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Learning objectives

After this lecture students should:

* Understand the concept of accountability in the context of business

* Provide an overview of current requirements on sustainable business
reporting

e Critically reflect sustainable business reporting requirements and its
currently foreseeable development

* Name some examples of good practice from the EU textile market
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Accountability

* Ethic concept already known by ancient Greeks:

* Suggesting new regulations or laws only by stepping out in public
with a rope about one’s neck (Dykstra (1939))

» Today def. as ,,acknowledging responsibility for my
actions”

* Implictly requires transparency, observation, evaluation of
the actions

* As legal entities companies should also be accountable
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How to make a company accountable? oy

Ethical view: Any company should be accountable for its actions.

Would a company voluntarily report about any actions? Also the
ones which cause harm to others?

If not, how could accountability be assured?

- EU legislation supports the demand for accountability
of legal entities by regulation.
- One aspect is corporate reporting.
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Where we are at?
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Requirements on corporate reporting oy

* Within in the EU, legislation for corporate reporting differentiates
between companies which are of public interest (PIEs) and those who
are not (non-PIEs):

- In general, non-PIEs need to fulfill - Def. as credit institutes, insurers
the requirements set by the and capital market-oriented
respective member state they are companies
located in *) - PIEs need to follow the

requirements steming from
Regulation (EC) No 1606/2002
which among others asks for
application of the International

*) Still, harmonization on EU level has Financial Reporting Standards
been applied since the contract of (IFRS) as endorsed by the EU
Lissabon.
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International Financial Reporting Standards 77
(IFRS)

* Issued by the International Accounting Standards Board (IASB), the
standard setting body of the IFRS Foundation

e Required by approx. 170 jurisdictions worldwide

* Objective is to provide users of financial statements information that is
useful for decision-making

 Companies should present a true and fair view of their financial
position, its performance and the cash flows; means for this are
* Statement of financial position
» Statement of comprehensive income
» Statement of cash flows

Discuss: How do the IFRS contribute to the
concept of accountability?
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Brief reflection of reporting requirements oy

* Financial statements comprise information
linked to the past

* Decision usefulness might be limited in

. Financial
relation to forecasts ) .
information
- General necessity of further requirements
regarding non-financial information Non-financial

information
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Further aspects on potential relevance of \’\\

non-financial information
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Changes in
economic and

geopolitical S
realities after SEZETEn

Yy Future reporting will need to

include non-financial information
: more comprehensively to reflect

Conversion to

sustainable these developments.

and climate-

Acceleration of

neutral
economic
processes

Source: KPMG (2021)
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Non-financial reporting

* Under IFRS companies might provide a management commentary which
is not compulsory

* On national level, EU members already require economic outlooks by the
management, e.g. the German Lagebericht (§289 HGB)

4 )
Risk management objectives and Presentation of hedges of
methods important types of transactions
Opportunities
and Risks
Non-financial performance — Obligation only for corporations
Dealing with price change, default | indicators, such as information on with over 500 employees
and liquidity risks, etc. environmental and employee
\_ issues )
Fashion DIET 12 Co-funded by
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Implementation of the current requirements \’\\

by the companies (headlight Germany)
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* Compliance with §289 of the German Commercial Code (HGB) in conjunction with the
concretization by GAS 20 by medium-sized companies

2013 | 2018 | 2013 | 2018
Finanzwirtschaftliche Risiken 61 77 32,97% | 29,17%
Umfeld und Branchenrisiken 43 69 23,24% | 26,14%
Operative Risiken 23 36 12,43% | 13,64%
zi:llzi:t:::rc:;r Entwicklung des 18 29 9.73% | 10,98%
Rechtliche Risiken 14 21 7.57% | 7,95%
Personalrisiken 9 12 4.86% | 4,55%
IT-Risiken 12 15 6,49% | 568%
Strategierisiken 5 5 2,70% | 1,89%

Source: Miiller/Seebeck/Weeger (2021), n=100

Fashion DIET

Despite legal requirement, low level
of risk assessment

Assessments of current megatrends
(environmental protection,
digitization, globalization) are hardly
to be found in the companies'
management reports

Discuss: What could be the reasons
here?
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Critical view on current requirements oy

- Information is not relevant, not reliable, rarely comparable (critics were
investors and other stakeholders).

