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1. Introduction

1.1. Conceptual background

Sustainable development as a concept was launched in the late 1980s. The UN’s Bruipdtiand re
defined it as “development that meets the needseopresent without compromising the ability of
future generatiomto meet their own needs’Although the concept is contested, it serves as a
valuable tool in scrutinizing complex issues. Theoretically the concept itibd stream of
ecological modrnizationwhich argues that economic growth and ecological concerns can
favorably be combinefl Sustainabilityrecognizes the interdependence of economic, social and
environmental factors. With reference to future generations it is alsortbte@king.

On the macroeconomic level, one manifestation of sustainability concerns is the critique targeted at
national accounting and the limitations related to the use of GDP as an indietonofmic

performance and social progress. For example, traffic jams may increase GDP as a result of the
increased use of gasoline, but obviously not the quality of life or the state of the ervitdrs a
consequence, there is increasing interest in developing new welfare indexes, such as the creation of
gross happiness indexes, originally invented in Bhuaa.nationallevel thereis also the

development of environmental accountfhgnvironmental accounts have been created

complement national financial accourig,detailing the full economic costs of natural neses

used and environmental effects caused.

Sustainability concerns have been introduced to the debate about organization level annua
reporting as well. In most countries, private and public organizations are requised to produce

an annual repoxn their financial performance. It contains all the relevant financial information

and is presented in a structured manner. Usually a financial report or financial statement is audited
by an external auditor in order to provide the user of the accountseagbnable assuranabout

their completeness and accurary, in the public sector, attest the prdp®ancial accountability

of the audited entity.

Corporate decision-making is often heavily reliant on financial informatidmuadt this

informaion may not tell all essential things about an organization and the environment intwhich i
operates. The success of an organization does not depend only on its financial restldtsphut a
other issues such &s capacity to reduce greenhouse gases. It is not only a issualbut
increasingly also financial, as a price is put on carbon dioxide emissions, eughtiarious
emissions trading systems. Another example is how transparently an oigarsaatact in order to
maintain employee and customer satisfaction. These examples are related to the growing

1 Our Common Future (1987).

2 E.g. Hajer(2005), Young (2000).
3 Steglitz (2011).

*INTOSAI WGEA (2010).
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importance of corporate governance in the private sector and good governance in theeptdoli
These kinds of issues cannot be reported solely throaghsth ofinancial reporting.

To broaden the perspective, alongside financial issues private sectorisegdnpre also started to
report about environmental issues, social responsibility or sustainable develdpastéanability
reporting is a systematic tool to gather and present informagievant to the three core elements

of sustainabilityfor the management process and stakeholders, such as employees, shareholders,
customers, local communities, pressure groups or financial analystsn8bigtaievelopment has

the potential to benefit organizations, as it can help to make better decisions aasencr
effectiveness, reduce liability costs and bring reputational benefits h&fhwganizations choose to
report or not, information thaiffeds environment and communities has become more easily
availablewith globalization and new communication methods.

Sustainability reporting started with private sector companies. Sustainability reporting is also
predominantly a developed country phenomenon. Sustainability, however, always hbnglaba
For instance, the transparency of supply chains and responsible business, suetiE®reseial
and environmental concerns, should also benefit less developed countries.

Increasingly public sectarganizations are also interested in analyzing their role in the wider
context of sustainability. In some countriegstainability informatiomas been included in public
sector national accounts, sustainable development strategies and imgesihasss of policies or
laws, for instance. Besides these, sustainability can be reported on an orgahizagbia@cusing
on the sustainability implications of its awts. For example, statewvned companielsave adopted
sustainability reporting principles and governments have produced guidance @u¢hdénsome
cases it has been municipalities that have been forerunners in adopting susyaiepbiting in
the public sector. Some early examples also show how public sector organizationgatethevsl,
such as ministries and agencies, are beginning to report on their sustainaliditypece.

It has been suggested that Supreme Audit Institutions (SAlshake some important

contributions to sustainability reporting. Firstly, a SAI could be one of theseipatjans that want

to start to pay attention to their impact on sustainability, for example by making a strategic decision
to include sustainability itheir office policy. And secondly, a SAI, as an external government audit
institution, might have a larger role in assessing sustainability reporting practices and thus
extending the role that SAls currently play in providing financial assuranceeass. Many
sustainability reporting elements, such as the stakeholder perspective@oges participation,

have a direct link to good governance and transparency. Furthermore, as sustainkdgendave

pays attention to intergenerational aspects and casl@nvironmental, social and economic
perspectives, reporting about these issues can improve governance problafredidentany

audits and increase the efficiency and effectiveness of public sector finances.

®INTOSAI (2012).
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1.2. Purpose of the paper

The International Gngress of Supreme Audit Institutions (INCOSAI) that was held in 2011
highlighted the importance of sustainability. According to the Johannesburg Acgaidsshould
among other things encourage developments in sustainable development reportingh®ne of
INTOSAI recommendations was to encourage the Working Group on Environmental Auditing
(WGEA) to promote and actively participate in the development of sustainabpibytmg
frameworks for the public sector and develop guidance on how to audit su$itgirgorts. This
research paper is the first step in scrutinizing sustainability regdrom the viewpoint of SAIs,
but it does not give any guidance on auditing sustainability reports. This mightdpeta ke taken
later, as this paper probably needs to be updated since the reporting field is in continuous
development.

The purpose of this research paper is to produce analyzed information about susyaiepbiting
for the needs of public sector auditors. A special target group is auditors working wit
environmental and sustainability issues. The aim is to outline sustainabilityimgmevelopments
and some reporting frameworks, as well as to introduce questions related to thecasstir
sustainability reports. The paper presents secasa studies that will illustratbe various aspects
of sustainability reporting to the readers.

In this paper, public sector refers broadly to governraggdanizations at different levels (central
government, regional government and local governnaantyell as various sectors and statened
companies. Mnyof the referencgeto sustainability reportingomefrom the private sector simply
because to datbere is littleexperience in the public sector on the issue. This paper, however,
recognizes andiscusses the differences between private and public sector organizatiosis and i
written for public sector readers and with public sector practices in mind. dtegréife literature
from public sector reporting has been stressed although it is not asiextes that dealing with
private sector reporting.

The scope of the paper is on the reporting of organizations. It thus does not deal with national
sustainability strategies or national accounting practices. It also excludes issues with the financial
sustainability of public finances. There has, however, been a new wave osintesastainability
reporting after the financial crises started in 2008, as there have been calls for wideremagspar
better longterm considerationsnd highlighting systemic risk§ Further, sustainabilityeporting

has been seen asiseful tool to potentially migrating boglobal financial crises as well as
sustainability crises that the world faceBhe financial crisis has brought stronger demands for
more transparary and for new and more effective forms of accountability.

® Hopwood et al (2010).
"GRI et al (2010).
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2. Nature of sustainability information

In this section, theaper describes the specific nature of sustainability informatabnding
financial and norfinancial elementdt also presents sustainability indicators as concrete tools in
measuring sustainability performance.

Sustainability information includes both financial and fieancial information. Financial
information has a direct link with the financadcounting system, is expressed in monetary units
and can be measured in this sense exactly-fidancial information means that it is not presented
in monetary terms and is not based on an accounting stahttaréinancial information can be
both quantitative, sicastons (or units) greenhouse gas, or qualitative, such as governance
processes, the reputation of an organization or the organization’s impact onetlod Istadliversity.
What makes non-financial information more difficult to handle compared to falanformation is
that there often are no generally accepted principles for the collectiors @ffdrimation and there
is considerable diversity in the data required. . It is often the case that dnmsatibn is qualitative
and can be difficult to nasure and accesEhese difficulties should not limit the use of non-
financial information since this kind of information might be very relet@amformation users,
whether citizens, investors or society at latge.

A Dutch project has defined ndimancial information in the public sector as information that
comprises all quantitative and qualitative data on the policy pursued, the businassmpand
results of this policy in the form of output or outcome, without direct link with a financial
regidration system. As noted aboweistainability informatioms not solely norfinancial
information. Sustainability information may include financial informat@lthoughsustainability
reporting practices show only little use of metary values inlisclosures. Sustainability
information, however, always includes some fioancial elements®

For instance, an organization can measure and present information related to emeaggisd f

terms referring to expenditure on energy. In fiaancial erms it could be about carbon dioxide
emissions where the distinction between energy gained from renewable ammhewable sources

also makes a difference (Figure 1). Some of the environmental factors are quite easily converted
into financial terms. Otr indicators, for example attention to biodiversity and ecosystem services,
might have consequences that are less easy to calculate in monetary terms. The same is often the
case with social issues that could range from employee satisfaction to the nfimberen or

ethnic minorities in management positions, which are difficult and often unngcessam into

financial figures. It doesn’t, however, mean that they would be less important.

8 NIVRA (2008).
° Guthrie & Farneti (2008).
ONIVRA (2008).
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[ |energy waste water procurements
financial expenditure on disposal costs water bills price of purchases
transportation /
heating
non -financial CO, tons (per person) waste in tons / water consumption share of eco -labeled
number of collections (cubic meters) and fair -trade products

/ recycled waste

Figure 1: Examples of financial and non-financial environmental information

Unlike private sector companies, the main purpose of the public sector is not égpcodiat but

rather to produce public services and improve the wellbeitigeafation. Therefore, developing
non<inancial information and reporting about that seems an especially natural area for public sector
organizations. One example of nbmancial information is performance indicators that are used as

a tool to measure success compared to strategic goals, such as the satisfaction rate of customers or
the duration and quality of certain processes. As many public sector organias¢ionanaged with
performancebased governance principles, the measurement of sucinaoctal data nght

already be a familiar practice.

