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1. Executive Summary Wl
This publication provides an

and voluntary approaches to
up to-date and expanded overview of mandatory
sustainability reporting and assurance.

4 Cato6 antl Sitcks Prcmothg T?nspate.cy and Sustar.abrirry

n 2006 UNEP and KPMG lssued

a publcation cal ed "Carrots and

Strcks for Starters, Current Trends

and Approaches in Voluntary and

Mandatory Slandards f or Sustainability

Reporting", (UNEP and KPMG 2006)

which gave a {irst time overview oI
sustainability reporting mandatory and

voluntary approaches in a selection of
countries worldwide.

Th s publ cation prov des an up-to-

date and expanded overview of

mandatory and voluntary approaches

to sustainabilty report ng and

assurance. The updated publication

covers most OECD countries, as well

as new emerging market countries
in addrtion to Brazil, India and South

Africa, which were covered in the
2006 ed tion. lt aims to provide

readers with an easy reference
and overview oJ bas c legis ative

and vo untary requirements, n a

format that allows comparison of
approaches across regions and

countries. The objective o, the
updated publication is also to revisit

the debate about the advantages

and disadvantages of both voluntary

and mandatory approaches to
sustainab lity reporting. For th s

pub ication we have also invited

acknowledged experts n the fie d

of sustainability reporting to prov de

input on selected topics.

This publication is the outcome of
a collective effort of UNEP, KPMG

Sustainability, the Global Reporting

lnitiative and the University of
Ste lenbosch B usiness School, with the
suppoft of many other experts and

organ satlons (see Acknowledgments,
page9l ). The research partners be eve

that a variety of readers wil find this

pub ication useful. Begu atory bod es

and government offic a s based n

ministres responsib e for relevant

nationai laws including company 1aw,

corporate governance requirements
and requirements for disclosure of
linancial and non-financial isocial,
economic and environmental)

information wrll find guidance on

currentdebates and can viewexamp es

of how different regulators have

responded, as w I reporting managers

from mu t natlonal corporations, non

qovernmental reporters, company
watchers and users oJ reporting

information including analysts,

consultants, and those who would

bene{it from easy, rellableand updated

informat on on requirements in existing

and new markets n which their
organ sations operate.

Over the ast four years the
reguLatory landscape has evo ved

substant a ly n a I parts of the wor d.

More codes and regulatory measures

are now available in more countries.
A review of mandatory and voluntary
sustainability reporting standards

and legislation in 30 countries has

revealed that both nternational

and nat onal standards, codes and

gu delines as well as eg s ation for
sustainab lity reporting have been

strongly evolv ng. The ncreasing

number of repoTteTs seems to go

hand in hand with an increasingly

dense regulatory network of
international and national standards,

codes and guidelines as well as

legislatlon for sustainabilitv reportlng.

Fol ow ng an ana ys s of current
trends and approaches n mandatory
and vo untary susta nab ty report ng,

an lnventory of selected egis ation,

standards, codes and guidelines is

prov ded.

Our research of existing approaches

in the selected 30 countriesr
revealed the followlngi

. A total oJ '142 country standards

and/or laws with some lorm of
sustainability-related reporting

requiTement or gu dance;

. Approximate y two th .ds 165%)

of these standards can be

classlf ed as rnandatorV and one

third (35%) as voLuntary;

. A total of 16 standards with
some form of reporting
requirement ar the global and

regional level; and

. A total of 14 assurance

standards.

ln addition, there is a steep lncrease

n companies, and some pubLic

agencies, issuing susta nabllity

reports based on the GRI G3
guidelines. Research by KPMG in

2008 indicated that 79olo of global

250 companies disclose ESG data

and 77% of those use GRI to do

so. A new phenomenon s that ten
governments have a formal re{erence

to GR n their governrrental

corporate responsibl ity guidance

documents and/or po icies.2

There are many choices available to
regulators, which are influenced by,

amongst other things, geopolitical

factors. However, there are a few
general trends to be discerned. The

f rst s a stronger role for the state

1 Ausr. 6,Alsria,BBoum,3'.:,caia'Ja,c[is,chioa,o6i-
ma , Ecuador, Fiand, Fcnca G.,many, Greece, Funsary,lndia,
ndonosia, lD y, JaDan Luehbou,s, M
NorMy, Poduga, Sourh Atri6, Soltrr Kors, Spa n, S*den,
swinerr.nd ui rBd (isdom, Lliir6n srGs
2 Alstia,A€r9u,CaiEda,Oenma F nland, Germany, NerheE
bnds NdMy, s*den, unrcd sr46s
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n ts regulatory .o e, to ensLfe a