—>How should non-financial information then be considered, e.g., for investments?

- Also, too few companies committed.

—>Summary:
Corporates Investors Public
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Importance of sustainable reporting oy

» Study by Baumgartner/Ernst/Fischer (2020) points out the comparatively low significance
of sustainable reporting for various groups of addressees

Table 13 Relevance of the information provided in the experimental groups” disclosure vignettes (studies 2 and 3)

Rank Study 2 (N=225): investment decision Study 3 (N=228): employment decision
Information category Mean SD Information category Mean SD

1 Financial situation 6.28 0.99 Employees and workplace** 5.97 1.22
2 Firm strategy** 5.60 1.27 Development of corporate reputation* 5.49 1.21
3 Products and innovations** 5.56 1.19 Financial situation 5.44 1.32
4 Development of corporate reputation® 540 1.27 Firm strategy** 5.42 1.30
5 Sustainability #* 5.08 1.61 Products and innovations** 5.28 1.17
6 Social commitment** 4.55 1.63 Sustainability ** 5.26 1.51
7 Employees and workplace** 4.48 1.47 Social commitment®* 4.96 1.44

*Direct reputation information; **indirect reputation information

Discuss: What is your perception of the importance of this
information?
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Voluntary sustainability reporting L

Nonwithstanding current legal requirements, companies may develop their own
sustainability requirements and report about it

economic necessities own beliefs

) Positive effects on financial parameters (sales/profit) may not occur until much later!

Two important currencies: Credibility and trust!

Discuss: What could be the downside of
voluntary reporting in terms of
sustainable aspects?

Topic: What can the company do for society?
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Excursus: No consistent source for %Ti]

sustainable reporting, but...
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Examples: - Larger companies most commonly use GRI:

- Use of

) . sustainability
; \ reporting ‘|' -

guidelines and

R I Empowering
Sustainable
Decisions ﬁta“dﬂ I'ds B

) ; H 2017
B 2020
= —_ - .

Deutscher
I(Odex L].{ '\l'll:l:I .D-"n"ua‘n" that repart H"IDD N1W N'IOD

NACHHALTIGKEITS 3563 1100 comeanias
GRI gmdullna's or Stock sm:hanga Other guldalmss or
ﬁ :; e cxsminaiter standards guidelines standards

1SO 9001
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Wirth MODYF GmbH & Co. KG L

i
\

Workwear and safety footwear manufacturer

Klnzelsau, 1997 as a subsidiary of Adolf Wiirth GmbH & Co. KG

Employees: 144 / Sales: 56 million euros / Balance sheet total:

Voluntary reporting according to GRI standards, separate report, since 2020

84 pages

* Linking the five focus topics with the company's strategic orientation
*  Products
*  Supply chain
* Resources
* Climate protection
*  Employees
* 1SO 9001, ISO 14001
* GRIIndex
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Wolford AG e
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Luxury skinwear (legwear, bodywear, lingerie)

Bregenz (Austria), founded 1950

Employees: 1,243 / Sales: 119 million euros / Balance sheet total: 162 million euros

Separate sustainability report since 2017/18 (obligated qua legal from (AG))

44 pages

* Responsible corporate governance and compliance

e Sustainability issues and stakeholders involved

e Consequences for the sustainability strategy (concrete KPIs)

* Areas of responsibility (environment, employees, supply chain)
* Energy consumption, CO2 emissions, wastewater, waste, water
e Working hours, fluctuation, occupational safety, diversity
e Certification, materials

* GRlindex
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Further examples of good practise

—&nBW

NESTE
Allianz ()

PEUGEOT

BNP PARIBAS

Die Bank fir eine Welt im Wandel

| Lenzing

Innovative by nature

“ ABN-AMRO

@Tencel X (5, REFIBRA"

Foel so right

Source: report of the EFRAG Task Force

Analytical considerations
Business model reporting

Business model reparting: clarity and comprehensiveness of
value creation description

Baussiness model reporting: potential across time horizons

Business model reporting: dependencies and impacts

_N
N4
A
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Good of leading feporting practice examples

= Meste (Energy)
« Stora Enso (Forest products and paper)
« Schneider (Electronic po and equip 3]

« FMO (Development banking)