Many organizations already hold data on sustainability issuesaamnfibr examplegasily identify
the amount of office paper that they use annualtheir annual waste disposal costs. In addition,
many agencies deict customer or employee satisfaction data or classify industrial accidents.
Sustainability reporting means that this data is presented in a systematic way so that it can be
compared and progress concerning the selected target measured.

As a consequencéor sustainability to be measurable and reportable it needs to be turned into some
chosen performance indicators. For sustainability reporting to be meanihgaéds to be

connected to the strategy of an organization. Therefore, the indicator®eecktevant for the
organization. There is a risk that the indicators chosen will not be the best possi&tiones

reference to sustainability. For example, the amount of recycled veadtebe less important
comparedo the question of how much the organization was able to reduce the creation of waste in
the first place. In addition, it is important to remember that sustainability information is not only
about minimizing (e.g. emissions) and preventing negative issues (e.g. accigergs ha

environmetal or social implications). It is also about enhancing positive impacts, such as
innovation of more sustainable products or production methods, or innovating new services.

3. Development of sustainability reporting

Next, the paper introduces the development of sustainability reporting since 198@scribes the
evolvement of reporting from environmental reports to reports covering alsoissuigas well
as thedifferent reporting framewoskand their initiators
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Sustainability reportig can beput into a continuum of developments since the 1980s (Figlte 2)
In the late 1980s the first voluntary environmental reports were published. Compdhies
environmentally sensitive operations, especially large polluters, startidelop susinability
reporting. This was done partly as a response to pressure from non-governmenizhiooga

which criticizedthe power of multinational companies. This indicates the importance of
sustainability reporting as a tool in stakeholder communicatimhbusiness reputation. At the same
time, the development of voluntary codes of environmental conduct and eco-auditing led to the
development of environmental management systems (EMS) and the creation ofistaswdtdr as
ISO14000 standard series. ISO 14 001 standahdch provides requirements for environmental
management systemwas first launched in 1996.

Carperate Social Responsibility, Cannected Reporting
Triple Bottom Line Reporting Integrated Reporting
Enviranmental Reporting
o - - L O >
1985 1990 1995 2000 2005 2010
10 14 001 standard 150 26 000 standard IIRC founded
UN Global Compact
GRI founded

Figure 2. Developments in sustainability reporting.

Since the mid 1990s, sustainability reporting has developed in various directions. Gamytni
socially sensitive operations started to develop corporate social respon&&iR) reporting,

which had some roots in earlier decadesl even centuries with referenceptolanthropy. The
European Commission, for iastce, currently defines CSR simply as “the responsibility of
enterprises for their impacts on sociéfy'One of the drivers of CSR reporting was concerns about
labor conditions in supply chains that were becoming more complex at the saras tinmaan

rights and the use of child labor for instance had become a concern for consumers.

Sustainability reporntig developmentfiave takerifferent forms one of them being triple bottom
line (TBL) reporting, where the three dimensions are social, economic amdrengntal, or
people, planet and profif. At the same time, global organizations supporting sustdityabi
reporting were founded. One of them is the Global Reporting Initiative (GRighvinas developed
a sustainability reporting framewotkln addition, there are countspecific initiatives, such as

1 Ball (2004), Kolk (2011).

2 Eyropean Commission (2011).
13 Elkington (1997).

4 www.globalreporting.org
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Connected Reporting developed in the'€Kvhich aims to provide a new approach to corporate
reporting and improve annual reports and accounts.

Social emphasizes of sustainability are well present in the UN’s Global Compact, which was
launched at the turn of the millenniufhlt encourages businesses worldwide to adopt sustainable
and socially responsible policies and to report on their implementation. It catesrdn the areas

of human rights, labor, environment and anti-corruption. The OECD also has Guidelines for
Multinational Enterprises that are recommendations by governments providing voluimaryles

for responsible business conddtOne exampl®f changing concerns is that the 2000 update of

the Guidelines added recommendations on the elimination of child labor and forced labor and new
chapters on combating corruption and consumer protection, whereas the 2011 update contained a
new chapter on human righs Also the attention paid to climate change issues is now more
pronounced.

Another indication of the development was that ISO 26 000 guidance for social resjipngisil
launched in 2004. It is a voluntary guidance and not used as a certification staralanghiiar way

as the ISO 1400 standards are used. According to the ISO 26 000, the objectiveabf soci
responsibility is to contribute to sustainable development. Social responsibslitigeharganization

as its focus and concerns its responsibilities to society and the environmeoordsebjects of

social responsibility according to the standard are issues related tazatgaral governance,

human rights, labor practices, environment, fair operating practices, conssues, and

community involvement and development. The Standard, however, notes that as society'ssconcer
change, its expectatisrof organizations also change, and therefore the elements of social
responsibility are liable to chande.

The first reports labeled as “sustainability reports” were mostly single issue radrfiscused on
environmental performance. The reason for this was in part the high priority gigamitonmental
concerns and partly the difficulty in grasping the multidimensional concegistdinability. Since

the turn of the millennium, the amount of more holistic sustainability reports has increased while
the share of environmental reports has decreds€den so, in many cases sustainability reporting
practices are focusing largely on environmental issues anrdfficiency?* In addition, there are
reporting practices that choose a specific issue for regoecently, the growing concern about
climate change has made carbon reporting more popular. One example is the Carbon Disclosure
Project, which has encouraged companies and cities around the world to medgiiselase their
greenhouse gas emissioolmate change risks and water stratedfes.

So far, sustainability reporting has been realized in a number of ways. Thstanal@one reports
which can be published annually or biannually. Alternatively, sustainability negp@an happen

15 www.accountingforsustainability.org

16 www.unglobalcompact.org/AboutTheGC/

I www.oecd.org/dataoecd/56/36/1922428.pdf
18 OECD (2011).

191S0 26000 (2004).

2 Kolk (2011).

2L ACCA (2010), Ball (2004).

2 \www.cdproject.net
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via a suiteof reports and published also in lme formats. Although currently it is most common
for organizations to publish environmental and social information in separate repoesyrénalso
approaches that combine them with the annual financial répbhis is reflected in the most recent
and forceful development in the reporting field, the initiative of the Intennaitintegrated
Reporting Council (IIRC) which is promoting the developmentwas®lof an integrated reporting
framework?*

On the one hand, various developmentscate that there is a demand for sustainability reporting.
This need has been expressed through many stakeholders who are developing sugtainabilit
reporting frameworks. On the other hand, the variety of concepts, frameworksascastcaused
some confusion about concepts and even competition between developers of reporéwgifikam
In this project, sustainability reporting isused as an overall concept referring to attemptsto
report on environmental and sustainability issues either in a separatereport or integrated to

the annual financial report.

4. Reporting motivations

GRI defines sustainability reportirag a practice of measuring, disclosing and being accountable to
internal and external stakeholders for organizational performance towards the goal of sastainabl
developmerft. This reflects that as most of sustainability reporting is done on a volunsisy ba
there are somieportantinternal and external drers for reporting. This chapterals with those
motivationsbothin the privateand public sector organizations.

In the private sector, external reasons deal mostly with stakeholder corattamand providing
transparency on risks, opportunities and performance, as well as establishingrus
stakeholders. The management of reputation is also an important motivation. Thus it isise surpr
that the majority of the reporters are large compaameisfirms operating in polluting sectors.
Traditionally active reporters have come from sectors such as chemicals and pharmaceuticals,
computers and electronics, automobiles, utilities, and oil ané@se indication of investment
perspective is the cagion of socially responsible investment tools, such as Dow Jones
Sustainability Index that tracks the stock performance of companies indeaosnomic,
environmental and social criteria.

Internal reasons for adopting sustainability reporting usually deal with inmgrovganizations’
performance. Reporting processes can help increase the quality of imdorrbath by generating
additional information that was not previously available and by improving the qualitystihg

data. Sustainability reporting helps to gather and organize this information amdémpr

management systems and the quality of management information. Paying attention to sustainability
can also help to create new innovations and safeguard sustainable growth in tha.[dohgrebre,

B Eggles & Krzus (2010).
2 \www.theiirc.org

® GRI (2011).

% Kolk (2011).
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the process of producing a sustainability reporting can be a very valuable exercise and, &r intern
stakeholders, it can be more informative than the report itself.

Sustainability reporting can also improve organizations’ ability to understahtdanage

sustainability related risks and help organizations better anticipate changing societtztmxze

The effective management of natural resources, for instance, affects current performance and the
failure to plan for the future may risk futureoppectsFurther, reportingan act as a tool for
leadership, increase employee satisfaction and make organizations attractive to employees.
Sustainability reporting can also improve the internal awareness of sustainability issues in the
organization. Thigll helpsorganizations toeach b#er decisions and can enhamaeg-term

financial prospects. Sustainability reporting can be a tool to attain costsaasngencourages an
organization to use natl resources more efficiently, improve procesgigficy and utilize
recoverable resourcé§For example, paying attention to energy consumption and possible
measures to reduce it in an organization can help to reduce energy bills and thus spesdifgg (C
Indirect savings can ocgubor instanceif the need to pay associated environmental taxes is reduced
or through reduced insurance cots.

