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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).
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Sustainability Reporting SECREE =

Ashleigh Gay, Director of Sustainability Strategy at Radley Yeldar,
said:

* “Sustainability is finally having its moment. From consumer
activism to mainstream investor interest, companies are under
pressure to respond. The research, case studies and ideas in
Reporting matters help companies take stock of their reporting. As
we transition into a new era of sustainability post-2020,
sustainability reporting will only become more important. When
done well, it presents a huge opportunity for companies to
engage a wide range of audiences, tell their unique story and
show their progress towards a more sustainable world.”

Source: WBCSD 2019
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SUStainabiIity Reporting O

WBCSD defines the sustainability Economic
report as: /é

» “... reports on sustainable .
development (produced by $ o
companies) as publications for Social b o
internal and external shareholders in . Sustainability
order to disclose corporate positions [ SISCIDAN

Charitable

and activities on the economic, Consumption
environmental and social fronts. In .
short, the purpose of these reports is
to show the contribution of .
companies to sustainable AN

Social Environment

development. ”
The ultimate goal is to balance on all sides
Business performance is viewed as a function

of balance between economic, social, and

ecological aspects of business activity.
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Why sustainability reporting? o
Pressure from
customers
Environmental Pressure from
challenges investors
Deeper
awareness
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Sustainable Reporting

The company’s sustainability
performance and its ability to
convey a compelling message will
determine how it ranks as a
sustainable company

Financial reports give
shareholders and other
stakeholders information
about the company’s activities
and financial performance.

With this information,
companies are more
transparent about the risks
and opportunities they face.

Sustainability Reporting

* “Report published by a
company about the economic,
environmental and social
impacts caused by its everyday
activities.” (GRI)

* “Presents the organization’s
values and governance model
and demonstrates the link
between its strategy and its
commitment to a sustainable
global economy.” (GRI)
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Sustainable business attract
talent, investments or increase
sales.

Besides, companies voluntary
share other non-financial
information in order to explain
the value they create for their
stakeholders beyond profits.

An example of sustainability
reporting is the Corporate
Sustainability Report (CSR).
CSR originally aimed to
improve the company’s
reputation but currently also
respond to investor requests.
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Stand-alone report orincluded
as a distinguishable prominent
and accessible part of another
communication (eg, annual
report)
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The different types of report
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 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

Sustainability Reporting

Progress in sustainability reporting

Every step requires expert insight in
environmental data and topics

Basic vision/ambition

* Materiality analysis
« Defining (internal) responsibility &

ensuring management endorsement Engage with internal stakeholders
= 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
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Integrate

*Vision becomes business practice
= Tracking metrics over time

* Extend employee knowledge and
engagement

Source: Blonk consultants
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contribution

“Sustainability” has evolved to refer to Y making an overall positive
strategic and operational considerations ‘ N

related to a broad set of environmental,
social and governance concerns.

Investors increasingly expect companies to O(%@ achieving sustainable
recognise and address risks and opportunities growth

in relation to ESG factors that impact long-

term value creation.

Sustainability, ESG, Corporate responsibility avoiding and addressing
and CSR are concepts that can be used l@:)] fldverse i|?1pacts related to
interchangeably, but be aware of their its operations, products or

differences. services

Jlt Is Reporting improving?

* Reporting is improving - 88% of member companies have improved their
overall scores since baseline year 2015; 38% have improved their materiality
score in this timespan.

* The state of Sustainable Development Goal (SDG) reporting - 95% of the
reviewed reports acknowledge the SDGs in some way; 86% prioritize specific
SDGs and present some evidence of alignment and contribution.

* The state of integrated reporting - 39% of reports reviewed combine
financial and non-financial information, up from 26% in 2015; 20% are self-
declared integrated reports.

* The state of GRI reporting - 87% of reviewed reports reference the Global
Reporting Initiative (GRI); of those, 77% claim to be in accordance at core or
comprehensive level.

* Governance is improving - 37% of the 123 comBanies in the sample, with
ESG data on Bloomberg Terminals, link sustainability performance and
executive remuneration, broadly aligned with 39% in the 2018 sample.

* The future is digital - 23% of reports reviewed provide a digital-first
experience; 64% of members with a PDF-first approach produce
complementary online content (2017: 44%).
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Jdl! Is Reporting improving?