+ Allianz (Insurance)

+ Schneider Electric (Electronic component and equipment)
= Orsted (Encrgy)

+ 565 (Business suppert services)

+ EnBW (Electric and gas utilities)

« ABN Amro (Diversified banking)

+ DSM (Chemicals)

Reporting sustainability matters linkage to business model, strategy

Sustainability matters effects on company performance

Sustainability risks

Sustainability cpportunities

Sustainability strategy, targets, KPls, and progress

Fashion DIET

+ EnBW (Electricand gas utilities)

+ Arcadis (Consulting engineering and construction)
= ABN Amrc (Diversified banking)

+ 5GS (Business support services)

= Morsk Hydre (Aluminim and renewable energy)

« Enel (Energy)

+ Schaeider (Electronic component and equipment)
+ AB Volvo {Awtometive)

= M ¥ (Phar ical and bi logy)
+ BNP Paribas (Diversified banking)

+ Enel (Energy)

« Schejder (Electronic component and squipment)
« CH Hansen [Bioscience)

= Acciona (Energy and infrastructure)

« Signify (Industrial prod lectrical equip )

» Acciona (Energy and infrastructure)

= Peugeot (Automotive)

« Lenzing (Chemicals)

+ GlaxoSmithKline-GSK (Pharmaceutical)

* the listing of companies within exch oxtegory of Toble 2 does not indicatea ranking. It s the order of presentation in the Supplementary Document: Good reporting
mrartirer
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The big BUT... L

i
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* To map sustainable developments in the companies is one thing

* |In order to implement actual sustainable developments it is necessary:

4 )
UNDERSTANDING OF THE CAPITAL
CAPITAL } [ PROVIDERS } L WORKING BUSINESS CASES

- J

Discuss the following statement:
“Regulation, and be it via reporting standards, will help along the way.”
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Where we go to?
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<
Necessity of sustainability reporting DAl

requirements

Fashion DIET

Contrary to the study by
Baumagartner et al.

Stakeholders of companies with increasing interest in
information about the consideration of sustainability in
corporate activities

Discuss: Is the dominance
of financial aspects
eroding?
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Reporting standards to be used and place of \’\

reporting
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EU-wide single source:

To be defined

|

|

|

From no consistent i
source so far to the Vision |
of the EU Commission i
|

|

|

|

|

|

|

|

=>» Publication of sustainability information in the management report of the companies.

=» Format: annual financial statements and management reports electronically in xhtml
format.

=>» Aspects of sustainability reporting are to be digitally identified (tagging)

Co-funded by
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Revision of the CSR Directive by the EU L
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* EU Green Deal: climate-neutral continent by 2050

* Small building block to this:
Complete revision of the existing CSR Directive.

* Publication of the draft in April 2021, with the objectives:

* More transparency on sustainable aspects

* Eye-to-eye with financial reporting

* Ending the "two-tier society" of financial and non-financial
information

* Regulation of clear responsibilities

* Alignment with the EU Action Plan on Sustainable Finance/EU
Green Deal

Co-funded by
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Extension of the scope of application L

Factor 10x

* Previous obligation for approx. 500
Capital market-oriented

companies and companies companies in Germany alone

with more than 250
employees

* New regulation affects approx. 5,000
companies in Germany
L ital
ma?ligeigarlpel;[\?ced * Larger corporates obligated as of
SORRSEES 01.01.2023 (=elimination of capital market
and employee criteria)

* (Capital market-oriented small and medium-
sized enterprises (SMEs) as of 01.01.2026

Co-funded by
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Expansion and specification of reportable

information

* Regulatory content expanded and specified

* Focus on environmental, social and employee issues

\,\
A
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* Corporate governance aspects added (e.g. role of management board and supervisory

board)

Inclusion of the supply chain

* Furthermore reportlng on: Requirement that reporting is retrospective and forward-looking (in the short, medium and
long term), qualitative and quantitative

Disclosures on intangible assets, such as "human capital" or "social capital

Reporting on measures taken to prevent, mitigate or eliminate negative impacts

Targets and target achievement in relation to sustainability aspects

the business model and corporate strategy

Consideration of stakeholder interests and sustainability aspects within the framework of

Compatibility of corporate planning with the Paris climate target (1.5 degree target)

Resilience of the business model and corporate strategy

28

Co-funded by
the European Union



As of today: Questions remain unanswered... L,

No generally accepted
imaging system

Depiction horizon of
sustainability aspects >>

Period of other
reporting

Time frame for
implementation

e So far only little regulated

e Many proposals, concepts, approaches discussed and
tried out

¢ Standardization is missing (also key figures)!