CASE 1: Brazilian audit on the rational use of natural resources

The Brazilian Court of Audit (TCU) carried out an audit on the actions of the Federal Public
Administration in order to promote the rational and sustainable u se of natural reso urces,
especially electricity , water and paper. The audit evaluated the public organizations " support
to the rules of public purchases regarding sustainability criter ia.

The audit found out that the central government had not given clear direc tion to lead the
managers to adopt actions to promote the sustainable use o f natural resources. One of the
consequences is the large heterogeneity in the promotion of meas ures of efficiency and
sustainability in the federal public institutions and bodies. Th e adoption of actions with this
purpose is mainly a consequence of some managers’ in dividual efforts rather than a
government policy. Furthermore, it was noticed that these programs ar e not well structured
and are carried out in an ineffective way and available financial resources were not utilized
in promoting energy efficiency in public buildings.

In addition, the low level of institutionalization in the management o f sustainability was
noticed, and awareness -raising campaigns were not widely used. It was also verified that
73% of the researched public bodies do not perform sustain able public tenders. Finally, it
was noticed that there is a great potential for the sustainable use of n atural resources in the
federal sphere that has not been used.

The audit found that Public Administrations could potentially make an annual economic
saving of 20% in electric power, which ~ was equivalentto R$ 240 million (US$ 150 million) in
2009, and of 22% in water, which would represent R$ 67.5 million (U  S$ 42 million) per year .
Thus, with electric power and water alone there could be an annual economic saving of over
R$ 300 million (US$ 190 million) per year.

Although the above-mentioned reporting motivations are gathered from thes [m@cabr, they are
also relevant to public sector organizations. In particular, accountability andygeexhance play
a critical role in the public sector, and susaditity reporting can help to support these goals. As

271SO 14000 (2009).
2 Defra (2006).

10
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public agencies are responsible for properly managing public resourdasathiity reporting can
be one tool in increasing the transparency of the management of public funds &1d asse

When it canes to the public sector’s own sustainability performance, it is clear that public agencies
are important players and are increasingly required to report on a rangerohmental

sustainability indicator@Case2). They have a significant impact on economic activity and are
responsible for the stewardship and use of substantial amounts of natural resouneey. |

countries local authorities play an important role for example in service gedimdrlandduse

planning. As such,@nepublic sector organaions are large entities and significant employers.
Therefore, these operations can potentially have a large impact upon susaisabésThe

public sector might want to take into consideration sustainability issuesiiptbeurement
processesof example, and thus influence directly through public purchases.

CASE 2: Public Sector Environmental Management in Australia: Better Pra ctice Guide

Over recent years there has been an increasing focus on improvi ng the environmental
performance of public sector entities, including growing expectations from governm ents
and the community for more sustainable approaches to the delivery of goods and services.
These requirements are, however, fragmented and curren  tly based around individual areas,
such as ener gy efficiency or waste. The Australian National Audit Office has d eveloped a
better practice guide to help Australian public service entities to meet and improve their
environmental performance and reporting. 29

The guide, which was published in April 2012, has been developed within the context of the
Australian public sector’'s environmental management framework, which includes the
legislative, regulatory and policy requirements that cur rently apply to the office -based
operations. The guide focuses on six key operational a reas, comprising: energy;
Information and Communications Technology (ICT); waste; wate r; travel; and property
management. The guide provides practical implementation advi ce, case studies and
checklists, in addition to suggested performance i ndicators. To assist entities to comply
with a broad range of policy and reporting requirements, the guide also includes a reporting
calendar (see below ). Information presented in the guide complements existing guidan ce
material for meeting annual ecological sustainable developmen t reporting requirements and
for establishing an environmental management system. The guide a ims to assist public
sector entities to build their reporting capacity and bette r places entities to meet the
proposed introduction of sustainability reporting requiremen ts.

% The guide is available on ANAO’s websitgtp://www.anao.gov.au/Publications/Betfractice
Guides/20132012/PublieSectorEnvironmentaiManagement

11
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The public sector, however, also has roles beyond thiscas require private sector companies or
public agencies to report on their sustainability performad€earticularinterest for the public

sector are motivations related to moral and ethical reasons. In the privatethectsrabout

lowering the reputational risk and attaining positive publicity. But public secg@amnizations are

also expected to act transpargrsib that they can be trusted. This is linked to the public sector’
responsibilities fosafeguarding the common good or public interest. In some countries, the public
sector has also been seen as a role model in sustainability repGes®3) One ofenrmentioned
motivation is to enhance internal participation as well as external publicipation, thus possibly
leading to better staff satisfaction and citizen trust.

CASE 3: Swedish state -owned companies and sustainability reporting

In Sweden, there are 58 totally or partly state -owned companies , of which , three are listed
companies. In 2007 , the Swedish government decided , as part of an active ownership

policy , that state -owned companies should present a sustainability report, i n addition to an
annual review, in accordance with Global Reporting Initiative (GRI) guidelines.

The objective is to create greater transparency with regard to how s tate-owned companies

handle issues relating to social and environmental responsi bility, while a further purpose is
to accelerate changes in the companies’ sustainability activities. The idea is that state -
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owned companies should act as a role model when it comes to the en vironmental and
social responsibility of organizations.

A sustainability report can be a separate document or integrated to the annual report. In
2010, 92 % of the state -owned companies published a sustainability report. The share of
sustainability reports from the 100 largest listed companies was, however, only 30 %
Sustainability reports need to be quality  -controlled by an independent auditor. Private
auditing companies perform this task, although without any official "quality -label". In 2010,
94 % of sustainability reports were  quality -checked.

According to a study published in 2010, the introduction of the new o wnership policy
affected the companies to a varying degree. The companies that lacked previous experience

of sustainability reporting have gone through a more extensive pr ocess of change than
those that were already submitting sustainability reports. The r esults show that the policy
improved procedures for reporting on sustainability issues but did not bring far -reaching
changes in sustainability activities in practice. The Swedis h case indicates that reporting on
sustainability issu es seems in the first instance to strengthen and improve the reporting
processes, whereas the next step, i.e. changes in practice, is a greater one. %0

5. Reporting Frameworks

As sustainability reporting has become more common, various reporting foaksdvave been
developed. The next section of this paper presents in more detail two of the moguaede|
reporting frameworkshe Global Reporting Initiative (GRI) and the émhational Integrated
Reporting Council (IIRC). Special attention will be paid to the GRI Public Seafmpl&mnent, as

this is one of the few guidané@meworks createfbr public sector organizations. Also an example
of a countryspecific reporting frameork will be presented.

5.1. Global Reporting Framework

Founded in 1997, one of the main developers of sustainability reporting has been the Global
Reporting Initiative (GRI), which is currently the most widely adopted swidity reporting
framework Its mission is to make sustainability reporting standard practice by provididgrga
and support to organizations. GRI's reporting frameworks are developed witle m@chdr
business in mind. GRI, however, emphasizes that public sector organizati@hsocase the same
reporting principles. The GRI reporting framework provitlesibility to the reporters so that they
can connect reporting to their strategic targets and sustainability impacts.

% Borglund et al (2010).
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GRI published the third version of Guidelines (G3) in 2006. In 2001, the Guidelines were updated
to G 3.1 expanding guidance on local community aspects, human rights and’jdimeer.
guidelines cover both aspects of how to report and what should be reported.

The first part of the Guidance deals with report congisuring the quality of reported information
and setting the report boundary. Principles of materiality, stakeholder weastess, sustainability
context and completeness provide help with defining report content. The quality oédeport
information can be ensured with the principles of balance, comparability, agdimealiness,
reliability and clarity.

Second part of the report deals with standard disclosures that should be inclsukgdinability
reports. This is divided to three type of discl@sur

- Disclosure on strategy and profile setting the overall context for undeirsgan
organizational performance;

- Management approach covering how an organization provides context for understanding
performance in a specific area;

- Performance indicatodealing with comparable information on the economic,
environmental and social performance of the organization.

Performance indicators actassified as core and additional indicat@sere indicators are
identified to be of interest to most stakeholderd assumed to be material, whereas additional
indicators represent emerging practice or address topics that may be material togsonzaitions
but not generally for a majority.

Economic performance indicators illustrate the flow of capital amongsteatiffetakeholders and
the major economic impacts of the organization throughout society. Environmentaiarslica
reflect the inputs, outputs and modes of impact an organization has on the environment. Social
indicators are divided into four subgroups. First, labor practices and decent workonsdites|

with fair globalization, which aims to achieve both economic growth and equotyghra
combination of social and economic goals. Second, society performance indoatsren the
impacts organizations have on the communities in which they operate, and how the oogésizati
interactions with other social institutions are managed and mediated. Thirdj highta
performance indicators deal with the impacts and activities an organization has on the civil
political, economic, social and cultural human rights of its stakeholders. Ang fipadduct
responsibility indicators address the effects of products and services managaroustomers and
usersA detailed list of GRI indicators is provided in taenex.

31 hitps://www.globalreporting.org/resourcelibrary/G&dstainabilityReportingGuidelines.pdf
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5.2.  GRI Public Sector Supplement

In 2005, GRI published a pilot version of the sector supplement for public agencies based on the
previous G2 guideline¥. It provides guidance on key aspects of sustainability performance
relevant to government agencies.

