements that do not
account for the amount of invested capital used to generate those profits.

= Economic profits account for both: accounting profits and use of invested capital. The most
frequently used economic profit is Economic Value Added (EVA).

EVA = (ROIC — WACC) x Invested capital

clearly shows that a positive return spread implies a positive EVA, which implies value creation

* The objective of value creation is not maximizing operating profitability (ROIC) but
maximizing the return spread (ROIC-WACC)

a

1J uisBoA | s

98

49



05/08/2025

IDENTIFYING THE DRIVERS OF VALUE CREATION

VALUE CREATION, OPERATING PROFITABILITY AND COST OF CAPITAL

(ROIC - WACC) x Invested capital

Market value added = WACC - Growth rate

Says that a firm creates value only if its expected ROIC is higher than firm’s cost of capital.
Growth alone does not necessarily create value.

Firm Expected Expected Estimated Invested Market Value Added Is Value
Growth ROIC WACC Capital Created?
Rate
A 7% 10% 13% $100 —3% x $100 450 No
13% — 7%
0
B 4% 13% 10% $100 +3% X $100 4850
10% — 4%
L) LisBoa | mee
99
LINKING VALUE CREATION TO ITS FUNDAMENTAL DETERMINANTS
o a EBIT EBIT
Operéting margin = Invested capital
(Pre-tax RO(C)
- Sal £
Capital turnover = m Expec:glzﬂer fax
Tax effect = (1 — Tax rate)
( } Return spread
(ROIC — WACC)
Parcent of
MARKET VALUE ADDED (MVA)
w::?srtﬂi;j;":i;ge If the prasent value of the future stream
(WACC) of e.xpeclg,j return spre(lids is positive,
e v ey
equity financing ’
If the present value of the futura stream
§ . of expected returm spreads is negative,
MVA is negative, and the higher the growth,
social environments T the mors value destroyed.
Sustainabilit
() _
Competitive advantages and
core compatencies
1J uisBoA | s
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SELF-SUSTAINABLE GROWTH RATE

= Afirm’s self-sustainable growth rate (SGR) is the maximum rate of growth in sales a firm
can achieve without issuing new shares or changing either its operating policy (same
operating profit and capital turnover) or its financing policy (same debt-to-equity ratio and
dividend payout)

Self-sustained growth rate = Retention rate x ROE

101

SELF-SUSTAINABLE GROWTH RATE

Extmerr 5.11 Sares GROWTH AND CASH OO MNDEITHO M.

Sales growth

CcASH DEFICIT
(Sales growth = Sel-sustainable growth)
The firm is facing a
funding problernn.

o (=]
1%s% F———— - — - —— — — — — i "
i i CASH SURPLUS
1 1 (Sales growth <= Self-sustainable growth)
H H The firm is facing an
1 imvestmeant problem.
| 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1
10%% 15%

1J uisBoA | s
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The probability of variance in future cash-flows. Includes business risk (volatility of EBIT) and financial risk

(volatility of EAT).

Techniques for risk assessment:

] Statistical measures (variance, standard deviation);
= Ratios based on financial statements;

= Scoring techniques;

" Capital Asset Pricing Model.

Business risk (Break-even-point)
A
&
v
.
T Break-Even |’ Variable
Paint Costs
Costs
a
o Output

L) isso | 2
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Business risk

Break-even point: Level of sales necessary to achieve EBIT=0

Fixed costs - .
\V/ f— % CM = Contribution margin
° % CM i Sales

.,  Fixed costs

o — - p — Sales price per unit
p VCu GVu - Variable unitary costs

Operational leverage: EBIT’s elasticity when facing changes in sales

Sales — Variable costs
EBIT

Op Lev =

L) isso | 2
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Financial reporting is not enough!

They do not reflect the entire business activity of a company.

Reflects only short-term monetary aspects of business, but does not provide insight into
environmental, social, and managerial aspects of business, which are, in the long term, much
more important.

Nonfinancial reporting is a ‘must’ in the modern economy as it reflects the responsibility of a
company to conduct business activities in a sustainable way.

This helps investors, consumers, policy makers and other stakeholders to evaluate the non-
financial performance of large companies and encourages these companies to develop a
responsible approach to business.

There is growing evidence that sustainability reporting increases in significance. Analyses of
corporate responsibility reports in the world demonstrate a sharp increase: from 26 reports in 1992
to 5593 reports in 2010 to 9500 in 2015 (Szekely et al, 2017).

LISBOA | aie
= U
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Legal Certification/Audit of Sustainability Reports

On 5 January 2023, the Corporate Sustainability Reporting Directive (EU) 2022/2464 (CSRD) entered into force (see the
following slides)

From financial years starting on or after 1 January 2024, large companies shall draw up sustainability statements in

accordance with the European Sustainability Reporting Standards (ESRS) — a deadline postponed with the “Omnibus
package”.

These statements will need to be subject to an assurance engagement by statutory auditors or other assurance
services providers

? Why is it important to Certificate Sustainability >

Reports?

1) useon | e

1

o
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Legal Certification/Audit of Sustainability Reports

Reliability and comparability

Limited assurance that the sustainability information is free from material misstatements, ensuring that disclosures are accurate and aligned with the European
Sustainability Reporting Standards (ESRS)

Transparency and trust

User confidence in sustainability statements. Practitioners are expected to assess whether disclosures meet qualitative characteristics, which directly supports
transparency

Double materiality

Material misstatement in assurance is distinct from the double materiality used in preparing sustainability statements, the guidelines clarify that both are
essential. Practitioners must understand the entity’s environment and internal controls to assess risks and ensure that disclosures reflect both financial and
impact materiality

Integrity and fraud detection
Practitioners are required to remain alert to fraud risks and non-compliance with laws and regulations.

Legal obligation and harmonisation

The CSRD mandates limited starting from financial years beginning on or after 1 January 2024, with the European
Commission expected to adopt formal standards by 1 October 2026. Meanwhile, the CEAOB guidelines serve to harmonise practices across
Member States

https://finance.ec.europa.eu/document/download/8ac2df18-2ae1-4bc7-9d87-a4a740e48f5e_en?filename=240930-ceaob-guidelines-limited-
assurance-sustainability-reporting_en.pdf

A

\J useon | wme
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Why to develop a ESG Report?

Example: Tesla

in their Impact report 2019 (https://www.tesla.com/ns_videos/2019-tesla-impact-report.pdf) share

and benchmark the environmental impact of its vehicles vs their internal combustion competitors.

A U uispon | e
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Sustainability Reporting

WBCSD defines the sustainability
report as:

Economic

. reports on sustainable /.é
development (produced by companies)
as publications for internal and 2

external shareholders in order fto mﬂ ¥ ' Sustainability
disclose corporate positions and Social

activities on the economic, | responsability

environmental and social fronts. In
short, the purpose of these reports is
to show the contribution of companies
to sustainable development. ”

Consumption

—-

Management

Social Environment

Business performance is viewed as a function
of balance between economic, social, and The ultimate goal is to balance on all sides
ecological aspects of business activity.
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Sustainability Reporting
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“Sustainability” has evolved to refer to
strategic and operational considerations
related to a broad set of environmental,
social and governance concerns.

Investors increasingly expect companies to
recognise and address risks and opportunities in
relation to ESG factors that impact long-term
value creation.

Sustainability, ESG, Corporate responsibility and
CSR are concepts that can be used
interchangeably, but be aware of their
differences.

Sustainability Reporting

114

Progress in sustainability reporting

Every step requires expert insight in
environmental data and topics

Basic vision/ambition

» Materiality analysis
« Defining (internal) responsibility &

05/08/2025

making an overall positive

Y9
N @ contribution

(' achieving sustainable
growth

avoiding and addressing
@ adverse impacts related to
| — )] its operations, products or

services

) usson | e

Integrate

*Vision becomes business practice
= Tracking metrics over time
* Extend employee knowledge and

ensuring management endorsement Engage with internal stakeholders engagement
= Assess level of disclosure and PI/KPls Defining smart metrics and KPIs
according to Global Reporting Initiave - Target setting
(GRI) structure. Setting up reporting tools and analyses
[ ] Analyse and report sustainability

programs to stakeholders.

Improve data management and ensure

data qualitv of reporting

Source: Blonk consultants
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The different types of report

*Stand-alone reports that focus on social and environmental issues

*Combined reports that introduce social and environmental issues into the existing financial annual

report

*Integrated reports that highlight linkages across financial and non-financial information

@ LISBOA | ™
SE¢ U s
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Changing gears:
How are companies navigating
H H H higher expectations and demands
Is Reporting improving? in Sustainabilty reporting?

Materiality Process- More than 90% of reports disclosed a materiality process. Of those disclosing a materiality
process, there is a sizable (22%) increase in reports disclosing a double materiality process, from 55% in 2023
to 77% in 2024.

The state of integrated reporting - 14% of reports reviewed combine financial and non-financial information,
lower than 17% in 2023; 27% are self-declared integrated reports (2024).

The state of GRI reporting - 83% of reviewed reports reference the Global Reporting Initiative (GRI)

External Assurance- Most reports (90%) have external assurance for key sustainability performance indicators
or reporting process, of which 4% provided assurance at a reasonable level and 80% at a limited level.

Sustainability Governance- Reporting on the sustainability responsibilities of individuals from the board or
executive committees increased substantially, from 20% in 2023 to 32% in 2024.

Source: WBCSD 2024
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Is Reporting improving?

Principles Content Effectiveness SDGs
General findings
TO re orters For the second year, we applied the impact criterion to help
p p determine the top reporters from the pool of 181 reports reviewed.

SOl v A

The impoct criterion oima to Gssess evidence of
climots-

noture-related

axtant to which the company has integrated such va

e m CLP@+s m cmpc
XTI

Wie first Bsted companies in order of thew overall

mmmg:ﬁu @edp CAC\‘ ‘m ) NOVARTIS Nutrien

&
componies, 2 PEPSICO

[
©®|SCG o

On the right. we have provided tha list of the top.
raporters in olphabsticol order.

- R———
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ESG Reporting

Meaning

Environmental Social Governance

Investors are increasingly applying these non-financial
factors as part of their analysis process to identify material

risks and growth opportunities.
el UJ usson | s
v
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ESG Reporting

119

M

v
v

eaning

ENVIRONMENTAL — Climate change, resources and pollution
SOCIAL — Human rights, health and safety
Tax transparency, anti-corruption

Equally relevant to a large publicly listed issuer with a long track record of reporting; a
smaller company; a privately held business; or a debt issuer.

Is ‘ESG’ the same as ‘sustainability’ and ‘corporate responsibility’? — what is the
relationship among these concepts?

Different formats: Annual report, standalone sustainability report, or integrated
report?

a
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ESG Reporting: A management tool

120

>

It must be regarded, first and foremost, as a management tool that permits the company to measure
its progress and its non-financial performance.

And also to state that the company is on track with its commitments.

Help pilot the ESG strategy in the short-, mid-, and long-term and facilitate prospective decision
making.

Help advance dialogues with important stakeholders.

In the context of ESG data, the BP example points to the fact that past performance as measured by ESG data was not bp
decision-useful for investors or the company. Rather, data on the management control systems and governance

structures (GES) underlying these ESG risks would have presented a more insightful assessment of the risk.

BP was listed as the second most sustainable large company in the world by the Accountability Rating in 2006, down

from first in 2005—only four years before the DeepWater Horizon accident and a year after the Texas City refinery

accident.

A
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Deepwater Horizon Accident

121

SEGET RN | N1 T

ESG Reporting: Why to develop a ESG Report?

122

1.To show their stakeholders, and society in general, that they consider their expectations and
operate within the bounds of the social contract.

2. To join sustainability indexes (Dow Jones Sustainability Index, Footsie4Good)
3. To build a management tool to affirm that the company is on track with its commitments.
4. To trigger action making ESG performance part of the discussion

5. To assure transparency - more and more external bodies are demanding integrated reports that
contain not just financial and economic information but societal and environmental data too.

- | LSBO |
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ESG Reporting

A good quality reporting is the one that:

1. meets the needs of its stakeholders;
2. is aligned with the SDGs;
3. maximizes society's contribution, with appropriate targets and indicators;

4. understands how these issues will challenge society's ability to operate in the long run.

If this is the case, non-financial reporting is a real strategic plan for the company to manage its short-term
agenda by including a long-term vision.

@ 1) usson | i
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ESG Reporting
EXTERNAL BENEFITS
e Attracting Stakeholder Competitive
e Capital Engagement Advantage
L) usen | e
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ESG Reporting

INTERNAL BENEFITS

Management
Vision & Systems & Risk Strengths & Employee
Strategy Manigell'nent Weaknesses Motivation
00
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Why are Non-Financial Reporting Standards Important?

1. Addressing shortcomings of the NFRD: CSRD (EU) 2022/2464 (CSRD) WHY NON'FINANCIAL
REPORTING STANDARDS
ARE IMPORTANT

improves relevance, comparability, and reliability of sustainability

disclosures.

2. Expanding scope and standardization: Applies to all large companies SUSTAINABILITY

and listed SMEs with mandatory ESRS standards. REPORT

3. Enhancing investor confidence and market credibility: Provides high-

quality data for sustainable finance and risk assessment.

4. Supporting the European Green Deal: Ensures accountability and tracks

progress toward climate neutrality goals.

5. Legal integration and assurance: Requires limited assurance by

independent auditors to enhance credibility.
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Non-financial reporting framework in European Union

2014 - Non-Financial Reporting Directive (NFRD)
*Directive 2014/95/EU

*Required large public-interest entities with over 500 employees to disclose environmental, social, and
governance (ESG) information

2020 - EU Taxonomy Regulation
*Regulation (EU) 2020/852

*Created a classification system for environmentally sustainable economic activities. Disclosure obligations
began in 2022-2023 for companies under the NFRD

2022 - Corporate Sustainability Reporting Directive (CSRD)
*Directive (EU) 2022/2464

*Replaces the NFRD, expands scope to ~50,000 companies, introduces double materiality,
mandatory limited assurance, and European Sustainability Reporting Standards (ESRS)

2023 - Adoption of First ESRS
*Commission Delegated Regulation (EU) 2023/2772
*First 12 ESRS adopted, covering general, environmental, social, and governance topics
1) useon | e
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Non-financial reporting framework in European Union

2024 - Corporate Sustainability Due Diligence Directive (CSDDD)
Directive (EU) 2024/1760, entered into force on 25 July 2024

*Requires large EU and non-EU companies to identify, prevent, and mitigate adverse human rights
and environmental impacts across their operations and value chains. Also mandates a climate
transition plan aligned with the Paris Agreement

2025 - Omnibus Package
*Adopted 26 February 2025

*Aims to simplify and reduce the regulatory burden of CSRD, CSDDD, and Taxonomy rules. Key
changes include:

*Raising reporting thresholds (e.g., 1,000 employees and €450M turnover)
*Postponing CSRD reporting for Waves 2 and 3 by two years

*Removing the obligation to adopt sector-specific ESRS

*Keeping assurance at the limited level

Q
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Non-financial reporting framework in European Union

Exercise — Multiple Choice - Corporate
Sustainability Reporting Directive (EU)
2022/2464 (CSRD)

@ g | LsBOn | e
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Non-financial reporting framework in European
Union

STANTON CHASE

A C-Suite Sustainability Guide:
Understanding the
2024 EU Directives
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Non-financial reporting framework in European
Union

The EU Sustainability Legislation Landscape

131

FOCUS

DESCRIPTION

STATUS

The EU Green Deal

EU's comprehensive
sustainable
development strategy

The EU Green Deal

is a comprehensive
policy initiative aimed
at making the European
Union climate-

neutral by 2050. It
encompasses a wide
range of measures
and regulations ta
drive environmental
sustainability and
create a more resilient
and greener European
economy.

Partially.

Sustainable
Finance
Disclosure

Sustainable finance

Entity- and product-
level of

EU Taxonomy - Corporate Corporate

ification of inabili inabilif Green Claims
economic activities Reporting Due Diligence
Sustainable business Corporate supply

activities

Classification of

Double materiality
determine

chains

Establishment of
a for

sustainability-related
risk in investment
decision-making

In force as of
January 2022

activity
disclosures are required
under the GSRD and
SFDR regulations.

In force as of
July 2020.

the information to be
reported through the
ESRS reporting netwaork.

In force as of
January 2023

responsible supply
chains requiring
companies to report
on environmental and
social impacts of their
own operations and
those of their suppliers

The Council of the
European Union
approved the Corporate
Sustainability Due
Diligence Directive on
March 15, 2024,

marketing claims

Aims to reduce
greenwashing
amongst companies
by establishing

a framework and
requirements which
companies should
follow when making
environmental claims
about their products.

Proposed in March
2023. still in the.
process of being
enacted and
operationalized.

O

Omnibus Di

H Major Changes

EU Sustainability Rules

a

2025

Non-financial reporting framework in European
Union

132

The EU Taxonomy

The EU Taxonomy is a classification system that defines activities deemed to be
environmentally sustainable. It aids companies and investors in making more informed,
sustainable investment decisions, and it is designed to help achieve the objectives
of the EU Green Deal.