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
* t0 5593 reportsin 2010
* t09500in 2015

Source: Szekely et al., 2017
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ESG Reporting SECE-—

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.
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ESG Reporting

Meaning

v ENVIRONMENTAL - Climate change, resources and pollution
v SOCIAL - Human rights, health and safety
v GOVERNANCE - 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.

- 1s‘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?

102
ESG Reporting: A management tool v
* 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.
103
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Why to develop a ESG Report? v

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.
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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.
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Why to develop a ESG Report?
EXTERNAL BENEFITS

Reputation & Attracting Stakeholder Competitive
Trust Capital Engagement Advantage
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Why to develop a ESG Report?
INTERNAL BENEFITS

Management
Vision & Systems & Risk Strengths & Employee
Strategy Man?ge[nent Weaknesses Motivation
00
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Why to develop a ESG Report? SEGE:-"

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.

108

Why to develop a ESG Report? SECR:-=

* Example: Tesla

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

share and benchmark the environmentalimpact of its vehicles vs their internal combustion

AArmnntitAare

11
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Non-financial reporting framework in v
European Union

» The EU Directive on the disclosure of non-financial and diversity information
(2014/95/EUV), also called the non-financial reporting directive (NFRD) lays down the
rules on disclosure of non-financial and diversity information

* This way, since 2018, large EU companies need to report non-financial information.

* In Portugal this directive was transposed as DL 89/2017 (https://dre.pt/home/-
/dre/107773645/details/maximized)

» The Non-Financial Reporting Directive plays an important role in boosting private
sector action and commitment towards meeting the United Nations Sustainable
Development Goals (SDGs) and the Paris Climate Agreement.

» There is still considerable flexibility about what is reported and how. Such information
is reported in different ways in different countries. In some countries NFR is part of the
management report, other countries have included it in a separate report, or
companies can also issue a variety of separate reports.

110

111

Non-financial reporting framework in @ —
European Union SECRE
Who listed companies
must
comply? banks

insurance companies

other companies designated by national authorities as
public-interest entities

12


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014L0095&from=EN
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https://dre.pt/home/-/dre/107773645/details/maximized
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ESG World Reporting - Frameworks

Finding the right chemistry

for sustainability reporting

1 o

www.globalreporting.org
PURPOSE: Help organizations report on economic,

environmental & social impact:

Consklering 8 wide range: of nterests:

AUDIENCE: Broad set of

Corporate
WRERORR. sustanablity
report

stakeholders.

-US AREAS:

GOVERNANCE

INFORMATION  + General disclosures: Organization’s
and integrity,
nce, stakeholder engagement

TOREPORT: .o, strategy, o

SET

www.cdp.net
Gapture environmental performance
data related to GHG emissions,
iwater Forsts, and Supply chaks

* Climate change: Risks and low-
carbon opportunities.

* Forest: Hos

w organizations produce,
5 3 4

practices, and
E Performance, market

presence, indirect economic impacts,

associated with detrimental impacts on
natesl resources.

2010 e
(Global)

www.integratedrey

Establish Guiding Principles and
Content Elements allowing companies
to produce "integrated reports
Investors

Stand-alone

integrated

report

« Organizational overview and

external environment.

+ Governance s ow ¢ supports

ability 1o create value in the short, medium
long

+Business s woddlci e crgniation.

and anti-competitive behavior.

y:
governance, use, and stewardship of
water resou
pply chain: Management of climate
riccndes il aini i

ot affect the
mmy ol ey

m & long term; how those issues
are dealt with.

2012
WS ws)

SA

Feavimone

wacer reroerers
e S 7 S ahvgm

www.sasb.org
Facilitate disclosure of material

sustainability information in
SEC

* Environment: Corporate impacts on
the environment.

+ Social capital: Human rights, protection of
wulnerable groups, local economic
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These frameworks help organizations
report different aspects of their
nonfinancial impact

2017 s
(Global)

www fsb-tcfd.org
Encourage firms to align climare-
related risk disclosures with
investors’ needs,
Investors, lenders, insurers
Anncal franciel

annal report)

Governance: Governance around

climate-related risks and opportunities.
actual and potential

impacts of climate-related risks and

access to and quality
products, and services, affordability,

businessas, strategy, and financial

responsible

privacy.
« Human capital: Issues affecting employee

y (e.g., employeo
iversity, and incentives and compensation).
+ Business model and innovation: Impact

« Strategy and resource allocation.
Extent

business models, and the integration of
these issues in a company's value-
creation process.