The supplement identified three different types of information thatgabgkncies can repoithe
broadest of them deals with macro-level information on the state of the environrsenieby,

which could be information that the state might report as part of annual reportingcone sype

of information deals witlexternal public policies and implementation measures of the agency that
relate to sustaable development and their performance. In other words, it deals with the agency’s
public policies for sustainable development, e.g. the process by which sustaivabdement

policies were prioritized, how related implementation measures were devedopdtyw progress

is being monitored and measured.

The third type of information is reporting on organizational performance, which capdrted
through the use of performance indicators. This type of information illustrates Hrezaripn’s
internal licies and their role as a consumer and employer.

Compared to the general GRI guidelines, the Public Sector Supplement askzatiqyato
describe their relationship to other governments or public authorities and idemifis served by
the public sector (e.g. geographic jurisdiction or specific user group). In the pebtior,
stakeholders mean not only business partners, local authorities and NGOs, but alsabtithe
agencies, the general public and various interest groups. When it comegdedieance structure
of the organization, in the public sector it also includes relevant political anddefgoups and
appointed managers. In the stakeholder engagement public agencies should desaabeapadli
systems to promote access to informatby stakeholders.

In the Public Sector Supplement there are no new additions for environmental pec®rma
indicators compared to the general GRI Guidelines. When it comes to economic pezéorman
indicators, there are some commentaries and additinstly, there are financial inflows and
outflows from the organization, as public agencies collect public funds and lrdesthese to
deliver public goods and services. The indicators aim to identify how funds arangsgdorder to
see where an agency'’s direct and indirect impacts are likely to be greatest. Part of the public
sector’s financial resources are transferred to other parties. The second area is procurement
practices and the manner in which the agency has incorporated environmentaiaraspects
into its decisions. Most public agencies have formal procurement policies tlesh gosignificant
portion of their expenditures. Therefore it is interesting how these policies siddstainability
issues.

With reference to social indica®) the Public Sector Supplement has some commentaries and one
new indicator. When it comes to “product information and labeling”, for instance, puttlc se
agencies should identify the service quality standards applied as weleasdgpgcription ahe

%2 GRI (2005.
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guality assurance systems and procedures. The new social indicator deatkniikteative
efficiency. It describes the results of assessments of the efficiency and effestvksewvices
provided by the public agency, including the actions takerthieve improvements in service
delivery. That is an important point but could as well be included in to the economic indicators

5.3. The Public Sector Supplement in practice

In an assessment made by GRI in 2009, only 57 public sector agencies hsloepubIGRI

report> According to the assessment, public sector reports varied considerably andostiye m
descriptive with little quantitative performance data. This makes it difficult to compare performance
over time and between public agencies. Less than half of the public sector seipaxitessed the

Public Sector Supplement.

A literature reviewcarried out by GRI on the Public Sector Supplements showed that some of the
GRI indicators and the wording of the guidelines were considered not appladéepublic

sector. It was, for instance, unclear whether the term ‘public agency’ ingodesnment-owned
enterprises. The supplement was criticized for being too generic and nog pegntion to the

many organizational forms in the public sector, and not including enough spetufic variables.

Thus, the use of the supplement was fragmented and those that used the supplement chdse to repo
only some of the indicators.

The weaker role of the public sector in sustainability reporting theoryratige is natural, since
sustainability reporting has been developed for the private sector’'s neadmahilty has become
at least for some businesses an important part of competitiveness. As the ptinlideses not act
in such a competitive environment, its needs are different. It could rather Heetpabtic sector is
more multifaceted as it can, besides its own sustainability work, also demand sustainability
reporting from the private sector via procurements or legislation. Forpdgapnivde sector
operators often provide some public services, and this is where the public sectdivean ac
demand certain sustainability principles to be fulfilled. Therefore, #medworks developed for
private companies do not necessarily catch easithalpublic sectospecific features.

Furthermore, it is important to notice thiere are debates that criticize the application of private
sector reporting to the public sector. Public sector organizations have beed agiuadamentally
differentfrom private sector companies and public sector reporting should be advanced in a
different way from current thinking in the private sector. While the privat®ises driven by
financial return, the public sector is driven by well-being and services and thetimowf the
common good. The public sector is more linked to a geographical area, i.e. a countrgroorregi
municipality, while the private sector is more interested in a specific sapplg. Governments

% GRI (2009, Guthrie & Farneti (2008).
% GRI (2010).
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also bear a certain responsibility fbe private sector organizations operating in their area and
influencing the state of the environment and sociéty.

At the time of writing this report, the next version of the GRI guidelines (G4 unaesr

development. Priorities in the development of&te the improvement of usérendliness,

technical quality, alignment with other international disclosure standards, identifying the material
content to be included in sustainability reports, and offering guidance on how tiodink t
sustainability repding process to the preparation of integrated reporting promoted by the IIRC. At
the same time GRI was also exploring how to do sector-related work, for m$bampuiblic sector

needs in the future.REre are no other global initiatives dedicated esfhgtapublic sector

reporting. Despite the lack of proper frameworks, alongside the development tihgepoactices

in the private sector, it is likely that sustainability reporting will become more common in the public
sector.

While the GRI Reportingsuidelines are at the moment the most widely spread reporting
framework, a new global initiative on integrated reporting takes a styeflauggesting that
sustainability issues should not be dealt separately from annual finanegs, ibst instead ian
integrated report. The focus of this initiative is on reporting of large companid the needs of
their investors. Nonetheless, it is also interesting from the public sector perspective, as it might
indicate some future directions at least whenmes to the reporting of public sector-owned
companies.

5.4. A move towards integrated reporting

The International Integrated Reporting Committee (IIRC) is a joint initiative by organizations
supporting sustainability reporting, including GRI. It aims to develispraework for reporting

financial, environmental, social and governance information in an integrated.f@imedounding

of the IIRC in 2010 can also be seen as a way to tackle the confusion that severalt@mganiza

acting in the field have caused. Some countries such as South Africa have ttreiatewn

subcommittees that aim to ensure that local guidance is in line with international guidance issued by
the IIRC (Casd).

CASE 4: Integrated reporting in South Africa's listed companies

In South Africa, a committee led by Professor Mervyn E. King h as developed South Africa’s
corporate governance. In 1994, the first King Code developed a n inclusive approach to
governance, taking into account the stakeholders’ interests in the decision -making process.
In 2002 the code was rewritten and sustainability reporting was e mphasized. The third King
Code, which was introduced in 2009, requires that companies lis ted on the Johannesburg
Stock Exchange issue an integrated report, or to explain why the y are not doing so. This
means that statutory financial information and sustainability infor mation need to be
presented in the integrated report and prepared annually.

% ACCA (2010), Ball (2004), Ball & Grubnic (2010), Fawcett (2011).
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King Code Il defines integrated reporting as a holistic and integ rated representation of the
company's performance in terms of both finance and sustainability . An integrated report
should have sufficient information to record how the company has bo th positively and
negatively impacted on the community in which it operated during th e year under review,
often categorized as environmental, social and governance (ESG ) issues. Further, it should
report how the company believes that in the coming year it can impro ve the positive

impacts and eradicate or ameliorate the negative aspects.

King Code Ill recommends that the sustainability reporting and disclosure should be
independently assured. The discussion paper released by the | ntegrated Reporting
Committee of South Africa points out that developing the ideal integrate d report will be a
journey for many organizations and so will the extent and level of a ssurance. With time
material environmental, social, financial, economic, and governance issues coul d be
covered with reasonable assurance.

Much of the motivation for integrated reportiogmes from the shortfalls of current financial
reporting in the private sector. According to the IIRC, traditional reportasyareated for the
industrial world and it focuses relatively narrowly on historical financidbpeance and is
compliance drien. As reports focus on financial and manufacturing capital they fail to take int
account other forms of capital including natural capital as well as intellectual, human and social
capital. These issues might be presented in corporate responsibility repostsarreental reports
but are practices separate from a company’s accounts and often not integratedrness Istiategy
decisions.

The core objective of the integrated reporting framework is to guide organzan
communicating in a clear amwnsistent way about a broader range of information that investors
and stakeholders need, which in turn help them to make decisions. Integrated repdstfog cal
rethinking what information is needed to provide a clear, concise picture of panicegmmpacts
and interdependencies. Thus, the IIRC does not call for more reporting, but Ipettengan a
single report. Other communication can be added to the core communication, e.g. Iman on-
format.

The goal of the IIRC is to create a new global standard for integrated ngpbet could help
business by unifying the requirements that at the moment differ from caartoynty. In 2011
thellRC published a discussion paper that considers the rationale behind the move towards
integrated reporting and offers a proposal for the development of the new refrartiegvork>®
Thediscussion paper points out benefits of integrated repodivegpf them being more effective
investment decisions and better Ialegm investment returns and more effective capital allocation.
The paper also lists reasons why governments might want to develop integuatédgeThese
include increasing transparency and gaining better information for pobdgers. As integrated
reporting supports better internal decision making and temg-behavior, it can augment economic
and market stability.

Integrated reportingras attractingnuch attention at thégme of writing this report. In 2011 the
lIRC launched a twayear pilot programto test the principles and practicalities of integrated

¥ IRC (2011).
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reporting. Many large organizations that are currently reporting aogptaithe GRI framework
anticipate that in thgears ahead they foresee a decrease in the relevance of sustainability reports
while at the same time an increase in the relevance of an integrated fapartlRC also

anticipates that integrated reporting will ultimately become the primary rigp@it organizations.