The following companies are impacted by the EU taxonomy:

+ Large, listed companies that are subject to non-financial reporting requirements

+ Financial market participants (including asset managers and institutional investors)

= Companies covered by the Corporate Sustainability Reporting Directive (CSRD)

To qualify as sustainable under the taxonomy, an economic activity must positively
contribute to at least one of six environmental objectives, not significantly undermine
other objectives, comply with minimal safeguards, and meet technical screening criteria.

05/08/2025
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Non-financial reporting framework in European

Union

The Corporate Sustainability Reporting Directive (CSRD) (EU) 2022/2464 (CSRD) , which replaced the Non-Financial
Reporting Directive (NFRD), is vital in preventing unregulated corporate behaviors that could lead to further environmental
harm, social harm, or unethical practices. Its main purpose is to promote responsible and sustainable business practices. It

applies to the following companies:

1. Large companies that meet at least two of the following three criteria a. A balance sheet total of €25
million b. A net turnover of €50 million c. An average number of 250 employees during the financial year

2. All companies listed on EU regulated markets, except for listed micro-enterprises

3. Public-interest entities like listed companies, banks, and insurance companies previously covered by the

NFRD, which have more than 500 employees

4. Non-EU companies that generate a net turnover of €150 million in the EU and meet certain other qualifying

criteria

5. Listed small and medium-sized enterprises (option to opt-out until 2028)

133
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Non-financial reporting framework in European

Union

EU Green Deal

CSRD

Corporate Sustainability Reporting Directive

ESRS

European Sustainability Reporting Standards

Facts

The European Sustainability Reporting Standards (ESRS)...

» set out detailed reporting requirements in 12 different
standards

+ is mandatory for companies in the scope of the CSRD and
other large companies, including non-EU listed companies

will first have to be used for the financial year 2024
with the first sustainability statements published
in 2025 (for companies in the scope of the CSRD)

« will be subject to limited assurance in the beginning

« introduces relief measures for the first year(s)

Standards
General Environmental
ESRS 1 - General requirements ESRS E1 - Climate change
ESRS 2 - General Disclosures ESRS E2 - Pollution

ESRS E3 - Water and marine
resources

ESRS E4 - Biodiversity

and ecosystems

ESRS ES - Resource use
and circular economy

134

! 1

Social Governance

ESRS 81 - Own workforce ESRS G1 - Business conduct
ESRS 52 - Workers in the value

chain

ESRS 53 - Affected communities

ESRS 84 - Consumers

and end-users

A
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Non-financial reporting framework in European
Union

Sustainable Taxonomy Development

Canada

Japan
Malaysi
Singapore
8
i 17
chile 47 southafica
" b
i
4
£
Existing green l:"‘xl Developing green *\ Developing transition 77, Social taxonomy or
taxonomies ‘...’ taxonomies ‘. _.’ taxonomies ‘...’ social contribution
under development
‘q o IASINE
*Based on data from July 2021 ISE %5(_7;’;'2?‘:‘ U LISBOA ‘ B lisand
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Non-financial reporting framework in European

Union
The Omnibus Package — Stop the Clock (February, 2025)

In order to boost competitiveness and unleash growth, the EU needs to
foster a favourable business environment and ensure that companies are not

stifled by an excessive regulatory burden
Ao Ui
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Non-financial reporting framework in European
Union

The sustainability “Omnibus” includes amendments to the Corporate Sustainability Reporting Directive (CSRD), the Corporate
Sustainability Due Diligence Directive (CSDDD), accompanied by a draft Taxonomy Delegated Act for public consultation, with the aim of
making sustainability reporting more efficient and less burdensome.

The main changes in the area of sustainability reporting will

eRemove around 80% of companies from the scope of the CSRD — only companies that have more than 1,000 employees and either a
turnover above €50 million or a balance sheet total above €25 million will remain subject to the rules

eEnsure that sustainability reporting requirements for large companies will not burden smaller companies in their value chains. To this
end, the Commission will adopt a voluntary reporting standard, based on the SME standard developed by EFRAG. This standard will act as
a shield, by limiting the information that companies or banks falling into the scope of the CSRD can request from companies in their value
chains with up to 1000 employees

eRevise and simplify the existing European Sustainability Reporting standards (ESRS), against which the companies remaining in scope will
have to report

eDelete the requirement on the Commission to adopt sector-specific standards and keep the assurance requirement at the level of
“limited” assurance, not moving in the future to the more demanding level of “reasonable” assurance

eLimit reporting obligations under the EU Taxonomy to the largest companies with at least 1000 employees and €450 million net
turnover, while still allowing other large companies within the future scope of CSRD to report voluntarily

a
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Non-financial reporting framework in European
Union

v

C) P v
YR SUTAINABILITY
._Vt 3

A separate “stop the clock” proposal will also postpone by two years the reporting requirements for
companies currently in the scope of CSRD which were scheduled to report as of 2026 or 2027. This is to
give time to the co-legislators to agree to the Commission's proposed substantive changes.
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https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en#legislation
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en#legislation
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en#legislation
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en#legislation
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en#legislation
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32024L1760
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32024L1760
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32024L1760
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32024L1760
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32024L1760
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32024L1760
https://www.efrag.org/en
https://finance.ec.europa.eu/news/commission-adopts-european-sustainability-reporting-standards-2023-07-31_en
https://finance.ec.europa.eu/news/commission-adopts-european-sustainability-reporting-standards-2023-07-31_en
https://finance.ec.europa.eu/news/commission-adopts-european-sustainability-reporting-standards-2023-07-31_en
https://finance.ec.europa.eu/news/commission-adopts-european-sustainability-reporting-standards-2023-07-31_en
https://finance.ec.europa.eu/news/commission-adopts-european-sustainability-reporting-standards-2023-07-31_en
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ESG Reporting - ESG World Reporting - Frameworks

These frameworks help organizations
report different aspects of their

Finding the right chemistry

for sustainability reporting
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COP hokds the largest repository of corporate GHG
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© 2018 The Conference Bos, e
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« Cimate Change program: Feb.
1 May 29

aR ed

of the UN Global Compact, making  the default
reporting [ e

5 It's among the cldest,
most widely adopted aed most widely respected
teporting mathodologies i the word. s thorough

focus on
unparaliled.

SASB's standards
perfon

an industry.
Studles by
shown the stock of companies who disciose on

y outper
not. SASB s backed by the likes of Bloomberg LP.
and the Rockefeler Foundation, gving it extra clout
with capital markets.

Supgly April 1 -
July 3
« Gilies program: Jan. 1 - Mar. 31

Anytime, but typically integrated
nto a company's tracdtional annual
repor

Integrated into quarterly 10-K
fings
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ESG Reporting - ESG World Reporting - Frameworks

COMPARATIVE TABLE BETWEEN STANDARDS

141

Aspect Global Reporting Initiative Sustainability Corporate Sustainability International Financial
(GRI) Accounting Standards Reporting Directive Reporting Standards (IFRS
Board (SASB) (CSRD) S1 & S2)
Primary To provide a comprehensive | To enable companies to | To enhance transparency | To establish global
Objective framework for disclosing a | disclose financially | and consistency in | sustainability 1eporting
company’s  environmental | material ESG | sustainability reporting by | standards. aligning financial
and social impacts. focusing | information tailored to | integrating double | and non-financial data with a
on the broader stakeholder |investor needs, with | materiality into financial |focus on  climate-related
interests (double materiality). | industry-specific and non-financial | financial risks and
metrics. disclosures. opportunities.
Materiality Double materiality: | Single materiality: | Double materiality: | Primarily financial materality:
Approach Addresses both the impacts of | Focuses on  how | Emphasizes both financial | Emphasizes sustainability-
the company's activities on | sustainability issues | materality (impacts on |related financial disclosures
society and the environment, |impact a company’s | financial  health) and | affecting investor decision-
as well as how these impacts | financial performance. | envirommental'social making.
may affect the company. primarily for investor | materality (impacts on
use. society).
Scope Applicable across industries | Tailored for specific | Mandatory for large and | Global applicability, designed
of Application | globally, including Iuxury |industries, including | listed companies in the EU | for  companies  reporting

fashion.  with
adoption.

voluntary

Apparel.  Accessories.
and Footwear, primarily
investor focused.

(starting from FY 2024, first
report due in  2025),
extending to luxury fashion
brands with significant EU
market presence.

financial ~ statements under
IFRS. including luxury fashion
brands (set to become effective
in FY 2024).

Mazzer (2025)

ESG Reporting - ESG World Reporting - Frameworks
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COMPARATIVE TABLE BETWEEN STANDARDS

Aspect Global Reporting Initiative Sustainability Corporate Sustainability International Financial
(GRI) Accounting Standards Reporting Directive Reporting Standards (IFRS
Board (SASB) (CSRD) S1 & S2)
Key Comprehensive  disclosures | Focuses on financially | Requires extensive | [FRS S1 mandates general
Reporting on various ESG factors: GRI | material ESG topics: | disclosures in line with | sustainability disclosures: IFRS
Requirements | 303 (Water and Effluents). | water management, | European Sustainability | S2 focuses on climate-related
GRI 305 (Emissions). GRI | GHG emissions. and | Reporting Standards | risks, Scope 1. 2. and 3
401 (Employment). | labor practices. | (ESRS), covering Scope 1, | emissions, and  scenario
Emphasizes detailed | Emphasizes financial |2, and 3 GHG emissions. | analysis to assess business
disclosure on water use, GHG | risks, such as operating | climate risks, and social | resilience to climate impacts.
€Imissions, and labor |in water-stressed | impacts.
practices. regions or supply chain
disruptions  due  to
climate change.
Verification Voluntary third-party | Primarily self-reported; | Mandatory third-party | Integrated with financial audits;
and assurance is optional but | external assurance is | assurance for all | comsistency across reporting
Assurance increasingly adopted for | optional and based on | sustamability reports to | periods required. with some
credibility. investor needs, enhance reliability and | jurisdictions potentially
comparability. mandating external assurance.
Stakeholders Broad range of stakeholders, | Investors and financial | Regulators, investors, and | Primarily  investors and
Targeted including consumers, | analysts witha focuson | other stakeholders | financial stakeholders seeking
regulators, NGOs, and | financial implications | interested in comprehensive | integrated  financial and
investors. of ESG risks. sustainability performance. sustainability information.
Mazzer (2025) IS ! :
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ESG Reporting - Adding complexity?

Companies have been facing with the increasing task of creating annual sustainability reports.

They submit information aligned with different voluntary frameworks:

DJSI, SDGs, Sustainalytics, UN Global Compact (UNGC), Global Reporting Initiative (GRI), Climate Disclosure
Standards Board (CDSB), Sustainability Accounting Standards Board (SASB), International Integrated
Reporting Council (IIRC) and up to 182 frameworks according to WBCSD.

Besides, the Paris Agreement gave birth to the Task Force on Climate-related Financial Disclosure (TCFD).

DIRECTIVE (EU) 2022/2464 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 14 December 2022

a
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KPMG Survey (2022)

Our survey shows that the N100 companies have continued to steadily increase their reporting rates with each global survey.
Ten years ago, 64 percent of N100 companies reported. In 2022, 79 percent of these companies report.

Today, nearly all of the world's top 250 companies (G250) report on sustainability. In 2022, the rate of reporting among the
G250 remains at 96 percent, the same as 2020.

Global sustainability reporting rates (1993-2022)
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https://www.robecosam.com/csa/indices/djsi-index-family.html
https://sustainabledevelopment.un.org/sdgs
https://www.sustainalytics.com/
https://www.unglobalcompact.org/
https://www.globalreporting.org/Pages/default.aspx
https://www.cdsb.net/
https://www.sasb.org/
https://integratedreporting.org/
https://www.wbcsd.org/
https://www.fsb-tcfd.org/
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ESG Reporting - Research

Corporate Social Performance, Firm Size, and Organizational Visibility:

Distinct and Joint Effects on Voluntary Sustainability Reporting

Philipp Schreck, Sascha Raithel
Business & Society, vol. 57, 4: pp. 742-778. First Published November 8, 2015.

Abstract

This study investigates the distinct and joint effects of corporate social performance (CSP), firm size, and visibility on a
company’s decision to disclose sustainability-related information through sustainability reports. It seeks to provide more
nuanced explanations for why certain companies tend to extensively report on their sustainability performance. First,
while prior studies have predominantly focused on environmental reporting, the current analysis considers comprehensive
sustainability reports that include both environmental and social issues. Second, the article argues that the effects of two
important antecedents of legitimacy pressure—firm size and organizational visibility—should be analyzed separately
rather than restricting the analysis on the effects of legitimacy pressure per se. Third, it argues that the hypothesized
effects are nonlinear because the marginal costs and benefits of sustainability reporting vary with a company’s CSP level,
its size, and its visibility in the public. Finally, although there is a strong link between CSP and sustainability reporting, the
strength of this link depends on its size and visibility. The study of 280 companies in environmentally and socially sensitive
industries provides considerable support for these hypotheses, including evidence that size and visibility independently
affect sustainability reporting and that the shape of the CSP/sustainability reporting link is contingent upon firm size and
visibility.
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Framework:

Whether these firms can reap the expected benefits of such engagement often depends on whether their stakeholders
have sufficient and credible information about the firms’ actual corporate social performance (CSP). Firms may,
therefore, choose to voluntarily account for their sustainability performance (Brown & Fraser, 2006; Schaltegger &
Burritt, 2006) and disclose that information to influence favorably the decisions of external stakeholders (Montiel,
Husted, & Christmann, 2012; Narayanan, Pinches, Kelm, & Lander, 2000).

Research Questions:

Is it primarily the noble social performers that disclose, or is the decision to issue sustainability reports
independent of actual social performance?

Why would companies with a nonsatisfactory social performance voluntarily disclose information regarding their
inferior performance?

State of the art:
Literature review has identified two major drivers of voluntary sustainability reporting: CSP and legitimacy pressure.
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ESG Reporting - Research

CSR
reporting With increasing size
(smaller relative cost), Very large firms
o firms are more likely to ( cry‘ srge s
engage in CSR disclosure ?j‘;;_;:;;:’
suffic

to gain additional
resources

resources, more
pressure resistant)
are less likely to
engage in CSR
disclosure

With increasing visibility

firms have a higher need

for legitimacy

Firms with low
visibility try to
gain public
recognition

— Firm size

--- Firm visibility

v

Figure |. Hypothesized relationships between firm size/visibility and sustainability
reporting.
Note. CSR = corporate social responsibility.
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Why to develop a ESG Report?

Life cycle assessment

According to a study done by NYU, products marketed as sustainable grew 5.6 times faster than those that
were not.

Therefore, companies designing sustainable products can decide to use their sustainability report to share
information from the life cycle assessment (LCA) of their products.

For example Tesla, in their Impact report 2019 (https://www.tesla.com/ns_videos/2019-tesla-impact-
report.pdf) share and benchmark the environmental impact of its vehicles vs their internal combustion
competitors.
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https://www.tesla.com/ns_videos/2019-tesla-impact-report.pdf
https://www.tesla.com/ns_videos/2019-tesla-impact-report.pdf
https://www.tesla.com/ns_videos/2019-tesla-impact-report.pdf
https://www.tesla.com/ns_videos/2019-tesla-impact-report.pdf
https://www.tesla.com/ns_videos/2019-tesla-impact-report.pdf
https://www.tesla.com/ns_videos/2019-tesla-impact-report.pdf
https://www.tesla.com/ns_videos/2019-tesla-impact-report.pdf
https://www.tesla.com/ns_videos/2019-tesla-impact-report.pdf
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Master’s in Accounting

Sustainability,
Accountability and Ethics

Rita Fuentes Henriques

Pedro de Almeida Fernandes

Class 5

Sustainability Accounting Standards

On 31 March 2022 the International Sustainability Standards Board (ISSB) published its first proposed

standards. SASB Standards enable organizations to provide industry-based sustainability disclosures about risks
and opportunities that affect enterprise value. In August 2022, the IFRS Foundation assumed responsibility for

SASB Standards.

Q
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https://www.ifrs.org/content/ifrs/home/groups/international-sustainability-standards-board.html
https://www.ifrs.org/content/ifrs/home/groups/international-sustainability-standards-board.html
https://www.ifrs.org/content/ifrs/home/groups/international-sustainability-standards-board.html
https://www.ifrs.org/content/ifrs/home/groups/international-sustainability-standards-board.html
https://www.ifrs.org/content/ifrs/home/groups/international-sustainability-standards-board.html
https://sasb.org/standards/download/
https://sasb.org/standards/download/
https://www.ifrs.org/
https://www.ifrs.org/
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Sustainability Accounting Standards
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SASB Standards identify the subset of environmental, social and governance issues most relevant to financial
performance and enterprise value for 77 industries. The Standards were developed using a rigorous and
transparent standard-setting process that included:

eevidence-based research;

*broad and balanced participation from companies, investors and subject-matter experts; and

eoversight and approval from the independent SASB Standards Board.

