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Executive Summary

GRI welcomes the opportunity to provide input into this timely initiative by the IFRS Trustees. In this
document, we set out GRI's views in respect of the ten specific questions that comprise the current

consultation. In addition, we:

o clarify the term ‘sustainability reporting’ and its underlying concepts, as we believe that the term
as used in the Consultation Paper does not reflect established practice;

o offer our views on the question of the audience for sustainability reporting and the investor
relevance of sustainability information;

e explain our perspective on the relation of financial reporting as developed by the International
Accounting Standards Board (IASB) and promoted by the IFRS Foundation with sustainability
reporting as developed by the Global Sustainability Standards Board (GSSB) and promoted by
GRI.

Sustainability reporting is an organization’s practice of reporting publicly on its most significant
economic, environmental and social impacts, and hence its contributions — positive or negative — toward

the goal of sustainable development.

Sustainability reporting has a key role to play in the context of the global drive toward achievement of
ambitious sustainability-related goals — to make the impacts of organizations’ activities on the economy,
environment and people transparent, and to enable dialogue and informed decision-making, thereby

facilitating a just transition.
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To this end, the GRI Sustainability Reporting Standards - the most widely used sustainability
reporting standards globally — are developed in line with international expectations for responsible
business conduct, as outlined in authoritative intergovernmental instruments such as the United Nations

(UN) Guiding Principles on Business and Human Rights and the Paris Agreement on climate change.

However, for sustainability reporting to truly contribute to better decision-making, sustainability
reporting should become mandatory. Currently it is by and large a voluntary practice. The lack of
mandatory reporting affects the consistency, comparability, transparency and overall quality of
disclosures, even in light of sincere best efforts that reporting organizations may make. The challenge
ahead for sustainability reporting is to reach the same level of consistency that the IFRS has achieved

for financial reporting in almost all jurisdictions around the world.

In addition, it is important to recognize that financial reporting itself must be strengthened to reflect
the financial implications of sustainability issues on the reporting entity, to support its critical role in the
context of the immense challenges facing global society. This further evolution of financial reporting is
aligned with the objective of general-purpose financial reporting: to provide financial information useful
to existing and potential investors, lenders and other creditors in making decisions relating to providing
resources to the reporting entity. We strongly believe that the IFRS Foundation, within the scope of its
current mission, governance and institutional mandate, is well-positioned to address this gap in financial

reporting.

We believe that enhanced financial reporting must exist alongside sustainability reporting. We invite
the IFRS Trustees to ensure that the interconnectivity between financial reporting and sustainability
reporting is strengthened, allowing financial reporting to fully recognize the financial consequences of
the risks and opportunities arising from the economic, environmental and social impacts of corporate

activities.

In parallel to these efforts, GRI would welcome closer collaboration with the IFRS Foundation to
establish a future corporate reporting regime in which financial and sustainability reporting are
mandated globally, as two key perspectives interconnected by their respective underlying standard-
setting mechanisms and managed with the same rigor. Under such a regime, financial reporting will
leverage the information made available through sustainability reporting so as to fully reflect the

financial implications of all impacts of corporate activities.
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Introduction

Dear Mr. Liikanen,

GRI welcomes the timely initiative of the IFRS Trustees to consult on the IFRS Foundation’s role in

sustainability reporting.

We fully agree with the assessment of the IFRS Trustees that demand for reporting on sustainability is
growing, and that a global solution has to reflect the needs of the companies preparing sustainability
reports together with the information needs of their stakeholders, including investors, as well as the

information needs of the jurisdictions they operate in.

GRI has promoted the practice of sustainability reporting since 1997. Sustainability reporting, as
advanced by the GRI Standards, is an organization’s practice of reporting publicly on its most significant
economic, environmental, and social impacts, and hence its contributions — positive or negative —

toward the goal of sustainable development.

The recently published 2020 KPMG Survey of Sustainability Reporting shows that a record number

of companies, spanning a wide range of sectors and geographic regions, are disclosing their
sustainability impacts.! The report found that almost all (96%) of the world’s largest 250 companies (the
G250) report on their sustainability performance. For the N100 — the 5,200 companies comprising the
largest 100 firms in 52 countries — 80% do so. Across all companies surveyed, the GRI

Standards are the most commonly used sustainability reporting framework demonstrating widespread
global adoption. Around three-quarters (73%) of the G250 reporters and two-thirds (67%) of the N100
use GRI.

The GRI Standards are also the most widely referenced sustainability reporting standards by
governments, financial market regulators and stock exchanges around the world. More than 160
policies in 67 countries and regions reference or require GRI for reporting, and 35 financial market

regulators and 40 stock exchanges reference or require GRI.2

We advocate a future corporate reporting regime in which financial and sustainability reporting are

mandated globally, as two key perspectives in their own right.

We strongly believe that sustainability reporting standard setting needs to be multi-stakeholder, in the

public interest and firmly rooted in authoritative intergovernmental instruments.

We propose that in its future standard-setting activities with the International Accounting Standards
Board (IASB), the IFRS consider the implications of sustainability issues for both the disclosure of

financial risks and opportunities as well as for financial statements, and establish a formal collaboration

1 KPMG, The Time Has Come. The KPMG Survey of Sustainability Reporting 2020, 2020.

2 GRI, UNEP, University of Stellenbosch, Carrots & Sticks, "tes/ww.carrotsandsticksnet accessed on 9 December 2020.
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with its counterpart for sustainability reporting standard setting, currently represented by the Global

Sustainability Standards Board (GSSB), to align terminology, definitions and disclosures where relevant.