The focus of integrated reporting is on large companies and the needs of their inVastdiRC,
however, considers that if integrated reporting becomes more popular, it isdilspisetad to
mediumsized and even small companies &mel public sector.

But it is good to remember that not only the private and public sectors arerdjffarealso the

private sector is heterogeneous. Small and mediaed enterprises might interpret possible
mandatory sustainability reporting framew® as topdown pressure on thefResearch on global
reporting standardsuggests there has been sdraemonization in sustainability reporting across
companies from different countries, thus reducing the role of domestic instititi@mmsonization

is, however, stronger for some issues than for others. More harmonization has te&eém pla
community ancemployment issues, whereas rights issues and economic impact are reflecting more
domestic features than global standafus.

Taking into consideration the relatively rapid evolution in the sustainability reporting field, it is
advisable that SAIs keep an eye developments in the reporting field. Moreover, as the IIRC is
pushing for harmonization of reporting requirements, it might be wise that govesnasenell as
SAls are aware of the topical developments especially if reporting requirements are added to
legislation. In addition, integrated reporting addresses interestingansestiated to the assurance
of reports.

5.5. Country-specific initiatives

Frameworks for sustainability reporting can be developed watlparticular country. One example
of this isUK, where the Accounting for Sustainability Project developed the ConnectediRgpor
Framework for sustainability reporting, which encouraged both the private and gedibr to
produce a sustainability repdftThe framework suggests that reported information should explain
the connection between delivery of the business’s strategy and its financial dintbnora
performance. A number of private and public sector organizations now follow the Cahnecte
Reporting approach in their sustainability reporting. The UK’s Governmentdwapublished
reporting guidelines, and made it mandatory for central Government organizatifmgland to
produce a sustainability report and the governments in Scotland and Wales and widesegtdnlic
standard sette@e alsdollowing this lead(Caseb).

CASE 5: Sustainability reporting in the UK public sector

3" GRI (2012).
3 Fortanier (2011).
39 www.accountingforsustainability.org
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The Government has published guidelines on sustainability reporting for Central
Government Organi zations . and from the 2011 -12 financial year onwards, it will be
mandatory for UK and English o rganizations to include a sustainability report within their

Annual Report. The guidelines for reporting were developed in consultation with a number
of stakeholders, including the Accounting for Sustainability Project and the National Audit
Office. They follow many of the principles outlined in the Connecte d Reporting Framework,

such as requiring organi zations to report financial measures alongside each sustainability
key performance indicator.

The guidelines were first published in 2010, and the Governmen t encouraged organi zations
to produce a dry run sustainability report for 2010 -11, although it was not mandatory. The
Government used the findings from the dry run to modify and improve the guidelines, an d
published revised guidelines in 2011, ahead of the introductio n of mandatory reporting for
2011-12.

The reporting guidelines outline the minimum reporting requir ements, whic h all central

Government organi zations are required to follow, as well as providing examples of be st
practice and ways in which organi  zations may choose to report beyond what is mandatory.
The requirements are for organ izations to report an overview of sustainability performance

and future plans. They must report sustainability data, as well as related expenditure, for

their:

e Greenhouse gas emissions (and associated energy use);
e Waste minimisation and management; and
e Use of finite resources.

Organi zations are also required to provide commentary on how they are ma king their
procurement more sustainable, and, where it is relevant, pro gress against their biodiversity
strategy.

There is no requirement for  central Government bodies to have their sustainability reports
for 2011 -12 independently assured. The guidance encourages organi zations to implement
their own internal assurance arrangements, addressing the rec ording and reporting of data;

data quality assurance; the competence of relevant staff; and the intern al control and
validation of data. The Government is considering options for requ iring future assurance at
a later date.

One problem in sustainability policies in general, including sustainability reporting practices, has
been that they easilyecome very large in scope as more and more information is pumped into
reports. This can lead to a reporting burden for reporting organizations and disolesiwad for

report useré! One reason for this is that the full application of sustainabilitgebrganizational

level would require a thorough analysis of its impacts on ecosystems and comsnlmimbitious
practices the amount of information included in the report can become significamltérnative

could be to focus on some importarduss, where preferably the ecological, social and economic
aspects meet. Another possibility is to make a conscious decision to concentrate for instance on the
ecological dimension of sustainabili.key challenge is defining the scope and parametets tha

40

http://www.hm
treasury.gov.uk/frem_sustainability.htm#Public_Sector AnnualoRg Sustainability Reporting guidance for 2011

-12
“1 CIPFA (2010).
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the sustainability report will cover and striking a balance between depth apdet@msion of how
information is presented.

6. Assurance of sustainability reports

For sustainability reports to be credible, the reliability of the reports is importastisMhere
auditing and providing assurance to reports becomes important. This paper dealthnext wi
assurance of sustainability reports, presents the most common assurancdsstarttldiscusses the
early experiences as well as challenges relatecstoasce.

The relevance and reliability of sustainability information is closely linked to the credibility of
sustainability reportsAssurance can also be seen a central element in holding important economic
entitiesaccountable to their stakeholdéfAssurance othe reliability of sustainability information

can be provided by an external auditor. In contrast to financial reports, whengremeant, control

systems and standards are sophisticated and assurance processes are well established, the assuranc
of sustainability reports is still developing and mostly voluntary. A particular challenge is that the
conventional accounting profession is often not able to deal with all sustainaifdityation and

the interdependence of social, environmental and economic issues, nor do accouhtiag met

support this kind of approaéf.

In some industry sectohe& assurance of sustainability reports started to increase in the mal to lat
1990s. Nowadays, leading sustainability reporters have their reports assureajdrity of

statements restrict themselves to assurance on specific information of data sets, as fewss cover t
full corporate report. Formal assurance of sustainability reports is viesvedjeneral trend as

reporting practices become more mature. For example, GRI encourages external report assurance
and has identified key qualities for external assurance, such as using indepediters that are
competent in the subject matter and assurance practices. In practice, baéissigdihents and
assurance statements vary a lot, as do sustainability réports.

6.1. Assurance standards

There is, so far, no generally accepted standard for assurance on sugyaigpbits. Some
countries have created their own standards (6adaternationally, mangccountants use ISAE
3000" (standard on assurance engagements other than audits or reviews of histaricilfi
information) when undertaking assurance assignments on social responsibilityamragulgy
reports. ISAE 3000, published in 200&s ber written for professional accountants in public
practice. It has two levels of assurance, limited and reasor@bfar, the ISAE 3000 standard is
more commonly in use.

“20’Dwyer & Owen (2005).

“3 ACCA (2010).

“Deegan et al (2009), CIPFA (2010), CPA Australia (2004), Kolk (2004), Owen (2010).
> Created by International Auditing and Assurance Standards BoaASHA
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Another standard, the AA1000 assurance starfdaublished in 2003, provides a maecific
framework for sustainability assurance and it is also used by non-acceuA@h000 provides
findings and conclusions on the current status of an organization’s sustainabibtynaerée and
provides recommendations to encourage continuous improvement. It is not a certiitatidard
which leads to pass or fail, but rather is designed to be used by organizationsentdstizges.

AA1000 assurance has also two levels. In the “type 1 assurance” the assurance provider evaluates
the nature ash extent of the organization’s adherence to the three principles of participation of
stakeholders, materiality, and responsiveness. This provides limited assaated to the way an
organization manages sustainability performance, and how it comnasiba in a sustainability

report. “Type 2 assurance” also evaluates the reliability of specified sustainabilityperéar
information. This information is selected based on the materiality determination and needs to be
meaningful to the intended us@rfsthe assurance statement.

The comparison shows that ISAE 3000 provides rigorous procedural guidance for ungemakin
assurance engagemeim AA1000 the emphasis lies on the relevance of the reported information
for stakeholders. AA1000 goes furtlikat ISAE 3000n requiring that stakeholders are involved in
determining the subject matter as well as suitable criteria for the report and the assurance
engagemerit’

There are also other possibilities to provide assurance. In the GRI systesroarseeldeclare the
extent to which the guidelines have been used in their sustainability repepbasng

organizations are asked to indicate how they have used the guidelines and indicatbis. Fo
purpose GRI has created an application-level check. Level C is intended yelegatreporting
organizations, level B for intermediate reporters and level A for advancedersp@ifferent levels
have different requirenmés for the number of key performance indicators that need to be reported,
for instance. In addition a “+” can be added if the report has been externally assured.

Furthermore, stakeholder panels can be used where key stakeholders are invotiralbgua and
assurance assesses processes aiming at making sure reporting covers areas consideredncthportant
material to users of the report. While such assurance does not deal withti@nitcéahe data, it

assists with ensuring key aspects or areas are not left out of the*feffiustcan be a particular

strength taking into consideration the flexibility of sustainability reporting frameworks. Higxibi

might increase the temptation for reportersherrypick performance indicatot$andleave some
essatial information out of the report in order to make it look better (so called “greséinved). A

more challenging task is to verify whether organizations really implement things they report.

CASE 6: Dutch assurance standard relating to sustainability reports

The Netherlands accountant organization has published a stand ard 3410N for assurance
engagements relating to sustainability reports. It applies to as surance engagements aiming
to reasonable assurance (an audit engagement), and those whose ob jective is to obtain
limited assurance (a review engagement), as well as hybrids of these two types. The

“ Created by AcountAbility.