Global investors recognise SASB Standards as essential requirements for companies seeking to make consistent
and comparable sustainability disclosures.
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Environment

* GHG Emissions

Air Quality

Energy Management

Water & Wastewater
Management

Waste & Hazardous
Materials Management

Ecological Impacts

Leadership &
Governance

« Business Ethics

« Competitive Behavior

+ Management of the Legal &

Regulatory Environment

Critical Incident Risk
Management

Systemic Risk Mar

J

Environment Social
Capital

UNIVERSE OF
SUSTAINABILITY

Leadership ISSUES
&

Governance

Business Model
& Innovation

siness Model & Innovation
+ Product Design & Lifecycle Management
+ Business Model Resilience
« Supply Chain Management
+ Materials Sourcing & Efficiency
« Physical Impacts of Climate Change

Social Capital

Human Rights &
Community Relations

Customer Privacy

Data Security

Access & Affordability
Product Quality & Safety
Customer Welfare

Selling Practices &
Product Labeling

Human Capital
* Labor Practices

+ Employee Health &
Safety

« Employee Engagement,
Diversity & Inclusion
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https://sasb.org/standards/process/
https://sasb.org/standards/process/
https://sasb.org/standards/process/
https://sasb.org/standards/process/
https://sasb.org/about/governance-archive/
https://sasb.org/about/governance-archive/
https://sasb.org/about/governance-archive/
https://sasb.org/investor-use/
https://sasb.org/investor-use/
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Sustainability Accounting Standards
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1.Environment. Environmental impacts

2.Social Capital. Expectation that a business will contribute to society

3.Human Capital. Management of human resources (employees and individual
contractors) as key assets to delivering long-term value

4.Business Model and Innovation. Integration of environmental, human, and social
issues in a company’s value-creation process

5.Leadership and Governance. Issues that are inherent to the business model or
common practice in the industry and that are in potential conflict with the interest of

broader stakeholder groups

https://www.sasb.org/standard-setting-archive/
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FINANGIAL
STABILITY
BOARD

DISCLOSURE RECOMMENDATIONS  from Financial Stability Board

The Task Force developed four widely-adoptable recommendations on climate-
related financial disclosures that are applicable to organizations across sectors and

jurisdictions.

The recommendations are structured around four thematic areas that represent
core elements of how organizations operate:

Governance

Metrics
and
Targets

Governance
The organization’s governance around climate-related risks and
opportunities

Strategy

The actual and potential impacts of climate-related risks and
opportunities on the organization’s businesses, strategy, and
financial planning

Risk Management
The processes used by the organization to identify, assess, and
manage climate-related risks

Metrics and Targets
The metrics and targets used to assess and manage relevant
climate-related risks and opportunities
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Sustainability rankings
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RobecoSAM - Corporale Sustainabiity Assessment

FobecaSAM A5

Josafstrasse 218
CHB005 Zunich

Phone +41 48 6531030
Fax +4144 6531080

DUSI 2016 - Industry
CSV Test Company RobecoSAM

Questionnaire with 97 pages

Company Name: CSV Test Company RobecoSAM

FrrTT———)

ion Data:

Main contact person:

“TFeraan 16 b2 GanaGed i e Case 6T Gussians]

Townlcity:

Zip:

Fax

E-mail

Web:

a

Financial Materiality Framework

ROBECOSAM

We are Sustainzhility Investing.

RobecoSAM's Definition of Materiality of Sustainability

RobecoSAM defines Materiality as “Any factor which might have a present or future impact on
companies’ value drivers, competitive pasition, and thus on long-term shareholder value creation™

Key Question: How do different forms of capital impact financial performance?

Forms of Capital:

Intellectual capital

Customer capital

Manufactured capital

Human capital

Environmental capital

Social capital

Financial capital & business

model

158

Impact on Financials:

Capital Effi
Risk profile
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In general, the company has to collect varied information on:

c\vironmental Dimension \

- Product Stewardship
- Water-related Risks

- Climate Strategy }
- Environmental Management System

- Environmental Performance

\ %

A

/' Governance/Economic Dimension

- Corporate Governance

- Code of Conduct, Compliance

- Risk & Crisis Management

- Customer Relationship Management
Source: RobecoSAM - Innovation Management
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Social Dimension

- Talent Attraction & Retention

- Human Capital Development
- Occupational Health & Safety
- Stakeholder Engagement

+ Human Rights

- /

U usson | s

.

Denmark
Denmark
Finland

United States

159
- 10 MOST SUSTAINABLE COMPANIES
RANK
1 @ Orsted A/S Wholesale power
{ } r
2 e Chr. Hansen Holding A/S Food and other chemical agents
( | )
3 O Neste Oy Petroleum refineries
( ) )
4 @ Clisco Systems Inc Communications equipment
( } )
5 Q Autodesk Inc . Software
6 @ Novozymes A/S Speciality and performance chemicals
( } }
7 @ ING Groep NV Banks
( } }
Enel SpA . Wholesale power
8 @ :
Banco do Brasil SA Banks
=) |
- Algonguin Power & Utilities Corp Electric utilities
10 @ !
RCE
160

United States

Denmark

Netherlands

Italy

Brazil

O@_0whibTvw

| Canada

*
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1 .
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© © [ 4]
Seanacn @ China
® 3
uUs. , 'S ") Japan
i e mee hoitia . . © s xoreo
© 29 of the world's 100
e T
5 e Hong Kong
Europe is a major hotbed — e Singapore
for sustainability: 49 of the
top 100 companies are )
Europe located here
. Only one company
. North America from the African
continent makes the
‘ Asla Brazil Global 100 List Austiaiia
‘ South America »
. Pacific S. Africa
‘ Africa
SEGE . T NI TRE
v
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(AA1000 Stakeholder Engagement Standard)
Inclusion principle: Relevance principle:
stakeholder participation in vee determining relevance is
;;% the development and w necessary to ensure balanced
" ) implementation of a strategic /\/ information that influences the
and responsible response in decisions of the organization
relation to sustainability. and its stakeholders.
Responsibility principle: an
. organization must respond to
Accountability and the concerns of stakeholders
@ transparency @ that affect its sustainable
performance. Stakeholders
participate in the development
of responses.
SEGE I | N1 R
v
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Sustainability Rating Methodology: How to Assess th
Term Viability of Business Models

Understanding the Importance of Sustainability Ratings

The Landscape of \
Rustinabiily; Retgs ‘ ‘ ’ 4 Why Do Sustainability Ratings
L Matter?
Conclusion
Challenges and Controversies
Examples in Action g

Sustainability Rating Methodology: How to Assess the Long Term ‘q _—
Viability of Business Models - FasterCapital o
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Sustainability Rating Methodology: How to Assess th
Term Viability of Business Models

Key Factors in Assessing Long-Term Viability

’ Market Positioning and
; ; p ( > Competitive Advantage
Financial Health and Resilience . P g

Stakeholder Engagement and @,_.f ] :
Reputation fall F |
Environmental and Social @ |

Responsibility =

% ) Innovation and Adaptability

Regulatory Compliance and
Ethical Practices

9l0)

Scenario Planning and Risk
Management

a
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https://fastercapital.com/content/Sustainability-Rating-Methodology--How-to-Assess-the-Long-Term-Viability-of-Business-Models.html#Understanding-the-Importance-of-Sustainability-Ratings
https://fastercapital.com/content/Sustainability-Rating-Methodology--How-to-Assess-the-Long-Term-Viability-of-Business-Models.html#Understanding-the-Importance-of-Sustainability-Ratings
https://fastercapital.com/content/Sustainability-Rating-Methodology--How-to-Assess-the-Long-Term-Viability-of-Business-Models.html#Understanding-the-Importance-of-Sustainability-Ratings
https://fastercapital.com/content/Sustainability-Rating-Methodology--How-to-Assess-the-Long-Term-Viability-of-Business-Models.html#Understanding-the-Importance-of-Sustainability-Ratings
https://fastercapital.com/content/Sustainability-Rating-Methodology--How-to-Assess-the-Long-Term-Viability-of-Business-Models.html#Understanding-the-Importance-of-Sustainability-Ratings
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Sustainability Rating Methodology: How to Assess th
Term Viability of Business Models

Analyzing Ethical and Social Impact

Ethical Behavior 7
and Corporate
”
7 Governance /

165

Sustainability Rating Methodology: How to Assess th
Term Viability of Business Models

Assessing Financial Stability

Cash Flow Analysis

Financial Ratios 1 @ Return on Investment /(ROI/)

Case Study Example @ Assessing Profitability

Multiple Perspectives on
Economic Viability

A UJ usson | s
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Sustainability Rating Methodology: How to Assess th
Term Viability of Business Models

Examining Corporate Policies and Practices

Q( The Importance of Governance )
( Transparency as a Cornerstone )

@( Challenges and Pitfalls )

Best Practlces for Governance
1 g;l T

\
and Transparency j

;“1 @)
( Balancing Act >

e 1) uisbon | e
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Sustainability Rating Methodology: How to Assess th
Term Viability of Business Models
Involving and Empowering Key Stakeholders
) Building Trust and
Transparency
| Sl
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The Global Reporting
Initiative (GRI)
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The Global Reporting Initiative

/

\
G Rl Empowering Global Sustainability Standards Board (GSSB)
Sustainable

Decisions

g

STANDARDS

P » ) onoz/224

https://www.youtube.com/watch?v=AGqE4000_7g

170

About half of all
reports apply this
guidelines. The GRI’s
publicly accessible
registry currently lists
13.528 organizations,
53.098 reports and
31.991 GRI reports.
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https://www.youtube.com/watch?v=AGqE4OO0_7g
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The Global Reporting Initiative

The GRI Standards are issued by the Global Sustainability Standards Board (GSSB), an independent multi-
stakeholder standard setting body created by GRI.

The role of the GSSB is to ensure that the GRI Standards are developed in the public interest, through a multi-

stakeholder, transparent and independent process. The Standards are developed according to due process and
all meetings are recorded and available on GRI’s website.

a
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The Global Reporting Initiative

The GRI Standards are developed through a
multi-stakeholder process:

Expert Working Groups are formed to
develop draft content on specific topics, for
the GSSB to review and approve.

Each Working Group represents a balanced = 9
mix stakeholder groups. /e \
In addition, each draft GRI Standards is GRl Eroe

released for public comment before the final
Standard can be approved.

Academia

Capital
Markets
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The Global Reporting Initiative

GRI's Framework is the most widely used and recognized multi-stakeholder
approach for disclosing economic, environmental, social, and governance
information about a company’s performance and impact

The GRI guidelines have been rebranded in 2016 and are now called the GRI
standards. While in the early years, the GRI guidelines offered a list of indicators,
now the standards prescribe more precisely how companies have to approach the
reporting process.

Another important change is that the concept of materiality has increased in
importance, and that companies have to more clearly define which topics are
material, which are those aspects that reflect the organization’s significant
economic, environmental, and social impacts or that really influence stakeholders’
assessments and decisions.

LISBOA | i
v U
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The Global Reporting Initiative

Main features

The GRI Standards:

Have a modular structure.

Developed primarily to be used as a set, but can also be used individually.

Organize content into requirements (‘shall’), recommendation (‘should’) and guidance.
Include a set of Reporting Principles to guide the selection and quality of content

Require organizations to identify and report on material topics.

A
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The Global Reporting Initiative

,7 Universal Standards —| Topic-specific Standards

General
Disclosures

Select from these
to report specific
disclosures for
each material topic

Foundation To report contextual
information about

an organization

GRI
101

Management
Approach

Starting point for using
the GRI Standards

To report the
management approach
for each material topic

) sson | 2
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Using the GRI Standards for sustainability reporting

‘ Starting point I

APPI'Y the heporting Identify your material topics
Foundation Principles throughout the
—> TEPOLEiNg/Process RN 2 ¥ s R T2 a8 so2s et SEe R IurS s NeRE e N 2 82N > Section 2, GRI 101

Section 1, GRI 101

GRI
101

Report contextual Report the management Report on each material
information about your approach for every topic identified, using the
organization and its reporting material topic identified, corresponding topic-specific
practices, using GRI 102 using GRI 103 Standard

Choose an option for General
reporting in accordance Disclosures
with the Standards

Section 3, GRI 101 G RI

102

Management ;
Approach r e
Economic Environmental

GRI

103

Comply with all reporting Comply with all reporting For each topic Standard: comply with all reporting
requirements for a selected requirements in GRI 103, requirements in the ‘Management approach disclosures’
Core number of disclosures, for each material topic section, and all reporting requirements for at least
as per Table 1 in GRI 101 one topic-specific disclosure
A Comply with all reportin; Comply with all reportin For each topic Standard: comply with all reportin;
Comprehensive | - > requlruyrncnts At requlrpevyncnts in GRI 103, ° rcquiremcnfs in the 'Manzgemr;zt app.—oach':ﬁsdofures'
for each material topic section, and all reporting requirements for all

topic-specific disclosures

— -, 1) useon | s

Sustainability report
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What to report as non-financial information?

177

Standards e indicators from GRI

05/08/2025

Type of claim

In accordance’; core option "In accordance’; comprehensive option

Claim that can be made about the use
of the GRI Sandards

‘This report has been prepared in
accordance with the GRI Standards:
comprehensive option”

“This report has been prepared in accordance
with the GRI Standards: core option”

SRS 101:

Foundation SRS 101: Foundation

Comply with all requirements in Section 2 Same as for ‘core’
of this Standard, ‘Using the GRI Standards for

sustainability reporting

includes a
consolidated table
with all criteria
for both ‘in

SRS 201: General
disclosures

In addition to the disclosures required
for ‘core’, report Disclosures 201-15,
201-17%,201-19 to 201-21%, and 201
23 to 201-40%

Report Disclosures 201-1 to 201-14, 201-
16, 201-18, 201-22, and 201-41 to 201-56

Comply with all reporting requirements for Comply with all reporting

requirements for the disclosures

reported

the disclosures reported

For each material topic identified, report Same as for ‘core”

Disclosures 301-1, 301-2%, 301-3*

Comply with all reporting requirements for
the disclosures reported

Requirements
accordance’ to make the
claim
options SRS 301: Management
appreach
Topic-specific

See SRS 101:
Foundation, Section 3,
Table 2 (line 725-

Standards (SRS 400,
500, and 600 series),
for those topics
identified as material

Report all topic-specific disclosures for

Report at least one topic-specific - N
i o each material topic*

disclosure for each material topic®

Comply with all reporting
requirements for the disclosures
reported

Comply with all reporting requirements for
the disclosures reported

734)

* Reasons for omission can apply

What to report as non-financial information?
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3 ‘categories’ of content:

* Requirements: denoted using
‘shall’ — these are mandatory

a

Defining report content and topic Boundaries

Reporting requirements -
62

The reporting organization shall report the following information for Disclosure 201 -46:

Disclosure 201-46

An explanation of the process for defining the report content and the topic Boundaries,

b. An explanation of how the reporting organization has implemented the Reporting

Principles for defining report content.

instructions

using ‘should’ — not mandatory
but advised

* Guidance:denoted using ‘can’
and by a shaded background.
Not mandatory but it helps
reporters understand and apply

Reporting recommendations h
* Recommendations: denoted 63

‘When compiling the information specified in Disclosure 201-46, the reporting

organization should include an explanation of:

€31  the steps taken to define the content of the report and to define the topic
Boundary;

632 at which steps in the process each of the Reporting Principles for defining report
content were applied;

633  any assumptions and subjective judgements made in this process; and

634 anL' «challenges the organization encountered when applying the Reporting
Principhes for defining report content

Guidance 6.2 and 6.3 -

This disclosure asks the reporting organization te explain the process it has gone through to determine
the content to mclude in s sustainability report. This disclosure can be used to explain how the
organization identiiied relevant sustainability topics and prioritized them wsing the Mazerality and

can also include how stakeholders! views were

the requirements

principles. The

sought throughout this process, aithough this can also be covered in the general disclosures related to
stakeholder engagement of this Standard,

A Upbonschoot
IS fraiiae

v & anagemant
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Reporting process using the GRI Standards
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Section 1: Reporting Principles

An organization is required to apply all the Reporting Principles if it wants to claim that its sustainability report
has been prepared in accordance with the GRI Standards.

10 Reporting Principles

CONTENT QUALITY

* Stakeholder Inclusiveness * Accuracy

* Sustainability Context * Balance

* Materiality * Clarity

* Completeness * Comparability
* Reliability

* Timeliness

a
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Report content principles:
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1.Stakeholder Inclusiveness

The reporting organization shall identify its stakeholders, and explain how it has responded to their
reasonable expectations and interests.

2. Sustainability Context

The sustainability report should present the reporting organization’s performance in the wider
context of sustainability.

3. Materiality
The report should cover topics that:
= Reflect the reporting organization’s significant economic, environmental, and social impacts;

or

= Substantively influence the assessments and decisions of stakeholders. .
4. Completeness

he report should to include covera%e of material topics and their Boundaries, sufficient to reflect
significant economic, environmental, and social impacts, and to enable stakeholders to assess the
reporting organization’s performance in the reporting period.

|J useon | sz
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https://www.globalreporting.org/standards/media/1036/gri-101-foundation-2016.pdf
https://www.globalreporting.org/standards/media/1036/gri-101-foundation-2016.pdf
https://www.globalreporting.org/standards/media/1036/gri-101-foundation-2016.pdf
https://www.globalreporting.org/standards/media/1036/gri-101-foundation-2016.pdf
https://www.globalreporting.org/standards/media/1036/gri-101-foundation-2016.pdf
https://www.globalreporting.org/standards/media/1036/gri-101-foundation-2016.pdf
https://www.globalreporting.org/standards/media/1036/gri-101-foundation-2016.pdf
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Reporting process using the GRI Standards

Section 2: Using the GRI Standards for sustainability

Sets out the basic process for sustainability reporting using the GRI Standards and includes the following
content:

Applying the Reporting Principles

Reporting general disclosures (using GRI 102)

Identifying material topics and their Boundaries

Reporting on material topics (GRI 103: Management Approach and topic-specific Standards)
Presenting information in a report (including how to use references to other sources)

Complying with all requirements in this section is mandatory to claim that a report has been prepared in
accordance with the GRI Standards.

a
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Reporting process using the GRI Standards

Section 3: Making claims related to the use of the GRI Standards
1.  Using GRI Standards as a set to prepare a sustainability report.

