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Individual written test:

2

Time: 10:00 a.m. to 11:30 a.m. on October 25th (1.5 hours) 
Classroom: Auditório 5 at the Quelhas building
Question types: 
• Multiple-choice questions
• Short-answer questions
• Calculation questions (financial ratio analysis)
Coverage: Weeks 1-6 (slides, group discussions, group work, in-class exercises)  

Individual written test with a minimum grade of 8 points (60%)
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Objective of this class:

3

1.Sustainability reporting assurance 

2.ESG KPIs and metrics 

3.ESG investment and principles for responsible investment

4.ESG-scores, ratings and ranking lists
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Sustainability reporting assurance 
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Why we need sustainability assurance?

• Growing importance of sustainability reports

• Because of the usefulness of sustainability reports, stakeholders, have demanded 
transparency and questioned the reliability of sustainability reporting 

• Possibility of greenwashing: Low ESG commitment firms may use ESG reports to “green-
wash”/“social-wash” with selective and less verifiable CSR disclosure to manage 
stakeholder perceptions and to enhance legitimacy

Stakeholders’ demand: 
Improve credibility 

Firms’ response: 
Provide assurance of ESG 

reporting
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• Main goal: improve the credibility of sustainability reporting 

‘External assurance or verification can provide both report readers and internal 
managers with increased confidence in the quality of sustainability performance data, 
making it more likely that the data will be relied on and used for decision making’ 
(GRI, 2013).

What is sustainability assurance?
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Assurance standards

Specific guidance on sustainability report assurance is lacking, but there are currently two 
standards that provide guidance on assurance engagements in general: 

▪ International Standard on Assurance Engagements (ISAE 3000), International Audit 
Assurance Standards Board (IAASB)

▪ AA1000 Assurance Standard (AA1000AS), AccountAbility (a UK-based consultancy firm)
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Assurance standards

International Standard on Assurance Engagements (ISAE 3000)

• More closely related to the financial accounting and auditing practices. 

• The first version was issued in 2003, with a subsequent revision in 2013. 

AA1000 Assurance Standard (AA1000AS)

• Originally issued in 2008. 

• The latest update, v3, was published in 2020.

• The assurance provider evaluates the nature and extent of the organisation’s adherence to 
four AA1000 AccountAbility Principles, inclusivity, materiality, responsiveness and impact.

• The aim is to provide stakeholders information on how the organisation in focus manages 
its sustainability performance and how this is communicated in the sustainability 
reporting. 
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Sustainability assurance vs financial audit 

Legal status Subject matter Service provider Level of assurance 
provided 

Financial 
statement 
audit

Mandatory General purpose financial 
report 

Registered auditor, accounting 
professional 

Reasonable 

Sustainability 
assurance 

Mandatory or 
voluntary

Comprehensive CSR reports, or 
a specific subject matter area 
(e.g. greenhouse gas emission)

Professional accountants,
Consultants, Internal auditors 
(no required to be an 
accounting professional)

Limited or 
reasonable 

Will be mentioned later
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Sustainability assurance providers

▪ Professional accountants

o Big-four and other professional audit firms 

o Independent, highly reputable experts

o Guaranteeing high quality of the assurance procedures 

▪ External CSR consultants

o Possess significant expertise in the subject matter 

o May not have standards of professional conduct, procedures, 
reporting and independence 

▪ Internal auditors 

o Access to internal information

o Management role

o Lack of independence, may impair the quality of CSRA engagements 
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Sustainability assurance levels

• a more moderate or limited level of 

assurance. 

• the accompanying assurance statement 

is worded in the negative form, where 

the practitioner reports that ‘nothing has 

come to their attention to indicate that the 

information is not presented fairly in 

accordance with the identified criteria’. 

Reasonable assurance Limited assurance 

• high level of assurance, but not 

absolute level of assurance due to 

limitations of the internal control system 

and of the assurance process itself. 

• provided through a statement in the 

positive form on the accountability 

matter where the practitioner reports 

that ‘the information in the 

environmental and social report 

conforms in all material respects with 

the identified criteria’ .
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Sustainability assurance development in EU

CSRD (Corporate Sustainability Reporting Directive)

• The CSRD would include a mandatory assurance obligation for all reported sustainability 
information, including the disclosures required under the EU Taxonomy Regulation.

• The CSRD requirements begin with limited assurance and expand to reasonable 
assurance at a later date.

Jan 2024 First tier of companies starts CSRD sustainability reporting

Sep 2024 The IAASB approves International Standard on Sustainability Assurance 5000 (ISSA 5000)

Oct 2026 The European Commission is expected to adopt limited assurance standards

Dec 2026 The ISSA 5000 standards become effective

Oct 2028 Adoption of the reasonable assurance standards (depending on feasibility study)
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Special nature of sustainability assurance 

1. The existence of a competitive market

▪ Different types of providers 

• 2. The diversity of the subject matter examined 

▪ Different types of subject matters and forms of information 

• 3. The lack of analytic rigor that arises in double-entry systems 

▪ Risk of material misstatement 

• 4. The relative lack of well-developed criteria 

▪ Appropriate assurance techniques and approaches? 
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Some examples…

Let’s look at some examples from different companies.