Finally, there needs to be the same level of public interest oversight for sustainability reporting standard
setting as currently exists for financial reporting standard setting, acknowledging that financial reporting

and sustainability reporting are part of a comprehensive corporate reporting regime.

We believe it essential for the IFRS Foundation to explicitly recognize the broader concept of
sustainability reporting as a practice that should co-exist next to financial reporting, and to acknowledge
that evolving financial reporting to include the financial implications of sustainability issues on the

reporting entity, is only a partial answer toward a comprehensive corporate reporting regime.

We believe that the transparency that leads companies to assume responsibility for the impacts of their
activities is a vital aspect of a comprehensive future corporate reporting regime. This future corporate
reporting regime needs to enable the evaluation of corporate business models and performance in the
context of adherence to authoritative intergovernmental instruments such as the Paris Agreement as

well as to societal expectations and planetary boundaries.

Under such a regime, financial reporting will be able to leverage the information made available through

sustainability reporting so as to fully reflect the financial implications of all impacts of corporate activities.

We are convinced that the IFRS Foundation is well placed to lead this further evolution of financial
reporting in line with the objective of general-purpose financial reporting as set out in the Conceptual
Framework for Financial Reporting,® which is to provide relevant information about the reporting entity
that is useful to existing and potential investors, lenders and other creditors in making decisions relating

to providing resources to the entity.

The IFRS Foundation is in a position to support the further evolution of the existing public interest
oversight mechanism to become inclusive of sustainability reporting, thereby allowing even more
jurisdictions that have mandated a global solution for financial reporting to do the same for sustainability

reporting.
Before we present our detailed response to the consultation questions, we would like to briefly:

e clarify the term ‘sustainability reporting’ and its underlying concepts, as we believe that term as
used in the Consultation Paper does not reflect established practice;

e offer our views on the question of the audience for sustainability reporting and the investor
relevance of sustainability information; and

e explain our perspective on the relation of financial reporting as developed by the IASB and
promoted by the IFRS Foundation with sustainability reporting as developed by the GSSB and
promoted by GRI.

3 IFRS Foundation, Conceptual Framework for Financial Reporting, 2018.
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Sustainability reporting

In 1987, the World Commission on Environment and Development set out an aspirational goal of
sustainable development, describing it as ‘development which meets the needs of the present without

compromising the ability of future generations to meet their own needs’.*

Sustainability reporting, as defined by the GRI Standards, is an organization’s practice of reporting
publicly on its most significant economic, environmental, and social impacts, and hence its contributions

— positive or negative — towards the goal of sustainable development.

The GRI Standards are designed to enhance the global comparability, accessibility, and quality of
information regarding these impacts, thereby fostering greater transparency and accountability of

organizations.

The Standards can be used by any organization — large or small, private or public, regardless of sector,

location, and reporting experience.

When using the GRI Standards, the organization prioritizes reporting on those topics that reflect its most
significant impacts on the economy, environment, and people. In the GRI Standards, these are termed

the organization’s material topics.

The information made available through sustainability reporting allows internal and external

stakeholders to form opinions and to make informed assessments and decisions.

The GRI Standards currently cover disclosures on a wide range of economic, environmental and social
topics related to sustainable development (currently 34 in total), ranging from climate change, diversity,
and human rights to occupational health and safety, biodiversity, taxes, waste, and water. The
disclosures enable organizations to give evidence of their impacts and performance, and describe their
management approach, including forward-looking goals and targets for each material topic.

In addition, the GRI Standards have a conceptual framework and an extensive set of governance
disclosures that provide contextual information about the organizational profile, strategy, responsible

business conduct policies and practices, reporting approach, and stakeholder engagement.

The GRI Standards are also in the process of being augmented by an additional suite of standards, the
Sector Standards. The Sector Standards will identify and describe a sector’s most significant impacts
from a sustainable development perspective and will assist organizations in identifying their material
topics. The sectors are defined as subdivisions of the economy that share similar impacts, using
common denominations that can be recognized by all stakeholders (e.g., mining, banking). The Sector
Standards will supersede GRI’s previous sector-specific guidance and provide more up-to-date,

authoritative guidance for sector-specific sustainability reporting.

The GRI Standards are developed in full accordance with international expectations for responsible
business conduct, as outlined in authoritative intergovernmental instruments such as the United Nations
(UN) International Bill of Human Rights (1948-1966); the International Labour Organization (ILO)

4 World Commission on Environment and Development. Our Common Future., Oxford University Press, 1987, p. 43.
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Declaration on Fundamental Principles and Rights at Work (1998), including the eight ILO core
conventions; the Organisation for Economic Co-operation and Development (OECD) Guidelines for
Multinational Enterprises (2011); the UN Guiding Principles on Business and Human Rights (2011); the
UN resolution Transforming our World: the 2030 Agenda for Sustainable Development (2015); and the
Paris Agreement (2015).