m n mini evel oi d sc osure €nd

risk prevent oi The sacond is an

emer0ing emphas s of a cc[nb nat ct
of 1.or'rp e..,entary) vc intary and

mandatcry approaches anC ine

th rd emerg ng iiend s ore of

ntegiat cn, res!lt ng ln a con-lb nai on

oi corcorale goveriance, f nancla

and sLrsta nab ty repoft ng into

one report ng frame!,rork. Th s th!rc

irenc may be 6 react oi in ordea

io avo d ne,^/ f nanc a scandalsand

cr ses. i s a so a slgn of ihe matlring
fie d cf s.rstarnabl ty reccrt ng, and

can contr bLrte to ach ev ng the
trais tion to susia nab e maakets anc

econcnt es.

Based on ihe trends ldentifled er.l ihe
need:o iake rhe debate forward, u/e

ciier the Ic c,ri.g recornriendat ons:

. A tnore act ve ro e fcr
gCVeTnnreni Tegu a:oTs n

s.rsta rab ty rapcri n! shou d be

encouraged;

. Regu ators shou d a.kno,r',, edge

the prlnc p e of comp e.neniar ty
r.e. the regiratcr shculd ra se

the bar n ie:ms of i n []um
report 1.g requirenrents, b!l
ieave enoLrgh space foi vo Lrntary

d sc osLre and nnovat on;

. To eocoLrrage vo untary

d sc osure, be!ord the ai nlmLrm

n:adatory reoJ fement, as v/e
as innovEt or, reguLators shoLr o

cons det Te ev3nt incent ves;

. [v]andatcry sianda rds shoul.l

be s mp f ed th s should be

pedormed by stocktak n! oi
standarCs ai the couniry evel

ard a !nnrent ,// th g cba

sia ndafds 'rhere posslb e;

. A stekeho Cers sho! cl

acknow edge conveTgence

stock exchanges, rairng agena es

anc NGOs iave to ntefact !^/ith

fegLr atofs anc reporters a order

1. take tire decate lorxard;

The opt on ol niegr.tco
rero'i tg sho-rd be ser ous,y

.ons dered by a stakeiro Cers,

nc uo:g :egJ alols.
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z. lntroduction W$.$trI
Today the world is facing a rapidly changing economic, environmental and
social situation resulting from both a financial and sustainability crisis.

The current g obal financ a and

economic crisis has sparked renewed
interest in regu ation, ncluding

corpoTate goveTnance and d sc osure
requ rements. ln addition, the last
three years have seen the ntroduction
of sign ficant changes n terms of
.oo ngq-de'ne, n^ar, co.rt o-

For examp e, new requ Tements
re ated to corporate respons br ity
have been introduced in Scandinavian
coLrntrles, inc ud ng a rnandatory
requirement for susta nab ity
reporting by state-owned companies
in Sweden. At the same t me, there
has been an incTeased focus on

ntegration n repoting and further
professionalisatron of susta nab lty
reporting. These deve oprnents
s gna ed the need for doing a revised,
updated version of Carrots and Sticks

for Starters, whlch was pub ished in

2006.

Sustainab lity reporting3 enables
organisations of a lshapes and sizes,

lnclud ng compan es and public

agencies, to measure, manage and
pubi c y disc ose th eir economic,
env ronmenta and socia performance.

Looking back...

Feporting debates in the United
States (USA) and n Europe in the
T 960s and '1970s were gnted
by a new awaTeness of external

responslbi ties unfu f lled by
governmental inst tutions and ones
that business needed to account
for- Early experments wlth soc a

reporting Sozialbianz or bian socia
(a ega requ rement n France since

1977 and practlced ln the Nether ands
since the 1960s) paved the way for
the introdLrct on of the env ronmental
repoft or Okobianz n countries such
as Germany, Austr a, Denrnark and