7 AccountAbility & KPMG (2005).
“8 CIPFA (2010).

9 Guthrie & Farneti (2008).

22



DRAFT 15.6.2012

standard is used in the assurance of private sector reports, but so far not in government
organizations.

The standard points out thatt he knowledge, experie nce and skills required for the
examination of a sustainability report often require multidiscipl inary teamwork. As the
choices of the reporting organization concerning the content of a sus tainability report are
more important than those in traditional reporting, the auditor nee ds to pay special attention
to the consistency of these choices made by the reporting organizatio n. It can make
financial sense to omit certain topics from the audit. The engageme nt is subject to more
professional and financial limitations, which requires their cl ear explanation in the
assurance report. As relatively more information is qualitative, more emp hasis will be
needed for interviews, the assessment of the integrity of the company o fficers responsible
for the information, and the assessment of compliance with codes of conduct. %0

6.2. Experiences on assurance and future prospects

To date, external assurance of sustainability reports is mainly a targeoy phenomenon. Around
half of the world's 250 biggest companies Bathe form of third party commentary on their
sustainability reports, while 40 % utilized formal assurance statemgatsihdependent professional
assurance providelt.is likely that the verification of sustainability data will become more common,
althaugh there are also companies that have stopped the verification they had don# earlier.

Among sectors financial services and oil and gas predominate. A study on thst giggel

companies shows that the highest number of verified sustainability reporésbesides traditional
environmentally sensitive manufacturing industries also from the banking ananiosisector?

Other studies have found out that assurance statements vary a lot form theirarwhtgpes of
assuranceht majorityrestricing themselves to assurance on specific information or data sets, and
fewer cover the full corporate sustainability repdrssurance providers are usually major
accounting companies, the remainder being largely specialist consultdrégsanea of environnme

and sustainabilitySome research suggest a shift away from large accoutingtromsultants
specialized in sustainbility mattet$ Assurance statements yawhich limitsthe scope to compare
them?®

An IIRC discussion paper on integrated reporting also deals with assurastagedtthat if an
integrated report is an organization’s primary report, investors and othdrdtides will want that
report to be subject to independent assurance. Moreover, the discussion paper notee that s
information in an integrated report may be more difficult to assure than infomdhsiclosed under
traditional financial reporting frameworks. According to the 1IRC this will require the development
of new techniques, standards and reporting mechanisms to support the assurapgetddnt

reports.

O NIVRA (2007).

1 |FC & World Resource Institute (2009), IIRC (2011), Kolk (2011).
*2Kolk & Perego (2010).

3 Deegan et al (2006).

*|FC & World Resource Institute (2009), IIRC (2011), Kolk (2011).
*Kolk & Perego (2010).
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If integrated reporting were to become more common, it would mean that organizatiounes!
financial reports would increasingly contain sustainability information ameef this is non-
financial in nature. This is when auditors need to address to what extent the assuaditanofal
report in its integrated version covers the whole of the report, i.e. also the suktainédyimation.

While some see no specific issues that separate the public and private sectors when it comes to the
assurance of sustainability repottgithers point out some differences. SAls’ objective in financial
auditing compared to the private sector is wider and the user of aifihatatement audit report

looks at more extensive accountabilities than in the private sattibie public sector, what matters

more is information on policy, business operations and policy effects, which are efented in

the form of key figureand performance indicators.

If public sector organizations produce more sustainability reports, the quesiibetitser these

ought to be verified and by whom. Some ask whether public sector sustainability sdypaid be
given any assurance at all. sAgsance can be conducted on the reporting process and the quality of
information, but it has also been claimed that the larger public is the one who juddjessr e

policy effects were successful or ribt.

Whatever SAIs’ opinion about assurance of soatality reports, SAls can audit sustainability
reporting froma compliance and performance perspeciniehout diredly providingassurancero
reports. Some existing audit work on sustainability also offers perspeativeporting practices.
(Caser).

CASE 7: Audit work on sustainability in local authorities’ activities

The SAl of New Zealand, whose mandate also covers local authorities, has done some work
on the sustainability performance of local authorities based on statutor y requirements for
local authority plans and reports.  Every three years, local authorities in New Zealand are
required to prepare, in consultation with their communities, long term plans extending out

at least ten years o n their intended activities, including costs and how they will fund them.
These plans provide a long term focus for decision -making. The plans must take into
account environmental, economic, social, and cultural interests of their communities , as
well as the reasonably foreseeable needs of future generations. Local authorities then
report annually on progress in implementing their plans, including how their acti vities affect
economic, social, environmental and cultural interests in their distri cts. This can be seen as
a form of sustainability reporting.

The SAIl of New Zealand is required to audit these long  -term plans and annual reports . This
gives scope for the SAI to consider the extent to which local authorities are considering
sustainabilit y in their planning, reporting and activities, and to provide ass urance to
Parliament on this. The SAI of New Zealand reports on the results of th e audit of long term
plans every three years, and audits disclosures in annual reports o f the effect of local
authority activities on environmental, social, economic and ¢ ultural interests of

communities each year.

%% Holdsworth (2007).
>’ NIVRA (2008).
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The SAl's report on the 2009 long term plans contained a detailed analysis of how a samp le
of local authorities had addressed sustainability in their pla ns. The SAI noted that there was
considerable “sustainability” language in the 2009 plans, i ndicating that local authorities

were comfortable with the concept, but that there was room to improve:

e discussion on any trade -offs made in activities that affect  social, environmental,
cultural and economic interests;

e being explicit about how the local authority’s activities are mai ntaining and
enhancing the environment

e using performance management frameworks to measure the effect of activities
on social, economic, environmental and cultural interests; a nd

e describing any efforts to improve corporate sustainability.

The SAl also undertakes related work as part of annual audits and performance audits of
local authorities, including  reporting to Parliament each year on steps local authorities are
taking to manage and reduce their greenhouse gas emissions and undertaking performance

audits on sustainability topics such as  planning for future drinking water demand and
managing the effects of land use on freshwater quality.

7. Keys to successful reporting

Thisfinal sectionbefore discussionsums up the previous chaptersgrgsenting some of the basic
elements for good sustainability reporting.

According to research and practical experiences, there are some prerequisites for successful
reporting, which can act as obstacles for reporting if they are alidarirder to be meaningful,
sustainability reporting essentially needs to be embedded within the sti@ggtives of an

organization. It should be used as a practical tool for improving transparendyetioostiers and

improving performance. Leadership and executive commitment are oftendtitassalongside the
facilitation of bottoraup approaches. Understandable reporting language is also stressed, as well as
assurance, the need for appropriate key indicators, and using both qualitative and geatditati
Moreover, sustainability reporting requires some information gathering andaligtetion systems.

In some cases insufficient data or its quality might be a major challenge. Despite the broad nature of
the sustainability concept, many advise to keep repgptiactices simple.

Many of the issues mentioned above are present in the criteria of sustainability awards shhem
are promoting voluntary reporting activities. The motivation of setting updes@remes is to
promote sustainability reporting and improve the quality of reporting. As for coegpawards
provide an opportunity to present their activities and get positive publicity.

There are several awards schemes for sustainability reports, which are judged by different
stakeholders and expert grou@ase §resents somef the countryspecific andegional awards.

CASE 8: Sustainability awards in Finland, New Zealand and North America

%9 Ball (2004), Holdsworth (2007), Hopwood et al (2010), Fawcett (2011).
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In Finland, the annual sustainability reporting award has been running since 1996. In 2001
the focus shifted from environmental reporting to social responsi bility. Award concentrates
on the quality of reporting, but does not judge the responsibility of the business.

The annual awarding procedure gives a n insight into the trends in sustainability reporting.

For example, recent re sults in Finland show that integrated reporting combining annual
reporting and sustainability reporting has become more comm on as has the as surance of
reports. Materiality that is focusing on what is deemed important to the organization, as well
as dialogu e with stakeholders has improved. Climate issues have been amon g the most
reported issues, and energy efficiency is more common than mate rial efficiency. One area
that still needs development is responsible management practices. 60

In New Zealand, the Institute of Chartered Accountants issues annua lly an award for the
best sustainability report.  The criteria cover first, report content such as relevance and
materiality, stakeholder responsiveness and sustainabili ty context (50 %), second, report
quality (35 %) and third, company’s sustainability commitmen t and credibility (15 %).

For example, in 2009 the award was given to Watercare  Services, a council organization
owned by the Auckland City Council. The jury appreciated the in tegration of sustainability
questions into strategic management, continuous improvement, e xistence and
benchmarking or performance indicators, targets for future and al so improved presentation
of information including graphics. ot

The North American Awards for Sustainability Reporting is awa rded by CERES -ACCA.
Award criteria include completeness, which covers areas of materiality, stakeholder

inclusion, strategy and organizational context (40 %); credibility covering areas of

management process, stakeholder inclusion, governance, performance data, and assur ance
(35 %) and communication (25 %).

In 2009 the CERES -ACCA award was given to SAP, a software manufacturer, in the sub -
group “Commendation for Innovative Use of Web and Social Media”. The SAP report
included an interactive materiality matrix, which invited read ers to submit their own
materiality analysis for the company and view how the aggregate community fe edback
compares with the SAP’s own assessment. Jury thus appreciated involving interest groups
in assessing the company’s report. 6

Interestingly, a study on corporate reporting indicates that sustatiypa&gdorting not only increases
transparency but also changes corporate behaviour. Disclosure on environmeatansoci
governance information seems to force companies to manage these mattgvelgff@he study
suggests that if regulators want companies to perform better on sustainsduigy tehn mandatory
reporting could be an useful means to achieve this objettive.