2. Using selected Standards, or parts of their content, to report specific information.

Either way, the organization needs to notify GRI of the use of the Standards and using reasons for omission.

Key Terms

This section defines selected terms and definitions that are useful for understanding GRI/ 101: Foundation

A
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Reporting process using the GRI Standards

Disclosures about the organization and its reporting practice

Disclosures in GRI 102 provide an overview of the reporting organization, including its organizational profile,

strategy, ethics and integrity, stakeholder engagement, governance structure and sustainability reporting
practice.

This information is important as it provides stakeholders with important context to understand the nature of
the reporting organization and other disclosures

a
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Reporting process using the GRI Standards

Management approach disclosures enable an organization to report about their impacts on the economy, the
environment and society.

This provides important narrative information about how the organization identifies, analyzes, and responds to
its actual and potential impacts.

|J useok | 2
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Reporting process using the GRI Standards

Each topic-specific Standard follows the same format:
Introduction

Management approach and disclosures
Topic-specific disclosures

Glossary

References

a
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Overview of the GRI Standards

A report that has been prepared in accordance with the GRI Standards:
Covers all of the organization’s material topics.
Applies the 10 Reporting Principles for defining report content and quality.

Can include information published in different places and formats (e.g. on the website and in PDF) — but must
have a GRI context index to help users locate information.

Meets specific criteria to be considered either ‘Core’ or ‘Comprehensive’.
Complies with all requirements for disclosure included in the report.

Includes a specific claim about how the GRI Standards have been applied.

A
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Reporting process using the GRI Standards

GRI definition of stakeholder

05/08/2025

“Entity or individual that can reasonably be expected to be significantly affected by the reporting organization’s
activities, products and services, or whose actions can reasonably be expected to affect the ability of the

organization to successfully implement its strategies and achieve its objectives.”

187

Stakeholder Profile
Stakeholder group

Stakeholder objective

Preferred level of engagement with this group

Stakeholder group representative

Specific representative/representing
organization

Internal contact person

Stakeholder's general view on the issue(s)

Expectations towards the business regarding
the issue(s)

Engagement history & current highest level of
and approaches to engagement

Relationships/conflicts of interest with other
stakeholders

Knowledge of the issue (Specialist Knowledge,
Good Knowledge, Medium Knowledge,
Lacking Knowledge, No Knowledge)

Willingness to engage (Willing, Moderately
interested but friendly, Uninterested, Hostile)

Actual and/or potential impacts of stakeholder Positive impacts/Opportunities:
on business — associated risks and
opportunities

Negative impacts/Risks:

Other comments

188
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ESG Reporting - Research

Internal benefits for companies (GRI)

e Increased understanding of risks and opportunities

* Emphasizing the link between financial and nonfinancial performance

¢ Influencing long-term management strategy and policy, and business plans

¢ Streamlining processes, reducing costs and improving efficiency

¢ Benchmarking and assessing sustainability performance

» Avoiding being implicated in publicized environmental, social and governance failures

* Improving competitiveness and innovation of business.

g | LISBON | e

»
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ESG Reporting - Research

External benefits for companies (GRI)

 Mitigating—or reversing—negative environmental, social, and governance impacts
 Improving reputation and brand loyalty

 Enabling external stakeholders to understand the organization’s true value

* Ability to attract new customer base (and retain existing), investors and best-quality employees
* Improved shareholder value

* Increased profitability

« Ability to identify and manage reputational risks

* Better quality products and processes

* Improved relations with regulators/legislators

gmem | LISBOA | R
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Integrated Reporting Framework

Used to accelerate the adoption of integrated reporting across the world with an aim to:

= Improve the quality of information available to providers of financial capital to enable a more
efficient and productive allocation of capital

= Promote a more cohesive and efficient approach to corporate reporting that draws on different
reporting strands and communicates the full range of factors that materially affect the ability of an
organization to create value over time

= Enhance accountability and stewardship for the broad base of capitals (financial, manufactured,
intellectual, human, social and relationship, and natural) and promote understanding of their
independencies

= Support integrated thinking, decision-making and actions that focus on the creation of value over

the short, medium and long term.

1) useon | e
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Mapping of Stakeholders

Shareholder versus Stakeholders a
rmhnldem_ '

Stakeholders are individuals or groups with
an interest in the company’s project or=
portfolio because they are involved in the
work or affected by the outcomes.

Among such powerful stakeholders
identified as influencing NFR are
governments, nongovernmental
organizations, multinational companies,
regulatory agencies, the EU Global

Reporting Initiative, auditors, shareholders, Stakeholder Value

- g ) useon | e

and the media” (Dumitru et al., 2017)

v
193
Local Community
Local Government
&
% e et
2
What kind of
) INTERNAL CONNECTED investors would
x - Customers ::;i::mpany like to
B - Employees SHAREHOLDERS - Suppliers .
7] - Management - Creditors
- Distributors
How has the company
engaged with
relevant investors
to understand their
concerns?
Central Government I
Financial Analysts
e 1) Uisbon | e
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Mapping of Stakeholders

- Stakeholder identification and engagement

- Creating value for stakeholders harmonizing
different interests of particular stakeholder groups

simultaneously.

People who are
impacted by the
organization's
operations

195

Mapping of Stakeholders

Example: EDP

People with
whom the
company has
legal, financial
and operational
responsibilities

Stakeholders

Government
Public Bodies
Regulation

Competition

05/08/2025

People who can
influence the
organization's
performance

WNVERSIDNDE
BE s3I

1) ussoa |

ent
tical

International

Institutions

Finoncial Parliam:
Entities and Polif
Parties
Shareholders
Investors
Democracy
Employees
anc Jioae Social and
Unions o
Territorial
Environment
Suppliers
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Scientific
Community

Local
Government
Media and
Opinion
Makers

Customars

Local
Communities

WNVERSIADE
BEUSI
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Mapping of Stakeholders — Materiality analysis on Relevant issues

Example: Unilever

Higher

Animal testing & @
welfare

Importance to stakeholders

MODERATE

use of

Lower

® Communicable diseases

Sanitation & hygiene @

Economic inclusion @

® Fair compensation
@ Non-agricultural sourcing

Responsible marketing & advertising @

® Agricultural sourcing

Women's rights & opportunities @ ® Climate action

@ Deforestation
VERY HIGH @ packaging & waste
® Nutrition & diets
® Humanrights water @
@ Ethics, values & culture

Trusted products & ingredients @

HIGH

Talent @
® Consumers &

sustainability

® Tax & economic contribution

Governance & accountability @

® Data security & privacy

Employee well-being ®

&technology @

Lower

Impact on the business Higher

https://www.unilever.com/sustainable-living/our-approach-to-reporting/defining-our-material-issues/
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198

=

INTEREST OF STAKEHOLDER

INFLUENCE OF STAKEHOLDER

e AL

oy
& anagemans

a

Stakeholder mapping is a
process of research and debate
to determine a key list of
stakeholders and to understand
their interest and influence
(power).

Stakeholder management is the
process of managing the
expectations of stakeholders.
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Stakeholder analysis is a process of collecting and analysing qualitative information to
determine whose interests should be taken into account (Schmeer, 2009)

STEPS: g e
1 —Identify key stakeholders

* External/internal

* Primary/ secondary
2 — Prioritise the stakeholders
3 — Understand the stakeholders
4 — Managing stakeholders

Keep Satisfied Manage Closely

Power and Influence

Low

Keep Informed

Interest

SEGE . T NI TRE
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KEY PLAYERS

BE CAREFUL FULLY ENGAGE

Keep Satisfied Manage Closely

USEFUL
SUPPORTERS

Power and Influence

Low

Keep Informed

Interest sect= I IRy
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@ What interest do they have in the outcome of your work? Is it positive or negative?

@ How are they lkely to feel about and react to your project?

@ What is the best way to engage and communicate with them?

@ What motivates them most of al?

@ What information do they want from you and how do they wish to receive it?

® What would encourage them to support your project?

a
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9o~ |= Stakeholder Analysis Matrix [Compatibility Mode] - Microsoft Excel o & =
Home Insert Page Layout Formulas Data Review View vo@ @ éir
Become More Strategic el
."_)} DEMAND METRIC
Product: Sale of Product ABC ‘ Influence Level Buy In Support Quotient
Stakeholder Role Type Interest @ Power Current Support Flexibility Influence x Buy In
John Smith, VP Marketing | End User I: 8 High 90% 7.45 Develop
Sally James, VP Sales Executive Influencer iz High 50% 8.10 Provide F
Jim Shepard, CIO Technical Buyer 6 Moderate 70% 6.85 Reassut
Tina Johnson, Dir. Marketing End User 7 High 70% 7.35 Demons
Tom Stewart, HR Manager Executive Influencer 2 Low 30% 215 Educate
Rick Davis, I'T Manager Technical Influencer 9 High 90% 8.30 Have Ri
Wendy Tam, Project Manager Project Team 1 High 60% 4.90 Provide!
Stakeholder 8 Technical Buyer 1 Low 60% 1575
Stakeholder 9 Technical Buyer 1 Low 60% 4.55
Stakeholder 10 Technical Buyer 1 Low 10% 1.00
~ Stakeholder 11 Technical Buyer 1 Low 20% 145 -
W 4 » M| Tnstructions | Stakeholder Analysis Matrix .~ Stakeholder Analysis Ma; (7] 0K w »

Ready |

B e 0T
[EEm wx U &

4@ e ) USBOA |
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Sustainable Balanced

ScoreCard

Sustainable Balanced ScoreCard

204

Frameworks
Criteria Sustainability BSC GRI Reporting Guidelines
;.ss';ff:;nab”“y Can be included into the SBSC Provide a great scope of integration
Is a tool to track and evaluate Their main function is communicate
Function . the activities and sustainable
the strategy accomplish level performance of the organization
Start with a  strategically ]
Corporate analysis: mission, vision and 2 - B LIS e dl;closure
strate biecti helping the understanding of
ay SOIECENES business performance
Permit the stakeholders Try to make clear the most relevant
inclusion into the business topics of the main interest parts to
S strategy communicate the achievements of
the organization
External orientation to the . .
Orientation stakeholders satisfaction as a Lﬁeiﬁtﬁgoilgsers communication of
key for the organization P
ﬁg’:ﬂc'a'ﬁnani_?ad’ Balance financial information Combine financial and non-financial
T and non-financial information. information to report

A
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Balanced ScoreCard

What is a Balanced Scorecard (BSC)?

It is a strategic planning and management system, balancing financial and non-financial
goals, indicators and targets.

Organizations use BSCs to:

« Communicate and discuss strategy

* Align the day-to-day work with strategy

* Prioritize projects, products and services

* Measure and monitor progress towards strategic targets

» Gives a balanced view of performance - holistic system for managing strategy.

» Framework used to connect the vision and mission of the organization with its strategic goals, the
projects and programs that people are working on and the measurements being used to track
success (KPIs).

205

206

« MISSION @ VISION &a STRATEGY

é F

4

HIGH LEVEL . STRATEGY MAP/ MEASURES ‘L] STRATEGIC
STRATEGY " OBJECTIVES AND TARGETS INITIATIVES

\

e

FINANCIAL

CUSTOMER

INTERNAL PROCESS

ORGANIZATIONAL CAPACITY
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BSC - Perspectives & Strategical Goals

Financial or » Financial Performance
Stewardship * Effective Resource Use

* Customer Value
» Satisfaction and/or
Retention

Customer &
Stakeholder

Efficiency

Internal Process Quality

* Human Capital
Infrastructure & Technology
* Culture

Organizational Capacity
or Learning & Growth

- v ) USBOA | i
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Balanced ScoreCard — Strategic Map

Financial
Increase
Profitability

Leading
Question:
How?

Customer

Improve

Customer

Retention
Internal
Process

Leading
Question
if _Then_?

Organizational
Capacity

SEGETT R | N1 T
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Sustainable Balanced ScoreCard

Non-Market

Financial Perspective ROGE

Tumover growth
(+20%)
-

Retum on sales.
(4% — 4,5%)

(LD T Increased market share
(15% - 20%)
By o 1 . o=l | S
¥ Porfomance divevs

Product attnbutes
Environmental friendly and
socially responsible image

Toxin-free products
Durable products

Customer relationsship | Image and repulation

Child
labour

Use of harmful
substances in production

A
T

Quality control
pruchasing

Learning
Employee saisfaction

Hansen and Schaltegger (2016), The Sustainability Balanced
Climate for action Scorecard: A Systematic Review of Architectures

Employes health and safety
- s ) useon | e
v

Employee potentials

ITmnrcaf infrastructure
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Sustainable Balanced ScoreCard

I Objective 5.5 - Women’s equal

Achieve gender opportunities for leadership
equality and empower

all women and girls |47

N
@ ¢ = 5.5.1 - Proportion of seats held by...
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Implementing Strategy

Journal of Management

Vol. 47 No. 6, July 2021 14681497
DOL: 10.1177/0149206321991212
© The Author(s) 2021

Article reuse guidelines:
sagepub.com/journals-permissions

The Corporate Governance of Environmental
Sustainability: A Review and Proposal
for More Integrated Research

Ruth V. Aguilera

Northeastern University and Universitat Ramon Liull

J. Alberto Aragén-Correa
University of Granada
Valentina Marano
Northeastern University

Peter A. Tashman

University of Massachusetts Lowell
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Implementing Strategy

Corporate Governance of Environmental Sustainability

FIRM'S

| ENVIRONMENTAL OPERATIONALIZATIONS OF

CORPORATE GO E

OWNERS
O ip types (family, instituti ; state);
Market reactions; Shareholder activism

BOARD OF DIRECTORS
Board eompasition and functioning; Directors”
personal and professional traits

CEOs
Compensation; Personal and professional traits

TMTs.
Personal and professional traits

EMPLOYEES
Voice; Participation; Organizational
membership; Environmental interests

ENVIRONMENTAL SUSTAINABILITY

SUSTAINABILITY ol MES

OUTCOMES

TYPE OF DISCLOSURE
Quality and amount of
environmental disclosures

ENVIRONMENTAL

oY INTERNATIONAL IMPLICATIONS

Global standardization of env. practices
Pollution offsharing
Compliance with transnational

agreements

GREENWASHING

ENVIRONMENTAL Symbalic vs. substantive practices

PERFORMANCE

ENVIRONMENTAL PRACTICES
Praduct environmental quality
Waste management
Recycling, Emissions

ENVIRONMENTAL
DISCLOSURE PREVENTION, MONITORING &
SANCTIONING
Pollution prevention
Climate change mitigation
Environmental fines
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Implementing Strategy

Table 5.2 The principle-based nature of the guidelines

Principles

Explanation

“Disclose material
information” principle

« Firms are expected to provide information whose omission or
misstatement could influence decisions that relevant stakeholders
make on the basis of that disclosure.

* Companies should disclose the impacts, both positive and neg-
ative, of their business activities.

« In order to assess information’s materiality, corporations have to
examine their context as well as the specific circumstances their
business has been experiencing.

* The Guidelines list a number of relevant factors for the materi-
ality assessment (The European Commission 2017, p. 6): business
model, strategy and principal risks; main sectoral issues; interests
and expectations of relevant stakeholders; impact of the activities;
public policy and regulatory drivers.

“Strategic and forward-
looking™ principle

» The non-financial statement is expected to provide insights into
the short-term, medium-term, and long-term implications of the
information reported.

« Forward-looking information is particularly valuable since it
enables users to measure the company’s progress toward achiev-
ing long-term objectives.

“Stakeholder orientated”
principle

* When preparing their non-financial statement, companies should
meet the expectations of the overall stakeholders’ set, including
investors, workers, consumers, suppliers, customers, local com-
munities, public authorities, vulnerable groups, social partners,
and civil society (The European Commission 2017, p. 9).

Source: Authors’ Elaboration
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Accounting, Finance, Sustainability, Governance & Fraud:
Theory and Application

Sandro Brunelli
Emiliano Di Carlo Editors

Accountability,
Ethics and
Sustainability
of Organizations

New Theaories, Strategies and Tools
for Survival and Growth

A LisbonSchoo!
IS ity
Ehanagement
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Implementing Strategy

Conduct a Materiality Analysis
Before you begin, it is essential to understand which sustainability issues are most relevant to your

organisation and your stakeholders. A materiality analysis will help you identify and prioritise these issues,

providing a solid foundation for your sustainability strategy.
Establish a Sustainability Vision and Objectives
With a clear understanding of your most important sustainability issues, you can now set your sustainability

vision and define your goals.

These should be aligned with the results of your materiality analysis and may cover areas such as emissions

reduction, energy efficiency, waste management or social responsibility.

L) LisBoa | mee

Q
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Implementing Strategy

Developing Specific Actions and Targets

Based on your objectives and your assessment of your starting point, you can now develop specific actions and targets
for each relevant sustainability issue. These actions should be measurable and have a defined timeframe for
implementation.