Swltzerland. Durng ihe 1980s ethical
nvestment lunds in the UK and USA
started screen ng compan es based on
their soc a and eth cal perfor[.ance.
Following the 19Bg Exxon Va dez
d saster, the US-based Coa ition
for Environmenta ly Responsible
Economles (CERES) developed The
CEREs/r'a dez Princip es on behalf
of the Social lnvestment Forurn.
These principles introduced a tough
set of environmental report ng

guldelines. ln the early 1990s UNEP
and Susta nAb lity undertook g oba

benchmark ng of envitonmental
and broader reporting. The 1990s

saw ncreased repoting wth more
comprehensive coverage This was
epitomlsed for examp e by the Body
Shop lnternational's first Va ues
Report (1995) n wh ch t reported on

environmental, an ma protection and

soca isslres. n 1997 CEHES and

UNEP launched the G oba Reporting
lnit ative (GR ) process to deve op
guide nes for reporting on the tr ple

bottom llne: economic, environrnenta
and soc al performance. The aim was
to e evate susta nabilty reporting

to the same eve and T goT as

annual f nanc aL reporting. As a mu ti
stakeholder network organisation, GH

prov ded a forum where those who
take an nterest in environmenta,
soclal and governance (ESG) issues
and those organisations or ind v dLta s

working n the sustainabi ty
repoting tield can come together to
advance the sustarnab lty agenda.
The foundat ons of the report ng

framework - the GRI Gu del nes - are

being cont nualy deve oped by the
network through a multt-stakeho der
consensus seeking process to which
anyone can contribute. The third
version of the Gu de ines known as

the G3 Guide ines was publlshed

in 2006 and is a free public good.

Slnce 2006 the wor d cornmunity has

been using the third generat on of the
guidelnes, the G3 Gu de ines, and GRI

has foca points in Ch na, Braz , nda,
and Australa.

Surveys in the Ang o-Saxon wot d
of reporting trends ln the 1990s

showed that up to that time most
compan es focused on the d sc osure
of human resource issues. Hurnan
resource report ng was much more
predorninant than environmental
reporting, since much dlsc osure n

this terra n was rnandatory rather

than vo untary (Hibbrtl, 2004: 79).

Env ronmental reporting incteased
due to more governments +ocusing

on heavy poLlut ng ndustr es a|d
ntrodLrcing compulsory registration
of materla s {a form of green

accounting) and nventory of tox c

Teleases. Also, the development of
new env ronmeftal Tnanagernent
standards such as the European

Eco Management and Audit Scheme
(EMAS) encouraged site leveL

report ng.

Deve opments n reporting ranged

from legallstlc and technical

TequiTements under company law
and account ng ru es to manageT al

innovations and new demands
by stakeho ders, a I of wh ch

resu ted n the b rth ol the concept
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of the comprehensive "corporate

sustainab lity report" in the 1990s.

It was a decade that was described
by the London based think tank
SustainAbility as the "Transparency

Decade", when a series of major

incidents forced early pioneers to
"come clean" and issue economic-
social-environmental reports
(SustainAb lty and UNEP, 2002: 6).

Susta nAbilty has suggested that
the first decade of the 2'l st centu.y
miqht become the "Trust Decade".
This decade was to be based on ever

increasing transparency, accountability
and reporting. However, the past few
years have turned out to be years of
"d strust". As a result of the global

financ aL crisls and severa corporate
scandals, there is a general climate
of distrust regarding companies'
abllity to self-regulate (Edelman Trust
Barometer, 2009). Consequent y.

the general pub ic s demanding
an increased role to be played by
governments in the sustainability
report ng f eld.

Today the world is facing a rapidly

changing economic, environmental and

socla situation resultlng from a doub e

crisis. Fi.st y, the globa financial crisis

and deepening economic recession

are profoundly and negatively a{Iecting
our econorn es. This crisis s acute and

. siore. !owe.er. . e "!orld a so laces

a growing sustainabiLity crisis: this
complex web of interlinked economic,
environmental and soc al developments
poses a ong-term threat to global

stablLity and prosperity. Th s second

crisis is evolving more slowly, but
will ultimatelv have a wider as well
as deeper, and, potentialy, far moTe

costly, mpact. The susta nabilty and

transparency agenda ofiers possible

solutions to both crises.

The crlsls has sparked renewed
interest ln regulat on, inc udlng

corporate governance and disclosure
requirements. lncreasingly, public

oplnion links the financla cris s with
sustainab llty related crises, such

as climate change. lnvestors and

analysts are starting to assess investor
value through ESG nformation. The
general publc, NGOS and investors

are demand ng an ncreased ro e'for
governments in the sustainability
reporting field (Edelman Trust
Barorneter,2009). ln March 2009
the GRI Board issued its Amsterdam
Declaration,4 calling "on governments

to take leadership by introducing policy

requiring companles to report on ESG

factors or pub icly explain why they
have not done so" thus following the
"repon or explain" principle inspired

by the recent Danlsh aw on reporting.5

ln 2009 the European Comm ssion

hosted a series of multi-stakeholder
workshops on ESG disclosure
culminating in a debate on a series of
hypothetical scenarios, ncluding some
regu atory options, for the future of
European policy on this issue.6