What are the similarities and differences among them? 

▪ The report format

▪ Subject matter (specific reports/comprehensive CSR reports)

▪ Assurance provider 

▪ Assurance level  



Subject matter

Assurance level

Conclusion

Standards

Alphabet 2020 Environmental indicators assurance letter 

Responsibility



Different structure 

Independent Limited Assurance Report to the Directors of HSBC 2016

Big-four



INDEPENDENT ASSURANCE STATEMENT for M&S Plan A report 2020

Non-big-fourSubject matter: economic, social and environmental information 
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Sustainability assurance issues and challenges

• Can sustainability assurance ensure the credibility of sustainability reporting?
o Firms usually produce voluntarily and which have often shown to be emphasising 

positive things at the expense of more negative and challenging topics
o Whether and to what extent the assurance providers aid in ensuring the reliability of 

the reported information, or whether an assurance statement tells us if the most 
pertinent issues have been covered in a report.

• The scope of the assurance engagements
o It is up to the reporting firm to decide the scope of the engagement 
o In most cases, the assurance is limited to a relatively minor part of the report
o A casual reader can easily be left with an impression that the whole report would 

have been subject to an assurance process, and that the level of said assurance 
would have been similar to that used in the financial auditing function.
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Sustainability assurance issues and challenges

• Assurance provider’s independence
o The sustainability assurance providers are primarily responsible to the 

senior executives of the firm
o Should the assurance providers come up with a negative report, it could be 

considered possible that the firm’s senior executives would no longer turn 
to the same providers next year

o Also provide sustainability consultation service?
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Decisions on sustainability assurance 

Decisions on sustainability assurance include:
1. Implement sustainability assurance or not?
2. What kind of assurance provider to choose?
3. What level of assurance to choose? 

If you were a manager, what would you expect from a sustainability assurance? 
→ Compare benefits and costs
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Some research findings-Decisions on sustainability assurance 

Benefits:
• Enhance the credibility and reliability of CSR information (e.g., Hodge et al., 2009, Ballou et 

al., 2018) 
• Signal the importance of reported CSR information to stakeholders (e.g., Cheng et al., 2015)
• Reduce information asymmetry between firms and shareholders/other stakeholders (e.g., 

Casey and Grenier 2015, Fuhrmann et al., 2017)
• Increase corporate reputation (e.g., Birkey et al., 2016)
Costs: 
• Payment to the assurance providers
• Costs associated with producing the reported information 
• Management’s time and efforts 
• Opportunity costs
• Shareholders and other stakeholders may not value sustainability assurance, because they 

doubt the its effectiveness in enhancing credibility (e.g., Adams and Evans, 2004; O’Dwyer 
and Owen, 2005, 2007; Deegan et al., 2006; Cho et al., 2014; Du and Wu, 2019)
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Some research findings-Real improvement or misplaced 
confidence?
• Does CSRA really improve the credibility? Or the benefits are solely 

attributable to increased, but perhaps misplaced confidence? (mixed 

evidence)

▪ Some studies fail to find evidence to support CSRA to enhance credibility (e.g., Cho et al., 

2014; Christensen, 2016)

▪ The effect of CSRA may depend on the institutional context, such as legal environment (Du 

and Wu, 2019).

▪ The effect of CSRA may depend on the stage of development (Peters and Romi, 2015). 
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ESG metrics and KPIs
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Key Performance Indicators (KPIs) for ESG

• KPIs refer to some measurable values which tell us how an organisation is performing against 

particular objectives, or indicators, set in advance. 

• Quantitative and qualitative 

• KPIs are a common way in organisations to assess how targets are being reached on multiple 

levels.

• KPIs for ESG…

➢ help managers to integrate non-financial aspects of performance into their decision making 

and ensure long-term viability of their companies

➢ help investors integrate ESG into their investment process and maximizes their long-term 

interest…
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What are ESG KPIs based on?

• Sustainability strategy, goals

• Materiality assessment and stakeholder expectations 

• ESG reporting frameworks and standards (GRI, SASB, TCFD…)

• Industry-specific considerations and peer benchmarking
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What makes a good ESG KPI?

• Consistent 

• Operational/measurable

• Align with the purpose 

• Relevant: useful for decision making

     - Environmental awareness in an organisation

     - KPI: the number of people attending a training event

     - Is this a good KPI? 