¢ NBE deals with the entire value chain and should refer
to the entire product life cycle

¢ Consideration of all modes of impact required

¢ New directive will not apply to the majority of
companies until 2026 at the earliest

¢ Agenda to achieve climate neutrality by 2050 on the
one hand, critical points by 2030 on the other hand

Fashion DIET
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Solutions

new EU standards ?
(Relevance, Reliability,
Comparability)

Double materiality - environment
on company and company on
environment ?

Previous commitment or self-
commitment after all

Co-funded by
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ppreciation of the EU Directive L,

>

Reconsider timetable for introduction
Bring commitment forward, but reduce audit rigor in first few years after implementation

Take better account of findings from risk and opportunity reporting
esp. with regard to already identified/known needs for action and potential for improvement:
E.g.: assessment/categorization of risks, information regarding gross vs. net view.

Binding specifications for key figures to be reported across all industries

Digitalization in accounting must generally advance
Systems only as good as the data they contain
Need for knowledge carriers

Co-funded by
the European Union
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* Itis not only the EU Commission that has taken up the issue of sustainability reporting:

IFRS Foundation - responsible for the internationally recognized accounting standards IFRS - has
founded a new entity, the International Sustainability Standards Board (ISSB), which is to develop
global basic standards (Global Baseline) in the area of sustainability reporting in the future.

The ISSB was already joined by a number of voluntary initiatives when it was founded.
With the founding of the ISSB, two prototypes were published on the topics:

* Climate reporting and

* general requirements for the disclosure of sustainability-related financial information.
The ISSB is based in Frankfurt am Main

- "Competition" stimulates business.

- Plus tendencies to align among ISSB, GRI and EFRAG.

Co-funded by
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More on the German perspective o3

\

If applicable, direct obligation for medium-sized companies due to certain energy taxes, participation in
emissions trading, packaging law, waste management law or similar.

medium-sized companies that are part of a value chain with companies that are required to provide non-
financial reporting in accordance with Section 289b of the German Commercial Code (HGB)

medium-sized companies seeking to obtain credit or insurance cover

[

‘ Claims by other stakeholders, e.g. in connection with the so-called "license to operate".

/
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Clarification of the concept of double Nt

materiality

Sustainability-
related facts
regarding

Information on
the company's Double
impact on materiality
society

business
performance,
situation and
results
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Indicative schedule

April 2021 Oktober 2022 Oktober 2023
Kommissions- delegierter Rechtsakt delegierte Rechtsakte zu erweiterten
entwurf zu Kernstandards Standards sowie KMU-5tandards

ab Januar 2023 ab Jamuar 2024
Erstanwendung der Neuregelungen Erstwveroffentlichung

bis Juni 2022 1. Dezember 2022
Finalisierung nationale
der Richtlinie Umsetzung

Ouelle: DRSC, Informationsfoldar zum Kommissionsentwurf zur Neuaufstallung der Nachhaltigkeitsberichterstatiung, onling

abrufbar unter hitpsAevww drec. deappyuploads 202 1/04/270421_C5RD_Briafing-FPaper. pof
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Excursus: Responsibilities and audit \’\'\

obligations
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Internal structures External structures

* |In the future, management should actively and
demonstrably bear responsibility for
sustainability reporting.

* Extension of the audit obligation by external
auditors to sustainability reports

* The balance sheet oath, which has so far only * Limited audit reliability
applied to financial reporting, is also to be
extended to the sustainability report. * Nevertheless: increase in reliability of

* However, the planned obligation for the information

supervisory board to monitor non-financial . h ) <k of less depth in th
reporting is not new territory for German At the same time, risk of less depth in the

control bodies. published information

. So far no standard|zat|on of the audlt by the EU,

Attention to misconduct: The sanctions regime under the Accountmg D|rect|ve is to be extended to susta|nab|I|ty reporting as
well as significantly specified and expanded.
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