Sustainability reporting reflects the responsibilities arising from these instruments as well as societal
expectations and concerns (e.g., diversity and inclusion, rising inequality, and related themes such as

tax transparency) and planetary boundaries.
The GRI Standards enable organizations to report their impacts and performance:

¢ in the context of thresholds that draw on objective information and authoritative measures of
sustainable development (e.g., scientific research or consensus on ecological limits, societal
expectations);

o with reference to broader sustainable development conditions and goals, as reflected in
recognized sector-specific, local, regional, or global instruments (e.g., reporting total
greenhouse gas emissions [GHG] as well as reductions in GHG emissions with reference to the
Paris Agreement);

o with reference to expectations of responsible business conduct set out in internationally
recognized instruments with which organizations are expected to comply (e.g., OECD
Guidelines for Multinational Enterprises, UN Guiding Principles on Business and Human
Rights);

e in a way that communicates their impacts in appropriate local contexts (e.g., reporting total
water use as well as water use relative to the sustainable thresholds and the social context of

given watersheds).

Business model as well as wider economic and social transformations are inevitable in order to realize
(among others) the ambitions for 2030 set out in the Sustainable Development Goals (SDGSs), the
European Green Deal, and a resilient net-zero economy by 2050 as set out in the Paris Agreement.
Sustainability reporting provides transparency on the impacts of organizations’ activities on the
economy, environment and people, thereby enabling dialogue and informed decision-making, and

facilitating a just transition.

Sustainability reporting audience: multi-stakeholder, including

investors

Sustainability reporting is multi-stakeholder in both its standard-setting approach and intended
audience. Sustainability reporting as promoted by GRI has been undertaken in the public interest and
developed over the past 20 years through an international consensus-seeking process that includes
business, labor unions, civil society, investment institutions, academics, assurance and service

providers, and intergovernmental institutions.
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Expertise on sustainable development topics resides with the affected stakeholders and topic experts in
all constituencies. By involving all affected stakeholders systematically, sustainability reporting has
become a comprehensive reporting practice that reflects the information needs of all stakeholders that
desire to understand the impacts of organizations’ activities on the economy, the environment and
people in a holistic way. All stakeholders stand to benefit significantly from this approach, as it provides

more complete and objective information on impacts and underlying performance.

Investors have always been acknowledged as a key audience for sustainability reporting and the

standard-setting efforts of GRI.

The reasons for this are straightforward: investors have in common an interest in understanding the
financial risks and opportunities resulting from the impacts of the activities of reporting organizations,
and the related implications for the financial position, financial performance, and cash flows presented in
the organizations’ financial statements. The comprehensive set of information created by sustainability
reporting forms a key input to the assessment of these financial implications. This specific connection

between financial and sustainability reporting is discussed in more detail below.

It is important to note that in the context of sustainability reporting, investors are a diverse group with a
wide range of interests in relation to sustainable development, and diverging risk tolerances and time
horizons. These interests include, but extend beyond, financial risks and opportunities, as well as the

financial position of the individual investment.

Faith-based, ethical and socially responsible investor movements were early supporters of sustainability
reporting and the driving force behind the founding of GRI as an institution. In their quest to invest
based on normative principles, they have demanded — alongside like-minded stakeholder groups —

more transparency on the impacts and externalities of the activities of their investments.

Today, they are joined by impact investors and investors generally that seek to invest in companies that
integrate sustainability factors into long-term business strategies, with implications for broader
environmental and/or societal outcomes (e.g., contribution to the achievement of the SDGs) and a just

transition to a more resilient, green and equitable economy.

Many asset owners and managers have started to publicly communicate their expectations in relation to
the conduct and performance of their investments on a range of sustainable development topics, as well
as their expectations regarding adherence to authoritative intergovernmental instruments.> ¢ 7 8 There is

also a growing number of instances in which measures have been taken by asset owners to exclude

5 State Street Global Advisors SPDR, Diversity Strategy, Goals & Disclosure: Our Expectations for Public Companies,

https://www.ssga.com/nl/en_gb/intermediary/etfs/insights/diversity-strategy-goals-disclosure-our-expectations-for-public-companies
P 9 -9 v 9 y-strategy-g P P panies accessed on 9 December 2020.

6 Norges Bank Investment Management, Human Rights. Expectations Towards Companies,

https:// .nbim.no/content: ts/0ff34e35balad4c3b6c2039466ccbec?/h ights_2020_web.pdf
ps://www.nbim.no/contentasse! e35balad4c3bée: ccbec7/humanrights_: _web.pe , accessed on 9 December 2020.

7 Investor Alliance for Human Rights, hwsiinvestorsforhumantights.org 5ccessed on 9 December 2020.

8 PR|, https:llwww.unpri.0rg/sus1ainabi|ity-issues/environmenlal-social-and-governance-issues/social-issues/human-rights-and-Iabour-standards, accessed on 9 December 2020.
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individual entities or even industries from their investment universe based on environmental and social

criteria.®

At the same time, universal owners with medium- to long-term investment horizons increasingly realize
that they are exposed to systemic risk and that they cannot succeed in failing societies and in an
economic system that ignores planetary boundaries.1° This development has particular relevance given
the fundamental change in recent years from active management to index investment strategies. The
ultimate systemic risk faced by investors in the context of the climate crisis is the collective failure to
achieve the goals of the Paris Agreement, with catastrophic consequences for humanity and, with that,

the global economy.'t

Achieving the Paris Agreement will necessitate profound changes in the business models of most
industries, and the just transition to a resilient and equitable net-zero economy by 2050 is becoming an
imperative for universal owners. The full set of information needed to evaluate progress towards
achieving the Paris Agreement is not included in financial reporting which focuses solely on the

reporting entity.