Various approaches can be fo lowed
to encourage susta nabi ity reportlng.
On the one hand, the legislator can

be passive and leave it to market
forces, internationa or supranational

ooo e5 1o dri\e organrsa. ons lo'epojI
on sustainability issues, o. they may

support various non-governmental
initiatives in their attempts to plomote
reporting. On the other hand, the
eg s ator can choose to lntroduce one

or more oI the lollowing measures:
. Mandatory regulations with an

ob iqation to report;

. Governmental endorsement of
the GRI G3 Guide ines and an

encouragement to industly to use

them;7
. Voluntary rules or guidelines

re ating to Performance, wlth or
without ref erence to international

standards such as the UN Global

Compact and GRI; or
. Transfer the regulatory power

to self regulating authorities like

the NYSE or a stakeholder panel

whose statutes can be either
vo untary or mandatory.

Over the past decade there has been

a lively debate amongst proponents

of voluntary and mandatory repoa(ing

standards. Vested interests and

perceptions have orten resulted in

conflicting positions. Ten years ago

corporations usually argued strongly

n favour of voluntaTv standards

whilst NGOs, pressure groups and

trade unions demanded mandatory
standards since they did not believe
that corporations would disclose

materiaL information objectively
unless they were required to do so

by law. As explained in Carrots and

Sticks for Starters, there have been

manv arquments for and aga nst both
mandatory and voluntary reporting (see

Table 1).

lncent ves for cornpanles to report;

4 avalrabro d nnp l yl&.q obal,eM'^s orqr'Curer8 oiiosAnsE,
damD€craclon/ { al esned I F.ruary 20r0i
s An $a Da^'sh FiiaicoiSblBoo sAa, a€ lable d hno //w&
E.sov di</o4oh c9samjundsans€, dvDolum€nrer,P.oo.el-Fe.

6 lirom 
'o^ 

a!a'abear hho//e. o! rop, 6 ueotorpriso/po .Bs/
susr nabre business/.orDo,ate.s.. {esponsb rylropo4nqiJs.Ldsur€r' 7 Th s sroresmde d.ie by rrto Nor@qian Govgrimant.:sex
swedisrroreededcyl.dei €o htm prossad n rh6, rlsB wli € Paoer or $nuarv 2m9
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Mandatory
approaches to
reporting

Voluntary

approaches to
repoIting

Changrng rhe corporate cu ture - leaders

wi cont nLte to innovate above m n mum

requirements

Incompleteness of voluntary reports

Comparability

Non o s o. -.e o- r .ga. \ r p .ro -a. ce

Lega certa nty

Maiket fal ures theory of regu ation

Reductlon of non-drversrfrable markel risk

free rider problem

Cost savings

Standardisation

Equal treatment of nvestors

Flexibl ity

Prox mity

Compllance

Co Lectlve Lnterest of ndustry

Knowledge gap between regu atoTS and

nd ustry

One size does no1 flt aLl

lnf exibilty in the face of change and

comp exlty

Lack oi incentive for innovation

Constraints on efficiency and

competitiveness

Conf cts of nteresi

nadequate s!nct ons

UrdeT enioaaement

G oba competlt on

nsufiiclef r reso.rrces

Table 1: Reasons for and against mandatory and voluntary approaches

During the last few years the debate has become more mature. There are now companies, investors and analysts that
are promoting regulation, and trade unions that use voluntary standards amongst their members. Governments refer

to the G3 Guidelines, which were developed as a voluntary reporting framework, in their implementation documents,
guidelines and explanatory notes on legislative requirements.

The relationship between mandatory and voluntary approaches is framed differently today. lnstead of presenttng

mandatory and voluntary sustainability reporting as exclusive options, they are in Iact highly complementary. Assuming

a complementary relationship between mandatory and voluntary approaches, the challenge {or governments

then becomes to determlne the appropriate m nimum evel of mandatory requirements. For the reporting entities

the question remains as to how much they wou d be prepared to do beyond thelr comp iance with mandatory

requirernents. The reason for do ng th s is to gain a competitive advantage in both the present and the future (see

F gure 1).

Best Practice lnnovation

lvlinimum Requirement

o GRl2010

Figure 1: The interplay between the voluntary and regulatary spheres

Compliance

Reasons for Reasons against