and

were achieved for the period; outcomes
and their effect on capitals,

+ Outlook: Chalenges and uncertainties
likely to bo

assessment.
« Social: Employment labor/management
relations, occupational health and safety,
training and education, diversity and
equal oppartunity, nondiscrimination,
froedom of association and collective
bargaining, child labor, stc.

and opportuntes where s
s material.

the business model or
common practice in the industry that are in
potential conflict with the interests of

organization determines what to include in its

integrated report. broader stakeholder groups.
R IIEMBLE, Prescriptive  enmm— Proscriptive  enm—— Flexible P ™™™ Prescriptive  enm—— Flexible ™™™
i i jic Specific Agnostic Specific Agnostic (+ some sector-specific guidance)

©2018 Tho Conference Board,Inc.
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Primarily GHG emissions,
but has grown to address
water and forestry issues

DP as well.

ORIVING SUSTAINABLE ECONOMIES

CDP holds the largest repository of corporate GHG
‘emissions and energy use data in the world and is
backed by nearly BOO institutional investors
representing more than $90 trilion in assets. Its
transparent scoring methodalogy helps respondents | COP racognizes top scoring
understand exactly what's expected of them. CDP companies in the Carbon
was regarded as the world's most most credible Disclosure Leadership Index

sustainability rating in 2013 (coL).

Companies receive two Public and private
‘separate scores for companies, cities,
Disclosure and Performance | govemment agencies,
using a 100-point scale. NGOs, supply chains.

Climate Change program: Feb.
1-May 29

Supply Chain program: April 1 -
July3

Gities program: Jan. 1 - Mar. 31
Water and Forestry programs:
Feb. 1 1o June 30

Corporate social
responsibility with an equal
weight on environmental,
secial and governance

‘GRI was announced as the official reporting standard
of the UN Global Compact, making it the default
reporting framework for the compact’s more than
5,800 associated companies. It's among the oldest,
most widely adopted and most widely respected
reporting in the world. Its thorough
focus on social and governance aspects of ESG is
unparalleled.

Focus is on transparency so
no true scoring

Public and private Anytime, but typically integrated
companies, cities, into a eompany's traditional annual
methadology; new G.4 govemnment agencies, report.

framework requires entity universities, hospitals,

reporting to choose “Core™ | NGOs.

or “Complete” reporting.

"g factors. Heavy on
stakeholder er
determine materiality.

s)iomauwiel
sunuoday pyop 9S3

US public comparies only.
Industry-specific issues
deemed material to
investors,

SASE's standards enable comparison of peer
performance and benchmarking within an industry.
Studies by Goldman Sachs and Detsche Bank have
shawn the stock of companies who disclose on
sustainability outperforms that of companies who do
not. SASB is backed by the likes of Blcombearg LP
and the Rockefeller Foundation, giving it extra clout
with capital markets.

Mo scoring system. Instead,
SASB is & standardized
methodology for reporting
sustainability performance
through the Form 10-K.

No one yet - they've
just released their first
sector reporting
quidelines.

Integrated into quarterty 10-K
filings.

www.greenbiz.com

13
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* CDP and DJSI are considered to be the most credible and familiar reporting frameworks by sustainability
experts.

* GRESB is one of the fastest growing, industry-specific standards.
* GRIlis a household name in the CSR world and SASB soon will be one in the financial reporting world.

* All five frameworks provide a representation of the flavours of sustainability reporting, both industry-
specific and industry-agnostic, integrated and non-integrated.

* The top 7 sustainability reporting frameworks (2022): Top 7 Sustainability Reporting Standards -
Comparing Disclosure Frameworks (brightest.io)

114

ESG World Reporting - Frameworks ¢ 5‘.:,! i,

Companies can also rely on:

% United Nations |
Global Compact | years

the UN Global Compact

the OECD guidelines for multinational enterprises

ISO 26000

the European Commission Guidelines(2017)

* https://ec.europa.eu/info/publications/non-financial-reporting-guidelines_en.

the European Commission Guildelines (2019)
https://ec.europa.eu/info/publications/non-financial-reporting-

quidelines_en#climate (New supplement to the existing guidelines)

115
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https://www.brightest.io/sustainability-reporting-standards
https://www.brightest.io/sustainability-reporting-standards
https://www.unglobalcompact.org/
http://www.oecd.org/corporate/mne/
http://www.iso.org/iso/home/standards/iso26000.htm
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https://ec.europa.eu/info/publications/non-financial-reporting-guidelines_en#climate
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ESG Reporting — Adding complexity? v

* 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

15


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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