Another example of a sustainable-development-related systemic risk that is gaining recognition among
investors12 13 14 gand is not captured in current financial or value creation reporting relates to corporate
tax practices. With many countries depending on revenues from corporate taxes, and a continued trend
in which jurisdictions compete with each other, along with multinational companies striving to minimize
their tax payments, governments are being deprived of a crucial income source that enables them to
provide all the necessary basic services — such as education and health care — required for societies to
flourish, let alone the income needed to cover the short-term costs of transitioning to a sustainable

economy.1516 17 The GRI Tax Standard is the first global standard for comprehensive tax disclosure at

9 Norges Bank Investment Management, Observation and exclusion of Companies, https://www.nbim.no/en/the-fund/responsible-investment/exclusion-of-
companies/ gccessed on 9 December 2020.

10 UNEP Financial Initiative, Universal Ownership. Why environmental externalities matter to institutional investors,
https://www.unepfi.org/fileadmin/documents/universal_ownership_full.pdf accessed on 9 December 2020

11 Bank of England, ‘Open Letter on Climate-Related Financial Risks’, Bank of England News. 17 April 2019, Mtesifwww.

bankofengland.co.uk/news/2019/april/ open-letter-on-climate-related-financial-risks accessed on 9 December 2020

12 Norges Bank Investment Management, Tax and Transparency. Expectations towards companies,
https://www.nbim.no/contentassets/48b3ea4218e44caab5f2alf56992f6 7e/expectations-document---tax-and-transparency---norges-bank-investment-management.pdf accessed on 9

December 2020.
13 GRI, Full set of public feedback for GRI 207: Tax 2019 - Public Comment Period 13 December 2018 - 15 March 2019,

https://www.globalreporting.org/media/yz4ewstf/gri-tax-standard-public-comments.xlsx accessed on g December 2020

14 UN PR|, https://www.unpri.org/governance-issues/why-and-how-to-engage-on-corporate-tax-responsibility/585.article accessed on 9 December 2020.

15 UN Tax Committee. Department of Economic and Social Affairs, Base Erosion and Profit Shifting,

https://www.un.org/development/desa/financing/what-we-do/ECOSOC/tax-committee/thematic-areas/base-erosion-and-profit-shifting accessed on 9 December 2020
16 Tax Justice Network, The State of Tax Justice 2020, htes/iwwaxjustice.netieportsithe:state-of-tax justice-2020/ accessed on 9 December 2020.

17 Chris Brooks, Chris Godfrey, Carola Hillenbrand & Kevin Money, 2016, ‘Do investors care about corporate taxes?’, Journal of

Corporate Finance, p. 218-248, https://doi.org/10.1016/j.jcorpfin.2016.01.013, accessed on 9 December 2020.
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the country-by-country level. It supports public reporting of a company’s business activities and

payments within tax jurisdictions, as well as their approach to tax strategy and governance.

There are many more systemic risks that directly relate to negative externalities arising from economic
activities. With the Convention on Biological Diversity in the final stages of negotiation, the systemic risk

of biodiversity loss will undoubtedly receive even more attention from investors in the near term.8

Additionally, it is evident that the concept of fiduciary duties for investors is evolving.2® 2° Significant
policy initiatives point to the rising importance of sustainability considerations for fiduciaries.?! 22 23 The
European Union’s efforts in the area of sustainable finance and the promotion of the double materiality

concept are indicative of these trends.

These proof points for the crucial role of sustainability reporting in making highly relevant information for
investors available are not meant to detract from the importance of information covered in financial
reporting, which is focused on financial risks and opportunities related to the impacts of organizations’

activities and implications for organization’s financial positions or valuations.

However, they indicate a wider set of information that is not covered by financial reporting, even when it
is augmented to explicitly include the financial implications of sustainability issues that are highly
relevant for investors and other stakeholders. Financial implications for the reporting entity that fall in the
current scope of financial reporting are in many cases insufficient or non-existent for many of the
(global) commons issues, such as climate change, biodiversity, water, and human rights, and are
inadequate for evaluating adherence to authoritative intergovernmental instruments, as they constitute

expectations that are non-negotiable based solely on financial considerations.

Interconnection between sustainability reporting and financial
reporting

The disclosure of information on the impacts of an organization’s activities is highly relevant in its own
right as a public interest activity. It is independent of the consideration of financial implications (e.g.,
diversity and inclusion are legitimate expectations, whether or not they lead to financial benefits). As
outlined above, by pursuing this public interest objective, sustainability reporting plays a key role in

serving the information needs of investors beyond traditional financial reporting.

18 Task Force on Nature-Related Financial Disclosures, Mtes/tfdinfol accessed on 9 December 2020.
19 PRI, A legal framework for impagct, Mws:www.unpri.org/policyla-legal-framework-for-impact  accessed on 9 December 2020.

20 shareAction, The Change We Need. Model legislation to promote responsible long-term investment by institutional investors,

https://sh tion.org/wp-content/uploads/2020/10/R ible-1 t t-Bill-briefing. pdf
ps://shareaction.org/wp-content/uploads esponsible-Investment-Bil-briefing.pdf  5ccessed on 9 December 2020.