• Achievable but ambitious

• Time-bound
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An example-Unilever 

https://www.ft.com/content/f5a6b26a-c66c-465d-8751-
36b8894d1020
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An example-Unilever 

https://www.ft.com/content/c4379494-f647-470c-9439-
a43abc0f6473



https://www.un.org/sustainabledevelopment/sustainable-development-goals/

169 targets and 232 KPIs

Strategy – Goals - KPIs

https://www.un.org/sustainabledevelopment/sustainable-development-goals/
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Strategy – Goals - KPIs
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Source: Nestle 
sustainability report 2023
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Rahdari and Rostamy (2015) 
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Rahdari and Rostamy (2015) 
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Rahdari and Rostamy (2015) 
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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).
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BSC – Perspectives & Strategical Goals
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Sustainable Balanced ScoreCard

Environmental perspective:

- Resources consumption

- Emission to water, natural environment and air

- Reuse and recycle rate

Social perspective:

- Supplier’s sustainability performance

- Job creation

- Employee’s benefits

- Health and safety performance

Some sustainable KPIs:



‘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) 

ESG metrics
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ESG metrics
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Group discussion:
Design two KPIs for your group's chosen company

(one quantitative and one qualitative)
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ESG investment and principles for responsible 

investment
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Why ESG investment is becoming increasingly 
popular?
• In addition to financial resources, organisations and their managers 

have responsibilities for social and environmental resources and 
impacts. 

• Managers’ careful consideration of sustainability can be seen as an 
investment towards the long-term success of the organisation. 

• Investors try to understand and take into account how sustainability 
will affect the value and future outlook of the various organisations 
and other investment targets

• Risk and potential returns

47
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Principles for Responsible Investment

• Set of voluntary and aspirational investment principles that offer a 
menu of possible actions for incorporating ESG issues into investment 
practice.

• The Principles were developed by investors, for investors.

• In implementing them, signatories contribute to developing a more 
sustainable global financial system.

• Developed by an international group of institutional investors 
reflecting the increasing relevance of ESG issues to investment 
practices. 



Financial and ESG Reporting 

Principles for Responsible Investment
There is a need to align investors with broader objectives of society because ESG issues can affect 
the performance of investment portfolios.

What are the Principles for Responsible Investment? | PRI Web Page | PRI (unpri.org)

• Principle 1: We will incorporate ESG issues into investment analysis and decision-making 
processes.

• Principle 2: We will be active owners and incorporate ESG issues into our ownership policies 
and practices.

• Principle 3: We will seek appropriate disclosure on ESG issues by the entities in which we 
invest.

• Principle 4: We will promote acceptance and implementation of the Principles within the 
investment industry.

• Principle 5: We will work together to enhance our effectiveness in implementing the Principles.

• Principle 6: We will each report on our activities and progress towards implementing the 
Principles.

Signatory directory | PRI (unpri.org)

https://www.unpri.org/pri/what-are-the-principles-for-responsible-investment
https://www.unpri.org/signatories/signatory-resources/signatory-directory#:~:text=The%20signatory%20directory%20lists%20the%20asset%20owners,%20investment%20managers%20and
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ESG-scores, ratings and ranking lists
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ESG-scores, ratings and ranking lists
• ESG rating schemes aim to help those interested in taking sustainability into account in 

their decision-making in the financial markets. 

• Different types:

➢Label: if an investment target, be that an organisation or a bond, fulfils particular criteria, 
it receives a label signalling it

➢Stock market indexes (Dow Jones Sustainability World Index and the FTSE4Good). These 
indexes include an annually updated list of companies which have been selected on the 
basis of varying sustainability criteria. Many companies consider these indexes to be 
important and are keen to highlight their membership as a signal of their commitment 
and achievements in sustainability

➢Various ranking lists which are based on more complicated scoring systems of 
organisational activities (CDP’s A-list, Global Knights 100 listing)
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ESG-scores, ratings and ranking lists

Global Knights 100 listing: https://www.corporateknights.com/rankings/global-100-rankings/2024-global-100-rankings/the-
20th-annual-global-100/



Financial and ESG Reporting 

53

Sustainability rankings
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Challenges of ESG rating 

• Unclear evaluation criteria: the exact mechanism used to produce the scores is 
not presented publicly or is only vaguely discussed, even when the rating 
provider publicly claims to be committed to high transparency

• Such rating schemes can be highly influential in societies (Chelli and Gendron, 
2013)

• Unobjective 

• ESG rating disagreement

• May lead to the opposite of what was intended
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Challenges of ESG rating 

https://www.ft.com/content/b9582d62-cc6f-4b76-b0f9-
5b37cf15dce4#:~:text=Companies%20rated%20highly%20on%20widely%20accepted%20environmental,%20social%20and%20gov
ernance



Financial and ESG Reporting 

Challenges of ESG rating 

https://www.youtube.com/watch?v=f_rrS-_giP8
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Challenges of ESG rating 

The role of ESG reporting? 

Greater ESG disclosure actually leads to greater ESG rating disagreement 
(Christensen et al., 2022) 

Reason: higher disclosure would be associated with higher disagreement, 
as disclosure expands opportunities for different interpretations of 
information
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Conclusion:
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1.Sustainability reporting assurance 

2.ESG KPIs and metrics 

3.ESG investment and principles for responsible investment

4.ESG-scores, ratings and ranking lists
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