80 http://www.ymparisto.fi/default.asp?contentid=19869
®http://www.nzica.com/sitecore/shell/Controls/Rich%20Text%20EditoedisdNZICA/Docs/About%20us/Awards%
20and%20scholarships/2010%20Leadership%20Awards/ARA09 judges_comnhents.as

82 http://www.cees.org/awards/reportirawards

8 lannou & Serafeim (2012).
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8. Discussion: Sustainability reporting and supreme audit community

This paper has introduced sustainability reporting developments and practiceneedaeaf
public sectorauditors. Reporting frameworks and practices are continuously developing and
therefore this paper camly provide an overview of the evolving issée. sustainability reporting
in the public sector is an emerging area, the topic most likely needs to be updated later.

Further development afustainability reportingeems inevitable. Just to name two examples, a UN
high-level panel on sustainability recommended in 2012 that mandatory sustainmapiitiing

should be considered for large corporati®has another example, the Federation of European
Accountants views that sustainability reporting will in the future be as established as financial
reporting is now.

Sustainability reporting has been so far globally a large private conpb@mpmenon in developed
countries. One future tendency is, however, that sustainability reportingpvahd to no®ECD
and especially emerging economies. As it has been so far developed cournthasdhzeen most
influential in the debate on international reportinghdeads, the shift to other countries might also
implicate some substantial changes in reporting practices. Other future trends foreseen are a
stronger role for the state in its regulatory role to ensure a minimum levectdgire, and the
gradual integration resulting in a combination of corporate governance, handisustainability
reporting into one integrated reporting format.

Sustainability reporting has many positive implications, as better reporting helps to increase the
quality of decision-making. In other words, good sustainability reporting botes to better
management and governandéthe same time reporting facilitates further improvements in
sustainability matters. It has large potential in raising environmental andl cmut@rns to the core
processes of organizations. Considering good governance, i.e. the transpanesittyitodns and
processes, sustainability reporting has much to offer for both the private andsechoics.
Sustainability reporting can thus hédpincrease the effectiveness of public sector governance.
Since, for example, environmental concerns and efficiency often go hand in hand, ig&as lar
prospects regarding cos&vings and increased efficiency.

Experiences from the private sectorsusainability reporting and assurance, and emerging
examples from public sector reporting, are interesting for public sectoomu8istainability
reporting and integrated reporting have spread in recent years in the pritateasel it seems
possiblethat similar development will take place in the public sector as Wedl role of assurance
is likely to be increasingly important if integrated reporting becomes more coriiimens when
SAls will face the question about their role regarding auditinggaving assurance to the reports.

At the same time there are organizations pushing for mandatory reporting@mneepiis Research
suggests that global standards and guidelines not only increase the leviinébilgy reporting

8 UN (2012).
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but also encourage the harmonization of repotbetgveendifferent countriesthereforeeducing

the role of domestic institutiorf It is useful ifSAls areaware of the developments in the reporting
field, whennational legislation is begin created or revised. On the one hand, it is important that any
new requirements are consistent with national policy requirements andtiegisan the other

hand, there would be many benefits if national frameworks and eagemts were at least to a

certain extent coherent with international developments. This would help to avoid oveglappi
arrangements and efficiency losses that could lead to frustrating practices. One important role of
SAls could therefore be influencing the process and assessing the $yitdibiie proposed

reporting frameworks. Altogether it is important that any new reportingsorasce requirements
address the specific nature of public sector organizations compared to privateheeswhere
INTOSAI could have a role as international standards are created.

What is also important is that reporting frameworks or requirements will not be too complicated and
reporting can be integrated into organizations’ normal management systenefofehét might be
advisable for SAlshateven while supporting reporting, considering that new requirements will not
overload public sector organizations. In the best case, sustainability reportidgumute

coherence to existing reporting practices and add value to society as a whole.

Measuring sustainability is not an easy task, and neither is the verification of sustainability
information. It seems obvious that traditional financial auditing is not capable of dealing with
sustainability information or progting assurancen sustainability reports.gsurance practice on
sustainability reportingnight require setting up teams of experts with different backgrounds.
Particularly important here are knowledgfeghe methods used in performance auditing and
environmental auditing3esides auditing guidelines and subject matter, it might be good if auditors
are knowledgeable also abdtststakeholder engagement proces8dsshould, however, be
emphasized that any atats’ difficulties in dealing with sustainability information should not be a
reason to prevent sustainability reporting.

As a consequence, SAls will likely need to build up capacity related to sudityreaiid addressing
sustainability issues in auditork. INTOSAI could have a role in providing some training and best
practices if new professional expectations for assurance work are em#érgirsgainability

reporting were to increase in the public sector and SAIs decided to audmabiditgireports, the
issue of providing guidance in this work would also become topical for INTOSAEA.

Some SAls might also consider developing their own sustainability repdrang, international
standards and frameworks, some of them presented in this paper, can give some tipslaridrmode
practical work. One of the strengths of sustainability reporting is linkdtetbuilding of

transparency and trust, and at the same time accountability, which are mhpothtafor individual
SAls as well as public st organizations as a whole.

% Fortanier et al (2011).
% Adams & Evans (2004).

28



DRAFT 15.6.2012

9. Literature

ACCA (2009). Key Issues in Sustainability Assurance. Research report 115s3b@ation of
Chartered Certified Accountants.

ACCA (2010). Sustainability reporting matters. What are national governmieini about it? The
Association of Chartered Certified Accountants.

Accounting for Sustainability (2010). Connected Reporting. A practical guitleverked
examples.

Adams C. & R. Evans (2004). Accountability, Completeness, Credibility and the Audit
Expectations Gap. The journal @jrporate citizenshif4, 97-115.

Ball, A. (2004). Advancing Sustainability Accounting and Reporting: An Agenda ford>sitvice
Organizations. CIPFA, The Chartered Institute of Public Finances &uktancy.

Ball, A. & S. Grubnic (2007). Sustainability accounting and accountability in the medtor. In:
Unerman, J. , Bebbington, J. & O"'Dwyer (2010, eds): Sustainability accounting and abdwynt
pp. 243-265. Routledge.

Ball, A, D. L. Owen & R. Gray (2000). External Transparency or Internal Céplure Role of
Third-Party Statements in Adding Value tor@orate Environmental Reports. Business Strategy
and the Environment 9, 1-23.

Borglund, T., M. Frostenson & K. Windell (2010). Effekterna av hallbarhetsredovisningen.
Regeringskansliet.

CIPFA (2010).Sustainability Reporting. A Public Services Perspecilile Chartered Institute of
Public Finances & Accountancy.

CPA Australia (2004). Triple Bottom Line: A Study of Assurance&hents Worldwide.

Deegan, C., B.J. Cooper & M. Shelly (2006). An investigation of TBL report assuratereesiss:
UK and European evidenddangerial Auditing Journal 21:4, 329-371.

Eccels, R. J. & M. P. Krzus (2010). One Replmtegrated Reporting for a Sustainable Strategy.
John Wiley & Sons.

Elkington, J. (1997). Cannibals with Forks: the Triple Bottom Line &f@dntury Business.
Capstone.

Fortanier, F., A. Kolk & J. Pinkse (2011). Harmonization of CSR Reproting. MNEs andlGloba
CSR Standards. Management International Review 51: 665-696.

GRI (2010). GRI Reporting in Government Agencies.

29



DRAFT 15.6.2012

Guthrie, J. & F. Farneti (2008). GRI Sustainability Reporting by Australiand®aecttor
Organizations. Public Money & Management, December 2008, 361-366.

Hajer, M. (2005). The politics of Environmental Discourse. Ecological Moderoizatid the
Policy Process. Oxford University Press.

Holdsworth, L. (2007). Sustainable Reporting and Assurance in the Public Sectbduneaf007.
Prepared fot the Office of the Auditor General, New Zealand.

Hopewood, A., J. Unerman & J. Fries (2010). Accounting for Sustainability. Practigadtins
Earthscan.

IIRC (2011). Towards integrated reporting. Communicating value in thettury. Discussion
paper.

INCOSAI (2010). The Johannesburg Accords. 27.11.2010. XX INCOSAI South Africa.
INTOSAI WGEA (2010). Environmental Accounting: Current Status and Options for SAls.

INTOSAI (2012). Improving National Performance: Environmental Auditing SupBatier
Governance and Management. INTOSAI Working Group on Environmental Auditing.

lounnau, I. & G. Serafeim (2012). The Consequences of Mandatory Corporate Sudiainabili
Reporting. Working Paper 11-100. Harvard Business School.

ISO 14000 (2009). Environmental management. The ISO 14 000 family of International Standards.
ISO 26000 (2004). Guidance on social responsibility.

Kolk, A. (2011). Trajectories of sustainability reporting by MNCs. Journal of Wauklirigss. Vol
45:4, 367-374.

Kolk, A. & P. Perego (2010). Determinants of the Adoption of Sustainability Assaitatements:
An International Investigation. Business Strategy and the Environment 19, 182-198.

Kolk, A (2008). Sustainability, Accountability and Corpte Governance: Exploring
Multinationals’ Reporting Practices. Business Strategy and Environment 18, 1-15.
NIVRA (2007). Assurance engagements relating to sustianability rep4@N3

NIVRA (2009). Counting more than euros. A discussion paper abouivage/for the
accountability and assurance of niogmancial information. NIVRAdebating sessions 2009.