21 |nternational Corporate Governance Network (ICGN), ICGN Guidance on Investor Fiduciary Duties, M#:ican-fipbks.comiicgn-
fiduciary_duties/files/extfile/DownloadURL.pdf accessed on 9 December 2020

22 Eyropean Commission, Guidelines on Reporting climate-related information, 2019.

23 European Union, Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on

sustainability-related disclosures in the financial services sector, 2019.
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Sustainability reporting provides crucial input to financial reporting. It is widely recognized that it is not
possible to understand many of the financial risks and opportunities that an organization is exposed to

without a comprehensive understanding of the underlying impacts of its activities.

Sustainability reporting has been developed in the past 20 years under the assumption that all topics
that are material in sustainability reporting, if not financially material at the time of reporting, will
eventually translate into financially material issues depending on time frame and context. Investor
understanding of the impacts of an organization’s activities is therefore a prerequisite for identifying the
related financially material risks and opportunities and impacts on financial statements. The fact that
78% of the world’s largest companies by revenue disclose sustainability information in their annual

reports is strong evidence of this dynamic.2*

It is this intersection of financial reporting and sustainability reporting that requires attention in order to

understand the relationship between the two perspectives in corporate reporting.

We believe that sustainability reporting constitutes a key source of information relevant to understanding
the long-term implications to financial statements, as depicted in Figure 1. Information made available
through sustainability reporting forms an input to additional corporate reporting for identifying financial
risks and opportunities related to the impacts of the reporting entity’s activities and their effect on
financial valuation, and in turn for making associated financial materiality judgements about what to

recognize in financial statements.

FINANCIAL REPORTING SUSTAINABILITY REPORTING
Financial Statements Additional corporate
infermation about the reporting reporting infarmation (qualitative and

entity’s assets, liabilities, equity, information outside the financial quantitative) about an organization's
income and expenses stataments that assices in the impacts on the economy,

interpretation of a complete set environment, and pecple

of financial statements or

impraves users' ability to make

berer economic decisions

Financial riskslepportunities

h related to the impacts of the <

reporting entity’s activities

Information forms an inpu
eify

Financial risks/opportunities
risks/oppar
unrelated to the impacts of the making firnane
reporting entity's activities judgemants

IFRS Management Commentary

International Financial GRI Sustainability Reporting
Reporting Standards (IFRS) CD3B Framework Standards
IIRC IR Framewark
SASB Standards

Figure 1: Interconnection between financial and sustainability reporting

In the context of climate change, the European Commission has highlighted this relationship as part of

the double materiality perspective of the Non-Financial Reporting Directive and the Sustainable Finance

24 KPMG, The Time Has Come. The KPMG Survey of Sustainability Reporting 2020, 2020.
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workstream.25 Without a comprehensive understanding of the impacts of the reporting entity’s activities
— emissions, for example, in the case of climate change — it is not possible to assess associated
financial transition risks and opportunities and effects on the financial statements and financial valuation
of the entity.

Detailed response to consultation questions

Question 1: Is there a need for a global set of internationally recognized sustainability reporting
standards?

(a) If yes, should the IFRS Foundation play a role in setting these standards and expand its
standard-setting activities into this area?
(b) If not, what approach should be adopted?
There is a clearly articulated and growing demand for financial reporting to address the financial
implications of sustainability issues. A gap exists in the market in terms of globally accepted guidance
and potentially also standards that assist companies in disclosing financial risks and opportunities as

well as impacts on financial statements and financial valuation.

The impacts of the reporting entity’s activities can have financial implications for that entity, such as
GHG emissions as a result of a carbon tax. Sustainability reporting can help to inform this aspect of
financial reporting.

It is important to note that this gap also includes the financial implications that may arise that are
unrelated to impacts of the reporting entity’s activities, e.g., physical risks from climate change. These
are often covered by value-reporting frameworks and standards promulgated by organizations such as
the Climate Disclosure Standards Board (CDSB), International Integrated Reporting Council (IIRC),
Sustainability Accounting Standards Board (SASB) and Task Force on Climate-Related Financial
Disclosures (TCFD).

At the same time, there is also a clearly articulated and growing demand for information on the impacts
of corporate activities. GRI has achieved high global adoption rates for this type of reporting, in a largely
voluntary setting?® and the challenge ahead is to reach the same level of consistent use that the IFRS

has achieved across nearly all jurisdictions around the world.?’

As explained above, both demands need to be met to accomplish a comprehensive global corporate
reporting regime. We believe that the IFRS Foundation with its current mission, governance and
mandate is well positioned to address the gap that exists related to disclosing the financial implications

of sustainability issues, and recommend that the IFRS focus its standard-setting efforts on this area.

25 European Commission, Guidelines on Reporting climate-related information, 2019.
26 KPMG, The Time Has Come. The KPMG Survey of Sustainability Reporting 2020, 2020.

27 ”:RS FOUndatiOn, WhO Uses ”:RS StandardS?, https://www.ifrs.org/use-around-the-world/use-of-ifrs-standards-by-jurisdiction/#profiles, accessed on 9

December 2020.
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We strongly encourage the IFRS Foundation to advance sustainability-related financial reporting and in

doing so achieve the much-needed consolidation of value-creation-focused reporting efforts.