Assign Responsibilities

To ensure that your strategy is implemented effectively, you must assign responsibilities to the appropriate individuals or

teams in your organisation. It should be clear who is responsible for implementing each action.

1J uisBoA | s
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https://aplanet.org/resources/how-is-a-materiality-analysis-prepared/
https://aplanet.org/resources/how-is-a-materiality-analysis-prepared/
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Implementing Strategy

Monitor and Evaluate Progress

It is crucial to regularly monitor and evaluate progress towards your sustainability goals. This will allow you to
make adjustments to your strategy as necessary and ensure that you are making progress towards your goals.
Communicating your Efforts and Achievements

Finally, communicate your sustainability efforts and achievements to your stakeholders. This can improve the perception
of your organisation and encourage greater commitment to sustainability.

Remember, a sustainability strategy is constantly evolving and must adapt to changes in your operations, industry and

environmental regulations. Regular review and updating is essential to maintain its relevance and effectiveness.

- ez | USBON |
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Implementing Strategy

(Bt LR LD ST B ot e Form a Sustainability Team: A

sustainability strategy to be Allocate Resources: Implementing L
N . L . sustainability team can help you
successful, it needs the backing of a sustainability strategy requires . I .
- coordinate sustainability actions
senior management. Make sure resources, both human and . N
" . . across the organisation. This team
they understand the benefits of financial. Make sure you allocate ; ;
R = L . should consist of representatives
sustainability and are willing to sufficient resources to achieve your X
X X S from different departments and
actively promote it throughout the sustainability goals.

L levels.
organization.
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The UN Sustainable Development Goals

i
=

SUSTAINABLE
DEVELOPMENT

GOALS
Main topic: To be aware of the importance of disclosure high quality financial and

strategic information alongside with ESG performance (resource use, human rights, health
and safety, corruption, tax transparency)

Increasingly important to: ‘

- step up accountability and transparency;

- gain a better understanding of companies’ future prospects;
- draw conclusions about the quality of management;

- identify exposure to business risk;

- assess ability to leverage business opportunities;

- attract and retain long-term investors;

- engage stakeholders on sustainability-related issues;

- take advantage of innovation opportunities opened by
sustainable and green economy;

- enable investors to make better informed investment
decisions.

a
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The UN Sustainable Development Goals

@ 5NnTGOALS | i 15

%

DONATE WHAT YOU DON'T USE.

700 million people still

Goal 1: No Poverty

@ S5maiGOALS | Ml 4 Tl
8 [/

HELP EDUCATE THE CHILDREN
IN YOUR COMMUNITY.

Goal 4: Quality Education

221

EMPOWER WOMEN AND GIRLS AND
ENSURE THEIR EQUAL RIGHTS.

Goal 5: Gender Equality

Goal 6: Clean Water and Sanitation

@ NaTGOALS | -

VACCINATE YOUR FAMILY.
Vi tions resulted in an 80% drop
deaths between 2000 and 2017,

Goal 3: Good Health and Well-Being

oo GOALS | ¥ B futiiine

AVOID WASTING WATER.

Water scarcity affects more than
40% of the world’s population.

oon Sehool
e
Fanagarment

The UN Sustainable Development Goals

Goal 7: Affordable and Clean Energy

SUPPORT THE MARGINALIZED
AND DISADVANTAGED.

Goal 10: Reduced Inequalities

222

@ e GOALS

CREATE JOB OPPORTUNITIES FOR YOUTH.
One-fifth of are not in education
of training

Goal 8: Decent Work and Economic
Growth

Goal 11: Sustainable Cities and
Communities

Goal 12: Responsible Consumption and

—
- —
FUND PROJECTS THAT PROVIDE
BASIC INFRASTRUCTURE.
Reads, wate tion and elnctriotty

Goal 9: Industry, Innovation, and
Infrastructure

2

RECYCLE PAPER, PLASTIC, GLASS
AND ALUMINIUM.

By 2050, he oivalet of abrost fhre parets
‘could be required to sestais cusveot Mestylos.

< ‘*—! it
Ny Anansgement

Production
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The UN Sustainable Development Goals

@RNAIGOALS 15 Sl

@ GOALS | @ 13 o HNSTGOALS 58 14
Ereay 73
/] —~
) 4

s S
p R
.
PLANT A TREE AND HELP PROTE!
THE ENVIRONMENT.

Forests ary hooe o mory than 80% of
¥ torrustrisd spocies of aneals. plasts and insects.

AVOID PLASTIC BAGS
T0 KEEP THE OCEANS CLEAN.

Goal 15: Life on Land

s @ e GOALS

LOBBY YOUR GOVERNMENT

In v‘_ﬂsuTﬁND 2 e T0 BOOST DEVELOPMENT FINANCING.
e 7 y Achiving the SOGs could open up USS12 trlion of

Goal 16: Peace, Justice and Stron, Goal 17: Partnerships d soan IASINE
Bos, Justion 9 P SECE=Y U ussan | e
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The UN Sustainable Development Goals

& The LAZY PERSON'S
guide to

SAVING the WORLD
A e

SECRH.
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The UN Sustainable Development Goals

225

THINGS YOU CAN DO FROM YOUR COUCH

\EVEL

& Test your water knowledge with our Kahoot Quiz! Quiz details can be
found here.

& Turn off sleeping tech. Currently, 90% of power generation is water
intensive. Turning off our devices when we're not using them means less
energy needs to be produced.

SOFA
SUPERSTAR

& Build pressure. Write to elected representatives about budgets for
improving water at home and abroad.

& Create your action list — choose and share what you are going to do to
help solve the water and sanitation crisis at unwater.org/bethechange

& Get informed. Explore the water and sanitation crisis, read inspirational
stories from around the world atwww.worldwaterday.org, read a book from
the suggested SDG Book Club list, and follow your local news on water and
SDG 6 online or on social media at @GlobalGoalUN.

& Use your social media voice. Amplify messages on SDG 6, participate in
#WorldWaterDay to generate debate and raise awareness — available
atwww.worldwaterday.org/share

& Shop sustainably. A typical pair of jeans takes 10,000 litres of water to A J—— U LISBOA ‘ [r—
. . = oABconomics B 1S3
produce, equal to what a person drinks in 10 years. w £

The UN Sustainable Development Goals
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THINGS YOU CAN DO FROM HOME

\EVEL

& Take five-minute showers. With 44% of household wastewater not being
safely treated, taking shorter showers is a great way to save this precious

resource. ‘L
& Flush safe. Fix leaking water and waste pipes, empty full septic tanks
and report dumping of sludge.

& Stop polluting. Don't put food waste, oils, medicines and chemicals
down my toilet or drains. HOUHSEE:OOLD

& Don't throw away edible food. An estimated 1/3 of all food produced
globally is lost or goes to waste. Reducing your food wastage reduces
demand on agriculture, which is one of the biggest water consumers. So,
reduce food waste and save water.

A 1) useon | s
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The UN Sustainable Development Goals

THINGS YOU CAN DO IN YOUR NEIGHBOURHOOD

\EVEL

& Take part in clean-ups of your local rivers, lakes, wetlands or beaches.

& Protect nature. Plant a tree or create a raingarden — use natural 3
solutions to reduce the risk of flooding and store water.
& Be curious. Find out where your water comes from and how it is shared

and visit a treatment plant to see how local waste is managed.

: NEIGHBOURHOOD
& Host a concert, play a sports event to draw attention to local water and NICE GUY

sanitation issues.

) sson | 2
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The UN Sustainable Development Goals

THINGS YOU COULD DO AT WORK

L\EVEL

& Break taboos. Talk about the critical connection between toilets, water
and menstruation.

& Choose a plant-based meal. It typically takes between 3,000 and 5,000
litres of water to produce 1 kg of rice, 2,000 litres for 1kg of soya, 900 litres
for 1kg of wheat and 500 litres for 1kg of potatoes.

o///,ﬂ'

& If you are a teacher or student, organize/propose a lesson on water or
4 ol EXCEPTIONAL
EMPLOYEE

get the whole school involved in water and sanitation-themed activities.

& Get the office involved. Organize a Water Event (see ideas from our Be
the Change toolkit), share facts and stories on SDG 6 in your internal
newsletter if available, or participate in our suggested #WaterActions as a
group.

1) useon | s
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The UN Sustainable Development Goals

. 1
The current status of the SDGs: severely off track! The Sustainable Development Goals Report

g@g United
~ Nations

The progress assessment carried out in 2024 reveals that the world
is severely off track to realize the 2030 Agenda. Of the 169 targets,
135 can be assessed using available global trend data from the
2015 baseline to the most recent year, along with custodian agency
analyses; 34 targets lack sufficient trend data or additional analysis.
Among the assessable targets, only 17 per cent display progress
sufficient for achievement by 2030.

SEGE - LISBOA | ™
B Yom
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The UN Sustainable Development Goals

Overall progress across targets based on 2015-2024 global aggregate data Progress assessment for the 17 Goals based on assessed targets, by Goal
(percentage)

Goal 1
S Goal 2 NN
Goal 3 I
Goal 4 NG
o 5 Goal 5 NN
Goal 6
Goal 7 I
Goal 2 I
Goal ¢ I
Goal 10 NG
Goal 11 NG
@ On track or target met Maderate progress Marginal progress Goal 12 NN
Stagnation @ Regression Goal 13
Goal 14 IR
Goal 15 NG
Goal 16
Goal 17 I

o] o 20 30 40

w
(=]

60 70 80 S0 100

@ On track or target met Moderate progress Marginal progress

Stagnation @ Regression

iy

a
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The UN Sustainable Development Goals
AWORLD

IN SUPPORT OF @ English

ACTNOW

)
Change is in our hands. -3
Act Now. ¥

Download AWorld, the app of the United Nations' ActNow campaign.
Join the community, track your impact, take action, earn rewards, and
challenge your friends.

© " R;;asd;(n);': > E!::;Ie Play
AWorld for Act Now SEC e | USBON | e
231
The UN Sustainable Development Goals
AWORLD
IN SUPPORT OF @ English
ACTNOW

7 -
p, \

Are you part of an organization?

AWorld also offers a stakeholder engagement platform for companies, institutions, schools and events. A {

Learn more

v

232

116


https://actnow.aworld.org/#App
https://actnow.aworld.org/#App
https://actnow.aworld.org/#App
https://actnow.aworld.org/#App
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The UN Sustainable Development Goals

17 Goals for People, for Planet

World leaders came together in 2015 and made a historic promise to secure the rights
and well-being of everyone on a healthy, thriving planet when they adopted the 2030
Agenda for Sustainable Development and its 17 Sustainable Development Goals (SDGs).

The Agenda remains the world’s roadmap for ending poverty, protecting the planet and
tackling inequalities. The 17 SDGs, the cornerstone of the Agenda, offer the most practical
and effective pathway to tackle the causes of violent conflict, human rights abuses,
climate change and environmental degradation and aim to ensure that no one will be left
behind.

The SDGs reflect an understanding that sustainable development everywhere must
integrate economic growth, social well-being and environmental protection.

LISBOA | s
e Yumn
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ESG Indicators

‘Indicators of sustainable development need to be
developed to provide solid bases for decision-making at all
levels and to contribute to a self-regulating sustainability of
integrated environment and development systems”

(UN, Agenda 21, Chapter 40.4)
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https://sustainabledevelopment.un.org/content/documents/21252030%20Agenda%20for%20Sustainable%20Development%20web.pdf
https://sustainabledevelopment.un.org/content/documents/21252030%20Agenda%20for%20Sustainable%20Development%20web.pdf
https://sustainabledevelopment.un.org/content/documents/21252030%20Agenda%20for%20Sustainable%20Development%20web.pdf
https://sustainabledevelopment.un.org/content/documents/21252030%20Agenda%20for%20Sustainable%20Development%20web.pdf
https://sustainabledevelopment.un.org/content/documents/21252030%20Agenda%20for%20Sustainable%20Development%20web.pdf
https://www.un.org/sustainabledevelopment/sustainable-development-goals/
https://www.un.org/sustainabledevelopment/sustainable-development-goals/
https://www.un.org/sustainabledevelopment/sustainable-development-goals/
https://www.un.org/sustainabledevelopment/sustainable-development-goals/
https://www.un.org/sustainabledevelopment/sustainable-development-goals/
https://www.un.org/sustainabledevelopment/sustainable-development-goals/

05/08/2025

The UN Sustainable Development Goals

1. To which SDG do you identify the most?
2. What can you do as na individual to comply with that SDG?

3. What can you do in your organization to comply with SDG?

a

1) useon | e
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Research

> The packaging material and the claim both had a significant influence on young consumers’ sustainability perceptions,
and these perceptions extended to perceptions of various product attributes (e.g., healthiness, quality).

» When all products cost the same, participants were more likely to choose a glass bottle (i.e., 81%) than a plastic bottle,
and a bottle with the recycled content claim (i.e., 79%) than a bottle without this claim.

» However, these preferences dropped significantly when a price premium was attached to these packaging variations.

Hallez, L., Spruyt, B., Boen, F. and Smits, T. (2024), “How consumers value sustainable
packaging: an experimental test combining packaging material, claim and price”, British
Food Journal, Vol. 126 No. 9, pp. 3566-3583, doi: 10.1108/BFJ-01-2024-0069.

A
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Incorporate SDGs into Strategy
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How can research contribute to the implementation of
sustainable development goals? An interpretive review of
SDG literature in management

Pascual Berrone'
Andrea Giuliodori®
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Incorporate SDGs into Strategy

Actions

Critical to

Theoretical
Foundations

Broader
Implications

238

Prioritizing SDGs

* Understand Links in SDGs

* Assess relevance of SDGs for
firm

* Develop priority matrix

* Exploit alignment and
Manage trade offs.

« Focus organizational
efforts

* Optimize resource
allocation

* Resource-hased View
= Paradox Theory
* Complex Theory

= Incorporate SDGs in
Strategy Process

* Move from shared value to
Purpose and Mission

Economie, Social, a

v
Contextualizing SDGs

* Reframe SDGs from global
to proximate context

+ Define geographical and
industry scope for SDG action
* Attend to local needs and
concerns

* Reduce distance between
action and outcomes

* Adapt to proximate
institutional contexts

* Derive benefits for SDG
implementation

* Neoinstitutional Theory
« Stakeholder theory
(traditional)

« Institutional logics

+ Emphasize close relationships
beyond regulation

* Develop new forms of
callaboration

nd Environmental Factors

v
Collaborating for SDGs

« Understand how various actors
help in SDG implementation

* Change mindset from
confrontational to relational

* Shift to issue-focused

J.E. Ricart®

| Esther Brito* |

Innovating for SDGs

« Assess levers of change in
current business model (BM)
= Develop broader
understanding of “profit™

=+ Evaluate hybridization and

= Assure effective implementation
of SDGs

= Develop synergies

* Leverage on dispersed
knowledge and resources

* Effectively implement PPPs

= Multi-Stakeholder network
theory

* Support multisided platforms and
ecosystems fo
* Assess growing need for coopetition

Learning

* Develop sustainable BM
* Enhance current ad

SDG

* Mitigate trade-offs and risks

* Institutional logics
* Business Model Design
Research

+ Include purpose as core pillar
of BM

* Understand dynamics of
changing social demands

05/08/2025
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Incorporate SDGs into Strategy

=
=
jan

PARADOX WIN-WIN

Embrace Leverage
m
Q
Z.
=«
>
m
=
=
LOW PRIORITY SECOND-ORDER PRIORITY

Ignore Park for later
z
[=]
-

LINK BETWEEN ORGANIZATIONAL AND SOCIETAL ACTIVITIES

Conlflicting (trade-offs and tensions) Complementary (co-benefits and synergies)

FIGURE 3 Prioritization matrix for United Nations sustainable development goals.

a
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Incorporate SDGs into Strategy

Organizations can integrate the UN’s SDGs into their strategies by adopting a hands-
on approach and using scientifically informed insights to strengthen implementation
protocols.

«5  Effective guidelines should consider trade-offs and establish conditions for
collaboration, especially in communities that may distrust firms’ efforts.

The process involves four stages: formulating strategies that include SDG issues,
understanding proximate contexts, acknowledging the need for collective efforts,
and redesigning business models to account for social impacts.