O’Dwyer, B. & D.L. Owen (2005). Assurance statement practice in environmsatahl and
sustainability reporting: a critical evaluation. The BritistcAunting Review 37, 205-229.

OECD (2011). 2011 Update of the OECD Guidelines for Multinational Enterprises.

UN (2012). Resilient People, Resilient Planet. A Future Worth Choosing. The repatidriited
Nations Secretarseneral’s higHevel panel orglobal sustainability.

30



DRAFT 15.6.2012

Young, S.C. (2000). The Emergence of Ecological Modernization: Integrating thefmeint and
the Economy? Routledge, London.

Appendix. GRI performance indicators according to G 3.1. Guidance

Indicators marked with black are core indicators, and those marked with blue, additional.

ECONOMIC PERFORMANCE INDICATORS

Aspect: Economic Performance
- Direct economic value generated and distributed, including revenues, operating costs, employee compensation,
donations and other community investments, retained earnings, and payments to capital providers and
governments.
- Financial implications and other risks and opportunities for the organization’s activities due to climate change.
- Coverage of the organization’s defined benefit plan obligations.
- Significant financial assistance received from government.

Aspect: Market Presence
- Range of ratios of standard entry level wage by gender compared to local minimum wage at significant locations
of operation.
- Policy, practices, and proportion of spending on locally-based suppliers at significant locations of operation.
- Procedures for local hiring and proportion of senior management hired from the local community at locations of
significant operation.

Aspect: Indirect Economic Impacts
- Development and impact of infrastructure investments and services provided primarily for public benefit through
commercial, inkind,or pro bono engagement.
- Understanding and describing significant indirect economic impacts, including the extent of impacts.

ENVIRONMENTAL PERFORMANCE INDICATORS

Aspect: Materials
- Materials used by weight or volume.
- Percentage of materials used that are recycled input materials.

Aspect: Energy
- Direct energy consumption by primary energy source.
- Indirect energy consumption by primary source.
- Energy saved due to conservation and efficiency improvements.
- Initiatives to provide energy-efficient or renewable energy based products and services, and reductions in
energy requirements as a result of these initiatives.
- Initiatives to reduce indirect energy consumption and reductions achieved.

Aspect: Water
- Total water withdrawal by source.
- Water sources significantly affected by withdrawal of water.
- Percentage and total volume of water recycled and reused.

Aspect: Biodiversity

- Location and size of land owned, leased, managed in, or adjacent to, protected areas and areas of high
biodiversity value outside protected areas.
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- Description of significant impacts of activities, products, and services on biodiversity in protected areas and
areas of high biodiversity value outside protected areas.

- Habitats protected or restored.

- Strategies, current actions, and future plans for managing impacts on biodiversity.

- Number of IUCN Red List species and national conservation list species with habitats in areas affected by
operations, by level of extinction risk.

Aspect: Emissions, Effluents, and Waste

- Total direct and indirect greenhouse gas emissions by weight.

- Other relevant indirect greenhouse gas emissions by weight.

- Initiatives to reduce greenhouse gas emissions and reductions achieved.

- Emissions of ozone-depleting substances by weight.

- NO, SO, and other significant air emissions by type and weight.

- Total water discharge by quality and destination.

- Total weight of waste by type and disposal method.

- Total number and volume of significant spills.

- Weight of transported, imported, exported, or treated waste deemed hazardous under the terms of the Basel
Convention Annex I, Il, 1ll, and VIII, and percentage of transported waste shipped internationally.

- Identity, size, protected status, and biodiversity value of water bodies and related habitats significantly affected
by the reporting organization’s discharges of water and runoff.

Aspect: Products and Services
- Initiatives to mitigate environmental impacts of products and services, and extent of impact mitigation.
- Percentage of products sold and their packaging materials that are reclaimed by category.

Aspect: Compliance
- Monetary value of significant fines and total number of non-monetary sanctions for noncompliance with
environmental laws and regulations.

Aspect: Transport
- Significant environmental impacts of transporting products and other goods and materials used for the
organization’s operations, and transporting members of the workforce.

Aspect: Overall
- Total environmental protection expenditures and investments by type.

SOCIAL PERFORMANCE INDICATORS

Labor Practices and Decent Work Performance Indicators

Aspect: Employment

- Total workforce by employment type, employment contract, and region, broken down by gender.

- Total number and rate of new employee hires and employee turnover by age group, gender, and region.

- Benefits provided to full-time employees that are not provided to temporary or parttime employees, by
significant locations of operation.

- Return to work and retention rates after parental leave, by gender.

Aspect: Labor/Management Relations
- Percentage of employees covered by collective bargaining agreements.
- Minimum notice period(s) regarding operational changes, including whether it is specified in collective
agreements.

Aspect: Occupational Health and Safety

- Percentage of total workforce represented in formal joint management—worker health and safety committees
that help monitor and advise on occupational health and safety programs.

- Rates of injury, occupational diseases, lost days, and absenteeism, and total number of work-related fatalities,
by region and by gender.

- Education, training, counseling, prevention, and risk-control programs in place to assist workforce members,
their families, or community members regarding serious diseases.

- Health and safety topics covered in formal agreements with trade unions.

Aspect: Training and Education
- Average hours of training per year per employee by gender, and by employee category.
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- Programs for skills management and lifelong learning that support the continued employability of employees
and assist them in managing career endings.
- Percentage of employees receiving regular performance and career development reviews, by gender.

Aspect Diversity and Equal Opportunity
Composition of governance bodies and breakdown of employees per employeencategory according to gender,
age group, minority group membership, and other indicators of diversity.

Aspect: Equal remuneration for women and men
- Ratio of basic salary and remuneration of women to men by employee category, by significant locations of
operation.

Human rights performance indicators

Aspect: Investment and Procurement Practices
- Percentage and total number of significant investment agreements and contracts that include clauses
incorporating human rights concerns, or that have undergone human rights screening.
- Percentage of significant suppliers, contractors, and other business partners that have undergone human rights
screening, and actions taken.
- Total hours of employee training on policies and procedures concerning aspects of human rights that are
relevant to operations, including the percentage of employees trained.

Aspect: Non-discrimination
- Total number of incidents of discrimination and corrective actions taken.

Aspect: Freedom of Association and Collective Bargaining
- Operations and significant suppliers identified in which the right to exercise freedom of association and
collective bargaining may be violated or at significant risk, and actions taken to support these rights.

Aspect: Child Labor
- Operations and significant suppliers identified as having significant risk for incidents of child labor, and
measures taken to contribute to the effective abolition of child labor.

Aspect: Forced and Compulsory Labor
- Operations and significant suppliers identified as having significant risk for incidents of forced or compulsory
labor, and measures to contribute to the elimination of all forms of forced or compulsory labor.

Aspect: Security Practices
- Percentage of security personnel trained in the organization’s policies or procedures concerning aspects of
human rights that are relevant to operations.

Aspect: Indigenous Rights
- Total number of incidents of violations involving rights of indigenous people and actions taken.

Aspect: Assessment
- Percentage and total number of operations that have been subject to human rights reviews and/or impact
assessments.

Aspect: Remediation
- Number of grievances related to human rights filed, addressed and resolved through formal grievance
mechanisms.

Society performance indicators

Aspect: Local Communities
- Percentage of operations with implemented local community engagement, impact assessments, and
development programs.
- Operations with significant potential or actual negative impacts on local communities.
- Prevention and mitigation measures implemented in operations with significant potential or actual negative
impacts on local communities.

Aspect: Corruption
- Percentage and total number of business units analyzed for risks related to corruption.
- Percentage of employees trained in organization’s anti-corruption policies and procedure.
- Actions taken in response to incidents of corruption.

Aspect: Public Policy
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- Public policy positions and participation in public policy development and lobbying.
- Total value of financial and in-kind contributions to political parties, politicians, and related institutions by
country.

Aspect: Anti-Competitive Behaviour
- Total number of legal actions for anticompetitive behavior, anti-trust, and monopoly practices and their
outcomes.

Aspect: Compliance
- Monetary value of significant fines and total number of nhon-monetary sanctions for noncompliance with laws
and regulations.

Product Respon sibility Performance Indicators

Aspect: Customer Health and Safety
- Life cycle stages in which health and safety impacts of products and services are assessed for improvement,
and percentage of significant products and services categories subject to such procedures.
- Total number of incidents of non-compliance with regulations and voluntary codes concerning health and safety
impacts of products and services during their life cycle, by type of outcomes.

Aspect: Product and Service Labeling
- Type of product and service information required by procedures, and percentage of significant products and
services subject to such information requirements.
- Total number of incidents of non-compliance with regulations and voluntary codes concerning product and
service information and labeling, by type of outcomes.
- Practices related to customer satisfaction, including results of surveys measuring customer satisfaction.

Aspect: Marketing Communications
- Programs for adherence to laws, standards, and voluntary codes related to marketing communications,
including advertising, promotion, and sponsorship.
- Total number of incidents of non-compliance with regulations and voluntary codes concerning marketing
communications, including advertising, promotion, and sponsorship by type of outcomes.

Aspect: Customer Privacy
- Total number of substantiated complaints regarding breaches of customer privacy and losses of customer data.

Aspect: Compliance

- Monetary value of significant fines for noncompliance with laws and regulations concerning the provision and
use of products and services.
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