In parallel to these efforts, GRI would welcome closer collaboration with the IFRS Foundation to
establish a future corporate reporting regime in which financial and sustainability reporting are
mandated globally, as two key perspectives interconnected by their respective underlying standard-
setting mechanisms and managed with the same rigor. Under such a regime, financial reporting will
leverage the information made available through sustainability reporting so as to fully reflect the

financial implications of all impacts of corporate activities.

We invite the IFRS Trustees to ensure that the link between financial reporting and sustainability
reporting is strengthened, allowing financial reporting to fully recognize financial risks and opportunities

related to economic, environmental and social impacts of corporate activities.

Question 2: Is the development of a sustainability standards board (SSB) to operate under the
governance structure of the IFRS Foundation an appropriate approach to achieving further consistency

and global comparability in sustainability reporting?

Given our recommendation to focus the standard-setting efforts of the IFRS foundation on sustainability-
related financial reporting, we believe it will be key for the IFRS to assess whether the creation of a new
standards board is warranted. It would need to be evaluated whether the mandate of the new board is

sufficiently distinct from the mandate of the IASB.

Irrespective of whether the IFRS Foundation decides to create an additional standards board, it will be
important that the standard-setting efforts of the IFRS focused on financial implications of sustainability
issues are closely coordinated with the existing standard-setting efforts on sustainability reporting.
There are various avenues that could be explored in this regard, ranging from joint standard-setting

efforts to institutionalizing an observer role and (reciprocal) board membership.

Question 3: Do you have any comments or suggested additions on the requirements for success as
listed in paragraph 31 (including on the requirements for achieving a sufficient level of funding and

achieving the appropriate level of technical expertise)?
We have the following comments on the requirements of success listed in paragraph 31.
Regarding (c) and (d):

Assuming the IFRS Foundation focuses its efforts on the sustainability-related financial implications for
the reporting entity, it will need to consider changes to its governance and its requirements for technical

expertise in order to include competencies in sustainable development and sustainability reporting.

The focus on financial implications will involve judgements around the valuation of sustainability issues,
which is an inherently complex challenge that requires the expertise of the affected stakeholders and

topic experts.
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By involving all affected stakeholders systematically, sustainability reporting has become a
comprehensive reporting practice that reflects the information needs of all stakeholders that aim to
understand the impacts of corporate activities on the economy, the environment and people in a holistic
way. Similarly, financial reporting that reflects sustainability-related financial impacts on the reporting
entity will need to draw on the expertise of stakeholders beyond investors, the corporate sector,

accountants and the auditing profession.

In order to facilitate access to these competencies, we advise the IFRS Foundation to (a) adjust
expectations for technical expertise at all levels of the institution; (b) consider revising the constituency
representation in its governance to include a wider set of stakeholders that can ensure representation,
competencies and legitimacy; and (c) review the due process to facilitate participation of affected

stakeholders and topic experts.
Regarding (f) and (g):

By staying focused on sustainability-related financial implications for the reporting entity, the IFRS can
work within its current mission and optimally leverage its current structure and culture to create effective

financial reporting standards.

Question 4: Could the IFRS Foundation use its relationships with stakeholders to aid the adoption and

consistent application of SSB standards globally? If so, under what conditions?

By focusing its standard-setting efforts on sustainability-related financial reporting, the IFRS Foundation
will be well positioned to aid the adoption and consistent application of the resulting guidance and

standards.

We invite the IFRS Trustees to consider how the IFRS Foundation can use its relationships with
stakeholders to manifest the comprehensive corporate reporting regime that is required to address
market demands for sustainability-related financial reporting and sustainability reporting. In this light, we
believe it essential for the IFRS Foundation to explicitly recognize the broader concept of sustainability
reporting as a practice that should co-exist next to financial reporting, and to acknowledge that evolving
financial reporting to include the financial implications of sustainability issues on the reporting entity, is

only a partial answer toward a comprehensive reporting regime.

Question 5: How could the IFRS Foundation best build upon and work with the existing initiatives in

sustainability reporting to achieve further global consistency?

We welcome the IFRS Trustees’ commitment to build upon and work with existing initiatives. As
explained above, we believe that in the first instance the IFRS Foundation should be focused on the
clearly articulated demand for financial reporting to reflect the financial and valuation implications of

sustainability issues.

Many of the existing initiatives have focused their activities on augmenting corporate disclosure to

include the risks and opportunities that arise from sustainability issues. This includes those that have
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recently come together in a very welcome effort to clarify the reporting landscape, under the Value
Reporting Foundation, SASB and IIRC.

As articulated in the Statement of Intent issued by CDP, CDSB, IIRC, SASB and GRI,?8 we encourage
the IFRS Foundation to consider how it can build on the relevant aspects of this important body of work
and experience to ensure the IFRS Standards properly reflect financial implications of sustainability

issues on the reporting entity.

In doing so, the IFRS Foundation would be able to address a clearly articulated demand and, at the
same time, make a major contribution to consolidating the corporate reporting landscape in which
several frameworks and standards exist, and which has given rise to concerns about complexity,

increasing cost of compliance, and limited effectiveness.

By bringing about this much-needed consolidation, the IFRS Foundation can help to accelerate the
evolution towards a future corporate reporting regime in which financial reporting and sustainability

reporting co-exist as interconnected practices in their own right.