This model is not comprehensive and requires additional steps like measuring SDG
achievement and addressing micro-level decision points.

li: Adopting SDGs is a transformational process that entails risks, but inaction can lead
to reputational costs and missed opportunities for genuine societal impact.

|J useok | 2
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SDG Compass

241

SDG Compass

242

Understanding

the SDGs , =0
[Q

q
w

\

/

\

communicating <

&

Figure 3 — The five steps of the SDG compass

Source: SDGcompass.org

* Institutional environment
and legal influence
+ Industry

Micro factors:

" Company dimension
Pasition in value chain
Board
Sustainability Reporting
UN Global Compact

4 Sustainability imperatives.

"~ Core activities (++/-]>
contribute further

. Mixed activities [++/=}->
Decoupling
Opposed activities(+/-) ->
transform

. Peripherical activities (+/-} -
sExplore

Moativations

1. Ethical
2. Economic
3. Contextual

[

=

Board and
employees

(educate leaders, top-
down and battom-up)

2.2 Understand the
transformational
and prosperity
potential of the
Goals both for
society and the
company

€) Map positive and negative impacts
on the 17 SDGs In the company’s
value chain

t activities and Ications
d) Engage with internal and external
stakeholers

3.2 Choose the company’s
strategic and prio: oals

d) Align with purpose, vison and value
&) outside-in perspective

[SDG index vs Gap Frame]

) Align with the company core
business and opportunities and where
it can have more impact

&) Consider the internal and external
nexus

Come up with the selection of
core SDGs

[target level analysis]

Considering

aims to havein this
enda

arget
w506 | otthe || km
6

Howto

Smart Goals

. Specific

* Measurable
+ Time-bounded

Engage stakeholders and
business units in the process

5.2 Decide the level of

implementation and
adapt

SDG Compass +
Making the SDGs actionable in Busi gy
1. Ce ize for . Und d 3. Define the strategic 4. Set specific Goals 5.5DGs 6. SDGs Report and
Actionability the SDGs SDGs and Targets i i c
Evaluate the initial

tatus/context, so the company || 3 1 ynderstanding 31 Mé the value chaln 4.1 Define specific 5.1 Announce 6.1 Report and

can define its own path the SDGs and their a) Pn:“,unr}\ng the company (power, KPls, targets and the commitement communicate to inform

position in the value chain) KPls, targets ancithe h commitement ommunicate |

business case: CEO, | | b] Choose the levelof analysis impact the company stakeholders

{following standards like GRI)

6.2 Monitorin,

5.3 Integrate across
business functions

a) SDG owner role

b} Culture

€] Clear Goals

d) Innovation

&) Incentives

Partnerships, stakeholder
engagement and

participation in the process

|_'_l'

SDG Goals are a common
priority for all

Company’s progress to

‘exponentiate impact

{4

inform transparently

Legend: blue coloured text includes original entries that were not part of the initial SDG Compass

Pires de Almeida, A.F., van Tulder, R., & Rodrigues, S. (2023). ‘Walking the Talk: Making the SDGs Core Business — An Integrated
Framework’. In: Van Tulder, R., Giuliani, E., & Alvarez, I. (Eds.), International Business and Sustainable Development Goals. Progress in
International Business Research, Vol. 17 (pp. 49-82). Bingley: Emerald Publishing. https://doi.org/10.1108/S1745-886220230000017004

Figure 4 - SDG Compass + integrated framework: Making the SDGs actionable in Business Strategy
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Lisbon School
of Economics
& Management
Universidade de Lisboa

Examples
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ISEG

244

05/08/2025

The campus is the space where part of our students’ education
process takes place. For this reason, itis essential that itis an
example of sustainable practices, both in behavioural,
technological and logistical terms. ISEG's commitment is to make
our campus carbon neutral and an example of green innovation
by 2050.

nss

¥
i
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ISEG

Energy Efficiency

Energy efficiency on the ISEG campus refers to the rational
use of energy in all areas of the campus and the adoption of
measures such as the implementation of new technological
solutions for monitoring consumption, more energy-
efficient appliances, the use of more efficient lighting
systems and changing the behaviour of members of the
community in relation to energy consumption.

Energy efficiency significantly reduces energy consumption
and greenhouse gas emissions, thus contributing to
environmental preservation and energy sustainability.

Learn more >
FUNDD p— P,
P, @PRR. @ e, T
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ISEG

Sustainable
Purchasing

Since 2022 ISEG . it
allows the reduction of the environmental Impact of our
procurement activities for goods and services.

By choosing products and services that are produced more
sustainably, with recycled or renewable materials, or that
have less environmental Impact during their useful ife we
are contributing to the environment and meeting
sustainability targets. We take a more conscious approach
to procurement so that we can inspire other organisations
to do the same and contribute to necessary changes.

246
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Water Consumption

Water consumption on the ISEG campus is being
optimised to promote rational use in all areas. To this
end, new technological solutions are being
implemented to monitor consumption, using more
efficient appliances in terms of water use and
encouraging a change in the behaviour of members of
the community in relation to water consumption.

Water efficiency significantly reduces water
consumption and associated waste, thus contributing

to the preservation of water resources and
environmental sustainability.

Learn more

SECa =2t

Emissions

ISEG constantly seeks to achieve the emission targets
set nationally and internationally, and also the
objectives of ECO.AP 2030. The first step to start this
transition was to calculate its Greenhouse Gas (GHG)
emissions and draw up an action plan to achieve
carbon neutrality by 2030.

For this purpose, ISEG's organisational carbon footprint
was accounted for the base year 2019, and the
subsequent years 2020 and 2021. The Action Plan
encompasses a set of measures for the reduction of
scope 1,2 and 3 emissions and a compensation plan for
the remaining emissions, and that will enable the
achievement of this goal.

-, U usson
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ISEG
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Recycling on Campus

ISEG

improving its collection and sep:

waste and

circular economy within the campus.

y . contributing to the

05/08/2025

50 14001
ertification

ISEG obtains ISO 14001 - Environmental
Management certification and maintains
Quality Management System certification.

Find out more -

Awareness Solid Waste Other waste
Campaigns The treatment of solid waste on the Paper and cardboard, ight bulbs and

EG reg: omot EG campus is carri ina batty re coll
igr of the manner. The specialist collection. Waste Blectrical
community, with the aim of reducing ha: ifi ish bins for ic Equipment (WEEE) is

waste generation and encouraging the
practice of separating mterials
correctly.

ISEG tem contribuide mais para os ODS:

6,8,9,10e12

SDG Contributions

mecons |[J s,

Research and Education Contributions by SDG

- 13Ag30 Climatica
- 15 Vida na Terra

(| [ ][] N [t

5 Igualdade

Outros temas também relevantes na

agenda intermacional associada com

Devido & agenda Europeia do Green
Desl seria inferessante que o ISEG
pudesse aumentar 0s Seus
contributos nos ODS:

each type of waste, such as paper,
plastic and metal. All the waste is
collected daly by a team that transports
it 10 ISEG's central recvclina containers.

stored securely and sent for recycling.
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< .:3! ks

S

SUSTENTABILIDADE

‘..:-—! Srboneret

LISBOA
s U

INIVERSIDATE
BE s3I

WNVERSIADE
BEUSI

124



05/08/2025

ISEG

Y ter's final
work could be worth 7T500€

ESG’25 Award

An award for the best master’s final work (TFM)
written in Portuguese and English

Topic

How to support companies in implementing sustainable

ESG management that maximises their resilience and
promotes a more sustainable society.

Applications until 19t September 2025

Check the regulations.
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Tesla

United Nations SDG Alignment Goals

UN SDGs
No Poverty
Zero Hunger

Good Health and Well-Being

Quality Education

Gender Equality

Clean Water and Sanitation
Affordable and Clean Energy

Decent Work and
Economic Growth

Industry, Innovation
and Infrastructure

250

Focus Areas
Responsible Sourcing
Child Labor & Forced Labor

Waste Management & Reeyeling, Circularity
Product Quality & Safety
Responsible Sourcing

External Stakeholder Engagement
Respectful Workplace & Equal Oppartunities
Water Use & Management

Inclusive Energy Transition

Product Quality & Safety
Responsible Sourcing

Grievance Mechanisms & Access to Remedy
Responsible Data & Gybersecurity
Responsible Al

Inclusive Energy Transition

Oceupational Health & Safety

Talent Management & Employee Wellbeing
Employee Engagement

External Stakeholder Engagement
Respectful Workplace & Equal Opportunities

Government Relations Policy

UN SDGs

Reduced Inequalities

Sustainable Cities and
Communities

Responsible Consumption
and Production

Climate Action

Life Below Water

Life on Land

Peace, Justice and Strong
Institutions

Partnerships for the Goals

[LISBOA NTTDaTa

> CAMARA MUNICIPAL

@ v ) uisBon | e

Focus Areas

Government Relations Policy
Inclusive Energy Transition

Talent Management and
Employee Wellbeing

Waste Management & Recycling, Circularity
Air Quality & Reducing Toxic Emissions
Product Quality & Safety

Responsible Data & Cybersecurity
Responsible Al

Ocoupational Health & Safety

Biodiversity

Climate Change & Risk Management
Renewable Energy & Energy Efficiency
Inclusive Energy Transition

Biodiversity
Waste Management & Recycling, Circularity

Waste Management & Recycling, Circularity

Business Ethics & Anti-Corruption
Government Relations Policy

Grievance Mechanisms & Access to Remedy
Child Labor & Forced Labor

Respectful Workplace & Equal Opportunities

Government Relations Policy

s ) UISBOA | e
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EDP

@ edp About us What we do Sustainability Social impact Innovation People Investors Media C)\

f Sustainability Sustainable Development Goals at EDP

We are committed to the UN

goals

. ™ . IASINE
https://www.edp.com/en/sustainability/sdg { ! vz | USBOA |
E D P ESG Performance at a glance
INDICATOR . Target  Target
Unit 2023 2022 A% 2026 2030
Renewables generation % 87% T4% +13p.p. 83% 100% *
Capex aligned with EU taxonomy % 968% 968% +0p.p. >08% 100%
Scope 1& 2 Emissions intensity aCO./kWh kil 180 -50% 36 8-
Environment Total recovered waste materials % 968% 95% +2pp. Q0% >80% *
O Female overall % 29% 27% +p.p. 3% 35%
Global investment incommunities' €m 34 32 8% ~£200 >€300
Accident Frequency Rate Fr 207 184 13% 142 <1
Social
Female on | eadership % 20% 28% Hpp. 31% 35%
ESG & equity linked compensation for Top Management * V A\l Al v
) bitsight .
Cybersecurity - 810 810 0% Keep advanced
Governance Top quartile in ESGrating Performance ® Al Al A ¥
- ez ) USBOA | s
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Unilever
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Our strategy & Growth Action Plan

We are stepping up our execution to deliver improved
performance - focusing on faster growth, productivity
and simplicity, and performance culture.

Our purpose

Making sustainable living commonplace

Our financial ambition

Consistent and competitive growth driving top third Total Shareholder Return®

Where to play

Build nsistently high growth portfolio
:__(b)

Win with our brands, powered by unmissable superiority

253

Unilever

PURPOSEFUL
PEOPLE

NATURAL
RESOURCES

FINANCIAL
RESOURCES

INTANGIBLE
ASSETS
TANGIBLE
ASSETS
SUPPLIERS

STAKEHOLDERS
& PARTNERS

SUSTAINABLE DEVELOPMENT GOAL.

254

Accelerate growth in key markets and categories
Lead in key channels A

) usson | e

v
NN
\x\e«,\e“‘ ¢ ¥arioy
& CONSUMER BENEFITS
¢ OUR PURPOSE
To Make Sustainable Living Commonplace SR TOP & BOTTOM LINE
& o, GROWTH
. "OURVISION ; % IMPROVED HEALTH &
To grow our business, whilst decoupling our environmental % WELL-BEING
footprint from our growth and increasing our positive social impact SUSTAINABLE DEVELOPMENT GOALS
delivered through the Unilever Sustainable Living Plan: S 3 ““_""""
IMPROVING HEALTH REDUCING ENHANCING
AND WELL-BEING ENVIRONMENTAL LIVELIHOODS
FOR MORE THAN Lo FOR REDUCED
1 B'LL'ON BY 1/2 M'LL'ONS H ENVIRONMENTAL IMPACT
-~ 'SUSTAINABLE DEVELOPMENT GOALS
z [l [
OUR STRATEGY s
To deliver long-term growth and sustainable value creation &
;088
Supported by Division strategies: ¥
s, Beauty and Personal Care / ENHANCED LIVELIHOODS % S i‘%’g
‘@ Home Care SUSTAINABLE DEVELOPMENTGOALS & 3N
. o fomedwe - G 3
Foods and Refreshment o
el el &
“G\s‘\
\S

127



05/08/2025

Examples

1. Work in groups and find one company that complies with SDG.
2. With what SDG does it identify?
3. What does it do?

) sson | 2
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Lisbon School
' ;:‘ : ! g(f Economics
Unive lade de Lisboa

v

Master’s in Accounting

Sustainability,
Accountability and Ethics

Rita Fuentes Henriques

Pedro de Almeida Fernandes

Class 7
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ESG metrics

Environmental Social Governance

Conservation of the natural world Consideration of people & Standards for running a company

relationships

- Climate change and carbon emissions - Board composition
- Air and water pollution - Customer satisfaction - Audit committee structure
- Biodiversity - Data protection and privacy - Bribery and corruption
- Deforestation - Gender and diversity - Executive compensation
: - - Lobbyi
~Energy efficiency Employee engagement ol : .y\ng o
- Community relations - Political contributions
- Waste management . .
- Human rights - Whistleblower schemes
- Water scarcit
¥ - Labor standards

aaaaaaaaaaa

257
ESG metrics

@ ESG factors are often interlinked

( é > ESG factors can often be measured, but it can be difficult to
' assign them a monetary value

ESG investing grew out of investment philosophies such as Socially
. Responsible Investing (SRI) but there are differences - exclusionar
filters versus inclusive criteria

Contrasting and comparing sustainable development indicator metrics. Available from:
https://www.researchgate.net/publication/223804576 Contrasting_and _comparing_sustainable_development_indicator
metrics [accessed Sep 09 2020].

v
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Sustainable Balanced ScoreCard

259

260

Some sustainable KPls:

Environmental perspective:
- Resources consumption
Emission to water, natural environment and air
- Reuse and recycle rate

Social perspective:
Supplier’s sustainability performance

Job creation

Emplyee’s benefits
Health and safety performance

SXkpis == Strategy map

L~ Dashboard

=t Analysis

Economic

Objectives

Measures

Targets

Initiatives

O plerts £

Initiatives

» Report~  Save -

Tools

Balanced Scorecard ~ B 3 - L3 Export LY T ]
C Sustainable Growth Strategy Template )
II Financial goal
8 outcomes
E help achieving BET% ,
= 7 7% ; eeds
5, o Goal relaied 10 the needs
5 | o oAl reaied 0 the needs
-
s "
Go Goal related to the needs Goal related o the needs
Do customer goals e = l.ll
taks into account the s ||I sustamabilty-aware ‘governmental regulators
lessseste ol 5% /g ™ £ 1%, o [85% /om ™ ™ ¢
5 g G0AI1 79 ; g, Goal2 ] 7, . Goals

Do intemal goals
estmate the
environmental impact
(waste, energy, impact
on waler and airf?

Does the learning and
@rowth perspactive
help promote
sustamability values
and culture?

Lagging indicator

2%  opm Cstomer salistaction

85% ;' o Emplayee saiisfacton
T

5% o REgUIatory compliance

Goal 1

| B ]

[ Revuce weste miiaive

I5% o, Environmental impaci metnc.

¢ How doas IT help the company to be
mare sustainable?

L
1.|l Goal2

[rem 4 ‘
(B Reduce energy consumpton miaie
u Reduce water consumption indiative
21% [N\ Envwonmental impact meirc

* DoHR ‘take into account labor
Vo L

.I.Il Goal3

I™ 7 A
Reduce ax poliution ntatve
3% gy EnVionmental impaci meine

Promote sustainability values and
culture

% | o ™ 7 g,
90% , - Sustainabillly raining penetration

[73% /" o, Sustainabilty awareness metric

e i [l ol B
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Systems taxonomy for resource flow indicators

Industry economic value Society
(economic capital) is created for society| (human capital)

Llaborls utlllud in industry e/ ] | Ve

somewaste | emissionsmay

is recovered harm humans are enjoyer
ecological goods o el society by society
and services are | invests in
utilized in industry waste a ions may protection
degrade ti ironment mstoratio-\ ;

_— nt (natural capital)

U uison | e
261
Indicator Indicator Types National Scale Examples Community Scale Examples
Category
Resource « Volume e Greenhouse gas e Greenhouse gas emissions
Flow « Intensity emissions o Material flow volume
dicators « Recovery * Material flow volume o Water treatment efficacy
o Impact * Resource depletion 4 Recycling rate
g o Quality o e Land use
5 Value o Profitability o Cost (reduction) o Cost (reduction)
=§ I‘;‘;;itak::rs * Economic Output « Fuel efficiency (gain) « Fuel efficiency (gain)
; e Income « Energy efficiency (gain) e Energy efficiency (gain)
2 o Capital Investment * Vehicle use (miles per capita)
$ e Human Development
g Adverse « Exposure o Health impacts of air e Health impacts of air pollution
2 Outcome ». Ri polluﬁon « Public safety
& [Feiston o Incidence ¢ Public safety « Sewer overflow frequency
S o Impact « Life cycle footprint of
.6 otos energy use
§n e |mpairment
% System ¢ Health e Air quality o Air & water quality
o I‘;‘;’::;::’; o Wealth « Water quality o Local employment
=X « Satisfaction * Employment e Local household income
g * Growth e Household income * Housing Density EPA (2012)
« Dignity « |Infrastructure durability
¢ Capacit o Community educational equif
$ QUZI“Y ::f Life ¥ e @ Pt U LISBOA \ i
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Typical categories of sustainability indicators

Greenhouse Gas
Emissions
Energy Persistent Toxic Human
Intensity Emissions Dignity
\\ \‘
\‘. \\.
\\ Reduced
Environmental

Footprint /

Poverty
Alleviation

Health & safety
Improvement

Increased
Societal
Value

Water | Material Resource Asset
Intensity | % Intensity | Conservation R Recovery
Q |
Land Ecological Biodiversity Prosperity
Use Impacts & Ecological & Economic
Resilience Resilience
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Examples of Sustainability Indicators Used Worldwide

Poverty

* Unemployment rate

= Poverty index

= Population living below
poverty line

Population Stability
* Population growth rate
trend

* Population density

Human Health

= Average life expectancy
= Access to safe drinking
water

= Access to basic Sanitation
= Infant mortality rate

Living Conditions
. Uartlzan population growth
ri

= Floor area per capita
= Housing cost

264

Coastal Protection
* Population growth
= Fisheries yield

= Algae index

Agricultural Conditions

= Pesticide use rate

= Fertilizer use rate

= Arable land per capita

= Irrigation % of arable land

Ecosystem Stability
= Threatened species
= Annual rainfall

Atmospheric Impacts

= Greenhouse gas emissions
= Sulfur oxide emissions

= Nitrogen oxides emissions
= Ozone depleting emissions

Generation

= Municipal waste

= Hazardous waste

= Radioactive waste

* Land occupied by waste

Consumption

* Forest area change

Annual energy consumption
Mineral reserves

Fossil fuel reserves

Material intensity
Groundwater reserves

Economic Growth
" GNP

® National debt/GNP
= Average income

® Capital imports

® Foreign investment

Accessibility
® Telephone lines per capita
* Information

Sources:
United Nations, Indicators of Susiainatie Development
World Bank, World Development indicafors

05/08/2025

EPA (2012)

a

L) isso | 2

EPA (2012)

a
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ESG metrics

ﬁy EFFAS

Environmental Social Governance Longterm Viability
eneral: ESG 1 Energy ESG 3 Staff ESG 7 Litigation [ESG 9 Revenues from
ESGs which fficiency turnover risks Inew products
pply to all
industry-groups  [ESG 2 GHG ESG 4 Training & |[ESG 8 Corruption
missions qualification
ESG 5 Maturity of
Workforce
ESG 6 Absenteeism
rate
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Integrated reporting framework

What is Integrated Reporting?

‘ A concise communication about how an organisation’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.’

HOW VALUE IS
CREATED?
Communicate the full

range of factors that
materially affect value

266

Paul Druckman, CEO of IIRC, 2013

The International Integrated Reporting Council (IIRC)
defines an integrated report as one that ‘brings together
material information about an organization’s strategy,
governance, performance and prospects in a way that
reflects the commercial, social and environmental context
within which it operate

v
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Integrated reporting framework

INTEGRATED
10 DTEGRATED (R

Concise communication on how organizational strategy and management lead to
value creation:

3

https:/://www.youtube.com/watch?
v=Hx4dvrlunpw

| INTEGRATED REPORTING =::,‘.‘|R;:>’

www.youtube.com/watch?v=EFmO0sKeBLhO d

nnnnnnnnnnn
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Integrated reporting
framework

Interrelates financial with non-financial reporting
to provide an integrative and comprehensive
overview of the business activities of a company,
their results, and consequences for people and
the environment.

While sustainability reports and nonfinancial
reports can be disclosed autonomously, an
integrated report represents a single report that
includes not only social and ecological but also
economic aspects. In that sense, integrated
reports are comprehensive, reflecting a holistic
perspective on business activity.

A sc
~=
{2 C giecon
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https://www.youtube.com/watch?v=Hx4dvrIunpw
https://www.youtube.com/watch?v=Hx4dvrIunpw
https://www.youtube.com/watch?v=EFm0sKeBLh0
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Integrated reporting framework

269

How does the organization’s governance structure support its ability to create value in the short,
medium and long term?

What is the organization’s business model?

What are the specific risks and opportunities that affect the organization’s ability to create value over
the short, medium and long term, and how is the organization dealing with them?

L) LisBoa | mee

a

Integrated reporting should provide:

270

Insight into the organization’s strategy, and how it relates to the organization’s ability to create
value in the short, medium and long term and to its use of and effects on the capitals.

Insight into the nature and quality of the organization’s relationships with its key stakeholders,
including how and to what extent the organization understands, takes into account and responds
to their legitimate needs and interests.

Information about matters that substantively affect the organization’s ability to create value over
the short, medium and long term.

1J uisBoA | s
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Integrated reporting should provide:
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272

-

4

Financial

Manufactured %,
Risks and

Intellectual ‘ opportunities

Human

Social and relationship ">

Natural

Performance

Mission and vision

Governance

Strategy and
resource allocation

Outlook

External environment

Manufactured

Intellectual

Social and relationship

4

Holistic picture of dependencies between the factors that affect organization’s ability to create value over time.

FIGURE 7.5

Accountabiliry
Transparency

Ethical behavier
Raspect for staksholdar
intarests
Respect for the rule of law
Respect for infernational
norms of behavior
Respect for human rights

Schematic Overview of /SO 26000: Guidance on social responsibility®!

nd .
ST R gee—rs
:I pracices related ibily
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€

Brooks, L. Dunn. P. (2018),
Business & Professional
Ethics for Directors,
Executives & Accountants
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What to report as non-financial information?

DISCLOSURE RECOMMENDATIONS (conTiNUED)

05/08/2025

The four recommendations are supported by specific disclosures organizations should
include in financial filings or other reports to provide decision-useful information to

investors and others.

Metrics and Targets

Disclose the organization’s
governance around climate-related
risks and opportunities.

ded Discl

Disclose the actual and potential
impacts of climate-related risks and
opportunities on the organization’s
businesses, strategy, and financial
planning where such information is
material.

es

ded Disch -

Disclose how the organization
identifies, assesses, and manages
climate-related risks.

Recommended Disclosures

Disclose the metrics and targets
used to assess and manage relevant
climate-related risks and
opportunities where such
information is material.

R ded Discl

es

a) Describe the board’s oversight of
climate-related risks and
opportunities.

a) Describe the climate-related risks
and opportunities the
organization has identified over
the short, medium, and long
term.

a) Describe the organization's
processes for identifying and
assessing climate-related risks.

a) pisclose the metrics used by the
organization to assess climate-
related risks and opportunities in
line with its strategy and risk
management process.

b} Describe management’s role in
assessing and managing climate-
related risks and opportunities.

273

b) Describe the impact of climate-
related risks and opportunities on
the organization's businesses,
strategy, and financial planning.

b) Describe the organization’s
processes for managing climate-
related risks.

b) Disclose Scope 1, Scope 2, and, if
appropriate, Scope 3 greenhouse
gas (GHG) emissions, and the
related risks.

c) Describe the resilience of the
organization’s strategy, taking
into consideration different
climate-related scenarios,
including a 2°C or lower scenario.

€} Describe how processes for
identifying, assessing, and
managing climate-related risks
are integrated into the
organization’s overall risk
management.

c} Describe the targets used by the
organization to manage climate-
related risks and opportunities

and performance against targets.
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{' | I!I Lisbon School
c‘ : of Economics

& Management
' Universidade de Lisboa

Case Danone (A)

275

Assignment Questions

1. Why do companies report on the non-financial dimensions of their businesses?
What different frameworks and standards are available to Danone for reporting non-financial
information?

3. What are the key differences between Danone’s view and the IIRC’s view of integrated reporting or
<IR>? How important are these differences to a company’s reporting process?

4. TIf you were Laura Palmeiro, what would you decide?

Q
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Danone’s reporting case

* Multinational food company based in Paris

* Danone has a history of social and environmental
consciousness

* Danone has learned that is not enough to have
internal systems and data L

 Standards:

* Carbon Accounting

* GRI

* IIRC (pilot project)

* Danone’s own integrated reporting

* Certified B Corporation — www.bcorporation.net

4@ v | LISBOA | mie
277
Danone’s reporting case
Decision:
1) IRC framework
2) Tailored IR
3) Existing sustainability report
Fo
* Insights:
* Choosing and implementing a NFR standard
* Interrelationship between corporate culture and
NFR
* Each standards has its own benefits and
drawbacks
* Importance of the audience (articulate interests) @ e () LSBOA | 2
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http://www.bcorporation.net/
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EXHIBIT 1: THE DANONE WAY SCORECARD

Sample Danone Way Scorecard

U usson | s
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DETAILED RESULTS

rhi + § Policies

DH2 | DIVERSITY

DH3 | SAFETY 5
DH4 | HEALTH AT WORK

AH1_| SOCIAL DIALOGUE

WORKING HOURS
COMPENSATION & BENEFITS
LEARNING & PEOPLE

DEVELOPMENT

1
5
T

ENVIRONMENTAL FOOTPRINT
ENVIRONMENTAL RISKS
RAW MATERIALS
IMPACT OF PACKAGING
QUALITY

NUTRITION & HEALTH 5
BUSINESS CONDUCT POLICY

CSR FOR SUPPLIERS

LOCAL COMMUNITIES

e eqible

. * % % %

ejenjunio

SIEIE B E 230503 2 12

§858883888 8 |8|B|8|8|B|8
§85888¢888 B |8|8|8|8|8|8

Source: Company files.
e U LISBOA | s
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Danone’s reporting case

ASSIGNMENT QUESTIONS

b —

information?
3. What are the key differences between Danone’s view and the I[IRC’s view of integrated reporting or
<IR>? How important are these differences to a company’s reporting process?
4. 1If you were Laura Palmeiro, what would you decide?

281

Danone

282

DANONE

ONE PLANET. ONE HEALTH

Why do companies report on the non-financial dimensions of their businesses?
What different frameworks and standards are available to Danone for reporting non-financial

a

Pros

Cons

Global
Reporting
Initiative
(GRI) (1997)

Comprehensive
Multi-stakeholder focus

Detailed information

Focuses on providing many indicators

Potentially too many indicators

Difficult data gathering

Value chain assessments too complex
Advocates inclusion of sustainability
factors but does not provide guidance
on how

International
Integrated
Reporting
Council (IIRC)
(2011)

Aims to place a value on intangible
assets or capitals

Focuses on needs of one group of
stakeholders: investors (1.e_, audience
Is clear)

Focuses on integrating the multiple
aspects of corporate performance

Attempts fo reduce assessments fto
numbers that the providers of financial
capital can understand

Relegates other stakeholders to
position of secondary audience

Sustainability
Accounting
Standards
Board (SASB)
(2012)

Industry-specific

Risk-focused tool

Provides stakeholders with better
insights into the types of risks faced
by companies

Reframes environmental, social, and
governance effects in terms of how
material the risks are, as defined by the
us Securities and Exchange
Commission

Danone
(Integrated
Report)
(2016)

s Ambitious

Multi-stakeholder focus

goal: to show how
everything is connected to the same
goal

Greater focus on social and ecological
issues

Involves continuous challenges refining
key performance indicators

Involves challenge of presenting
integrated information for multiple
stakeholders

Source: Created by the case authors incorporating content based on Mark McElroy, “Has the GRI Consigned Itself to
Irrelevance?,” GreenBiz, May 22, 2013, accessed April 11, 2018, www.greenbiz.com/blog/2013/05/22/has-gri-consigned-

itself-irrelevance.

05/08/2025
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Danone

Issue

Explanation

There could be more
financial data in the
report.

The integrated report does not provide financial data that can be used to
gauge the magnitude of a factor's impact on Danone or how the company
would track progress in that factor over time.

The report could do a
better job of showing
how the areas are
connected.

The report would benefit from showing how the various factors are
connected; this would allow stakeholders to see how progress—or
regression—in one area can have an effect on the corporation as a whole
or on another related area.

There could be a better
assessment of nsks.

Unlike SASB reporting, the integrated report does not address industry-
specific nsks, nor does it outline areas of improvement for Danone. The
report does not point out any deficiencies that Danone needs to address.

The report could explain
how the company
engages with its
stakeholders.

Given that Danone is focusing on a broad range of stakeholders, the
report should attempt to explain how the company is trying to engage with
them, provide them with information they need, and receive their feedback
about how the company should improve.

05/08/2025

Source: Created by the case authors.
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SUSTAINNABLE BUSSINESS MOBEL

) I-I -
v

Group Work
Presentation
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Business Ethics — main
theories and dilemmas

287

288
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Ethics
Theories

(based on the slides of Prof.
Maria Jodo Guedes, 2024)
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Faith Justify Belief 2
= Virtue Decorum Political Law-c

CEETHICS!e:

Subjective Honesty Conscience

Honor Manners th

£ Integrity Decency Prin: 8
< Humanity Phllosophy(,,
t Values Culture Judge 2
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CONSERUENTALE  NON-CONSERUENTIALE ALTETZNAﬂ\/E;

(or Teleology) = (or Deontology) = (or Virtue theories) &

S Y
% KINT y'.

ELOGM \ WHAT IS MY c
WHATIS IN UTIUTIRIANISM DU i Y \%E%
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Theory Main Idea Islamic Perspective
Ethics are relative to a particular environment.
Relativism Different societies may have different ethical Rejected because may be a
theo codes. There is no universal truth in ethical particular society culture is against
g principles that can be held by all peoples at all Islamic principles.
times.
Divine “Ethically right” means “commanded by God", and
Command “ethically wrong or unethically” means "forbidden | Accepted, but this theory was
theory by God”. Religion is the only standard to identify rejected in the Western literature.
ethics.
Utilitarian “Ethically right” means the action results in a Rejected because the only basis for
greater number of utilities than could be achieved | this theory is the greatest
theory b .
y any other actions consequences for greatest number.
A person must always perform in his/her own .
Egoism 1n=):rest.An action isympnsider\ed to b!elhically Rejected because it is against the
theory right only when it promotes a person’s self- Islamic principles of justice,
helping others, and altruism.
interests.
It underlines the duty as a basis of moral category | Rejected because the theory is not
Deontology ‘which can be seen as a right or wrong judgment. It | clear about the source of these
theory does not look at the consequences of action. And, “universal ethies” since in Islam
there are universal ethical actions that everyone the only source for ethical system
must accept. is the Islamic principles.
This theory focuses on what makes a good
individual or person rather than what makes a
good action. There are specific virtue traits that
Virtue ethics | every person must have such as civility, Rejected because the only basis for
theory cooperativeness, courage, lairness, friendliness, this theory is virtue ethics.
generosity, honesty, justice, loyalty, self
confidence, self-control, modesty, fairness, and
tolerance,

ez ) uskon | s
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* Moral theory according to which actions
are judged to be right or wrong by virtue
of their consequences

* Acts are valued according to their { :
consequences A

* It considers that what makes an action
moral or not are its consequences

* |dentification of the RIGHT with the GOOD
produced

A Upbonschoot
IS ity

LISBOA | i
W= Y
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Consequentialism

* Three types:
* Egoism
* Human beings always

act and must act for
their own benefit

¢ Altruism (or ethic of
compassion)

* Should think about the
other

e Utilitarism

* Act according to what
benefit of the most

‘g e ) s | e

293

Examples of consequentialism

* “End justify the means”
* Cost/benefit analysis

* “The greatest good”

“What will | gain from that?”

294
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Utilitarism

295

Utilitarism

296

However, because we cannot predict the future, it’s difficult to
know with certainty whether the consequences of our actions will
be good or bad. This is one of the limitations of utilitarianism

Utilitarianism also has trouble accounting for values such as justice
and individual rights. For example, assume a hospital has four
people whose lives depend upon receiving organ transplants: a
heart, lungs, a kidney, and a liver. If a healthy person wanders into
the hospital, his organs could be harvested to save four lives at the
expense of one life. This would arguably produce the greatest good
for the greatest number. But few would consider it an acceptable
course of action, let alone the most ethical one.

So, although utilitarianism is arguably the most reason-based

approach to determining right and wrong, it has obvious limitations.

05/08/2025

consequentialism.

e Utilitarianism holds that the most
ethical choice is the one that will
produce the greatest good for the
greatest number.

* Itis the only moral that can be
used to justify military force
amework or war.

* |tis also the most common
approach to moral reasoning
used in business because of
the way in which it accounts
for costs and benefits.
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Utilitarism

e Of Act

Checks the consequences of each
individual act

Utility calculation each time the act is
performed
* Of Rule

* Checks the consequences of everyone
following a certain rule

* Calculates the overall utility of
accepting or rejecting the rule

1) useon | e
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Deontology consists of the belief that certain actions are wrong in
themselves, regardless of the consequences they cause

Deontological ethics holds that at least some acts are morally
obligatory regardless of their consequences for human welfare.

Descriptive of such ethics are such expressions as “Duty for duty's
sake,”Virtue is its own reward,” and “Let justice be done though the
heavens fall.

Deontology is an ethical theory that uses rules to distinguish right
from wrong.
Deontology is often associated with philosopher Immanuel Kant.
Kant believed that ethical actions follow universal moral laws, such as “Don't lie.
Don't steal. Don't cheat.”
+ Right is independent of the result produced

» Duty-based decision

A

\J useon | wme
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* Kant's formulation of ethics is somewhat obscure.

* He claimed that there is a moral command, the “categorical
imperative”, that we must all follow.

* He never explained it in detail, but he stated that a formula for
defining whether an action is in accordance with him or not is as

. .
D e O nto | Og I Ca | et h I CS follows: let us imagine that all humanity acts in accordance with the
intention that we would have in doing such an action.
« If the intention itself prevents all humanity from acting in accordance
with it, acting with that intention is not allowed.