GRI stands ready to work with the IFRS Foundation to facilitate this transition and strengthen the
dialogue on joint standard-setting efforts. The interconnection between financial reporting and
sustainability reporting described here deserves particular attention in the future standard-setting
activities of the IFRS. It is essential to limit the burden on reporting entities while enhancing the
effectiveness of disclosure. To optimally serve this dual purpose, financial reporting and sustainability
reporting standard setters will have to safeguard the process by which disclosures are designed so as
to illuminate the impacts of reporting entities’ activities while also informing financial reporting and in

particular investors.

Building on the work of IASB Board member Nick Anderson29 and the Australian Accounting Standards
Board (AASB) and the Auditing and Assurance Standards Board’s (AUASB)% initial collaboration,
priority should be given to how financial reporting can draw on relevant information from sustainability
reporting. Further guidance needs to be developed in this area. The ongoing IASB project on

Management Commentary presents an immediate opportunity for this.3!

Question 6: How could the IFRS Foundation best build upon and work with the existing jurisdictional

initiatives to find a global solution for consistent sustainability reporting?

28 |mpact Management Project, Statement of intent to work together towards comprehensive corporate reporting,
https://impactmanagementproject.com/structured-network/statement-of-intent-to-work-together-towards-comprehensive-corporate-reporting/ accessed on 9 December 2020

29 IFRS Foundation, Nick Anderson—IFRS Standards and climate-related disclosures, Mesi#iwwilrs.orginews-and-events/2019/11/nick-andersonfs-
standards-and-climate-related-disclosures/ accessed on 9 December 2020.

30 Australian Accounting Standards Board, Climate-related and other emerging risks disclosures: assessing financial statement

materiality USing AASB/'ASB Practice Statement 2, hnps://www.aasb.gov.au/adm\n/fiIe/comemlOZ/c3/AASBiAUASBiJo\mﬁBu\IetiniFinished.pdf’ accessed on 9

December 2020.

31 |IFRS Foundation, Management Commentary, Mwsiwwwifis.orgiprojectsiwork-plan/management-commentary/ | accessed on 9 December 2020.
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At GRI, we strongly believe in the vision of a single, coherent global set of sustainability reporting
standards aligned with authoritative intergovernmental instruments. Such an approach reduces the
burden for reporting entities, most of which operate in complex global value chains and numerous
markets. In addition, such an approach ensures that all stakeholders around the world can base their
decisions on consistent and comparable information. GRI stands ready to engage closely with the IFRS
Foundation to progress the interconnectivity of financial reporting alongside broader sustainability

reporting.

The European Union, with its stated objective to create a solution for sustainability reporting that is
accepted beyond Europe, is also a logical partner for the IFRS Foundation when it comes to
strengthening the financial reporting standards to reflect the financial implications of sustainability issues

on the reporting entity.

A successful solution needs to cater to the expectations of stakeholders globally as well as to the needs
of globally operating companies. As a global organization, the IFRS Foundation can play a key role in
working with the European Union to develop a governance model that balances the global needs for
sustainability and financial standards with those of the European Union, or any interested jurisdiction for
that matter. A successful solution needs to cater to the expectations of stakeholders globally as well as

to the needs of globally operating companies.

Questions 7 and 8: If the IFRS Foundation were to establish an SSB, should it initially develop climate-
related financial disclosures before potentially broadening its remit into other areas of sustainability
reporting? Should an SSB have a focused definition of climate-related risks or consider broader

environmental factors?

While GRI has been a strong advocate over the past 20 years of making climate disclosure
commonplace, and while we fully agree with establishing the Paris Agreement as the reference point for
such activity, we note that the demand for disclosure that illuminate financial risks and opportunities

resulting from sustainability issues is much broader than the issue of climate.

We believe the IFRS Foundation should focus its standard-setting efforts on how financial implications
of sustainability issues can be recognized in financial reporting in accordance with the IFRS Standards.
A broader focus on sustainability-related financial disclosure from the onset, rather than initially focusing
on climate-related financial disclosure, will reflect the reality that companies are faced with today: that all
sustainability topics that rise to the level of importance in sustainability reporting, if not financially
material at the time of reporting, will eventually translate into financially material issues, depending on
time frame and context. For financial reporting to be truly reflective of financially material sustainability-
related information, the IFRS Foundation needs to be much more ambitious to meet market

expectations.

We see future work for the IFRS Foundation on sustainability-related financial disclosure in the context
of a wider discussion that covers all financial risks and opportunities deriving from the impacts of an
organization’s activities and other sustainability issues and conditions, e.g. geopolitical context,

technological risks. Financial reporting will increasingly need to draw on multiple sources to provide an
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understanding of the long-term development of financial statements and long-term business value

creation.

We believe that this will necessitate an initial evaluation of the extent to which generic guidance or
standards can be provided for considering sets of information related to different sustainability issues.
For example, the structure of the Task Force on Climate-Related Financial Disclosures (TCFD)
recommendations around governance, strategy, risk management, and metrics and targets lends itself

to discussion of many, if not most, sustainability issues from a financial perspective.