1) useon | e
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Examples

* “The ends do not justify the means”

* “Do to others as you like them to do to

”

you

* “Be fair and do not use others for selfish
reasons”

\J useon | wme
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Deontology

The end doesn’t
justify the means

05/08/2025

Utilitarianism

The end justifies
the means

1) useon | e
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Virtue Ethics

* It was developed by Aristotle and is focused
on what a moral person should be like.

* He stated that a person, to be excellent,
should have several virtues, such as
courage, temperance, modesty and self-
control.

e All these virtues would be an ideal
compromise between an excess and a lack;
in the case of courage, it would be the
middle ground between cowardice and
temerity.

* This ethical theory has somewhat lost its
relevance over the modern period

LISBOA | aiie™
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Virtue Ethics
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One person who will be crushed to
death by the trolley if you DO pull

Five people who will be crushed to
death by the trolley if you don't pull
the lever

05/08/2025

* Virtue ethics does not usually lead to consequences
that we consider unacceptable, but it does have the

the lever

do.

problem of not making it very clear what we should

* An example is the classic case of the runaway train
that goes on a track where there are five people tied
up, and one person is on the side of the lever that
would divert the train to a track where there is only
one person tied up.

» Utilitarianism would say that we must Kkill
one person to save five

* Kantianism would say that we cannot kill a

person, regardless of the consequences.

* Virtue ethics does not seem to be able to

= Four Ethically Objectivist theories
Theory Description Example
Ethical Do what is in your self-interest | Under capitalism,
. Each company
egoism should maximize
profits
Utilitarianism | Do that which produces the Take a vote in your
greatest amount of happiness for | family about which
the greatest number of people ice cream flavors to
buy
Kantian Absolute moral rules must be Always tell the truth,
ti followed, regardless of the even if it could harm
ethics consequences you
Virtue ethics | Do that which makes you a What sort of a

better person

person shall I be? A
trustworthy person?

A

give an objective answer about what attitude
would be right in this case.
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Corporate Social responsability

The corporate governance model must meet
responsibility and respect for all the company's
stakeholders

FO: What happens if e invest
in sustainability skills for our
people and then they leave us?

EO: What happens if

Sense of responsibility, beyond what is we don't, and they

contemplated in the Law

It can only do so if it creates value for the
shareholder and remunerates their invested capital

Without it, it cannot attract new investors.

mwm arae apen e ey
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Corporate Social
responsability

THERE, THERE, o

( OLD CHAP... OF COURSE (.
You DON'T CARE.

Now COME ALONG-

PULL YOURSELF

TOGETHER.. A

B i A =/
WHY? WHY?!?
WHY DO\ HAVE To
PRETENDTo CARE 2
WHEN | DON'T?  §
1 PoN'T!

* There are already groups of investors that
only choose green/socially responsible
companies to invest

* The cost/price to pay for loss of
trust/reputation is very high and
companies cannot afford not to be
ethically, socially and societally
responsible.

* To be sustainable in the long term, a
company must have the capacity to
finance and invest

‘ETHICAL POLICY’

a
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Corporate Social
responsability

* There is an urgent need for all society to
address stakeholder issues:

* Human rights

* Treatment of employees
* Treatment of customers
* Climate change

05/08/2025

@ %

LONG TERM SINCERITY

RESOURCES

307

Corporate Social
responsability

* Companies are pervasive in their impact on society and
on the environment

¢ They have to be called to account for their actions
¢ They have to be accountable to society
¢ They have to behave responsibly

* Things are changing but is the change happening
quickly enough?

308
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Corporate Sg
responsibilit

* Corporate Governance
is about  improving
companies’
ACCOUNTABILITY to
shareholders and to non-
shareholding
stakeholders.

¢ Sustainable,
accountable companies
are the only means of
ensuring a safe global
environment for the
future.

U usson | s
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Oh,that ... That’s
cleon pollution!

Is CSR worth it?

In early 2018, BlackRock CEO Larry Fink made waves by telling company CEOs in his
annual letter that society now demands that their companies serve a social purpose. Fink,
whose company manages more than $6 trillion in assets, said that “to prosper over time,

tow do [ kiow your Companyis
ewi(ommtalyvﬁmd\y 2

“The wer div‘%«“‘f every company must not only deliver financial performance, but also show how it makes
*‘jP‘f‘l“’. . pictwes a positive contribution to society.” For some, this shifts what companies should focus on
of natuce in 55 well beyond just generating returs for shareholders.

Our company has a
green Culture and
a paSsion "or

the bRand making
+his o better world!

But at the same time, a fair number of directors
think investor focus is misplaced. Almost one-third
of directors (29%) say shareholders are too focused
on corporate social responsibility— perhaps indicating a reluctance to embrace the
idea of corporations serving a social purpose.

— Glenn Booream, Head of Inve:
Stewardship for the Vanguar

a
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Is CSR worth it?

Investor reaction to the findings

“We’re encouraged that more directors are
incorporating a wide range of risks info
thetr perspective on company strategy.
But opportunities remain for more
consistently comparable disclosire of
these significant risks and their potential
impact on long-term value creation. As
practically permanent owners of most
companies, we focus on issues—including
environmental and societal risks—that
have lasting, long-term implications for
companies today and tomorrow. Our
agenda isn’t driven by what's popular
at the moment—it’s about long-term,
sustainable value creation.”

— Glenn Booream, Head of Investment

Stewardship for the Vanguard funds
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Ethics and social
responsibility

A manager who has ethical pruritus will not be
able to perform his duties properly.

* |t will inevitably end up harming the
shareholder (e.g. company reputation,
sanctions, fines, and more serious bankruptcy)
* Should not be chosen to be in the company
* Not being ethical is not a governance issue,
it's a police issue, it's a crime!

312
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Social issues directors think should impact strategy

Which issues should play a major role in strategy formation?

Kl As
+ paint
28% increase
A10
point
increase
Human 28" W
rights point
Increase
Income g A7 ”
inequality pon
8 forease W os [ 2017

Q30: To what extent do you think your company should take the following social issues into account when forming company strategy?
Response: Very much

Base: 671-677 (2018); 816-819 2017)

Sources: PWC, 2018 Annual Corporate Directors Survey, October 2018; PwC, 2017 Annual Corporate Directors Survey, October 2017.
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Where are
we heading
to?

313

law and order morality

good boy attitude

314
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"Yes, the planet got destroyed. But for
a beautiful moment in time we created
a lot of value for shareholders.”
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Stages of moral
development
by Kohlberg
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Stages of moral development by Kohlberg

Stages of moral development (70’s):

Level Preconventional (<6 years)

1 - Punishment and obedience orientation. Obey rules to avoid punishment. (Social perspective: Blind egoism)

2 — Naive hedonism. Conforms to get rewards and to have favors returned. (Social perspective: Instrumental
egoism)

Level Conventional (7-11 years)

3 — Good boy/girl morality (recognize good and bad intentions). Conforms to avoid disapproval or dislike by
others. (Social perspective: Social relationships perspective)

4 — Conforms to avoid censure by authorities. Able to see abstract normative systems. Loyalty to law and order
(Social perspective: Social systems perspective)

Level Postconventional (>11 years)

5 — Conforms to maintain communities. Emphasis on individual rights. Recognizes that contracts will allow
persons to increase welfare of both. (Social perspective: Contractual perspective)

6 — Individual principles of conscience. (Social perspective: Mutual respect as a universal principle)

1) useon | e
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ina without 0 0 human need
How do we tell our define ecosystem
needs from our (0] health, or does
desires? How much should their standard ecosystem health
of living be raised, how much define the limits of
should ours be lowered? human need?
| vy
s ™\ s ~
VULGAR SUSTAINABILITY VIRTUOUS SUSTAINABILITY
exploit as much as desired without exploit as little as necessary to
infringing on future ability to maintain a meaningful life
exploit as much as desired -/
TECHNOLOGY the next” ETHICS
ethical decision
EFFICIENCY RELATIONSHIPS
CONSUMERISM EMPOWERING
WAITING FOR EXPERTS PERSOMAL RESPONSIBILITY
PERFECTLY ADEQUATE? TOO LOFTYTO EXPECT?
b vy . /
True sustainability needs an ethical revolution (theecologist.org) A.:v’g \J useon | wme
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The Ethical Dilema

317
« Ethical dissonance
* Separation of a particular case from the person's moral convictions
. . » Ethical Neutralization
Et h |Ca I d | I Ie m a S « Disclaimer: “l was forced...”; "I'm not the one in charge...”
. * Disclaimer: Damage refusal: “it's only once”, “mine doesn't hurt...”
O r p Itfa I IS * Depreciation of the victim: “I was really asking for them”, “he is greedy”, “whoever walks in the
rain gets wet...”
* Condemnation of the condemners: “whoever says that is racist/fascist...”; “I don't want to hear
the truths”
* Appeal to loyalties: “it’s better for everyone”, “it was on behalf of the partners...”
* Weird references: “He steals, but he does it!”
@ E U L13B0A ‘ it
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The moral elastic!!

+ Trade-off between: “I want to feel good DAN ARIELY THE(HONEST) TRUTH ABOUT DISHONESTY

about myself’ vs “ want to benefit from gﬁ.’%‘g&;‘éﬂ.’iﬁs
some dishonesty” AT THE SAmE Time
» That's why people "stretch the moral wombERFuL

n SON
rubber band! FeR

VE THAT /

* Thus, dishonesty depends on o) /ﬁg
rationalization and expected gain g b 5,

ON THE OTHER
HAND WE WANT ON ONE HAND

TO BENEFIT
FROM DISHONESTY

ISEGE: 23 LISBOA | &
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* Psychological distance between act and consequence
* Involvement of own resources
* Ability to rationalize and control desires

What makes the & feenee e
* Moral codes of conduct

e I aStiC St retCh ? * Involvement and formalization (signed something? Were there witnesses?)
» Comparison with others (e.g. public figures, with peers...)
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320

160



322

321

Ethics in accounting

Managing Threats

The conceptual

fundamental principles;

(b) Evaluate the threats identified; and
(c) Address the threats by eliminating or
reducing them to an acceptable level.

Managing Threats

@

= The accountant shall evaluate

whether such a threat is at an
acceptable level

The third party test is a
consideration by the
professional accountant about
whether the same conclusions
would likely be reached by
another party.

framework specifies
approach for a professional accountant to:

(a) Identify threats to compliance with the

an

Evaluate
threat

Not in

| acceptance level

) Acceptance level
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ase professiona/ Jugg,
e,
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Addressing

Identifying
Threats

Threats

.
2
o
o
o
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-
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2

Evaluating
Threats

Manage
threat

Eliminate threat

Reduce threat

Declining or
ending activity
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ffering or accepting inducements

An inducement is an object, situation, or action that is used as a
means to influence another individual’'s behaviour, but not
necessarily with the intent to improperly influence that individual’s
behaviour.

Inducements can range from minor acts of hospitality between
business colleagues to acts that result in non-compliance with laws
and regulations.

An inducement can take many different forms: e Gifts. @ Hospitality.
e Entertainment. e Political or charitable donations. ® Appeals to

friendship and loyalty. e Employment or other commercial
opportunities. ® Preferential treatment, rights or privileges.

ffering or accepting inducements

*  Why this kind of situations may represent a threat to
ethics in business?

* Which are the fundamental principles that might be
affected?

*  What circumstances are relevant to be considered?

* What actions may eliminate (or act as safeguards) to
address these threats?

05/08/2025
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Offering or accepting inducements

Now, consider the IFAC Code of Conduct:

* Identify the threats that are created by offering or
accepting inducements.

‘;; I &
Self-review Advocacy -
.

‘ Self-interest

Intimidation ’

v | LISBOA | mie
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Offering or accepting inducements

Now, consider the IFAC Code of Conduct:
*  Which are the fundamental principles that might be
affected? I

Professional
Behavior

THE
Professional CONCEPTUAL
Independence )

Competence FRAMEWORK

and Due Care

Q

g | LISBOA | R

326

163



05/08/2025

Offering or accepting inducements

327

Now, consider the IFAC Code of Conduct:
Give examples of possible safeguards.

Donate the
inducement

Be
transparent

Return or

reviewer reimburse

»

v | LISBOA | mie

Ethics in accounting: conflict of interest

328

A conflict of interest creates threats to compliance with the principle of objectivity
and might create threats to compliance with the other fundamental principles. Such
threats might be created when:

(a) A professional accountant undertakes a professional activity related to a particular
matter for two or more parties whose interests with respect to that matter are in
conflict; or

(b) The interest of a professional accountant with respect to a particular matter and
the interests of a party for whom the accountant undertakes a professional activity
related to that matter are in conflict.

A professional accountant shall not allow a conflict of interest to compromise
professional or business judgment.

M Y e
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Ethics in accounting: professional judgment

329

Professional accountants are involved in the:

(i) preparation and presentation of information both within and
outside the organization;

(ii) representation of facts in a accurate and complete way
(materiality);

(iii) clear description of business transactions or activities;
(iv) classification and recording of information in a timely and

proper mannetr. @

In all these tasks, accountants shall exercise professional judgment

@ g | LsBOn | e

v

Ethics in accounting: professional judgment

330

- make informed decisions about the courses of actions available, and to determine
whether such decisions are appropriate in the circumstances.

- understand facts and circumstances.

- conclude whether the fundamental principles have been complied.

o The exercise of professional judgment is required for the professional accountant to:

Professional judgment involves the application of relevant training, professional
knowledge, skill and experience

It’s important to be aware of the:
- need to consult with others with relevant expertise or experience;

- need to have the information necessary to reach a conclusion;
- accountant’s own preconception or bias and if it might be affecting the accountant’s
exercise of professional judgment. A

¢
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Ethics and governance

Agency Theory
* Agency relationship - Relationships between business owners (principals) and decision-making specialists (agents) hired to
manage principals' operations and maximize returns on investment.

* Agency problems - When managers put their own self-interest ahead of the interests of those shareholders - Managerial
Opportunism: an attitude or set of behaviors based on self-interest

How CG mechanisms used to monitor/control management decisions can foster ethical strategic decisions?
* Preventing agents from acting opportunistically
* Managing the relationships (and conflicting interests) among stakeholders
« Aligning strategic decisions with company values
* Paying incentives/bonus to control manager’s behavior

Ethically responsible companies design and use governance mechanisms that serve all stakeholders’ interests

1) useon | e
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Building a culture of ethics and compliance

Codes of conduct for employeed that are well communicated
through the organization;

Mandatory training on compliance with rules; SEIITE (L ol

value ethics and

Clear policies and procedures; accountability can
Regular internal audits; create a climate
Strong leadership (in hierarchical cultures it is a key factor); Whe;‘;:;?(pdgyees

Making ethical views clear, walking the walk and responding to
both ethical and unethical behavior in the workplace;
Organization’s social memory (more than a set of policies);
Public support for anti-fraud measures;

Honesty reputation.

(CEO of an indian company)
\J useon | wme

Q
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enquires for current or recent
involvements

Job manager checks results

Are there material involvements?
Yes
|
Do these create a conflict or
potential conflict?

Potential conflict

No conflict Conflict
|
Is it prudent to disclose to
avoid perception of conflict?
|
No Yes
|
Does the client object? — Can conflict be avoided
Yes
N by agreement with
I N Ciients affected?
Yes
Agree procedure in
accordance with company
policy and obtain informed
consent of affected clients?
Accept job
and send _ Declm‘e «— Ve
terms instruction

!
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Ethical dilemma: A case of illegal dumping and

whistleblowing

Marilu Marcillo, D.M. Saint Peter’s
University, NJ

Mary Kate Naatus, Ph.D. Saint Peter’s
University, NJ

Adapted from Journal of Business Cases and
Applications (volume 20)

334
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Ethical dilemma:
Conflicts of Interest
(Examples)
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Ethical dilemma

Question 1.

The Stakeholder model helps provide a framework to identify the implications of John’s
decision. Various groups affected by the ethical decision include employees,
customers, shareholders and the general public. While John may feel compelled to
protect his job and his employer by keeping quiet in the short-term, the long-term
impact of that decision may have more harmful effects on the environment, and thus
shareholders, employees and customers.

@ g | LsBOn | e
v
335
Ethical dilemma
Question 2.
There are several pros and cons to each approach.

An advantage of going directly to his supervisor includes confronting the problem
head-on and stopping further damage, but a potential con would be losing his job.

An anonymous letter would protect his identity and possibly save his job, but a con
would be if it is not take seriously or covered up again.

Ignoring the problem protects his job in the short term, but allows the problem to

persist, which is likely to damage the company’s brand and reputation in the long
term.

g | LISBOA | 2
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Ethical dilemma

Question 3.

At the pre-conventional stage, John would likely prevent himself from getting in trouble
resulting in the wrong long-term decision.

At the conventional stage, John might feel compelled to do something, but also to
protect his identity so that he is not judged harshly by the company.

At the postconventional stage, John would be compelled to do the right thing because
he believes it to be the moral choice, which might result in him approaching his
supervisor directly, despite the potential harm to his position at the company.

@ — LISBOA | e
M= U
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Ethical dilemma

Question 4.

There are many risks to “blowing the whistle” on an employer, such as potentially
losing one’s employment, facing diminished career prospects and social risk of
being labelled a snitch.

However, the risk of not reporting unethical and/or illegal actions, can be much
more damaging in the long-term to the various stakeholders.
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