Additionally, it will need to be evaluated whether issue-specific guidance and standards are needed,
and in doing so, the link with sustainability reporting will need to be considered. In the example of
climate-risks-related disclosure, Scope 1, Scope 2 and Scope 3 GHG emissions disclosures should be
drawn from sustainability reporting in order to reduce duplication of efforts and reporting burden.32
Financial reporting standards would reference the disclosures included in sustainability reporting
standards, and focus their disclosures on the financial risks and opportunities deriving from, e.g., an

organization’s GHG emissions and the implications to the company's future prospects.

Even if the IFRS Foundation continues to focus initially on climate-related financial disclosure, many
environmental and social sustainability issues would need to be considered to make financial reporting
comprehensive and truly reflective of the financial implications of climate change. The profound impacts
on business models in order to achieve a resilient, net-zero economy by 2050 necessitate discussions
that extend well beyond GHG emissions and even with this narrow scope the IFRS will have to address

the question of whether its current governance and due process are appropriate.

We see tremendous opportunity for the IFRS to evolve financial reporting under its current mandate to
include the financial implications of sustainability issues, and in doing so to make a key contribution to
achieving adherence with authoritative intergovernmental instruments, social expectations and

planetary boundaries.

Question 9: Do you agree with the proposed approach to materiality in paragraph 50 that could be taken
by the SSB?

We agree with the initial focus outlined in paragraph 50. As described above, we believe the IFRS
Foundation is well positioned to further its existing mandate that focuses on financial implications for the
reporting entity by also acknowledging financial implications of sustainability issues. However, we note
that this will, almost by definition, not include all sustainability information relevant to investors and other
market participants as laid out above in the discussion of the investor relevance of sustainability
reporting. Therefore, financial reporting needs to be complemented and informed by sustainability
reporting, which focuses on the impacts of an organization’s activities on the economy, the environment

and people.

32 Corporate Reporting Dialogue, Driving Alignment in Climate-related reporting, 2019
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Question 10: Should the sustainability information to be disclosed be auditable or subject to external
assurance? If not, what different types of assurance would be acceptable for the information disclosed

to be reliable and decision-useful?

GRI strongly supports the need for sustainability information to be auditable, and we have
recommended external assurance for many years as one of the key measures to enhance quality and
consistency of reported information. Under the GRI Standards, companies are required to report their

approach to external assurance.

We believe that sustainability-related financial reporting information should be subject to the same rigor
as established financial reporting information. For sustainability reporting information to be a useful input

into financial reporting, it should be subject to external assurance.

To ensure auditability, GRI's standard-setting efforts have consistently invited and considered feedback
to ensure that the GRI Standards constitute suitable criteria for external assurance. We have seen
significant uptake in the levels of assurance of sustainability information over recent years, but the
practice needs to evolve further in rigor, breadth and depth in order to address the expectations of
stakeholders and leverage its potential in making a significant contribution to the provision of consistent,
comparable, high-quality information.In this context, we welcome the efforts of the American Institute of
Certified Public Accountants (AICPA) and more recently the International Auditing and Assurance
Standards Board (IAASB) with its Extended External Reporting (EER) Assurance project. We
encourage the IFRS to further develop its working relationships with the IAASB and other relevant
parties involved in external assurance with a focus on sustainability information. As explained above,
sustainability information will increasingly become a critical input to financial reporting. The objective
must be to set standards for the assurance providers that are fully reflective of the particularities of
sustainability information, and where relevant build on the practice that has been developed for financial
reporting. This development of standards needs to be accelerated and the IFRS, through its existing

relationships with key stakeholders in the area, can play a pivotal role.

Companies can use a variety of approaches to seek external assurance, such as using professional
assurance providers or other external groups or persons. Regardless of the approach used, the
expectation should be for external assurance to be conducted by competent groups or persons who
follow professional standards for assurance (‘assurance providers’) and apply systematic, documented,
and evidence-based processes. Overall, for external assurance of sustainability information, assurance

providers should:

e be independent from the organization and therefore able to reach and publish an objective and
impartial opinion or conclusions about the report;

e be demonstrably competent in both the subject matter and assurance practices;

e apply quality control procedures to the assurance engagement;

e conduct the engagement in a manner that is systematic, documented, evidence-based, and

characterized by defined procedures;

@ PO Box 10039 | 1001 EAAmsterdam | The Netherlands | T. +31(0) 205310000 | info@globalreporting.org

Amsterdam | New York | Hong Kong | New Delhi | Johannesburg | Bogotd | S&o Paulo | Singapore



18

e assess whether the report provides a reasonable and balanced presentation of performance —
considering the veracity of data in the report as well as the overall selection of content;

e assess the extent to which the report preparer has applied the GRI Standards in the course of
reaching its conclusions;

e issue a written report that is publicly available and includes an opinion or set of conclusions, a
description of the responsibilities of the report preparer and the assurance provider, and a
summary of the work performed that explains the nature of the assurance conveyed by the

assurance report.

Concluding remarks

We wish to conclude by reiterating our support for this Consultation and our strong belief that the IFRS
Foundation already has the ability to have a positive impact on the widespread uptake and quality of
reporting on the financial impacts of sustainability issues. This initiative comes at a critically important
moment. The GRI stands ready to engage closely with the IFRS Foundation to progress the

interconnectivity of financial reporting alongside broader sustainability reporting.

If you have any questions concerning our comments, please don’t hesitate to contact us.

Yours sincerely,

d._lammﬂ .

Judy Kuszewski Eric Hespenheide

Chair of the GSSB Chairman of the GRI Board of Directors
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